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Preface to the sixth edition

The sixth edition of The Marketing Book is a testimony to both the continuing demand for an authorita-
tive overview of the marketing discipline and the constantly changing nature of its subject matter. First
published in 1987 to coincide with the Michael Baker’s appointment as the first academic National
Chairman of the Institute of Marketing, the original concept was:

To produce an authoritative handbook setting out the scope and nature of the marketing function, its mana-
gerial applications and its contribution to corporate success.

To implement this concept, contributing authors were advised: ‘The Marketing Book should serve as
first point of reference for experienced practitioners and managers from other functions, and as an
introduction to those embarking on a career in marketing. In short, the kind of book which every mem-
ber and student of the Chartered Institute of Marketing will find relevant and useful.’

The fact that the book has been continuously in print for 20 years and is now in its sixth edition is
clear evidence that there is a continuing need for such a publication. However, at least two significant
factors have influenced the preparation of this new edition. First, the original editor has retired from
full-time involvement in the marketing academy and is now an Emeritus Professor. So, to ensure both
continuity and currency, Professor Susan Hart, Professor of Marketing and Vice Dean Research in the
Strathclyde Business School, has been invited to act as co-editor. Second, the international success of the
book and its translation into other languages, together with the impact of globalization, have resulted
in a reconsideration of the original remit which was that the contributors be drawn exclusively from the
UK marketing community. For this edition, the publishers have encouraged us to include contributions
from leading international experts and this we have done. As the majority of contributors are based in
the UK, the current collection reflects a British view of what is important and relevant in the theory and
practice of marketing. Obviously, this view recognizes and reflects international perspectives but, in a
subject where so much published work is written from a purely American point of view, I consider it
important that an alternative, albeit similar, interpretation be available. That said, there can be no doubt
that this has been enhanced by the views of our international experts.

While it is unlikely that anyone other than the Editors and Publisher would wish to make an analy-
sis of the content of successive editions, such a review would reveal that while some contributions have
changed very little, others have been extensively updated, a few topics have been dropped and a signifi-
cant number of new ones added. In parallel, the list of contributing authors has also changed markedly
over the years. However, the present roll of contributors shares a common feature with all the preced-
ing editions – the authors are all leading experts in their fields. All have published widely on the topics
for which they are responsible and many of them have written one or more definitive and widely used
textbooks on the subject of their contribution.

Four chapters have been dropped from the last edition, twelve chapters have new authors and four
new chapters have been added. In every case, the reason for omitting these chapters is that their content
is covered by other entries. Some of these are completely new and are evidence of the way in which the
subject of marketing is developing, while others mirror the incorporation of what were emerging areas
into mainstream marketing. All these chapters are, of course, still available in the fifth edition.



A number of chapters remain much the same as they appeared in the fifth edition. These are:

Chapter 1 ‘One more time – what is marketing?’ by Michael J. Baker
Chapter 2 ‘Postmodern marketing’ by Stephen Brown
Chapter 3 ‘Relationship marketing’ by O’Malley and Tynan
Chapter 4 ‘The basics of marketing strategy’ by Robin Wensley
Chapter 5 ‘Strategic marketing planning: theory and practice’ by Malcolm McDonald
Chapter 10 ‘Quantitative methods for research in marketing’ by Luiz Mouthino
Chapter 13 ‘New product development’ by Susan Hart
Chapter 15 ‘Selling and sales management’ by Bill Donaldson
Chapter 28 ‘Green marketing’ by Ken Peattie

All these chapters have been updated with some new material, some quite radically, and more recent
references where appropriate. They all meet the criteria that they give a clear and authoritative
overview of their subject matter.

Given the strictures of our good friend and Publisher, Tim Goodfellow, not to exceed the limit of
450 000 words for this edition, we will restrict our comments on the content of this edition to a min-
imum necessary to give you a foretaste of the content.

Chapter 1: One more time – what is marketing? Right from the start, Baker’s chapter robustly
asserts that marketing as practised in British Industry bears as little relationship to professional market-
ing as over the counter potions of alternative therapies do to professional medical disciplines and prac-
tice. Having stated the position that marketing is, as medicine before, in a process of transition from an
art to a profession with strong theoretical foundations, the chapter goes on to trace some of the under-
lying theories behind marketing as both managerial orientation and a business function. As managerial
orientation, marketing is allied to the notion of product differentiation as a means of gaining competi-
tive advantage, with a customer orientation as the driver of the distinguishing feature of the product or
service. The chapter, then, goes on to outline the history of the function of marketing and its much
reported (and greatly exaggerated) ‘death’. In so doing, the advent of the Internet with its implications for
marketing is discussed. There follows an expanded discussion regarding the nature of competition, draw-
ing comparisons between the Anglo-Saxon models of capitalism and the Alpine Germanic, wherein the
latter, adopting a long-term perspective, is the link to a more relational perspective on marketing. The der-
ivation, diagnosis and prognosis for relationship marketing are considered before a direct comparison
between the transactional and relational view of marketing is made. In the final section of the chapter,
attention is turned to the debate surrounding ‘a new model of marketing’. In reviewing the article by
Vargo and Lusch (2004), the chapter concludes that the concept of marketing management may have paid
insufficient attention to consumers wants, but it has done much in catering for their needs.

Chapter 2 ‘Postmodern marketing’ by Stephen Brown was new to the last edition and discusses an
important new trend in marketing thought. Since the Enlightenment of the eighteenth century, the
dominant model for research has been positivistic. The defining characteristic of positivism has been a
belief in the existence of an objective reality that can be defined, explained and understood through the
application of scientific methods. In turn, this belief has given rise to ‘modern’ society, of which mass
production, mass consumption and modern marketing are major manifestations. It would seem, there-
fore, that ‘postmodern’ must refer to the nature of society that has or is likely to evolve out of the ‘mod-
ern’ state. To establish, if this is or is not the case, we invited one of the most widely published and cited
authorities on the subject – Stephen Brown – to contribute a chapter on the subject. Its positioning
immediately after my own attempts to define modern marketing is deliberate.

It would be facile to try and summarize Stephen’s chapter. However, in our view it provides one of
the clearest expositions of what postmodern marketing is or is perceived to be. (It is also written in his
own distinctive and entertaining style.) Whether or not you are converted to this perspective of market-
ing, it is important that you are aware of its defining characteristics as with the more traditional views
contained in Chapter 1.

Chapter 3 deals with a topic – ‘Relationship marketing’ – that has been widely referred to in earlier
editions (and in this edition). Several pages were given to the topic in Baker’s introductory chapter in
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earlier editions and are retained in this one. However, relationship marketing (RM) has evolved to
become the dominant paradigm in marketing and deserves an entry of its own.

While there are many distinguished authors that might have been approached to contribute this chap-
ter, the choice of Lisa O’Malley and Caroline Tynan was an obvious one. As the authors make clear, rela-
tionship marketing has evolved over the past 30 years or so as a re-conceptualization of the transactional
model of marketing, based upon the application of the marketing mix to the marketing of mass-produced
products to large, homogeneous consumer markets. This model was seen to be inappropriate in industrial
or business-to-business markets, and also to the marketing of services, and a new approach based on the
creation and maintenance of relationships began to emerge. Accordingly, ‘The purpose of this chapter is to
begin to describe how the rich body of knowledge that is relationship marketing has come into being, what
its major underpinning theories are, what defining moments occurred, and what might shape its future’.

In our view, it accomplishes this in a clear and scholarly way. Plainly, having evolved from a num-
ber of different, albeit complementary, research traditions, relationship marketing is not a single mono-
lithic concept – ‘Indeed, relationship marketing is less a coherent body of knowledge and more a
collection of loosely aligned understandings’. To know what these are, how they have developed and
how they might be applied in practice, this chapter is ‘must’ reading. And, for those wishing to dig
deeper, the References are an invaluable resource in their own right.

Chapters 4 and 5 – ‘On marketing strategy and strategic marketing planning’ by Robin Wensley
and Malcom McDonald – appeared in the First Edition and with appropriate updating remain classic
introductions to the subject matter and a sound foundation for further study.

Chapter 6, ‘Consumer behaviour’, is by the ‘new’ author, Mark Gabbott of Monash University in
Australia. Gabbott’s overview of consumer behaviour begins with the often forgotten fact that nothing
is more central to marketing than consumption, or as Adam Smith said in his 1776 Wealth of Nations,
‘consumption is the sole and only purpose of production’. Acknowledging this central role in practice,
however, the chapter equally notes that the definition of consumer behaviour at the core of consump-
tion is extremely wide in scope and has produced numerous sub-fields which are often contradictory.
The chapter traces the development of consumer behaviour studies and their intellectual origins, from
the economic, through to the behavioural, presenting the key models of consumer behaviour. It, then,
outlines the layers of actors involved in the process of consumer decision making before considering
more contemporary perspectives of consumer behaviour.

Chapter 7 – ‘Business-to-business marketing, organizational buying behaviour, interfirm relation-
ships, and network behaviour’ – is contributed by American authors Arch G. Woodside and Kathleen
R. Ferris-Costa. As they point out, Business marketing is the practice of organizations, including commer-
cial businesses, governments and institutions, facilitating the sale of their products or services to other
companies or organizations that in turn resell them, use them as components in products or services
they offer, or use them to support their operations. Also known as industrial marketing, business mar-
keting is also called business-to-business marketing, or B2B marketing, for short. B2B marketing is
larger in size of revenues than B2C (business-to-consumer) marketing because B2B marketing includes
all inter-organizational transactions involving suppliers, manufacturers, agents, distributors, retailers,
transportation firms, financial enterprises and government departments. Thus, learning how firms
implement B2B strategies and attempt to evaluate and improve the effectiveness and efficiency of such
strategies are worthy topics for training by executives and students.

The chapter serves as an introduction to the body of applied and scholarly work focusing on B2B
marketing, organizational buying behaviour, relationships and networks. Aims of the chapter include
stimulating the reader to seek out the sources of work that these pages summarize as well as to present
a few core propositions for crafting and implementing effective strategies relevant for firms operating
in B2B markets. To keep the present treatise to a reasonable length, the chapter mostly focuses on the
following five topics:

1 Insights on how B2B is similar to and differs from B2C marketing-purchasing behaviour and strategies.
2 Deductive modelling of B2B marketing-purchasing behaviour.
3 Inductive modelling of B2B marketing-purchasing behaviour.
4 Innovation and diffusion decisions and strategy propositions.
5 B2B network research findings and strategy implications.
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Wilson’s overview of contemporary marketing research notes that the way in which information, infor-
mation technology and more broadly, market knowledge is gathered, stored, accessed and used in mar-
keting have significantly changed the role and nature of marketing research. The chapter, then, goes on
to outline the key stages in the market research process and in so doing, explicitly deals with the
agency/client interface in the writing of research briefs and proposals, including how agencies are
selected for a particular piece of research. Discussion of the different types of research is provided,
together with an overview of the kinds of decisions that require these different types of research. The
chapter examines sources of secondary data, their purposes and gives an overview of the key factors
governing the choices on data collection strategies employed. Finally, discussion turns to the consider-
ation of ethics in market research, incorporating data protection and codes of practice.

Len Tiu Wright’s chapter ‘Qualitative research’ is ‘first’ for the Marketing Book and complements Luiz
Mouthino’s wide ranging chapter on quantitative methods that has been a feature of the book since its first
edition. The reason for the delay in giving explicit recognition to the importance of qualitative research in
part reflects the influence of the Ford Foundation and Carnegie reports on business education in the 1950s
which argued for a positivistic/scientific approach to research rather than the interpretivistic/judgemental
methods widely used in the ‘soft’ social sciences. At the same time, it also reflected the original Editor’s
view that many, if not the majority of academics and practitioners, were more comfortable and familiar
with qualitative research methods so that the need in a book of this kind was for a clear exposition of the
wide range of quantitative methods available and their application to marketing research and practice.

While this belief still holds, and the chapter on Quantitative Methods which follows is one of the
longest in the book, there has been growing recognition of the importance of qualitative methods as a
means of gaining greater insight into the reasons why the actors in exchange relationships behave in the
way they do in order to understand concepts like ‘relationships’ and ‘loyalty’. In turn this has prompted
growing interest in qualitative methods widely used in other social sciences such as ethnography, nar-
rative and story telling and the use of grounded theory and case studies. So, as the author advises in the
introduction to her chapter, it concerns:

. . . the importance of qualitative research in marketing. It is not in the remit of this chapter to cover the numerous
typologies and specialisms of qualitative research used in the social sciences. The chapter’s orientation is
directed at where some of the traditions and applications inherent in qualitative research are suited to market-
ing. Definitions and scope of qualitative research are provided. Background aspects are provided about the
growth of qualitative research, theoretical underpinnings for and differences of qualitative and quantitative
approaches, including what validity, reliability and triangulation mean in qualitative research. These are fol-
lowed by reflections on existing traditional types of enquiry namely: autobiography, biography, ethnography,
grounded theory, phenomenology and the case study. Data collection methods and the applicability of quali-
tative research to the broader realms of international marketing are examined. The chapter concludes with a
brief prognosis for qualitative research in marketing.

So, if you are not sure what ontology and epistemology mean, or how ethnography or phenomenology
might contribute to the development of more effective marketing strategies, this is the chapter for you.
Furthermore, you will be introduced to a range of methods and their applications as well as important
issues like validity and reliability.

Chapter 10, ‘Quantitative methods in marketing’, has appeared in every edition of the book,
although on this occasion it is under the sole authorship of Luiz Mouthino of Glasgow University fol-
lowing the retirement of Arthur Meidan. SH comment
Market segmentation, together with targeting and positioning, is central to the development of market-
ing plans and the selection of the most effective marketing mix. Essentially, the marketing planner has
the choice of two basic approaches – product differentiation and market segmentation. In the case of
product differentiation, the supplier develops an offering that differs in some material and important
way from other competitive offerings which, they believe, will attract customers to them but without
any clear idea who they will be. Conversely, suppliers following a strategy of market segmentation start
by identifying unsatisfied customer needs and develop new offerings to care specifically for these.

For over 30 years now, Yoram (Jerry) Wind has been recognized as an international expert on the sub-
ject of market segmentation and, in Chapter 11, he and co-author David Bell provide a clear, up-to-date
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and authoritative overview of the subject. While the authors acknowledge that many of the fundamental
approaches to market segmentation have remained the same since the 1970s, they point out,

Despite the underlying stability of the basic concept, recent advances in information technology and the trend
towards globalization are introducing a discontinuous change to the adoption and implementation of seg-
mentation strategies. The revolution in information technology and strategy makes possible the creation of
databases on the entire universe and enormous advances in database marketing and innovative distribution
approaches. It has also facilitated much of the development in flexible manufacturing with the consequent
emergence of mass customization. In addition, the Internet has expanded not only the ability to implement
market segmentation research more effectively, but also the portfolio of segmentation methods available for
use (see e.g. Dahan and Srinivasan, 2004). These changes are leading to the creation of ‘one-on-one marketing’
or segments of one. The globalization of business expands the scope of operations and requires a new
approach to local, regional and global segments.

In light of these changes, not only a re-appraisal of what we know about segmentation, and what
works and does not work, but also a review of the segmentation area as part of an entirely new market-
ing and management paradigm.

Accordingly, the authors’ objective is ‘to introduce the reader to both the “best practice” in the segmen-
tation area and the likely new developments. These observations are based on advances in marketing con-
cepts, marketing science research and modelling tools, generalizations from empirical studies, successful
practices of leading firms and the conceptual implications of operating in the global information age.’

To achieve their object, five issues are discussed in detail:

1 Use of segmentation in marketing and business strategy.
2 Decisions required for the implementation of a segmentation strategy.
3 Advances in segmentation research.
4 Impact of operating in the global information age on segmentation theory, practice and research.
5 Expansion of segmentation to other stakeholders.

Thus, this chapter is based on the premise that segmentation is the firm’s response to a fundamental
market feature – heterogeneity. The likely success (or otherwise) of the firm’s segmentation strategy is
assessed through a segmentation audit discussed next. The firm enacts the segmentation strategy
through three factors: (1) data collection, (2) application of models and frameworks and (3) resource
allocation and differential action based on segment (customer) value. The chapter concludes with a set
of critical issues that provide the guidelines for the research agenda in this area.

This chapter meets exactly the objectives of The Marketing Book. For someone completely new to the
subject, it provides a succinct summary of all the key issues; for someone wishing to update their know-
ledge of the latest development, it does just that and provides detailed references that can be followed up
as required.

In 2003, the UK marketing academy lost one of its leading lights with the untimely death of
Professor Peter Doyle. Peter’s contribution to marketing thinking and practice was immense and his
views on shareholder value as the responsibility of marketing value provides the vehicle for the mar-
keting professional to have an increasing impact in the boardroom. The Editors debated omitting a
chapter on the Marketing Mix but, given continuing interest in and use of the concept, decided this was
not appropriate. Michael drew the short straw.

The marketing mix – specifically the 4Ps – is often considered the cause for embarrassment in mar-
keting academia. This chapter traces the history of the 4Ps, making the point that, as an aide-memoire, the
4Ps are representative of many more factors of marketing decisions and these are also subject to a wide
variety of influences. The chapter gives an overview of the components of the marketing mix and dis-
cusses their weaknesses and criticisms of the marketing mix, in particular that there should be a 1P exten-
sion to include people. Moreover, there is extensive discussion of key articles which have suggested that the
marketing mix be left behind as a relic from a distant past, but the chapter also examines more recent work
which seeks to establish a balanced perspective on the utility of the 4 or 5Ps model of the marketing mix.

Chapter 13, ‘New product development’, is contributed by Susan Hart, Professor of Marketing and
Vice Dean Research, Strathclyde Business School. With more than two decades experience of researching
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and publishing internationally on issues covering all aspect of product strategy and management, and
co-author of a definitive textbook on the subject, Susan is the obvious choice of ‘expert witness’.

In this chapter, the activities, their sequence and organization required to develop new products
are discussed in the light of an extensive body of research into what distinguishes successful from
unsuccessful new products.

The focus of the chapter is exclusively on how new products are developed. Starting with the
proposition that it takes more than a good idea to make a successful new product, the main activities
needed to bring a new product to market successfully are described. In so doing, the main critical suc-
cess factors for new product development (NPD) which have been revealed through research are
woven into the discussion of the process models commonly exhorted as the blueprints for success. In
turn, this discussion highlights the importance of market information to the successful completion of
NDP projects, but it also shows that blind adherence to a model for NPD cannot be productive as the
whole business needs to be characterized by flexibility and open to creativity from various sources
within and outside companies. The principal argument is that information is a central thread of success-
ful NPD. The NPD process is one of uncertainty reduction which requires information, constant evalu-
ation of options, which requires information and integration of various functional perspectives, as well
as the sharing of information. A review and critique of the current models reveals their contribution to
and constraints on the process of developing new products and suggestions are derived from recent
research as to how they might be improved and managed.

In his chapter, ‘Pricing’, Cram explains the importance of pricing as an element of marketing and
gets to the heart of the problem: mismanagement. The chapter explains the reasons underlying its mis-
management and explores the consequences of over-simplified approaches to taking pricing decisions.
The chapter then reviews the classic methods for setting prices, or for thinking about setting prices, and
gives an overview of issues from the points of view of customers, competitors and the company taking
the decisions. The chapter ends with a discussion of pricing effectiveness.

Chapter 15, ‘Selling and sales management’, by Bill Donaldson has been a feature of The Marketing
Book for several editions. But, as the author observes, ‘The role of selling is continuing to change and
evolve in response to dramatic moves in the way buyers and sellers interact. Individual knowledge,
skills and abilities are still required, perhaps more than ever, but teamwork and technology are also vital
ingredients in an effective organizational response to the needs and demands of customers. The sales
force have always been ambassadors for their firm, but in a turbulent business environment, the infor-
mation and persuasion role of salespeople is being absorbed into their relationship role. Salespeople
must take responsibility for creating, developing and maintaining profitable relationships with their cus-
tomers. This being so, the paramount need is to focus on how to win, develop and retain customers to
achieve the marketing and sales objectives of the firm. This puts the spotlight once again on the role of
selling in the marketing mix and on the management of sales operations. Sales operations are the rev-
enue generation engine of the organization and thus have a direct impact on the success of the firm. In
this chapter, we consider how selling is changing and evolving. We examine the strategic nature of sales
and the new role of salespeople and redefine the sales encounter in different exchange situations. We
then address some of the key issues in managing the salesforce as they relate to marketing’.

Chapter 16, ‘Brand building’, is by Leslie de Chernatony, an international authority on the subject.
Brands, branding and brand building are all terms of multiple interpretation, as the chapter acknow-
ledges in its introduction. A comprehensive overview of different brand interpretations is given, includ-
ing logos, legal instruments, a company, shorthand for a product, service or firm, to name but a few.
These are clearly distinguished before a detailed exploration of how to build brands strategically using
a model of brand planning, which takes the reader through a number of stages. These include articulat-
ing a brand vision, consideration of the organization’s culture, setting brand objectives, auditing the
brand, distilling brand essence, internal implementation and resourcing. The chapter finishes with a
discussion of the evaluation of brands which encourage reflection on the achievements at each stage in
the model.

Chapter 17, ‘Integrated marketing communications’, by Tony Yeshin appeared first in the previous
edition and reflected a trend that has accelerated since. While the need to employ different communica-
tion techniques has long been recognized and is reflected in different specializations – advertising, sales
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promotion, public relations, etc. – it is only in the last two decades or so that explicit recognition has
been given to the need to integrate these into a single communication strategy. As Yeshin observes,

Integrated marketing communications is significant to the consumer, although they are unaware of the 
concept. They recognize integration and see it logically as making it easier for them to build an overall brand
picture. In essence, links between the media are seen as:

• providing short cuts to understanding what a brand stands for;
• adding depth and ‘amplifying’ a particular message or set of brand values;
• demonstrating professionalism on the part of the brand owner.

Given that the seller’s primary concern is to position their brand clearly in the prospective customer’s
mind, the pressure to integrate their marketing communications is obvious and more so now with the
emergence of new approaches including e-marketing, product placement, the organization of trade and
consumer events, sponsorship activities and so on now abound. Individual specialist companies can
now provide clients with inputs in areas such as the design and production of point-of-sale materials,
the creation of trade and consumer incentives, pack design and guerilla marketing techniques, amongst
many others. Even in the mainstream areas, agencies have become specialized in terms of youth or grey
marketing, FMCG or retail marketing communications; dealing with pharmaceutical products or travel
and tourism. And the specialisms continue.

As Yeshin notes, ‘The essential requirement of the “new marketing” approach is the development
of a close customer focus throughout the organization which, in turn, demands an understanding of
customers as individuals in order to appreciate their perceptions, expectations, needs and wants. The
increasing availability of tools to enable the marketer to achieve this deeper understanding of the con-
sumer, similarly demands the re-evaluation of the ways in which the tools employed to communicate
with those consumers are used’.

For persons seeking a clear explanation of the nature of IMC, of the strategic role it can play in man-
aging the ‘intangible side of business’, through assisting in building relationships with customers and
other stakeholders and in creating positive perceptions, attitudes and behaviours towards brands and
of how to achieve integration, this chapter is a ‘must read’.

As Yeshin points out, ‘If all other things are equal – or at least more or less so – then it is what 
people think, feel and believe about a product and its competitors which will be important. Since prod-
ucts in many areas will achieve parity or comparability in purely functional terms, it will be the percep-
tual differences which consumers will use to discriminate between rival brands. Only through the use
of sustained and IMC campaigns, will manufacturers be able to achieve the differentiation they
require’.

Having defined the nature and origins of IMC in some detail, Yeshin reviews the factors that have
precipitated the growing interest in the subject. The impact and benefits of IMC are, then, spelled out fol-
lowed by a detailed review of the organizational issues involved in developing an integrated approach.
Finally, the potential barriers to achieving IMC are discussed, as are the international implications.
Because of the major changes that have taken place in marketing communications in recent years reflected
in Chapter 17, the chapters on Promotion and Sales Promotion that appeared in earlier editions have been
omitted from this edition. In their place are chapters on Mass Communication and Direct Marketing.

Chapter 18, ‘Mass communications’, is by Professor Douglas West, Professor of Marketing in the
Birmingham Business School and Editor of the International Journal of Advertising.

Despite the contemporary view that Mass Communications are of the past, this chapter by Douglas
West does an excellent job of contextualizing mass communications’ development within the multi-media
one-to-one age. The chapter covers how to formulate mass media in terms of the audience, geographic area,
seasonality and the creative proposition. The choice of media and media buying is given comprehensive
coverage also, with detailed discussion of the print media, television, web, radio and cinema.

Chapter 19, ‘What do we mean by direct, data and digital marketing?’, provides a very accessible
and authentic overview of direct, data and digital marketing by Professor Derek Holder FIDM Founder
and Managing Director, Institute of Direct Marketing. Voted the third most influential person in direct

Preface to the sixth edition xxxiii



marketing by readers of Precision Marketing and Co-Editor of the internationally recognized Journal of
Direct, Data and Digital Marketing, it would be difficult to find someone better qualified for the task.

Since Lester Wunderman first coined the term ‘direct marketing’ in 1961, experienced marketing
people are still arguing about what direct marketing is. From those early days, we have seen the rise of
new (or enhanced) methodologies bearing descriptions such as ‘database marketing’, ‘relationship mar-
keting’, ‘interactive marketing’ and ‘digital marketing’. In this chapter, Holder sets out to set the record
straight and discuss the essential similarities and differences between direct marketing and these 
newcomers.

In answering his rhetorical question, ‘What do we mean by direct, data and digital marketing?’, the
author looks at the origins of direct marketing, its adoption by multichannel users and how its discip-
lines underpin all that has followed its inception. This includes a discussion of the four basic principles
of direct marketing: Targeting, Interaction, Control and Continuity (TICC), and introduces the direct,
data and digital marketer’s information system, establishing its context within the company-wide
information system.

The author concludes that whilst the term ‘direct marketing’ may still carry many prejudices and
misunderstandings, the skill sets that direct marketers have honed over the years are even more vital to
major businesses today. Direct marketing is still the most accountable form of marketing. Its concepts
such as lifetime value help to determine the value of customer relationships and are as important as
brand equity. Direct marketers are also better versed at managing the customer journey, understanding
the touchpoints and building a one-to-one dialogue with customers. Equally, direct marketers under-
stand profiling and customer value segmentation better than general marketers as it is based on the
empirical customer data they maintain. Building, maintaining and utilizing customer databases are at
the heart of direct marketing’s strengths. Digital media has finally made one-to-one communications in
real time possible.

Customer Relationship Management is a subject with a wide variation of meaning to different
stakeholder groups, those investing in systems, those implementing the investments, those designing
the systems and the customer. In the chapter, ‘Customer relationship management’, Payne and Frow
take a strategic approach, addressing five inter-related cross functional processes: strategy develop-
ment, value creation, multichannel integration, information management and performance assessment,
each being a large area for research and practice in its own right.

A major criticism of marketing in the past has been that it lacks objective performance measures
enabling assessment of its contribution to competitive success. Against this background, the Marketing
Science Institute in the USA identified ‘Marketing Metrics’ as the most important research issue in its
programme for the years 2000 to 2004. This, then, is the theme of Chapter 21 and who better to address
it than Tim Ambler, Senior Fellow, London Business School who has written extensively on the subject.
As he explains in his introduction, ‘Marketers have long felt marginalized or at least under pressure to
justify their plans. They may not look for accountability but there is increasing acceptance that quantifi-
cation, preferably in financial terms, of plans and performance is an increasing factor in marketing . . .
Marketing performance measurement has traditionally focused on top line financial metrics such as
sales and sales growth (Clark, 1999). More recently, financial attention has shifted to the bottom line
expressed as net cash flow, profits or shareholder value’.

This chapter is structured as follows. After reviewing the theoretical, empirical and brand equity
measurement literature, management practice is explored first in terms of its presumed evolution and
then metrics usage. From this, some lessons for good and bad practice can be drawn and specifically in
three areas: discounted cash flow (DCF), return on investment (ROI) and the benchmarks used for per-
formance metrics comparison. DCF methods include customer lifetime value, customer equity and
brand valuation. The metrics used for planning purposes, for example, are not necessarily suitable for
performance evaluation. Brand equity needs to be formally measured but, on the other hand, searching
for a single financial performance indicator (‘the silver metric’) is misguided. After suggesting where
future research is needed, the chapter concludes with a summary of the findings.

Lloyd C. Harris’ entertaining chapter on how to implement strategic change begins with a broad
ranging discussion of why it is difficult to implement strategic plans, especially those that require sig-
nificant change, and gives numerous methods and examples of how change is resisted or subverted in
organizations. The chapter discusses equally how these tactics might be successfully challenged and
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gives a perspective on ten levers for implementing change, linking these to ideas from within the
research on internal marketing.

Services marketing – and marketing in general – is in turbulent flux. This claim constitutes the vant-
age point for chapter 23 contributed by Professor Evert Gummesson of Stockhom University entitled
‘Exit services marketing – Enter service marketing’.

Evert is recognized internationally as one of the first researchers to inquire into the nature and
importance of services marketing, and this chapter is a synthesis of research, practical experience as
marketer and consumer, and personal ideas about where marketing is heading. As such it constitutes a
highly original and up-to-date evaluation of current thinking on the subject. Those looking for a more
complete overview of concepts, models, authors and cases in services marketing are referred to text-
books and other overviews listed in the Recommendations for Further Reading.
Given the nature of the chapter, it is probably wisest to let the author introduce it himself:

When in the 1970s, services immigrated to Marketingland and applied for citizenship, it was in protest against
the hegemony of goods marketing. The initial sections of the chapter elaborate on the distinction between ser-
vices and goods marketing, bearing in mind that goods (things) and services (activities) always appear together.
So far, research in marketing and textbooks have not been able to integrate this insight with general marketing
theory. The chapter proposes that the time is ripe for a merger on a higher level of validity and relevance.

Through the concept of the service-dominant logic (Vargo and Lusch, 2004a; Lusch and Vargo, 2006), a dar-
ing and constructive effort has been made to turn what we know so far into a tentative synthesis. Their logic
opened up an international dialogue on the output of marketing as value propositions rather than as goods or
services. By further appointing the customer co-creator of value, the roles of supplier and customer become
blurred and require redefinition.

The chapter further brings in the marketing mix and what it stands for today. It considers the mix and the
well-known value chain as primarily supplier-centric. It dethrones the mix to the second level of marketing
and elevates networks of relationships in which we interact to the first level. So far, relational approaches –
relationship marketing, CRM and one-to-one marketing – have been primarily focused on the dyad, the cus-
tomer-supplier relationship. The chapter suggests a transition from customer-centricity to a balanced centric-
ity of the interests of multiple parties. This requires a network, many-to-many, approach to marketing. The
chapter ends with a summary and an epilogue.

Chapter 24, ‘International marketing’, by Angela da Rocha and Jorge Ferreira da Silva begins by
tracing the challenges and opportunities afforded by the forces of globalization that have had a pro-
found effect on the way companies compete and the effect of this competition on the social and eco-
nomic welfare of people around the world. In their wide-ranging chapter, the authors explore the
cultural, social and economic, as well as the political and institutional environments as backdrops to a
discussion of how firms internationalize. In dealing with the internationalization process of firms, the
selection of foreign markets, choice of entry mode marketing strategies and marketing mix pro-
grammes are discussed.

Holder’s earlier chapter on direct and interactive marketing provides a natural introduction to the
chapter by Dave Chaffey on e-marketing. Given the spectacular failure of a number of dotcom com-
panies in recent years, there is a need for a critical appraisal of the potential of e-marketing. This is pro-
vided in this chapter.

Opening with a set of clear definitions of various aspects of e-marketing, Chaffey, then, identifies the
key communications characteristics of digital media as the basis for determining how these may be used
to best effect. Once these are understood, it is possible to develop an e-marketing plan, and Chaffey pro-
poses using his SOSTAC framework which embraces Situation analysis, Objectives and Strategy, Tactics,
Action and Control. This structure is broadly consistent with other models of strategic marketing plan-
ning, as described by Malcolm McDonald in Chapter 5. Each of these elements is discussed in detail.

Chaffey concludes that while a minority of businesses have converted extensively to the use of the
Internet, for most it simply represents another channel to the market. This chapter and Dave Chaffey’s
textbooks from which it has been developed provide comprehensive advice on how best to incorporate
the Internet into more effective marketing practice.

In the last edition, separate chapters dealt with the subjects of cause-related marketing and social
marketing. In this edition, these have been combined into a new chapter ‘Marketing for non-profit
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organizations’ by Adrian Sargeant, who is the Robert F Hartsook Professor of Fundraising, School of
Public and Environmental Affairs, Indiana University.

Kotler and Levy (1969) are credited with opening the academic debate on the transferability of the
marketing concept arguing that marketing had for too long been regarded as a narrow business function
and rebuking both academics and practitioners for ignoring the broader relevance of our ideas. In the
early 1980s, the first generic non-profit marketing textbooks appeared. Textbooks also began to appear in
the specific fields of healthcare, education, the Arts, the marketing of ideas, social marketing and most
recently, fundraising. In parallel, a wide range of scholarly journals was launched and it was also not
unusual to find journals from other disciplines printing studies from the field of non-profit marketing.

Many marketing ideas, models and frameworks have as much relevance to the non-profit as the
for-profit domain. Indeed, the eminent marketer scholar Shelby Hunt argued that a profit/non-profit
dichotomy would only be valuable until:

1 The broadening of the marketing concept was no longer regarded as controversial.
2 The non-profit sector and the issues that must be addressed therein was completely integrated into all

marketing courses and not treated as a separate subject.
3 Non-profit managers perceived their organizations as having marketing problems.
4 Non-profits established marketing departments (where appropriate) and employed marketing personnel.

Since the adoption of marketing ideas in the non-profit arena is no longer controversial and many non-
profits now employ marketing personnel to address marketing issues, the second of Hunt’s tests seems
the only area of difficulty. Non-profit marketing has yet to be properly integrated into ‘mainstream’
marketing courses, quite possibly because it is seen as being of less interest to the majority of marketing
students and/or employers. While this may seem intuitive, it fails to reflect the pattern of the majority
of modern careers, where many individuals will now work for a variety of employers and quite pos-
sibly in a variety of different contexts. The need for a broader perspective on the subject has, therefore,
never been greater.

However, Sargeant argues cogently that the subject of marketing for non-profits has now grown to
the extent that it could not really be accommodated with a generic marketing course and deserves
recognition as a subject in its own right. The reasons for adopting this view are explained in detail in
this chapter which provides an excellent introduction to and overview of the topic and makes a strong
case why the adaptation of marketing thought is essential. As his review shows, blindly applying for-
profit ideas is at best counter-productive and at worst may actually injure the organization the marketer
is attempting to assist.

While ethical issues are touched on in many of the individual chapters, in this edition we felt it
important to deal with them in a chapter of their own which is contributed by Andrea Protheroe.
Chapter 27 opens by setting the context for a discussion of ethics in marketing by considering related
ideas in business ethics and corporate social responsibility, observing that, from earliest times, philoso-
phers have been concerned with ethical questions in all walks of life, public and private. While noting
the way in which business ethics are questioned in contemporary culture, in books, films and documen-
taries, the chapter focuses on marketing ethics and the fact that marketing is a business function fre-
quently associated with unethical behaviour. Looking at all marketing decisions through an ethical lens
is linked to the concepts of macro- and micromarketing, defined as looking at marketing from a macro,
or societal level, in the case of the former, or from a micro or firm level, in the case of the latter.
Marketing’s sins can be seen as operating at both levels, examples of which are also given. In addition,
there are the sins of consumers, including consumer fraud, theft and counterfeiting. In contrast, many
consumers actively pursue ethical consumption, boycott products and services of organizations they
believe to be unethical which in turn leads to a response – in many, if not all, cases – by those organizations.

Professor Ken Peattie of Cardiff Business School opens his chapter, ‘Green marketing’ with the fol-
lowing statement:

In the wake of the Earth Summits at Rio in 1992 and Johannesburg in 2002, the World’s governments and
major corporations have generally adopted the pursuit of sustainability as a strategic goal. The challenge lies
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in turning these good intentions into meaningful progress in the face of powerful vested interests, an
entrenched and environmentally hostile dominant social (and management) paradigm and a global economy
with tremendous momentum on a trajectory that pursues conventional economic growth.

For marketing, the challenge is two-fold. In the short-term, ecological and social issues have become signifi-
cant external influences on companies and their markets. Companies are having to react to changing customer
needs, new regulations and a new social zeitgeist which reflects increasing concern about the socio-environ-
mental impacts of business. In the longer term, the pursuit of sustainability will demand fundamental changes
to the management paradigm which underpins marketing and other business functions (Shrivastava, 1994).

Accordingly, the author sets out to illustrate how the ‘green challenge’ is exerting an influence on cur-
rent marketing practice, and how its implications will eventually require a more profound shift in the
marketing mindset, if marketers are to continue delivering customer satisfaction at a profit. But ‘[t]he
concept of sustainability allows the apparently paradoxical integration of environmental concern
(which traditionally involves encouraging conservation), with the discipline of marketing (which is
based on seeking to stimulate and facilitate consumption). A sustainable approach to consumption and
production involves enjoying a material standard of living today, which is not at the expense of the
standard of living and quality of life of future generations’.

This is a deceptively simple concept involving two key principles:

1 Using natural resources at a rate at which environmental systems or human activity can replenish them 
(or in the case of non-renewable resources, at a rate at which renewable alternatives can be 
substituted in).

2 Pollution and waste at a rate which can be absorbed by environmental systems without impairing their
viability.

Putting this into practice can be extremely difficult. That said, Peattie’s chapter covers all the major
issues and offers much thoughtful advice on what is possibly the most important challenge facing mar-
keting today – sustainable consumption.

Chapter 29, ‘Marketing in emerging economies’, by Piyush Kumar and Prathap Oburai of the
Indian Institute of Management, Ahmedebad (India’s top business school) is a completely new chapter
in this edition.

While developments in the so-called BRIC countries (Brazil, Russia, India and China) have been
apparent for some years now, it is only since the beginning of the millennium that the impact of these
has been fully felt. With China and India set to overtake the USA as the world’s largest economy before
the middle of the century, an understanding of these countries and their markets is essential. Such an
understanding is provided by this chapter, which

1 establishes the nature of the different terrain that marketers in the emerging economies have to deal with;
2 describes the phenomenon of emerging economies;
3 discusses their characteristics;
4 highlights the difference between emerging and emergent economies as well as among the emerging

economies;
5 postulates a different development route using the case of India as an example;
6 suggests an approach to marketing in such economies.

Finally, in Chapter 30, Professor Leigh Sparkes of Stirling University takes a wide-ranging look at retailing.
Retailing, as Sparks notes in his introduction, accounts for a large portion of the European – and

other – economies, provides employment for millions of workers, is hugely varied in terms of the kinds
of businesses it comprises, is increasingly global, and is embedded in culture and leisure, a fact which
provokes much criticism. The chapter deals with both the consumer and cultural aspects of retailing as
well as the variety of management issues associated with retailing. Culture and consumer behaviour are
comprehensively explored, covering aspects of local, national and international cultures, as well as sub-
cultures, and these are considered for their implications for retailers. The chapter then goes on to discuss
the nature of the decisions involved with retail locations and outlets, their geographic spread, retail man-
agers and contractual arrangements for retail management, product sourcing, branding and distribution,
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the increased focus on business relationships and loyalty, merchandizing and selling. The chapter con-
cludes first with a review of the contemporary retail world, summarizing the key changes taking place
in retailing, including the expanding nature of the retail outlet into superstores and shopping centres of
various kinds, retail differentiation, scale and power and the effect of internationalization on inter-
national- and national-based retailing. The final section offers a view of the future of retailing, including
the need to cope with concerns about ethical and environmental factors and the impact of the Internet.

Compiling a contributed book of this kind is not without its challenges. While it is true that if you
want to get something done you should ask a busy person, it is also true that busy people have many
compelling calls on their time and writing a chapter for a book may not be their top priority! That said,
we are greatly indebted to all the contributors who have, with great good humour, responded to our
pleas to meet pressing deadlines. Together, we think, we have achieved our original objective and com-
piled an original and authoritative handbook that addresses most of, if not all, the key issues and chal-
lenges faced by the marketing profession today. We hope you agree.

Michael J. Baker & Susan Hart
Strathclyde University
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CHAPTER 1

One more time: what is 
marketing?
MICHAEL J. BAKER

The enigma of marketing is that it is one of man’s
oldest activities and yet it is regarded as the most
recent of the business disciplines.

Michael J. Baker, Marketing: Theory and Practice, 
1st edn, Macmillan, 1976

Introduction

As a discipline, marketing is in the process of tran-
sition from an art which is practised to a profession
with strong theoretical foundations. In doing so it is
following closely the precedents set by professions
such as medicine, architecture and engineering, all
of which have also been practised for thousands of
years and have built up a wealth of descriptive
information concerning the art which has both
chronicled and advanced its evolution. At some
juncture, however, continued progress demands a
transition from description to analysis, such as that
initiated by Harvey’s discovery of the circulation of
the blood. If marketing is to develop it, too, must
make the transition from art to applied science and
develop sound theoretical foundations, mastery of
which should become an essential qualification for
practice.

Adoption of this proposition is as threatening
to many of today’s marketers as the establish-
ment of the British Medical Association was to the
surgeon–barber. But, today, you would not dream
of going to a barber for medical advice.

Of course, first aid will still be practised, books
on healthy living will feature on the bestsellers list

and harmless potions will be bought over the
counter in drug stores and pharmacies. This is an
amateur activity akin to much of what passes for
marketing in British industry. While there was no
threat of the cancer of competition it might have suf-
ficed, but once the Japanese, Germans and now the
emerging economies invade your markets you are
going to need much stronger medicine if you are to
survive. To do so you must have the courage to face
up to the reality that aggressive competition can
prove fatal, quickly; have the necessary determina-
tion to resist rather than succumb, and seek the best
possible professional advice and treatment to assist
you. Unfortunately, many people are unwilling to
face up to reality. Even more unfortunate, many of
the best minds and abilities are concentrated on
activities which support the essential functions of
an economy, by which we all survive, but have
come to believe that these can exist by themselves
independent of the manufacturing heart. Bankers,
financiers, politicians and civil servants all fall into
this category. As John Harvey-Jones pointed out so
eloquently in the 1986 David Dimbleby lecture,
much of our wealth is created by manufacturing
industry and much of the output of service indus-
tries is dependent upon manufactured products for
its continued existence. To assume service indus-
tries can replace manufacturing as the heart and
engine of economic growth is naive, to say the least.

But merely to increase the size of manufac-
turing industry will not solve any of our current
problems. Indeed, the contraction and decline of
our manufacturing industry is not directly attrib-
utable to government and the City – it is largely



due to the incompetence of industry itself. Those
that survive will undoubtedly be the fittest and
all will testify to the importance of marketing as
an essential requirement for continued success.

However, none of this preamble addresses the
central question ‘What is marketing?’ save perhaps
to suggest that it is a newly emerging discipline
inextricably linked with manufacturing. But this
latter link is of extreme importance because in the
evangelical excess of its original statement in the
early 1960s, marketing and production were cari-
catured as antithetically opposed to one another.
Forty years later most marketers have developed
sufficient self-confidence not to feel it necessary
to ‘knock’ another function to emphasize the
importance and relevance of their own. So, what
is marketing?

Marketing is both a managerial orientation –
some would claim a business philosophy – and a
business function. To understand marketing it is
essential to distinguish clearly between the two.

Marketing as a managerial orientation

Management . . . the technique, practice, or sci-
ence of managing or controlling; the skilful or
resourceful use of materials, time, etc.

Collins Concise English Dictionary

Ever since people have lived and worked together
in groups there have been managers concerned
with solving the central economic problem of
maximizing satisfaction through the utilization of
scarce resources. If we trace the course of eco-
nomic development we find that periods of rapid
growth have followed changes in the manner in
which work is organized, usually accompanied by
changes in technology. Thus from simple collecting
and nomadic communities we have progressed to
hybrid agricultural and collecting communities
accompanied by the concept of the division of
labour. The division of labour increases output
and creates a need for exchange and enhances the
standard of living. Improved standards of living
result in more people and further increases in out-
put accompanied by simple mechanization which
culminates in a breakthrough when the potential
of the division of labour is enhanced through task
specialization. Task specialization leads to the
development of teams of workers and to more
sophisticated and efficient mechanical devices and,
with the discovery of steam power, results in an
industrial revolution. A major feature of our own

industrial revolution (and that of most which
emulated it in the nineteenth century) is that pro-
duction becomes increasingly concentrated in
areas of natural advantage, that larger production
units develop and that specialization increases as
the potential for economies of scale and efficiency
are exploited.

At least two consequences deserve special
mention. First, economic growth fuels itself as
improvements in living standards result in popu-
lation growth which increases demand and lends
impetus to increases in output and productivity.
Second, concentration and specialization result in
producer and consumer becoming increasingly
distant from one another (both physically and
psychologically) and require the development of
new channels of distribution and communication
to bridge this gap.

What of the managers responsible for the
direction and control of this enormous diversity of
human effort? By and large, it seems safe to assume
that they were (and are) motivated essentially by
(an occasionally enlightened) self-interest. Given
the enormity and self-evident nature of unsatisfied
demand and the distribution of purchasing power,
it is unsurprising that most managers concentrated
on making more for less and that to do so they pur-
sued vigorously policies of standardization and
mass production. Thus the first half of the twenti-
eth century was characterized in the advanced
industrialized economies of the West by mass pro-
duction and mass consumption – usually described
as a production orientation and a consumer society.
But changes were occurring in both.

On the supply side the enormous concentra-
tion of wealth and power in super-corporations
had led to legislation to limit the influence of car-
tels and monopolies. An obvious consequence of
this was to encourage diversification. Second, the
accelerating pace of technological and organiza-
tional innovation began to catch up with and even
overtake the natural growth in demand due to
population increases. Faced with stagnant mar-
kets and the spectre of price competition, produ-
cers sought to stimulate demand through increased
selling efforts. To succeed, however, one must be
able to offer some tangible benefit which will dis-
tinguish one supplier’s product from another’s. If
all products are perceived as being the same then
price becomes the distinguishing feature and the
supplier becomes a price taker, thus having to
relinquish the important managerial function of
exercising control. Faced with such an impasse the
real manager recognizes that salvation (and control)
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will be achieved through a policy of product differ-
entiation. Preferably this will be achieved through
the manufacture of a product which is physically
different in some objective way from competitive
offerings but, if this is not possible, then subjective
benefits must be created through service, advertis-
ing and promotional efforts.

With the growth of product differentiation
and promotional activity social commentators
began to complain about the materialistic nature
of society and question its value. Perhaps the earli-
est manifestation of the consumerist movement
of the 1950s and 1960s is to be found in Edwin
Chamberlin and Joan Robinson’s articulation of
the concept of imperfect competition in the 1930s.
Hitherto, economists had argued that economic
welfare would be maximized through perfect com-
petition in which supply and demand would be
brought into equilibrium through the price mecha-
nism. Clearly, as producers struggled to avoid
becoming virtually passive pawns of market forces
they declined to accept the ‘rules’ of perfect com-
petition and it was this behaviour which was
described by Chamberlin and Robinson under the
pejorative title of ‘imperfect’ competition. Shades
of the ‘hidden persuaders’ and ‘waste makers’ 
to come.

The outbreak of war and the reconstruction
which followed delayed the first clear statement
of the managerial approach which was to displace
the production orientation. It was not to be selling
and a sales orientation, for these can only be a
temporary and transitional strategy in which one
buys time in which to disengage from past prac-
tices, reform and regroup and then move on to the
offensive again. The Americans appreciated this
in the 1950s, the West Germans and Japanese in
the 1960s, the British, belatedly in the late 1970s
(until the mid-1970s nearly all our commercial
heroes were sales people, not marketers – hence
their problems – Stokes, Bloom, Laker). The real
solution is marketing.

Marketing myopia – a watershed

If one had to pick a single event which marked the
watershed between the production/sales approach
to business and the emergence of a marketing orien-
tation then most marketing scholars would prob-
ably choose the publication of Theodore Levitt’s
article entitled ‘Marketing myopia’ in the July–
August 1960 issue of the Harvard Business Review.

Building upon the trenchant statement ‘The
history of every dead and dying “growth” industry
shows a self-deceiving cycle of bountiful expan-
sion and undetected decay’, Levitt proposed the
thesis that declining or defunct industries got into
such a state because they were product orientated
rather than customer orientated. As a result, the
concept of their business was defined too narrowly.
Thus the railroads failed to perceive that they
were and are in the transportation business, and so
allowed new forms of transport to woo their cus-
tomers away from them. Similarly, the Hollywood
movie moguls ignored the threat of television
until it was almost too late because they saw them-
selves as being in the cinema industry rather than
the entertainment business.

Levitt proposes four factors which make
such a cycle inevitable:

1 A belief in growth as a natural consequence of an
expanding and increasingly affluent population.

2 A belief that there is no competitive substitute
for the industry’s major product.

3 A pursuit of the economies of scale through mass
production in the belief that lower unit cost will
automatically lead to higher consumption and
bigger overall profits.

4 Preoccupation with the potential of research and
development (R&D) to the neglect of market
needs (i.e. a technology push rather than market
pull approach).

Belief number two has never been true but, until
very recently, there was good reason to subscribe to
the other three propositions. Despite Malthus’s
gloomy prognostications in the eighteenth century
the world’s population has continued to grow
exponentially; most of the world’s most successful
corporations see the pursuit of market share as
their primary goal, and most radical innovations
are the result of basic R&D rather than product
engineering to meet consumer needs. Certainly the
dead and dying industries which Levitt referred to
in his analysis were entitled to consider these three
factors as reasonable assumptions on which to
develop a strategy.

In this, then, Levitt was anticipating rather
than analysing but, in doing so, he was building
upon perhaps the most widely known yet most
misunderstood theoretical construct in marketing –
the concept of the product life cycle (PLC).

The PLC concept draws an analogy between
biological life cycles and the pattern of sales growth
exhibited by successful products. In doing so it 
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distinguishes four basic stages in the life of the
product: introduction; growth; maturity; and
decline (see Figure 1.1).

Thus at birth or first introduction to the mar-
ket, a new product initially makes slow progress as
people have to be made aware of its existence and
only the bold and innovative will seek to try it as a
substitute for the established product which the
new one is seeking to improve on or displace.
Clearly, there will be a strong relationship between
how much better the new product is, and how
easy it is for users to accept this and the speed at
which it will be taken up. But, as a generalization,
progress is slow.

However, as people take up the new product
they will talk about it and make it more visible to
non-users and reduce the perceived risk seen in
any innovation. As a consequence, a contagion or
bandwagon effect will be initiated as consumers
seek to obtain supplies of the new product and
producers, recognizing the trend, switch over to
making the new product in place of the old. The
result is exponential growth.

Ultimately, however, all markets are finite and
sales will level off as the market becomes saturated.
Thereafter sales will settle down at a level which
reflects new entrants to the market plus replace-
ment/repeat purchase sales which constitutes the
mature phase of the PLC. It is this phase which
Levitt rightly characterizes as self-deceiving. Fol-
lowing the pangs of birth and introduction and the
frenetic competitive struggle when demand took
off, is it surprising that producers relax and per-
haps become complacent when they are the estab-
lished leaders in mature and profitable markets?
But consumers, like producers, are motivated by

self-interest rather than loyalty and will be quite
willing to switch their allegiance if another new
product comes along which offers advantages not
present in the existing offering. Recognition of this
represents a market opportunity for other innov-
ators and entrepreneurs which they will seek to
exploit by introducing their own new product and
so initiating another new PLC while bringing to an
end that of the product to be displaced.

The import of the PLC is quite simple, but
frequently forgotten – change is inevitable. Its mis-
understanding and misuse arise from the fact that
people try to use it as a specific predictive device.
Clearly, this is as misconceived as trying to guess
the identity of a biological organism from the 
representation of a life cycle curve which applies
equally to gnats and elephants.

Life cycles and evolution

As noted earlier, the PLC concept is based upon
biological life cycles and this raises the question
as to whether one can further extend the analogy
from the specific level of the growth of organisms
and products to the general case of the evolution
of species and economies. At a conceptual level
this seems both possible and worthwhile.

Consider the case of a very simple organism
which reproduces by cell division placed into 
a bounded environment – a sealed test tube con-
taining nutrients necessary for the cell’s existence.
As the cell divides the population will grow expo-
nentially, even allowing for the fact that some
cells will die for whatever reason, up to the point
when the colony reaches a ceiling to further growth
imposed by its bounded environment. What 
happens next closely parallels what happens in
PLCs, industry life cycles and overall economic
cycles – a strong reaction sets in. Discussing this
in a biological context, Derek de Solla Price cites a
number of ways in which an exponentially grow-
ing phenomenon will seek to avoid a reduction in
growth as it nears its ceiling. Two of these, ‘esca-
lation’, and ‘loss of definition’, seem particularly
relevant in an economic context.

In the case of escalation, modification of the
original takes place at or near the point of inflec-
tion and ‘. . . a new logistic curve rises phoenix-
like on the ashes of the old’. In other words, the
cell modifies itself so that it can prosper and sur-
vive despite the constraints which had impeded
its immediate predecessor. In marketing, such 
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a phenomenon is apparent in a strategy of prod-
uct rejuvenation in which either new uses or new
customers are found to revitalize demand.

In many cases, however, it is not possible to
‘raise the ceiling’ through modification and the
cell, or whatever, will begin to oscillate wildly in
an attempt to avoid the inevitable (the ‘hausse’ in
the economic cycle which precedes crisis and
depression). As a result of these oscillations the
phenomenon may become so changed as to be
unrecognizable, that is it mutates or diversifies
and recommences life in an entirely new guise.
Alternatively, the phenomenon may accept the
inevitable, smoothing out the oscillations and set-
tling in equilibrium at a stable limit or, under dif-
ferent circumstances, slowly decline to nothing.

Over time, therefore, civilizations (and
economies) rise and fall but the overall progres-
sion is upwards and characterized by periods of
rapid development and/or stability when condi-
tions are favourable and of decline when they are
not. Observation would also seem to suggest that
not only is change inevitable but that its pace is
accelerating.

While it is often difficult to analyse the major
causes and likely effect of major structural change
when one is living in the midst of it, it seems
likely that future historians will regard the 1960s
and 1970s as a period of hausse in our economic
and social evolution. Certainly economic fore-
casters are inclined in this direction through their
interest in ‘the long wave’ or Kondratieff cycle in
economic development. Similarly, management
writers of the standing of Drucker talk of ‘turbu-
lence’ while Toffler speaks of the third wave which
will bring about Galbraith’s post-industrial society.

And what has this to do with marketing?
Quite simply, everything. For the past 200 years the
advanced industrial economies have prospered
because the nature of demand has been basic 
and obvious and entrepreneurs have been able to
devote their energies to producing as much as
possible for as little as possible. But, in a material-
istic society, basic demand for standardized and
undifferentiated products has become saturated
and the ability to off-load surpluses onto Third
World developing economies is limited by their
inability to pay for these surpluses. Product dif-
ferentiation and an emphasis upon selling pro-
vide temporary respite from the imbalance but
the accelerating pace of technological change rap-
idly outruns these. Indeed, in the short run the
substitution of technology for unskilled and semi-
skilled labour has resulted in a rich working 

population, with much higher discretionary 
purchasing power than ever before, and a poor,
unemployed and aging sector with limited or no
discretionary purchasing power at all.

All the indications would seem to point to
the fact that we are in an age of transition from
one order to another. In terms of personal aspir-
ations many people are growing out of materialism
and want, in Maslow’s terminology, to ‘self-
actualize’ or ‘do their own thing’. As a consequence
we are moving towards a post-industrial, post-mass
consumption society which is concerned with
quality not quantity and the individual rather than
the mass. To cope with this we need a complete
rethink of our attitudes to production, distribution
and consumption and it is this which marketing
offers.

Marketing starts with the market and the
consumer. It recognizes that in a consumer democ-
racy money votes are cast daily and that to win
those votes you need to offer either a better prod-
uct at the same price or the same product at a lower
price than your competitors. Price is objective
and tangible but what is ‘a better product’? Only
one person can tell you – the consumer. It follows,
therefore, that a marketing orientation starts and
ends with consumers and requires one to make
what one can sell rather than struggle to sell what
one can make. But marketing is not a philan-
thropic exercise in which producers give away
their goods. Indeed, the long-run interest of the
consumer requires that they do not, for otherwise
as with eating the seed corn, we will eventually
finish up with nothing at all. Producers are entitled
to profits and the more value they add and the
greater the satisfaction they deliver, the more the
customer will be prepared to pay for this greater
satisfaction. Marketing therefore is all about mutu-
ally satisfying exchange relationships for which
the catalyst is the producer’s attempt to define
and satisfy the customer’s need better.

Marketing misunderstood

The emphasis thus far, and of the chapter as a
whole, has been upon the need for a new approach
to managing production and distribution in
response to major environmental changes. The
solution proposed is the adoption of a marketing
orientation which puts the customer at the begin-
ning rather than the end of the production–
consumption cycle. To do so requires a fundamental
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shift of attitude on the part of all those concerned
with production and consumption. Unfortunately,
while this concept seems both simple and obvious
to those who have subscribed to it there is ample
evidence that it is widely misunderstood and hence
misapplied.

In 1970, Charles Ames drew attention to this
in an article in the Harvard Business Review entitled
‘Trappings versus substance in industrial market-
ing’. The thesis of this was that industrial compa-
nies that complained marketing was not working
for them as it appeared to do so for the consumer
good companies had only themselves to blame as
they had not understood the substance of the mar-
keting concept but had merely adopted some of
its superficial trappings. At worst, they had merely
changed the name of their personnel from ‘sales’
to ‘marketing’.

More recently in the Journal of Marketing Man-
agement (1985), Stephen King diagnosed at least
four different misinterpretations of marketing in
the UK as follows:

1 Thrust marketing – this occurs when the sales
managers change their name to marketing
managers. But the emphasis is still upon selling
what we can make with an emphasis upon price
and cost cutting but little attention to fitness 
for purpose, quality and value for money.
In other words, it ignores what the customer
really wants.

2 Marketing department marketing – indicated by the
establishment of a bolt-on specialized department
intended to remedy the lack of customer
understanding. Some improvement followed in
markets where change was slow and gradual but
it did not address the critical areas where radical
innovation was called for. A sort of ‘fine tuning’ of
the customer service function but based on
existing products and customers.

3 Accountants marketing – prevalent where chief
executive officers have no direct experience of
selling or marketing and concentrate upon 
short-term returns to the neglect of long-run
survival.This approach was pungently criticized 
by Hayes and Abernathy in their 1980 Harvard
Business Review article ‘Managing our way to
economic decline’, which has been echoed many
times since. Accountants marketing neglects
investment in R&D, manufacturing and marketing
and leads to a vicious downward spiral.

4 Formula marketing – in which control is seen as
more important than innovation.This emphasizes
sticking to the tried and true and reflects a 

risk-averse strategy. It appears professional (many
MBAs) and concentrates on managing facts and
information but its consumer research bias tends
to tell you more about the past than the future.

Failure of these approaches suggests that real
marketing has four essential features:

1 Start with the customer.
2 A long-run perspective.
3 Full use of all the company’s resources.
4 Innovation.

The marketing function

From the foregoing it is clear that without commit-
ment to the concept there is little likelihood that
the marketing function will be executed effectively.
It is also clear that the size and nature of the mar-
keting function will vary enormously according to
the nature of the company or organization and the
markets which it serves.

Basically, the marketing function is respon-
sible for the management of the marketing mix
which, at its simplest, is summarized by the four
Ps of product, price, place and promotion.

While much more elaborate formulations con-
taining a dozen or more elements are to be found in
the marketing textbooks such fine distinctions are
not central to the present inquiry into the nature of
marketing. As a function marketing has as many
quirks and mysteries as research and development,
finance and production but the important point to
establish here is that the adoption of a marketing
orientation does not mean nor require that the mar-
keting function should be seen as the largest or the
most important. In fact, in a truly marketing-
orientated organization the need for a specialized
marketing function is probably far less than it is 
in a sales- or production-dominated company.
Appreciation of this fact would do much to disarm
the resistance of other functional specialists who
equate the adoption of a marketing orientation
with a diminution in their own organizational sta-
tus and influence.

Ideally, of course, such functional divisions
would not exist. Perhaps, if everyone were mar-
keting orientated would they disappear to our
continuing competitive advantage?

During the late 1980s and early 1990s there
was considerable evidence to suggest that the mar-
keting orientation had become so widely accepted
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that commentators were beginning to question the
need for a separate marketing function to assume
responsibility for it. Marketing’s ‘mid-life crisis’
caused more than a frisson of anxiety amongst
marketing academics and practitioners alike!

‘Elegy on the death of marketing’

With the sub-title ‘Never send to know why we
have come to bury marketing but ask what you can
do for your country churchyard’ Holbrook and
Hulbert (2002) take a whimsical look at the past,
present and future of marketing and conclude that
while the marketing concept may survive the mar-
keting function is dead.

Citing numerous authorities, no doubt
prompted by McKinsey’s (1993) pronouncement of
marketing’s ‘mid-life crisis’, Holbrook and Hulbert
begin by reviewing ‘What is or was marketing?’
First, there is the managerial school of marketing
epitomized by Philip Kotler and endorsed by the
American Marketing Association (AMA) in its 1985
official definition:

Marketing (management) is the process of plan-
ning and executing the conception, pricing, promo-
tion and distribution of ideas, goods and services
to create exchanges that satisfy individual and
organisational objectives.

Central to this definition, as in my own earlier
(1975) attempt, is the notion of exchange which is
then developed by reference to a rarely cited
paper by McInnes (1964) that describes the evolu-
tion of exchange beginning with barter and craft
industry. Of course the defining characteristic of
such exchanges is that they are direct between
producer and consumer, a characteristic that
becomes uncommon with the division of labour
and industrialization associated with mass manu-
facturing. As a result a ‘gap’ develops between
consumer and producer. Holbrook and Hulbert
identify this as essentially a physical separation
and only indirectly acknowledge that this gap is
also psychological given the lack of dialogue
between consumer and producer as to what the
former really wants. At worst there is no dialogue
at all – ‘I know what is good for you’ – or attenu-
ated as interpreted by intermediaries who have
emerged to help close the physical gap.

As a result of further technological advances,
and a slowing down of population growth in the
industrialized economies with the discretionary
purchasing power to absorb this increased output,
growth in the consumption of homogeneous, mass

produced goods competing on price begins to stall.
To compensate for this producers, like General
Motors, begin to appreciate the underlying logic of
downward sloping demand curves and recognize
that demand is not homogeneous and that different
customers are prepared to pay different prices for
goods that are differentiated and more closely
match their personal needs. Segmentation, target-
ing and positioning become the new goal whose
achievement is to be secured through the manipu-
lation of the elements of the marketing mix.

Pursued to its ultimate conclusion every 
consumer becomes a potential customer in their
own right. Initially, this possibility is driven by
further advances in manufacturing technology
that make mass customization possible but it is
the information revolution that transforms it into
a reality. Day and Montgomery (1999) are cited as
saying:

The rapid rise of the Internet has changed the rules
of interactive marketing by enabling addressability
and two-way interaction. It is a uniquely respon-
sive and interactive medium. There is also an affin-
tity between the Internet and mass customisation
strategies that use dialogue to help customers
articulate their needs, find the option that best fits
those needs, and then makes an order.

And herein lies the problem – as Mark Twain
famously observed when told that his obituary
had been published ‘Rumours of my death are
greatly exaggerated’ . Holbrook and Hulbert were
writing at a time when Internet hysteria and the
talk of a ‘new economy’ dominated people’s think-
ing. As we now know, advances in ICT (Informa-
tion and Communication Technology) have had
and are having a significant effect on our everyday
lives but, like other technological breakthroughs
before them, they will take time to get adopted and
diffuse through the population to the point that
they displace current ways of doing things –
including the practice of marketing.

However, the ability of potential customers
to establish direct contact with potential produ-
cers does not automatically lead to the elimination
of the marketing function as Holbrook and Hulbert
assume when they write:

. . . instead of an emphasis on marketing, a pre-
mium will be placed on engineering skills, manu-
facturing flexibility and on logistic efficiency. The
job of running the company will fall to those
expert in operations management, inventory con-
trol and transportation logistics.
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Essentially, the authors believe that powerful search
engines will automatically connect the precisely
defined needs of individuals with sources able to
match them exactly. Fat chance! To begin with
intending consumers can rarely define precisely
what it is they want and, even if they could, most
could not afford the cost of something tailored pre-
cisely to their needs. Savile Row may not be short
of customers for its suits but Savile Row’s output
of such garments is a miniscule fraction of the total
supply of such items for the simple reason that the
price is far beyond the purchasing power of the
average individual. But then, as behavioural scien-
tists (?), perhaps the authors have not heard of the
economies of scale and experience associated with
large scale production?

In a ‘commentary’ on Holbrook and Hulbert’s
paper (McCole, 2004) makes this point when he
observes:

Thus the diversity existing among businesses in
terms of the products or services they offer means
that whereas some will be able to take advantage
off new developments in light of the information
era (i.e. the Internet), others will not – or will not
have to, and thus will have to depend upon the
traditional marketing function to ‘market’ their
business to consumers.

So the consumers (and producers) of low-cost,
frequently purchased goods are likely to continue
to favour traditional retail outlets, whereas the
new channel of communication will favour
exchanges where the value proposition is intan-
gible or informational.

This is not to say that the Internet will not have
a major impact on the marketing function. Clearly,
access to and availability of more and better infor-
mation will lead to greater transparency in markets
and to increased competition between efficient and
less efficient suppliers. In turn, this is likely to lead
to changes in the marketing function calling for
modifications in marketing and these are already
apparent as, for example, in the growing emphasis
on direct communication and a decline in mass
media advertising. Similarly, enhanced understand-
ing of buyer behaviour is likely to lead to more
sophisticated segmentation techniques and conse-
quential improvements in targeting and positioning
rather than their disappearance as marketing tools.

In rejecting Holbrook and Hulbert’s thesis,
McCole asserts that even in the very unlikely event
that e-marketing was to displace traditional mar-
keting many functions would still remain that

might properly be regarded as ‘marketing’ func-
tions. Among these may be numbered:

� Management of the 4Ps
� Management of the value/supply chains
� Management of a marketing intelligence function
� Management of service delivery

Further, as McCole points out in order to be able
to modify the marketing function to adjust to the
demands of a new channel of communication/
distribution (the Internet), one must first under-
stand what it is that may be changed. In other
words, we need to start with an understanding of
‘traditional’ marketing. And, more important, we
need to stop being apologetic for managing a
function which adds value to the great majority of
consumers because a small minority of critics
believe that they know better how to control their
buying decisions and behaviour.

In retrospect it seems that the collapse of com-
munism in the late 1980s had a significant effect on
managerial perceptions of marketing and high-
lighted the need to reconsider its role and function.
During the years following World War II, politics
and economics were dominated by the ‘super
powers’ – the USA and the Soviet Union – each of
which represented a quite different ideology and
approach to economic organization – capitalism
and communism. An essential difference between
the two is that the former believes in and encour-
ages competition in free markets while the latter is
founded on central control and an absence of com-
petition in the marketplace.

The fall of the Berlin Wall and the disintegra-
tion of the Soviet Union which followed it would
seem to confirm the view that competition is neces-
sary to encourage change and progress. But the col-
lapse of communism created the kind of dilemma
addressed by Chamberlin and Robinson in the
1930s which led to the articulation of the theory of
imperfect competition. Prior to this economists had
focused analysis on the polar opposites of monop-
oly (no competition) and perfect competition with
only limited attention given to intermediate condi-
tions such as oligopoly. Clearly, there are many
degrees of competition in the real world which lie
between the polar extremes and it was these that
came to be designated as imperfect.

The analogy may be extended if one considers
communism to represent monopoly and the ‘free’
market as perfect competition. It was against this
background that the dominant model of competi-
tion post-1950 was modelled on the US and gave
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rise to what we now distinguish as the marketing
management paradigm immortalized in Levitt’s
(1960) article, ‘Marketing myopia’, McCarthy’s 4Ps
and Kotler’s seminal (1967) Marketing Management:
Analysis, Planning and Control. Because of its pri-
macy few gave much attention to free markets sub-
ject to varying degrees of regulation despite the fact
that these probably, like imperfect competition,
represented the majority. All that was to change in
1989!

In a penetrating analysis entitled Capitalisme
contre Capitalisme Michel Albert (1991) pointed out
that there is no single, monolithic definition of 
capitalism just as there is no single model of com-
petition. Dussart (1994) elaborated on this and 
contrasted the American, Friedmanite model of
unfettered competition practised in the USA and
UK (Anglo-Saxon competition) with a modified
form to be found in many social democracies in
which a degree of market control is exercised by the
state to moderate the excesses of big business. This
Alpine/Germanic model of competition is strongly
associated with most West European economies,
and also with Japan and the ‘tiger’ economies of
South East Asia, most of which have achieved a
consistently better economic performance than the
USA and UK since 1950.

The essential difference between the Anglo-
Saxon/marketing management approach and the
Alpine/Germanic style of competition is that the
former takes a short-term, zero-sum adversarial
view based on one-off transactions while the latter
adopts a long-term perspective which promotes
win–win relationships.

Relationship marketing

According to Möller and Halinen-Kaila (1997) rela-
tionship marketing or RM was the ‘hot topic’ of 
the marketing discipline during the 1990s, but ‘the
rhetoric is often characterized more by elegance
than by rigorous examination of the actual con-
tents’ (p. 2/3). The debate raises at least four critical
questions:

1 Will RM replace the traditional marketing
management school?

2 Will RM make marketing management theory
obsolete?

3 Is RM a completely new theory, or does it derive
from older traditions?

4 Do we need different theories of RM depending
on the type of exchange relationships?

Möller and Halinen-Kaila seek to answer
these questions. In doing so they stress the need
to look back as well as forward and link new
ideas with existing knowledge. They see the cur-
rent interest in RM as deriving from four basic
sources – marketing channels, business-to-business
marketing (inter-organizational marketing), serv-
ices marketing and direct and database marketing
(consumer marketing).

The dominant marketing management para-
digm founded on the manipulation of the mix
began to be questioned in the 1970s as it provided
an inadequate explanation of the marketing of
services. Such a challenge was unsurprising given
that services had become the largest sector in the
advanced industrial economies. Specifically, serv-
ices marketing calls for recognition of both buyer
and seller in the exchange process. Developments
in information technology during the 1980s 
made it possible to both model and operationalize
individual relationships through the use of data-
bases.

However, the different research approaches
are derived from different perspectives and con-
ceptual frames of reference and provide only par-
tial explanations which have yet to be synthesized
and integrated into a holistic meta-theory. Meta-
theory is derived from meta-analysis which follows
one of two closely related approaches – profiling or
typology development. The latter tends to be
abstract, the former descriptive, and it is this proce-
dure which is followed by Möller and Halinen-
Kaila who develop a detailed comparison matrix in
which they examine the four traditions specified
earlier across a number of dimensions, as illus-
trated in Table 1.1. While the authors acknowledge
that such a matrix glosses over many details,
nonetheless it provides useful generalization of 
the ways in which the different research traditions
handle exchange relationships. To reduce the com-
plexity of their comparison matrix with its four 
traditions, the authors collapse these into two 
categories – consumer and inter-organizational
relationships – and summarize their salient char-
acteristics as in Table 1.1.

Although relationships are recognized as
existing on a continuum in terms of closeness/
involvement of the parties, the definition of the two
categories is seen as helpful in ‘anchoring’ the ends
of this continuum. This distinction is reinforced
when one considers the different viewpoint or per-
spective taken in terms of the underlying assump-
tions on which consumer and inter-organizational
relationships have been evaluated – the former 
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Table 1.1 Comparison matrix of research approaches to marketing exchange relationships

Research Database and direct consumer Services marketing Channel relationships Interaction and networks
tradition marketing

Characteristics

Basic goals Enhance marketing efficiency through Explain and understand services Theoretical goal: explain governance Three interrelated sets of goals: (i) understand 
better targeting of marketing activities, marketing relationships and services structures and dyadic behaviour in the and explain inter-organizational exchange 
especially marketing communications – management. Managerial goal: enhance channel context. Normative goal: behaviour and relationship development at
channels and messages. Strong managerial the efficiency of managing customer determine efficient relational forms a dyadic level in a network context,
emphasis, integrated marketing encounters and customer relationships between channel members. (ii) understand how nets of relationships 
communications (IMC) an important through managing the perceived quality between actors evolve and (iii) understand 
agenda. of the service offer and relationship. how markets function and evolve from a 

network perspective. Managerial goal: gain
a more valid view of reality through network 
theory.

View of Organization–personal customer Personal customer relationships attended Inter-organizational business relationships Relationships exist between different types 
relationship relationships, often distant and generally by service personnel and influenced characterized by economic exchange and of actors: firms, government and research 

comprising discrete transactions over through other marketing activities. Earlier use of dependent power.Actors are on agencies, individual actors. Not only goods,
time, handled through customized a strong focus on the service encounter, each other and behave reciprocally. but all kinds of resources are exchanged 
mass communication. later expanded to include the life cycle through relationships. Relationships are seen 

of relationships. as vehicles for accessing and controlling 
resources, and creating new resources.

Questions asked How to provide value for the customer, How to provide value and perceived What forms of governance are efficient How are relationships created and managed,
how to develop loyal customers, how to quality for the customer, how to manage for what types of channel relationships, how do nets of relationships evolve, how can
adapt marketing activities along the service encounters, how to create and how is the use of power related to an actor manage these relationships and 
customer’s life cycle, how to retain manage customer relationships? relationship efficiency, how can the more create a position in a net?
customers? dependent party safeguard against the

dominant party, in what way is the dyadic
relationship contingent on the larger 
channel context?

Disciplinary No disciplinary background; driven by No clear disciplinary background early Primarily theory-driven, attempts to Both empirically and theory-driven; earlier 
background information technology, marketing phase a response to ‘traditional marketing combine the economic and political influenced by channels research, organization 

communication applications and management’, later consumer behaviour aspects (power, dependency) of channels. buying behaviour, resource dependency theory,
consultants. applications, human resource perspective The tradition relies on transaction cost social exchange theory and institutional 

and general management outlook. theory, relational law, social exchange economics; later by institutional theory,
Empirically – and theory-driven with theory, political economy, power and dynamic industrial economics, organizational 
heavy managerial orientation. conflict in organizational sociology. sociology and resource-based theory.



World view and Pragmatic – no explicit assumptions; Primarily the management perspective; Both parties can be active and Depending on the research goals, the 
assumptions about implicitly assumes competitive markets dyadic interactive relationship but reciprocally interdependent; the basic relationship perspective can be dyadic, focal 
relationships of customers; S-O-R view with feedback customers often seen as objects; that is, interest is in economic exchange and firm or network type Any actor can be 

the marketer is active, plans the offers the marketer is generally the active party. its efficiency.The relationship is unique, active, actors are generally seen as subjects.
and communications on the basis of Interdependence between the seller its substitutability depends on the There is often relatively strong inter-
customer status (profile) and feedback. and the customer varies from weak to availability of alternative buyers and dependency between actors, caused by 
Relatively weak dependency between relatively strong.The basic service is often sellers and the amount of switching costs heterogeneity of resources which makes 
buyer and seller, as the goods exchanged relatively substitutable, but the service related to relationship-specific substitution difficult.
are relatively substitutable and many relationship can be differentiated and investments.
buyers and sellers exist. individualized.

Topics/concepts Customer retention, share of customer, Service encounters, experience and Bases of power, uses of power and conflict Interaction processes, adaptation and 
important for RM database as a device for managing direct expectations, service and relationship behaviour, interdependence, goal congruity, investments into relationships, phases of 

communications, integrated use of quality, life-time value of the customer, decision domains, environmental influence relationships, actor bonds, ties, activity chains 
channels. internal marketing, empowerment of on dyadic behaviour, transaction-specific and relationship outcomes; resource nets and 

personnel. investments, switching costs, dyadic networks of relationships; network dynamics 
governance, dyad outcomes: efficiency, and embeddedness.
satisfaction, relational norms.

Level/unfit of analysis Individual consumer, a group of consumers Individual customer, group or segment, Firm, dyadic relationship in the channel Actor (organization, person), dyadic 
and contextuality (segment); in applications customers are service provider–client relationship. Little context. Contingency perspective: dyadic relationship, net of relationships.Transactions 

practically always aggregated into groups emphasis on contextuality, sometimes the behaviour and efficient forms of governance episodes in the long-term relationship.The 
(segments). No conscious assumptions history of a relationship is emphasized – are dependent on the channel context.Well emphasis is on the embeddedness of 
about the contextuality of the customer generally handled through ‘experience’; developed ‘environment’ theory. relationships in nets and networks, and their 
relationships; the competitive situation generally implicit assumption about the history – no understanding of the present 
is the general contextuality perspective. market as the dominant environmental form. situation without history.

Time orientation, Rhetoric emphasizes the long-term view, Earlier emphasis on short-term encounters, Emphasis on efficient forms of channel Time is an essential phenomenon. Dynamic 
focus on structure no published tools for handling long-term now shifting to a more enduring relational relationships ranging from market-like perspective, focus on both structure (content) 
versus process issues of relationships.The focus is on perspective.The process aspect is evident, transactions to long-term reciprocal and processes (how dyads, nets and networks 

the content of a customer profile, little but empirical research is primarily on the relationships.Theoretically dynamic, but the evolve).
emphasis/conceptual effort on tackling the content of relationship characteristics. majority of empirical research is static;
dynamism of customer development. the focus is on structure not process.

Methodological No conscious methodology, primarily Divided methodology; North American Hypothetical – deductive reasoning, Divided methodology, European emphasis 
orientation cross-sectional analysis of survey data and emphasis on explanation through hypothesis explanation through hypothesis testing by (IMP Group) on understanding through 

customer databases. testing by multivariate analysis; Nordic multivariate analysis. historical case analysis; North American 
emphasis on understanding through emphasis on explanation through 
qualitative research. hypothesis testing by multivariate analysis 

(this is primarily limited to dyads).

Source: Möller and Halinen-Kaila (1997, p. 10).
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following a market perspective, the latter a 
network/systemic perspective.

In identifying two distinct streams of thought
within the RM literature Möller and Halinen-Kaila
recognize that they may be ‘swimming against
the fashionable stream of RM as the general mar-
keting theory rhetoric!’(p. 16). If so, they are not
alone as Mattsson (1997) is clearly of a similar
opinion as is the author for, otherwise, he would
have promoted an alternative perspective. That
said, by adopting the Möller and Halinen-Kaila
approach and identifying the key characteristics
of the different schools of thought, it becomes pos-
sible to recognize both similarities and differences
in much the same way that the concepts of pure
competition and monopoly enabled the emergence
of a theory of imperfect competition which reflects
messy reality rather than theoretical purity. As
Möller and Halinen-Kaila point out, the key 
managerial challenge in both forms of RM is how
to manage a portfolio of exchange relationships.
Within the domain of consumer or ‘limited’ RM,
numerous approaches and techniques have evolved
which are highly relevant to addressing this prob-
lem. Indeed, with the developments in information
technology in recent years many of these have
become of practical rather than theoretical interest.
We should not lightly discard these methods.

In the domain of inter-organizational rela-
tionships their complexity is likely to limit the
extent to which ‘packaged’ solutions may be
applied. While useful generalizations will have
an important role to play, the situation-specific
nature of most problems will continue to require
decision makers to use experience and judgement
in coming up with effective solutions.

A new model of marketing ?
A recent article in the Journal of Marketing has
prompted extensive debate about the need for a
new model, or paradigm, of the domain of market-
ing. This proposition has been the subject of exten-
sive debate with special sessions at many academic
conferences, like ANZMAC 2005 and 2006, given to
arguments for and against the adoption of this new
model. In the absence of agreement on the subject,
it is clear that it would be premature to argue for or
against the model when documenting the evolu-
tion of the accepted wisdom about marketing. On
the other hand, when discussing the nature of mar-
keting, an overview of the arguments is clearly
important for those new to the subject.

The article that precipitated the debate is enti-
tled ‘Evolving to a new dominant logic of market-
ing’ by Stephen L. Vargo and Robert F. Lusch
(68(1), 2004). In the Abstract the authors write:

‘The purpose of this article is to illuminate the
evolution of marketing thought toward a new dom-
inant logic. . . . Briefly, marketing, has moved from a
goods-dominant view, in which tangible output
and discrete transactions were central, to a service-
dominant view, in which intangibility, exchange
processes, and relationships are central.’

The authors then stress that their interpret-
ation of ‘service-centred’ should not be equated
with current conceptualizations of services as a
residual (i.e. not a tangible good) something to add
value to a good – value-added services; or service
‘industries like health care and education. They
state:

‘Rather, we define services as the application
of specialised competences (knowledge and skills)
through deeds, processes, and performances to the
benefit of another entity or the entity itself . . . Thus,
the service-centred dominant logic represents a
reoriented philosophy that is applicable to all 
marketing offerings, including those that involve
tangible output (goods) in the process of service
provision’.

In order to justify and sustain the case for a
new model or paradigm of marketing involves a
closely argued case running to 17 pages of text, and
supported by 4 pages of references. To begin with
Vargo and Lusch’s analysis starts with a summary
of the evolution of marketing thought that reflects
the overview provided here and mirrors that to be
found in most standard marketing textbook. So, we
are agreed on the point of departure, and know
‘where we are’. The need for a new ‘worldview’ or
dominant logic is predicated on the proposition that
‘Marketing inherited a model of exchange from eco-
nomics, which had a dominant logic based on the
exchange of “goods”, which usually are manufac-
tured output. The dominant logic focused on tangi-
ble resources, embedded value and transactions’.
However, this view is not seen as appropriate today.

Over the past 50 years or so the focus on
resources as ‘stuff’ that is to be acquired and used
by humans – what we would normally think of as
natural and physical resources – has changed to a
view that incorporates intangible and dynamic
functions calling for human ingenuity and
appraisal. ‘Everything is neutral (or perhaps even
a resistance) until humankind learns what to do
with it (Zimmerman, 1951). Essentially, resources
are not; they become’.



To explain this distinction the authors intro-
duce the distinction between operand and operant
resources (my emphasis). Operand resources are
those on which some act or operation has to be
performed to produce an effect while, operant
resources are those that produce effects. Increased
interest in operant resources ‘began to shift in the
late twentieth century as humans began to realise
that skills and knowledge were the most import-
ant types of resources’. Although prior reference
had been made to the work of Malthus (1798),
and his conclusion that the continued growth of
population would result in the exhaustion of 
natural resources, no explicit link is made by the
authors to numerous forecasts in the 1960s of 
the inevitable truth of this prediction, unless
humankind could make them go further. Thus it
was publications such as the Club of Rome’s Limits
to Growth that precipitated the recognition of the
primacy of operant over operand resources.

The logic and importance of this is manifest
in Vargo and Lusch’s statement that:

‘Operant resources are often invisible and intan-
gible; often they are core competences or organisa-
tional processes. They are likely to be dynamic and
infinite (sic) and not static and finite, as is usually
the case with operand resources. Because operant
resources produce effects, they enable humans both
to multiply the value of natural resources and to
create additional operant skills’.

If, then, this primacy is the defining character-
istic of the new ‘service-centered logic’ few would
challenge it; whether they would describe it as a
service-centred logic is another matter. Vargo and
Lusch believe that this perceived shift (hint: they
perceive it; I’m not sure yet) has important impli-
cations for marketing and they start with an exam-
ination of the ‘Goods versus Services’ schools of
thought.

Traditional marketing is seen as focusing 
on operand resources, is goods centered and con-
cerned with the notion of utility(ies). Service-
centered marketing is seen as comprising four
elements which are summarized as:

1 Identify or develop core competences, the
fundamental knowledge and skills of an economic
entity that represent potential competitive
advantage.

2 Identify other entities (potential customers) that
could benefit from these competences.

3 Cultivate relationships that involve the customers
in developing customized, competitively compelling
value propositions to meet specific needs.

4 Gauge marketplace feedback by analysing financial
performance from exchange to learn how to
improve the firm’s offering to customers and
improve firm performance.

This view is grounded in and largely consistent
with resource advantage theory. It is customer
centric and market driven.

Vargo and Lusch then proceed to compare the
two views and identify six differences between
them, all centered on the operand/operant distinc-
tion. These attributes are then analysed in the con-
text of eight foundational premises (FPs). These
premises are:

1 The application of specialized skills and
knowledge is the fundamental unit of exchange.

2 Indirect exchange masks the fundamental unit of
exchange.

3 Goods are distribution mechanisms for service
provision.

4 Knowledge is the fundamental source of
competitive advantage.

5 All economies are service economies.
6 The customer is always a co-producer.
7 The enterprise can only make value propositions.
8 The service-centered view is customer oriented

and relational.

Each of these premises is discussed and evaluated
in some detail.

In sum, I believe that the logic of the service-
centered approach reflects the logic and intentions
of the marketing era as distinguished from the pro-
duction era that preceded it. Where I have diffi-
culty with Vargo and Lusch’s proposal is that in
order to recognize the importance of services/
operant activities they seem to think it is necessary
to deny the role of physical resources and technol-
ogy in creating physical objects that are necessary
to realize the value of those service activities. In
other words, without operand or physical resources
to work with we would soon all die of starvation.

In their Discussion the first issue appears to
concern the degree of customization incorporated
into physical goods. I have to confess to having
some difficulty in following their argument, espe-
cially in terms of their definition of ‘normative
qualities’. According to Vargo and Lusch ‘The
goods-centered view implies that the qualities of
manufactured goods (e.g. tangibility), the separ-
ation of production and consumption, standardis-
ation, and nonperishability are normative qualities
(Zeithaml, Parasuraman and Berry, 1985)’. As a
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consequence, ‘From what we argue the marketing
perspective should be, the qualities are often nei-
ther valid nor desirable’.

I have great difficulty in accepting this claim,
which is almost as bad as the academic econo-
mist’s view that to purchase on the basis of emo-
tional beliefs, rather than giving precedence to
price, is ‘irrational’. In the great majority of pur-
chase decisions our survival does not depend on
buying anything – we can always take it or leave it.
Furthermore, the existence of producers attempt-
ing to satisfy picky customers has led to greater
choice and variety than has ever existed before.
What the authors see as the service-centred view
of exchange is what, since 1987, has been known
as ‘mass customization’ in which producers like
Dell involve customers directly in specifying the
attributes and features that they desire in their
computer. Now, with a complex product such as
this, if I know precisely what I want then I can
become a co-producer but what if I can’t? Or what
about my motor car when I only wish to order a
limited number of ‘extras’ because otherwise the
standard model meets virtually all of my needs?
Or what about canned vegetables? The activities
involved in getting these to my preferred retail
outlet are extensive, complex and expensive.
There is a huge variety on offer, and keen compe-
tition between suppliers of the same product cat-
egory. And, if you are dissatisfied with the
manufacturers attempt to satisfy your need you
can always go to the Farmer’s Market and buy
‘the real thing’ for a much higher price. Or, better
still why not become a producer yourself and find
out if the time involved improves your overall
standard of living?

To be fair, many of the attributes of the serv-
ice-centered view recognize that marketing
should be about ‘mutually satisfying exchange
relationships’ in which both producer and con-
sumer have a role to play and in which supply
should be determined by demand. In my opinion,
these are the distinguishing features of the mar-
keting concept and a marketing orientation, which
has taken rather longer to put into practice than
one would have liked. On the other hand those
organizations that have bought into the concept
and are marketing oriented are more successful.
Ultimately, natural selection and the ‘invisible
hand’ will prevail. In this sense Vargo and Lusch
may be seen as seeking to accelerate the process
and, as they say, they are looking for ‘reorien-
tation rather than reinvention’ (p. 14).

As with any debate, the proponents have to
exaggerate their case to make their point. So we
would agree that the marketing management 
concept has paid insufficient attention to the wants
of consumers. On the other hand it has done very
well in catering to their needs. What is called for is
more fine tuning to ensure that the goods and serv-
ices created cost effectively by producers/sellers
match ever more closely the needs of buyers/con-
sumers. As we have said, mass customization has
recognized the benefits of doing this, as has the
emphasis on customer relationship management
and getting closer to the customer. But producers
have an important role to play too. Giving the cus-
tomer what they (think) they want is not necessar-
ily the way to ensure the optimum utilization of
scarce physical resources. In solving the basic eco-
nomic problem of maximizing satisfaction through
the use of scarce resources both producer and con-
sumer have an equal role to play. Handing over
‘dominance’ to users does not appear to be the best
way to achieve this.

So much for my views. In the same issue of
the Journal of Marketing there are also invited com-
mentaries from some much better known market-
ing scholars. You should read these too if you
intend to study marketing in greater detail. For the
time being, however, the jury is out.

Summary

In this introductory chapter we have attempted to
trace the evolution of exchange relationships and
provide at least a partial answer to the question
‘What is marketing?’ In the process we have
established that exchange is at the very heart of
human development in both economic and social
terms. Until recently, however, the desirability of
enhancing consumer satisfaction through the
provision of more and better goods and services
has been so self-evident that little consideration
has been given as to how to define ‘more’ and
‘better’, or the processes by which such evaluations
are made. As Adam Smith observed in his Wealth
of Nations (1776), ‘Consumption is the sole end and
purpose of production’. Having stated the obvious
the remainder of his great work is devoted wholly
to issues of improving supply with no consider-
ation of demand per se.

As we have seen, it is only with the stabiliza-
tion of populations in advanced economies, and



the continuous and accelerating improvements in
productivity attributable to technological innov-
ation, that a preoccupation with supply side prob-
lems has given way to demand side considerations.
Modern marketing, dating from the 1950s, reflects
this transition. But, as we have attempted to show,
the marketing management model which emerged
was itself a purely transitional response to man-
aging the changing balance between sellers and
buyers. Initially, the marketing management model
was concerned with what sellers needed to do to
retain control over the transaction, with consumers
seen as passive participants in the process. With the
evolution of service dominated economies, so the
balance of power changed and supply was now
seen to be subservient to demand and consumer
sovereignty.

As we noted in the last edition prepared in
2002, the problem with the change in emphasis is
that it still sees exchange as a zero-sum game. While
buyers are winners, sellers are losers! As predicted
then, the dangers of this adversarial approach to
exchange are readily apparent, especially in the
manufacturing sector, where the greatest potential
for growth and added value exist. Thus, the 
outsourcing of manufacturing by the wealthier
economies to the newly industrializing and emerg-
ing economies has tended to exaggerate rather than
reduce the unequal distribution of wealth between
these economies. This gloomy scenario is com-
pounded when one recognizes that the concentra-
tion of much of the world’s wealth in the hands of
a minority of the world’s population was undoubt-
edly a factor in the horrific events of 11 September
2001 and the wave of conflict and terrorism that has
followed. While it would be overly simplistic to
attribute these events solely to envy and resentment
of the disproportionate consumption of resources
by the American people, it is clear that Americans,
and others, are having difficulty in adjusting to the
fact that such win–lose situations engender such
feelings among the ‘losers’.

What is needed is a proper appreciation of the
true marketing concept of exchange based on
mutually satisfying relationships in which both par-
ties get what they want – a true win–win situation.
Such a concept reflects the ‘Golden Rule’ central to
most religious ideologies – ‘Do unto others as you
would be done by’. While it would be unrealistic
to expect those enjoying high standards of living
to reduce these radically overnight, it should not
be impossible to promote a more equitable global
society by encouraging the win–win outcomes

advocated by the marketing concept and its
emphasis on mutually satisfying relationships.

In our view, implementation of this concept/
orientation demands the existence of a marketing
function and the management of the marketing
mix. The remainder of The Marketing Book draws
on the expertise of leading thinkers and practi-
tioners to see how we might achieve this desired
state.
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CHAPTER 2

Postmodern marketing
STEPHEN BROWN

In August 2004, a one-day symposium was held in
Boston, MA, as part of the American Marketing
Association’s annual summer conference. Entitled
Does Marketing Need Reform? it featured the crème
de la crème of US marketing scholarship, everyone
from Philip Kotler and Fred Webster to Jerry Wind
and Jagdish Sheth. Over a fraught 12-hour period,
the leading lights of American academia earnestly
debated the parlous state of theory and practice.
Marketing, most delegates agreed, is facing a fun-
damental crisis of confidence and, more worry-
ingly, authority (Sheth and Sisodia, 2006). It is
disdained by today’s consumers, who are growing
wise to marketers’ nefarious wiles. It is disdained
by senior managers, who feel that marketing is fail-
ing to deliver on its much-trumpeted transform-
ational promises. It is disdained, at least implicitly,
by academicians who are talking to themselves
rather than communicating with key constituents
like practitioners and policy makers. The inevitable
upshot of this near universal loathing is that mar-
keting is losing touch with its markets and, if not
quite plummeting into the pit of eternal damna-
tion, the discipline’s definitely teetering on the
edge of an intellectual abyss.

According to Evert Gummesson (2001), it
takes approximately 10 years for marginal ideas
to penetrate the mainstream. Postmodern mar-
keting is a textbook example of Gummesson’s rule
of thumb. The existential crisis that is currently
exercising Kotler, Webster, Wind, Sheth and analo-
gous highly placed ‘reformers’ is exactly the same
existential crisis that postmodern marketers iden-
tified 10 years earlier, much to the amusement of
the mainstream (e.g. Piercy, 1997). In the early- to

mid-1990s, postmodernists were the whipping
boys (and girls) of the marketing academy, a bunch
of crazies spouting strange predictions about the
imminent collapse of the discipline and the need
to rethink our field’s most fundamental premises.
A decade on, the postmodernists’ doom-laden pre-
dictions appear remarkably prescient. Their cries
in the wilderness have finally forced themselves
onto the agenda of the heavy hitters, leading lights
and, let’s be frank, fat cats of marketing thought.
It is deeply ironic, is it not, that the people who
are loudly making the case for reform are the very
same people who laid down the principles that
now need reforming. Irony, however, is a signature
feature of postmodernism, so the present state of
affairs shouldn’t surprise us.

Postmodern marketing may be moving
toward the mainstream, but what exactly is it? This
is a very good question, one that has perplexed
many marketers in the 10–15 years since ‘PoMo’
appeared at the edge of the academic radar.
However, as with so many marketing topics and
terminologies – for example, the definitions of
‘brand’, ‘globalization’ or ‘marketing’ itself – there
is no single, simple, clear-cut answer that is univer-
sally accepted. There are, nonetheless, two crucial
things to bear in mind about ‘the postmodern’ in its
many and varied manifestations. First, it is a cri-
tique not a concept. It does not provide an alterna-
tive to existing marketing concepts. It simply
informs us that there is something wrong with
established ideas and understandings. Although it
tells us that the emperor has got no clothes, it 
doesn’t attempt to tailor a new outfit. It doesn’t so
much think outside the box as think about the box.



The second key point is that the postmodern
is a pan-disciplinary movement. The concerns
raised by card-carrying postmodernists are not
confined to marketing. Postmodern irruptions have
occurred in many academic domains, everything
from archaeology and geography to theology and
zoology (see Appignanesi and Garratt, 1995; Calás
and Smircich, 1997; Ward, 1997; Best and Kellner,
2001; Crews, 2001). In this respect, it is noteworthy
that sociologists, anthropologists and cultural stud-
ies specialists – the fields which have most fully
embraced postmodern modes of thought – regard
marketing as one of the distinguishing character-
istics of the postmodern condition. Consumer
society and postmodern society are considered
synonymous, near enough (e.g. Featherstone, 1991;
Bocock, 1993; Falk and Campbell, 1997; Warde,
2002). Thus, the past 10 years have witnessed a
bizarre scholarly situation where the marketing
mainstream was mocking the lunatic fringe of 
postmodern marketers, while non-marketers were
holding marketing up as the epitome of postmod-
ernism! Marketing’s moment of academic glory had
arrived and nobody noticed, except a few crazies of
the lunatic fringe of our field. Ironic, or what?

In the beginning was the word

The postmodern, then, has come in from the cold.
Its concerns are now widely recognized by the
marketing community and, if not being acted on
with commendable dispatch, they’re undoubtedly
attracting the attention of the great and good (Sheth
and Sisodia, 2006). Does this mean that early
adopters should pull up their tents and disappear
into the sunset, whistling a merry tune? No. Cat-
egorically not. The problem with postmodernism’s
ostensible entry into the mainstream is that the
problems it poses are being tackled by the self
same mainstream ‘reformers’ who got marketing
into its current crisis. Are they up to the task? Are
they prepared to dismantle what they built? Are
they willing to wipe their own slate clean and start
from scratch?

Before we answer such irreverent questions, it
is necessary to step back and take a brief look at the
intellectual gorilla in our midst. Perhaps the best
way of making sense of the postmodern is to recog-
nize that the word itself is multi-faceted. It is a sig-
nifier with many signifieds. That is to say, it’s an
umbrella term, four ribs of which can be tentatively
identified.

Postmodernism
For many commentators, postmodernism is pri-
marily an aesthetic movement, a revolt against
the once shocking subsequently tamed ‘modern’
movement of the early- to mid-twentieth century.
(In fact, some scholars reserve the term ‘postmod-
ernism’ for developments in the cultural sphere.)
To cite but three examples: in architecture, PoMo
is characterized by the eschewal of the austere,
unembellished, ‘glass box’ International Style of
Le Corbusier and Mies van der Rohe, and a return
to inviting, ornamented, mix ‘n’ matched, vernacu-
lar or pseudo-vernacular forms, as found in the
work of Venturi, Portman, Jencks and Gehry. In
literature, likewise, the spare, experimental, and,
as often as not, inaccessible writings of the giants
of high modernism – Joyce, Proust, Eliot, etc. – have
given way to the parodic, reader-friendly vulgar-
ities of Martin Amis, Will Self and Bret Easton Ellis.
In popular music, moreover, the ‘modern’ era of
The Beatles, Rolling Stones, Beach Boys and Bob
Dylan (albeit there is some debate over the exist-
ence of modernist pop/rock), has sundered into a
multiplicity of modalities – house, jungle, techno,
rap, roots, world, drum ‘n’ bass, speed garage and
the like – many of which are parasitic upon (sam-
pling, scratch), pastiches of (the tribute group phe-
nomenon) or cross-pollinated with existing musical
forms (alt.county, nu-metal, neo-disco et al.).

Postmodernity
A second rib of the postmodern umbrella rests on
the economic base, rather than the aesthetic super-
structure. The world, according to this viewpoint,
has entered a whole new, qualitatively different,
historical epoch; an epoch of multinational, glob-
alized, ever-more rapacious capitalism, where trad-
itional ways of working, producing, consumption
and exchange have changed and changed utterly.
Frequently described by the epithet ‘postmodern-
ity’, this is the world of the world wide web, 24/7
day-trading, satellite television, soundbitten and
spindoctored politics, mobile phoneophilia, pick
‘n’ mix lifestyles, serial monogamy and relentless
McDonaldization. It is a world of ephemerality,
instability, proliferation, hallucination and, above
all, chaos. It is a world where the beating of a but-
terfly’s wings in South America can cause a stock
market crash in Hong Kong or swerve the ball into
the net at Wembley Stadium. It is a world of unex-
pected, unpredictable, uncontrollable, unremit-
ting, some would say unnecessary, upheaval.
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The postmodern condition
Paralleling the transformations that are taking
place in the aesthetic and economic spheres, a
postmodern turn in the nature of knowledge and
thought has transpired. The so-called Enlighten-
ment Project, which commenced in western
Europe during the eighteenth century and com-
prised a systematic, rigorous, supposedly dispas-
sionate search for objective knowledge, universal
laws, meaningful generalizations and absolute
truths, has run slowly but irreversibly into the
sand. Its replacement, to some extent at least, is a
low-key postmodern worldview, which empha-
sizes the boundedness of knowledge, the limits to
generalization, the lack of universal laws, the
prevalence of disorder over order, irrationality
rather than irrationality, subjectivity instead of
objectivity and passionate participation as an alter-
native to dispassionate spectatorship. Thus, the
‘grand narratives’ of the project of modernity –
progress, freedom, profit, utopia, liberalism, truth,
science etc. – have been superseded by an aware-
ness of the lack of progress, the absence of freedom,
the price of profit, the dystopia that is utopia, the
illiberalism of liberalism, the fiction that is truth
and the artistry of science.

Postmodern apocalypse
Another, and in certain respects the most straight-
forward, way of grasping the postmodern is to
eschew the idea that it is an ‘it’. It’s ‘itness’, after
all, assumes a referential model of language (i.e.
that there are ‘things’ out there in the world that
the word ‘postmodern’ refers to), which is some-
thing card-carrying postmodernists are loath to
concede. Postmodernism, rather, is better regarded
as an attitude, a feeling, a mood, a sensibility, an
orientation, a way of looking at the world – a way
of looking askance at the world. A pose, if you
prefer. As noted in the introduction, irony, parody,
playfulness, irreverence, insolence, couldn’t-care-
less cynicism and a refusal to defer to those holding
the levers of power are postmodernism’s distin-
guishing features. Hence, the progressive, opti-
mistic, forward-looking, ever-onward-ever-upward
worldview of the modern era has been replaced
by a pessimistic, almost apocalyptic, sense of
apprehension, anxiety, apathy and anomie. The
postmodern, then, is suffused with an air of
exhaustion, ending, crisis and (calamitous) change.
Its characteristic attitude is a ‘mixture of world-
weariness and cleverness, an attempt to make you

think that I’m half-kidding, though you’re not
quite sure about what’ (Apple, 1984, p. 39).

Physician, heal thyself

Now, it doesn’t take a great deal of cleverness, let
alone world-weariness, to recognize that many of
these postmodern modalities are discernible in
today’s marketing and consumer environment.
Consider shopping centres. The archetypal Arndale
developments of the 1960s – all reinforced con-
crete, flat roofs, straight lines, low ceilings and
oozing mastic – have been eclipsed by postmodern
shopping malls, which are bright, airy, eclectic,
ornamented, extravagantly themed, unashamedly
ersatz and invariably welcoming. Instead of a
glowering, intimidating, brutalist bulk, a blot on the
cityscape that seemed to say, ‘enter if you dare, go
about your business and get out as quickly as possi-
ble’, postmodern centres suggest that shopping is a
pleasure not a purgatorial experience. They say, in
effect, ‘enjoy yourself, call again, bring the family,
fulfil your fantasies, relive your childhood, imagine
yourself in another world or another part of the
world, or both’ (Shields, 1992; Goss, 1993; Maclaran
and Brown, 2001).

In advertising, likewise, the straightforward
marketing pitch of tradition – ‘this product is
good, buy it’ – is almost unheard of these days
(except when it’s used ironically). Contemporary
commercials are invariably sly, subtle, allusive,
indirect, clever, parodic, insouciant, self-referential
(ads about ads), cross-referential (ads that cite other
cultural forms – soap operas, movies, etc.) and
made with staggeringly expensive, semi-cinematic
production values. They not only presuppose a
highly sophisticated, advertising- and marketing-
literate audience, but work on the basic premise
that advertising-inculcated images (cool, sexy,
smart and the like) are the essence of the product
offer. Products, in fact, are little more than the
campaign’s tie-in merchandise, along with the
videos, CDs, PR hoopla and media coverage of
the ad agency’s self-serving endeavours (Davidson,
1992; Goldman and Papson, 1996; Berger, 2001).

Consumers, too, are changing. As Chapter 6
explains, the certainties, uniformities and unambi-
guities of the modern era – where mass production
produced mass marketing which produced mass
consumption which produced mass production –
are being trumped by the individualities, instabil-
ities and fluidities of the postmodern epoch.
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Postmodernity is a place where there are no rules
only choices, no fashion only fashions, the Joneses
are kept well away from and anything not only
goes but it has already left the building. It is a
place where ‘one listens to reggae, watches a west-
ern, eats McDonalds food for lunch and local cuis-
ine for dinner, wears Paris perfume in Tokyo and
retro clothes in Hong Kong’ (Lyotard, 1984, p. 76).
It is a place where ‘we have literally shopped ‘til
we dropped into our slumped, channel-surfing,
couch-potatoed position, with the remote control
in one hand, a slice of pizza in the other and a six-
pack of Australian lager between our prematurely
swollen ankles’ (Brown et al., 1997). It is a place, as
the irascible novelist Will Self notes, where anti-
capitalist, anti-globalization, anti-marketing pro-
testers ‘take global airlines so that they can put on
Gap clothes to throw rocks at Gap shops’ (Dugdale,
2001, p. 37).

Let there be light

Marketing, it’s clear, is permeated by purportedly
postmodern practices. But what does it all mean?
Well, there have been many more or less successful
attempts to make sense of the PoMo phenomenon.
Perhaps the most compelling was made back in
1995 by two prophets of the postmodern turn: A.
Fuat Firat and Alladi Venkatesh. In a lengthy arti-
cle on the ‘re-enchantment of consumption’, they
contend that postmodern marketing is character-
ized by five main themes: hyperreality, fragmenta-
tion, reversed production and consumption, decentred
subjects and the juxtaposition of opposites (Table 2.1).

Hyperreality
Exemplified by the virtual worlds of cyberspace
and the pseudo worlds of theme parks, hotels and
heritage centres, hyperreality involves the creation
of marketing environments that are ‘more real than
real’. The distinction between reality and fantasy is
momentarily blurred, as in the back lot tour of
‘working’ movie studios in Universal City, Los
Angeles. In certain respects, indeed, hyperreality is
superior to everyday mundane reality, since the
unpleasant side of ‘authentic’ consumption experi-
ences – anti-tourist terrorism in Egypt, muggings in
New York, dysentery in Delhi – magically disap-
pears when such destinations are recreated in Las
Vegas, Busch Gardens, Walt Disney World or the
manifold variations on the theme park theme.

Ironically, however, the perceived superiority of
the fake is predicated upon an (often) unwarranted
stereotype of reality, and the reality of the fake – for
example, the queues in Disneyland – may be much
worse than anything the average visitor would
actually experience in Egypt, New York, Delhi or
where-ever. But such is the cultural logic of post-
modern marketing.

Fragmentation
Consumption in postmodernity is unfailingly fast,
furious, frenetic, frenzied, fleeting, hyperactive. It
is akin to zapping from channel to channel, or flick-
ing through the pages of the glossies, in search of
something worth watching, reading or buying.
Shopping on Speed. This disjointedness is partly
attributable to the activities of marketers with their
ceaseless proliferation of brands, ever-burgeoning
channels of distribution, increasingly condensed
commercial breaks and apparent preparedness to
make use of every available surface as advertising
space (sidewalks, urinals, foodstuffs, orbiting satel-
lites, human flesh, fifties sitcoms and so forth). It is
also due to the disconnected postmodern lifestyles,
behaviours, moods, whims and vagaries of con-
temporary consumers. A product of profusion with
a profusion of products, the prototypical ‘postmod-
ern consumer’ performs a host of roles – wife and
mother, career woman, sports enthusiast, fashion
victim, DIY enthusiast, culture vulture, hapless holi-
daymaker, websurfing Internet avatar and many
more – each with its requisite brand name array.
These identities or selves, furthermore, are neither
sequential nor stable, but fluid, mutable and, not
least, negotiable. Pick ‘n’ mix personae are prolifer-
ating. Off-the-shelf selves are available in every
conceivable size, style, colour, fit and price point.
Made to measure selves cost extra.

Reversed production and
consumption

This fragmented, hyperrealized, postmodern con-
sumer, it must also be stressed, is not the unwitting
dupe of legend, who responds rat-like to environ-
mental stimuli of Skinnerian caprice. Nor is the
postmodern consumer transfixed, rabbit-like, in
the headlights of multinational capital. Nor, for that
matter, is he or she likely to be seduced by the sex-
ual textual embeds of subliminal advertisers,
though (s)he might pretend to be. On the contrary,
the very idea that consumers have something
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Reality as part of symbolic
world and constructed
rather than given

Signifier/signified
(structure) replaced by the
notion of endless signifiers

The emergence of symbolic
and the spectacle as the
basis of reality

The idea that marketing is
constantly involved in the
creation of more real than
real

The blurring of the
distinction between real
and nonreal

Consumption experiences
are multiple, disjointed

Human subject has a 
divided self

Terms such as “authentic
self” and “centered
connections” are
questionable

Lack of commitment to any
(central) theme

Abandonment of history,
origin, and context

Marketing is an activity that
fragments consumption signs
and environments and
reconfigures them through
style and fashion

Fragmentation as the basis
for the creation of body
culture

Postmodernism is basically a
culture of consumption,
while modernism represents
a culture of production

Abandonment of the notion
that production creates
value while consumption
destroys it

Sign value replaces exchange
value as the basis of
consumption

Consumer paradox:

Consumers are active
producers of symbols and
signs of consumption, as
marketers are

Consumers are also objects
in the marketing process,
while products become
active agents

The following modernist
notions of the subject are
called into question:

Human subject as a self-
knowing, independent agent

Human subject as a cognitive
subject

Human subject as a unified
subject

Postmodernist notions of
human subject:

Human subject is historically
and culturally constructed

Language, not cognition, is
the basis for subjectivity

Instead of a cognitive
subject, we have a
communicative subject

Authentic self is displaced by
made-up self

Rejection of modernist
subject as a male subject

Pastiche as the underlying
principle of juxtaposition

Consumption experiences
are not meant to reconcile
differences and paradoxes
but to allow them to exist
freely

Acknowledges that
fragmentation, rather than
unification, is the basis of
consumption

Table 2.1 Postmodern conditions and their main themes

Hyperreality Fragmentation Reversal of production and Decentred subjects Juxtaposition of opposites
consumption

Source: Firat and Venkatesh (1995).



‘done’ to them by marketers and advertisers no
longer passes muster. Postmodern consumers, in
fact, do things with advertising; they are active in
the production of meaning, of marketing, of con-
sumption. As Firat and Venkatesh (1995, p. 251)
rightly observe,

It is not to brands that consumers will be loyal, but
to images and symbols, especially to images and
symbols that they produce while they consume.
Because symbols keep shifting, consumer loyalties
cannot be fixed. In such a case a modernist might
argue that the consumers are fickle – which per-
haps says more about the modernist intolerance of
uncertainty – while the postmodernist interpret-
ation would be that consumers respond strategi-
cally by making themselves unpredictable. The
consumer finds his/her liberatory potential in sub-
verting the market rather than being seduced by it.

Decentred subjects
This idea of a multiphrenic, fragmented, know-
ing consumer is further developed in Firat and
Venkatesh’s notion of decentred subjectivity. The
centredness that is characteristic of modernity,
where individuals are unambiguously defined by
their occupation, social class, demographics, post-
code, personalities and so on, has been ripped
asunder in postmodernity. Traditional segmenta-
tion criteria may be applied to such people, and
marketing strategies formulated, but it is increas-
ingly accepted that these fleetingly capture, or
freeze-frame at most, a constantly moving target
market. Even the much-vaunted ‘markets of one’,
in which marketing technologies are supposedly
adapted to the specific needs of individual con-
sumers, is doomed to fail in postmodernity, since
each consumer comprises a multiplicity of shop-
ping homunculi, so to speak. The harder mar-
keters try to pin down the decentred consuming
subject, the less successful they’ll be. Today’s con-
sumers are always just beyond the reach of mar-
keting scientists, marketing strategists, marketing
tacticians, marketing technologists, marketing tax-
onomists and all the rest. In the words of leading
marketing authority, Alan Mitchell (2001, p. 60),

There is nothing wrong with trying to be scientific
about marketing; in trying to understand cause
and effect. And stimulus-response marketing has
chalked up many successes. Nevertheless, it now
faces rapidly diminishing returns. Consumers are
becoming ‘marketing literate’. They know they

are being stimulated and are developing a resist-
ance to these stimuli, even learning to turn the
tables. Consumers increasingly refuse to buy at
full price, for example, knowing that a sale is just
around the corner. They have fun ‘deconstructing’
advertisements. The observed has started playing
games with the observer. Buyers are starting to
use the system for their own purposes, just as
marketers attempted to use it for theirs.

Juxtaposition of opposites
Although it is well-nigh impossible to ‘target’ or
‘capture’ the inscrutable, amorphous, unpindown-
able entity that is the postmodern consumer, it is
still possible to engage with, appeal to or success-
fully attract them. The key to this quasi-conversation
is not ever-more precise segmentation and pos-
itioning, but the exact opposite. An open, untar-
geted, ill-defined, ambiguous approach, which
leaves scope for imaginative consumer participa-
tion (e.g. ironic advertising treatments where the
purpose, pitch or indeed ‘product’ is unclear), is
typical of postmodern marketing (Brown, 2006).
This sense of fluidity and porosity is achieved by
pastiche, by bricolage, by radical juxtaposition,
by the mixing and matching of opposites, by
combinations of contradictory styles, motifs and
allusions, whether it be in the shimmering surfaces
of pseudo-rococo postmodern buildings or the
ceaseless cavalcade of contrasting images that are
regularly encountered in commercial breaks, shop
windows or roadside billboards. Occasionally,
these succeed in exceeding the sum of their parts
and combine to produce a sublime whole, an
ephemeral spectacular, a fleeting moment of post-
modern transcendence, as in Riverdance, Shrek
or Celine Dion at Ceasar’s Palace. Well, okay,
maybe not.

The sweet bye and bye

While few would deny that Firat and Venkatesh
have done much to explain the postmodern mar-
keting condition, their analysis is not without its
weaknesses. Many commentators would contest
their inventory of overarching themes and, indeed,
the very idea of clearly identifiable overarching
themes. Little is accomplished by reciting such
shortcomings. It is sufficient to note that all man-
ner of alternative interpretations of postmodern
marketing are now available and all sorts of sig-
nature ‘themes’ have been suggested. Cova (1996),
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for example, considers it to be about the ‘co-creation
of meaning’. Thompson (2000) regards ‘reflexivity’
as the be all and end all. O’Donohoe (1997) draws
attention to the importance of ‘intertextuality’.
And Sherry (1998) sets great store by PoMo’s pre-
occupation with ‘place’. The important point, how-
ever, is not that any of these readings is ‘right’ or
‘wrong’ but that postmodern marketing is itself
plurivalent and open to multiple, highly personal,
often irreconcilable interpretations.

For my own part, I reckon that retrospection is
the defining feature of the present postmodern
epoch and acerbic comedian George Carlin concurs
(Table 2.2). The merest glance across the marketing
landscape reveals that retro goods and services are
all around. Old-fashioned brands, such as Atari,
Airstream and Action Man have been adroitly
revived and successfully relaunched. Ostensibly
extinct trade characters, like Mr Whipple, Morris
the Cat and Charlie the Tuna, are cavorting on the
supermarket shelves once more. Ancient commer-
cials are being re-broadcast (Ovaltine, Alka-Seltzer);
time-worn slogans are being resuscitated (Britney
Spears sings ‘Come Alive’ for Pepsi); and long-
established products are being re-packaged in their
original, eye-catching liveries (Blue Nun, Sun Maid
raisins). Even motor cars and washing powder,
long the acme of marketing’s new-and-improved,
whiter-than-white, we-have-the- technology world-
view, are getting in on the retrospective act, as the

success of the BMW Mini Cooper and Colour
Protection Persil daily remind us (Hedberg and
Singh, 2001).

The service sector, similarly, is adopting a
time-was ethos. Retro casinos, retro restaurants,
retro retail stores, retro holiday resorts, retro home
pages and retro roller coasters are two a penny. The
movie business is replete with sequels, remakes
and sequels of prequels, such as the recent Star
Wars trilogy, to say nothing of historical spectacu-
lars and postmodern period pieces like Moulin
Rouge and Gladiator. The Producers, Kiss Me Kate,
Mama Mia and analogous revivals are keeping the
theatrical flag flying; meanwhile television pro-
gramming is so retro that reruns of classic weather
reports can’t be far away. The music business,
what is more, is retro a-go-go. Madonna is back
on top. Queen are the champions once again. The
artist formerly known as Prince is known as Prince,
like before. Simple Minds are promising another
miracle. Pink Floyd are rebuilding the wall, albeit
temporarily. And U2 have reclaimed their title as
the best U2 tribute band in the world.

Above and beyond the practices of retromar-
keting, this back-to-the-future propensity has sig-
nificant implications for established marketing
principles. As Brown (2001a, b) explains (after a
fashion), it involves abandoning modern market-
ing’s ‘new-and improved’ mindset and returning
to the retro ethic of ‘as good as always’. It spurns
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Table 2.2 Anything but the present

America has no now. We’re reluctant to acknowledge the present. It’s too embarrassing.

Instead, we reach into the past. Our culture is composed of sequels, reruns, remakes, revivals, reissues,
re-releases, re-creations, re-enactments, adaptations, anniversaries, memorabilia, oldies radio and nostalgia
record collections.World War Two has been refought on television so many times, the Germans and
Japanese are now drawing residuals.

Of course, being essentially full of shit, we sometimes feel the need to dress up this past-preoccupation,
as with pathetic references to reruns as ‘encore presentations’.

Even instant replay is a form of token nostalgia: a brief visit to the immediate past for reexamination,
before slapping it onto a highlight video for further review and re-review on into the indefinite future.

Our ‘yestermania’ includes fantasy baseball camps, where aging sad sacks pay money to catch baseballs
thrown by men who were once their heroes. It is part of the fascination with sports memorabilia, a
‘memory industry’ so lucrative it has attracted counterfeiters.

In this the Age of Hyphens, we are truly retro-Americans.

Source: Carlin (1997, p. 110).



the dispassionate, white-coated, wonder-working
laboratories of marketing science in favour of the
extravagant, over-the-top hyperbole of pre-modern
marketers like P.T. Barnum (consider the post-
modern publicity stunts of retro CEO, Richard
Branson). It eschews the chimera of customer-
orientation for a marketing philosophy predicated
on imagination, creativity and rule breaking. It
refuses to truck with the guru du jour and goes
back to the marketing giants of yesteryear – Wroe
Alderson, Ralph Breyer, Melvin Copeland and all
the rest. It gets back to basics by acknowledging
that, for all the fancy folderol and academic huff-
ing and puffing, marketing boils down to ‘selling
stuff’. No more, no less.

Crying in the wilderness

The retromarketing revolution is all very well, but
the postmodern paradigm of which it is part poses
a very important question for marketing and con-
sumer researchers. Namely, how is it possible to
understand, represent or describe postmodern
marketing phenomena, when postmodernism
challenges the very premises of conventional
research? The logic, order, rationality and model
building modalities of the modernist research 
tradition seem singularly inappropriate when
addressing postmodern concerns. Now, this is
not to suggest that established tools and tech-
niques cannot be applied to postmodern artefacts
and occurrences. There are any number of essen-
tially modernist portrayals of the postmodern
marketing condition (what is it?, what are its
principal characteristics?, what can we ‘do’ with
it?). Yet the relevance of such approaches remains
moot. Is it really possible to capture the exuber-
ance, the flamboyance, the incongruity, the energy,
the playfulness of postmodern marketing in a
standard, all-too-standard research report?

On the surface, this may seem like a compara-
tively trivial matter – if we jazz up our reports
and use expressive language, everything will be
okay – but it goes to the very heart of why we do
what we do, how we do it and who we do it for.
The decision facing marketing, as it has faced
other academic disciplines grappling with post-
modern incursions (and will continue to face
marketing, regardless of the recommendations of
the ‘reformers’), is whether we should strive to be
postmodern marketing researchers or researchers
of postmodern marketing. The former implies

that the modalities of postmodernism should be
imported into marketing research, that we should
endeavour to ‘walk the talk’, to be postmodern in
our publications, presentations and what have
you. The latter intimates that researchers should
confine themselves to applying proven tools and
techniques to the brave old world of postmodern
marketing. Just because the market has changed,
or is supposed to have changed, it does not neces-
sarily follow that tried and trusted methods of
marketing research must change as well.

Although this choice is nothing if not clear-
cut, a moment’s reflection reveals it to be deeply
divisive at best and potentially ruinous at worst.
After all, if one group of marketing researchers
works in a postmodern mode, a mode that is
unlike anything that has gone before, it is fated to
‘fail’ when conventional standards of assessment
are applied. Postmodern marketing research 
cannot meet the criteria – rigour, reliability,
trustworthiness and so on – that are accepted,
indeed expected, by champions of established meth-
ods and used to judge the worth, the contribution,
the success or otherwise of a particular piece of
work. For many commentators, then, postmodern
marketing research does not constitute ‘research’ as
such (other terms, invariably pejorative, are usually
applied). However, as academic careers depend
upon the publication of research findings, the
potential for internecine conflict is self-evident.
True, the etiquette of intellectual discourse empha-
sizes mutual tolerance, openness to opposing
points of view, the community of scholars and
suchlike, but the practicalities of academic politics
belie the placid facade. Insurgence, in-fighting and
intolerance are the order of the day. And the next
day. And the day after that . . .

It would be excessive to imply that this latter-
day postmodern dalliance has precipitated a civil
war in the marketing academy – as we have seen,
the mainstream is taking postmodern diagnoses on
board, if not its prescriptions – but the PoMo fan-
dango undoubtedly carries connotations of crisis,
of uncertainty, of catastrophe, of intellectual melt-
down. Indeed, if there is one word that captures the
postmodern mindset that word is crisis. Almost
every commentator on the postmodern condition
refers to an oppressive atmosphere of ‘crisis’.
Denzin (1997), for instance, describes three contem-
porary crises facing the citadels of cerebration:

� crisis of representation, where established modes of
depicting ‘reality’ (e.g. theories, metaphors, textual
genres) are inadequate to the task;
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� crisis of legitimacy, where conventional criteria 
for assessing research output (validity,
reliability, objectivity etc.) leave a lot to be
desired; and

� crisis of praxis, where academic contributions
signally fail to contribute to the resolution, or
even clarification, of practical problems.

Although formulated with regard to the human
sciences generally, these concerns are highly rele-
vant to the state of twenty-first-century marketing
and consumer research. Our models are outmoded,
our theories undertheorized, our laws lawless.
Reliability is increasingly unreliable, the pursuit
of reason unreasonable, and there are mounting
objections to objectivity. Practitioners often fail to
see the point of scholarly endeavour, despite the
enormous amount of energy it absorbs, and get
absolutely nothing of worth from the principal
journals. The fact that the editorial boards of these
journals are dominated by the very people who
are planning to ‘reform’ marketing does not bode
well for our field.

Be fruitful and multiply

The picture, however, isn’t completely bleak. The
postmodern manoeuvre in marketing and con-
sumer research has brought benefits as well as
costs. Scholarly conflict, remember, is not necessar-
ily a ‘bad thing’. On the contrary, a host of thinkers,
from Nietzsche to Feyerabend, has observed that
conflict can be a force for the good, since it helps
avoid intellectual disintegration, dilapidation and
decline (Collins, 1992; Brown, 1998).

Be that as it may, perhaps the greatest benefit
of this postmodern pirouette is that it has led to
dramatic changes in the methodology, domain and
source material of marketing research (see Belk,
1991, 1995; Sherry, 1991; Hirschman and Holbrook,
1992). Methodologically, it has opened the door
to an array of qualitative/interpretive research
procedures predicted on hermeneutics, semiotics,
phenomenology, ethnography and personal intro-
spection, to name but the most prominent. In terms
of domain, it has focussed attention on issues pre-
viously considered marginal to the managerial
mainstream of brand choice and shopper behav-
iour (e.g. gift giving, compulsive consumption,
obsessive collecting, grooming rituals, the meaning
of personal possessions) and which has further
encouraged researchers’ interest in the tangential,

peripheral or hitherto ignored (homelessness,
drug addiction, consumer resistance, anti-global-
ization movements, conspicuous consumption in
the developing world etc.). With regard to source
material, moreover, it has given rise to the realiza-
tion that meaningful insights into marketing and
consumption can be obtained from ‘unorthodox’
sources like novels, movies, plays, poetry, news-
paper columns, comedy routines and so forth.
Few would deny that restaurant critic Jonathan
Meades’ portrayal of the Hamburger Hades, collo-
quially known as Planet Hollywood, is just as good,
if not better, than anything currently available in
the academic literature (Table 2.3).

The outcome of the postmodern kafuffle is
summarized in Table 2.4, though it is important
to reiterate that this rupture is not as clear-cut as
the columns suggest. Truth to tell, modernist
approaches remain very deeply engrained in mar-
keting, even though the postmodern lunatics are
in the process of taking over the asylum (or having
their straightjackets removed, at least). Similarly,
the preferred stance of postmodern marketing
researchers is by no means consistent or devoid
of internal discord. Although the postmodern/
post-positivist/interpretive/qualitative perspec-
tive (the terms themselves are indicative of intra-
paradigmatic wrangling) is often depicted in 
a monolithic manner, albeit largely for political
purposes of the ‘us against them’ variety, post-
modernism itself is unreservedly pluralist. It is a
veritable monolith of pluralism.

Some ‘postmodern’ marketing researchers,
for example, employ qualitative methods that are
overwhelmingly ‘scientific’ in tenor (e.g. grounded
theory), whereas others utilize procedures that
hail from the liberal wing of the liberal arts (per-
sonal introspection). Some surmise that such
research should be evaluated according to con-
ventional, if adapted, assessment criteria (trust-
worthiness, reliability et al.), while others contend
that entirely different measures (such as verisimili-
tude, defamiliarization or resonance) are rather
more appropriate. Some say that the vaguely
voguish term ‘postmodern’ has been usurped 
by scholarly trendies and bandwagon-boarders,
although all such attempts to palisade the unpal-
isadable are themselves contrary to the uncondi-
tional postmodern spirit. Some, indeed, say it is
impossible to ‘do’ postmodern research, since the
attendant crisis of representation renders all the-
oretical, methodological and textual representa-
tions untenable. Postmodernism is nothing if not
contradictory.
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Table 2.3 Hurray for Planet Hollywood

The genius of Planet Hollywood is that it is a restaurant which replicates the way tracksuit bottoms eat at
home. It gives a new meaning to home cooking.You can come here and eat couch-potato-style grot whilst
gaping at a screen. Just the way you do at home.And you don’t even have to button-punch.Your minimal
attention span is addressed by the commensurate brevity of the clips. Planet Hollywood is ill named. Planet
MTV would be apter. Planet Trash would be aptest. One wonders if the whole tawdry show is not some
elaborate experiment being conducted by a disciple of the loopy behaviourist B.F. Skinner. The Hollywood
it celebrates is not that of Welles or Siodmark or Sirk or Coppola, but that of aesthetic midgets with big
budgets.

You fight your way (with no great enthusiasm) past merchandising ‘opportunities’ up a staircase to a world
of operatives with clipboards – keen, smiley people who may or may not be victims of EST. They are
frighteningly keen, alarmingly smiley. Our waiter, or customer chum, or whatever, was called Mike. He
cared. He really cared about whether we were enjoying the whole experience. He kept asking. The pity of
it is that he probably did care – he was so hyped up by the Planetary geist that he sought salvation through
kiddy approbation.

He offered a trip of the premises. Politely declined. Close inspection is not liable to improve them. Over there
is the sci-fi section within zoomorphic megagirders. Look that way and you’ve got the James Bond room,
whose entrance apes the camera shutter device those mostly tiresome films used to use in their titles. Above
us slung from the ceiling was a motorbike apparently used in a film I’d not even seen. It looked dangerous and 
I kept thinking that there would be no more pathetic way to die than by being crushed in so dreadful a place.

Source: Meades (1997).

Table 2.4 Modern and postmodern research approaches

Modern Postmodern

Positivist Non-positivist
Experiments/surveys Ethnographies
Quantitative Qualitative
A priori theory Emergent theory

Economic/psychological Sociological/anthropological

Micro/managerial Macro/cultural
Focus on buying Focus on consuming
Emphasis on cognitions Emphasis on emotions
American Multicultural

Source: Belk (1995).

Behold a pale horse

Irrespective of internal debates, it is not unrea-
sonable to conclude that the postmodern fissure
has opened up a significant intellectual space

within the field of marketing research. Perhaps
the clearest evidence of this ‘space’ is the way in
which marketing scholarship is communicated.
Traditional research reports and academic articles
have been supplemented with works of poetry,
drama, photoessays, videography, netnography,



musical performances and many more (Stern, 1998;
Brown, 2005). Conventional modes of academic
discourse – unadorned, passive voiced, third per-
soned, painfully pseudo-scientific prose – are
being joined by exercises in ‘experimental’ writing,
where exaggeration, alliteration and flights of
rhetorical fancy are the order of the day. The suc-
cess of such experiments is moot, admittedly and
many mainstream marketing scholars are under-
standably appalled by such egregious exhibitions
of self-indulgence. If nothing else, however, they do
draw attention to the fact that writing in a ‘scien-
tific’ manner isn’t the only way of writing about
marketing. There is no law that says marketing dis-
course must be as-dry-as-dust, though a perusal of
the principal academic journals might lead one to
think otherwise.

Be that as it may, the inexorable rise of post-
modern marketing leaves one significant question
unanswered. If, as postmodernists loudly pro-
claim, the old marketing model is broken, and
beyond repair, what should be put in its place? This
is a critical issue, one that many postmodernists
prefer to avoid, usually by contending that PoMo is
a critique not a concept. The only problem is that
without a workable alternative, most people will
(understandably) stick with what they know, even
if it doesn’t work as well as it ought to. People will
attempt to patch up the current model, and who
can blame them?

In truth, there is no shortage of solutions to
marketing’s manifold ills, though most of these
comprise the cogitations of consultants rather than
academics. The business sections of high street
bookstores are heaving with works that challenge
the received marketing wisdom and contend that
it is time for a change. As with the postmodernists,
this emerging school of marketing thought is
highly variegated and somewhat contradictory.
However, the principal contributions can be
quickly summarized under the following Eight Es:

� Experiential – ecstasy, emotion, extraordinary
experience (e.g. Schmitt, 1999);

� Environmental – space, place and genius loci (Sherry,
1998);

� Aesthetic – beauty, art, design (Dickinson and
Svensen, 2000);

� Entertainment – every business is show business
(Wolf, 1999);

� Evanescence – fads, buzz, the wonderful word of
mouth (Rosen, 2000);

� Evangelical – spirituality, meaning, transcendence
(Finan, 1998);

� Ethical – buy an eye shadow, save the world
(Roddick, 2001);

� Effrontery – shock sells, who bares wins, gross is
good (Ridderstrale and Nordstrom, 2000).

E-type marketing is many and varied, yet its
espousers share the belief that marketing must
change, as do the aforementioned reformers.
Nowhere is this ebullient ethos better illustrated
than in John Grant’s New Marketing Manifesto.
‘New Marketing’, he argues, is predicated on cre-
ativity; it treats brands as living ideas; it is incor-
rigibly entrepreneurial; it favours change over
conservatism; it is driven by insight not analysis;
and it is humanist in spirit rather than ‘scientific’.
Granted, Grant’s final chapter reveals that New
Marketing isn’t so new after all (retro rides again)
and at no point does he align his precepts with
postmodernism, but the simple fact of the matter
is that he’s singing from the postmodern market-
ing hymnbook (Grant, 1999, p. 182).

New Marketing is a challenge to the pseudo-
scientific age of business. It is a great human, sub-
jective enterprise. It is an art. New Marketing
needs New Market Research. Old market research
was largely there to objectify and to justify – to
support conventions. New Marketing is here to
challenge and seek the unconventional.

The postmodernists couldn’t put it better. Whether
our self-appointed reformers can put things right is
another matter entirely . . .

The end is nigh

For some, ‘postmodern’ is just one among many
pseudo-intellectual buzz-words which attain
prominence for a moment, only to pass swiftly into
merciful obscurity. However, postmodernism’s
15 minutes of Warholesque fame is dragging on a
bit. Postmodern intrusions are evident across the
entire spectrum of scholarly subject areas, mar-
keting and consumer research among them.
Indeed, the flotsam, jetsam and general detritus of
consumer society are widely regarded, by non-
business academics especially, as the very epitome
of postmodernity.

‘Postmodern’, admittedly, is an umbrella term
which shelters a number of closely related pos-
itions. These range from latter-day developments
in the aesthetic sphere, most notably the blurring
of hitherto sacrosanct boundaries between high
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culture and low, to the re-emergence of counter-
enlightenment proclivities among para-intellectuals
and academicians.

The multi-faceted character of postmodernity
is equally apparent in marketing milieus. The phe-
nomenon known as the postmodern consumer,
which comprises gendered subject positions
indulging in playful combinations of contrasting
identities, roles and characters (each with its requis-
ite regalia of consumables) is now an accepted
socio-cultural artefact, as is the so-called ‘post-
shopper’. The latter shops in a knowing, cynical,
been-there-done-that-didn’t-buy-the-souvenirs
manner or loiters in the mall looking at other con-
sumers looking at them. For Firat and Venkatesh,
indeed, the essential character of postmodern mar-
keting is captured in five main themes – hyperreality,
fragmentation, reversed production and consumption,
decentred subjects and juxtaposition of opposites –
though these categories are not clear-cut and other
commentators see things differently.

Above and beyond empirical manifestations
of the postmodern impulse, the field of marketing
and consumer research has been revolutionized
by postmodern methodologies, epistemologies,
axiologies, ontologies, eschatologies (any ologies
you can think of, really). Although there is some
debate over what actually constitutes postmod-
ern marketing research, it is frequently associated
with the qualitative or interpretive turn that was
precipitated by the Consumer Odyssey of the mid-
80s and academics’ attendant interest in non-
managerial concerns. Perhaps the clearest sign of
‘postmodernists at work’, however, is the convo-
luted, hyperbolic and utterly incomprehensible
language in which their arguments are couched,
albeit their apparently boundless self-absorption
is another distinctive textual trait. Does my brand
look big in this?

In fairness, the postmodernists’ linguistic
excesses and apparent self-preoccupation serve a
very important purpose. Their language mangling
draws attention to the fact that ‘academic’ styles of
writing are conventions not commandments,
decided upon not decreed, an option not an order.
But, hey, don’t take my word for it; check out the
further reading below . . .
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CHAPTER 3

Relationship marketing
LISA O’MALLEY and CAROLINE TYNAN

Introduction

Marketing as a body of knowledge and an aca-
demic discipline owes a great deal to what Bartels
(1976) calls the period of re-conceptualization
where the marketing concept and the mix manage-
ment paradigm (4Ps), introduced in the 1950s and
1960s, defined the nature and content of marketing
management (O’Malley and Patterson, 1998). This
approach focused predominately on the market-
ing of products to large homogeneous consumer
markets (as existed in the USA). Underpinning this
approach are assumptions from micro-economics
that markets are efficient, buyers and sellers are
anonymous, previous and future transactions are
irrelevant and that the price and quality function
contains all of the information needed for con-
sumers to make a rational decision (Easton and
Araujo, 1994). However, even within this transac-
tional approach to marketing it is obvious that
these assumptions are questionable given the
increasing importance of marketing communica-
tions, branding and relationships in consumers’
decision making in the last 50 years.

The mix management approach focuses on the
sale of products to consumers. However, a great
deal of marketing occurs in situations other than
this, for example when the object of exchange is a
service rather than a product and when the buyer
is a company rather than an individual consumer.
The mix management paradigm had very little to
offer in situations other than mass consumer prod-
uct markets and therefore new approaches sensi-
tive to specific contexts and cultures needed to be
developed (see Shostack, 1977; Håkansson, 1982;

Gummesson, 1987). This resulted in a new approach
to marketing, based on the creation and mainte-
nance of relationships, becoming popular. This
approach, known as relationship marketing, is
the focus of this chapter.

The purpose of this chapter then is to begin
to describe how the rich body of knowledge that
is relationship marketing has come into being,
what its major underpinning theories are, what
defining moments occurred and what might shape
its future. The chapter begins by defining what is
commonly understood by relationship marketing.
Next, a brief review is offered of the development
of relationship marketing in the key areas of ser-
vices marketing, business-to-business and con-
sumer marketing. In a chapter such as this only a
brief overview of the field can be offered and thus,
readers are directed towards the seminal works in
each area. Included in the chapter are discussions of
customer relationship management (CRM), brand
consumer relationships (BCRs) as well as a broad
overview of the models of relationship develop-
ment and a consideration of the relationship success
variables. Finally, some possible research opportu-
nities are identified as a basis for further work in
this rich and exciting area.

Relationship marketing defined
The broadest understanding of what we mean
when we talk about relationship marketing (RM)
is provided by Gummesson (1994, p. 12) who
regards RM as ‘marketing seen as relationship,
networks and interactions’. Interestingly, this
view of marketing has become so prevalent that



the whole of marketing has now been re-defined in
terms of relationships. For example, the American
Marketing Association definition published in 2004
is cited, and critically reviewed from an RM per-
spective, by Grönroos (2006, p. 397). It states:

‘Marketing is an organizational function and a set
of processes for creating, communicating and
delivering value to customers and for managing
customer relationships in ways that benefit the
organization and its stakeholders’.

Given this understanding, it is generally agreed that
when we talk about relationship marketing we are
referring to commercial relationships between eco-
nomic partners, service providers and customers at
various levels of the marketing channel and the
broader business environment. This recognition
results in a focus on the creation, maintenance and
termination of these commercial relationships in
order that parties to the relationship achieve their
objectives (mutual benefit). Profit remains an under-
lying business concern and relational objectives are
achieved through the fulfilment of promises. An
acceptance of a service-centred view of marketing
which concentrates on intangible resources such
as skills, information and knowledge, and the 
co-creation of value between relational partners
through interactivity and connectivity in ongoing
relationships, has re-emphasized the importance
of relationship orientation in successful marketing
(Vargo and Lusch, 2004).

History of relationship marketing

One of the most interesting things about the body
of knowledge that has come to be known as rela-
tionship marketing is that it emerged independ-
ently at the end of the 1970s in different research
contexts and in several different countries. In other
words, relationship marketing was discussed,
defined and explored in different research ‘silos’
with very little consideration of what was taking
place elsewhere. This section will briefly review the
motivation, contribution and important concepts 
to emerge in services and business-to-business
research. For a more detailed review of the his-
tory interested readers are directed to Möller and
Halinen (2000) and Harker and Egan (2006).

The relational paradigm has a relatively long
history within the management literature (Levine

and White, 1961; Evan, 1966; Van de Ven, 1976). 
In marketing, this approach to understanding
business markets became popular among the
IMP group in Europe in the mid-1970s with 
their network or interaction approach, and
received some attention in North America within
the marketing channels literature (Anderson and
Narus, 1984) and later in the buyer–seller litera-
ture (Dwyer et al., 1987). Since the late 1980s, inter-
firm relationships have become more strategic
(Wilson, 1995) and there has been an increasing
emphasis on networks (Thorelli, 1986) for securing
sustainable competitive advantage (Jarillo, 1988).
Thus, by the mid-1990s, the literature on inter-
organizational marketing relationships was char-
acterized by a dual emphasis on single dyadic
relationships (the relational paradigm) and on
relationships within the context of networks (the
network paradigm). Through a review of the con-
tributions from each sector, it becomes obvious
how ‘interaction, relationships and networks’
have come to dominate contemporary under-
standings of marketing.

Contributions from 
business-to-business marketing

A great deal of academic research has been con-
ducted in the area of business-to-business market-
ing, and, from this, a number of distinct research
streams have emerged which foreground inter-
organizational relationships. Most notable here,
is the work of the IMP group in Europe and work
on buyer–seller relationships in the USA. These
are briefly reviewed below.

The IMP group is a loose network of European
researchers who have been involved in research
on business relationships in Europe since the mid-
1970s. Interestingly, researchers within the IMP
fail to agree on the exact meaning of the acronym
with some suggesting that it is the Industrial Mar-
keting and Purchasing Group and others referring
to the International Marketing and Purchasing
Group (see Ford, 1997). The problem occurs because
industrial (or business-to-business) marketing 
in Europe is, by definition, international. IMP
researchers relied primarily on qualitative method-
ologies (observation, interviewing managers and
archive data) within a number of case studies 
in order to explore inter-organizational exchange.
This work resulted in the recognition that rela-
tionships are important to the facilitation of 
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inter-organizational exchange (often more impor-
tant than price) and that the interaction between
buyer and seller organizations was integral to the
formation and maintenance of relationships. A
detailed review of the interaction approach was
published in a very influential book (Håkansson,
1982). Indeed, this view of interaction and rela-
tionships is integral to the subsequent development
of the relational paradigm. The major contribu-
tion of the interaction paradigm was the recogni-
tion (contra to the mix management paradigm)
that buyers and sellers could be equally active in
pursuing exchange. Equally the work identified
the influence of the business environment and
atmosphere on both short-term exchange episodes
and long-term relationships affecting co-operation,
adaptation and institutionalization (Håkansson,
1982). Although the interaction approach was
commended for advancing understanding of
exchange in a business-to-business context, it was
also criticized for (a) taking a single actor (buyer
or seller) perspective (see Ford, 1997) and (b) being
too difficult to operationalize (see Wilson, 1995).
Whilst the latter problem has not been overcome,
the early focus on dyadic interaction (one buyer
and seller pair) was later superseded by the net-
work approach which look at webs of linked rela-
tionships (see Andersson and Söderlund, 1988;
Ford, 1997).

The major contributions of the interaction
approach to our present understanding of relation-
ship marketing include the following issues:

� Both buyers and sellers have similar roles in
forming, developing and operating relationships
(Håkansson, 1982; Ford, 1990).

� The match between supplier capability and
customer need is accomplished by interaction
between the two parties, and adaptation by one
or both of them (Håkansson, 1982).

� Personal contacts are frequently used as a
mechanism for initiating, developing and
maintaining relationships (Turnbull, 1979;
Cunningham and Homse, 1986).

� Interaction with other companies is the force that
unifies the company and gives it the capability to
perform its activities (Ford, 1990).

� Each party to a relationship may take the initiative
in seeking a partner, and either party may 
attempt to specify, manipulate or control the
transaction process.Thus,‘this process is not one
of action and reaction: it is one of interaction’
(Ford, 1997, p. xi).

� The relationship between buyer and seller is
frequently long term, close and involves complex
patterns of interactions.

� The links between buyer and seller often become
institutionalized into a set of roles that each party
expects the other to perform.

� Both parties are likely to be involved in adaptations
of their own processes or product technologies to
accommodate the other, and neither party is likely
to make unilateral changes to its activities without
consultation or at least consideration of the reaction
of their opposite number in the relationship.

In the USA, research was also underway on
business-to-business exchange, although initially
at least this remained within the dominant mix
management and adversarial paradigm. Earlier
research had demonstrated the importance of
power and conflict particularly in channel research
(El-Ansary and Stern, 1972; Wilkinson, 1973, 1979;
Etgar, 1976) and, in the early 1980s there was the
beginning of a recognition that co-operation might
prove to be a more important explanatory vari-
able. In the latter part of the 1980s two significant
events occurred. Firstly, within the business envi-
ronment generally, the impact of Japanese business
systems particularly ‘just-in-time’ was having an
important impact on the competitiveness of US
and European companies (see Spekman, 1988,
Webster, 1992). One of the major sources of com-
petitive advantage enjoyed by the Japanese was
assumed to be the strength of business relation-
ships and the nature of their distribution systems
where the major Japanese companies ‘sit in a web of
strong permanent relationships with its major cred-
itors, suppliers, key customers and other important
stakeholders . . . bound together by complex and
evolving ties of mutual benefit and commercial
interest’ (Doyle and Stern, 2006, p. 14). This pro-
pelled an interest in relationships generally
(Webster, 1992; Möller and Wilson, 1995). Secondly,
Dwyer et al. (1987) wrote a seminal paper that
employed social exchange theory (SET) to offer
insights into the motivation and process of relation-
ship formation. A major contribution of this paper
was the suggestion that, like business markets, con-
sumer markets might also benefit from attention to
the conditions that foster relational bonds. Thus,
this important paper legitimized relationship mar-
keting in business markets and opened up the pos-
sibility that it might be an appropriate vehicle to
engender customer retention in mass consumer
markets.
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The major contributions of US researchers
include:

� Interaction between organizations must be
understood in terms of economic, behavioural
and political influences (Stern and Reve, 1980).

� Explicit consideration of SET in conceptualizing
relationship development (Anderson and Narus,
1984, 1990; Dwyer et al., 1987).

� Creation of models of relationship development
explained in terms of increasing commitment and
trust (Anderson and Narus, 1984, 1990; Dwyer 
et al., 1987).This underpinned the later work of
Morgan and Hunt (1994).

� The recognition that co-operation and
communication lead to trust which in turn leads
to greater levels of co-operation. (Anderson and
Narus, 1984, 1990).

Contributions from services
marketing

The 1970s saw the emergence of services marketing
as a distinct aspect of marketing. Early attempts
to apply marketing techniques were dismissed as
being essentially product focused and failing to
deal with the unique characteristics of services
(see Shostack, 1977). Essentially, the unique char-
acteristics of services – inseparability, intangibility,
heterogeneity and perishability (Zeithaml et al.,
1985) highlight the importance of people in the
service experience. Although one hopeful contri-
bution to the services literature in terms of extend-
ing the marketing mix to 7Ps was offered by Booms
and Bitner (1981) this proved to be less compelling
than a focus on the service encounter (Solomon 
et al., 1985) and upon interaction (Grönroos, 1983).
The recognition that customer retention was cen-
tral to services marketing, focused attention on
the notion of creating service relationships
(Grönroos, 1983, 1989, 1994; Gummesson, 1987)
and led Berry (1983) to coin the term relationship
marketing. To ensure that service delivery person-
nel were fully trained and motivated to build and
maintain service relationships, internal marketing
was developed. It rested on the recognition that ‘a
service must be successfully marketed to the per-
sonnel so that the employees accept the service
offering and thoroughly engage in performing
their marketing duties’ (Grönroos, 1978, p. 594).

Contributions to the relational paradigm from
services marketing include the development and
understanding of service encounters (Solomon 

et al., 1985), internal marketing (George, 1977;
Grönroos, 1978; Berry, 1981; Gummesson, 1987),
service design (Shostack, 1984) and service quality
(Parasuraman et al., 1985). Although viewed as
distinct research streams within services marketing
(Fisk et al., 1993), they share many common themes.
In particular, there is an emphasis on the inter-
action process (relationship marketing, service
encounter and service design), and on creating and
understanding quality from the point of view of
the customer (service quality and internal market-
ing). Specific contributions from research in ser-
vices marketing which develop our understanding
of relationship marketing include the following
conclusions:

� Service provision can be customized to suit 
the specific requirements of the buyer (Lovelock,
1983).

� The development of formal, ongoing relationships
is a viable strategy in attempting to engender and
build customer loyalty (Lovelock, 1983).

� The nature of services forces the buyer into
intimate contact with the seller (Grönroos, 1978).

� The service encounter (interaction) has an
important impact on customers’ perceptions of,
and satisfaction with, the service (Grönroos, 1983,
1994).

� Service encounters facilitate the development of
social bonds (Crosby and Stephens, 1987; Berry
and Parasuraman, 1991).

� The SERVQUAL gap model emerged as a useful
managerial tool that distinguishes between actual
quality and customer-perceived quality (Parasuraman
et al., 1985, 1988).

� Customers assess services on the basis of both
technical quality (the quality of the service itself)
and functional quality (the quality of the service
delivery process) (Gummesson, 1987; Grönroos,
1990).

� The importance of part-time marketers (i.e. those
individuals who are service providers but probably
not marketing personnel) was recognized and
highlighted (Gummesson, 1987).

� Internal marketing is using a marketing approach
within the business to target employees was
recognized as an important tool in ensuring
service quality (Gummesson, 1987; Grönroos,
1994; Berry, 1995) and was posited as integral to
relationship management.

� Not all service encounters are necessary
relational, only those which are extended,
emotive or intimate (Crosby et al., 1990; Price 
et al., 1995).
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Focal relationships

The relational paradigm drives an organization to
focus on relationships. Strategically, this involves
identifying which relationships are to be pursued
and how they are to be managed (Gummesson,
1994; Morgan and Hunt, 1994). In terms of the first
issue, identifying marketing relationships, there are
a number of competing views. One essentially sug-
gests that relationships are not chosen, rather rela-
tionships exist and the choice is whether to manage
them explicitly or not. Within this perspective,
Gummesson (1999) considers 30 relationships to be
important resulting in a broad organizational remit
for the firm. In contrast, Morgan and Hunt (1994)
limit their definition of relationships more precisely
within the conventional business domain (see
Figure 3.1). They suggest four broad categories of
relationships: supplier partnerships, lateral partner-
ships, customer partnerships and internal partner-
ships. Within each of these categories the authors
further specify a number of particular relationships.
These include supplier relationships (with goods
and service suppliers), internal relationships (with
employees, etc.), lateral relationships (with govern-
ment, competitors, etc.) and buyer relationships
(with immediate and ultimate customers).

As we can see Morgan and Hunt (1994) and
Christopher et al. (1991) extended the focus of RM

beyond buyer–seller relationships to include stake-
holders as partners. As a result, it is now generally
accepted that firm–employee relationships, firm–
public agency relationships, firm–investor relation-
ships, firm–competitor firm relationships are all
within the domain of RM, including the upstream
and downstream supplier–customer relationships.
While some authors consider that marketers should
focus only on the consumer, others adopt a mul-
tiple stakeholder perspective and argue that mar-
keters should adopt a more strategic role in the
organization and take responsibility for any rela-
tionship that influences the ultimate sale (Payne
and Holt, 2001). Berry (1995, p. 242) defines rela-
tionship marketing in terms of a means-end
equation: ‘in effect, companies must establish
relationships with non-customer groups (the
means) in order to establish relationships with
customers (the end)’. This definition effectively
re-focuses marketing in terms of end-customer
relationships. This position is consistent with
other definitions that assume that the aim of mar-
keting is the development of customer relation-
ships (cf. Ford, 1980; Berry, 1983; Jackson, 1985).
Grönroos’ (1994) definition does mention cus-
tomers, but also acknowledges the importance of
‘other partners’. However, this position identifies
a very broad domain for marketing.

Equally it is important to consider how each
relationship should be managed, that is, should
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all customers be treated equally, what resources
should be invested in each relationship, how
should the portfolio of relationships be managed?
These issues are encapsulated into what Håkansson
(1982) refers to as handling problems and limita-
tion problems.

The interpersonal relationship
metaphor and use of social exchange

theory (SET)
Most marketers today view their interaction with
customers in terms of a relationship. While many
such interactions share similarities with close inter-
personal relationships, and some interactions bet-
ween, say, customers and their service providers
can be actual interpersonal relationships, others are
simply associations which occur with repeated
transactions. However, relationship is a value laden
word. It conjures up visions of closeness, mutuality,
intimacy, caring and sharing. In describing all such
interactions as relationships we have been able to
borrow ideas from SET and also from our own
understanding of interpersonal relationships. So
while the word is used metaphorically we have 
reified it and see all relationships in relationship
marketing as having the characteristics of an
interpersonal relationship. This could explain 
the emphasis, some would argue over-emphasis,
placed in RM research of variables related to
interpersonal relationships, namely trust, commit-
ment and communication (O’Malley et al., 2008).

Relationship marketing in consumer
markets

Relationship marketing developed in industrial
and service marketing contexts as a reaction against
the limitations of mainstream (transactional)
marketing. Initially, eschewed by manufacturers
interested in mass consumer markets because of
the efficiency of the mix management paradigm,
changes in the competitive climate, new technol-
ogy and better customer information in the latter
part of the 1980s and early 1990s propelled the
interest in relationship marketing in mass con-
sumer markets. Indeed, it may be useful to concep-
tualize considerations of relationship marketing in
mass consumer markets in terms of four phases:
obscurity, discovery, acceptance and popularity

(see O’Malley and Tynan, 2000). Prior to the 
mid-1980s (obscurity) there was little consideration
of the need for customer retention (cf. Rosenberg
and Czepiel, 1984). In the latter part of the 1980s
technology developments fuelled the growth of
direct and database marketing (Fletcher et al.,
1991; Evans et al., 1996) which Dwyer et al. (1987)
argued could usefully form the basis of relation-
ship marketing in mass consumer markets. This,
together with other academic considerations of
direct and database marketing marked the period
of discovery for relationship marketing (O’Malley
and Tynan, 2000). Essentially, the recognition that
customer retention is far less costly and signifi-
cantly more profitable than a focus on customer
acquisition (Rosenberg and Czepiel, 1984; Reich-
held and Sasser, 1990) cemented the business
argument justifying a new approach. Acceptance
is largely attributed to the work of Sheth and
Parvatiyar (1995) who not only argued the bene-
fits of relationship marketing in a consumer con-
text but, more importantly, re-framed relationship
marketing within the extant consumer behaviour
literature. Thus, although there were some sug-
gestions that relationship marketing might not be
appropriate in a consumer context (e.g. Barnes,
1994, 1995; Grönroos, 1994) marketing practitioners
were already doing relationship marketing – often
in the form of loyalty or retention programmes.
Relationship marketing became increasingly popu-
lar throughout the latter part of the 1990s and is
still hugely popular today.

Customer relationship management
Whilst there is a suggestion that relationships
between consumers and organizations (see Sheth
and Parvatiyar, 1995) and consumers and their
brands (see Fournier, 1998) have always been
important, it is also recognized that, today, such
relationships must be facilitated or at least sup-
ported by technology (Dwyer et al., 1987; Blattberg
and Deighton, 1991). As a result, the focus within
consumer markets has recently evolved from RM
to CRM, with CRM (customer relationship man-
agement) being defined as ‘information-enabled
relationship marketing’ (Ryals and Payne, 2001,
p. 3). Although philosophically in line with rela-
tionship marketing, the focus in CRM is on the
technology, particularly on that technology which
attempts to manage all customer touch points and
facilitate the integration of various database sys-
tems to provide a single picture of the customer
(Peppers and Rogers, 1995; Ryals and Knox, 2001).
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This picture encompasses the customers’ needs,
preferences, buying behaviour and price sensitiv-
ity and allows the CRM business to focus on build-
ing customer retention and profitability. However,
underpinning both approaches is the understand-
ing that CRM is a technology tool which facilitates
interaction between different databases and differ-
ent interaction media in order to facilitate segmen-
tation and communication (see Ryals and Knox,
2001). In their introduction to the Journal of Market-
ing special section, editors Boulding et al. (2005)
offer a thorough reappraisal of the history, defini-
tion, current position and pitfalls of CRM.

As previously outlined, the relationship mar-
keting ideal developed out of the study of exchange
in intra-organizational and high-contact services
markets. The observed value of relationships in
these markets drove attempts to implement simi-
lar ideals in mass consumer markets (e.g. Dwyer
et al., 1987), where traditional marketing techniques
were being questioned and customer expectations
and competitive pressures were increasing (Sisodia
and Wolfe, 2000). However, the operationalization
of the relationship marketing ideal in consumer
markets requires the exploitation of information
technology if it is to be extended beyond applica-
tion only to most valued customers, as it was
originally conceived (Rogers and Peppers, 1997).
Information on customers is critical to developing
and maintaining customer relationships (Boulding
et al., 2005). While small organizations with very
few customers find it relatively easy to collect and
use relevant information in building customer
relationships, larger organizations with mass
markets find this practically impossible to do.
Thus, information technology, initially in the form
of the database was regarded as ‘an agent of surro-
gacy to be enlisted to help marketers to re-create
the operating styles of yesterday’s merchants’
(Sisodia and Wolfe, 2000, p. 526).

Vast reductions in the cost of information
technology brought the promise that relational
strategies might be extended to all customers.
Unfortunately, the application of technology in
these markets has not been unproblematic, per-
haps because focus has shifted to technology, at
the cost of remembering the ideal it was supposed
to support (O’Malley et al., 1997; Fournier et al.,
1998; Mitussis et al., 2006). Moreover, the limited
understanding of relating to customers means that,
contrary to the insight of the IT literature (e.g.
Feeny et al., 1997), information systems were
imposed that could be incompatible with a firms
culture, capabilities and systems (e.g. Piercy, 1998).

The ability to develop successful customer
relationships lies in an organization’s capacity to
understand and respect its customers, their indi-
vidual preferences, expectations and changing
needs. While today’s markets are so complex that
such customer intimacy may be precluded (Di
Tienne and Thompson, 1996) the database is
employed by contemporary marketers to try to
overcome this problem. In the absence of both
intimate knowledge of individual customers and
interpersonal contact with them, the database
promised an opportunity to capture information
on customers in a useful and accessible fashion
(Shani and Chalasani, 1992), enabling them to
identify individual customers, monitor their buy-
ing behaviour (Blattberg and Deighton, 1991) and
to communicate with them on an individual basis,
often with personalized offers. Although these
are essentially the basic elements of database
marketing, RM should use such data ‘to build a
long-term connection between the company and
consumer’ (Copulsky and Wolf, 1990, p. 17).

The creation of a ‘special status’ between
company and customers (Czepiel, 1990; Rowe and
Barnes, 1998) relies on fostering customer intimacy
(Jackson, 1985). In order to achieve this, data on
transactions is held in the customer database and
this is overlaid with demographic, geodemo-
graphic, lifestyle data and a range of other data
sources including country court judgements
(CCJs), electoral register, etc. The data are fused
and held in a data warehouse where ‘biographic
data’ (Evans, 1999) on individual customers can be
viewed. Thus, within an RM strategy, the database
becomes a key knowledge tool for the organiza-
tion (Di Tienne and Thompson, 1996; Evans et al.,
2004) and is used to simulate indicia of intimacy
and connectedness. In addition to databases, other
technologies have developed that ‘can give com-
panies a host of opportunities for communicating
with the customer and have information on hand
to engage, inform and direct each customer with
complete knowledge as to the customers’ prefer-
ences and behaviours’ (Gordon, 2000, p. 512).
These developments include the Internet, tele-
coms and computer telephony in call centres.
These technological developments have served to
make systems that are supposed to make RM more
affordable and, perhaps, more effective for com-
panies operating in mass markets (Rapp and
Collins, 1990; Sisodia and Wolfe, 2000).

Some of the new technologies have opened
up new channels of dialogue, which can be cus-
tomer initiated as well as organization initiated.
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This being the case, efforts must be made to capture
data at all interactions and make that information
available for subsequent conversations. This is
possible when technology is used at the customer
interface to secure real-time or near real-time
interaction (Gordon, 2000). This has resulted in a
need to move beyond the customer database as
the basis of RM and to link the central information
centre with call-centre software and Internet sys-
tems that allow direct interaction, as well as into
other functions that contain histories of customer
interaction (such as accounts and product service
departments).

However, if relationship management support
systems develop ad hoc from product unit cus-
tomer databases a number of different CRM pro-
grammes may be implemented within a single
organization (O’Malley and Mitussis, 2002). These
systems might reflect the various organizational
silos (e.g. product or brand divisions, direct mar-
keting) or different channels (particularly true when
Internet channels are introduced). As a result,
customers may obtain a very different experience,
offer or outcome depending on when, why and
with whom in the organization they interact. Thus,
rather than treating each customer with the con-
sistency, fairness and respect one might expect in
a relationship (Sheaves and Barnes, 1996; Boulding
et al., 2005), customers often get competing rela-
tional offers from different parts of the organiza-
tion. This can lead to an exacerbation of privacy
issues with customers becoming increasingly con-
cerned with organizational intrusion (Patterson
et al., 1999) a perception that might actually trans-
late into a reduction in consumer trust (O’Malley
et al., 1997; Fournier et al., 1998). From a more
pragmatic viewpoint, there is little reduction in
marketing costs because several divisions are
incurring direct communication costs, and may
continue to maintain their own databases. Finally,
the inconsistencies (in communication style, offer
content and occasionally salutation) demonstrate
to customers that they are unimportant (whilst
simultaneously advocating a ‘meaningful’ rela-
tionship). Thus, as O’Malley and Mitussis (2002)
demonstrate there are several problems that result
when RM is overlaid onto the existing organiza-
tional structure and systems without any consider-
ation for how relationships might be appropriately
pursued and developed (i.e. relationship devel-
opment process). ‘Organizations continue to
approach relationship marketing using the same
structures that were appropriate for the market-
ing era, a time when product, price, promotion

and distribution channels were discrete, pre-
established and one-way. In short, today’s organi-
zation is often designed for the technologies and
processes appropriate for transactions, not relation-
ships’ (Gordon, 2000, p. 506). Thus, (relationship)
language structures consumers’ expectations (e.g.
Mitussis and Elliott, 1999) but (transaction) tech-
nology structures their experiences. It is important
that to employ CRM effectively, due attention is
paid to both customer and competitive data, evolv-
ing technologies and customer-focused organiza-
tional forms. Therefore implementation requires
difficult integration of channels, technologies,
customers and employees as the basis of com-
petitive advantage (Boulding et al., 2005).

Many problems stem from the fact that,
because RM ‘in mass markets is a relatively new
topic for research, very little is known about how
an organizations’ relationship marketing efforts
affect . . . customer satisfaction, the perceived
future value of the relationship, trust and related
behaviours’ (Bhattacharya and Bolton, 2000, p. 340).
In any case, such problems simply magnify the
importance of ensuring that there is an appropriate
customer-centric culture and employee skill-set
prior to the introduction of a relational strategy
(Crosby and Johnson, 2001). These observations
are reinforced by Gruen (2000), who argues that
companies that have successfully implemented
RM have done so by trial and error rather than on
the basis of any theory. Despite such problems
with CRM implementation, the concept of rela-
tionships has also become hugely popular within
the branding literature. That is, marketers are not
content to develop relationships between con-
sumers and organizations, but are also keen to nur-
ture relationships between consumers and their
brands as is discussed below.

Brand–consumer relationships
In recent years there have been a number of calls
within the branding literature for a consideration
of brand–consumer relationships (BCRs) and cer-
tainly the term relationship is fast infiltrating the
branding literature (Patterson and O’Malley, 2006).
Some commentators (e.g. Blackston, 1992) have
even suggested that a focus on BCRs can more
usefully provide concrete assistance to brand
management programmes than can brand image
research. In investigating mass-market brands
Blackston (1992) compares the BCR to a relationship
between a doctor and patient and, in extending his
analysis to corporate brands, concepts from SET
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such as trust begin to emerge. Furthermore,
Blackston (1992) makes explicit the link between
BCRs and RM. Consequently, Palmer (1996, 
pp. 253–254) argues that ‘individuals have an
underlying need for an emotional bond with high-
involvement products that they buy. Brand
development and relationship development are
complementary and substitutable strategies
towards this bonding’. Moreover, Dall’Olmo Riley
and de Chernatony (2000, p. 140) propose that ‘the
concept of the brand has evolved from a name
given to differentiate a firm’s products, to that of
a relationship based on trust’. This evolution is
predicated on the fact that brands possess meaning
for consumers above and beyond their functional
characteristics, they have personalities described in
much the same way as human personalities, and,
thus, we can have relationships with them.

Fournier (1998) recognizes that for a BCR to
exist the brand must be a living entity because
relationships exist between active and interde-
pendent partners. That is, if brands were living
entities, they would have personalities, would
grow and develop over time and, therefore, it
would be possible to have relationships with them.
However, personification of the brand is insuffi-
cient for the brand to be considered a legitimate
relational partner. Rather, for this to happen,
brands need to be anthropomorphized, or human-
ized (Fournier, 1998). While brands can be ani-
mated through brand characters or are somehow
possessed by the spirit of a past or present others,
complete anthropomorphization of the brand
involves imbuing it with human qualities such as
emotion, thought and volition. Fournier (1998)
argues that marketers perform this transmogrifi-
cation through their everyday activities, particu-
larly those conducted under the rubric of interactive
marketing. The conceptual leap made here is that
BCRs can be treated as if they were interpersonal
relationships a leap criticized by some (Dowling,
2002). Fournier and Yao (1997) make explicit ref-
erence to their use of the interpersonal relationship
metaphor in analysing the bonds between con-
sumers and the brands they use. Furthermore,
although they acknowledge their failure to test
the relevance of the relationship frame against
other frames, they do call for the abandonment of
research on brand loyalty in favour of relational
perspectives.

Following from understandings from services
marketing where the consumption experience of
customer A affects that of customer B (Langeard
et al., 1981), it may be that customers who have 

a relationship with a particular brand will develop
relational links with other relational customers of
that brand. The members of the brand commu-
nity thus formed will have a relationship with the
brand, with the firm and also with each other; a
series of complex, interlocking and interdependent
relationships which need careful management.

Models of relationship development

Process models of relationships
The dynamic nature of marketing relationships is
captured in a number of process models of relation-
ship development (e.g. Gummesson, 1977; Ford,
1980; Dwyer et al., 1987; Borys and Jemison, 1989;
Wilson, 1995; Parvatiyar and Sheth, 2000). Con-
sistent with the recognition that relationships
evolve and change over time, as a result of interac-
tion between parties, the notion of an exchange
relationship life cycle is employed within the litera-
ture. The life-cycle metaphor comes from studies of
ecology and, consistent with the use of metaphor,
the assumptions employed in the source domain
(ecology) transfer to the target domain (exchange
relationships) (Hunt and Menon, 1995; O’Malley
and Tynan, 1999). In the case of the life-cycle
metaphor, these assumptions include recognition
of a deterministic, inevitable evolution from one
stage to another (Van de Ven, 1992). For example,
Ford (1980) depicts relationship development in
terms of a pre-relationship stage, an early stage, 
a development stage, a long-term stage and a final
stage. Similarly, Dwyer et al. (1987) conceptualize
these phases as awareness, exploration, expansion,
commitment and dissolution. Although labelled
differently, these models essentially describe the
same process and implicitly or explicitly rely on
SET. Furthermore, while the models present rela-
tional development as a series of discrete stages, it
is generally accepted that, in reality, exchange rela-
tionships are more likely to be characterized by
‘wigwag movements of strengthening and weak-
ening forces, maybe even with intermittent dis-
connections, impacting the dynamics and quality
of relationships’ (Hedaa, 1993, p. 191). However,
researchers have had difficulty capturing the extent
to which the nature of the relationship changes
over time (Hedaa, 1993; Dabholkar et al., 1994).
Nonetheless, it is assumed that exchange relation-
ships become progressively closer and deeper
(Halinen, 1997) and exhibit increasing degrees of

Relationship marketing 41



trust and commitment (Ford, 1980; Dwyer et al.,
1987) (Table 3.1).

Pre-relationship
In the pre-relationship stage there may be very 
little interaction between the organizations but they
may be aware of each others existence. The distance
between them is affected by distance in terms of
social and cultural distance, geography, technology
and time. The situation is characterized by a high
level of inertia and high levels of uncertainty (Ford,
1980).

Attraction
The concept of attraction seems to play a fundamen-
tal role in explaining relationship development
(Dwyer et al., 1987; Grönroos, 2000). Derived from
SET, attraction explains why relationships are initi-
ated and developed (see Kelley and Thibaut, 1978).
Some degree of attraction is a necessary precondi-
tion for the commencement of interaction, while
ongoing attraction determines whether parties are
motivated to maintain a relationship (Dwyer et al.,
1987; Halinen, 1997).

Halinen (1997, p. 59) defines attraction as ‘a
company’s interest in exchange with another,
based on the economic and social reward–cost out-
comes expected from the relationship over time’.
More recently, Morgan (2000) suggests that the basis

for relational exchange should be expanded to
incorporate access to resources. For, in order to
develop competitive advantage, parties to a rela-
tionship need access to resources that they do not
currently possess (Van de Ven and Walker, 1984).
Thus, Harris et al. (2003, p. 12) define attraction as
‘the extent to which relational partners perceive past,
current, future or potential partners as professionally
appealing in terms if their ability to provide superior eco-
nomic benefits, access to important resources and social
compatibility’.

Harris et al. (2003) demonstrate that relation-
ships are unlikely to be initiated unless at least one
party finds the other attractive. Furthermore, the
level of attraction is likely not only to stimulate
investment initiatives but also to influence the
level of those investments (Halinen, 1997). Hence,
investment refers to ‘the amount of time, money
and life chances that are expended in forming and
maintaining relationships’ (Sheaves and Barnes,
1996, p. 217) some of which are unrecoverable,
regardless of the success or failure of the relation-
ship, and must be regarded as a sunk cost.

Formation
In the early stages, the relationship is fragile and
termination simple. It is the stage at which the
partners gauge and test the integrity, capability
and performance of the other (Dwyer et al., 1987).
The partners test and probe each other with early
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Table 3.1 Process models of relationship development

Ford Frazier Dwyer Borys and Wilson 
(1980) (1983) et al. (1987) Jemison (1989) (1995)

Pre- Pre-relationship Review Awareness Search and 
relationship stage selection

Attraction Early stage Exploration Defining Defining 
purpose purpose

Formation Development Implementation Expansion Setting Setting 
stage boundaries boundaries

Expansion Long-term Outcomes Commitment Value creation Value creation
stage

Ending Final stage Hybrid stability Hybrid stability

Dissolution



trial purchases and early attempts at co-creation
of value develop. During these formation stages,
partners negotiate the benefits each will offer the
other and agree their mutual obligations. This
process of bargaining offers an opportunity to
make disclosures to the partner as a basis on which
a reciprocal relationship can develop. It is import-
ant to consider the issues of power and justice to
ensure that agreed concessions and rewards are
commensurate with notions of fairness and justice
(Dwyer et al., 1987). Norms of behaviour and
expectations are developed which set the ground
rules for the future relationship and are vital in
areas where conflicts of interest may emerge.

With a successful relationship, experience
reduces uncertainty over time, interdependence
gradually increases, additional gratifications are
sought from the current exchange partner and so a
larger share of the partners overall spend is earned.

Expansion
After the formation process, the expansion stage
addresses management and governance processes
(Sheth and Parvatiyar, 2000). The process of com-
munication, bargaining, norm and expectation
development will continue but this stage is charac-
terized by extensive contractual mechanisms and/
or shared value systems which ensure sustained
interdependence. Partners adapt to work in a
mutually collaborative manner with conflict reso-
lution taking place where necessary. The inputs by
both parties are necessarily both significant and
consistent to ensure this stage progresses.

This stage is characterized by an increase in
the range and depths of rewards partners supply to
each other (Scanzoni, 1979). This can be achieved
through customization of outputs and the integra-
tion of the customer into planning, provision and
innovation activities (Bruhn, 2003) so that they can
evaluate ideas, provide feedback and test concepts
to achieve mutual value.

Ending
Relationship ending has only recently attracted
attention within the marketing literature. It is best
described as a process in its own right (Gadde and
Mattsson, 1987; Tähtinen and Halinen, 1999) rather
than simply an end point. Indeed, it is likely that
the relationship may not totally end, but that bonds
between key players may be maintained, and, in
some cases, the relationship may even be restored
at a later stage (Havila, 1996; Havila and Wilkinson,
1997). When referring to this stage of the relationship
researchers use a variety of different words includ-
ing: switching, exit, dissolution, termination, fad-
ing, defection, disengagement, breakup, divorce
and relationship demarketing. This proliferation of
terminology is problematic in that these terms are
often used interchangeably, prompting Tähtinen
and Halinen (2002) to propose that the term ‘end-
ing’ be used to broadly describe this stage of a rela-
tionship. ‘Ending would cover all kinds of
relationship breakups, in all types of relationships,
no matter what the reasons for their ending are. In
this way, terms such as “termination”, “dissol-
ution”, “switching” and “exit” could be defined 
as specific types of relationship ending, which
would help to specify the focus of research and to
further our understanding of the various ending
processes’ (Tähtinen and Halinen, 2002, p. 183). In
this regard, ‘ending’ is the process, and dissolution
is the end state. As Tähtinen and Halinen-Kaila,
1997, p. 560) outline: ‘a relationship is dissolved
when all activity links are broken and no resource
ties and actor bonds exist between the companies’.
Thus, it may take some time for this state to be
achieved, and in some cases, although relation-
ships end, they do not dissolve (Table 3.2).

Relationship ending clearly represents an
important research area and is equally important
whether the relationship is between two organ-
izations, between a service provider and a client
or between a mass marketer and a consumer.
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Table 3.2 Relationship ending

Termination One party deliberately ends the relationship.

Dissolution The ending process irrespective of whether an ending decision has been made.

Switching Ending where the supplier (or the customer) is substituted for another.

Exit A single channel member’s disengagement from a system of relationships.

Source: Tähtinen and Halinen (2002).



Ending, whether decided unilaterally or agreed
bilaterally, is important in practical terms because
how relationship ending is managed may impact
upon a firm’s reputation and upon subsequent
efforts to renew relationships. In this regard,
‘beautiful exits’ are what relationship participants
should aim for: ‘A beautiful exit is achieved by a
strategy that minimises damage occurring to the
disengager, the other party and the connected net-
work’ (Alajoutsijärvi et al., 2000, p. 1272).

Motivation for relationships and
relational success variables

Håkansson (1982) suggests that relationships are
developed to reduce uncertainty and/or add value.
More recent work emphasizes the co-creation of
value through interactions between partners,
rather than ‘adding’ value by exchanging ‘ready-
made’ value embedded in products (Grönroos,
2006). In terms of reducing uncertainty, Håkansson
(1982) highlights improvements in the firm’s fore-
casting abilities. In contrast, Möller and Wilson
(1995, p. 40) take a broader perspective, and argue
that ‘firms generally develop business relationships
for multiple reasons that are not based on any sin-
gular dimension’. They suggest that relationship
development can be motivated by the need for eco-
nomic gains, the quest for stability or predictability;
the search for reciprocity; the quest for efficient and
effective operations, to establish legitimacy; or,
because the firm lacks resources, or wishes to utilize
an asymmetrical power base (Möller and Wilson,
1995). In services marketing, the organization seeks
relationships with customers in order to enhance
loyalty. Within this context, consumers are believed
to seek relationships in order to minimize risk
(Berry, 1995) or routinize choice and thus save time
and effort in buying and consuming situations
(Sheth and Parvatiyar, 1995).

Relationship marketing represents an incred-
ibly broad area of marketing thought and has been
strongly influenced by empirical evidence from
several business sectors as well as by theories and
concepts from diverse disciplines. Indeed, con-
cepts such as retention, loyalty, commitment, trust,
mutuality, reciprocity, structural bonds, relation-
ship quality, relationship satisfaction and attraction
are central to understanding relationships. These
concepts have their origins in economics, soci-
ology, SET, small group behaviour, psychology and
elsewhere and have been borrowed, refined and

moulded by contemporary understandings of
service relationships, business relationships and
consumer behaviour. Add to this understandings
of market-related behaviours influenced by con-
temporary readings of postmodernism, critical the-
ory, branding, consumer literacy, organizational
networks and we begin to understand how this
intricate and influential body of thought has been
woven, such that it is difficult to divide new from
old marketing theory, and marketing from other
aspects of management which consider business
structures and business networks as aspects of its
core. In a useful and very thorough literature
review, Wilson (1995) attempts to identify those
concepts that are most widely used. These are
identified in Table 3.3.

Depending on the specific context, these
variables are likely to be more or less important.
However, it is worth noting that of these, trust, com-
mitment, co-operation and mutual benefit have
attracted the most empirical attention and are con-
sidered fundamental to understanding and creat-
ing commercial relationships (Dwyer et al., 1987;
Anderson and Narus, 1990; Crosby et al., 1990;
Czepiel, 1990; Grönroos, 1990; Heide and John,
1990; Moorman et al., 1992; Rusbult and Buunk,
1993; Barnes, 1994; Morgan and Hunt, 1994).

It is acknowledged that not all customers are
profitable as relationship customers (Ford, 1980;
Håkansson, 1982; Reichheld and Sasser, 1990; Berry,
1995; Reinartz and Kumar, 2002). Thus, a first stage
of relationship management must clearly be the
identification of relationship potential. Even then,
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Table 3.3 Summary of variables 
of relationship success models

Commitment Social bonds

Trust Structural bonds

Co-operation Summative constructs

Mutual goals Shared technology

Interdependence/ Non-retrievable 
power imbalance investments

Performance Comparison level of 
satisfaction alternatives

Adaptation

Source: Wilson (1995).



not all customers will necessarily be interested in,
or merit, the same level of investment, and thus a
relationship specification phase must be included.
This specification phase may occur before, after or
simultaneous to the relationship initiation phase.
Furthermore, while some definitions incorporate
enhancing and maintaining relationships as dis-
tinct stages this is an unnecessary distinction. Some
relationships will require continual enhancement in
order to be maintained, whereas others will not.
Thus, it is argued that it is implicit in the relation-
ship maintenance concept that relationship invest-
ments, enhancements and communication are
likely to be required. Equally, the nature of the rela-
tionship may change, and a reduction in resources
or a redefinition (re-specification) of the norms of
the relationship may be most appropriate.
Finally, there may come a time when the relation-
ship is no longer appropriate at all, and thus there is
clearly a phase of relationship ending. The phases
that have just been described clearly need more
refinement. However, it is recognized that they are
dynamic and ongoing and are unlikely to reflect a
linear process. Therefore, a matrix or building block
approach to defining relationship development
stages seems most appropriate. This process is,
therefore, seen to include: identification of relation-
ship potential; specification of relationship format;
relationship initiation; relationship development;
relationship maintenance and relationship ending.

Critique and emerging issues

Conceptually, relationship marketing continues
to be understood in different and often very inter-
esting ways. Whilst this provides richness and
diversity to the literature it is difficult to share
research findings between different empirical
contexts and conceptual frameworks. For new
researchers entering the field, attention to the
original works will offer particular insights and
understanding which will in turn inform their
understanding and critique of current develop-
ments. Thus, for a review of the history and devel-
opment of relationship marketing, a number of
treatments are essential reading. These include
Sheth and Parvatiyar (1995); Grönroos (1994); Aijo
(1996); Möller and Halinen (2000) and Harker and
Egan (2006). Furthermore, the special issue of the
Journal of the Academy of Marketing Science (Cravens,
1995) provides a series of insightful commen-
taries on relationship marketing in different

empirical contexts. Added to this, the relational
perspective as discussed by the IMP group
(Håkansson, 1982; Turnbull and Valla, 1985; Ford,
1997) and services researchers (Grönroos, 1978;
Berry, 1983; Shostack, 1984; Parasuraman et al.,
1985; Solomon et al., 1985; Gummesson, 1987,
Grönroos, 2006) are equally important.

The richness and conceptual diversity of
relationship marketing results in a lack of under-
standing and agreement as to how relationship
marketing should be implemented. Thus, a number
of issues require further conceptual and empirical
work. The following is not an exhaustive list of
such issues, but merely serves to highlight the
numerous gaps in our knowledge.

Identification and assessment of
relational partners

Definitions of relationship marketing suggest that
marketing is concerned with developing relation-
ships with key customers and other parties
(Grönroos, 1994; Möller and Wilson, 1995; O’Malley
et al., 1997), indeed that relationship marketing
‘refers to all marketing activities directed towards
establishing, developing and maintaining suc-
cessful relational exchanges’ (Morgan and Hunt,
1994, p. 23). However, little attention has been paid
to how potentially successful relational partners
might be identified. This is important, given the
limitation problems that exist for organizations in
terms of the portfolio of relationships with which
they can be involved (Håkansson, 1982). It is also
recognized that there is an opportunity cost, and
potential downsides (Blois, 1997), associated with
each relationship, and thus great care must be
taken in selecting relational partners. Within con-
sumer markets the concept of life-time value is
being used. However, this approach focuses only
on the potential dyad, and ignores the network,
the limitation problems and opportunity costs
involved. Clearly, further research is required in
this area.

Customer relationship managers

What management training is required to facilitate
the implementation of relationship marketing?
Wilson (1995) suggests that relationships are now
more difficult to develop and manage given that
the race for relationship partners has accelerated.
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In consumer markets there is often the simplistic
assumption that all that is required to enhance
customer value is a database and direct communi-
cations. However, it is likely that more attention
needs to be paid to developing relational skills in
customer-facing staff. Services marketers may be
more advanced than others in terms of managing
interaction given the importance of the co-creation
of value and the centrality of the customer con-
tact employee in service delivery. This has led,
amongst others, to the development and utiliza-
tion of service quality analysis and management
systems based on the gap model – SERVQUAL
(Parasuraman et al., 1985, 1988), the employment
of service blueprinting to better design and man-
age service delivery (Shostack, 1984), the use of
techniques like the Critical Incident Technique
(Gremler, 2004) to identify satisfying and dissatis-
fying service encounters. This experience may
provide some useful guidelines for training.

It is important that relationship marketers
also learn to balance their dual commitment to the
company that employs them and to their customer.
This is particularly difficult for boundary span-
ning personnel, predominantly in B2B situations.
The nature of this role offers potential for conflict
with choices at one extreme of satisfying the part-
ner at the expense of their employer, and at the
other of satisfying their employer but not their
partner. Setting parameters for negotiations and
training go someway towards offering solutions.

Relationship policy
How should organizations devise relationship
policies? Relationship policy refers to the man-
agement of a portfolio of relationships. As such, it
is concerned with both handling and limitation
problems (Håkansson, 1982), and with position-
ing strategies within the network (Andersson and
Söderlund, 1988). Research is required to address
issues such as relationship investments and
adaptation, how individual relationships should
be managed, the avoidance of institutionalization
and how the integral elements of relationships
can be fostered with exchange partners (O’Malley
et al., 1997; Fournier et al., 1998).

Relationship seeking
In what circumstances, or situations, do customers
want relationships? There is currently a tendency
to assume that relationships are seen as desirable,
and are sought by customers (Sheth and Parvatiyar,

1995). Christy et al. (1996) deal with this issue to
some extent in consumer markets. Other litera-
ture in consumer markets implicitly questions
this assumption (Barnes, 1995; Tynan, 1997, 1999;
Fournier et al., 1998; O’Malley and Tynan, 1999,
2000). It may well be the case that relationships
are desirable, but research that supports this is
clearly needed. In particular, it should identify
the types of situations or circumstances when
relationships are especially sought by customers.

If marketing is now about managing relation-
ships, but that this job is too important to remain in
the marketing department, what is the current
function of marketing? This is another particu-
larly problematic issue that has yet to be resolved.
The literature suggests that ‘the traditional ways
of organizing the marketing function, and of think-
ing about marketing activity must be re-examined’
(Wilson, 1995, p. 10). The problem revolves around
the broad gamut of relationship partners that
have been identified (Gummesson, 1994; Morgan
and Hunt, 1994). In services it has long been under-
stood that close links between marketing, oper-
ations and HR are essential to deliver the offer.
However, responsibility for this extended and
extensive range of relationships tends to fall out-
side the existing domain of marketing, and as a
result, it has been argued by IMP researchers that
many of these are organizational strategy rather
than marketing issues. This view is echoed by
Webster et al. who noted that marketing compe-
tence needed to be dispersed across the firm rather
than simply residing in the marketing department
(Webster, 1992; Webster et al., 2005). The value
proposition can be communicated via a single
marketing function, but the fulfilment of that
proposition requires wider co-operation usually
with the organizational functions (Grönroos, 2006).
The problem is exacerbated when the interface
between the company and its customers is prima-
rily through part-time marketers (Gummesson,
1987). As a result, the role of marketing must be
identified within the relational paradigm, as this
has important implications for developing a frame-
work for implementation, for devising relationship
policy and for dealing with training requirements.

Exploring relationship variables
What are the antecedents of trust, commitment,
etc.? The integral elements of successful relation-
ships have been identified (Wilson, 1995) and dis-
cussed. However, further research investigating
the antecedents of these elements is clearly 
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desirable. Taking greater account of the contextual
elements surrounding dyadic relationships would
substantially enhance this. Thus, the incorpo-
ration of broader underpinning theory, other than
just SET would be useful here. While occasional
examples of the use of a wider range of theoret-
ical perspectives is evident (see e.g. Arnett et al.’s
work employing identity theory 2003) there is 
little real evidence of innovation in this regard.

Do bonds create relationships or do relation-
ships create bonds? Andersson and Söderlund
(1988, p. 65) suggest that ‘relationships can create
bonds of technical, planning, knowledge, social
and legal content’. Since much of the other litera-
ture suggests that bonds, in fact, create relation-
ships, research illuminating the direction of
causality would be beneficial. Understanding of
causal direction would also be particularly rele-
vant as an input into managerial training. Alterna-
tively, it may be that causal directions cannot be
identified as a result of the integrative and inter-
active nature of relationship variables, the context
in which the research occurs, and the expectations
of the parties concerned.

The importance of the social within
relationship marketing

It is not always possible to identify where profes-
sional relationships end and social relationships
begin (Harris et al., 2003). This is substantiated by
the work of Wright (1988, p. 370) who found that
‘virtually all close friendships involve shared
interests and activities, various kinds of intimacy,
including self-disclosures and the sharing of con-
fidences, emotional support, small talk, shop talk
and exchanges of tangible favours’. There is evi-
dence to indicate that RM is more effective when
relationships are built with an individual person
rather than with a firm more generally (Palmatier
et al., 2006). As a result, the academy could usefully
re-focus research interest on the social aspect of
business relationships. However, it must be
acknowledged that this complicates Morgan’s
(2000) distinction between the economic, resource
and social content of relationships. In practice, these
three components are inextricably interwoven and
it is difficult to identify where one element begins
and the other ends. As Hutt et al. (2000, p. 51) out-
line, ‘many alliances fail to meet their promise
because little attention is given to nurturing the
close working relationships and interpersonal con-
nections that unite partnering organisations’. 
In order to foster organizational social capital and

thus enable future co-operation (Gulati, 1999), orga-
nizational resources must be allocated not only to
the development of working relationships but,
more fundamentally, to interpersonal connections
which are best achieved in natural rather than con-
trived settings (Hutt et al., 2000). Furthermore, in
choosing individuals from partnering organiza-
tions to work together, strategic attention must be
given to the matching process. While this might be
assumed to emphasize similarity (e.g. in age, expe-
rience and position in organizational hierarchies), it
needs also to accommodate complementarity.

Domain of relationship marketing
Questions remain over the domain of relationship
marketing (Saren and Tzokas, 1998). Relationship
marketing has not been subjected to sufficient
critical scrutiny and has been indiscriminately
applied to any issue where traditional marketing
has proved useful. As discussed in the chapter
above, the theoretical roots of relationship market-
ing are firmly grounded in business-to-business
and services marketing. However, its wholesale
extension into business-to-consumer markets
and not-for-profit contexts has been of question-
able value. The issues of power and conflict,
which have been so carefully explored in other
contexts, are ignored in business-to-consumer
marketing (see Fitchett and McDonagh, 2000;
Smith and Higgins, 2000). Can a single, individual
consumer really have a relationship with a huge,
multinational company? If the customer does rec-
ognize a relationship in such a situation, is the rela-
tionship with the service delivery employee not
with the firm itself? Does not the sheer size and
marketing budget of the firm make the possibility
of a mutually beneficial relationship unlikely, if
not impossible? For the consumer there are likely
to be only a few possible providers of a particular
offer, whereas for the firm there are likely to be
millions of potential customers for their offer, so
there is no equity in the issue of power or impor-
tance.

Technology and relationship
marketing (CRM)

The interface between marketing and CRM is
another field where there is substantial need for
research. CRM is based upon sound marketing
principles through identifying customer needs,
segmentation, offering superior customer value
and customer retention all of which processes are
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enabled by the application of sophisticated tech-
nology. However, the processes by which this is
specified and managed and whether that is con-
trolled by technologists or marketers is as yet an
issue of some debate and little empirical knowledge
(Sisodia and Wolfe, 2000; O’Malley and Mitussis,
2002). Issues relating to consumer privacy are
likely to be exacerbated within this new environ-
ment and may ultimately undermine consumer
trust (O’Malley et al., 1997). Moreover, there needs
to be greater consideration of how consumer infor-
mation should be acquired and used. Ultimately, it
must be remembered that the objective is to build
relationships, not databases. This is achieved
through dialogue (see Grönroos, 2000) and not
one-way communication.

Relationship marketing in 
cross-cultural contexts

Despite the importance of international RM, insuf-
ficient attention is being paid to exploring and the-
orizing RM in an international context (Samiee and
Walters, 2003).

Relationship marketing is frequently applied
in cross-cultural contexts but the theoretical and
empirical work upon which it is grounded has
been largely conducted in Scandinavia, Britain,
North America and more recently Australia. Unfor-
tunately, these regions share many cultural simi-
larities exhibiting high individualism with low
power distance, uncertainty avoidance, long-term
orientation and context communication scores
(Hall, 1960, 1973; Hofstede, 2001). Even where RM
theory has been tested cross-culturally it has been
within similar cultures for example Friman et al.’s
(2002) study in Sweden, Australia and the UK. So it
is more than possible that our understandings of
relationship marketing will not be relevant to cul-
tures that are more collectivist, more hierarchical,
with a lower tolerance for uncertainty, a long-term
orientation and where understanding communica-
tion is highly dependent upon the context in which
it takes place. Some initial work has been conducted
on these issues, largely from the perspective of the
Chinese system of Guanxi (Ambler, 1995; Ambler
and Styles, 2000; Leung et al., 2005) but much
remains to be done on a wider geographical basis.

Operationalizing relationship
marketing

It is surprising how little research has been con-
ducted which sheds light upon suitable approaches

to operationalizing relationship marketing. It 
is impossible to support or refute particular
approaches to developing a relationship market-
ing strategy, implementing it or assessing its per-
formance. While there appears to be agreement
that a processual view of RM practice is appropri-
ate, there are huge gaps in our understanding of
the way in which the RM offer is enabled, created
and delivered in a way which co-creates value
rather than simply delivering pre-produced value.
Furthermore, the processes by which relational
partners should be identified, the appropriate
levels of investment in the relationship estab-
lished, the portfolio of simultaneously relation-
ships appropriately managed or the termination
of an unprofitable relationship achieved without
rancour, are all unknown. As yet we have no met-
rics by which the success or failure of relationship
marketing approaches can be evaluated. There is
much research and theorizing to be done before we
can make strategic use of relationship marketing.

Staff retention and empowerment
Additionally, our understanding of issues concern-
ing staff retention and empowerment have largely
been developed in the field of services marketing
and to some extent small business marketing.
There is little research available on the importance
of employees in the relationship, their training and
retention which had been specifically conducted in
the context of a relational view of marketing.
Whether this will prove to be an important issue
cannot be established until more research has been
conducted.

Conclusion

This chapter has reviewed the history, definition
and core concepts that are part of the emerging
understanding of relationship marketing. Central
to this is the recognition that, although there is
some shared understanding, relationship market-
ing is also shaded by the empirical context and by
the nature of the parties in the relationship. It is
clear that understandings which emerge from ser-
vices marketing research differ from that which has
emerged in a business-to-business context for
example. Relationship marketing is also influenced
by underpinning theories such that integration can
never be possible. So, although there will never be
one agreed definition, one common approach, one
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single understanding there is much to learn from
these many and various strands of research on the
topic. For example, insights can be gained into why
firms to develop a relational approach, what the
range of relationships they focus on, what are the
success variables and how the interaction process is
managed. We can also learn, from the many models
of relationship development, what might promote
and what might impede relationship formation,
development and maintenance.

There is much to understand about this innova-
tive and developing paradigm. This chapter has
drawn attention to the many unknowns in this
field, to the questions, the critiques and the under-
researched issues. As such, it offers some sugges-
tions for new researchers as to possible topics and
issues for exploration. Hopefully, you will find the
topic as interesting and exciting as we do.
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CHAPTER 4

The basics of marketing strategy
ROBIN WENSLEY

Marketing strategy sometimes claims to provide
an answer to one of the most difficult questions in
our understanding of competitive markets: how
to recognize and achieve an economic advantage
that endures. In attempting to do so, marketing
strategy, as with the field of strategy itself, has had
to address the continual dialectic between analy-
sis and action, or in more common managerial
terms between strategy formulation and strategic
implementation. At the same time, it has also had
to address a perhaps more fundamental question:
how far at least from a demand or market perspec-
tive can we ever develop general rules for achiev-
ing enduring economic advantage.

Strategy: from formulation to 
implementation

From the late 1960s to the mid-1980s at least,
management strategy seemed to be inevitably
linked to issues of product–market selection and
hence to marketing strategy. Perhaps ironically
this was not primarily or mainly as a result of the
contribution of marketing scholars or indeed
practitioners. The most significant initial contribu-
tors, such as Bruce Henderson and Michael
Porter, were both to be found at or closely linked
to the Harvard Business School, but were really
informed more by particular aspects of economic
analysis: neo-marginal economics1 and Industrial

Organizational (IO) Economics, respectively. How-
ever, in various institutions the marketing academ-
ics were not slow to recognize what was going on
and also to see that the centrality of product–market
choice linked well with the importance attached
to marketing. This expansion of the teaching
domain had a much less significant impact on the
research agenda and activity within marketing
itself, where the focus continued to underplay the
emerging importance of the competitive dimension
(Day and Wensley, 1983). Hence the relatively athe-
oretical development continued into the process of
codification of this new area, most obviously in the
first key text by Abell and Hammond (1979), which
was based on a, by then, well-established second
year MBA option at Harvard.2

In retrospect this period was the high point
for the uncontested impact of competitive market-
related analysis on strategic management practice.
With the advantage of hindsight, it is clear that a
serious alternative perspective was also develop-
ing, most obviously signalled by Peters and Water-
man (1982), which was to have a very substantial
impact on what was taught in strategic manage-
ment courses and what was marketed by consul-
tancies. It was also a significant book in the sense

1 Labelling the intellectual pedigree for Bruce Henderson
and the Boston Consulting Group is rather more difficult
than for Michael Porter. This is partly because much of the
approach developed out of consulting practice (cf. Morrison
and Wensley, 1991) in the context of a broad rather than focus
notion of economic analysis. Some of the intellectual pedi-
gree for the approach can be found in Henderson and Quant
(1958) but some basic ideas such as dynamic economies of
scale have a much longer pedigree (see, for instance, Jones
(1926)).

2 The book itself is clearly influenced by the work related
to the PIMS project, as well as work in management 
consultancies such as McKinsey, ADL and, perhaps most
importantly, Boston Consulting Group, whose founder, 
Bruce Henderson had close links with Derek Abell. The MBA
course itself started in 1975 with a broad notion of ‘filling the
gap’ between what was seen then as the marketing domain
and the much broader area of Business Policy, so 
encompassing issues relating to Research and Development,
Distribution and Competitive Costs. The course itself was a
second year elective and rapidly expanded to four sections
with a major commitment on development and case writing
in 1976 and 1977. For a more historical analysis of the ways
in which the case method has been used to incorporate new
issues in management whilst avoiding some central concerns
about the nature of power and influence see Contardo and
Wensley (2004).



that, although not widely recognized as so doing,
it also attempted to integrate at least to some
degree earlier work by other relevant academics
such as Mintzberg (1973), Pettigrew (1973) and
Weick (1976).

As the decade progressed, it was inevitable
that at least to some degree each side recognized
the other as a key protagonist. Perhaps one of the
most noteworthy comments is that in which
Robert Waterman challenged the value of a Michael
Porter-based analysis of competition Waterman
(1988) argued that the Porter approach does not
work because ‘people get stuck in trying to carry
out his ideas’3 for three reasons: the lack of a sin-
gle competitor, the actual nature of interfirm co-
operation as well as competition and, finally, the
fact that competitors were neither ‘dumb nor
superhuman’4.

Equally, the economists did not take such
attacks lying down: Kay (1993) attempted to wrest
back the intellectual dominance in matters of cor-
porate strategy and Porter (1990) extended his
domain to the nation–state itself. The story, of
course, has also become complicated in other ways,
many of which are outside the scope of this chapter.
In terms of key perspectives, Tom Peters has
become more and more polemical about the nature
of success,5 C. K. Prahalad has refined his original
notion of dominant logic to reflect in general terms
the importance of transferable capabilities and
technological interdependencies in the develop-
ment of strategic advantage6 whilst Gary Hamel
who started his work with C. K. Prahalad on
Strategic Intent (1989) has moved on to espousing
radical and revolutionary change (2000) and, of
course, Peter Senge (1992) reiterated the import-
ance of information structures and Hammer 
and Champy (1993) introduced a ‘new’ approach
labelled business process analysis.

In terms of the disciplinary debate, what was
originally broadly a debate between economists
and sociologists, now also involves psycholo-
gists, social anthropologists and, if they are a dis-
tinct discipline, systems theorists.

However, the key change in emphasis has
been the one from analysis to process, from formu-
lation to implementation. Perhaps the single most
important contributor to this change has been
Henry Mintzberg, who has developed over the
period an extensive critique of, what he calls the
‘Design School’ in Strategic Management, culmin-
ating in his 1994 book. In this he even challenges
the notion of planning in strategy:

“Thus we arrive at the planning school’s grand fal-
lacy: Because analysis is not synthesis, strategic
planning is not strategy formation. Analysis may
precede and support synthesis, by defining the
parts that can be combined into wholes. Analysis
may follow and elaborate synthesis, by decompos-
ing and formalizing its consequences. But analysis
cannot substitute for synthesis. No amount of elab-
oration will ever enable formal procedures to fore-
cast discontinuities, to inform managers who are
detached from their operations, to create novel
strategies. Ultimately the term ‘strategic planning’
has proved to be an oxymoron.”

(1994, p. 321)

Since then, he has extended his critique to the
who domain of management teaching, particu-
larly MBAs, rather than just strategic planning.
(Mintzberg, 2004).7

Overall, whilst his approach and indeed cri-
tique of strategy analysis is itself rather polemical
and overstated,8 there is little doubt that he is
broadly correct in that the general emphasis in
strategic management has shifted significantly
towards implementation and away from formu-
lation and planning.

The nature of the competitive 
market environment

As our analysis of marketing strategy has developed
over the last 35 years, so our representation of the
marketing context has also changed.

Thirty years ago the marketing context was
presented with what would now seem as a number
of major omissions. In particular there was little
recognition of competitors and distribution was
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3 It is noteworthy that the very representation of the five-
forces diagram for instance is one which emphasizes that the
firm is under pressure from all sides.

4 This is a particular and rather colourful way of represent-
ing the notion of ‘rational expectations’ (Muth, 1961; Simon,
1979) in economics to which we will return later in this chapter.

5 Indeed to the extent of arguing in one interview that
innovative behaviour now depends on ignoring rather than
exploiting market evidence.

6 For instance, see Bettis and Prahalad (1989), Prahalad
and Hamel (2000) and Prahalad and Bettis (1986).

7 As often, his approach has also been subject to critique
and challenge (see Shepherd, 2005).

8 In fact Mintzberg himself goes on to argue three roles for
‘corporate planning’: (1) a more refined approach in trad-
itional contexts, (2) a focus on techniques which emphasize
the uncertain and emergent nature of strategic phenomena
and/or (3) a more creative and intuitive form of strategic
planning (see Wensley, 1996).



clearly seen as a solely logistical function. On top of
this, customers were very much represented as ‘at a
distance’ in that advertising and market research
were the intermediary activities between the firm
and its customers.

More recently marketing has recognized much
more explicitly this further range of issues includ-
ing the key role of competition and the importance
of a longer-term so-called relationship perspective
particularly in the context of customers. On top 
of this various entities in the distribution chain 
are now clearly seen as very active intermediaries
rather than just passive logistics agents.

However, the development of this more com-
plex dynamic representation of the competitive
market, which can be seen broadly in the market-
ing strategy triangle of the 3Cs: customers, com-
petitors and channels, also implies a more fluid 
and complex context for systematic modelling 
purposes.

Customers, competitors and channels
The early more static model of the nature of the
competitive market, which informed many of the
still current and useful tools of analysis was both
positional and non-interactive. It was assumed
that the market backcloth, often referred to as the
product–market space, remained relatively stable
and static so that at least in terms of first order
effects, strategies could be defined in positional
terms. Similarly, the general perspective, strongly
reinforced by the earlier representations, was that
actions by the firm would generally not create
equivalent reactions from the relatively passive
‘consumers’. This perspective on the nature of mar-
keting which might be fairly labelled the ‘patient’
perspective (Wensley, 1990) is to be found rather
widely in marketing texts and commentaries
despite the continued espousal of slogans such as
‘the customer is king’.

With the adoption of the more interactive and
dynamic perspective implied in the 3Cs approach
the nature of market-based strategy becomes much
more complex. At the same time we must be wary
of the temptation to continue to apply the old
tools and concepts without considering critically
whether they are appropriate in new situations.
They represent in general a special or limiting case
that quite often requires us to distort the nature of
environment that we are attempting to character-
ize. The key question as to how far this distortion
is, as our legal colleagues would say, material is
another but frequently unresolved matter. This

notion of materiality is really linked to impact on
actions rather than just understanding and the
degree to which in practice particular forms of
marketing strategy analysis encourage actions that
are either sub-optimal or indeed dysfunctional.

Lacking further experimental or research
evidence on this question, this chapter is mainly
written around the assumption that we need to
recognize in using these simplifying approaches
that (i) the degree to which they actually explain
the outcomes of interest will be limited, particularly
when it is a direct measure of individual competi-
tive performance and (ii) the ways in which the
underlying assumptions can cause unintentional
biases.

The evolution of analysis,
interpretation and modelling in

marketing strategy from customers to
competitors to channels

Given that the underlying representation of the
competitive market environment has changed so,
not surprisingly, have our processes of analysis,
interpretation and modelling. Initially the key
focus was on customer-based positioning studies
in a particular product–market space. Such work
remains a key component in the analysis of much
market research data but from the marketing
strategy perspective, we need to recognize that the
dimensionality of the analytical space has often
been rather low, indeed in some situations little
more than a single price dimensions which has
been seen as highly correlated with an equivalent
quality dimension.9

The increased emphasis on the analysis of
competitors has also required us to make certain
compromises. One, of course, relates to the balance
between what might be termed, respectively,
public information, legitimate inference and pri-
vate information. The other to the fact that our
colleagues in business strategy now give emphasis
to two rather different perspectives on the nature
of competitive firms, one essentially based on
similarities (strategic groups: McGee and Thomas,
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9 There are undoubtedly good reasons for adopting such a
low dimensionality approach in the name of either stability,
which is clearly a critical issue if strategic choices are going
to be made in this context, and/or a hierarchy of effects in
which strategic choices at this level dominate later more
complex choices in a higher dimension perceptual space, but
it is often doubtful whether either or both of these rationales
are based on firm empirical evidence in many situations.



1986) the other on differences (resource-based per-
spective: Wernerfeld, 1984, 1995a).10 Sound com-
petitor analysis should at least enable us to avoid
making inconsistent assumptions particularly in
the context of public data, like, for instance, assum-
ing that we will be able to exploit an opportunity
which is known to all, without a significant amount
of competitive reaction.

Finally there is the question of channels or, in
more general terms, supply chains. The issue of
retailers in particular as independent and signifi-
cant economic intermediaries rather than just
logistical channels to the final consumer has been
an important consideration in consumer market-
ing, at least since the 1970s. Similarly in industrial
markets the issue of the supply chain and the cen-
tral importance of some form of organization and
co-ordination of the various independent entities
within the chain has been seen as an increasingly
important strategic issue. Both these developments
have meant that any strategic marketing analysis
needs to find ways to evaluate the likely impact of
such independent strategies pursued by intermedi-
aries, although in many cases our tools and tech-
niques for doing this remain rather limited and
often rely on no more than an attempt to speculate
on what might be their preferred strategic action.11

The codification of marketing strategy
analysis in terms of three strategies,

four boxes and five forces

What can now be regarded as ‘traditional’ market-
ing strategy analysis was developed primarily in
the 1970s. It was codified in various ways, includ-
ing the strategic triangle developed by Ohmae
(1982) but perhaps more memorably, the most sig-
nificant elements in the analysis can be defined in
terms of the three generic strategies, the four boxes
(or perhaps more appropriately strategic contexts)
and the five forces.

These particular frameworks also represent
the substantial debt that marketing strategy owes
to economic analysis; the three strategies and the

five forces are directly taken from Michael Porters
influential work, which derived from his earlier
work in IO economics. The four contexts were 
initially popularized by the Boston Consulting
Group (BCG) under Bruce Henderson, again
strongly influenced by micro-economic analysis.
Whilst each of these approaches became a signifi-
cant component in much marketing strategy teach-
ing (see Morrison and Wensley, 1991), we also
need to recognize some of the key considerations
and assumptions that need to be considered in
any critical application.

The three strategies
It could reasonably be argued that Porter really
reintroduced the standard economic notion of scale
to the distinction between cost and differentiation
to arrive at the three generic strategies of focus,
cost and differentiation. Indeed in his later formu-
lation of the three strategies they really became
four in that he suggested, rightly, that the choice
between an emphasis on competition via cost or
differentiation could be made at various scales of
operation.

With further consideration it is clear that
both of these dimensions are themselves not only
continuous but also likely to be the aggregate of a
number of relatively independent elements or
dimensions. Hence scale is in many contexts not
just a single measure of volume of finished out-
put but also of relative volumes of sub-assemblies
and activities that may well be shared. Even more
so in the case of ‘differentiation’, where we can
expect that there are various different ways in
which any supplier attempts to differentiate their
offerings. On top of this, a number of other com-
mentators, most particularly John Kay (1993), have
noted that not only may the cost–differentiation
scale be continuous rather than dichotomous but
it also might not be seen as a real dimension at all.
At some point this could become a semantic
squabble but there clearly is an important point
that many successful strategies are built around a
notion of good value for money rather than a pure
emphasis on cost or differentiation at any price.
Michael Porter (1980) might describe this as a
‘middle’ strategy but rather crucially he has con-
sistently claimed that there is a severe danger of
getting ‘caught in the middle’. In fact it might be
reasonable to assume that in many cases being in
the middle is the best place to be: after all, Porter
never presented significant systematic evidence
to support his own assertion (cf. Wensley, 1994)

58 The Marketing Book

10 More recently it would seem that the differences
approach in the form of the RBV is in the ascendancy.

11 It should also be noted that the very complexities of
modelling and interpreting competitive and intermediary
response have led some marketing scholars to suggest that it
would be better to focus on so-called monopoly models and
ignore issues of competitive reaction (Shugan, 2002).



and more recent work has suggested that such
systematic empirical evidence is indeed lacking
(Campbell-Hunt, 2000).

The four contexts
The four boxes (contexts) relates to the market
share/market growth matrix originally developed
by BCG under Bruce Henderson. Although there
have inevitably been a whole range of different
matrix frameworks which have emerged since the
early days, the BCG one remains an outstanding
exemplar not only because of its widespread popu-
larity and impact, more recently even University
vice-chancellors have been heard to use terms such
as ‘cash cow’, but because there was an underlying
basic economic logic in its development. Other
similar frameworks often adopted the rather tau-
tologous proposition that one should invest in
domains which were both attractive and where one
had comparative advantage!

The market growth/market share matrix,
however, still involved a set of key assumptions
that were certainly contestable. In particular, along-
side the relatively uncontroversial one that in gen-
eral over time the growth rate in markets tends to
decline, there were the assumptions that it was in
some sense both easier to gain market share in
higher growth rate markets, and also that the
returns to such gains were likely to be of longer
duration.

This issue which can be seen as assumptions
about first the cost and then the benefit of invest-
ment in market share, and has been discussed and
debated widely in marketing over the last 25 years
(see Jacobson and Aaker, 1985; Jacobson, 1994).
The general conclusions would appear to be that:

(i) Market share as an investment is not on average
under-priced, and may just as well be over-priced.

(ii) The cost of gaining market share is less related to
the market growth rate and much more to the
relationship between actual growth rates and
competitors expectations.

(iii) Much of the benefit attributed to market share is
probably better interpreted as the result of
competitive advantages generated by more
specific resources and choices in marketing
activities or other corporate areas.

On this basis, it would seem that the bias implied
in the BCG matrix towards investment in market
share at the early stages of market growth is not
really justified particularly when one takes into

account that at this stage in market development
many investments are likely to be somewhat more
risky as well.12 However, companies can benefit
from a focus on market share position when it
encourages them to place greater emphasis on the
marketing fundamentals for a particular business.

More generally, the matrix as an analytical
device suffers from some of the problems which
we illustrated for the three strategies approach:
an analysis which is essentially based on extreme
points when in practice many of the portfolio
choices are actually around the centre of the dia-
gram. This implies that any discrimination between
business units needs to be on the basis of much
more specific analysis rather than broad general
characteristics.

The five forces
The five forces analysis was originally introduced
by Michael Porter to emphasize the extent to
which the overall basis of competition was much
wider than just the rivalries between established
competitors in a particular market. Whilst not
exactly novel as an insight, particularly to suggest
that firms also face competition from new entrants
and substitutes, it was presented in a very effective
manner and served to emphasize not only the spe-
cific and increasing importance of competition as
we discussed, but also the extent to which compe-
tition should be seen as a much wider activity
within the value chain as Porter termed it.

Porter used the term value chain when in
essence he was concentrating more on the chain
of actual costs.13 Whilst ex post from an economic
point-of-view, there is little difference between
value and cost, it is indeed the process of both
competition and collaboration between various
firms and intermediaries that finally results in the
attribution of value throughout the relevant net-
work. In this sense, as others have recognized, a
supply chain is an intermediate organization form
where there is a higher degree of co-operation
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12 We do, however, need to be clear between the simple
trade-off between risk and return and the undoubted fact
that in more risky situations, it may be more advisable to
make optional investments, that is to look at what are termed
‘real options’ (see Dixit and Pindyck, 1995; Adner and
Levinthal, 2004a and further commentaries and reply (Adner
and Levinthal, 2004b)).

13 More recent commentators such as McGee (2002) main-
tain a distinction between the value chain which represents
those activities undertaken by a firm, and the supply chain,
of which the value chain is a subset, which refers to all the
activities leading up to the final product for the consumer.



between the firms within the chain and a greater
degree of competition between the firms within
different chains. In this context, Porter’s analysis
has tended to focus much more clearly on the issue
of competition rather than co-operation. Indeed,
at least in its representational form it has tended
to go further than this and focus attention on the
nature of the competitive pressures on the firm
itself rather than interaction between the firm and
other organizations in the marketplace.14

The search for generic rules for 
success amidst diversity

As we have suggested above, the codification of
marketing strategy was based on three essential
schema. This schemata, whilst it was based on
some valid theoretical concepts did not really pro-
vide a systematic approach to the central question:
the nature of sustained economic performance in
the competitive marketplace. Whilst such an object-
ive was clearly recognized in the so-called search
for Sustainable Competitive Advantage (Day and
Wensley, 1988), there remained some central con-
cerns as to whether such a notion was realistic given
the dynamic and uncertain nature of the competi-
tive marketplace (Dickinson, 1992).

Indeed, not only is it dynamic and uncertain
but it is also diverse: firms are heterogeneous and
so is the nature of demand. A useful way of looking
at demand side heterogeneity is from the user per-
spective directly. Arguably from its relatively early
origins marketing, or at least the more functional
focused study of marketing management, has been
concerned with managerial effective ways of
responding to this heterogeneity, particularly in
terms of market segmentation. Indeed it would be
reasonable to suggest that without a substantial
level of demand heterogeneity, there would be little
need for marketing approaches as they are found in
most of our textbooks. Whilst there remains a sub-
stantial debate about the degree to which this mar-
ket-based heterogeneity is indeed ‘manageable’
from a marketing perspective (cf. Saunders, 1995;
Wensley, 1995), to which we will partly return later
in this chapter, our concern at the moment is merely
to recognize the substantial degree of heterogeneity

and consider the degree to which such diversity on
both the supply and demand side facilitates or
negates the possibility of developing robust ‘rules
for success’.

To address this question, we need to consider
the most useful way of characterizing the competi-
tive market process. This is clearly a substantial
topic in its own right with proponents of various
analogies or metaphors along a spectrum including
game theory, sports games and military strategy.

To illustrate this issue, let us consider the field
of ecology15 where we observe wide diversity in
terms of both species and habitat. There are two crit-
ical aspects that must inform any attempt to transfer
this analogy into the field of strategy. The first is the
interactive relationship between any species and its
habitat, nicely encapsulated in the title of the book
by Levins and Leowontin (1985): The Dialectical
Biologist. Particularly in the context of strategy it is
important to recognize that the habitat (for which
read market domain) evolves and develops at least
as fast as the species (for which, rather more prob-
lematically, read the individual firm).16

The second aspect addresses directly our
question of ‘rules for success’. How far can we
identify particularly through the historical record,
whether there are any reliable rules for success for
particular species characteristics? Of course, it is
very difficult to address this question without
being strongly influenced by hindsight and most
specific observations can be seen as contentious.17

It would seem that we should at least be very
cautious in any search for rules for success amidst
a world of interactive diversity. Hence we should
hardly be surprised that marketing strategy
analysis does not provide for consistent and sus-
tainable individual success in the competitive
marketplace. However, we do have a set of the-
oretical frameworks and practical tools that at least
allow us to represent some of the key dynamics of
both customer and competitive behaviour in a
way that ensures we avoid errors of inconsistency
or simple naiveté.
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14 In particular, others have emphasized the importance of
co-operative as well as competitive behaviour, particularly in
terms of knowledge flows (see Cooke, 2002) and strategic
alliances (Todeva and Knoke, 2005).

15 This links to an interest in co-evolutionary processes but
much of the strategy-related writing in this area has focused
on interactions between organizations rather than between
organizations and users (see Volberda and Lewin, 2003).

16 For a much more developed discussion of the applica-
tion of such notions as species to competitive strategy at the
firm level see McKelvey (1982).

17 Stephen Jay Gould (1987, 1990) has perhaps most directly
considered this issue in his various writings, in particular the
analysis of the Burgess Shale, and come to the uncompromis-
ing conclusion that it is difficult if not impossible to recog-
nize any species features or characteristics that provided a
reliable ex ante rule for success.



As we have discussed above, most analysis
in marketing strategy is informed by what are
essentially economic frameworks and so tend to
focus attention on situations in which both the
competitive structure of the market and the nature
of consumer preferences are relatively well estab-
lished. As we move our attention to more novel
situations these structures tend to be at best inde-
terminate and therefore the analytical frame-
works are less appropriate. We encounter the first
of many ironies in the nature of marketing strat-
egy analysis. It is often least applicable in the very
situations in which there is a real opportunity for
a new source of economic advantage based on a
restructuring of either or both the competitive
environment and consumer preferences.18

Models of competition: game theory
versus evolutionary ecology

To develop a formal approach to the modelling of
competitive behaviour we need to define:

1 The nature of the arena in which the competitive
activity takes place.

2 The structure or rules that govern the behaviour
of the participants

3 The options available in terms of competitor
behaviour (when these consist of a sequence of
actions through time, or over a number of ‘plays’,
then they are often referred to in game theory as
strategies).

In this section, however, we particularly wish to
contrast game theory approaches which in many
ways link directly to the economic analysis to which
we have already referred, and analogies from evo-
lutionary biology which raise difficult questions
about the inherent feasibility of any systematic
model building at the level of the individual firm.

Game theory models of competition
A game theory model19 is characterized by a set
of rules which described (1) the number of firms

competing against each other, (2) the set of
actions that each firm can take at each point in
time, (3) the profits that each firm will realize for
each set of competitive actions, (4) the time pat-
tern of actions – whether they occur simultan-
eously or one firm moves first? and (5) the nature
of information about competitive activity – who
knows what, when? The notion of rationality also
plays a particularly important role in models of
competitive behaviour. Rationality implies a link
between actions and intentions but not common
intentions between competitors. Models describing
competitive activity are designed to understand
the behaviour of ‘free’ economic agents. Thus,
these models start with an assumption of ‘weak’
rationality – the agents will take actions that are
consistent with their longer-term objectives. The
models also assume a stronger form of rationality –
the intentions of the agents can be expressed in
terms of a number of economic measures of out-
come states such as profit, sales, growth or market
share objectives.

Do the results of game theory model indicate
how firms should act in competitive situations?
Do the models describe the evolution of competi-
tive interactions in the real world? These questions
have spawned a lively debate among management
scientist concerning the usefulness of game the-
ory models. Kadane and Larkey (1982) suggested
that game theory models are conditionally nor-
mative and conditionally descriptive. The results
do indicate how firms should behave given a set
of assumptions about the alternatives, the payoffs
and the properties of an ‘optimal’ solution 
(the equilibrium). Similarly, game theory results
describe the evolution of competitive strategy but
only given a specific set of assumptions.

The seemingly unrealistic and simplistic
nature of the competitive reactions incorporated in
game theory models and nature of the equilibrium
concept led some marketers to question the man-
agerial relevance of these models (Dolan, 1981).
However, all models involve simplifying assump-
tions and game theory models,20 whilst often
highly structured underpin most attempts to apply
economic analysis to issues of competition among
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18 However, some detailed work on customer perceptions
of market structure actually suggests that in even relative 
stable contexts such as autos and motor cycles, the structures
maybe quite dynamic (Rosa et al. 1999; Rosa and Porac, 2002).

19 A wider and comprehensive review of the application of
game theory to marketing situations can be found in
Moorthy (1985). For a more recent but broader and rather
patchy review see Chatterjee and Samuelson (2001).

20 A good coverage of game theory approaches is to be
found in Kreps (1990), but as indeed Goeree and Holt (2001)
note, there remain some significant problems with the pre-
dictive power of game theory models when they are 
compared with actual behaviour most obviously in asym-
metric pay-off situations, which raises questions about the
underlying notion of rationality.



a limited number of firms. Indeed, as Goeree and
Holt (2001) observe:

‘Game theory has finally gained the central role . . .
in some areas of economics (e.g. IO) virtually all
recent developments are applications of game
theory’ (2001 p. 1402)

As discussed above, IO economics provides one
way of extending basic game theory approaches by
examining the nature of competitive behaviour
when assumptions about homogeneous firms and
customers are relaxed. IO economists, especially
Richard Caves (1980) and Michael Porter (1981)
directed the development of IO theory to strategic
management issues. The concepts of strategic
groups and mobility barriers were key elements in
this new IO perspective (Caves and Porter, 1977).
As Richard Caves indicates, ‘the concepts of strate-
gic groups and mobility barriers do not add up to a
tight formal model. Rather, they serve to organize
predictions that come from tight models and assist
in confronting them with empirical evidence – a
dynamized add-on to the traditional structure–
conduct–performance paradigm’ (1984).

Evolutionary ecological analogies
Evolutionary ecology has also emerged as a popu-
lar analogy for understanding the types of market-
based strategies pursued by companies (Coyle,
1986; Lambkin and Day, 1989; Summut-Bonnici
and Wensley, 2002). These analogies have been
previously used to describe both the nature of the
competitive process itself (Henderson, 1983) as
well as the notion of ‘niche’ strategy (Hofer and
Schendel, 1977). Organizational theorists and 
sociologists have adopted an ecological model,
describing the growth of a specie in an ecology, to
describe the types of firms in an environment.

r- and k-strategies
From an ecological perspective, there is an upper
limit on the population of a specie in a resource
environment. When the population of a specie is
small, the effects of the carrying capacity are min-
imal and the growth is an exponential function of
the natural growth rate. The carrying capacity
only becomes important when the population
size is relatively large relative to the carrying
capacity. The parameters of the standard growth
model have been used to describe two alternatives
strategies: r-strategies and k-strategies. r-Strategists
enter a new resource space (product–market space)

at an early stage when few other organizations
are present, while k-strategists join later when
there are a larger number of organizations in the
environment. Once a particular type of organiza-
tion established itself in an environment, it resists
change for various reasons. The number of firms
in an environment at one point time, referred to
as the population density, is a proxy for the inten-
sity of competition.

Based on this perspective, the initial entrants
into an environment are usually r-strategist-small,
new firms that are quick to move and not con-
strained by the inherent inertia confronting 
firms established in other environments. While 
r-strategists are flexible, they are also inefficient
due to their lack of experience. After several r-
strategists have entered a new environment, estab-
lished organizations, k-strategists, overcome their
inertia, enter the environment and exploit their
advantage of greater efficiency based on extensive
experience. The characteristics of the environment
and particularly the viable niches that emerge
determine whether these successive entrants can
coexist.

A niche is defined as the specific combin-
ation of resources that is needed support a specie
or type of organization. Niche width indicates
whether this combination of resource is available
over a broad range of the resource source space or
whether it is only available in a narrow range of
the space. A generalist is able to operate in a broad
range while a specialist is restricted to a narrow
range. The nature of a particular environment
favours either generalists or specialists.

Environments are described by two dimen-
sions: variability and frequency of environmental
change. In a highly variable environment, changes
are dramatic, and fundamentally different stra-
tegic responses are required for survival. In con-
trast, strategic alterations are not required to cope
with an environment of low variability. A special-
ist strategy in which high performance occurs in a
narrow portion of the environment is surprisingly
more appropriate when environmental changes
are dramatic and frequent. Under these condi-
tions, it is unlikely that a generalist would have
sufficient flexibility to cope with the wide range of
environmental conditions it would face, whilst the
specialist can at least out-perform it in a specific
environment.21 A generalist strategist is most
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21 For a more detailed discussion of this analysis see
Lambkin and Day (1989), as well as an introduction to more
complex strategy options involving polymorthism and 



appropriate in an environment characterized by
infrequent, minor changes because this environ-
ment allows the generalist to exploit its large-scale
efficiencies.

Comparing the key elements in
different models of competition22

The strategic groups and mobility barriers in the
IO economics approach recognize the critical
asymmetries between competing firms. It identi-
fies three methods by which firms can isolate
themselves from competition: (1) differentiation,
(2) cost efficiency and (3) collusion although the
later issue has tended to be ignored. The develop-
ments within the IO paradigm have therefore
tended to usefully focus on the nature and signifi-
cance of various mechanisms for isolating the
firm from its competition. The evolutionary eco-
logical analogy, on the other hand, focuses on the
notion of scope with the general distinction
between specialists and generalists. The ecological
approach also raises interesting questions about
the form, level and type of ‘organization’ that we
are considering. In particular, we need to recog-
nize most markets as forms of organization in
their own right, as those who have argued the
‘markets as networks’ approach have done and
question how far we can justify an exclusive focus
on the firm as the key organization unit. Finally,
the analogy raises more directly the concern about
the interaction between various different units
(species) and their evolving habitat. The market-
place, like the habitat, can become relatively
unstable and so both affect and be affected by the
strategies of the individual firms.

As we have suggested, any analogy is far
from perfect, as we would expect. The limitations
are as critical as the issues that are raised because
they give us some sense of the bounds within
which the analogy itself is likely to be useful.
Extending it outside these bounds is likely to be
counter-productive and misleading.

The IO approach in practice tends to neglect
the interaction between cost and quality. We have
already suggested that while the notion ‘focus’
within this analogy is an attempt to recognize this
problem; it is only partially successful because it
subsumes a characteristic of any successful com-
petitive strategy into one generic category. We
must further consider the extent to which we can
reasonably reliably distinguish between the vari-
ous forms of mixed strategies over time and the
extent to which the strategic groups themselves
remain stable.

The limitations of analogies from evolution-
ary ecology are more in terms of the questions that
are not answered than those where the answers are
misleading. The nature of ‘competition’ is both
unclear and complex, there is confusion as to the
level and appropriate unit of analysis, and the
notion of ‘niche’ which has become so current in
much strategy writing overlooks the fact that by
definition every species has one anyway.

Characterizing marketing strategy in
terms of evolving differentiation in

time and space

Central to any notion of competition from a mar-
keting strategy viewpoint is the issue of differenti-
ation in time and space. In a ‘real’ market (i) demand
is heterogeneous, (ii) suppliers are differentiated
and (iii) there are processes of feedback and change
through time. Clearly these three elements interact
significantly, yet in most cases we find that to
reduce the complexity in our analysis and under-
standing we treat each item relatively independ-
ently. For instance, in most current treatments of
these issues in marketing strategy we would use
some form of market segmentation schema to 
map heterogeneous demand, some notion of the
resource-based view (RBV) of the firm to reflect the
differentiation amongst suppliers and some model
of market evolution such as the product life cycle to
reflect the nature of the time dynamic.

Such an approach has two major limitations
that may act to remove any benefit from the
undoubted reduction of analytical complexity by
looking at three sub-systems rather the whole sys-
tem. First, it assumes implicitly that this decompos-
ition is reasonably first order correct: that the
impact of the individual elements is more import-
ant than their interaction terms. To examine this
assumption critically we need some alternative
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portfolios. Achrol (1991) also develops this approach further
with some useful examples. In strategy language, we recog-
nize that the ability to adapt in a more rapidly changing or 
turbulent environment is out down to being a ‘learning 
organization’ or having so-called ‘dynamic capabiities’ (Teece
et al. 1997).

22 In this analysis we have left out two other generic types
of competitive analogy that are commonly used: sports
games and military conflict. Whilst in general these can both
be illuminating and informative, they represent in many
ways intermediate categories between game theory and 
evolutionary ecology.



form of analysis and representation, such as model-
ling the phenomena of interest as the co-evolution
of firms and customers in a dynamic phase space,
which allows for the fact that time and space inter-
act. Second, it assumes that the ways of represent-
ing the individual elements that we use, in
particular market segmentation and product life
cycle concepts, are in fact robust representations 
of the underlying phenomena. In terms of the 
adequacy of each element in its own terms, we need
to look more closely at the ways in which individ-
ual improvements may be achieved and finally we
might wish to consider whether it would be better
to model partial interactions, say, between two
elements only rather than the complete system.

Differentiation in space: issues of
market segmentation

The analysis of spatial competition has, of course, a
long history back at least to the classical Hotelling
model of linear competition such as that faced by
the two ice-cream sellers on the seafront. The basic
Hotelling model, however, did capture the two crit-
ical issues in spatial competition: the notion of a
space dimension that separated the various com-
petitive suppliers as well as the fact that these sup-
pliers themselves would have some degree of
mobility. In traditional economic terms Hotelling
was interested in establishing the equilibrium solu-
tion under these two considerations, whereas in
marketing we are often more concerned with the
impact and likelihood of particular spatial moves,
although some notion of the stable long-term equi-
librium, if it exists, is obviously important. The
Hotelling model provides us with the basic struc-
ture of spatial competition: a definition of the space
domain, some model of the relationship between
the positioning of the relevant suppliers within this
space and their relative demands.

In marketing, the competitive space is gener-
ally characterized in terms of market segmenta-
tion. Market segmentation has, of course, received
considerable attention in both marketing research
and practice, but there remain some critical prob-
lems. In particular:

1 We have evidence that the cross-elasticities with
respect to different marketing mix elements are
likely to be not only of different orders, but
actually imply different structures of relationship
between individual product offerings.

2 Competitive behaviour patterns, which after all in
a strict sense, determine the nature of the

experiment from which the elasticities can be
derived, seem to be, to use a term coined by
Leeflang and Wittick (1993),‘out of balance’ with
the cross-elasticity data itself.

The topic of market segmentation is covered in
much greater depth elsewhere in this book but for
the purposes of this chapter we wish to concentrate
on the specific question as to how far segmentation
provides us with an appropriate definition of the
space within which competition evolves. In this
sense, the key questions are, as we discussed above,
about the dimensionality of the space concerned,
the stability of the demand function and the degree
of mobility for individual firms (or more correctly
individual offerings) in terms of repositioning.

These are in practice very difficult questions
to deal with for two critical reasons:

(i) The nature of the choice process is such that for
many offerings, individual consumers chose from
a portfolio of items rather than merely make
exclusive choices, and, hence, in principle it is
difficult to isolate the impact of one offering from
the others in the portfolio.

(ii) The dimensions of the choice space are often
inferred from the responses to current offerings
and therefore it is difficult to distinguish between
the effects of current offerings and some notion
of an underlying set of preference structures.

Segmentation and positioning
In principle, we can describe the nature of spatial
competition in a market either in demand terms
or in supply terms. Market segmentation repre-
sents the demand perspective on structure, whilst
competitive positioning represents the supply
perspective.

Market segmentation takes as its starting point
assumptions about the differing requirements that
individual customers have with respect to bun-
dles of benefits in particular use situations. Most
obviously in this context it is an ‘ideal’ approach
in that it is effectively assumed that each customer
can/does specify their own ideal benefit bundle
and their purchase choice in the relevant use situ-
ation is based on proximity to this ideal point. In
consumer psychology this is equivalent to an
assumption that individuals have strong and stable
preferences.

The competitive positioning approach uses
consumer judgements, normally on an aggregate
basis, on the similarities and differences between
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specific competitive offerings. In principle this
provides an analytical output roughly equivalent
to the spatial distribution in the Hotelling model.
Such an analysis can also be used to provide an
estimate of the dimensionality of the discriminant
space, but in many situations for ease of presenta-
tion the results are presented in a constrained 2D
format. Equally benefit segmentation studies can
be used along with techniques such as factor
analysis to try and arrive at an estimate of the
dimensionality of the demand side.

We can be reasonably certain that the atti-
tude space for customers in any particular market
is generally, say, N � 3: factor analytical studies
might suggest at least four or five in general and
that of competitive offerings is of at least a similar
order. Indeed, in the later case if we considered
the RBV of the firm very seriously we might go
for a dimensionality as high as the number of
competitors.23

Of more interest from a strategy point-of-
view is how we represent what happens in terms
of actual purchase behaviour in a competitive mar-
ket through time. Although there is relatively little
high-quality empirical and indeed theoretical
work in this area, so far there are intriguing results
to suggest that the dimensionality of the market
space for this purpose can be much reduced,
although we may still then have problems with
some second order effects in terms of market evo-
lution. There have been a number of attempts to
apply segmentation analysis to behavioural data
with much less information as to attitudes or
intention. In one of the more detailed of such stud-
ies, Chintagunta (1994) suggested that the dimen-
sionality of the revealed competitive space was
two dimensional but even this might be really an
over-estimate.24 In his own interpretation of the
results he focuses on the degree to which the data
analysis reveals interesting differences in terms of
brand position revealed by individual purchase
patterns through time.

In terms of second order anomalies, we can
also consider some of the issues raised by so-called
‘compromise effect’ in choice situations where
the choice between two alternatives depends on
other, less attractive, alternatives. In an intriguing
paper, Wernerfeld (1995b) argues that this effect
can be systematically explained by the notion
that consumers draw inferences about their own
personal valuations from the portfolio of offer-
ings. However, it may be that a compromise effect
could also be seen as the result of mapping an
N � 1 attribute and preference space on to an
N � 1 set of purchase decisions.25

A simple model of spatial competition might
therefore be one in which a considerable amount
of competition can be seen as along a single
dimension, in circumstances in which multiple
offerings are possible, and where there is no reason
to believe a priori that individual offerings will be
grouped either by common brand or specification,
with a fixed entry cost for each item and a distribu-
tion of demand which is multi-modal. To this
extent it may actually be true that the very simpli-
fications that many criticize in the Porter ‘ three
generic strategies’ approach may be reasonably
appropriate in building a first order model of com-
petitive market evolution (see Campbell-Hunt,
2000). In the short-run, following the notion of
‘clout’ and ‘vulnerability’ (Cooper and Nakanishi,
1988), we might also expect changes in position in
this competitive dimension could be a function of
a whole range of what might often be seen as tac-
tical as well as strategic marketing actions.

Cooper extended his own approach to
understanding market structures by marrying
two different data types – switching probabilities
and attribute ratings (Cooper and Inoue, 1996).
Despite the fact that the models developed appear
to perform well against the appropriate statistical
test, there remain basic issues which link to the
issue of the time dynamic evolution of the market
or demand space. When the model is applied to
the well-established dataset on car purchase
switching behaviour (Harshman et al., 1982), it is
clear that it provides an interesting and informa-
tive analysis of the ways in which various cus-
tomer ‘segments’ have evolved over time both 
in terms of their size and attribute preferences.
However, given the nature of the data and the
form of analysis the dynamic process whereby
customer desires change in response to both new
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23 Since the RBV approach focuses particularly on the
nature of idiosyncratic and difficult to imitate resources in
each individual firm. For a thorough presentation and 
analysis of the RBV approach see Barney and Clark (2007).

24 In fact, on closer inspection, it is clear that we can achieve
a high level of discrimination with the one-dimensional map
where there are two distinct groupings, and one intermediate
brand and one ‘outlier’ brand. It is significant that these
groupings are not either brand or pack-sized based but a mix-
ture. In fact, the only result in moving from the one-dimen-
sional to the two-dimensional analysis, is that one brand has
become less discriminated (see Wensley, 1997). Hence it would
appear that we can rather surprisingly reduce the effective
competitive space to a single dimension with the possibility of
only some second order anomalies.

25 The classical Victorian monograph ‘Flatland’ (Abbott,
1992) provided an early illustration of many perceptual prob-
lems of moving between spaces of different dimensions.



competitive offerings and other endogenous and
exogenous factors can only be seen it terms of
changes in attributes and specific switching deci-
sions. We must now consider, however, particu-
larly in the context of understanding the time-
based nature of market strategies, how we might
incorporate in more detail a longer-term time
dimension with a stronger customer focus.

Differentiation in time: beyond the
PLC – characterizing the nature of

competitive market evolution
‘Few management concepts have been so widely
accepted or thoroughly criticized as the product
life cycle’

(Lambkin and Day, 1989, p. 4)

The product life cycle has the advantage that
it does represent the simplest form of path devel-
opment for any product (introduction, growth,
maturity, decline) but as has been widely recog-
nized, this remains a highly stylized representation
of the product sales pattern for most products dur-
ing their lifetime. Whilst it is reasonably clear that
it is difficult if not impossible to propose a better
single generic time pattern, any such pattern is
subject to considerable distortion as a result of
interactions with changes in technology as well as
both customer and competitor behaviour.

Lambkin and Day (1989) suggested that an
understanding of the process of product–market
evolution required a more explicit distinction
between issues of the demand system, the supply
system and the resource environment. However,
they chose to emphasize the nature of the demand
evolution primarily in terms of diffusion processes.
This approach tends to underestimate the extent to
which demand side evolution is as much about the
way(s) in which the structure of the demand space
is changing as the more aggregate issue of the total
demand itself. Lambkin and Day (1989), them-
selves, treat these two issues at different levels of
analysis with ‘segmentation’ as an issue in market
evolution which is defined as the resource environ-
ment within which the process of the product life
cycle takes place.

Beyond this, more recent research, on the
process of market evolution, partly building on
some of the ideas developed by Lambkin and Day
(1989), has attempted to incorporate some insights
from, amongst other areas, evolutionary ecology.
In particular, work on the extensive disk-drive

database, which gives quarterly data on all disk-
drive manufacturers has allowed Christensen
(1997) and Freeman (1997) to look at the ways in
which at the early stages in the market develop-
ment, the existence of competitive offerings seems
to encourage market growth whereas at later
stages the likelihood of firm exit increases with
firm density. Other computer-related industries
have also provided the opportunity for empirical
work on some of the issue relating to both the
impact of standardization, modularization and the
nature of generation effects (Sanchez, 1995),
although in the later case it must be admitted that
the effects themselves can sometimes be seen as a
result of marketing actions in their own right.26

The nature of research in marketing
strategy: fallacies of free lunches and 
the nature of answerable research

questions

Distinguishing between information
about means, variances and outliers

As we indicated at the start of this chapter, much
research in marketing strategy has attempted to
address what is in some senses an impossible
question: what is the basic generalizable nature of
a successful competitive marketing strategy. Such
a question presumes the equivalent of a free lunch:
we research to find the equivalent of a universal
money machine. Before we explore this issue fur-
ther we need to establish a few basic principles.
The competitive process is such that:

(i) Average performance can only produce average
results which in the general nature of 
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26 Much of the market shift towards standardization as it
evolves can be seen as analogous to more recent work on the
mathematics of chaos and particular questions of the nature
of boundaries between domains of chaos and those of order:
often labelled the phenomena of complexity (Cohen and
Stewart, 1995). Whether we can use such models to provide a
better understanding of the nature of market evolution
beyond the basic analogy remains an important question for
empirical research.

There have been more recent attempts to apply spatial
competition models which demonstrate some level of chaotic
or complexity characteristics either to competitive behaviour
in a retailing context (Krider and Weinberg, 1997) or to multi-
brand category competition (Rungie, 1998) and competition
between audit service providers (Chan et al., 1999). Whilst
these approaches suggested that such models may be able to
give us significant new insights as to the nature of competi-
tive market evolution, there has been little further progress.



a competitive system means that success is
related to above average and sometime even
outlier levels of performance.

(ii) We can expect our competitors to be able on
average to interpret any public data to reveal
profitable opportunities as well as we can. In
more direct terms it means that on average
competitors are as cleaver or as stupid as stupid
as we are.A combination of public information
and the impact of such basic rational
expectations approaches, therefore, means that
the route to success cannot lie in simply
exploiting public information in an effective
manner, although such a strategy may enable a
firm to improve its own performance.

(iii) The basis of individual firm or unit performance
is a complex mix of both firm, competitor and
market factors.We therefore can expect that any
attempt to explain performance will be subject
to considerable error given that it is difficult or
not impossible to identify an adequate range of
variables which cover both the specifics of the
firms own situation and the details of the market
and competitor behaviour.

For these reasons research in marketing strategy, as
in the strategy field as a whole, has almost always
tended to be in one of the two categories:

1 Quantitative database analysis which has relied on
statistical and econometric approaches to
produce results which indicate certain
independent variables which on average correlate
with performance.As McCloskey and Ziliak
(1996) indicated more generally in econometric
work, there is a danger that we often confuse
statistical significance for what they term
economic significance.This notion of economic
significance can, from a managerial perspective, be
decomposed into two elements: first, the extent
to which the relationship identified actually
relates to a significant proportion of the variation
in the dependent variable and second, the extent
to which even if it does this regularity actually
enables one to produce a clear prescription for
managerial action.27

2 Case study-based research on selected firms,
often based on the notion of some form of
outliers, such as those that perform particularly
well. Here the problems are the extent to which
the story that is told about the particular nature
of the success concerned can be used to guide
action in other organizations. In practice this
often results in managerial prescriptions that are
rather tautological and at the same time not
adequately discriminating.

Market share and ROI: the 
10 per cent rule in practice

One of the most famous results from the Profit
Impact of Market Strategy (PIMS) database was
that first reported by Bob Buzzell, Brad Gale and
Ralph Sultan in the Harvard Business Review in
1976 under the title ‘Market Share – A Key to
Profitability’. They reported on the relationship
between Return on Investment (ROI) and market
share on a cross-sectional basis within the then
current PIMS database. Although over the years
estimates of the R2 of this relationship have varied,
it generally shows a value around 10 per cent up to
a maximum of 15 per cent. We can start by simulat-
ing the original data that was used (Figure 4.1).

The chart is a scatter plot of 500 datapoints
(notional observations) where the relationship
between the two implied variables is actually the
equivalent of an R2 of 0.12 or 12 per cent.28 In their
original article Buzzell, Gale and Sultan ‘removed’
much of the variation: by calculating cohort means.
We can do the same and also use more typical
modern computer-generated graphics to represent
the results (Figure 4.2).

The cohort mean approach, although now not
commonly used in strategy research of this sort
will show, as above, some deviations from the
straight line trend at sample sizes such as 500 but
as samples get even larger the deviations get, on
average, even smaller: indeed, some textbook rep-
resentations of the results go as far as merely illus-
trating the trend with no deviations at all. Hence in
the process of producing a clearer message from
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27 As they recognize this is not an issue of statistical
significance of individual coefficients. For samples of
only 50, we can roughly speaking achieve a significant
result, using the ‘normal’ p � 0.05 criterion, and yet only
have about 5 per cent of the variability ‘explained’. For a
further and broader discussion on both the issues of stat-
istical reliability and research inference in management
research see Starbuck (2004).

28 Because of the statistical nature of the data distribution
in the PIMS database: the fact that it is not strictly normal, it
is only possible to simulate a dataset which has either the
right range or the right slope within the correct proportion of
variance explained. This simulation is based on the right
range of values so that the extreme points are estimated 
correctly as a result however the actual slope is 
underestimated (see Roberts, 1997; Wensley, 1997a, b).



the data we have nearly eliminated nine tenths of
the variability in our performance variable.

How does one explain the
‘unexplained’ 90 per cent?

If we return to the scatter diagram and treat it as
if it represented the current performance of 500
business units within a single corporate portfolio
in terms of the relationship between ROI and
market share, then we can see some of the prob-
lems that arise when we try and make managerial
evaluations. The first set of problems relates to
the nature of the data itself and the way in which
the axes are measured. In most analysis of this

sort, and in the PIMS data as we discussed above,
the data is essentially cross-sectional, that is, it is
either annual of averaged out over a longer-fixed
period. It therefore excludes any lead or lag
effects and also compensates for particular one-
off effects only to the extent that they are already
discounted from the input data that is normally
based on management accounts. The nature of
the axes in a standard market share/ROI analysis
is a problem in that they are both ratios. There are
very considerable advantages that accrue from
using ratios in this situation: most obviously the
fact that it is possible to plot on the same graph
units of very different absolute sizes but we do then
have the problem of measurements errors in both
the numerator and denominator for both axes.
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Figure 4.1 A scatter plot of 500 notional observations

Figure 4.2 A chart of the Cohort Means



Finally, the basic data is also inevitably limited
in the extent to which it can measure the specifics
of any particular business unit situation. Using
basic financial and accounting data we cannot take
into account issues such as managerial effective-
ness as well as the degree of integration to achieve
scale economies and efficiencies in terms of mar-
keting and other activities.

However, we must also put this overall cri-
tique of ‘market share/return’ analysis in context.
We should not underestimate the original impact
of the ‘market share’ discovery. Even if it only
‘explains’’ around 10 per cent of financial perform-
ance, this is still a considerable achievement. The
problem is that, as we have seen, even at this level
we face difficult interpretation problems. In the
end, one perhaps concludes that its greatest
impact was merely that it legitimized debate and
discussion about key competitive market assump-
tions in any strategy dialogue.

Getting to management action: the
additional problem of economics

Even if we can identify the source of a particular
success or indeed the cause of a particular failure
it is a big jump to assuming that suitable action
can be taken at no cost or even at a cost which is
justified by the subsequent benefits.

We therefore need to overlay our notion of
practical significance with one of economic signifi-
cance: a factors or set of factors which explain a sig-
nificant proportion of success and can also be used
as a decision rule for subsequent successful man-
agement action. This is a big jump. To return to the
market share/ROI relationship even if we con-
clude that there is a significant correlation between
market share and profitability we have to make
two further assumptions to justify an economic
rule of ‘investing’ in market share. First, we have to
move from the more general notion of ‘correlation’
or ‘explanation’ to the much more specific one of
‘causation’ and second, we have to assume that
whatever its benefits, market share is somehow
under-priced. If our first assumption is correct then
broadly it can only be under-priced if either our
competitors, both current and potential, have a dif-
ferent view or, for some unspecified reason, hap-
pen to value the asset (market share) significantly
lower than we do. In fact, in specific situations this
latter assumption may be rather less unlikely than
it at first appears: our competitors could indeed
value the benefits differently given their differing

portfolio of assets and market positions but it all
depends on the specifics and the details of the indi-
vidual situation rather than the general.

In the end, it is likely that the continued search
for general rules for strategic success via statistical
analysis and large databases will prove illusory.
This does not make the research effort worthless,
we merely have to be realistic about what can and
cannot be achieved. After all, the in-depth case
study narrative approach29 often results in another
type of economic rule: the truth that is virtually
impossible to apply. Perhaps the best example is to
be found in Peters and Waterman’s original work.
Amongst many memorable criteria for success to
be found in In Search of Excellence was that undeni-
able one: the achievement of simultaneous ‘loose–
tight’ linkages. To those who thought that this
might seem contradictory Peters and Waterman
provided the helpful observation that:

‘These are the apparent contradictions that turn out
in practice not to be contradictions at all’

(1982:320)

More recently in marketing strategy, as in
strategy as a whole, there has been a move away
from analysis based on real substantive recommen-
dations for management action towards a concern
more for processes, people and purposes rather
than structure, strategies and systems.30 Whilst this
shift can be seen as a reasonable response to our
lack of substantive generalizable knowledge about
the nature of successful marketing strategies in a
competitive marketplace, as we have discussed
above, it should also be seen as one which itself has
rather limited evidence to support it. In marketing
strategy in particular, two areas can be identified
where this trend has been very evident and we will
look critically at both of these: the shift towards a
focus on networks and relationship marketing and
the increased emphasis on marketing processes
within the firm.

Markets as networks
It is clear, as Easton (1990) has indicated that actual
relationships between one firm and another must

The basics of marketing strategy 69

29 Perhaps the best example of both the value but also the
risks of relying on an in-depth case study lies in the continu-
ing debates about the interpretation of the story of Honda
and their entry into the American motor cycle market
(Mintzberg, 1996; Mair, 1999).

30 Bartlett and Ghoshal (1995) in their influential Harvard
Business Review article played a key role in this change in
emphasis.



be seen on a spectrum between outright competi-
tion at one end and collusion at the other. At the
very least, such a self-evident observation raises
the issue of the firm (or business unit) as the basic,
and often only, unit of analysis: in certain circum-
stances we might more appropriately consider an
informal coalition of such firms as the key unit:

‘Earlier, the border of the company was seen as the
dividing line between co-operation and conflict –
co-operation within the company and conflict in
relation to all external units. The corresponding
means for co-ordination are hierarchy and the mar-
ket mechanism. The existence of relationships
makes this picture much more diffuse. There are
great opportunities for co-operation with a lot of
external units forming, for example, coalitions.
Thus, it is often more fruitful to see the company as
a part of a network instead of a free and independ-
ent actor in an atomistic market’

(Hakansson, 1987, p. 13)

However, the recognition that there is a network of
relationships is merely the first step. Approaches
need to be developed for the analysis of the net-
work. Hakansson has, for instance, suggested that
the key elements of any network are actors, activ-
ities and resources. He also suggests that the overall
network is bound together by a number of forces
including functional interdependence, as well as
power, knowledge and time-related structure.

There is a danger in confusing a detailed
descriptive model with a simple but robust pre-
dictive one, let alone one that aids the diagnostic
process. The basic micro-economic framework
which underlies the ‘competitive advantage’
approach, central to much marketing strategy
analysis, should not be seen as an adequate
description of the analytical and processual com-
plexities in specific situations. It is a framework
for predicting the key impacts of a series of mar-
ket-mediated transactions: at the very least out-
comes are the joint effect of decisions themselves
and the selection process. In this sense the only
valid criticisms of the application of such a model
is that either the needs of the situation are not met
by the inherent nature of the model or that the
model fails to perform within its own terms.

Relationship marketing
Beyond this there has been a broader attempt to
introduce what has become known as relationship
marketing. Whilst the relationship perspective
rightly moves our attention away from individual

transactions towards patterns of interaction over
longer-time periods it often seems to assume that
the motivations of each party are symmetric. In
practice in both consumer (Fournier et al., 1998) and
industrial markets (Faria and Wensley, 2002) this
may prove to be a very problematic assumption.

Equally, we may wonder how far the new-
found concern for relationship marketing is indeed
new at all. The recognition that customers faced
switching costs and that therefore the retention of
existing customers was clearly an effective eco-
nomic strategy is certainly not new. One can there-
fore sympathize with Baker when he commented:

‘For example, the propositions that companies
need to understand the industry infrastructure
and/or that working closely with customers is
likely to improve product development success
rates have been known and accepted many years
now, and are embedded in the curricula of most
business schools’.

(Baker, 1993)

on the book by Regis McKenna (1992) entitled
Relationship Marketing.

Mattsson (1997) has considered much more
critically the relationship between the underlying
approaches in the ‘markets as networks’ and rela-
tionship marketing perspectives. He rightly
observed that much of the problem lay in the vari-
ous different approaches claiming to represent
relationship marketing:

‘My conclusion is that if we take the limited view of
relationship marketing, we come close to be first
extreme position stated in the beginning of this art-
icle: relationship marketing and the network per-
spective have very little in common. Some
relationship marketing aspects are even contradict-
ory to basic views in the network perspective.
Relationship marketing in its limited interpretation
is just a marketing strategy aimed to increase cus-
tomer loyalty, customer satisfaction and customer
retention. Relationship marketing is aided by mod-
ern information technology that makes it possible
to individualize communication with customers in
a mass market. In that sense relationship marketing
is just a basic application of the marketing manage-
ment thinking.

However, let us consider the extended view that
the relationship marketing means true interaction
between the parties over time, a relatively high
mutual dependency between seller and buyer and
a major concern for how individual relationships
are interconnected in nets and networks. Then we
will come much closer to my second initial position
that relationship marketing and the network 
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perspective have much to gain from more research
interaction and mutual awareness than what is
presently the case. Relationship marketing research
would benefit from the following aspects of 
network perspective research: more focus on
embeddedness of actors and relationships, more
consideration of the buyers point of view, more
descriptive studies on interaction and relationships
over time, more concern at the meso and macro
levels in the governance structure, more use of lon-
gitudinal research methods, including case studies.
Obviously, both relationship marketing and the
network perspective must become increasingly
aware of, and contribute to, research developments
in a broader social science framework where the
focus is on the function of relationships between
economic actors’.

More recently, Vargo and Lusch (2004) developed
the argument further on the assumption of a
dominant trend from the marketing of goods to
the provision of services. They argued that inter
alia all economies are service economies, and that
the customer is always a co-producer and that the
enterprise can only make value propositions.31 In
a sense, however, to describe, as they do the trend
as being from goods dominant to service dom-
inant perspectives over a period of around 100
years is to describe a genuine shift in perspective
but a less clear shift in the underlying realities.

The whole development might remind one
rather more of M. Jourdain in Moliere’s The
Bourgeoise Gentilhomme who discovers, he has
been effortlessly speaking prose all his life. The
proposed move towards a more relational and
service-based perspective reflects more a chan-
ging view of the nature of the customer: from
consumer to co-producer than the fact that those
who used to be characterized as consumers are
now in some objective way more co-producers.32

We would do well to remember that memorable
expression of Ivan Illich (1981); ‘shadow work’ to
describe real work which we do not see because
of the nature of our measurement or value sys-
tems. Arnould (2006) notes the clear potential
link between the approach advocated by Vargo
and Lusch, and consumer culture theory but also
notes that these aspects are less well developed in
their initial presentation. Moreover, Schembri
(2006) suggests that the approach adopted still

remains somewhat rooted in the more traditional
goods centred logic, and needs to engage more
with approaches focused around the nature of the
customer experience.

It may well be that the relationship marketing
movement will in the end have a rather similar
impact on marketing as the market share one did
in the seventies and early eighties. As such the
renewed emphasis on the nature of the customer
relationship, which is self-evidently important in
industrial markets, will encourage retail marketers
to take their customers more seriously even to
regard them as intelligent and rational agents. To
do so, however, would also mean to recognize
severe scepticism about some of the various devel-
opments in relationship marketing such as ‘loy-
alty’ cards and one-to-one targeting.33

However, it may also be true that the relation-
ship and network perspective will, in the longer
run change our perception of the critical strategic
questions faced by firms as they and their ‘mar-
kets’ evolve and develop. Easton et al. (1992), for
instance, suggest that the notion of competition
and markets is really only appropriate at specific
stages in the life cycle of the firm or business unit.
Indeed, their approach could be taken further to
suggest that at the time when there is significant
indeterminacy in terms of competitor and cus-
tomer choice, this way of characterizing strategic
choice is, of itself, of limited either theoretical or
practical value. Almost by definition, the product
technology and market structure needs to be rela-
tively stable for such strategic choices to be formu-
lated yet by this stage the feasible choice set itself
may be very restricted.34

Emergent or enacted environments
The notion of emergent phenomena has itself
emerged as a key concept in organizational strat-
egy. Much of the credit for this must go to
Mintzberg (1994) but ironically his analysis of the
concept itself has been perhaps rather more limited
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31 For a generally constructive and useful set of commen-
taries on the Vargo and Lusch approach see the special issue
of Marketing Theory (Aitken et al., 2006).

32 And in this sense another long-running debate in 
marketing (Wensley, 1990).

33 And also perhaps a more critical look at the overall and
very central issue of branding. For instance, whilst some
commentators see the new service logic as consistent with
many aspects of a traditional view on branding (Brodie et al.,
2006), others would argue that the developing nature of
active customers communities imply the need to rethink the
whole nature of branding (Ahonen and Moore, 2005).

34 The argument is, of course, rather more complicated
than this and relates to the previous debate between Child
(1972) and Aldrich (1979) on the more general issue of 
strategic choice, as well as to some degree the wide field of
Actor-network theory (Latour, 2005).



than it could have been. Indeed in his more recent
work, he has tended to define the nature of emer-
gent phenomena in a rather idiosyncratic manner:

‘Much as planners can study and interpret patterns
in the organization’s own behavior to identify its
emergent strategies, so too can they study and
interpret patterns in the external environment to
identify possible opportunities and threats (includ-
ing as already noted, the patterns of competitors
actions in order to identify their strategies)’ 

(1994, p. 375)

This implies that emergent phenomena are such
that they can ex post be related to intentions or
actions through time of the individual actors.35

However, a more common use of the term emer-
gence incorporates some notion of interpretation
at different levels of aggregation.36 After all, for
instance, as a number of authors have previously
commented, markets themselves are emergent
phenomena. It was originally Adam Smith’s
insight that each actor in a market following there
own interest could under certain conditions cre-
ate an overall situation of welfare maximization:
in this sense the invisible hand was much more
effective than any attempts at local or even global
optimization.

Others have paid much greater attention to
this the nature of emergent properties, but we also
need to recognize a further distinction between
what have been termed emergent and enacted
environments. In a number of relevant areas, such
as information systems, there is no overall agree-
ment on the nature of the differences (see Mingers,
1995) but in the absolute an emergent environment
is one in which there are a set of rules but they are
generally undetermining of the outcome states or
at least the only way in which an outcome state can
be predicted is by a process of simulation whereas
an enacted environment is one in which the nature
of the environment is itself defined by the cogni-
tive patterns of the constituents.

This distinction is particularly important
when we consider the possible of ‘markets-as-net-
works’ as a perspective to understand the nature
of competitive market phenomena. If we under-
stand the nature of the phenomena we are trying
to understand as essentially emergent, then there

remains considerable value in attempting to model
the relevant structure of rules or relationships that
characterize the environment.37 If on the other
hand, we are more inclined to an enactive view of
the relationship between organizations and their
environment, we need to consider the degree to
which the structure of the network is not more
than a surface phenomena resulting itself from
other deeper processes: in this analysis we need to
consider the phenomena that Giddens (1979) iden-
tifies in terms of ‘structuration’. In this process
agents and organizations are simultaneously both
creators of structures but also have their action
constrained by these structures.

However, even if we are willing to give a rela-
tively privileged ontological status to the detailed
network structure in a particular context,38 we
may still face insurmountable problems in develop-
ing high-level regularities from a more detailed
analysis. As Cohen and Stewart assert:

‘We’ve argued that emergence is the rule rather
than the exception, and that there are at least two
distinct ways for high-level rules to emerge from
low-level rules – simplexity and complicity.39 Can
we write down the equations for emergence? The
short answer is no . . . Essentially what is needed is
a mathematical justification for the belief that 
simple high-level rules not only can, but usually do,
emerge from complex interactions of low-level
rules. By ‘emerge’ we mean that a detailed deriva-
tion of the high-level rules from the low-level ones
would be so complicated that it could never be writ-
ten down in full let alone understood’ 

(1995, p. 436)

It seems that whilst Cohen and Stewart warn con-
vincingly about the dangers of drowning in the
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35 In many ways, issues of intention and anticipation are
both central to any analysis of strategic behaviour but also
complex and multi-faceted (see Wensley, 2003).

36 For a broader discussion of emergence see Johnson
(2002).

37 Actually even this statement incorporates another critical
assumption. As Mingers notes in commenting on assump-
tions about the nature of social systems and the degree to
which they can be seen as self-producing (autopoietic), even
those who develop such an analysis define the nature of the
organizations and their environment in unexpected ways:

‘Luhmann . . . in conceptualizing societies as autopoietic . . .
(sees them) as constituted not by people but by communica-
tions. Societies and their component subsystems are networks
of communicative events, each communication being triggered
by a previous one and leading in turn to another . . . People are
not part of society but part of its environment’ (p. 211).

38 A position that others such as Margaret Archer would
indeed challenge (Archer, 1995).

39 Cohen and Stewart use specific meanings for both ‘sim-
plexity’ and ‘complicity’ which roughly describe phenomena
where in the former case similar low-level rules create high
level similar structures whereas in the later case ‘totally dif-
ferent rules converge to produce similar features and so
exhibit the same large-scale structural patterns’ (p. 414). As
they emphasize, in the case of complicity one of the critical
effects is the way in which ‘this kind of system … enlarges the
space of the possible’ (original emphasis).



detail of low-level rules they give only limited
useful advice as to the practical nature of the alter-
natives. There continues to be a spate of interest in
mathematically approaches under the general
title of ‘Complexity’. In the context of the econom-
ics of forms of market organization, perhaps the
most obvious is that due to Kaufmann (1995):40

‘Organizations around the globe were becoming
less hierarchical, flatter, more decentralized, and
were doing so in the hopes of increased flexibility
and overall competitive advantage. Was there
much coherent theory about how to decentralize, I
wondered. For I was just in the process of finding
surprising new phenomena, that hinted at the pos-
sibility of a deeper understanding of how and why
flatter, more decentralized organizations – business,
political or otherwise – might actually be more flex-
ible and carry an overall competitive advantage’ 

(pp. 245–246)

Kaufmann goes on to discuss the logic of what he
calls a ‘patch’ structure in which at various levels
the form of organization involves a series of rela-
tively autonomous sub-units which under certain
conditions are more effective at achieving a system
wide performance maxima compared with the
more extreme options which he terms rather con-
troversially, the fully integrated ‘Stalinist’ system,
or the fully autonomous ‘Italian leftist’ system!41

However, despite the fact that some of these
general notions have been seen in the mainstream
of strategic management thought for some consid-
erable time (see Stacey, 1995), we should remain
cautious. Horgan (1997) suggests that we should
be cautious of the likely advances to be made in
the field that he has dubbed ‘chaoplexity’:

‘So far, chaoplexologists have created some potent
metaphors, the butterfly effect, fractals, artificial
life, the edge of chaos, self-organized criticality.
But they had not told us anything about the world
that is both concrete and truly surprising, either in
a negative, or in a positive sense. They have
slightly extended the borders of our knowledge in
certain areas, and they have more sharply delin-
eated the boundaries of knowledge elsewhere’ 

(p. 226)

Marketing processes
Not surprisingly, the 1990s saw a renewed inter-
est in the marketing process and particular in the
nature of the processes that support the develop-
ment of a marketing orientation. This approach
had been encouraged by the renewed attempts to
model the nature of marketing orientation due to
both Narver and Slater (1990) and Kohli and
Jaworski (1990). In essence the shift is one that
Simon (1979) recognized in his original distinc-
tion between substantive and procedural ration-
ality in which he suggested that an appropriate
response to the problem of bounded rationality
was to focus attention more on the appropriate
process for arriving at a particular choice rather
than developing a general analytical approach to
make that choice in any particular situation.

Much empirical research, in particular that
based on key informant surveys, has been under-
taken to establish the extent to which various oper-
ational measures of marketing orientation are
correlated with commercial success. On top of this
there has been work to establish some of the pos-
sible antecedents for such orientation including
measures related to the accumulation and organ-
izational dispersion of market research data. The
results remain somewhat contradictory, but it
seems likely that some level of association will
finally emerge, although whether it will achieve the
minimum 10 per cent target which we considered
earlier is rather another question.

It is also important to note that the two
approaches to measuring market orientation
focused on substantial different approaches; one
essentially related to a more organizational ‘cul-
tural’ or attitude measure and the other related to
an information processing perspective around
market-based data. Hult et al. (2005) reported on
a study still based primarily on survey data
which not only incorporated both of these meas-
ures but also attempted to overcome one of the
common criticisms of much of the other empirical
work in that they used independent and leading
performance measure.42

On top of this, we need to address more fun-
damental questions about the underlying logic of
procedural rationality in this context. As we have
suggested above, it is reasonable to argue that
some consideration in any marketing context of
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40 With a fine, if totally unintentional sense of irony, the
chapter in Kauffman’s book which addresses these questions
has the same title as the infamous Peters and Waterman 
classic ‘In Search of Excellence’. Interestingly, however,
Kauffman is drawing a distinction between the ‘lesser’ 
criteria of ‘excellence’ compared with ‘optimality’!

41 One can see analogies between this argument and Herb
Simon’s (1969) explanation of the robustness of modular 
systems of assembly.

42 Admittedly the performance measure was only leading
by 1 year but this was clearly an improvement on most cross-
sectional studies which even when they try and incorporate
time effects have to rely on informant recall.



each element in the 3Cs (customers, competitors
and channels) must surely be seen as sensible. How
far such a process should be routinized within a
particular planning or decision-making schema is
another matter. Much of the writing in the area of
marketing orientation suggests that the appropri-
ate mechanisms and procedures are unproblem-
atic, yet everyday experience in organizations
suggests that achieving effective response to the
market is difficult and indeed maybe not suscep-
tible to programmed responses and practices.43

The new analytics: resource 
advantage, co-evolution and 

agent-based modelling

Earlier on in this chapter we have identified a
number of key characteristics of a competitive
market which determine the effectiveness of any
specific strategic analysis, in particular: the hetero-
geneity of demand, the interaction between cus-
tomer choices and producer offerings and the
degree to which both producers and customers are
active agents in this process. More recently various
new analytical approaches have given us new and
different ways to address these central issues.

First, Hunt (2000a) has argued that the, by
now, more traditional RBV of the firm is so dom-
inated by a supply side perspective that a more
comprehensive theoretical approach, which he
labels ‘resource advantage’, is required.

There are some concerns, however, as to
whether Hunt’s framework actually provides the
most effective way of incorporating heterogeneity
of demand (Wensley, 2002), particularly in the
context of the evolution of market structure. For
instance, one of most established issues in nature
of a market structure is what Wroe Alderson
referred to as the sequential processes of ‘sorting’
between supplier offerings in order to ‘match’
specific portfolios to customer demands, yet Hunt
himself observes that so far he is unclear how this
might be incorporated within his framework
(Hunt, 2000b). Others, such as Zander and Zander
(2005) have gone back to the earlier work of Edith
Penrose, often seen as the key precursor to the
RBV approach, to argue that the demand perspec-
tive is better incorporated within her notion of 
the ‘inside track’, which is embodied in market

intelligence resulting from longer-term organiza-
tional relationships.

At the best, therefore, it remains an open
question how far the developments proposed by
Hunt will help us to further understand not only
a static view of market demand, but even more a
dynamic and evolving one, although it does pro-
vide a very useful perspective on the nature of
strategic choices for the individual firm or busi-
ness unit. There are three alternative approaches
which might also yield useful results.

First, is to focus more on the ability of firms
to adapt to an evolving and changing market. This
resonates with developments in the field of stra-
tegic management in what are termed ‘dynamic
capabilities’ (Teece et al., 1997; Winter, 2003). Whilst
previously Day (1994) has suggested that an analo-
gous approach to understanding the nature of
market-based firms can prove useful, the overall
study of such dynamic capabilities has, unfortu-
nately, proved so far to be ‘ riddled with inconsist-
encies, overlapping definitions and outright
contradictions’ (Zahra et al., 2006).

Second, there have also been interesting
developments in empirical studies of co-evolution
but again, unfortunately, most of these so far 
have focused on solely on the competitive and 
co-operative processes between organizations, as
Lewin and Volberda (1999) note:

‘However, studies of simultaneous evolution or co-
evolution of organizations and their environments
are still rare. We define co-evolution as the joint
outcome of managerial intentionality, environment
and institutional effects. Co-evolution assumes
that change may occur in all interacting popula-
tions of organizations. Change can be driven by
direct interactions and feedback from the rest of the
system. In other words, change can be recursive
and need not be an outcome of either managerial
adaptation or environmental selection but rather
the joint outcome of managerial intentionality and
environmental effects.’

As an exception they also note the Galunic and
Eisenhardt (1996) study on selection and adaptation
at the intra-corporate level of analysis, which used
charter changes to align and realign the competen-
cies of various divisions with co-evolving markets
and opportunities. However, the model adopted for
the process of market evolution remained a simple
three-stage life cycle one: start-up, growth and
maturity. They found that, broadly speaking, the
process of charter changes, which equate with 
the agreed domain of any divisions activity, could
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43 Indeed the issue of the actual nature of organizational
routines themselves remains contentious (Feldman, 2000).



be seen as one which was based on selecting the
successes from a portfolio of start-ups, then rein-
forcing focus and finally requiring disposals as the
particular market opportunity went through the
three stages. More recently, Eisenhardt has devel-
oped empirically and theoretically with others this
particular perspective on the process of market ‘cre-
ation’ by looking at the development of organiza-
tion boundaries (Santos and Eisenhardt, 2005) and
the nature of market structure (Davies et al., 2006).

From a market strategy perspective, however,
it is noteworthy that even those few studies which
attempt to model the nature of market evolution
specifically, rather than treat it more as a backcloth
upon which other sociological and economic
processes take place, tend to represent the actual
process in very limited ways. Only in the resource
partitioning approach (Carroll and Swaminathan,
1992) do we perhaps see the direct opportunities
for a more complex model of market development
which represents both its continuity, in the sense
that one reasonably expect cycles of competitive
imitation followed by the emergence of new forms
and market positions for competition, and its inde-
terminacy, in that various new ‘realized niches’
could emerge. Even here, however the implicit
emphasis is on the individual firms as the motivat-
ing force rather than the collective of customers in
the various markets.

Third, advances in agent-based modelling
promise new ways of simulating more complex
interactive processes of spatial competition
(Tesfatsion, 2001; Ishibuchi et al., 2001). Agent-
based modelling essentially depends on allowing
a simulation to evolve with individual ‘agents’
making choices within an undetermining but
defined rule structure. It may well provide us with
a better understanding of the patterns of market-
based evolution and the nature of some of the key
contingencies. However again it is proving diffi-
cult to adequately reflect the evolving behaviour
of customers in the marketplace. Chang and
Harrington (2003) did included a process of con-
sumer search in their model but their focus
remained on the potential advantages of central-
ization for what were in effect multi-unit retailers.

Conclusions: the limits of relevance
and the problems of application

The study and application of Marketing Strategy
therefore reflects a basic dilemma. The key

demand in terms of application is to address the
causes of individual firm or unit success in the
competitive marketplace yet we can be reasonably
confident from a theoretical perspective that such
knowledge is not systematically available because
of the nature of the competitive process itself. In
this way, the academic study of marketing strategy
remains open to the challenge that it is not relevant
to marketing practice. Yet to represent the problem
solely in this way is to privilege one particular
notion of the nature and use of academic research
in marketing as well as the relationship between
research and practice.44 Recognizing the limits to
our knowledge in marketing strategy may also
help in a constructive way to define what can and
cannot be achieved by more investigation and
research.

There are a number of areas in which we can
both improve our level of knowledge and provide
some guidance and assistance in the development
of strategy. First, we can identify some of the
generic patterns in the process of market evolution
that give some guidance as to how we might think
about and frame appropriate questions to be asked
in the development of marketing strategy. Such
questions would be added to those we are used to
using in any marketing management context such
as the nature of the (economic) value added to the
customer based on market research evidence and
analysis. It has been suggested in strategy that such
additional questions are most usefully framed
around questions of imitation and sustainability
but, rather as Dickinson (1992) argues,45 this really
assumes sustainability is a serious option. It may be
more appropriate to frame such additional ques-
tions around the more general patterns of market
evolution: standardization, maturity of technology,
stability of current networks rather than attempt to
address the unanswerable question of sustainabil-
ity directly.

When it comes to the generics of success, we
face an even greater problem. By definition, any

The basics of marketing strategy 75

44 The issue of the relationship between theory and 
practice, and the notion of relevance as the intermediary 
construct between the two is of course itself both problematic
in general (Brownlie, 1998) as well as open to a range of 
further critical question particularly with respect to the 
institutional structures that have been developed and sus-
tained on the assumption of the divide itself (Wensley, 1997c,
2007) and therefore at some level represent interest in main-
taining the divide but in the name of bridging it!

45 Of course such a view about sustainability is also very
much in tune with both Schumpeterian views about the
nature of economic innovation and the general Austrian view
about the nature of the economic system (Wensley, 1982;
Jacobson, 1992).



approach which really depends on analysis of
means or averages leaves us with a further
dilemma: not only does any relative ‘usable’
explanation only provide us with a very partial
picture where there is much unexplained rather
than explained outcomes, but also the very notion
of a publicly available ‘rule for success’ in a com-
petitive market is itself contradictory except in the
context of a possible temporary advantage.46 We
can try and resolve the problem by looking at the
behaviour of what might be called successful out-
liers but here we face a severe issue of interpret-
ation. As we have seen, as we might expect the
sources of such success are themselves ambigu-
ous and often tautological: we end up often really
asserting either then to be successful one needs to
be successful or that the route to success is some
ill-defined combination of innovation, effective-
ness and good organization.

It may well be that the best we can do with
such analysis is to map out the ways in which the
variances of performance change in different
market contexts: just like our finance colleagues
we can do little more than identify the conditions
under which variances in performance are likely
to be greater and therefore through economic
logic the average performance will increase to
compensate for the higher risks.

Finally, we may need to recognize that the
comfortable distinction between marketing man-
agement, which has often been framed in terms
of the more tactical side of marketing and market-
ing strategy is not really sustainable. At one level
all marketing actions are strategic: we have little
knowledge as to how specific even brand choices
at the detailed level impact or not on the broad
development of a particular market so we are
hardly in a position to label some choices as stra-
tegic in this sense and others as not. On the other
hand, the knowledge that we already have and
are likely to develop in the context of the longer-
term evolutionary patterns for competitive mar-
kets will not really also enable us to engage
directly with marketing managerial actions and
choices at the level of the firm: the units of both
analysis and description are likely to be different.
In our search for a middle way which can inform
individual practice, it may well be that some of
the thinking tools and analogies that we have

already developed will prove useful but very
much as means to an end rather than solutions in
their own right.
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CHAPTER 5

Strategic marketing planning:
theory and practice

MALCOLM McDONALD

Summary

In order to explore the complexities of developing
a strategic marketing plan, this chapter is written
in three sections.

The first describes the strategic marketing
planning process itself and the key steps within it.

The second section provides guidelines for
the marketer which will ensure that the input to
the marketing plan is customer-focused and con-
siders the strategic dimension of all of the relation-
ships the organization has with its business
environment.

The final section looks at the barriers which
prevent organizations from reaping the benefits
which stem from a well-considered strategic mar-
keting plan.

Introduction

Although it can bring many hidden benefits, like
the better co-ordination of company activities, a
strategic marketing plan is mainly concerned with
competitive advantage – that is to say, establishing,
building, defending and maintaining it.

In order to be realistic, it must take into
account the organizations’ existing competitive
position, where it wants to be in the future, its
capabilities and the competitive environment it
faces. This means that the marketing planner must

learn to use the various available processes and
techniques which help to make sense of external
trends, and to understand the organization’s trad-
itional ways of responding to these.

However, this poses the problem regarding
which are the most relevant and useful tools and
techniques, for each has strengths and weaknesses
and no individual concept or technique can satisfac-
torily describe and illuminate the whole picture. As
with a jigsaw puzzle, a sense of unity only emerges
as the various pieces are connected together.

The links between strategy and performance
have been the subject of detailed statistical analysis
by the Strategic Planning Institute. The PIMS
(Profit Impact of Market Strategy) project identified
from 2600 businesses, six major links (Buzzell 1987).
From this analysis, principles have been derived
for the selection of different strategies according to
industry type, market conditions and the competi-
tive position of the company.

However, not all observers are prepared to
take these conclusions at face value. Like strategy
consultants Lubatkin and Pitts (1985), who believe
that all businesses are unique, they are suspicious
that something as critical as competitive advantage
can be the outcome of a few specific formulae. For
them, the PIMS perspective is too mechanistic and
glosses over the complex managerial and organiza-
tional problems which beset most businesses.

What is agreed, however, is that strategic
marketing planning presents a useful process by
which an organization formulates its strategies,



providing it is adapted to the organization and its
environment.

Let us first, however, position strategic mar-
keting planning firmly within the context of mar-
keting itself.

As can be deduced from Chapter 1, marketing
is a process for:

� defining markets,
� quantifying the needs of the customer groups

(segments) within these markets,
� determining the value propositions to meet these

needs,
� communicating these value propositions to all

those people in the organization responsible for
delivering them and getting their buy-in to their
role,

� playing an appropriate part in delivering these
value propositions to the chosen market
segments monitoring the value actually delivered.

For this process to be effective, we have also
seen that organizations need to be consumer/
customer-driven.

A map of this process is shown in Figure 5.1.
This process is clearly cyclical, in that monitoring
the value delivered will update the organization’s
understanding of the value that is required by its
customers. The cycle is predominantly an annual
one, with a marketing plan documenting the out-
put from the ‘understand value’ and ‘determine
value proposition’ processes, but equally changes

throughout the year may involve fast iterations
around the cycle to respond to particular opportun-
ities or problems.

It is well known that not all of the value
proposition delivering processes will be under
the control of the marketing department, whose
role varies considerably between organizations.

The marketing department is likely to be
responsible for the first two processes, ‘Understand
value’ and ‘Determine value proposition’, although
even these need to involve numerous functions,
albeit co-ordinated by specialist marketing person-
nel. The ‘Deliver value’ process is the role of the
whole company, including, for example, product
development, manufacturing, purchasing, sales
promotion, direct mail, distribution, sales and cus-
tomer service. The marketing department will also
be responsible for monitoring the effectiveness of
the value delivered.

The various choices made during this market-
ing process are constrained and informed not just
by the outside world, but also by the organization’s
asset base. Whereas an efficient new factory with
much spare capacity might underpin a growth
strategy in a particular market, a factory running at
full capacity would cause more reflection on
whether price should be used to control demand,
unless the potential demand warranted further cap-
ital investment. As well as physical assets, choices
may be influenced by financial, human resources,
brand and information technology assets, to name
just a few.
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Thus, it can be seen that the first two boxes are
concerned with strategic marketing planning
processes (in other words, developing market
strategies), whilst the third and fourth boxes are
concerned with the actual delivery in the market of
what was planned and then measuring the effect.

Input to this process will commonly include:

� the corporate mission and objectives, which will
determine which particular markets are of
interest;

� external data such as market research;
� internal data which flow from ongoing operations.

Also, it is necessary to define the markets the
organization is in, or wishes to be in, and how these
divide into segments of customers with similar
needs. The choice of markets will be influenced by
the corporate objectives as well as the asset base.
Information will be collected about the markets,
such as the market’s size and growth, with esti-
mates for the future.

The map is inherently cross-functional.
‘Deliver value proposition’, for example, involves
every aspect of the organization, from new prod-
uct development through inbound logistics and
production to outbound logistics and customer
service.

The map represents best practice, not com-
mon practice. Many aspects of the map are not
explicitly addressed by well-embedded processes,
even in sophisticated companies.

Also, the map is changing. One-to-one com-
munications and principles of relationship mar-
keting demand a radically different sales process
from that traditionally practised. Hence exploiting
new media such as the Internet requires a substan-
tial shift in thinking, not just changes to IT and
hard processes. An example is illuminating.
Marketing managers at one company related to us
their early experience with a website which was
enabling them to reach new customers consider-
ably more cost-effectively than their traditional
sales force. When the website was first launched,
potential customers were finding the company on
the Web, deciding the products were appropriate
on the basis of the website, and sending an e-mail
to ask to buy. So far so good. But stuck in a trad-
itional model of the sales process, the company
would allocate the ‘lead’ to a salesperson, who
would phone up and make an appointment per-
haps 3 weeks’ hence. The customer would by now
probably have moved on to another online sup-
plier who could sell the product today, but those

that remained were subjected to a sales pitch
which was totally unnecessary, the customer hav-
ing already decided to buy. Those that were not
put off would proceed to be registered as able to
buy over the Web, but the company had lost the
opportunity to improve its margins by using the
sales force more judiciously. In time the company
realized its mistake: unlike those prospects which
the company identified and contacted, which
might indeed need ‘selling’ to, many new Web
customers were initiating the dialogue themselves,
and simply required the company to respond
effectively and rapidly. The sales force was increas-
ingly freed up to concentrate on major clients and
on relationship building.

Having put marketing planning into the con-
text of marketing and other corporate functions, we
can now turn specifically to the marketing plan-
ning process, how it should be done and what the
barriers are to doing it effectively. We are, of course,
referring specifically to the second box in Figure
5.1. See Chapters 11 and 27 for more detail on
market segmentation.

Part 1 The marketing planning
process

Most managers accept that some kind of procedure
for marketing planning is necessary. Accordingly
they need a system which will help them to think in
a structured way and also make explicit their intui-
tive economic models of the business. Unfortu-
nately, very few companies have planning systems
which possess these characteristics. However, those
that do tend to follow a similar pattern of steps.

Figure 5.2 illustrates the several stages that
have to be gone through in order to arrive at a mar-
keting plan. This illustrates the difference between
the process of marketing planning and the actual
plan itself, which is the output of the process.

Experience has shown that a marketing plan
should contain:

� A mission statement.
� A financial summary.
� A brief market overview.
� A summary of all the principal external factors

which affected the company’s marketing
performance during the previous year, together
with a statement of the company’s strengths and
weaknesses vis-à-vis the competition.This is what
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we call SWOT (strengths, weaknesses,
opportunities, threats) analyses.

� Some assumptions about the key determinants of
marketing success and failure.

� Overall marketing objectives and strategies.
� Programmes containing details of timing,

responsibilities and costs, with sales forecasts and
budgets.

Each of the stages illustrated in Figure 5.2 will be
discussed in more detail later in this chapter. The
dotted lines joining up stages 5–8 are meant to
indicate the reality of the planning process, in
that it is likely that each of these steps will have to
be gone through more than once before final pro-
grammes can be written.

Although research has shown these marketing
planning steps to be universally applicable, the
degree to which each of the separate steps in the
diagram needs to be formalized depends to a large
extent on the size and nature of the company. For
example, an undiversified company generally uses
less formalized procedures, since top management
tends to have greater functional knowledge and

expertise than subordinates, and because the lack
of diversity of operations enables direct control to
be exercised over most of the key determinants of
success. Thus, situation reviews, the setting of mar-
keting objectives, and so on, are not always made
explicit in writing, although these steps have to be
gone through.

In contrast, in a diversified company, it is
usually not possible for top management to have
greater functional knowledge and expertise than
subordinate management, hence planning tends
to be more formalized in order to provide a con-
sistent discipline for those who have to make the
decisions throughout the organization.

Either way, there is now a substantial body of
evidence to show that formalized planning pro-
cedures generally result in greater profitability
and stability in the long term and also help to
reduce friction and operational difficulties within
organizations.

Where marketing planning has failed, it has
generally been because companies have placed too
much emphasis on the procedures themselves and
the resulting paperwork, rather than on generating
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7. Estimate expected results
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9. Budget

10. First-year detailed implementation programme

Figure 5.2 The 10 steps of the strategic marketing planning process



information useful to and consumable by manage-
ment. But more about reasons for failure later. For
now, let us look at the marketing planning process
in more detail, starting with the marketing audit.

What is a marketing audit?
Any plan will only be as good as the information
on which it is based, and the marketing audit is the
means by which information for planning is organ-
ized. There is no reason why marketing cannot be
audited in the same way as accounts, in spite of its
more innovative, subjective nature. A marketing
audit is a systematic appraisal of all the external
and internal factors that have affected a company’s
commercial performance over a defined period.

Given the growing turbulence of the business
environment and the shorter product life cycles
that have resulted, no one would deny the need to
stop at least once a year at a particular point in the
planning cycle to try to form a reasoned view of
how all the many external and internal factors have
influenced performance.

Sometimes, of course, a company will con-
duct a marketing audit because it is in financial
trouble. At times like these, management often
attempts to treat the wrong symptoms, most fre-
quently by reorganizing the company. But such
measures are unlikely to be effective if there are
more fundamental problems which have not been
identified. Of course, if the company survived for
long enough, it might eventually solve its prob-
lems through a process of elimination. Essentially,
though, the argument is that the problems have
first to be properly defined. The audit is a means of
helping to define them.

Two kinds of variable
Any company carrying out an audit will be faced
with two kinds of variable. There is the kind over
which the company has no direct control, for
example economic and market factors. Second,
there are those over which the company has com-
plete control, the operational variables, which are
usually the firm’s internal resources. This division
suggests that the best way to structure an audit is in
two parts, external and internal. Table 5.1 shows
areas which should be investigated under both
headings. Each should be examined with a view to
building up an information base relevant to the
company’s performance.

Many people mistakenly believe that the
marketing audit should be some kind of final

attempt to define a company’s marketing prob-
lems, or, at best, something done by an independ-
ent body from time to time to ensure that a
company is on the right track. However, many
highly successful companies, as well as using nor-
mal information and control procedures and mar-
keting research throughout the year, start their
planning cycle each year with a formal, audit-type
process, of everything that has had an important
influence on marketing activities. Certainly, in
many leading consumer goods companies, the
annual self-audit approach is a tried and tested
discipline.

Occasionally, it may be justified for outside
consultants to carry out the audit in order to check
that the company is getting the most out of its
resources. However, it seems an unnecessary
expense to have this done every year.

Objections to line managers doing their own
audits usually centre around the problem of time
and objectivity. In practice, a disciplined approach
and thorough training will help. But the discipline
must be applied from the highest to the lowest
levels of management if the tunnel vision that often
results from a lack of critical appraisal is to be
avoided.

Where relevant, the marketing audit should
contain life cycles for major products and for mar-
ket segments, for which the future shape will be
predicted using the audit information. Also, major
products and markets should be plotted on some
kind of matrix to show their current competitive
position.

The next question is: what happens to the
results of the audit? Some companies consume
valuable resources carrying out audits that pro-
duce very little in the way of results. The audit is
simply a database, and the task remains of turning
it into intelligence, that is, information essential to
decision making.

It is often helpful to adopt a regular format for
the major findings. One way of doing this is in the
form of a SWOT analysis. This is a summary of the
audit under the headings of internal strengths and
weaknesses as they relate to external opportunities
and threats. There will be a number of SWOT
analyses for each major product for market to be
included in the marketing plan.

The section containing SWOT analyses should,
if possible, contain no more than four or five pages
of commentary, focusing only on key factors. It
should highlight internal strengths and weak-
nesses measured against the competition’s, and key
external opportunities and threats. A summary of
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reasons for good or bad performance should be
included. It should be interesting to read, contain
concise statements, include only relevant and
important data and give greater emphasis to cre-
ative analysis.

It is important to remember at this stage that
we are merely describing the process of marketing
planning as outlined in Figure 5.2. The format of
the strategic marketing plan itself (i.e. what should
actually appear in the written plan) is given in
Table 5.2 (p. 87).

Having completed the marketing audit and
SWOT analyses, fundamental assumptions on
future conditions have to be made. It would be no
good receiving plans from two product managers,
one of whom believed the market was going to
increase by 10 per cent and the other who believed
it was going to decline by 10 per cent.

An example of a written assumption might be:
‘With respect to the company’s industrial climate, it is

assumed that over-capacity will increase from 105 to 115
per cent as new industrial plants come into operation,
price competition will force price levels down by 10 per
cent across the board; a new product will be introduced
by our major competitor before the end of the second
quarter.’ Assumptions should be few in number. If a
plan is possible irrespective of the assumptions
made, then the assumptions are unnecessary.

Setting marketing objectives and
strategies

The next step is the writing of marketing object-
ives and strategies. This is the key to the whole
process and undoubtedly the most important and
difficult of all stages. If this is not done properly,
everything that follows is of little value.

It is an obvious activity to follow on with,
since a thorough review, particularly of its markets,
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Table 5.1 Conducting an audit

External audit Internal audit

Business and economic environment Own company
Economic political, fiscal, legal, social, cultural Sales (total, by geographical location, by industrial 
Technological type, by customer, by product)
Intra-company Market shares

Profit margins, costs
The market Marketing
Total market, size, growth and trends (value volume) information
Market research

characteristics, developments and trends; products, Marketing mix
prices, physical distribution, channels, customers, variables: product management, price,
consumers, communication, industry practices distribution, promotion, operations and 

resources
Key strengths and weaknesses

Competition
Major competitors
Size
Market share coverage
Market standing and reputation
Production capabilities
Distribution policies
Marketing methods
Extent of diversification
Personnel issues
International links
Profitability



should enable the company to determine
whether it will be able to meet the long range
financial targets with its current range of prod-
ucts. Any projected gap has to be filled by new
product development or market extension.

The important point to make is that this is
the stage in the planning cycle at which a compro-
mise has to be reached between what is wanted by
various departments and what is practicable, given
all the constraints upon the company. At this
stage, objectives and strategies should be set 
for 3 years ahead, or for whatever the planning 
horizon is.

An objective is what you want to achieve, a
strategy is how you plan to achieve it. Thus, there
can be objectives and strategies at all levels in mar-
keting, such as for service levels, for advertising,
for pricing and so on.

The important point to remember about
marketing objectives is that they are concerned
solely with products and markets. Common sense
will confirm that it is only by selling something 
to someone that the company’s financial goals
can be achieved; pricing and service levels 
are the means by which the goals are achieved.
Thus, pricing, sales promotion and advertising

objectives should not be confused with market-
ing objectives.

The latter are concerned with one or more of
the following:

� Existing products in existing markets.
� New products for existing markets.
� Existing products for new markets.
� New products for new markets.

They should be capable of measurement, other-
wise they are not worthwhile. Directional terms,
such as ‘maximize’, ‘minimize’, ‘penetrate’ and
‘increase’ are only acceptable if quantitative meas-
urement can be attached to them. Measurement
should be in terms of sales volume, value, market
share, percentage penetration of outlet and so on.

Marketing strategies, the means by which
the objectives will be achieved, are generally con-
cerned with the ‘four Ps’:

1 Product: deletions, modifications, additions,
designs, packaging, etc.

2 Price: policies to be followed for product groups
in market segments.
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Table 5.2 What should appear in a strategic marketing plan

1 Start with a mission statement.
2 Here, include a financial summary which illustrates graphically revenue and profit for the full planning

period.
3 Now do a market overview:

Has the market declined or grown?
How does it break down into segments?
What is your share of each?
Keep it simple. If you do not have the facts, make estimates. Use life cycles, bar charts and pie charts to
make it all crystal clear.

4 Now identify the key segments and do a SWOT analysis for each one:
Outline the major external influences and their impact on each segment.
List the key factors for success.These should be less than five.
Give an assessment of the company’s differential strengths and weaknesses compared with those of it
competitors. Score yourself and your competitors out of 10 and then multiply each score by a
weighting factor for each critical success factor (e.g. CSF 1 � 60, CSF 2 � 25, CSF 3 � 10, CSF 4 � 5).

5 Make a brief statement about the key issues that have to be addressed in the planning period.
6 Summarize the SWOTs using a portfolio matrix in order to illustrate the important relationships

between your key products and markets.
7 List your assumptions.
8 Set objectives and strategies.
9 Summarize your resource requirements for the planning period in the form of a budget.



3 Place: distribution channels and customer service
levels.

4 Promotion: communicating with customers under
the relevant headings, that is, advertising, sales
force, sales promotion, public relations,
exhibitions, direct mail, etc.

There is some debate about whether or not the
four Ps are adequate to describe the marketing mix.
Some academics advocate that people, procedures
and almost anything else beginning with ‘P’ should
be included. However, we believe that these ‘new’
factors are already subsumed in the existing four Ps.

Estimate expected results, identify
alternative plans and mixes

Having completed this major planning task, it is
normal at this stage to employ judgement, experi-
ence, field tests and so on to test out the feasibility
of the objectives and strategies in terms of market
share, sales, costs and profits. It is also at this stage
that alternative plans and mixes are normally 
considered.

General marketing strategies should now be
reduced to specific objectives, each supported by
more detailed strategy and action statements. 
A company organized according to functions might
have an advertising plan, a sales promotion plan
and a pricing plan. A product-based company
might have a product plan, with objectives, strat-
egies and tactics for price, place and promotion, as
required. A market or geographically based com-
pany might have a market plan, with objectives,
strategies and tactics for the four Ps, as required.
Likewise, a company with a few major customers
might have a customer plan. Any combination 
of the above might be suitable, depending on 
circumstances.

There is a clear distinction between strategy
and detailed implementation of tactics. Marketing
strategy reflects the company’s best opinion as to
how it can most profitably apply its skills and
resources to the marketplace. It is inevitably broad
in scope. The plan which stems from it will spell
out action and timings and will contain the detailed
contribution expected from each department.

There is a similarity between strategy in busi-
ness and the development of military strategy. One
looks at the enemy, the terrain, the resources under
command, and then decides whether to attack the
whole front, an area of enemy weakness, to feint in
one direction while attacking in another or to
attempt an encirclement of the enemy’s position.

The policy and mix, the type of tactics to be used
and the criteria for judging success, all come under
the heading of strategy. The action steps are tactics.

Similarly, in marketing, the same commit-
ment, mix and type of resources as well as tactical
guidelines and criteria that must be met, all come
under the heading of strategy. For example, the
decision to use distributors in all but the three
largest market areas, in which company sales people
will be used, is a strategic decision. The selection of
particular distributors is a tactical decision.

The following list of marketing strategies (in
summary form) cover the majority of options open
under the headings of the four Ps:

1 Product:
� Expand the line.
� Change performance, quality or features.
� Consolidate the line.
� Standardize design.
� Positioning.
� Change the mix.
� Branding.

2 Price:
� Change price, terms or conditions.
� Skimming policies.
� Penetration policies.

3 Promotion:
� Change advertising or promotion.
� Change selling.

4 Place:
� Change delivery or distribution.
� Change service.
� Change channels.
� Change the degree of forward integration.

Formulating marketing strategies is one of
the most critical and difficult parts of the entire
marketing process. It sets the limit of success.
Communicated to all management levels, it indi-
cates what strengths are to be developed, what
weaknesses are to be remedied and in what manner.
Marketing strategies enable operating decisions
to bring the company into the right relationship
with the emerging pattern of market opportun-
ities which previous analysis has shown to offer
the highest prospect of success.

The budget
This is merely the cost of implementing the strat-
egies over the planning period and will obviously
be deducted from the net revenue, giving a mar-
keting contribution. There may be a number of
iterations of this stage.
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The first year detailed implementation
programme

The first year of the strategic marketing plan is now
converted into a detailed scheduling and costing
out of the specific actions required to achieve the
first year’s budget.

What should appear in a strategic
marketing plan?

A written marketing plan is the back-drop against
which operational decisions are taken.

Consequently, too much detail should be
avoided. Its major function is to determine where
the company is, where it wants to go and how it
can get there. It lies at the heart of a company’s 
revenue-generating activities, such as the timing 
of the cash flow and the size and character of the
labour force. What should actually appear in a
written strategic marketing plan is shown in Table
5.2. This strategic marketing plan should be distrib-
uted only to those who need it, but it can only be an
aid to effective management. It cannot be a substi-
tute for it.

It will be obvious from Table 5.2 that not only
does budget setting become much easier and more
realistic, but the resulting budgets are more likely
to reflect what the whole company wants to
achieve, rather than just one department.

The problem of designing a dynamic system
for setting budgets is a major challenge to the mar-
keting and financial directors of all companies. The
most satisfactory approach would be for a market-
ing director to justify all marketing expenditure
from a zero base each year against the tasks to be
accomplished. If these procedures are followed, a
hierarchy of objectives is built in such a way that
every item of budgeted expenditure can be related
directly back to the initial financial objectives.

For example, if sales promotion is a major
means of achieving an objective, when a sales
promotion item appears in the programme, it has
a specific purpose which can be related back to a
major objective. Thus every item of expenditure
is fully accounted for.

Marketing expense can be considered to be all
costs that are incurred after the product leaves the
‘factory’, apart from those involved in physical
distribution. When it comes to pricing, any form of
discounting that reduces the expected gross
income – such as promotional or quantity dis-
counts, over-riders, sales commission and unpaid

invoices – should be given the most careful atten-
tion as marketing expenses. Most obvious market-
ing expenses will occur, however, under the
heading of promotion, in the form of advertising,
sales salaries and expenses, sales promotion and
direct mail costs.

The important point about the measurable
effects of marketing activity is that anticipated
levels should result from careful analysis of what
is required to take the company towards its goals,
while the most careful attention should be paid to
gathering all items of expenditure under appro-
priate headings. The healthiest way of treating
these issues is through zero-based budgeting.

We have just described the strategic marketing
plan and what it should contain. The tactical mar-
keting plan layout and content should be similar,
but the detail is much greater, as it is for 1 year only.

Requisite strategic marketing planning
Many companies with financial difficulties have
recognized the need for a more structured
approach to planning their marketing and have
opted for the kind of standardized, formalized
procedures written about so much in textbooks.
Yet, these rarely bring any benefits and often
bring marketing planning itself into disrepute.

It is quite clear that any attempt at the intro-
duction of formalized marketing planning requires
a change in a company’s approach to managing its
business. It is also clear that unless a company rec-
ognizes these implications, and plans to seek ways
of coping with them, formalized strategic planning
will be ineffective.

Research has shown that the implications are
principally as follows:

1 Any closed-loop planning system (but especially
one that is essentially a forecasting and budgeting
system) will lead to dull and ineffective marketing.
Therefore, there has to be some mechanism for
preventing inertia from setting in through the
over-bureaucratization of the system.

2 Planning undertaken at the functional level of
marketing, in the absence of a means of
integration with other functional areas of the
business at general management level, will be
largely ineffective.

3 The separation of responsibility for operational
and strategic planning will lead to a divergence of
the short-term thrust of a business at the
operational level from the long-term objectives of
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the enterprise as a whole.This will encourage
preoccupation with short-term results at
operational level, which normally makes the firm
less effective in the longer term.

4 Unless the chief executive understands and takes
an active role in strategic marketing planning, it
will never be an effective system.

5 A period of up to 3 years is necessary (especially
in large firms) for the successful introduction of
an effective strategic marketing planning system.

Marketing planning systems design
and implementation

While the actual process of marketing planning is
simple in outline, a number of contextual issues
have to be considered that make marketing plan-
ning one of the most baffling of all management
problems. The following are some of those issues:

� When should it be done, how often, by whom,
and how?

� Is it different in a large and a small company?
� Is it different in a diversified and an undiversified

company?
� What is the role of the chief executive?
� What is the role of the planning department?
� Should marketing planning be top-down or

bottom-up?
� What is the relationship between operational 

(1 year) and strategic (longer-term) planning?

Let us be dogmatic about requisite planning
levels. First, in a large diversified group, irrespect-
ive of such organizational issues, anything other
than a systematic approach approximating to a
formalized marketing planning system is unlikely
to enable the necessary control to be exercised over
the corporate identity. Second, unnecessary plan-
ning, or over-planning, could easily result from an
inadequate or indiscriminate consideration of the
real planning needs at the different levels in the
hierarchical chain. Third, as size and diversity
grow, so the degree of formalization of the market-
ing planning process must also increase. This can
be simplified in the form of a matrix, Figure 5.3.

It has been found that the degree of formal-
ization increases with the evolving size and diver-
sity of operations (see Figure 5.3). However, while
the degree of formalization will change, the need
for an effective marketing planning system does
not. The problems that companies suffer, then, are
a function of either the degree to which they have

a requisite marketing planning system or the
degree to which the formalization of their system
grows with the situational complexities attendant
upon the size and diversity of operations.

Figure 5.4 shows four key outcomes that mar-
keting planning can evoke. It can be seen that sys-
tems 1, 3 and 4 (i.e. where the individual is totally
subordinate to a formalized system, or where there
is neither system nor creativity), are less successful
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than system 2, in which the individual is allowed to
be entrepreneurial within a total system. System 2,
then, will be an effective marketing planning sys-
tem, but one in which the degree of formalization
will be a function of company size and diversity.

One of the most encouraging findings to
emerge from research is that the theory of market-
ing planning is universally applicable. While the
planning task is less complicated in small, undi-
versified companies and there is less need for for-
malized procedures than in large, diversified
companies, the fact is that exactly the same frame-
work should be used in all circumstances, and that
this approach brings similar benefits to all.

How far ahead should we plan?
It is clear that 1- and 3-year planning periods are by
far the most common. Lead time for the initiation of
major new product innovations, the length of time
necessary to recover capital investment costs, the
continuing availability of customers and raw mater-
ials and the size and usefulness of existing plant and
buildings are the most frequently mentioned rea-
sons for having a 3-year planning horizon.

Many companies, however, do not give suffi-
cient thought to what represents a sensible planning
horizon for their particular circumstances. A 5-year
time span is clearly too long for some companies,
particularly those with highly versatile machinery
operating in volatile fashion-conscious markets.
The effect of this is to rob strategic plans of reality.

The conclusion to be reached is that there is a
natural point of focus into the future beyond
which it is pointless to look. This point of focus is
a function of the relative size of a company. Small
companies, because of their size and the way they
are managed, tend to be comparatively flexible in
the way in which they can react to environmental
turbulence in the short term. Large companies, on
the other hand, need a much longer lead time in
which to make changes in direction. Consequently,
they tend to need to look further into the future
and to use formalized systems for this purpose so
that managers throughout the organization have a
common means of communication.

How the marketing planning process
works

As a basic principle, strategic marketing planning
should take place as near to the marketplace as
possible in the first instance, but such plans should

then be reviewed at higher levels within an organ-
ization to see what issues may have been over-
looked.

It has been suggested that each manager in
the organization should complete an audit and
SWOT analysis on his or her own area of responsi-
bility. The only way that this can work in practice
is by means of a hierarchy of audits. The principle
is simply demonstrated in Figure 5.5. This figure
illustrates the principle of auditing at different
levels within an organization. The marketing audit
format will be universally applicable. It is only the
detail that varies from level to level and from com-
pany to company within the same group.

Figure 5.6 illustrates the total corporate stra-
tegic and planning process. This time, however, 
a time element is added, and the relationship
between strategic planning briefings, long-term
corporate plans and short-term operational plans
is clarified. It is important to note that there are
two ‘open-loop’ points on this last diagram. These
are the key times in the planning process when a
subordinate’s views and findings should be sub-
jected to the closest examination by his or her
superior. It is by taking these opportunities that
marketing planning can be transformed into the
critical and creative process it is supposed to be
rather than the dull, repetitive ritual it so often
turns out to be.

Since in anything but the smallest of undi-
versified companies it is not possible for top man-
agement to set detailed objectives for operating
units, it is suggested that at this stage in the plan-
ning process strategic guidelines should be issued.
One way of doing this is in the form of a strategic
planning letter. Another is by means of a personal
briefing by the chief executive at ‘kick-off’ meet-
ings. As in the case of the audit, these guidelines
would proceed from the broad to the specific, and
would become more detailed as they progressed
through the company towards operating units.

These guidelines would be under the head-
ings of financial, manpower and organization,
operations and, of course, marketing.

Under marketing, for example, at the highest
level in a large group, top management may ask
for particular attention to be paid to issues such as
the technical impact of microprocessors on electro-
mechanical component equipment, leadership
and innovation strategies, vulnerability to attack
from the flood of Japanese, Korean and Third
World products and so on. At operating company
level, it is possible to be more explicit about target
markets, product development and the like.
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Part I Conclusions
In concluding this section, we must stress that there
can be no such thing as an off-the-peg marketing
planning system and anyone who offers one must
be viewed with great suspicion. In the end, strategic
marketing planning success comes from an endless
willingness to learn and to adapt the system to the
people and the circumstances of the firm. It also

comes from a deep understanding about the nature
of marketing planning, which is something that, in
the final analysis, cannot be taught.

However, strategic marketing planning
demands that the organization recognizes the chal-
lenges that face it and their effect on its potential for
future success. It must learn to focus on customers
and their needs at all times and explore every
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avenue which may provide it with a differential
advantage over its competitors.

The next section looks at some guidelines
which lead to effective marketing planning.

Part 2 Guidelines for effective 
marketing planning

Although innovation remains a major ingredient
in commercial success, there are nevertheless other

challenges which companies must overcome if
they wish to become competitive marketers. While
their impact may vary from company to com-
pany, challenges such as the pace of change, the
maturity of markets and the implications of glob-
alization need to be given serious consideration.
Some of the more obvious challenges are shown
in Table 5.3.

To overcome these challenges the following
guidelines are recommended to help the marketer
to focus on effective marketing strategies.
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Table 5.3 Change and the challenge to marketing

Nature of change Marketing challenges

Pace of change
� Compressed time horizons � Ability to exploit markets more rapidly
� Shorter product life cycles � More effective new product development
� Transient customer preferences � Flexibility in approach to markets

� Accuracy in demand forecasting
� Ability to optimize price setting

Process thinking
� Move to flexible manufacturing and control systems � Dealing with micro-segmentation
� Materials substitution � Finding ways to shift from single transaction
� Developments in microelectronics and robotization focus to the forging of long-term relationships
� Quality focus � Creating greater customer commitment

Market maturity
� Over-capacity � Adding value leading to differentiation 
� Low margins � New market creation and stimulation
� Lack of growth
� Stronger competition
� Trading down
� Cost-cutting

Customer’s expertise and power
� More demanding � Finding ways of getting closer to the customer
� Higher expectations � Managing the complexities of multiple market 
� More knowledgeable channels
� Concentration of buying power
� More sophisticated buyer behaviour

Internationalization of business
� More competitors � Restructuring of domestic operations to 
� Stronger competition compete internationally
� Lower margins � Becoming customer-focused in larger and more 
� More customer choice disparate markets
� Larger markets
� More disparate customer needs
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Guideline 1 Understanding the sources of competitive advantage

Twelve guidelines for effective
marketing

1 Understanding the sources of
competitive advantage
Guideline 1 (p. 94) shows a universally recognized
list of sources of competitive advantage. For small
firms, they are more likely to be the ones listed on
the left. It is clearly possible to focus on highly indi-
vidual niches with specialized skills and to develop
customer–focused relationships to an extent not
possible for large organizations. Flexibility is also a
potential source of competitive advantage.

Wherever possible, all organizations should
seek to avoid competing with an undifferentiated
product or service in too broad a market.

The author frequently has to emphasize to
those who seek his advice that without something
different to offer (required by the market, of

course!), they will continue to struggle and will
have to rely on the crumbs that fall from the tables
of others. This leads on to the second point.

2 Understanding differentiation
Guideline 2 takes this point a little further and
spells out the main sources of differentiation. One
in particular, superior service, has increasingly
become a source of competitive advantage. Com-
panies should work relentlessly towards the differ-
ential advantage that these will bring. Points 1 and
2 have been confirmed by results from a 1994 sur-
vey of over 8000 small- and medium-sized enter-
prises (SMEs).

3 Understanding the environment
Guideline 3 spells out what is meant by the term
environment in the context of companies. There is
now an overwhelming body of evidence to show

SUPERIOR
POSITION

•  Costs
•  Differentiation
•  Protected niche

SUPERIOR
SKILLS

SUPERIOR
RESOURCES

•  Specialized knowledge 
•  Customer orientation 
•  Trade relationships 
•  Technical expertise 
•  Flexible organization

•  Coverage 
•  Economies of scale 
•  Financial experience 
•  Share experience 
•  Global/international

Guideline 2 Understanding differentiation

• Superior product quality
• Innovative product features
• Unique product or service
• Strong brand name
• Superior service (speed, responsiveness, ability to solve problems)
• Wide distribution coverage

Continuously strive to serve customer needs more effectively
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Guideline 3 Understanding the environment 
(opportunities and threats)

1 MACRO ENVIRONMENT
• Political/regulatory
• Economic
• Technological
• Societal

2 MARKET/INDUSTRY ENVIRONMENT
• Market size and potential
• Customer behaviour
• Segmentation
• Suppliers
• Channels
• Industry practices
• Industry profitability

Carry out a formal marketing audit.

that it is failure to monitor the hostile environmen-
tal changes that is the biggest cause of failure in
both large and small companies. Had anyone pre-
dicted that IBM would lose billions of dollars during
the last decade, they would have been derided. Yet
it was the failure of IBM to respond sufficiently
quickly to the changes taking place around them
that caused their recent problems.

Clearly, marketing has a key role to play in
the process. For all organizations, this means
devoting at least some of the key executives’ time
and resources to monitoring formally the changes
taking place about them. Guidelines 3, 4 and 5
comprise the research necessary to complete a
marketing audit. This leads on naturally to the
next point.

4 Understanding competitors
Guideline 4 is merely an extension of the marketing
audit. Suffice it to say that if any organization, big
or small, does not know as much about its close
competitors as it knows about itself, it should not
be surprised if it fails to stay ahead.

5 Understanding strengths and
weaknesses
Guideline 5 sets out potential sources of differen-
tiation for an organization. It represents a fairly
comprehensive audit of the asset base. Together
with written summaries of the other two sections of
the marketing audit (Guidelines 3 and 4), there
should be a written summary of all the conclusions.

Guideline 4 Understanding competitors

• Direct competitors
• Potential competitors
• Substitute products
• Forward integration by suppliers
• Backward integration by customers
• Competitors’ profitability
• Competitors’ strengths and weaknesses

Develop a structured competitor monitoring process. Include the results in the marketing audit.



If the sources of the company’s own compet-
itive advantage cannot be summarized on a cou-
ple of sheets of paper, the audit has not been done
properly. If this is the case, the chances are that
the organization is relying on luck. Alas, luck has
a habit of being somewhat fickle!

6 Understanding market 
segmentation
Guideline 6 looks somewhat technical and even
esoteric, at first sight. Nonetheless, market seg-
mentation is one of the key sources of commercial
success and needs to be taken seriously by all
organizations, as the days of the easy marketability
of products and services have long since disap-
peared for all but a lucky few.

The ability to recognize groups of customers
who share the same, or similar, needs has always
come much easier to SMEs than to large organiza-
tions. The secret of success, of course, is to change
the offer in accordance with changing needs and

not to offer exactly the same product or service to
everyone – the most frequent product-oriented
mistake of large organizations. Closely connected
with this is the next point.

7 Understanding the dynamics of
product/market evolution
Although at first sight Guideline 7 looks as if it
applies principally to large companies, few will
need reminding of the short-lived nature of many
retailing concepts, such as the boutiques of the
late 1980s. Those who clung doggedly onto a con-
cept that had had its day lived to regret it.

Few organizations today will need to be
reminded of the transitory nature of their business
success.

8 Understanding a portfolio of
products and markets
Guideline 8 suggests plotting either products/
services or markets (or, in some cases, customers)
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Guideline 5 Understanding strengths and weaknesses

Carry out a formal position audit of your own product/market position in each segment in which
you compete, particularly of your own ability to:

• Conceive/design
• Buy
• Produce
• Distribute
• Market
• Service
• Finance
• Manage
• Look for market opportunities where you can utilize your strengths

Include the results in the marketing audit.

Guideline 6 Understanding market segmentation

• Not all customers in a broadly-defined market have the same needs.
• Positioning is easy. Market segmentation is difficult. Positioning problems stem from poor segmentation.
• Select a segment and serve it. Do not straddle segments and sit between them.

1 Understand how your market works (market structure)
2 List what is bought (including where, when, how, applications)
3 List who buys (demographics; psychographics).
4 List why they buy (needs, benefits sought)
5 Search for groups with similar needs.



on a vertical axis in descending order of market
attractiveness. (The potential of each for the
achievement of organizational and commercial
aims and objectives should be used as a criterion
as, clearly, they cannot all be equal.) The organiza-
tion will obviously have a greater or lesser strength
in serving each of these ‘markets’, and this will

determine their competitive position. For each
location on the graph, a circle, representing the size
of current sales, should be drawn.

The graph is divided into a four-box matrix,
and each box assessed by management as suggested
in the figure. This will give a reasonably accurate
‘picture’ of the business at a glance and will 
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Guideline 7 Understanding the dynamics of product/market evolution

The biological analogy of birth, growth, maturity and decline is apt. Corporate behaviour, particu-
larly in respect of the marketing mix, must evolve with the market. Share-building in mature mar-
kets is difficult and often results in lower prices. Those with lower costs have an advantage at the
stage of maturity. Life cycles will be different between segments.

Costs

Time

Guideline 8 Understanding a portfolio of products and markets

You cannot be all things to all people. A deep understanding of portfolio analysis will enable you
to set appropriate objectives and allocate resources effectively. Portfolio logic arrays competitive
position against market attractiveness in a matrix form.

Box 1 Maintain and manage for sustained earnings
Box 2 Invest and build for growth
Box 3 Selectively invest
Box 4 Manage for cash

High

High

Low

Market
attractiveness

Competitive
position

Low

1

2 3

4



indicate whether or not it is a well-balanced port-
folio. Too much business in any one box should
be regarded as dangerous.

9 Setting clear strategic priorities and
sticking to them
Guideline 9 suggests writing down the results in
the form of a strategic marketing plan with all
those benefits outlined in Part 1 of this chapter.

Commercial history has demonstrated that
any fool can spell out the financial results they
wish to achieve. But it takes intellect to spell out
how they are to be achieved. This implies setting
clear strategic priorities and sticking to them.

10 Understanding customer
orientation
Guideline 10 will be familiar to all successful com-
panies. Quality standards, such as ISO 9001 and
the like, although useful for those with operations
such as production processes, have, in the past,
had little to do with real quality, which, of course,
can only be seen through the eyes of the customer.

(It is obvious that making something perfectly is
something of a pointless exercise if no one buys it.)

It is imperative today to monitor customer
satisfaction, so this should be done continuously,
for it is clearly the only real arbiter of quality.

11 Being professional
Guideline 11 sets out some of the marketing skills
essential to continuous success. Professional man-
agement skills, particularly in marketing, are
becoming the hallmark of commercial success in
the late 1990s and the early twenty-first century.
There are countless professional development skills
courses available today. Alas, many directors con-
sider themselves too busy to attend, which is an
extremely short-sighted attitude. Entrepreneurial
skills, combined with hard-edged management
skills, will see any company through the turbu-
lence of today’s markets.

12 Giving leadership
Guideline 12 sets out the final factor of success in
the 1990s – leadership. Charismatic leadership,
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Guideline 9 Setting clear strategic priorities and sticking to them

• Focus your best resources on the best opportunities for achieving continuous growth in sales and
profits.

• This means having a written strategic marketing plan for 3 years containing:
• A mission statement
• A financial summary
• A market overview
• A SWOT on key segments
• A portfolio summary
• Assumptions
• Marketing objectives and strategies
• A budget

• This strategic plan can then be converted into a detailed 1-year plan.
• To do this, an agreed marketing planning process will be necessary.
• Focus on key performance indicators with an unrelenting discipline.

Guideline 10 Understanding customer orientation

• Develop customer orientation in all functions. Ensure that every function understands that they are
there to serve the customer, not their own narrow functional interests.

• This must be driven from the board downwards.
• Where possible, organize in cross-functional teams around customer groups and core processes.
• Make customers the arbiter of quality.



however, without the 11 other pillars of success,
will be to no avail. Few will need reminding of
the charisma of Maxwell, Halpern, Saunders and
countless others during the past decade. Charisma,
without something to sell that the market values,
will ultimately be pointless. It is, however, still an
important ingredient in success.

Part 2 Conclusions
Lest readers should think that these 12 guidelines
for success are a figment of the imagination, there
is much recent research to suggest otherwise. The
four ingredients listed in Figure 5.7 are common
to all commercially successful organizations, irre-
spective of their national origin.

From this it can be seen, first, that the core
product or service on offer has to be excellent.

Secondly, operations have to be efficient and,
preferably, state-of-the-art.

Thirdly, research stresses the need for cre-
ativity in leadership and personnel, something
frequently discouraged by excessive bureaucracy
in large organizations.

Finally, excellent companies do professional
marketing. This means that the organization 

continuously monitors the environment, the mar-
ket, competitors and its own performance against
customer-driven standards and produces a strate-
gic marketing plan which sets out the value that
everyone in the organization has to deliver.

Part 3 Barriers to marketing planning

As we have seen, the marketing planning process is
quite rational and proposes nothing which, on the
surface at least, is risky or outrageous. Similarly,
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Guideline 11 Being professional

Particularly in marketing, it is essential to have professional marketing skills, which implies formal
training in the underlying concepts, tools and techniques of marketing. In particular, the following
are core:

• Market research
• Gap analysis
• Market segmentation/positioning
• Product life cycle analysis
• Portfolio management
• Database management
• The four Ps

• Product management
• Pricing
• Place (customer service, channel management)
• Promotion (selling, sales force management, advertising, sales promotion)

Guideline 12 Giving leadership

• Do not let doom and gloom pervade your thinking.
• The hostile environment offers many opportunities for companies with toughness and insight.
• Lead your team strongly.
• Do not accept poor performance in the most critical positions.

(Core value) (Efficiency)

Processes
Product
service

People

(Creativity)

Professional
marketing

(Understanding
market needs)

Customers

Figure 5.7 Business success



the guidelines for marketing competitiveness are
built on current good practice and common sense.
It is extremely surprising, therefore, that when con-
fronted by an unfriendly economic environment, 
a majority of business people perpetuate an essen-
tially parochial and short-term strategy as a coping
mechanism.

By their own admission 80 per cent of com-
panies in recent research studies did not produce
anything approximating to an integrated, co-
ordinated and internally consistent plan for their
marketing activities.

Marketing’s contribution to business success
lies in its commitment to detailed analysis of future
opportunities to meet customer needs. In other
words, identifying what products or services go to
which customers. It rewards those managers with a
sense of vision who realize that there is no place for
‘rear view mirror’ planning, that is, extrapolations
from past results. Of course, it is wise to learn 
from history, but fatal for businesses to attempt to
relive it.

It is clear that any attempt to introduce for-
malized marketing planning systems will have
profound implications for the business in terms of
its organization and behaviour. Until these impli-
cations are recognized and addressed, it is unlikely
that strategic marketing planning will be effective.
Moreover, the task of designing and implementing
sensible planning systems and procedures becomes
progressively more complex as the size and diver-
sity of the company grows.

The author’s research has identified the
items in Table 5.4 as the most frequently encoun-
tered barriers to successful marketing planning.

This final section will discuss each of these
design and implementation problems.

Weak support from chief executive
and top management

Since the chief executive and top management are
the key influences in the company, without their
active support and participation any formalized
marketing planning system is unlikely to work.
This fact emerged very clearly from the author’s
research. Their indifference very quickly destroyed
any credibility that the emerging plans might have
had, led to the demise of the procedures, and to
serious levels of frustration throughout the organ-
ization.

There is a depressing preponderance of direc-
tors who live by the rule of ‘the bottom line’ and
who apply universal financial criteria indiscrim-
inately to all products and markets, irrespective of
the long-term consequences. There is a similar pre-
ponderance of engineers who see marketing as an
unworthy activity and who think of their products
only in terms of their technical features and func-
tional characteristics, in spite of the overwhelming
body of evidence that exists that these are only a
part of what a customer buys. Not surprisingly, in
companies headed by people like this, marketing
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Table 5.4 Barriers to the integration of strategic marketing planning

1 Weak support from the chief executive and top management.
2 Lack of a plan for planning.
3 Lack of line management support due to any of the following, either singly or in combination:

� hostility
� lack of skills
� lack of information
� lack of resources
� inadequate organizational structure.

4 Confusion over planning terms.
5 Numbers in lieu of written objectives and strategies.
6 Too much detail, too far ahead.
7 Separation of operational planning from strategic planning.
8 Once-a-year ritual.
9 Failure to integrate marketing planning into total corporate planning system.

10 Delegation of planning to a planner.



planning is either non-existent, or where it is tried, it
fails. This is the most frequently encountered bar-
rier to effective marketing planning.

Lack of a plan for planning
The next most common cause of the failure or par-
tial failure of marketing planning systems is the
belief that, once a system is designed, it can be
implemented immediately. One company achieved
virtually no improvement in the quality of the plans
coming into headquarters from the operating com-
panies over a year after the introduction of a very
sophisticated system. The evidence indicates that a
period of around 3 years is required in a major com-
pany before a complete marketing planning system
can be implemented according to its design.

Failure, or partial failure, then, is often the
result of not developing a timetable for introdu-
cing a new system, to take account of the following:

1 The need to communicate why a marketing
planning system is necessary.

2 The need to recruit top management support
and participation.

3 The need to test the system out on a limited
basis to demonstrate its effectiveness and value.

4 The need for training programmes, or
workshops, to train line management in its use.

5 Lack of data and information in some parts of the
world.

6 Shortage of resources in some parts of the
world.

Above all, a resolute sense of purpose and
dedication is required, tempered by patience and a
willingness to appreciate the inevitable problems
which will be encountered in its implementation.

This problem is closely linked with the third
major reason for planning system failure, which
is lack of line management support.

Lack of line management support
Hostility, lack of skills, lack of data and informa-
tion, lack of resources and an inadequate organi-
zational structure, all add up to a failure to obtain
the willing participation of operational managers.

Hostility on the part of line managers is by
far the most common reaction to the introduction
of new marketing planning systems. The reasons
for this are not hard to find, and are related to the
system initiators’ lack of a plan for planning.

New systems inevitably require considerable
explanation of the procedures involved and are
usually accompanied by pro formas, flow charts
and the like. Often these devices are most conveni-
ently presented in the form of a manual. When
such a document arrives on the desk of a busy
line manager, unheralded by previous explan-
ation or discussion, the immediate reaction often
appears to be fear of their possible inability to
understand it and to comply with it, followed by
anger and finally rejection. They begin to picture
headquarters as a remote ‘ivory tower’, totally
divorced from the reality of the marketplace.

This is often exacerbated by their absorption in
the current operating and reward system, which is
geared to the achievement of current results, while
the new system is geared to the future. Also,
because of the trend in recent years towards the fre-
quent movement of executives around organiza-
tions, there is less interest in planning for future
business gains from which someone else is likely to
benefit.

Allied to this is the fact that many line man-
agers are ignorant of basic marketing principles,
have never been used to breaking up their mar-
kets into strategically relevant segments, nor of
collecting meaningful information about them.

This lack of skill is compounded by the fact
that there are many countries in the world which
cannot match the wealth of useful information and
data available in the USA and Europe. This applies
particularly to rapidly growing economies, where
the limited aggregate statistics are not only unreli-
able and incomplete, but also quickly out of date.
The problem of lack of reliable data and informa-
tion can only be solved by devoting time and
money to its solution, and where available
resources are scarce, it is unlikely that the informa-
tion demands of headquarters can be met.

In medium- and large-sized companies, par-
ticularly those that are divisionalized, there is
rarely any provision at board level for marketing
as a discipline. Sometimes there is a commercial
director, with line management responsibility for
the operating divisions, but apart from sales man-
agers at divisional level, or a marketing manager
at head office level, marketing as a function is not
particularly well-catered for. Where there is a mar-
keting manager, he tends to be somewhat isolated
from the mainstream activities.

The most successful organizations are those
with a fully integrated marketing function,
whether it is line management responsible for
sales, or a staff function, with operating units
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being a microcosm of the head office organization.
Without a suitable organizational structure, any
attempt to implement a marketing planning sys-
tem which requires the collection, analysis and
synthesis of market-related information is unlikely
to be successful.

Confusion over planning terms
Confusion over planning terms is another reason
for the failure of marketing planning systems.
The initiators of these systems, often highly quali-
fied, frequently use a form of planning termin-
ology that is perceived by operational managers
as meaningless jargon.

Those companies with successful planning
systems try to use terminology which will be
familiar to operational management, and where
terms such as ‘objectives’ and ‘strategies’ are used,
these are clearly defined, with examples given of
their practical use.

Numbers in lieu of written objectives
and strategies

Most managers in operating units are accustomed
to completing sales forecasts, together with the
associated financial implications. They are not
accustomed to considering underlying causal fac-
tors for past performance or expected results, nor
of highlighting opportunities, emphasizing key
issues and so on. Their outlook is essentially
parochial, with a marked tendency to extrapolate
numbers and to project the current business
unchanged into the next fiscal year.

Thus, when a marketing planning system
suddenly requires that they should make explicit
their understanding of the business, they cannot
do it. So, instead of finding words to express the
logic of their objectives and strategies, they repeat
their past behaviour and fill in the data sheets pro-
vided without any narrative.

It is the provision of data sheets, and 
the emphasis which the system places on the
physical counting of things, that encourages the 
questionnaire-completion mentality and hinders
the development of the creative analysis so essen-
tial to effective strategic planning.

Those companies with successful marketing
planning systems ask only for essential data and
place greater emphasis or narrative to explain the
underlying thinking behind the objectives and
strategies.

Too much detail, too far ahead
Connected with this is the problem of over-
planning, usually caused by elaborate systems that
demand information and data that headquarters
do not need and can never use. Systems that gen-
erate vast quantities of paper are generally demo-
tivating for all concerned.

The biggest problem in this connection is
undoubtedly the insistence on a detailed and thor-
ough marketing audit. In itself this is not a bad dis-
cipline to impose on managers, but to do so
without also providing some guidance on how it
should be summarized to point up the key issues
merely leads to the production of vast quantities of
useless information. Its uselessness stems from the
fact that it robs the ensuing plans of focus and con-
fuses those who read it by the amount of detail
provided.

The trouble is that few managers have the
creative or analytical ability to isolate the really
key issues, with the result that far more problems
and opportunities are identified than the com-
pany can ever cope with. Consequently, the truly
key strategic issues are buried deep in the detail
and do not receive the attention they deserve until
it is too late.

Not surprisingly, companies with highly
detailed and institutionalized marketing plan-
ning systems find it impossible to identify what
their major objectives and strategies are. As a
result they try to do too many things at once, and
extend in too many directions, which makes con-
trol over a confusingly heterogeneous portfolio of
products and markets extremely difficult.

In companies with successful planning 
systems, there is system of ‘layering’. At each 
successive level of management throughout the
organization, lower-level analyses are synthe-
sized into a form that ensures that only the essen-
tial information needed for decision-making and
control purpose reaches the next level of manage-
ment. Thus, there are hierarchies of audits, SWOT
analyses, assumptions, objectives, strategies and
plans. This means, for example, that at conglom-
erate headquarters, top management have a clear
understanding of the really key macro issues of
company-wide significance, while at the lower
level of profit responsibility, management also
have a clear understanding of the really key macro
issues of significance to the unit.

It can be concluded that a good measure of
the effectiveness of a company’s marketing plan-
ning system is the extent to which different 
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managers in the organization can make a clear,
lucid and logical statement about the major prob-
lems and opportunities they face, how they
intend to deal with these and how what they are
doing fits in with some greater overall purpose.

Once-a-year ritual
One of the commonest weaknesses in the market-
ing planning systems of those companies whose
planning systems fail to bring the expected bene-
fits, is the ritualistic nature of the activity. In such
cases, operating managers treat the writing of the
marketing plan as a thoroughly irksome and
unpleasant duty. The pro formas are completed,
not always very diligently, and the resulting plans
are quickly filed away, never to be referred to again.
They are seen as something which is required by
headquarters rather than as an essential tool of
management. In other words, the production of the
marketing plan is seen as a once-a-year ritual, a sort
of game of management bluff. It is not surprising
that the resulting plans are not used or relegated to
a position of secondary importance.

In companies with effective systems, the plan-
ning cycle will start in month three or four and 
run through to month nine or ten, with the total 
12-month period being used to evaluate the ongo-
ing progress of existing plans by means of the
company’s marketing intelligence system. Thus,
by spreading the planning activity over a longer
period, and by means of the active participation 
of all levels of management at the appropriate
moment, planning becomes an accepted and inte-
gral part of management behaviour rather than an
addition to it which calls for unusual behaviour.
There is a much better chance that plans resulting
from such a system will be formulated in the sort
of form that can be converted into things that peo-
ple are actually going to do.

Separation of operational planning
from strategic planning

Most companies make long-term projections.
Unfortunately, in the majority of cases these are
totally separate from the short-term planning
activity that takes place largely in the form of fore-
casting and budgeting. The view that they should
be separate is supported by many of the writers 
in this field, who describe strategic planning.
Indeed, many stress that failure to understand the
essential difference between the two leads to con-
fusion and prevents planning from becoming an

integrated part of the company’s overall manage-
ment system. Yet it is precisely this separation
between short- and long-term plans which the
author’s research revealed as being the major
cause of the problems experienced today by many
of the respondents. It is the failure of long-term
plans to determine the difficult choices between
the emphasis to be placed on current operations
and the development of new business that lead to
the failure of operating management to consider
any alternatives to what they are currently doing.

The almost total separation of operational or
short-term planning from strategic or long-term
planning is a feature of many companies whose
systems are not very effective. More often than not,
the long-term strategic plans tend to be straight-
line extrapolations of past trends, and because dif-
ferent people are often involved, such as corporate
planners, to the exclusion of some levels of operat-
ing management, the resulting plans bear virtually
no relationship to the more detailed and immediate
short-term plans.

This separation positively discourages oper-
ational managers from thinking strategically,
with the result that detailed operational plans are
completed in a vacuum. The so-called strategic
plans do not provide the much needed cohesion
and logic because they are seen as an ivory tower
exercise which contains figures in which no one
really believes.

The detailed operational plan should be the
first year of the long-term plan, and operational
managers should be encouraged to complete their
long-term projections at the same time as their
short-term projections. The advantage is that it
encourages managers to think about what deci-
sions have to be made in the current planning
year, in order to achieve the long-term projections.

Failure to integrate marketing
planning into a total corporate

planning system
It is difficult to initiate an effective marketing
planning system in the absence of a parallel cor-
porate planning system. This is yet another facet
of the separation of operational planning from
strategic planning. For unless similar processes
and time scales to those being used in the marketing
planning system are also being used by other major
functions such as distribution, production, finance
and personnel, the sort of trade-offs and compro-
mises that have to be made in any company
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between what is wanted and what is practicable
and affordable, will not take place in a rational way.
These trade-offs have to be made on the basis of the
fullest possible understanding of the reality of the
company’s multifunctional strengths and weak-
nesses and opportunities and threats.

One of the problems of systems in which there
is either a separation of the strategic corporate
planning process or in which marketing planning
is the only formalized system, is the lack of partici-
pation of key functions of the company, such as
engineering or production. Where these are key
determinants of success, as in capital goods com-
panies, a separate marketing planning system is
virtually ineffective.

Where marketing, however, is a major activ-
ity, as in fast-moving industrial goods companies,
it is possible to initiate a separate marketing plan-
ning system. The indications are that when this
happens successfully, similar systems for other
functional areas of the business quickly follow
suit because of the benefits which are observed by
the chief executive.

Delegation of planning to a planner
The incidence of this is higher with corporate plan-
ning than with marketing planning, although
where there is some kind of corporate planning
function at headquarters and no organizational
function for marketing, whatever strategic market-
ing planning takes place is done by the corporate
planners as part of a system which is divorced from
the operational planning mechanism. Not surpris-
ingly, this exacerbates the separation of operational
planning from strategic planning and encourages
short-term thinking in the operational units.

The literature sees the planner basically as a
co-ordinator of the planning, not as an initiator of
goals and strategies. It is clear that without the abil-
ity and the willingness of operational management
to co-operate, a planner becomes little more than a
kind of headquarters administrative assistant. In
many large companies, where there is a person at
headquarters with the specific title of marketing
planning manager, they have usually been
appointed as a result of the difficulty of controlling
businesses that have grown rapidly in size and
diversity, and which present a baffling array of new
problems to deal with.

Their tasks are essentially those of system
design and co-ordination of inputs, although they
are also expected to formulate overall objectives

and strategies for the board. In all cases, it is lack of
line management skills and inadequate organiza-
tional structures that frustrates the company’s
marketing efforts, rather than inadequacies on the
part of the planner. This puts the onus on planners
themselves to do a lot of the planning, which is,
not surprisingly, largely ineffective.

Two particularly interesting facts emerged
from the author’s research. Firstly, the marketing
planning manager, as the designer and initiator of
systems for marketing planning, is often in an
impossibly delicate political position vis-à-vis both
their superior line managers and more junior oper-
ational managers. It is clear that not too many chief
executives understand the role of planning and
have unrealistic expectations of the planner,
whereas for their part the planner cannot operate
effectively without the full understanding, co-
operation and participation of top management,
and this rarely happens.

This leads on naturally to a second point. For
the inevitable consequence of employing a market-
ing planning manager is that they will need to ini-
tiate changes in management behaviour in order to
become effective. Usually these are far reaching in
their implications, affecting training, resource allo-
cation and organizational structures. As the cata-
lyst for such changes, the planner, not surprisingly,
comes up against enormous political barriers, the
result of which is that they often become frustrated
and eventually ineffective. This is without doubt a
major issue, particularly in big companies.

The problems which are raised by a market-
ing planning manager occur directly as a result of
the failure of top management to give thought to
the formulation of overall strategies. They have
not done this in the past because they have not 
felt the need. However, when market pressures
force the emerging problems of diversity and con-
trol to the surface, without a total willingness on
their part to participate in far-reaching changes,
there really is not much that a planner can do.

This raises the question again of the key role
of the chief executive in the whole business of
marketing planning.

Part 3 Conclusions
Consultants have learned that introducing change
does not always mean forcing new ideas into an
unreceptive client system. Indeed, such an
approach invariably meets resistance for the orga-
nization’s ‘anti-bodies’ whose sole purpose is to
protect the status quo from the germs of innovation.
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A quicker and more effective method is to
remove or reduce the effect of the barriers which
will stop the proposed improvement from becom-
ing effective. Thus, any attempt to introduce sys-
tematic strategic marketing planning must pay
due concern to all the barriers listed in this section.

Of course, not all of them will be the same for
every organization, but without a doubt the most
critical barrier remains the degree of support pro-
vided by the chief executive and top manage-
ment. Unless that support is forthcoming, in an
overt and genuine way, marketing planning will
never be wholly effective.

Summary

Strategic marketing planning, when sensibly insti-
tutionalized and driven by an organization’s top
management, can make a significant contribution
to the creation of sustainable competitive advan-
tage. It is, however, important to distinguish
between the process of marketing planning and the
output. Indeed, much of the benefit will accrue
from the process of analysis and debate amongst
relevant managers and directors rather than from
the written document itself.

Twelve guidelines were provided which
have been shown to be significant contributors to
determining an organization’s competitiveness.

Finally, there are many human organizational
and cultural barriers which prevent an organiza-
tion deriving the maximum benefit from strategic
marketing planning. Being aware of what these
are will go some way to helping organizations
overcome them.
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CHAPTER 6

Consumer behaviour
MARK GABBOTT

There is nothing more central to marketing than
consumption, and nothing more central to con-
sumption than consumers. Without individuals
behaving as consumers, there would not be a
market, there would not be marketing, and our
society would look very different. The study of
consumer behaviour is important to marketers
because it impacts upon how marketing strategy is
developed and implemented. For instance, under-
standing how consumers will react to a new prod-
uct offering, a new advertising campaign, the
withdrawal of certain services, a new channel of
delivery or the provision of web-based informa-
tion. But it is not just marketers who are interested
since consumer behaviour can inform the way
governments and policy makers act. For instance,
the format and provision of food labelling, the
introduction of restrictions on gambling, the design
and execution of road safety campaigns or delivery
of improved health screening. All of these need
some understanding of people, and how they
consume. By way of definition, consumer behav-
iour is the study of individuals, groups or organiza-
tions, and the processes they use to select, secure,
use and dispose of goods, services, experiences
and ideas which are associated with the satisfaction
of their needs and the impact of these processes
upon consumers, organizations and society.

Given the scope of this definition it is very
difficult to write succinctly about consumer
behaviour, it comprises a multitude of different sub-
components which, depending upon how you
configure them, can provide quite contrasting
understandings. The economic behaviourist has a
very different understanding of how consumers
operate in the economy when compared to a 
psychologist or a post-modern sociologist. Yet,
these perspectives are all valid interpretations of

‘what is known’. Much like natural science, the
study of consumer behaviour has reflected con-
stant revision with early assumptions and under-
standings of consumer behaviour being challenged
by a series of crises of falsification (a process
observed by Kuhn, 1962). Simply, what we thought
we knew did not match up to what we observed
and as a result we needed new explanations.

My problem is how to reflect what is known
about consumer behaviour without reflecting a
particular theoretical stance through selection or
exclusion? In order to partially protect objectivity,
this chapter will be structured around three per-
spectives or paradigms, each providing its own
illumination on human consumption behaviour.
The first is a focus upon the individual and the
internal psychological processes associated with
consumption behaviour. The second approach
seeks to understand consumption by viewing the
individual not as an isolated decision-maker but
as a social being subject to influence from others.
Finally, the third perspective sees consumers as
reactive to context and consumption environments.
Each will be considered separately but each is an
important part of understanding and appreciat-
ing the complexity of consumer behaviour.

Before considering each of these, I am going to
digress and spend some time looking at the history
of consumer behaviour as a way of introducing
some of the main ideas, and explaining how they fit
into the three perspectives.

Consumer behaviour underpinnings

Prior to 1945 most of the theories of human
behaviour were based upon a philosophy which



was consistent with market-based economics.
Simply if you accepted the attractiveness of neo-
classical economic models, then you also had to
accept that individuals were calculating, rational
and self-motivated. More specifically, the assump-
tions about consumers within the neo-classical
tradition were focused upon three key drivers of
behaviour (see Ackerman, 1997);

� Asocial individualism: Consumers desires and
preferences were not affected by social or
economic institutions, interactions with others or
the observation of others consumption.

� Insatiability:That a consumer has a multiplicity of
insatiable material desires, the more ‘goods’ we
consume the more satisfied we are and that
provides some innate motivation to consume.

� Commodity orientation: Consumer preferences
consist of well-informed desires for specific goods
and services, they have perfect knowledge of all
that is available to them.

Although an early work by Veblen (1899) had
indicated that purely economic explanations of
consumer behaviour were inadequate, it was not
until post-1945 that a number of influential authors
started to challenge the assumptions directly, most
notably Duesenberry (1949), Liebenstein (1950) and
Galbraith (1958). Their economic commentary
suggested that consumers were not asocial at all
but that social factors had a marked impact upon
their consumption decisions. This thread of think-
ing added to the already substantial criticism of
insatiability put forward by Marshall (1920) and
Keynes (1930). Work was already underway to
question the commodity orientation which started
to gain ground through the extensive work of
Lancaster (1966). This debate in economics is still
continuing today as behavioural and radical
economists pursue means to adapt the main eco-
nomic understanding of human behaviour.

Asecond developmental thread was occurring
in the psychology discipline, as the work of Freud
indicated that human behaviour was highly
dependent upon repressed desires and uncon-
scious wishes. In a sense overt behaviours were a
function of hidden and subconscious drives. The
publications of The Interpretation of Dreams (Freud,
1899) The Ego and The Id (1923) and Totem and
Taboo (Freud, 1923) were markers for a psychoana-
lytic stream of research which eventually found
application to consumption by Dichter (1964) in
his study on consumer motivation. To this work
was added the emergent understandings of 

personality originated by Allport (1937), which
examined differences between individual behav-
iour suggesting the existence of different person-
ality types and inconsistent behavioural responses
to the same stimuli. Other notable events during
this period include the publication by Maslow
(1943) on human needs, the emergence of human-
ist psychology in the early 1900s (see Watson,
1913; Pavlov, 1927) followed by Skinner (1938),
which examined how cognition and learning were
structured. Haire’s study (1950) of responses to new
products also marked a significant shift towards
the application of psychology to the domain of
consumption.

Putting these two threads together we can see
that the economic view, which was decidedly ‘inhu-
man’, was significantly extended by psychologists
who started to illustrate some underlying human
motives and emergent social psychologists who
were beginning to see the significance of context.
The importance for Marketers of the emergence of
this new thinking about human behaviour should
not be underestimated. Our discipline emerged 
at this time, a time when current economic under-
standings about consumption and consumer behav-
iour were going through a period of re-examination.
The new ‘marketing concept’ required organiza-
tions to understand their customers, preferably be
able to predict how they would behave and more
importantly identify unmet opportunities for new
products. Neo-classical economics was looking a
little unreliable in providing the level of under-
standing about consumer behaviour that would
make for sound business decisions. Psychology
was showing some promise but was itself emerg-
ing from a period dominated by behaviourism and
psychoanalytical models, and was still developing.
In fact, marketing had an almost unique opportu-
nity to craft a new cross-disciplinary approach,
taking and adapting knowledge from very many
different disciplines to help understand human
behaviour related to consumption.

If anything is distinctive about the study of
consumer behaviour in marketing, it is this free-
dom from a single paradigm, the inclusive theor-
etical and methodological approach driven by
our eclectic development and the willingness to
re-examine assumptions in the light of actual
behaviour. Perhaps more significant is that con-
sumer behaviour in marketing has the benefit of
being applied to a specific set of behaviours which
provides a basis for theory development. Having
looked briefly at how the discipline emerged, the
next section examines its early development.
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Marketing and consumer behaviour

In 1961, the Ford Foundation commissioned a
report on the study of marketing at US Business
Schools (see Howard, 1963). Two chapters of the
foundation report summarized available research
from economics and psychology which was rele-
vant to understanding consumer behaviour. This
first codification did much to stimulate the devel-
opment of marketing research, including the devel-
opment of the product life cycle. More specifically,
subsequent studies in conjunction with General
Foods and Nestle provided some face validity for
a generalized model of consumer behaviour based
upon some recurring features of existing know-
ledge. In other words, a single model that summar-
ized how consumers arrived at a purchase. The
format of these models, or grand theories, was a
series of boxes connected by arrows to explain
sequences, processes and relationships. Early works
by Andreassen (1965) Nicosia (1966), Engel and
Kollatt (1968) and Howard and Sheth (1969) all
had a common format. Simply, that the individual
receives information from a variety of different
sources which is filtered through the five senses.
The interpreted information influences internal
processes such as the formation of opinions, 
likings and attitudes. These prompt search and
evaluation behaviour in the external environ-
ment directed towards a purchase and ultimately
ownership.

The Engel Model was perhaps the most ele-
gant of these grand theories for three reasons. First,
it identified the individual as the central control
mechanism engaged in an almost constant process
of problem solving. The individual receives stim-
uli from the environment which is significative
(i.e. descriptive), symbolic (e.g. advertising com-
munication or brand information) or social (e.g.
from friends or by observation of others), and util-
izes this information with that already held in
memory, to help identify products in the external
environment which can satisfy needs. Second,
this model is notable because it included external
influences on the problem solving process (such
as family, references groups, society and govern-
ment). This was a key shift in how consumer
behaviour was represented. Finally, the model
was significant because it provided for a feedback
loop. This suggested that individuals learn 
from activity and experience, and these under-
standings are used again in subsequent problem
solving.

While the intention was to provide a compre-
hensive exposition of how consumers behave, in
actual fact these models proved difficult to use
and embodied a view of consumers that was con-
fining for researchers (see Foxall, 1980). Many of
the relationships were untestable, and where
testable produced conflicting results. Ultimately,
their contribution was not so much as a theory, but
more a schematic representation which served to
order and categorize known elements of behaviour.
These in turn spawned specific research agendas
which are still evident today. For our purposes,
though, the relevance of this early work was to
focus attention on three key components:

� The individual:This deals with their psychological
processes, their underlying needs and drives,
how they handle information, interpret
communications, derive attitudes and beliefs,
and make choices.

� The Social Environment:This includes information
provision and communication, the influence of
family and other consumers, marketing activity,
regulations and suppliers.

� The Physical Environment:The only thing we really
know about consumers is how they actually
behave.We cannot observe attitudes, the network
of memory and selective information, the reasons
why some friends are more influential than others
or the causes of reaction to external stimuli.We
observe that people behave differently in different
settings and respond to their environments in
different ways.This would suggest that physical
surroundings may drive consumption.

While these three components are very obvious,
they provide a good structure for the rest of this
chapter since each embodies a particular consumer
behaviour paradigm. In the first case, focusing
upon the individual allows us to examine the infor-
mation processing view of consumer behaviour, so
influential in the academic literature for the last 25
years. It also allows us to examine the consumer
decision-making framework which has been
applied as part of this approach. The second theme
focuses upon the social context of consumers and
reflects a growing practitioner and academic view
that consumer behaviour can only be understood
by examining the social context of consumption.
Our final section on the market environment draws
together a number of themes from the first two and
looks at the impact of the market environment on
behaviour. In this area we will be looking at the
environmental psychology literature on consumer
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behaviour, as well as post-modern expositions on
consumer behaviour with its reliance upon decod-
ing and re-interpreting what we experience in our
every day lives. While I will consider these separ-
ately for ease of exposition, it should be clear that
they are intimately connected to each other in fully
understanding consumer behaviour.

The individual

Following the delineation of the comprehensive
models of behaviour in the 1960s, a number of key
underlying propositions were evident. The first
was that psychological processes associated with
individual consumption behaviour were goal
directed. In other words, the behaviour which
was observed was the outcome of some internal
and unobservable psychological process focused
upon achieving something. The Engel-Kollatt
model also made it clear that the consumer’s deci-
sion process was an entirely rational and goal
directed one. In that sense, we could understand
the behaviour we observed (purchase) as the out-
come of a series of sequential steps where the con-
sumer made rational and conscious decisions to
acquire consume.

A number of models were put forward to
describe this hidden process. Although there were
variations in the precise construction, the main
steps were considered to be the following: recog-
nizing needs, information search, evaluation of
alternatives, purchase and post purchase evalu-
ation. This series of sequential tasks is the core of
consumer behaviour and while the process was
influenced by a range of internal, external and situ-
ational variables, the sequence of activity and 
the impact of such activity upon marketing com-
munications is still recognized today. Because of
the dominance of this model, it is worth spending
some time examining the steps.

Recognize needs
The first step, and one which starts the consumer
on their consumption journey, is the recognition
of needs and wants. To make a cursory distinction,
needs are things you feel you cannot do without,
but wants are more abstract desires for things,
events or experiences. The process of recognition
asserts that these needs and wants are continu-
ously present, but remain at a low and tolerable
level for us until some event causes them to

become acute. For instance, your need for food to
sustain you is a continuous need. However, it is
likely to be irrelevant just after a meal. As time goes
by, you will start noticing hunger and then you will
be prompted to satisfy that hunger with food.
There are also symbolic needs associated with how
we perceive ourselves, such as the need to belong
to a group, to display certain behaviours, or to
have status or recognition. Finally, there may also
be needs which are hedonic, in other words they
reflect our desires, such as novelty, enjoyment,
sensory pleasure and play. Needs are not always
driven from latent to acute just by the physiological
processes of the body but are driven by feelings 
of loneliness, failure, excitement or celebration,
reactions to communications, environments or
imagination.

There is no way we can categorize or sum-
marize all the various needs and wants that con-
sumers have. However, we can point to a number
of their characteristics:

1 Needs and wants exist in some sort of hierarchy,
in other words some are more important to us
than others, and their predominance reflects both
psychological processes and situational
circumstances.

2 Multiple needs and wants may be activated
simultaneously and any associated behaviour may
satisfy none, some or all those activated.

3 Needs are dynamic and are never fully satisfied;
they can become acute or latent at different
times and in different circumstances.

4 Needs may often conflict with each other such
that we must make trade-offs. For example,
eating high calorie foods because they taste 
so good at the same time as wanting to lose
weight.

5 Needs can be aroused as the result of both
internal reflection and externally.An internal
decision to ‘sort out your life’ after a set back can
trigger needs as well as the smell of fresh bread,
or perfume, the viewing of an advertisement, or
reading a magazine.

There is some uncertainty as to how needs and
wants operate, but for marketers the identification
and stimulation of customer needs and wants and
the associated presentation of satisfiers of those
needs and wants are considered to be one of the
core functions of marketing. The debate about
whether needs can be created where they do not
previously exist is one which is unresolvable, as
is the suggestion that individuals have no control
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over need activation and their subsequent behav-
iours. If you see food and start to feel hungry is
that because you were hungry anyway but did
not recognize it? Or, were you not hungry and the
food made hungry?

Information search and evaluation
Once need activation has occurred, the second step
in the generalized model of consumer decision-
making is to collect information. When consider-
ing needs above, we had implicitly assumed that a
need could be readily associated with a satisfying
behaviour; however, in many cases it cannot. How
many times have you felt some drive to do some-
thing but not known exactly what? This may be
because we recognize that our information about
alternatives may be out of date, that we have not
undertaken this type of purchase before, or we
have specific requirements. There are generally
two sources of information – those held internally
by the individual in the form of memory and those
which are external. In simple terms, memory not
only is drawn upon to aid the current decision
activity but can also provide a framework for how
information is interpreted. If we walk into a build-
ing and it looks like a restaurant, then this frames
the way we interpret information. We will wait to
be seated, we will expect certain things of the envir-
onment, the service process and the people in that
space. These will be different if we framed the
space as a store, or a private house, or an office.

Internal information is drawn from memory,
and research has focused specifically upon how
consumers recall product attributes, previous
product evaluations, previous experiences and
brand communications to derive understanding
about the decision facing them. It may also help
direct additional information search in the external
environment. We know from psychology that the
human brain processes huge volumes of informa-
tion on a daily basis. It manages to select key bits of
information to hold in memory to associate bits of
information together and alters or updates infor-
mation stored on the basis of new information. In
the context of the individual consumer, some pur-
chase decisions will be relatively routinized and
the individual will rely upon habit and memory.
Other decisions will be so new that the individual
recognizes that they have no information directly
relevant and this will prompt extensive informa-
tion search.

Clearly the accumulation of information
associated with a prospective purchase is made

with the intention of optimizing the purchase
decision. In consumer theory, the purchase deci-
sion is characterized as a choice between compet-
ing alternatives. A judgement based upon the
information available as to which product or
service is most likely to satisfy the aroused needs
or wants. The mechanics of evaluation are pre-
sented as highly complex and as highly diverse,
which when you consider what we are trying to
understand is not a surprise. We do know that
search and evaluation take place simultaneously
and that some tasks require extensive evaluation
and others almost none. Complex tasks are not
immediately self-evident and certainly can not be
conclusively categorized by the type of product
or service. Some consumers may find it difficult
to evaluate different cars, others find that same
task no problem at all. Some consumers can choose
a newspaper or a chocolate bar without even
noticing it, yet others will deliberate for some
time. In general terms we know that some evalu-
ations are difficult and some are simple but we do
not know precisely which is to be purchased, for
any particular group of consumers. We also know
that consumer learning allows for the configuring
and adapting of evaluation rules such as buying
the most expensive, the one made in Europe or a
particular brand. There is also some complexity
represented by evaluating alternatives which are
substantially different (for instance comparing a
holiday with a new TV). In this case there are no
common product attributes but nevertheless the
alternatives need to be evaluated comparatively
on more abstract benefits.

Purchase and post purchase
evaluation

The actual purchase is the culmination of these pre-
vious phases, but it would appear that the process
of purchase can also encapsulate more decision-
making. New products that have not been found
before, the impact of service personnel, alternatives
which were not considered, pricing and payment
circumstances, different channels to use in acquisi-
tion, etc. The specialist consumer behaviour texts
skim over purchase as something which everyone
knows about and there is not much to say but
increasingly, as services dominate the experiences
associated with purchase become major consider-
ations for marketers. This is especially true when
we consider the emotional, cognitive and physical
resources needed to consummate a purchase. We
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will return to a consideration of the purchase envir-
onment later in this chapter.

It should be evident that the decision process
does not end once a purchase has been made since
the consumer will continue to evaluate the product
or service in use. This evaluation will feed into
subsequent decisions. If the product is not satisfy-
ing, then it will not be considered again or if the
product becomes superseded, cannot be used due
to the unavailability of peripherals or replenish-
ment, its performance will be compromised. There
are also some processes that the individual con-
sumer uses to come to terms with their purchase.
How many times have you checked the price of a
product you have just purchased in different stores
just to reassure yourself you got a good deal? How
many product reviews have you read hoping that
the product you purchased is highly rated? This
is all part of the post-purchase evaluation. Clearly
the outcome of this phase of our generalized deci-
sion model will impact upon future purchases,
loyalty and brand equity.

Depending upon how you break down the
various stages in the decision model, you will have
differing numbers of steps but the elements will
be roughly the same. This consumer decision-
making framework, which emerged from the early
literature and the comprehensive models, was an
important step forward. It not only focused upon
the individual as the key to consumer behaviour,
but it also served as an agenda for subsequent
research. This was characterized with a focus
upon the details of how consumers’ psychological
process operated and it became known as the
information processing approach which domin-
ated consumer behaviour research through the
1970s (see Bettman, 1979).

The key assumptions of the information pro-
cessing approach are that individual consumers
engage in both active and conscious information
processing when making choices. Second, that the
rules (which dictate how the information is man-
aged) can be modelled. Remember that we can not
actually observe this phenomenon so the early
modelling had to rely upon inference. In practice
consumers were asked to talk through what they
were thinking during a decision-making event.
While these early studies proved instructive, it
was the adoption of research from psychology that
really started to put some weight behind an infor-
mation processing view of the consumer. By
understanding the ways in which information is
stored, organized and retrieved, consumer behav-
iour researchers could examine how decisions and

evaluations were conducted. Three cognitive oper-
ations were critical. First, how consumers man-
aged to associate new information with what they
already held (specifically the role of rehearsal in
strengthening new associations). Second, how
information is encoded so that it is stored and
retrieved. Third, how information is structured so
that data could be retrieved together.

Information processing was important
because it was predicted that the outcome of this
information activity fed directly into individual
consumer beliefs and attitudes about products.
Beliefs are those things which consumers believe
to be true or factually correct. For example, I might
believe that Ariel is a well-known soap powder,
or that Heinz products are available in every
supermarket. By contrast, attitudes are evaluations
of a product. For example, I think Ariel is too
expensive, or I do not like the packaging of Heinz
products. The importance from the information
processing perspective is that our beliefs and atti-
tudes combine together to form intentions which
are then translated into purchases.

The elegance of the information processing
approach is in the detailed modelling and exten-
sive experimentation used to infer cognitive
processes. But there were also two problems. The
first was that while the processing models were ele-
gant, they were all based upon individual experi-
mentation. There were some significant problems
caused by aggregation where it became evident
that individual consumers were not very alike. The
second and probably more significant problem
was that attitudes, intentions and actual behaviour
seemed to have very little correlation. In other
words, when it got to observable behaviour, the
theory did not stack up. A contribution by Fishbein
and Ajzen (1975) went someway towards retriev-
ing this desperate situation by focusing not on
attitudes towards a particular product or object,
but shifted the focus by measuring attitude
towards a behaviour. In other words, rather than
looking for attitudes towards an object (product)
as a means to predict behaviour, measure attitude
towards the behaviour in terms of the object (buy-
ing it). In the past, researchers had asked people
what they thought about a product and then used
these evaluations to predict purchase. The Fishbein
approach asked consumers about their attitude
towards buying a particular product on their next
shopping trip. A development of this research
incorporated a subjective norm component with
attitude to determine behavioural intentions. The
resulting Theory of Reasoned Action (1975, 1980)
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and the Theory of Planned Behaviour (1985) are
still used as the basis for research today.

Before we leave the domain of the individual,
we should also mention current consumer behav-
iour research. Amajor thread is the increasing focus
upon experiential consumption by individuals.
This suggests that individual consumer behaviour
is motivated not by rational decisions but by
emotions and experiences. In the last two decades,
marketing researchers have started to study the
emotions prompted by products and brands
(Holbrook and Hirschman, 1982). These studies
have examined consumers’ emotional responses
to advertising (e.g. Derbaix, 1995), and the role of
emotions in customer satisfaction (e.g. Phillips and
Baumgartner (2002), complaining (Stephens and
Gwinner, 1998), service failures (Zeelenberg 
and Pieters, 1999) and attitudes (Dube et al., 2003).
While the marketing literature is still developing,
this thread of consumer research shows some
promise in understanding the often volatile and
unpredictable responses of consumers to market-
ing efforts. In the next section we leave the domain
of the individual operating in isolation and turn to
the social context of consumer behaviour.

The social context of consumption

Now that we have built our understanding of the
individual we can start to appreciate that the devel-
opment of consumer behaviour was almost exclu-
sively focused upon psychological processes as a
means of predicting an individuals purchase. While
this provides us with a framework for understand-
ing how a consumer makes decisions and resolves
problems, even the early comprehensive models
recognized that consumers operate within a social
context. Other people have a part to play in deter-
mining our needs and wants, providing us with
information, helping us evaluate different offer-
ings, directing our purchase behaviour and even
determining how satisfied we are after a purchase.
In this section I will briefly consider social influ-
ences and the discussion will be framed within two
recognized social structures: family and social/ref-
erence groups. The third social influence is culture
which is a study in its own right.

Family
It has been argued that the family is the most
important consumption unit in the economy

because the household is a cohesive and interde-
pendent consumption unit in its own right, and
many of the consumption behaviours by individ-
uals are in fact concerned with household not
individual consumption. There is a degree of con-
fusion about the definitions of household and
family but we can distinguish them for the purpose
of this discussion. A household comprises all the
people who live within a single place, which can
be a single person ranging to multiple persons such
as a shared house. Families are two or more cohabit-
ing people connected by means of marriage, 
partnership, blood or legal relationship but exclud-
ing financial relationships. If we take a tradition-
ally structured nuclear family, we can determine
consumption decisions taken by the individual
members of that family, for example by a parent,
child or either partner. However, of more interest
to this discussion are consumption decisions taken
on behalf of the family by one party, decisions
which are taken jointly by the family unit, and the
various decision roles adopted. The reason why
this is of importance is that often the buyer of a
product or service is not the ultimate consumer.
Consider that within a family, men and women
may undertake different roles and be responsible
for different purchase decisions. Within some
decisions children or other family members may
have a substantial influencing role, especially where
the decision is collective such as a family holiday.

We can also track the influence of different
family members depending upon the stage of the
decision. Kirchler (1981) tracked family decision-
making using diaries and determined that indi-
viduals adopt different roles. The initiator starts
the process by defining the problem, such as run-
ning out of tea, or the need for a new TV, and may
suggest the type or style or brand. The influencer
may approve or disapprove of the need, or the
choice and suggest alternative solutions. The
decision-maker is the person who finally decides
or, at least, determines the range of alternatives to
be considered. The buyer is the one who goes to
the shop and buys the product. The users are those
who actually consume the products benefits. For
marketing, it is important to understand this
process as it allows more targeted communications
and delivery decisions. The early work by Sheth
(1974) suggested that middle class families took
more joint (syncratic) decisions, while upper class
families took more individual decisions. Lower
class families had more strictly defined purchase
roles. In other words, the purchase of particular
products or services was the responsibility of 
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a defined member of the family. Sheth also found
that the stage of the family life cycle was also
important in that young families took more joint
decisions and took longer to make a decision. This
research is somewhat undermined by the rapidly
changing family structures evident today. The high
divorce rate, blended and re-structured families,
children remaining at home longer and single and
communal living arrangements have all made the
simple family/household decision scenario more
complex. For further research on this topic espe-
cially the influencing roles, see Corfman and
Lehmann (1987) and Carlson and Grossbart (1988).

Social and reference groups
Outside the family the individual consumer oper-
ates within a social environment dominated by
groups of others. These social groups to which an
individual consumer belongs impact the behaviour
of its members through the determination of group
norms, the development of group values and also
the exchange of information. Group norms are
the collective opinions about how people should
behave in certain circumstances, for example a for-
mal board meeting versus a meeting over a coffee.
The group may enforce its norms through sanc-
tions such as overt disapproval or even rejection
from the group. Clearly some groups require more
conformity than others and the individual may
have to trade conformity with individualism. For
instance, the membership of a sporting club may
impose certain expectations about what type of
sports equipment you should purchase. It may
require attendance at certain sporting events, the
adoption of certain political or social views or the
adoption of certain behaviours.

Group values are associated with group norms
to the extent that they represent how the group
views the world. A particular social group may
have clear environmental values, or clear lifestyle
values or even child rearing values. These values
may be the reason why an individual is attracted
to them (such as membership of Amnesty Inter-
national or Greenpeace) or they may be learned
and adopted over time. The operation of group
values and norms can have a significant influence
upon purchase behaviour. You need only ask a
member of generation Y what clothing brands are
acceptable and why, and which are not, to get
some idea of the impact of social groups in prod-
uct selection.

Leibenstein (1950) identified two consump-
tion effects emanating from social groups. The first

was the ‘bandwagon effect’ which simply describes
how within a particular group, the more people
who own a product the more pressure is exerted
on non owners to conform by purchasing. The
second effect was called the ‘Veblen effect’ and
describes how group members may purchase
expensive or high status products to display their
own wealth or success and achieve status within
the group. This social influence on consumption
is communicated and expressed in a myriad of
different ways. It might be through a dominant
member exerting authority, it might through
modelling behaviour on other group members, it
may involve sanctions (such as being laughed at)
or rewards (such as more intense social connec-
tions). Social groups can be categorized according
to their formality with high formality groups
exhibiting formalized structures and operations
such as societies or clubs. Social groups may vary
according to their degree of attraction for the
individual which may range from very positive
(aspiration or affiliation groups) to very negative
(dissociative groups).

There is increasing attention being paid to
the impact of word of mouth communication in
marketing. Not least because it provides a rela-
tively believable source of information in todays
information rich environment. More significantly,
though, is the impact of technology is providing
consumers with greater access to each other and
to an information source (the Internet). As con-
sumers become more connected to each other, the
opportunity to engage in word of mouth commu-
nication also increases. Weblogs (Blogs) provide
the opportunity to tell others about purchase and
consumption experiences. The rise in negative or
defamatory websites put up and managed by
consumers is also making the consumer to con-
sumer information environment more transpar-
ent and relying less upon social and physical
co-location.

Situation and environmental 
consumption effects

The predominant view of consumer behaviour is
focused upon cognitive psychology. Specifically,
before people buy, they engage in a cognitive
process involving information held and informa-
tion gained from the environment. This is either a
complex or simple process depending upon the
task. The outcome of this cognitive processing of
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information (choice/preference), then, directs
purchase behaviour. This view reflects the idea
that the ‘core’ of decision-making is the individual’s
conscious deliberations. The consumer negotiates
purchasing behaviour by carefully evaluating the
pros and cons of every purchase.

An alternative view is that consumers are
subconsciously reactive and are influenced by
their perception of both the physical environment
and the behaviour of others within it. Donovan 
et al. (1994) make the point that consumer’s emo-
tional responses to environments are directly
related to their willingness to engage with it by
spending time, money and effort. The design of
an environment to enhance positive emotions
increases the likelihood that consumers will be
receptive.

Mehrabian and Russell (1974) were the first
to focus upon an individual’s emotional response
to a physical environment, something referred to
as environmental psychology. They categorized
the range of emotional responses to a physical
place as pleasure, arousal and dominance. Pleasure
responses can be verbally described as feelings 
of happiness/unhappiness, satisfaction/dissatis-
faction and content/discontent. Arousal responses
are verbally described as feelings stimulated/
unstimulated, excited/relaxed and wide-awake/
sleepy. Dominance responses are verbally described
as controlling/controlled, influential/influenced
and overwhelmed/in control. The emotional
responses mediate overt behaviour such as staying
in the environment or space, how the individual
relates to other and search behaviours. For a more
complete discussion, see Foxall and Greenley
(1999) and Dawson et al. (1990).

A competing view and one gaining credibility
is that consumers often react mindlessly to cer-
tain environmental stimuli. This fact had caused
a degree of difficulty for the information process-
ing adherents since it challenged the whole basis
of rational consumption. While a partial solution
was to point to ‘instantaneous’ evaluation and
impulse behaviours, it did not accommodate the
increasing evidence of an emotional and highly
malleable set of experience-based effects. Cialdini
(2001) provided powerful evidence through a
range of experiments for a ‘click-zoom’ response.
In other words, certain environmental cues elicited
almost instant behaviour change in certain settings.
This was supported by the work of Wheeler and
Petty (2001), who suggest that perception of the
social environment will automatically cause the
consumer to behave consistently. The range of

response varies from simple mimicry such as
facial expression, or physical disposition (see
Chartrand and Bargh, 1999; Johnston, 2002)
through to goal contagion (see Aarts et al., 2004)
where consumers subconsciously adopt observed
behaviours and their associated outcomes. The
implications of this work are far reaching as it sug-
gests that consumers are highly susceptible to
their perception and understanding of their
immediate environment. This places environ-
mental design, atmospherics and emotional
responses at the very forefront of influencing a
range of behaviours, that is not the purchase of
specific bundles of product benefits, but the con-
sumption of a purchase experience. North,
Hargreaves and McKendrick (1997) found that
playing French music in a supermarket increased
the sales of French wine, while playing German
music increased the sales of German wine. The
theoretical basis of this work provides support
for the wide range of research experiments on the
effects of music, smell and temperature on buyer
behaviour.

At this juncture we move to the final consid-
eration in this chapter which falls somewhere
between the society and the environment. The
idea of a post-modern perspective on consumer
behaviour is gaining adherents. The voluminous
and insightful commentaries from Brown (1998)
as well as the research by Belk (1988), McCracken
(1990), Richins (1994) and Cova (1997) drew
together a modern sociological stance on con-
sumption. The Frankfurt School of Critical Theory,
and particularly the work of Marcuse (1964) and
Fromm (1976), was instrumental in developing a
humanistic perspective on consumption behav-
iour. In simple terms a consumer is characterized
by what they consume. The individual ‘self’ con-
structs a reality through the acquisition of goods,
services and experiences. For the purposes of this
chapter, observed consumer behaviour is depend-
ent upon the model of ‘self’ which has, or is
being, constructed by the individual.

According to Shove and Warde (2003), three
clear developments led to the current explosion
of interest in the philosophy of consumption. The
first was the role of consumption behaviour in the
process of social differentiation with Bourdieu’s
(1984) analysis generating a wealth of activity
around the relationship between social position
and aspects of lifestyle and consumption. The 
second development was the concept of collective
consumption, particularly institutional theory and
the nature of social capital (Castells, 1977 [1972]).
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The third development was the emergence of cul-
tural studies and multi-disciplinary approaches
to analysing the use and meanings of goods and
artefacts in everyday life.

The observation that we now inhabit a social
world where consumption has replaced work as
people’s central life interest (Moorhouse, 1983;
Offe, 1985) is already being subjected to critical
analysis with western consumer culture being
criticized on a number of fronts. These include the
exclusion of large sections of the population of the
world from the benefits associated with consump-
tion. Material prosperity seemingly fails to bring
happiness or improved satisfaction, materialism
compromises social and spiritual values and leads
to isolationism and a scarcity mentality; mass cul-
ture is vulgar, degrading and panders to the low-
est denominator, etc. But perhaps the most current
concern is the impact of our expanding levels of
consumption upon our natural environment (e.g.
Gabriel and Lang, 1995). This criticism is largely
associated with globalization and the increasing
prevalence of consumer culture. This reflective
stance from consumer behaviourists may yet
cause the study of consumption to change its
focus from improving or enhancing consumption
to reducing and minimizing the impact of 
consumption.

Conclusion
As stated at the beginning of this chapter, con-
sumer behaviour is a particularly challenging
field of study. Not only does it require considera-
tion of a wide range of theoretical material and
perspectives, but, like any aspect of human
behaviour, it is very difficult to deal in absolutes.
That having been said it is also one of the most
interesting, dynamic, challenging and frustrating
areas of study.

The contribution that marketing has made to
our understanding is often overlooked. Without
marketing and its need to understand how con-
sumers behave, there is no reason to believe that
the economic, psychological or sociological discip-
lines would have turned their attention to the
study of mere customers. Marketing researchers
are approaching a time when their efforts will be
increasingly recognized due to the general applica-
bility of their work on consumption. The applic-
ation of marketing principles in non-traditional
spheres of health, public policy, not for profit, inter-
national aid, environmental protection and secur-
ity, provides increasing demand for more applied

understanding of consumers and their consump-
tion behaviour.
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CHAPTER 7

Business-to-business marketing,
organizational buying behaviour,

interfirm relationships and 
network behaviour

ARCH G. WOODSIDE and KATHLEEN R. FERRIS-COSTA

Introduction

Business marketing is the practice of organizations,
including commercial businesses, governments
and institutions, facilitating the sale of their prod-
ucts or services to other companies or organizations
that in turn resell them, use them as components in
products or services they offer, or use them to sup-
port their operations. Also known as industrial
marketing, business marketing is also called 
business-to-business marketing, or B2B market-
ing, for short (http://en.wikipedia.org/wiki/
Business_marketing, 2007). B2B marketing is
larger in size of revenues than B2C (business-
to-consumer) marketing because B2B marketing
includes all inter-organizational transactions
involving suppliers, manufacturers, agents, dis-
tributors, retailers, transportation firms, financial
enterprises and government departments. Thus,
learning how firms implement B2B strategies and
attempt to evaluate and improve the effectiveness
and efficiency of such strategies are worthy topics
for training by executives and students.

Three organizations are particularly note-
worthy in their focus on increasing knowledge and
skills in performing B2B marketing and buying

strategies: the Business Marketing Association
(http://www.marketing.org/), the Institute for
the Study of Business Markets (http://www.
smeal.psu.edu/isbm) and the Industrial Marketing
and Purchasing Group (http://www.impgroup.
org/about.php). The Internet sites of each of
these organizations offer informative reports on
advancing effective planning and implementing
of B2B marketing and purchasing strategies. For
example, the paper by Ford et al. (2002) on
Managing Networks is available at the IMP Group
Internet site (go to http://www.impgroup.org/
uploads/papers/4198.pdf). Managing Networks
provides a tutorial that deepens readers’ under-
standing on how B2B networks operate and
shows why B2B network research is a major focus
of members of the IMP Group (the IMP Group
includes B2B researchers from 45+ countries).
Ford et al. (2002) provide a basic model on how to
manage B2B networks that builds on the follow-
ing observations:

A network consists of companies and the relation-
ships between them. A network is not restricted to
the set of companies with which a single company
deals, or even to the companies that they deal with.
Nor is a network simply the set of companies with



which a company has formal or informal agree-
ments about some co-operation. Any view of a net-
work centred on a single company, or defined by
the company itself is inevitably restricted and
biased and gives an incomplete view of the world
surrounding that company. A company-centred
view of the network provides an inadequate basis
for understanding the dynamics within that world
or for helping the company to understand the pres-
sures that are or may affect the company or the
opportunities open to it.

(Ford et al., 2002, p. 3)

An important early work covering major B2B
marketing–purchasing studies by members of the
IMP Group as well as by leaders of the ISBM is
particularly noteworthy – Understanding Business
Markets – this edited book by David Ford (1990)
includes 33 articles and book chapters on B2B
buyer–seller relationships, international market-
ing, ‘an interaction approach to industrial pur-
chasing’ and network implemented strategies.

The present chapter serves as an introduction
to the body of applied and scholarly work focusing
on B2B marketing, organizational buying behav-
iour and relationships, and networks. Aims of the
chapter include stimulating the reader to seek out
the sources of work that these pages summarize as
well as to present a few core propositions for craft-
ing and implementing effective strategies relevant
for firms operating in B2B markets. To keep the
present treatise to a reasonable length, the chapter
mostly focuses on the following five topics:

� Insights on how B2B is similar and differs from
B2C marketing–purchasing behaviour and
strategies.

� Deductive modelling of B2B marketing–purchasing
behaviour.

� Inductive modelling of B2B marketing–purchasing
behaviour.

� Innovation and diffusion decisions and strategy
propositions.

� B2B network research findings and strategy
implications.

How thinking by marketing and 
purchasing executives is similar 

to – and departs from – thinking 
by household consumers

Whether or not executives and household con-
sumers exhibit similarities or differences in their

decision making is useful to consider. Critical
nuances in conversations, thought processes and
behaviours associated with individual business
and consumer case studies support the view that
every decision process is unique (see Woodside,
1996). Yet a compelling need to categorize and
simplify exists in both theory and management
practice that results in grouping cases into a man-
ageable number of processes. Effective thinking
requires building and comparing typologies and
categories, for example, associating unique deci-
sion processes with executive versus consumer
problem solving implies two process categories
that differ meaningfully. This compelling need is
to achieve deep understanding of what is hap-
pening, what outcomes are likely to occur and not
occur, and the reasoning (i.e. the implicit ‘mental
models’ being implemented by the decision mak-
ers) (see Senge, 1990) supporting the observed deci-
sion processes. Our review of relevant literature
leads to two central conclusions: (1) Noteworthy
similarities in executive and consumer decision
processes are useful to describe and test empir-
ically to achieve greater sense making of both
processes. (2) For every similarity proposition,
stating a relevant departure proposition may be
supportable empirically. Consequently, the study
of similarities and departures in such decision
processes presents multiple meanings and cues –
the answer most useful to the principal issue is
that both similarities and departures should be
expected in studies of thinking, deciding and
behaviours among executives and consumers.

Several differences in decision making
between executives and consumers can be identi-
fied in B2B and consumer behaviour literatures.
Here are some noteworthy examples:

� Formal, written, rules for searching for suppliers
and evaluating vendor proposals are created for
many categories of decisions within organizations
but rarely by consumers.

� Formal performance audits by external audit
professionals occur annually for purchasing and in
many marketing organizations, but rarely are such
audits done for consumer decisions.

� For many categories of decisions, documentation
of deliberations and decision outcomes is more
extensive in business organizations compared to
consumer households.

This section describes five formal propositions of
similarities (S) and departures (D) of thinking by
executives and consumers. The discussion for this
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section closes with implications of the propos-
itions for improving sense making to help plan
and implement decisions that achieve desired
outcomes.

S1: automatic and controlled thinking;
D1: meta-thinking

Bargh (1989, 1994) and Bargh et al. (1996) empir-
ically support the proposition that most thinking,
deciding and doing processes include combining
bits and pieces of automatic and conscious
processes. Consequently, all decision makers can
only partly report the motivations and steps taken
in their thoughts and actions because they are only
partly aware of their own decision processes. ‘All
decision makers’ would include marketers and
buyers in organizations and consumers in house-
holds. Such a view has profound implications for
theory, research and marketing practice. Evidence
supporting this viewpoint is available in the field of
business and industrial marketing (see Woodside,
1987; Woodside and McMurrian, 2000) as well as
household buying behaviour (Cohen, 1966; Thelen
and Woodside, 1997).

S1: Thinking, deciding and actions by marketing
and purchasing executives and household con-
sumers often include automatic as well as con-
scious processing of information.

Meta-thinking is thinking about how thinking
occurs including how thinking should occur. Meta-
thinking by decision makers is a higher form of
conscious thought compared to conscious thoughts
directly relevant to immediate issues. Here is an
example of meta-thinking versus first-level con-
scious thinking:

Meta-thinking: What supplier performance attrib-
utes really make a difference in my own purchas-
ing performance?

First-level conscious thinking: Does our major
supplier provide on-time delivery consistently?

The creation of written checklists, such as safety
procedures that must be followed by a pilot before
lift-off is an example of meta-thinking. While writ-
ten procedures on how to think and act with cus-
tomers and suppliers are often proscribed in
industrial marketing and purchasing departments,
written guidelines of purchasing procedures are
not found in households.

Written evaluation methods using weighted
compensatory models are required in some

industrial purchasing departments (see Woodside
and Wilson, 2000) but likely are rarely available in
households. In the US, the National Association
of Purchasing Managers (NAPM) offers short
courses and educational certification programmes
to train managers on how to think and act effect-
ively as buyers and purchasing managers; more
than 30 000 professional buyers are ‘Certified
Purchasing Managers’. Similar certification pro-
grammes for training household consumers do
not appear to be available.

D1: Evidence of business and industrial marketers
and purchasers engaging in meta-thinking is more
substantial compared to household consumers.

S2: use of simplifying categorization
rules; D2: formalizing such rules

Both executives and consumers appear to use a few
framing rules when deciding the nature of the
problem or opportunity before them. Learning
these problem/opportunity framing rules has
important implications for influencing the thinking
and subsequent actions of both managers and con-
sumers. For example, if a buyer perceives an
upcoming purchase as a standard re-order from
current suppliers, a new vendor may need to influ-
ence the buyer to reframe the purchase as a ‘new
task buy’ (Howard and Sheth, 1969) before the
buyer will consider the new vendor’s product or
service. This implication follows from the related
proposition that the amount of effort in searching
for alternatives and in evaluating alternatives is
likely to be influenced by how decision makers
frame problems.

S2: Both executives and consumers apply simpli-
fying categorizing rules for defining decision 
contexts.

Three problem dimensions may dominate how
decision makers frame a problem/opportunity
(see Wilson et al., 2000): familiarity, financial com-
mitment and technical complexity. Assuming two
levels are used as a way of simplifying each of
these three dimensions, then eight framing cat-
egories may be identified. Both the industrial and
consumer research literatures note such problem
framing thoughts (see Woodside, 1992; Payne et al.,
1993).

D2: For repetitive decision-making contexts, cat-
egorization rules are more often formalized in
writing by executives but not by consumers.
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Several rationales may be suggested for written
problem/opportunity framing rules occurring 
for executives but not for consumers. The formal
requirements listed in the occupational specialty
often require written order routines that differ by
product categories (i.e. raw materials versus main-
tenance, repair, and operating (MRO) items) for
purchasers and buyers in firms but not in house-
holds. Most household consumers may view the
purchase of low-priced consumer goods to be
peripheral actions not worth the effort of creating
and following written guidelines. Training of new
professional buyers is facilitated often by detailed
written order routines for all product categories;
such written order routines may be prepared
rarely for household consumers because training
in buying is more informal and one-on-one, for
example, parent-to-child and sibling-to-sibling.

S3: use of simplifying evaluation/choice
rules; D3: formalizing

evaluation/choice rules
S3: All decision makers appear to create and use
simplifying decision rules when faced with two or
more alternatives.

For example, both professional buyers and house-
hold consumers create and use simple conjunctive
rules to eliminate all but a few possible suppliers
or brands when faced with many alternatives (i.e.
more than seven or so). A conjunctive rule sets
minimum levels of performance that must be met
or surpassed in the product provided as well as
supplier service performance. Consequently, a
‘short list’ or ‘consideration set’ of three to five
alternatives is formed for more in-depth evalu-
ation using some other evaluation and choice rule.
A weighted compensatory or lexicographic rule
may be applied for evaluating the alternatives in
the short list (consideration set). See Payne et al.
(1993) for a discussion of these heuristics.

Thus, a combination of evaluation and choice
rules may occur often for both executives and
household consumers when faced with many alter-
natives to evaluate, even though printed forms
using weighted compensatory rules for evaluating
competing vendors likely are printed only among
industrial firms not households. Consequently,
organizational buyers and household consumers
depart from each other in the degree of formaliza-
tion in creating weighted compensatory heuristics.

D3: Formal, written, evaluation and choice rules are
created and applied more often by professional
buyers compared to household consumers.

Industrial marketers should be aware that the final
evaluations from customers’ written weighted
compensatory rules often do not reflect the final
choices and purchase agreements (see Woodside
and Wilson, 2000) – the outcomes of using the
weighted compensatory rules may be revised to
account for seemingly idiosyncratic preferences in
the organization. See Woodside and Sherrell (1980)
for such choice behaviour examples. Nevertheless,
buyers using weighted compensatory rules report
that doing the necessary calculations are helpful
because the approach forces them to consider
more product and service attributes than they
would consider without the use of such rules.

S4: meetings for evaluating alternative
products and suppliers; D4: formalizing
rules of discussion and application of

group choice rules
S4: Decisions are often made in groups of two or
more persons both in industrial organizations and
households.

Even when all members of a group name one per-
son as the sole decision maker, other members of
the group and group discussion are likely to influ-
ence the choices made (Wilson et al., 1991).

D4: Formal procedures are enacted often within
industrial firms but not in households for meet-
ings to frame problems/opportunities, develop
rules for evaluating alternatives, evaluate alterna-
tives and make choices.

Written procedures of discussion, and minutes of
conversations and decision outcomes (including
formal purchase agreements), often follow from
cross-departmental meetings in business organiza-
tions more often than in meetings of household
members. To achieve wiser decisions and savings
in bulk purchases, meetings for the purpose of
evaluating and selecting suppliers may extend
across several manufacturing locations for an
industrial firm on an annual basis for several prod-
uct categories (see Woodside and Samuel, 1981).
Such meetings may be held rarely by adult siblings
living in separate households.
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S5: evaluating outcomes of buying
transactions and quality-in-use

experiences; D5: formal performance
audits

S5: Post-experience evaluations and assessments
of (dis)satisfaction occur often among both indus-
trial firms and households.

Some judgements influence intentions towards
suppliers as well as buying specific products.
Consequently, industrial and consumer mar-
keters often design marketing information sys-
tems to measure customer satisfaction with use of
products and services – including services pro-
vided by salespersons.

D5: Performance audits of suppliers, products
purchased and the professional buyers/mar-
keters employed by the organized are done more
frequently by industrial firms and rarely, if ever,
done by households.

Written guidelines are available on how to evalu-
ate the performance of marketers, professional
buyers and the strategy of the organization for
industrial firms; much of the popular business lit-
erature is devoted to reports of such performance
audits (see Woodside and Sakai, 2001). Compared
to the B2B literature and the activities, the written
reports on the effectiveness and efficiency of buy-
ing decisions by households are less extensive.

Implications for business and
industrial marketing strategy

The five sets of identified similarities and departu-
res are not intended to be exhaustive. Many 
additional sets may be described. For example,
feedback loops exist in both executive and con-
sumer decision processes that are often unrecog-
nized by both parties. However, in many
industrial contexts, systems analyses (e.g. math-
ematical modelling and simulations) have been
applied for identifying key leverage points affect-
ing outcomes desired by executives (e.g. see Hall,
1984), such work does not appear to be available in
the consumer research literature. Taking the time,
making the effort, to study feedback loops may 
be critical for achieving deep sense making of 
how our decisions/actions result in desired and 
undesired outcomes (see Senge, 1990).

Also, many executives in industrial firms and
household consumers resist adoption of prod-
ucts/services built on new technology platforms
proven to be superior to installed products/ser-
vices (see Ram, 1987; Woodside, 1996). However,
such resistance may lead to decline and death of
business organizations (see Christensen, 1997) but
rarely among household consumers.

The main benefit from studying and compar-
ing both the industrial and consumer research litera-
tures may be gaining deep understanding of the
subtleties and unexpected interdependencies in
thinking, deciding, talking and actions of decision
makers. Most likely, sense making skills are
improved from learning the similarities and depart-
ures in the processes of both categories of decision
making. Thus, the issue of what similarities and
departures in decisions and actions occur among
business executives and household consumers
may be more useful than advocating that the study
of decision making by executives is distinct from
the study of decision making by consumers.

Business and industrial strategists are likely
to increase their skills in making effective deci-
sions from studying both the industrial marketing
and the consumer research literature. Too often the
thought is expressed, ‘My company’s situation is
unique – it would not be useful to consider the
behaviour of other firms, let alone household con-
sumers, in similar situations because the situation
is really unique to my company’. Expressing such
a mental model often indicates an inability to cre-
ate and learn from analogies. Better to start by cast-
ing a wider net: let us admit that important
similarities in decisions and behaviours do exist
between business firms and household con-
sumers, while recognizing that success lies also in
studying the nuances occurring in the unique
combinations of events in each case study (see
Ragin, 1987 for a complete development of points
relating to research on conjunctive processes).

Deductive modelling of B2B 
marketing–purchasing behaviour

A deductive model is a set of propositions that
builds from insight and knowledge of relevant lit-
erature; the propositions include theoretical state-
ments for testing via data collection and analysis.
Deductive models of marketing and purchasing
behaviour are useful for building what-if scenarios
and testing whether or not specific antecedents
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affect how problems/opportunities are found,
framed and handled by executives. Deductive
models focus on identifying variables and how
they are likely to relate to one another – such 
models predict and explain processes that are likely
to occur and the conditions that likely bring about
outcomes of interest.

The Sheth (1973) model of organizational
buying behaviour is an early and widely refer-
enced example of a general deductive model. The
Webster and Wind (1972) model is another exam-
ple of a deductive model. Figure 7.1 is a summary
of Sheth’s model.

Sheth’s deductive model is useful for sug-
gestions, propositions and identifying issues rele-
vant for B2B buying behaviour. For example, the
Sheth model proposes that the backgrounds of
individuals involved in industrial buying affect
their expectations and their expectations affect the
buying process itself. The model proposes that a
key issue in the buying process is whether/when
buying problems are handled autonomously by
one person (e.g. a buyer) or handled jointly by
two or more persons. Note that the model in
Figure 7.1 shows that ‘product-specific factors’

and ‘company-specific factors’ are also antecedent
factors in possibly influencing the industrial buy-
ing process.

Campbell (1985, p. 37) criticizes the Sheth
model (as well as the Webster and Wind model) for
not incorporating the interplay of marketing and
purchasing strategies and their antecedents.
‘Another disadvantage of both models is that they
concentrate on the buyer’s side’. Scant attention is
paid to the seller’s influence on buyer behaviour.
By contrast, the interaction model developed by
the IMP Group stresses the interaction between
two active parties, and the model proposed here
(see Figure 7.2) gives equal weight to buyer and
seller characteristics.

According to Campbell (1985), Figure 7.2
includes three groups of variables – the character-
istics of the buyer, the supplier and the product.
Note Figure 7.2 includes three possible types of
buyer and seller interaction strategies: competi-
tive, cooperative and command. A joint occurrence
of competing strategies in a buyer–seller inter-
action is likely when both parties have nearly equal
power in their bargaining positions – both are simi-
lar in importance to each other and the switching
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Figure 7.2 Buyer–seller interaction model
Source: Campbell (1985), Figure 2, p. 39.

costs to other suppliers/customers are about equal.
Command buying (where the buyer has more
power than the vendor) is more likely to occur
when the buyer is larger than the supplier; com-
mand selling is more likely when the vendor is
much larger than the buyer. Cooperative inter-
action processes are most likely to occur consis-
tently between manufacturers and distributors of
the manufacturers’ products.

Table 7.1 includes predictions of conditions
favouring each of the three interaction processes
for buying behaviour. Note that while insightful,
the value of such observations includes two impor-
tant limits. First, the favouring conditions that
Table 7.1 describes are predictions and not empiri-
cal findings; how consistently such predictions
actually represent in real-life buyer–seller interac-
tions is still an open question. Second, such deduc-
tive model presentations do not capture the details
of real-life interaction processes – they are not thick
descriptions and do not provide much understand-
ing of the complexity, delays, interruptions and

looping-back behaviour that occur in real-life 
marketing–buying behaviour.

Inductive modelling of B2B 
marketing–purchasing behaviour

Inductive model building in B2B marketing and
buying behaviour focuses on reporting the details
of real-life decisions and observable behaviour to
deepen understanding and accuracy of descrip-
tive reports of what actually happened. The
objectives of inductive modelling usually include
providing thick descriptions of real-life processes
with frequent discussions focusing on explaining
the meaning of events, conversations, behaviours,
decisions and outcomes in the descriptions. Some-
times inductive modelling includes building sys-
tem dynamic models and running simulations of
alternative conditions for a given real-life process –
such system dynamics modelling represents



Table 7.1 Conditions favouring different buying strategies

Competitive buying Cooperative buying Command buying

Product � Low or high frequency of purchase � High frequency of purchase � High frequency of purchase
characteristics � Low switching costs (standardized product) � High switching costs (customized � High switching costs

� Product performance can be precisely product)
specified � Product performance difficult to specify

Industry � Supplier’s industry fragmented � Both industries are concentrated � Buyer’s industry concentrated 
characteristics � Intense price competition among suppliers � Stable competitive situation in each but supplier’s industry fragmented

� High rate of technical change industry � Average level of competition
� Tradition of competitive buying � Low rate of technical change � Low rate of technical change

� Tradition of cooperative buying � Tradition of command buying

Company � Buying company is larger than supplier � Both companies are similar in size � Buying company much larger than 
characteristics � Buying company prefers competitive � Both companies seek a cooperative supplier

buying relationship � Buying company prefers to 
� Buying company lacks familiarity with � Both companies are familiar with each dominate supplier’s costs and 

product (new buy) other and respect each other’s technical technology
� Centralized buying organization knowledge � Buying company is familiar with 

� Organizational structures are similar suppliers
� Buyer has more professional 

organization than supplier

Individual � Product perceived as important by buyer � Product is perceived as important by � Product is important to buyer
characteristics � Buyer is not risk averse for this purchase both parties � Buyer is risk averse for this

� Individuals who interact do not know each � Buyer is risk averse for this purchase purchase
other well � Individuals who interact know each other � Individuals know each other 

� Buyer prefers competitive buying approach � Both buyer and seller prefer a personally
cooperative relationship � Buyer prefers a command 

strategy and supplier accepts 
cooperative role

Source: Campbell (1985),Table 2, p. 43.
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advanced inductive modelling (e.g. see Huff et al.,
2000; Sterman, 2000).

The following reports are a few major mile-
stones in the literature on inductive model building
involving B2B behaviour. Cyert et al. (1956) present
the classic thick description of real-life B2B buying
behaviour that captures the complexity, delays,
personality influences and restarts (i.e. feedback
loops) occurring when a firm attempts to buy a
main frame computer for the first time. Witte
(1972) inductively examines the deductive ‘phase
theorem’ model that predicts that decisions follow
a sequence of five phases: problem recognition,
gathering of information, development of alterna-
tives, evaluation and choice. Witte’s report includes
no support for the sequence among 233 buying
processes for data processing equipment and he
notes that searching, developing alternatives, mak-
ing evaluations and choice occur in each of 10 time
periods when he divided up each process in 10
equal time units. Witte’s article often receives credit
for originating the ‘revised phase theorem’ prop-
osition that processes never really end – systems is
what life is about – whereby all variables are both
antecedents and consequences (also see Senge,
1990). In 1976, Mintzberg, Raisinghani and Theoret
proposed the need for research on structuring
unstructured decision processes and how to go
about doing such structuring. By crafting and
analysing thick descriptions of 25 mostly B2B mar-
keting–buying processes Mintzberg et al. (1976)
provide the following conclusions:

The results of this study suggest that the design of
a custom-made solution is a complex, iterative pro-
cedure, which proceeds as follows: the designers
may begin with a vague image of some ideal solu-
tion. They factor their decision into a sequence of
nested design and search cycles, essentially work-
ing their way through a decision tree, with the deci-
sions at each node more narrow and focused than
the last. Failure at any node can lead to cycling back
to an earlier node. Thus a solution crystallizes, as
the designers grope along, building their solution
brick by brick without really knowing what it will
look like until it is completed.

(Mintzberg et al., 1976, p. 256)

Additional milestones on inductive model building
include the call by Howard et al. (1975) to map
actual decision processes. Figure 7.3 is an example
of such mapping research. Such a decision systems
analysis (DSA) as the pricing decision process in
Figure 7.3 provides the benefit of predicting out-
comes of alternative antecedent states that affect

path choices by decision makers through the
process. DSA includes developing a model struc-
ture of relationships among events, decisions and
outcomes. DSA is sometimes an intermediary step
between a thick description in the form of text and
a system of equations that are used to create a sys-
tem dynamics model and to perform simulation
runs of a process.

Figure 7.3 does not illustrate a system dynam-
ics model but does represent a forecasting model of
whether or not a firm will increase, maintain or
decrease price in response to competitors’ pricing
behaviour. Taking the time and effort to under-
stand the contingency paths in Figure 7.3 is worth-
while because (1) such contingency thinking depicts
real-life processing of information in making a deci-
sion and (2) such models bridge description, under-
standing and prediction. Box 1 in Figure 7.3 calls for
watching the wholesale price of the initiator (a large
competitor) in the current time period in a local
market. Box 2 asks the question if the initiator has
changed price – if not, the pricing decision maker
continues to watch the competitor. If the competi-
tor’s price does change, the model says to go to box
3. The paths in Figure 7.3 indicate that deciding to
reduce price is more complicated than deciding to
increase price in this model. Please study Figure 7.3
to see the different levels of complexity. (A marketer
might have a natural preference to increase price –
all other things remaining the same.)

Figure 7.4 is an example of the contingency
nature of a small manufacturing firm’s buying
behaviour of industrial solvents – almost always
buying from a large chemical manufacturing
firm. Note that when a local distributor does offer
a lower price to this customer that the customer
gives the big supplier a ‘second look’ and the
opportunity to match the lower price. How is the
large supplier likely to respond when receiving
such information? Unfortunately for the local dis-
tributor, the larger supplier is usually able to
retain 100 per cent of this customer’s purchasing
requirements. See Woodside and Wilson (2000)
for further details of contingency inductive mod-
elling of pricing and bidding decision processes.

Innovation and diffusion decisions and
strategy propositions

Recent decades show how the introduction of
superior new products manufactured on new
technology platforms cause dramatic changes in



market share among firms in an industry and
often result in death for prior leading firms because
these leaders fail to envision and buy into the new
reality (for evidence, see Christensen, 1997; Golder,
2000; McDermott and O’Connor, 2002). The main
reasons for such failure include combinations of
poor sense making and unwillingness to innov-
ate; high profits for existing core customers giving
a false sense of security; perception of high risk
and low rewards in adopting new technologies;
most organizational power being in the hands of
supporters of the currently dominating logic that
rejects the new technology and failure to provide
a unique organization structure to nurture prod-
uct development built on the new technology
platform.

While a consensus does not exist regarding a
formal definition of radical innovation (McDermott
and O’Connor, 2002), Green et al. (1995) provide a
reliable and valid measure that includes four
dimensions associating with the concept:

1 technological uncertainty;
2 technical inexperience;
3 business inexperience;
4 technological costs.

Radically new products and services are high in all
four dimensions. Examples include the shift from
typewriters and electric–mechanical calculators to
personal computers and shifting from invasive
surgical procedures to endoscope procedures. Key
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empirical findings on radically new product
development (NPD) include: long-term commit-
ments (10� years from first working model to
widespread market adoption, see Morone, 1993);
numerous stops and starts, deaths and revivals
(i.e. feedback loops and delays) before such pro-
jects are ultimately commercialized successfully
(Rice et al., 1998; McDermott and O’Connor, 2002)
and almost certain failure of firms manufacturing
products based on the existing, older, dominant
technology to maintain leadership following the
shift to adopting new products based on the rad-
ically new technology (e.g. rejection of radically
new products and explicit attacks against their
adoption by manufacturers and customers advo-
cating the older dominating technology, see
Christensen, 1997). These three key findings 
suggest the need for longitudinal research (e.g. his-
torical method, see Golder, 2000) rather than cross-
sectional surveys, recognizing and examining the
nuances of failure–success feedback loops and
how breakouts from these loops occur (Sterman,
2000; Repenning, 2001), and for theory that
describes and leads to useful prescriptions for
improving the interactions among radically new
innovation creation, manufacturing, B2B diffusion
and adoption/rejection – many superior new 

technologies are initially rejected by large cus-
tomers buying competing products manufactured
on older technology platforms (i.e. IMDAR model-
ling, see Woodside and Voss, 1999).

This chapter advocates adopting system
dynamics modelling to inform theory and to pre-
scribe executive actions for successfully managing
new products built using radically new technolo-
gies (see Huff et al., 2000; Sterman, 2000). While the
literature offers separate descriptions of processes
such as innovation, manufacturing, diffusion and
adoption/rejection, an integrated study of these
processes, with attention to how these processes
link together in series of events and feedback loops,
contributes to understanding and improves man-
agerial relevance of the findings.

Based on a review of case research field stud-
ies that provide thick descriptions of NPD built
on radically new technological platforms (for one
example of such a review see Woodside et al., 2005),
Figure 7.5 summarizes a general IMDAR model.
Figure 7.5 is a general framework that illustrates
frequently occurring repeating loops in IMDAR
processes. Note in Figure 7.5 that each of the five
stages in IMDAR includes a combination of unique
and generalized micro-stages. The IMDAR frame-
work includes the specific propositions that 
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obstacles and failing occur within each of the five
major IMDAR stages; searching/finding/using
the help of third parties (Biemans, 1989) occurs for
each IMDAR stage, including the rejection stage.
For example, in the rejection stage, advocates of
the installed-base technology may seek the help of
third-party inspectors and trade association lead-
ers to prevent the testing of a really new product
based on a revolutionary new technology; over-
coming such a powerful combination of advocates
for the existing installed-base technology usually
requires consorted efforts by the advocates of the
superior new technology (Woodside, 1996).

Note in Figure 7.5 that some degree or form
of rejection of a radically new product process
occurs before adoption occurs. Powerful forces
rise up to prevent, delay and subvert the testing
and acceptance of a really new product developed
using a superior new technology. To overcome
such formidable obstacles often requires dramatic
‘organizational improvisation’ (Gemünden, 1985;
Gemünden et al., 1992) and participation by a
combination of on-site senior executives, perform-
ance testing the new technology (Woodside, 1996).

Figure 7.5 includes the presence of several
types of champions: product champions within
four of the five specific IMDAR stages, with
mavens shown as a product champion in the diffu-
sion stage and opposer representing an anti-
champion in the rejection stage. In addition, opinion
leaders and network champions play supportive
roles. Mavens stimulate others to adopt the 
superior new product based on their expertise and
communication abilities – even if mavens do not
seek the role of championing the adoption of the
superior new product, others seek them out for
advice and demonstration. Mavens represent
Rogers’ (1995) consumer innovators and mavens
relate to von Hippel’s (1986) lead users concept.
Lead users are very advanced mavens – they are
consumers who recognize how a new technology
offers unique benefits versus the currently avail-
able products built on the currently dominating
technology. Lead users also envision potential
designs for a new product built using the new
technology. Lead users are often frustrated engin-
eers working for manufacturing firms whose sen-
ior executives are ignoring their advice to begin
research on developing new products built on the
new technology platform; such lead users often
quit and form their own companies with the help
of third parties (Biemans, 1991; Christensen, 1997).
Opposed to these champions of the new product,
rejecters are persons championing the status quo;

they stress financial, performance and personal
risks of adopting the new product and often 
are responsible for lengthy delays and outright
rejection of the new product in many customer
firms – particularly the large users of products
manufactured using the older and still dominating
technology (Woodside, 1996).

Opinion leaders are not mavens; an opinion
leader is vigilant of decisions implemented by
mavens and seeks mavens out for advice about
adopting new technologies. The opinion leader
often relishes her early adopter and community
leader roles in communicating the superior per-
formance benefits and lower total lifetime costs of
adopting new products. Mavens focus on personal
satisfaction and internal company recognition of
doing things better, faster and cheaper using the
new-technology-based products. Network champi-
ons (Woodside, 1996) serve as communication and
support functions across organizations and
IMDAR stages. While network champions can
emerge from more than one organization, they
often include a supply chain executive or an indus-
trial manufacturer agent who stimulates unique
multi-organizational meetings and special finan-
cing to demonstrate the superior performance of
the new product to customers in local markets. In
some cases, innovative and entrepreneurial users
may also act as network champions (see Lettl and
Gemünden, 2005). Note that Figure 7.5 includes
two network champions to indicate the difficulty of
any one party to span all the IMDAR stages effect-
ively. The presence of network champions likely
reduces the time necessary to achieve market take-
off for the radically new product from several to
one or two decades. Figure 7.5 includes death as an
end node possibility to illustrate the point that both
manufacturers and customer firms do face extinc-
tion if they effectively reject superior new products.
Underwood, the leading typewriter manufacturer
in 1923 in the USA, is an excellent case study of
such behaviour (see Golder, 2000).

Senge’s (1990) core proposition that the world
consists of circle relationships instead of linear
relationships is a central proposition of the pro-
posed IMDAR framework. Senge (1990) points to
the need for systems thinking and research on the
causes and nature of system do-loops to achieve
deep understanding on the restraints keeping us
from adopting superior new technologies and
behaviour. His call for finding the powerful, hid-
den levers occurring within systems needs to be
answered with the adoption of dynamic grounded
theories of IMDAR processes, and a combination



of data collection methods using longitudinal
research designs.

B2B network research findings and
strategy implications

Probably the most salient part of the environment
of all firms is other firms. Interfirm relations receive
surprisingly short shrift in marketing, industrial
organization economics and organization theory.
‘The point here is that the entire economy may be
viewed as a network of organizations with a vast
hierarchy of subordinate, criss-crossing networks’
(Thorelli, 1986, p. 38).

The involvement of customers’ customers,
that is users of a manufactured workpiece (a
‘workpiece’ is a unit of output from a manufac-
turing process, including machines to make other
machines, as well as bolts, trucks, drinking water,
machines to dry paint on metal, motor drives and
even MBA candidates), and especially third parties
(e.g. electronic technology (ET), experts, govern-
ment agencies, electric utilities, and consulting
engineers (CE)) are vital for successful diffusion
and adoption of the new, proven manufacturing
technologies (von Hippel, 1986; Biemans, 1990,
1991). The necessary involvement of third parties
in the adoption by manufacturing firms of new
technologies demonstrates the theoretical and
research need to include diagonal relationships 
in network analyses of innovation adoption
(Biemans, 1989, 1991). Research that confirms 
and extends the importance of third parties in
B2B networks in the adoption of innovations
would suggest the need to extend the concept of 
co-marketing alliances. Bucklin and Sengupta
(1993, p. 32) define co-marketing alliances as ‘lat-
eral relationships between firms at the same level
in the value-added chain and represent a form of
“symbiotic marketing”’ (see also Adler, 1966;
Varadarajan and Rajaratnam, 1986). The results of
additional research that this section discusses do
support the following revision to the definition of
the co-marketing alliances: lateral and diagonal
relationships among two or more firms at possibly
several levels in related value chains, representing
a form of symbiotic marketing.

Network champions
The presence and realized strategies of third parties
in innovation adoption networks may require the

development of new concepts for understanding
and explaining network behaviour. For example,
the concept of network champion (Woodside and
Wilson, 1994) is helpful for explaining the behav-
iour of the enterprise serving as a catalyst to build
new linkages among multiple firms that have pre-
viously not communicated with one another.
Creating the new linkages is necessary in assisting
a manufacturing firm in the process of replacing its
existing manufacturing technology with an ET
manufacturing process.

The concept of network champions extends
the work on the product champion concept (Schön,
1967; Maidique, 1980; Burgelman, 1983) and the
organizational champion concept (Burgelman,
1983; Hutt et al., 1988). The product champion is the
member of an organization who creates, defines or
adopts an idea for a technological innovation and is
willing to assume significant risk (e.g. in terms of
position or prestige) to make possible the success-
ful implementation of the innovation (Maidique,
1980); the presence and nurturing activities of prod-
uct champions is found for almost all successful
innovations (Peters and Waterman, 1982). An organ-
izational champion is a decision maker who provides
sponsorship or impetus for a project within the man-
agement structure of an enterprise (Burgelman,
1983). In a detailed case study, Hutt et al. (1988)
document the existence and roles organizational
champions play; for example, one marketing man-
ager in the firm they studied nurtured the market-
ing–R&D interface. Similarly, network champions are
likely to serve, in part, as marriage brokers and deal
makers to bring about new relationships among
enterprises at multiple levels who must interact 
for the adoption of new ETs in manufacturing
processes. The present section describes processes
of how new networks of relationships emerge
among multiple firms during processes of adop-
tions of new, proven, ET manufacturing processes.
The following discussion reports details of how
emerging networks are created within US industrial
manufacturing firms in one industry. An analogy to
the biological research on anatomies is used for
mapping who is involved in such networks (i.e. the
nodes of the networks) and the communication
links among these parties.

Uncovering networks of vertical and diag-
onal marketing relationships is analogous to the
study of anatomy. Anatomy is the art of separating
the parts (e.g. of an animal) in order to learn their
position, relations, structure and function. Mar-
keting anatomy is the detailed examination of what
is actually occurring in the marketing–buying
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process, including who is doing what, when and
with what outcomes. The research objectives
include replicating and expanding the research
reported by Biemans (1989, 1990, 1991); Biemans’s
work is based on research on network anatomies
in marketing–purchasing of innovations in the
Dutch medical equipment industry. Here we exam-
ine the B2B networks related to adoption processes
of a new, proven ET manufacturing process, electric
motor drives (EMDs). The worldwide paradigm

shift to EMDs from mechanical motor drives repre-
sents a large-scale industrial application of the 
new, ET manufacturing processes. In 1994 EMDs
achieved a small market share penetration (less
than 20 per cent) in the USA compared with the old
technologies, which they are replacing.

Figure 7.6 is a composite marketing anatomy
of the principal participants in the industrial adop-
tion process of the new ETs and the key relation-
ships among these participants. Figure 7.6 is a
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composite in that this illustration is not intended to
describe one particular network involved in cus-
tomer acceptance of one new ET. The composite is
a summary of the principal parties often found to
be involved in many such networks. For many spe-
cific customer adoptions of one of the new ETs not
all the participants shown in Figure 7.6 will be
found. Thus the marketing anatomy Figure 7.6
summarizes is a composite of the structure often
found in many, but not all, customer adoptions of
one of the new ETs.

Lead users are shown in box 1 of Figure 7.6.
Lead users are the first 1–2 per cent of customers
who apply the new technology commercially in a
new application in a defined market (see von
Hippel, 1986), for example, the very early adopters
of ozone generators in water treatment plants in
1982 in the USA and the use of radio-frequency
technology for processing infectious medical
wastes in 1991 (Woodside and Wilson, 1994). Lead
users tend to be leading experts in the technology
and in applying the technologies; thus this strong
link between lead users and technology is depicted
by the double-arrow line in Figure 7.6. Lead users
are a very special category of business customers
(shown in boxes 6 and 11). Lead users work closely
with a manufacturer of the new technology (box 3)
who is committed to developing new uses for it.
Thus, manufacturers committed to applying the
new ET to lead users’ manufacturing requirements
need to find one another and work closely together
to field-test the technology.

After several field applications of the new 
ET are completed successfully (5–10 years of test-
ing being required), the Environmental Protection
Agency (EPA) or other government agencies (box
8) may set new industry regulations that can be
met only by the large group of industrial cus-
tomers (box 6), by applying the new ET in their
manufacturing/process/fabricating operations.

Meanwhile, other manufacturers of the new
ET (box 3) are developing a field sales force (box 4)
and marketing strategies to reach the decision mak-
ers (boxes 12, 13 and 6) on buying and installing
(box 14) the new ET. Also, customers’ demand (box
11) for higher delivered-product quality that can
only be achieved by including the new ET in vend-
ors’ manufacturing operations. Five to ten years
after the early, successful applications of the new
ET, a new stage of rapid installation growth –
which includes the first-time use of the new ET by
up to 10 per cent of customers – for the new ET
occurs, for example, infrared heating and curing
applications in the late 1980s.

Between 10 and 20 years after its early com-
mercial application, the successful adoption of
the new ET by competitors of the business cus-
tomer (box 5) is an additional force helping to ini-
tiate adoption among 20–40 per cent of customers
(box 6). Thus, several forces create increasing influ-
ence for the widespread adoption of the proven
new ET: competitive pressures (box 5), continued
tighter customer quality requirements (box 11),
government regulations (box 8), the marketing
efforts of the new ET manufacturers (boxes 3 and
4) and the marketing efforts of electric power
companies to assist business customers in adopt-
ing the new ET (box 7).

Often the electric power company needs to
gain approval from a public service regulating
commission (box 9) to implement marketing tools
to assist business customers in adopting the new
ET. Alternative energy competitors (box 10) seek
to prevent the use of marketing tools by the elec-
tric power company and to slow the rate of cus-
tomers’ conversions to the new ET. Four persons
are included within each customer firm (boxes 6
and 11) to emphasize that the adoption and con-
version process of the new ET requires several
persons in several functional areas to be made
aware of the new ET and become convinced that
their company should convert to the new ET. Such
a marketing and buying process takes time –
many delays and roadblocks usually occur.

Two key points from the marketing
anatomy of the new ETs

First, with all the network participants involved in
marketing the new ETs as Figure 7.6 depicts, the
explicit creation and implementation of network
strategic alliances to help to design and use market-
ing tools helps to eliminate delays and accelerate
the adoption process. Second, for several reasons,
the enterprises, which are best located to act as net-
work champions may be electric power companies
(box 7). Electric power companies have the finan-
cial and human resources for industrial marketing
of the new ETs; they have an ongoing service- and
trust-based relationship with their customers; they
have, or can develop, the technical expertise in the
new ETs, to work closely with CEs and ET manu-
facturers; and they can gain substantial returns on
their new ET marketing investments.

The findings that this section presents confirm
and extend the work of Biemans (1989, 1990, 1991)
and Woodside and Wilson (1994) that intricate
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third-party relationships occur in the adoption of
new manufacturing technologies and B2B rela-
tionships in general. In cases of radical new prod-
uct adoption, third-party network champions work
to nurture relationships among other network
members. This nurturing role may include financ-
ing the purchase of new manufacturing equip-
ment for the customer, hiring CEs, joint sales calls
and introductions of manufacturer and distribu-
tor representatives to potential customers, hiring
of experts in manufacturing using the new tech-
nologies to direct customer-training programmes
and field tests of local applications of the new
technologies. Biemans’s (1991) general conclu-
sion in his research on new technology adoptions
in the Dutch medical equipment industry likely is
generalizable to other settings. By seeking possible
network members and working together, manu-
facturers, customers, CEs, electric power compa-
nies and other third-party participants facilitate
and accelerate the adoption processes of new,
proven and disruptive technologies.

Conclusion

Advances in crafting effective marketing strategies
and in crafting marketing theory are occurring in
both B2B and B2C subfields of the discipline.
Given the large economic size and necessity of B2B
marketing, the field deserves direct attention in the
study of marketing processes and decision mak-
ing. This chapter shows that B2B marketing theory
and practice are similar and also depart from B2C
marketing theory and practice. Rich insights and
skills await students, executives and scholars who
study both areas rather than focusing only on one
subfield.

Alternative deductive theories of B2B behav-
iour are useful for seeing broad and deep views of
possible antecedents, intervening variables, mod-
erators and outcomes that might occur when firms
interact. Inductive model building of B2B behav-
iour provides thick descriptions and deep mean-
ings of how real-life interfirm relationships occur.
B2B system dynamics modelling builds from
inductive modelling of B2B processes. The work on
innovation, manufacturing, diffusion and adop-
tion/rejection of superior, radically new, products
indicates that such IMDAR processes are a blend of
mayhem and meticulous planning with frequent
delays, interrupts and restarts. The chapter empha-
sizes the need to not only build knowledge and

skills in understanding marketing relationships
between firms but also of networks of firms and
individuals. Not only do new product champions
and B2B third-party facilitators occur in interfirm
relationships but also B2B network champions
arise during successful diffusing of superior, rad-
ically new products.

Personal study and nurturing system
dynamics views and modelling skills for simulat-
ing dynamic models of B2B relationships hold
great promise for achieving effective sense mak-
ing and effective decision making in B2B market-
ing. The works by Christensen (1997), Huff et al.
(2000) and Sterman (2000) are particularly useful
for accomplishing these objectives. Applying the
historical method (as Christensen, 1997; Golder,
2000 illustrate) and system dynamics modelling
(as Huff et al., 2000; Sterman, 2000 illustrate)
advances B2B marketing knowledge and skills
that relate to describing, understanding, predicting
and controlling (influencing) interfirm behaviour –
combining the two research approaches repre-
sents a superior, disruptive, technological platform
for acquiring and applying B2B knowledge and
decision-making skills.
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CHAPTER 8

Marketing research
ALAN WILSON

Introduction

Marketing research is defined as the collection,
analysis and communication of information to
assist decision making in marketing (Wilson, 2006).
Whatever the type of organization, information on
customers, competitors and markets is critical if
strategic goals are to be achieved and customer
needs are to be met effectively. This chapter looks at
the changing nature and sources of such marketing
information and the implications for marketing
research. The chapter then considers the main steps
in the marketing research process and considers the
ethical issues impacting on the collection of infor-
mation. The following two chapters will then look
at qualitative and quantitative research in more
detail.

The changing marketing research 
environment

Traditionally information on customers, their
behaviours, awareness levels and attitudes was
only available to organizations by using marketing
research to observe or survey customers. Organiza-
tions did hold limited information on their cus-
tomers but what they held was frequently in the
form of invoices, files and salespersons’ reports.
The material was generally difficult to access,
patchy in its coverage and rarely up-to-date. Over
the past 10–15 years, significant improvements in
computerization, data capture and database man-
agement have meant that many organizations now

hold significant amounts of data on their customers.
For example, a grocery store operating a loyalty
card scheme will have details on each cardholder
(Wilson, 2006) relating to:

� their home address;
� the frequency with which they visit the store;
� the days and times they visit the store;
� the value of their weekly grocery shopping;
� the range of products purchased;
� the size of packages purchased;
� the frequency with which they use promotional

coupons;
� the consistency with which they purchase specific

brands;
� the extent to which they trial new products;
� the extent to which purchasing behaviour is

influenced by the timing of advertising campaigns.

In addition, their purchases may indicate whether
they have a family, live alone, have pets, are vege-
tarian or tend to snack between meals.

The availability of such information has
changed the role and nature of marketing research
in many organizations. Research is beginning to
focus more on awareness and attitudes rather than
behaviour, and may focus more on potential rather
than existing customers. Customer databases may
also be used to assist in identifying potential
respondents or topics for research. In addition,
customers who are known to the organization and
have an ongoing relationship with them may be
more willing to take part in research on a regular
basis. Also, budgets that were used solely for
marketing research may now be split between the
managing of a database and marketing research.
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These interrelationships between customer
databases and marketing research mean that many
organizations are starting to adopt an integrated
approach to the collection, recording, analysing
and interpreting of information on customers, com-
petitors and markets. This has to be done with care
to ensure that marketing research is not involved in
collecting personal data that will be used in selling
or marketing activities directed at the individuals
who have participated in a research survey.
Marketing research is dependent on respondents
voluntarily providing information on their atti-
tudes and opinions. Respondents may not be will-
ing to provide such information if they think the
information is likely to be misused for purposes
other than research. Organizations undertaking
marketing research must therefore understand
their dual role of providing integrated information
to marketing decision-makers while protecting the
rights of their main information resource, the
respondent.

The marketing research process

There are a number of key steps involved in under-
taking and managing a marketing research project.
These steps represent the marketing research
process, the sequence of activities that require to be
addressed if a marketing research project is to pro-
vide information that is valuable to the marketing
decision maker. This marketing research process is
shown in Figure 8.1.

Stage 1: identification of problems and
opportunities

An organization’s marketing environment is con-
stantly changing and therefore marketing man-
agers have to address new issues which may create
opportunities or challenges for their organizations.
For example, the development of a new advertising

1. Identification of
problems and opportunities

2. Formulation of research
needs/research brief

3a. Selection of research
provider/agency

3b. Creation of research
design/choice of
research method

4. Collection of secondary
data

5. Collection of primary
data

6. Analysis of data

7. Preparation and
presentation of research

findings and recommendations

Figure 8.1 The marketing research process
Source: Wilson (2006).



campaign may offer potential opportunities to
develop business or may simply result in major
costs in terms of finance and corporate reputation.
A drop in sales may mean that the advertising cam-
paign is not working and needs to be redesigned,
or it may have come about as a result of short-
term price-cutting by the competition. Issues such
as these raise questions that need to be answered
before decisions can be made. Marketing research
may help to provide the answers to some of these
questions.

The precise definition of the problem aids in
understanding the information that will be needed
and therefore helps in identifying the marketing
research objectives. The organization should assess
the nature or ‘symptoms’ of the issue that it is cur-
rently facing. These may stem from what is known
about:

� market conditions;
� competitors’ activities;
� the organization’s own strategic objectives, plans

and capabilities;
� market share and sales performance;
� previous marketing initiatives;
� the nature of the existing and new products or

services;
� the awareness, attitudes and behaviour of

customers.

Stage 2: formulation of research
needs/research brief

In formulating the specific research needs of a
project, it is important to consult all of the depart-
ments and managers that will be involved in
making and implementing the decisions that will
flow from the research results. Their input at this
early stage will ensure the research is appropriate
for the final marketing decisions that have to 
be made.

In particular, the consultation should focus
on understanding:

1 The context in which the need for marketing research
was required. If an organization wishes to look at
customer attitudes as a result of a significant
decline in sales then they may require greater
urgency and detail than would be the case if
customer attitudinal data is simply required as an
input into an organization’s regular performance
measurement programme. It is also important to
be aware of any internal tensions or politics

within an organization which may influence the
decisions that have to be taken.Any tensions that
may exist may influence the type and quality of
the information that will be required.

2 The boundaries that exist around the problem. If all
of the potential courses of action relate to
communication objectives, then that is where the
focus should be.There can often be the danger of
decision-makers taking the opportunity to add
peripheral research questions, for example, about
other topics such as distribution or pricing that
can significantly change the nature of the project.
As a result, the research can lose focus and fail to
address the information requirements of the core
decision area.

3 The information components that are required to
evaluate the alternative courses of action.
Understanding the information that is required
behind a decision is critical. If a company wishes
to consider the suitability of opening a new
grocery store in a particular city, it is not
appropriate to simply ask city residents if they
would like a new store as they are all likely 
to say ‘yes, that would be nice’. Instead the
decision needs to be based on information 
such as the disposable income of city residents,
the stores residents currently visit, the perceived
strengths and weaknesses of competing 
stores.

4 The time scale for the decisions that have to be
taken. It may not be appropriate to plan a large
marketing research study if a decision is required
within the next 15 days.Alternatively, where a
final decision is not required for 9 months, it may
be more appropriate to establish a phased
approach to the gathering of information.

5 The budget available for obtaining the information.
The scale of the available budget for the research
will have a direct influence on the scale and type
of information that can be obtained.

6 The suitability of marketing research for some or 
all of the information that is required. Information
may be gathered from a variety of sources, some
may be available in an organization’s records or
customer database. Other information may be 
in readily available reports or on the Internet.
Alternatively some of the information
requirements may not even relate to marketing
but may relate to more technical information
about logistics or manufacturing. It is important
to determine the most reliable and economic
sources for all of the information that is 
required for the decisions that have to be 
taken.
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The consultation is usually managed by establish-
ing a small project team which represents all of the
interested parties within the organization (e.g. it
may include representatives from marketing,
research and development, operations, distribu-
tion, sales, corporate strategy, etc.). Alternatively,
where the number of interested individuals and
departments is large, it is easier to have a small core
team who have discussions and meetings with all
of the interested parties, and who then filter the
information from these meetings to determine the
specific research requirements.

This team would also be responsible for deter-
mining the extent to which the information targets
can be achieved with information that already
exists on customer databases and elsewhere within
the organization. If relevant internal data does exist
it can reduce the cost and time involved in under-
taking the research and it may also help to formu-
late the specific information targets and identify
the most appropriate respondents for the research.

The research brief
If marketing research is required, the project team
will normally develop a written research brief
setting out the organization’s requirements. This
will provide the specification against which the
researchers will design the research project. A
written brief in comparison with a verbal briefing
of the researchers allows the specifics of the brief-
ing to be circulated and assists in:

1 ensuring that the information obtained will be
relevant and of sufficient scope for the decisions
that need to be taken;

2 verifying that the need for the research is genuine
and is not simply:
� a way of using up this year’s marketing research

budget, in order to guarantee similar levels of
funding on marketing research next year;

� supporting a decision that has already been
made as a way of reassuring the management
team that they have made the correct decision;

� a way of stalling a decision that management
do not wish to make;

� reiterating information that already exists
within the organization.

Unfortunately, it is often the case that the desire
of managers to move things forward, results in the
development of the brief not being given proper
attention. The tendency to short circuit the formu-
lation of the research needs is unfortunate, as 
it can be very costly. A considerable amount of

time, money and effort can be wasted in pursuit
of inappropriate research questions.

The contents of the research brief are there-
fore very important; the typical structure for such
a brief is set out in Table 8.1.

Stage 3a: selection of research
provider/agency

This stage of the research process is the selection of
the researchers who are to do the research. The
research could be undertaken by an in-house mar-
keting research department within the organiza-
tion or by an external research agency. Larger
organizations are more likely to have formal mar-
keting research departments.

In many organizations, the marketing research
department primarily manages the research activ-
ity of external agencies rather than undertaking
projects on its own. Many related considerations
influence the decision to go outside and use exter-
nal agencies. Wilson (2006) states the most com-
mon of these as being:

� Internal personnel may not have the necessary
skills or experience. Few but the very largest
companies can afford to have specialists in the full
range of research techniques.

� It may be cheaper to go to an agency that has
encountered similar studies with other clients and
is therefore more likely to be more efficient at
tackling the research.

� Agencies may have special facilities or competencies
(a national field force; group discussion facility
with one-way mirrors; a telephone research call
centre) which would be costly to duplicate for a
single study.

� Internal politics within the organization (e.g. the
product under investigation is the pet project of a
particular senior manager) may dictate the use of
an objective outside agency whose credentials are
acceptable to all parties involved in an internal
dispute.The internal research department may be
well advised to avoid being on one side or the
other of a sensitive issue.

� If the research is to be undertaken on an
anonymous basis without the name of the
sponsoring organization being divulged then an
external agency may need to be used.

Selection of external research agencies
Initially, it is necessary to identify a shortlist of three
or four agencies to be briefed on the organization’s
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research requirements. Without prior experience,
it is difficult to prejudge the effectiveness and likely
research output of an agency. Like any service,
there are few tangible cues to assist in the selection
of the shortlist. Therefore, the shortlist is normally
drawn up on the basis of the following factors
(Wilson, 2006):

� previous experience in appropriate market sector
(cars, groceries, advertising, etc.);

� previous experience in appropriate geographical
market (for international research);

� appropriate technical capabilities (e.g. able to
undertake telephone research – in the UK, the
Market Research Society (MRS) produces an
annual Research Buyer’s Guide which lists
agencies and their expertise);

� appropriate research facilities and field force (e.g.
call centre, national field force, group discussion
facilities);

� reputation for quality of work and keeping to time
scales;

� evidence of professionalism (membership of
professional bodies such as the MRS,
adoption/compliance with recognized quality
standards, etc.);

� communication skills (both written and verbal);
� financially stable/well established.

Once a shortlist of three or four agencies has been
drawn up, briefing of each of the agencies should
take place using the written brief supported by 
a meeting between the organization’s project
team and the agency. This will enable the agency
personnel to fully understand the organization’s
requirements, allowing them to develop a research
proposal.

The research proposal
In response to the brief, the research proposal is
the submission prepared by the research agency
specifying the research to be undertaken. On the
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Table 8.1 Contents of the research brief

The research brief
1 Background

� This section should set out a brief explanation of what is happening within the organization, the
nature of its products or services as well as current market trends.

2 Project rationale
� This section sets out the reasons for the research being required.What areas of decision will be

addressed by the research and what are the implications of these decisions to the organization?

3 Objectives
� The objectives set out the precise information needed to assist marketing management with the

problem or opportunity.They should be clear and unambiguous, leaving little doubt as to what is
required.

4 Outline of possible method
� This section should only give a broad indication of the approach to be undertaken in the research.The

researcher, once briefed, should be allowed to use his or her experience to develop the most
appropriate research design.

5 Reporting and presentational requirements
� This section of the brief sets out the organization’s requirements in terms of the nature of the

written documents required from the researchers such as the research proposal, any interim reports
produced during the research and the final report. It should also highlight what formal stand-up
presentations will be required when the proposals are submitted and also for the final results at the
end of the project.

6 Timing
� This section sets out the time scales for the submission of the proposal and the completion of the

research.



basis of the research proposal, the client will
select an agency to undertake the research. The
proposal then becomes the contract between the
agency and the client company. The typical struc-
ture for such a research proposal is set out in
Table 8.2.

The content of the various sections is similar
to the research brief.

1 Background:This demonstrates that the agency
understands the context of the research by
briefly describing the client organization, its
markets and products, and the rationale for doing
the research.

2 Objectives:The objectives are similar to those in
the brief, although they may in certain cases be
more precisely defined.

3 Approach and method:This section sets out the
methodology of the research approach,
highlighting the types of research to be used, the
sample, the method of analysis and any limitations
of the proposed approach.

4 Reporting and presentation procedures:This section
highlights the likely structure of the final report
and the agency’s proposals for interim and final
presentations.

5 Timing:This should set out the time the project
will take from time of commissioning and
highlight any phasing of the research.

6 Fees:This should set out the total fees for the
project. Expenses (e.g. travel, room hire, etc.) may
be charged separately or be incorporated into
the fees.

7 Personal CVs: Sets out details about the background
and experience of the key researchers who will be
involved in this project.

8 Related experience and references: Sets out the
background on the research agency, outlining
what experience it has had in projects similar to
or relevant to this one. Certain clients may also
require the agency to provide references from
previous clients.

9 Contract details: If the proposal is accepted by the
client, it will become the contract for the
research that is to be carried out.As such, it is
common for contractual details to be enclosed at
the end of the proposal.

Presentation of proposals
In addition to the written proposal, agencies will
generally be asked to present their proposals ver-
bally in a form of ‘beauty parade’. From the client
organization’s perspective, this has three major
advantages. Firstly, it demonstrates the compe-
tence of the individuals in the agency. Secondly, it
provides a check on the quality of their presenta-
tional skills and materials. This obviously gives
an indication of their communication skills, but
in addition it gives an impression of the care and
attention that they put into their work. Finally it
allows the organization to question the agency on
their justification for the proposed approach.

Selection criteria to determine the
successful agency
Agencies will be judged on a whole range of cri-
teria, but Wilson (2006) suggests that the core 
criteria should include:

1 the agency’s ability to comprehend the research
brief and translate it into a comprehensive
proposal;

2 the compatibility of the agency staff with the
members of the client’s project team (as they are
going to have to work together on this project);

3 evidence of innovative thinking in the proposal
(the research has been designed for this client
and is not a standard off-the-shelf solution);

4 evidence of the agency understanding both the
market in which the client organization operates
and the specific problem facing the organization;

Marketing research 145

Table 8.2 Contents of the research
proposal

The research proposal

1 Background

2 Objectives

3 Approach and method

4 Reporting and presentation procedures

5 Timing

6 Fees

7 Personal CVs

8 Related experience and references

9 Contract details

Source: Wilson (2006).



5 confidence in the ability of the agency to deliver
and communicate actionable results that meet
the decision-maker’s requirements;

6 sound and appropriate methodology for the
specific research needs;

7 meeting the organization’s requirements in terms
of time scale and budgets;

8 relevant past experience and references.

Once the successful agency has been selected, the
agency and client organization will confirm that
the proposal or a revised version of the proposal
meets the client’s needs. The proposal then becomes
the contract for the completion of the research.

Stage 3b: creation of research
design/choice of research method

In developing the research proposal, the agency
will have been involved in designing the project
and identifying the appropriate sources of data for
the study. Where the research is being undertaken
by a marketing research department, the process
of research design will also have to be undertaken.
In determining the design, it is important to be
aware of the broad types of information required
and the resultant decisions to be made (Figure 8.2).
There are three main categories of marketing
research that are undertaken:

1 exploratory research;
2 conclusive – descriptive research (cross-sectional

or longitudinal);
3 conclusive – causal research.

Exploratory research
Exploratory research is research intended to
develop initial ideas or insights and to provide
direction for any further research needed (Wilson,
2006). It is a preliminary investigation of a situation
involving a minimum expenditure of cost and time.
Normally, there is little prior knowledge on which
to build. It may be used to assist in the definition 
of detailed objectives for a subsequent marketing
research programme, or to examine whether it is
valuable to undertake further research at all. The
research may be aimed at exploring whether there
is any interest in a new product idea or at examin-
ing a new market that an organization wishes to
enter. The research may involve a small programme
of qualitative research or even telephone research.
Overall, exploratory research tends to be flexible
and unstructured reflecting the tentative nature of
the research objectives at this stage.

Conclusive research
All other research that is not exploratory in
nature and that is aimed at evaluating alternative
courses of action or measuring and monitoring
the organization’s performance is described as
conclusive research. Conclusive research can pro-
vide information that is inherently descriptive in
nature or causal in nature.

Looking first at descriptive information about
a market, examples are:

� the proportion of the population buying a
particular brand of toothpaste;
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Cross-sectional
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Longitudinal
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Figure 8.2 Types of research design
Source: Wilson (2006).



� the customers’ attitudes towards an organization’s
new products;

� the level of awareness of a particular sponsorship
activity;

� the extent to which customers are satisfied with
the service they receive.

Descriptive information of this type is gathered
using descriptive research. It provides the answers
to the who, what, where, how and when of mar-
keting research. The research outcomes describe
what is happening; they generally do not explain
why it is happening. Descriptive research is appro-
priate when the research objectives include the
description of the characteristics, frequency or 
prediction of marketing phenomena.

If descriptive research of this type is under-
taken in relation to one point in time, it is called a
cross-sectional study and involves the research
being undertaken once to explore what is 
happening at that single point in time. Alterna-
tively, if research intends to measure trends in
awareness, attitudes or behaviour over time, it is
called a longitudinal study. This may involve ask-
ing the same questions on a number of occasions
of either the same respondents or of respondents
with similar characteristics. The cross-sectional
survey is aimed at obtaining a picture of a mar-
ketplace at one point in time. However, longitu-
dinal studies, such as panel surveys, do enable
researchers to go back to the same respondents
again and again to detect ongoing changes in
behaviour, awareness and attitudes in response
to advertising campaigns, pricing changes or
even through changes in the economy. The cost
and complexity of maintaining a group of respond-
ents for a longitudinal study tends to be greater
than for one-off cross-sectional projects.

Descriptive research can tell us that two vari-
ables seem to be somehow associated, such as dis-
counting and sales, but cannot provide reasonable
proof that high levels of discounting result in high
sales. Research that does examine information on
relationships and the impact of one variable on
another is called causal research. This addresses
research questions such as:

� the relationship between disposable income and
expenditure on luxuries;

� the relationship between time listening to radio
and expenditure on music downloads;

� the relationship between awareness of
sponsorship activity and purchasing behaviour.

Causal research provides the type of evidence
necessary for making inferences about the rela-
tionships between variables; for example, whether
one variable causes or determines the value of
another variable.

Causal research and descriptive research
should not be seen as mutually exclusive, as some
studies will incorporate elements of both causal
and descriptive research. Conclusive projects
should be seen as falling along a research con-
tinuum with ‘purely descriptive studies’ at one
extreme and ‘purely causal with strict manipula-
tion and testing of relationships’ at the other.
Virtually all marketing research projects fall some-
where along this continuum, although the point
where descriptive ends and causal begins is 
subjective and somewhat arbitrary.

Studies that are nearer to the causal end of the
continuum will require an experimental research
design in comparison to more standard data
gathering for a descriptive study. Experimental
research allows changes in behaviour or attitudes
to be measured while systematically manipulat-
ing one marketing variable (e.g. price) and holding
all other variables constant.

Although in pure science a completely con-
trolled experiment can indicate for sure whether
something is caused by something else, in market-
ing practice complete control is rarely possible.
Therefore seldom can causation be conclusively
established in practical settings, although most
experimental research designs will provide an
indicative set of findings.

In addition to the determination of the data
collection method, the research design phase will
also consider the nature and number of respond-
ents (sampling) to be included in the research as
well as aspects such as the timing and scheduling
of the research.

Stage 4: collection of secondary data
Secondary data is information that has been previ-
ously gathered for some purpose other than the
current research project. There are two main sources
of secondary data: data available within the organ-
ization (internal data) and information available
from published and electronic sources originating
outside the organization (external data). Internal
data may include information from customer loy-
alty cards, sales reports and information in the
internal marketing information system. External
data may include government reports, news-
papers, published research reports and the Internet.
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Secondary data is used in many studies because it
can be obtained at a fraction of the cost and time
involved in primary data collection. It is most com-
monly obtained prior to the primary research as it:

� can help to clarify or redefine the research
requirements. For example, internal data held on
customers may provide more information on the
detail of customer behaviour and may therefore
clarify which customers or which product
offerings should be researched further;

� may actually satisfy the research needs without
the requirement for further primary research;

� may alert the marketing researcher to potential
problems or difficulties. Secondary information
about previous research studies may identify
difficulties in accessing respondents through, for
example, the Internet and therefore may persuade
a researcher to switch to some other data
collection method.

Stage 5: collection of primary data
Primary data will be collected by a programme of
observation, qualitative or quantitative research,
either separately or in combination. Each of these
types of research and their application will be dis-
cussed in detail in later chapters. In this chapter, it
is sufficient to signpost their existence and define
them (Wilson, 2006):

Observation research is a data gathering
approach where information is collected on the
behaviour of people, objects and organizations
without any questions being asked of the partici-
pants. The researcher becomes the witness of
behaviour and events rather than the collector of
information second-hand from others about their
perceptions and recollections of behaviour and
events. Events may be witnessed by human
observers or using equipment such as security
cameras, cookies on websites, electronic scanners,
automatic counting devices at the doors of shops
or buildings or other forms of recording device.

Observation only measures behaviour – it can-
not investigate reasons behind behaviour, it cannot
assess the participant’s attitudes towards the
behaviour and it cannot measure the likelihood of
the participant repeating the behaviour. Also, only
public behaviour is observed; private behaviour in
people’s homes or offices is generally beyond the
scope of observation studies unless permission has
been obtained to install recording devices in an
individual’s home. The types of behaviour that can
be measured are physical actions such as shopping

patterns or television viewing, spatial patterns such
as traffic flows on roads and in-store, temporal pat-
terns such as the amount of time spent queuing,
verbal behaviour such as conversations with cus-
tomer service personnel and physical objects such
as the brands of products in a consumer’s kitchen
cupboard.

The major advantage of observation research
over surveys of respondents is that the data that
is collected does not have distortions or inaccura-
cies as a result of memory error or social desir-
ability bias. The data that is recorded is the actual
behaviour that took place. Often facts are only
brought to light by means of natural settings only.
The interviewee is not conscious of them and
they are therefore not easy to get at by question-
ing. People may not remember which shelves
they looked at when going around a supermar-
ket, however, a video camera can capture every
movement.

Observation overcomes the high refusal 
rates that may exist for some survey research.
Respondents may be willing to provide their atti-
tudes in a survey but may be less willing to spend
a large amount of time listing their behaviours
and purchases. Observation can gather this behav-
ioural information without inconveniencing the
participant and in certain cases without the partici-
pant even being aware that it is happening.

Qualitative research uses an unstructured
research approach with a small number of care-
fully selected individuals to produce non-
quantifiable insights into behaviour, motivations
and attitudes. It is a mistake to consider qualita-
tive and quantitative research as two distinctly
separate bodies of research – many studies encom-
pass both approaches, with qualitative research
being used to explore and understand attitudes
and behaviour, and quantitative research being
used to measure how widespread these attitudes
and behaviours are. However, in comparison to
quantitative research:

� the data gathering process in qualitative research
is less structured and more flexible than
quantitative research and does not rely on the
predefined question and answer format associated
with questionnaires;

� qualitative research involves small samples of
individuals who are not necessarily representative
of larger populations, however, great care is taken
in the selection of respondents owing to the time
and effort that will be spent on researching the
views of each of them;
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� the qualitative researcher obtains deeper and more
penetrating insights into topics than would be the case
with a questionnaire or a more structured interview;

� the qualitative data produced is not quantifiable
and is not statistically valid – qualitative research
is concerned with understanding things rather
than with measuring them.

The most commonly used forms of qualitative
research are the individual depth interview and
the group discussion.

The individual depth interview
Individual depth interviews are interviews that
are conducted face-to-face, in which the subject
matter of the interview is explored in detail using
an unstructured and flexible approach. As with all
qualitative research, depth interviews are used to
develop a deeper understanding of consumer atti-
tudes and the reasons behind specific behaviours.
This understanding is achieved through respond-
ing to an individual’s comments with extensive
probing. The flexibility of this probing sets this
interview approach apart from other questionnaire-
type interviews. Although there is an agenda of 
topics (topic list) to be covered, the interviewers will
use their knowledge of the research objectives, the
information gained from other interviews and the
comments of the respondent to select which parts of
the dialogue with the respondent to explore further,
which to ignore and which to return to later in the
interview. Not only is the depth interview flexible, it
is also evolutionary in nature. The interview content
and the topics raised may change over a series of
interviews as the level of understanding increases.

Group discussions
Group discussions (also known as focus groups
or group depth interviews) are depth interviews
undertaken with a group of respondents. In add-
ition to the increased number of respondents, they
differ from individual interviews in that they
involve interaction between the participants. The
views or contribution of one person may become
the stimulus for another person’s contribution or
may initiate discussion, debate and even argu-
ments. The interaction between group members,
commonly called group dynamics, is critical to
their success and is their principal asset. Group
discussions can provide the researcher with a
richer and more detailed knowledge of a subject. It
can also highlight the dynamics of attitudes, by
showing how participants change their opinions in
response to information or stimulus introduced by

others. Information about the triggers that change
opinions is of particular importance to advertisers.
They generally take the form of a moderator hold-
ing an in-depth discussion with 8–12 participants
on one particular topic. A discussion guide is used
that outlines the broad agenda of issues to be
explored and indicates at which point stimulus
materials such as advertisements or new product
designs should be introduced. Traditionally, group
discussions were held in locations where partici-
pants felt most comfortable, such as individual
homes located in the same area as the respondents
or hotels for business people. These locations have
no special facilities apart from the researcher using
a voice recorder. Although the majority of group
discussions are still undertaken in such venues,
there are also a growing number of specialist view-
ing rooms or viewing facilities in cities and large
towns throughout the world which have one-way
mirrors or CCTV systems to allow researchers and
clients to view the discussions taking place.

Quantitative research uses a structured approach
with a sample of the population to produce quan-
tifiable insights into behaviour, motivations and
attitudes. Data is generally gathered through the
structured questioning of participants and the
recording of responses. These tasks can be under-
taken verbally, in writing or via computer-based
technology. An interviewer may be used to admin-
ister the survey over the telephone or through
face-to-face contact in the home, street or place of
work. They may involve the use of paper-based
questionnaires or computer terminals (laptops and
notepads). Alternatively, the respondent may com-
plete a survey on his or her own. This second type
of survey is known as a self-completion or self-
administered survey and can be delivered and col-
lected from respondents by post, by hand, by fax,
by the Internet, by e-mail or potentially by a web-
enabled WAP phone (Figure 8.3).

The advantages and disadvantages of the
main approaches are set out on the following pages.

In addition to the selection of the research
approach and depending on the type of research
being carried out, this phase is also likely to
involve the development of data collection forms
(questionnaires), the determination of the sample
of respondents to take part in the research and the
actual collection of the data.

Developing data collection forms
Primary data is frequently collected through ques-
tionnaires, but in some instances, it is also gathered
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Survey methods

Interviewer
administered

Self-
administered

Face-to-Face Telephone

In-home/
doorstep/
executive/

street

Postal Online delivery

E-mail/ 
web surveys  

Figure 8.3 Quantitative research methods

Personal interviews

Advantages Disadvantages

� you can motivate a respondent to take part � it is generally seen as being a more costly and
time and answer difficult questions when consuming approach;
there is direct face-to-face interaction;

� you can convince the respondent that the � interviews need to be clustered within specific 
research and the interviewer are genuine; geographical areas (e.g. cities, town centres,

etc.)
� you can check and ensure respondent if interviewers are to be used efficiently.Therefore,

eligibility before the interview is conducted; people in more remote locations are less likely to 
be  interviewed;

� you can assist a respondent with a more � quality control is more difficult as supervisors
complex questionnaire or set of questions; have to travel around a dispersed set of 

interviewers to ensure that proper interviewing 
standards are being met;

� you can judge the interest, impatience and � it is more difficult to motivate interviewers than
the seriousness with which a respondent is is the case, for example, in a centralized 
answering a questionnaire; telephone call centre.

� it improves understanding of the interviewer 
and the respondent through non-verbal 
communication.
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Telephone interviews

Advantages Disadavantages

� The interviewers can be briefed and trained in
one location.Their calls can be monitored using
unobtrusive monitoring equipment that allows
supervisors to listen in on interviews and
correct or replace interviewers who are
interviewing incorrectly.

� Unlike personal interviews, the interviewers do
not need to be located near the respondents
and the interviews can be undertaken nationally
or internationally from one central location.

� Some of the interviewer bias that may exist
with personal interviewers is also reduced, first,
through the tighter supervision, which ensures
that questions are asked correctly and
responses are recorded accurately, and second,
through the interviewer’s selection of
respondents being dictated by the names
and/or numbers supplied rather than the
approachability of different types of
respondent.

� The telephone also has the advantage of
reaching people who otherwise may be difficult
to reach through any other means, such as
businesspeople travelling around or people
who live in flats with entry-phones.

� The other major benefit of telephone
interviews is speed. Interviewers can be briefed
and be conducting interviews within hours of
the questionnaire being developed. It would
take much longer to brief a team of personal
interviewers.

� The biggest disadvantage relates to
respondent attitudes towards the
telephone. Over the past 15 years, there
has been a major growth of telephone
usage for telemarketing purposes
throughout Europe. Home improvement
companies, financial service organizations,
catalogue marketers and even charities
use the telephone to generate
sales/funds, either directly or by arranging
for a sales representative to visit
prospective purchasers. Many are
persistent and relatively aggressive 
callers and in certain situations some
disguise their approach as being
marketing research.This activity is called
‘sugging’ (selling under the guise of
research) by the marketing research
industry. Refusal rates are therefore
increasing.

� Although some telephone interviews can
last 25–30 minutes, they are normally
much shorter and certainly shorter than
face-to-face interviews.

� Certain types of question such as
complex ranking questions or questions
with a large number of multiple-choice
responses are also more difficult to
undertake over the phone.

� In international telephone surveys,
there may be specific problems in
undertaking interviews. One of these
relates to low levels of telephone
ownership, particularly in many of the
developing countries in Africa and 
Asia. Even in developed countries there
may be problems relating to the 
coverage of telephone networks owing
to the growth of the use of mobile
phones and people choosing to rely
solely on mobile rather than land line
networks (e.g. students, people on low
incomes).



152 The Marketing Book

Postal surveys

Advantages Disdavantages

� Questionnaires can be sent to a geographically
dispersed sample at low cost. For each
completed questionnaire from a geographically
dispersed sample, postal surveys are likely to be
around one-third of the cost of a typical
telephone survey and less than a ninth of the cost
of a typical face-to-face interview.

� No interviewer bias.
� The respondents can complete the

questionnaire at their own speed when they
want and can confer with other members 
of their household or refer to files, documents,
etc.

� The questionnaire can piggyback on the back of
other correspondence such as bank statements,
warranty registrations and newsletters,
reducing the cost further.

� Very low response rate, which can lead to a
high cost per completed interview.Those
who respond may not be representative of
the population. It may be that only those who
have strong opinions or have links with the
organization being researched take the time
and effort to complete the questionnaire.

� It is difficult to control the manner in which
the questionnaire is completed.As a result
sections may be left blank and it is not
unknown for managers to get their
secretaries or parents to get their children to
complete the questionnaires.

� It is difficult to get respondents to write
down full answers to open-ended verbatim-
type questions.Therefore most questions
should simply involve ticking boxes, and open-
ended questions should be limited to a very
small proportion of the total.

� From time of despatch, it can take 2–3 weeks
until all completed questionnaires are returned.
There may even be the odd questionnaire
drifting in up to 12 weeks after the survey was
despatched. Postal or telephone reminders
with incentives may be needed to get
respondents to return questionnaires.

Online surveys

Advantages Disdavantages

� The costs are even less than for a postal survey
as there are no photocopying and postage
costs.

� There are a growing number of online survey
software packages and survey hosting sites that
make the design and analysis of online surveys
very straightforward.Therefore online surveys
can be designed, despatched and analysed very
quickly.

� Online surveys can be personalized with only
the most relevant questions being asked of each
respondent. In addition, respondents can pause
and resume the survey at their convenience.

� Online surveys can access business people and
wealthy individuals who may be difficult to reach
through the telephone, post or face to face.

� E-mail addresses are constantly changing and it
can be difficult to obtain an up-to-date sample
list.Alternatively you need to approach
potential respondents when they visit your
website.

� Response rates are similar to postal surveys
and may deteriorate further as respondents
receive large quantities of ‘junk’ e-mail as well
as more and more requests to undertake on-
line surveys.

� There are still segments of the population who
do not have access to the Internet and do not
have an e-mail address.



through observation and through qualitative
research. Regardless of the data collection method
used, some instrument or form must be designed
to record the information being collected. This is a
skilled task requiring careful thought and plan-
ning. A poorly designed questionnaire can jeop-
ardize response rates and provide incomplete or
inaccurate data. With the growth of computer-
assisted interviewing and web-based surveys
where respondents’ answers are fed directly into a
computer terminal or through the Internet, com-
puting skills may also be critical.

Determination of the sample
Determining the sample involves specifying the
types of respondent to be included in the research,
the numbers of respondent required and the
method by which individual respondents will be
selected. There are a large number of sampling
approaches and their selection is influenced by
factors such as the level of accuracy required, the
nature of the project, the characteristics of the
potential respondents, as well as time and cost
constraints.

Collection of the data
Once the data collection form and the sample
design are prepared, the data can be collected. 
If the research involves observation, then differ-
ent types of equipment may be used. If it is qual-
itative, researchers need to use specific skills and
techniques to gather detailed information from
respondents. Quantitative research may require
significant logistical management activity to 
co-ordinate the dispatch of large postal surveys,
the management of geographically dispersed field
force interviewers or the operations of a telephone
call centre. Quality control is critical at this stage to
ensure that the research approach is implemented
in a manner which will ultimately address the
research objectives.

Stage 6: analysis of data
The types of analysis undertaken in a project
depend on the nature of the data and the specific
data collection method used, as well as on the use
to be made of the findings. In particular, there 
are significant differences between the analysis
approaches adopted for qualitative research and
those used for quantitative research.

Stage 7: preparation and presentation
of research findings and

recommendations
Generally, most projects involve the preparation
of a formal written report and an oral presenta-
tion. Often the presentation and communication
of the research findings is as important, if not
more important, than is the research itself. It is
difficult for client organizations to take research
findings seriously if they are confusing, inaccur-
ate or lack relevance to the key marketing decision-
makers. There is a need to understand the
requirements of the audience for any research
report or presentation, and to develop quality
materials to match these needs.

Managing the client/agency 
relationship

Throughout the marketing research process, it is
important that the project team in the client organ-
ization and the researchers work as a unit in order
to maintain the quality and relevance of the
research. This means that the project team should
seek regular meetings during the project in order to
maintain their awareness of what is going on and
also to suggest alternative courses of action if the
research is encountering problems, such as high
refusal rates among respondents or the sample lists
provided by the client being inaccurate. It may be
worthwhile phasing the research into different
stages and having interim presentations at various
points throughout the research. At these presenta-
tions, decisions could be taken as to whether to
continue with the proposed research, make amend-
ments to the research design or abort the project.

Ethics in marketing research

Marketing research ethics refers to the moral guide-
lines or principles that govern the conduct of behav-
iour in the marketing research industry. Ethics is
particularly important in marketing research, as the
industry is dependent on (Wilson, 2006):

� Goodwill:The goodwill of the individual
respondents for their willingness to volunteer
information on their awareness, attitudes and
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behaviours.Any practice that erodes that goodwill
makes future marketing research studies more
difficult to undertake.

� Trust: Marketing decision-makers trust researchers
to provide accurate information that has been
collected in a professional manner. Researchers
also trust decision makers to divulge all
information that may have an impact on the
completion of a marketing research study.

� Professionalism: If respondents are to answer
questionnaires in a serious and thoughtful manner,
they have to feel that the research is going to be
used in a professional manner.

� Confidentiality: Respondents are more willing to
express their views and opinions, if they know
that the information is going to be used in a
confidential manner (in other words, taking 
part in marketing research will not result 
in the respondent becoming subject to sales 
calls).

The behaviour of marketing researchers is con-
trolled by the data protection laws enforced by
the government of the country in which the
research is being carried out and also by the rele-
vant self-regulatory codes of conduct drawn up
by the professional bodies that represent the 
marketing research industry.

Data protection legislation
Individual European countries each have their
own national legislation on data protection. These
all tend to fit within the framework of the European
Union Directive on Data Protection. This Directive
was passed in 1995 and required Member States 
to implement the Directive into national legislation
during 1998. Although the intention was to have 
a common data protection law for Europe, each
country has added to or changed the detailed
meaning of some parts. This means that researchers
undertaking research in non-domestic markets
should always check the specific laws of the coun-
try in which they are researching.

Despite the different nuances of the different
laws, the guiding principles are common and
these are:

� Transparency: Individuals should have a very clear
and unambiguous understanding as to why their
personal data (i.e. data that identifies a living,
individual, natural person) is being collected and
for what purpose it will be used.

� Consent:At the time when their personal data is
being collected, individuals must give their consent
to it being collected and they should also, at this
time, have the opportunity to opt out of any
subsequent uses of their personal data.

It is important to note that data protection legisla-
tion only covers data (including audio and video
records) that identifies a living, individual, nat-
ural person. Once any identifiers linking data to 
a specific person have been removed then it no
longer constitutes ‘personal data’ and is therefore
not covered by the legislation. Information about
companies is also outwith the remit of the legis-
lation unless it identifies information about 
individuals within the companies.

Codes of marketing and social
research practice

In addition to legislation, there are professional
codes of marketing and social research practice.
These are self-regulatory codes of conduct 
developed by the professional bodies responsible
for the research industry. The first such code was
published in 1948 by the European Society for
Opinion and Marketing Research (ESOMAR). In
the UK, the Market Research Society Code of Con-
duct was first introduced in 1954. Other national
marketing research societies and the International
Chamber of Commerce (ICC), which represents
the international marketing community, produced
their own codes. In 1976, ESOMAR and the ICC
produced a single international code instead of
two differing ones, and the joint ICC/ESOMAR
code was established. This has been revised on a
number of occasions since. National organizations
such as the MRS in the UK have also been revis-
ing their own codes during this time, to the extent
that most European national codes are now fully
compatible with the ICC/ESOMAR International
Code of Marketing and Social Research Practice.

It is important to note that these codes are
self-regulatory and are not controlled by law.
Breaches of these codes can only result in discip-
linary action relating to an individual’s member-
ship of the relevant professional body. Such
disciplinary action may involve membership being
withdrawn, demoted or suspended and the pub-
lication of information about such actions.

In addition to the formal code of conduct,
ESOMAR, MRS and other national marketing
research societies provide written guidelines to
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their members on specific areas and issues involv-
ing the practice of marketing research such as:

� research among children and young people;
� Internet research;
� qualitative research;
� mystery shopping research;
� questionnaire design;
� maintaining distinctions between marketing

research and direct marketing.

These are regularly updated and can be
obtained from the MRS (www.mrs.org.uk) and
ESOMAR (www.esomar.org) websites.

Summary

The marketing concept promotes the idea that the
whole of the organization should be driven by the
goal of serving and satisfying customers in a man-
ner which enables the organization’s financial and
strategic objectives to be achieved. Marketing deci-
sion makers therefore require the best customer,
competitor and market information available when
deciding on future courses of action for their prod-
ucts and organizations. As such, the source of the
information is less important than the quality of
information. There is a growing trend towards a
blended approach to information gathering where
database information and Internet sources are used
at any of the stages of the research process to satisfy
the information needs of the project and assist in
the design and the execution of the research. In
doing so, however, care must always be taken to
ensure that the data obtained about and from indi-
viduals is protected within the parameters estab-
lished by the relevant data protection legislation
and the self-regulatory codes of conduct estab-
lished by the research industry. Marketing research
is dependent on the goodwill of the individual
respondents for their willingness to volunteer

information on their awareness, attitudes and
behaviours. It is therefore important that the whole
of the marketing research process is undertaken in
an ethical and professional manner.

This chapter has set out the research process
highlighting the stages that guide a research project
from conception through to final recommenda-
tions. Great care must be taken in the early stages of
a project to formulate what is expected from the
research, and a research brief should be written to
act as a specification against which researchers will
be able to design the research project.

The research proposal is the submission pre-
pared by the researchers for a potential client
specifying the research to be undertaken. The pro-
posal is also critical in the agency selection process
and sets out the detail of the research design.

The later sections of the research process,
such as collection of secondary data, primary
research, analysis of data and the presentation of
research findings are also outlined.

Marketing research does not in itself make
decisions; it simply enables better in informed
decision-making to take place. Managers still need
to use judgement and intuition when assessing
marketing information. The growth in information
sources as a result of computerization and the
Internet means that managers need more guidance
in validating and selecting the most appropriate
information to access and use. The marketing
research industry with its detailed understanding
of information collection and analysis, should be
the best qualified to provide this guidance.
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CHAPTER 9

Qualitative research
LEN TIU WRIGHT

Introduction

There is a long tradition in the social sciences of
observing, studying and recording what it is that
people do and how they live. Qualitative research
is rooted firmly in this tradition drawing from the
various social science disciplines, such as those of
anthropology, education, history, linguistics, psy-
chology, sociology and the practices of business,
management and politics, with which to inform
its own brand of study. This is why qualitative
research has been described as both art and science,
informed through an approach that consists of
being naturalistic, humanistic, holistic and specu-
lative (Mariampolski, 2001, p. 7–9), represented
and interpreted by many, such as those of aca-
demics, filmmakers, essayists, writers and social
critics (Denzin and Lincoln, 2005, p. 4). Humans
are subject to received wisdom as they are to infi-
nite thirst for knowledge and imaginary leaps of
faith, so qualitative researchers are unbounded
by conventional wisdom in seeking new interpre-
tations and challenges to advance knowledge in
the human race.

While this gives qualitative research its unique
and timeless quality, it has to be said that there is
a caveat to qualitative research. It is to be expected
that there are differences in the abilities of the
people conducting qualitative research as there
are variations in the quality of the material being
researched. In addition, there are individual value
judgements in interpretations giving rise to dif-
ferences in research techniques and reported con-
troversies, examples of which are discussed under
the subheading of ethnography.

What is important to recognize is that there is
much good qualitative research being carried out.
Its steady growth in marketing and market research
in the last 67 years attests to this. In this chapter no
distinction is made between qualitative research
in marketing and market research as it has become
an indispensable part of both their activities. When
Neil Borden introduced the term ‘the marketing
mix’ in his seminal publication (1964) he included
market research as one of the 12 components of
the mix. Since then the market research industry
has grown to be a large and important industry in
its own right, as evidenced by the European Society
for Opinion and Marketing Research (ESOMAR)
publications of annual reports on turnover and
spend in the market research industry. See website
(2005).

In 1997, ESOMAR put the size of the world
research market at more than 10.4 billions euros.
It listed amongst ‘the top 10 research groups world-
wide’ those companies that were also amongst the
top 10 in the European Union. The European Union
(41 per cent) and the United States (37 per cent)
accounted for the largest shares of world turnover
for qualitative research (ESOMAR, 1998). By 2003 a
global industry report (Tarran, 2004) gave the over-
all worth of the global market research industry as
US $18.9 billion (£11.6 billion). The breakdown
distribution of spend was given as: Middle East and
Africa ($246 million); Asia Pacific ($2569 million);
Central and South America ($685 million); North
America ($7137 million) and Europe ($48 285 mil-
lion). Compared to quantitative studies with their
larger samples and higher costs qualitative research
accounts for a much smaller percentage of the over-
all figure, in general between 10 and 20 per cent.
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For matured research markets Goodyear (2000, 
p. 379) put qualitative research at about 20 per cent
of revenues with a lower figure in less mature
markets.

This chapter concentrates on the importance of
qualitative research in marketing. It is not in the remit
of this chapter to cover the numerous typologies
and specialisms of qualitative research used in the
social sciences. The chapter’s orientation is directed
to where some of the traditions and applications
inherent in qualitative research are suited to mar-
keting. Definitions and scope of qualitative research
are provided. Background aspects are provided
about the growth of qualitative research, theoret-
ical underpinnings for and differences of qualita-
tive and quantitative approaches, including what
validity, reliability and triangulation mean in qual-
itative research. These are followed by reflections
on existing traditional types of enquiry, namely:
autobiography, biography, ethnography, grounded
theory, phenomenology and the case study. Data
collection methods and the applicability of qualita-
tive research to the broader realms of international
marketing are examined. The chapter concludes
with a brief prognosis for qualitative research in
marketing.

There are a number of reasons why qualitative
research in marketing thrives. It is not only the
preserve of the marketing and market research
industries. All kinds of organizations and their
consultants conduct qualitative investigations in
many and different fields, such as for academia,
charities, media, public relations and government
departments, which conduct qualitative research
to find out the attitudes or opinions, behaviour and
motivations of targeted groups and individuals.
In the twenty-first century the creation of new
industries and markets, goods and services replac-
ing many old products from manufacturing and
old service industries has led to new types of con-
sumption and user behaviour, for example for the
new products and services of modern electronics,
telecommunications and entertainment sectors.
There are proponents of more qualitative research
to enable greater ‘nuance-based audience defini-
tions’ away from static measurement, as in an Indian
example by Nye and as quoted by Mackenzie
(2005, p. 8). The increasing number of universities
and practitioner institutions worldwide teaching
qualitative research as part of marketing and mar-
ket research courses can be seen in trawling through
their specific websites or conducted through vari-
ous search engine sites, for example Google and
Yahoo. In the academic and practitioner spheres

there are informative and instructive books on qual-
itative research, examples of which are included in
the references at the end of this chapter.

Definition and traditions of 
qualitative research

Qualitative research is an overall term to describe
the work researchers do in formulating their
interpretations of the subjects of their studies and
giving representations of these interpretations in
order to add to a body of knowledge. For current
examples of new knowledge see the table on
‘Examples of practitioner contributions from the MRS
Conference 2006’. Perhaps qualitative research needs
to carry a health warning. The very wide scope of
what is loosely interpreted as qualitative research
means that there are as many different definitions
as there are researchers depending on the qualifi-
cations, training and backgrounds that researchers
come from. A variety of explanations for the theo-
retical understanding of qualitative research is
given in this section.

Within the humanities the sociological and
educational perspectives are expounded by Denzin
and Lincoln (2005, p. 2) who defined qualitative
research as ‘a field of inquiry in its own right’, being
a ‘complex, interconnected family of terms, concepts and
assumptions’ associated with ‘methods connected to
cultural and interpretive studies’. Qualitative research
is further described by the authors as crosscutting
eight historical moments of North American tra-
ditions: the traditional (1900–1950); the modernist/
golden age (1950–1970); blurred genres (1970–1986);
the crisis of representation (1986–1990); the post-
modern (1990–1995); postex-perimental enquiry
(1995–2000), the methodologically contested pres-
ent (2000–2004) and the fractured future (from
2005). For explanations of these terms see Denzin
and Lincoln (2005, p. 3–8).

Ontology
The sense of tradition, place, time and ‘of being’ are
echoed in qualitative research. The deep philo-
sophical position of ontology is the concern with
the nature of being or existence, as envisioned 
by Descartes’ phrase cogito ergo sum (I think, there-
fore I am) and which have been present in one
form or another within the principles about life,
as taught by philosophers through the centuries
as in the examples of Aristotle (384 BC) and



Confucius (551 BC). Within the terms of what Byrne
(2001, p. 372) described as qualitative research,
‘contextually laden, subjective and richly detailed’,
such a description can be applied to the writings
in marketing studies. What people wear, their
mannerisms and their proximity to others, what
they say with inflections of tone and volume, what
they show by body movements and mannerisms
or in their stillness, what they see or not see and
appreciate or not appreciate about the contents
within physical settings and the contexts of an
occasion within each setting all convey rich data
to qualitative researchers. The procedural nature
for valuable or good qualitative research can be
established by following the rules of epistemology.

Epistemology
As defined by the ongoing publications of the
Longman Dictionary of the English Language,
epistemology is the study or theory of the nature,
grounds, methods and limits of experience, belief
and knowledge. In producing knowledge there is
debate and scepticism, given the different claims
to knowledge. Since epistemology primarily
addresses the questions: ‘what is knowledge and
how is knowledge acquired?’.

These are inevitable debates. What people
think they understand as knowledge is dependent
on the perspectives they take, or how much they
are able to analyse the nature of such knowledge in
order to link these to their beliefs. It is not enough
for a researcher to state that an inductive reasoning
process, as based on observation and experience,
has taken place because this logical line of reason-
ing needs to be evident to others and also capable
of being judged by other researchers as to its 
credibility. ‘Analytic logic’ and its ‘interpretive
authority’ (Morse, 1997, p. 121) requires making
clear what the researcher ‘s reasoning is, from ‘the
inevitable forestructure to the interpretations and
knowledge claims made on the basis of what was learned
in the research’. Interpretive authority stems from
the requirement that researchers should make
statements founded upon observations which are
not prejudicial, but objective. Therefore, qualita-
tive researches are considered ‘good or excellent’
when they can be justified on these grounds.

Realism and interpretivist traditions
There is a richness in qualitative studies in throw-
ing much light on the way respondents think, feel

and behave. Qualitative researchers, according to
Silverman (2005, p. 9), look for details in the ‘pre-
cise particulars of such matters as people’s under-
standings and interactions … a non-positivist model
of reality’. Realism and the interpretivist traditions
are generally held up as alternative approaches to
positivism (see next section). Philosophical real-
ism is a belief that reality exists independently of
observers, while critical realism extends this to
the proposition that while some of what we see
and sense around us relating to external objects
and eventscan be taken to be accurate representa-
tions, there are other sense data which may not be
accurately portrayed. We see plentiful examples of
this in marketing. One example is the gulf between
the advertising agencies and public relations people
with the consuming public caught in the middle,
see Bell (2005, p. 21): ‘The truth is the ad industry
thinks that PR men are idiots, a waste of time, good at
lunch and not much else … PR men think that ad men
are grossly overpaid, whilst producing far too much
rubbish and that for an industry that reaps billions 
of dollars its vast output has no effect on anything’. 
It is not surprising that in critical and postmod-
ern marketing writings there is a sense of gaps in
marketing theory and limitations of marketing
methodologies. However, while both critical mar-
keters and postmodernists have raised awareness
of shortcomings in their critiques of marketing,
there has been very little that is of relevance in
terms of their establishing any alternative new
marketing theories or new methods for market-
ing applications.

The generalized nature of the interpretivist
approach to qualitative research has usually been
contrasted to positivism (see the next section),
because the interpretivist researcher looks for hid-
den meanings beyond the external façades of people
or in their dealings with their peer and reference
groups, for example contemporaries and family
members, or in society as a whole. Body language,
movements, looks, speech or inflections of voice,
verbal anecdotes, jokes and story telling all contain
subtle meanings which need to be explored. At the
sub-conscious level individuals interacting with
others have hidden intentions and meanings that
may mean more on interpretivist examination than
realism, that is the realist perspective of what is
seen represented in the world.

Discourse analysis for studying language,
verbal and textual, also looks for layers of mean-
ing and reference points, for example, how many
times a key work or phrase was used and what
meaning these same key words tell us of the
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writer or speaker and the characters he or she
chooses to use. However, as Black (2006) puts it,
‘how can words fully express the meaning inherent in
our observations, personal interviews and pictures
when so much of it is subtle, hidden and contextually
bound?’ So qualitative researchers can also apply
a variety of methods such as the examination of
film and personal photographs to observe their
subjects (Holbrook, 1995). Interpretivists see their
strength as being able to go beyond the surface
complexities to uncover hidden layers, for exam-
ple, in marketing this might be the deeper mean-
ings of consumption situations to people.

Qualitative research, according to Bill
Schlackman (1999), started out as motivational
research with its roots in psychology and owed
credit for its initial popularization to Dr Ernest
Dichter in the USA. Schlackman has been widely
credited with introducing qualitative research in
the UK in the 1960s. He saw motivational research
lose its title to become ‘qualitative research’ which
he thought was a more accurate description. In
Britain, as on the Continent, much pioneering work
came from social reformers and early consumer
groups which undertook limited social and market
studies in efforts to persuade their governments,
influential ruling classes and business corpora-
tions that there were cases for reform. Social class
divisions with their impact on poverty amongst the
working classes, limited provision of education,
poor living conditions and low welfare standards
were items for reform on their agendas. Govern-
ments in expanding their public sector commit-
ments set up more national corporations such as
those overseeing broadcasting and public trans-
port. After the Second World War the expanding
public and private sectors provided much work
for market research agencies.

Qualitative researchers can come from any
discipline, from the social sciences and other more
mathematical fields as represented in the persona
of Bronislaw Malinowski. He was the founder of
Mass Observation who had a background in math-
ematics and who applied scientific logic to the
traditional field of ethnography. He disagreed
with the traditional view of ethnography that was
reliant on believing what people said they did.
His view was that ethnography should be about
observing what others did. Mass Observation was
started in the 1930s when he led a group of young
researchers to study the cultures of working men
and women in the north of England (BBC Four,
2007). It was the start of a social phenomenon
when market research uncovered the attitudes

and behaviour of working people at a time when
politicians were becoming aware of consumer
research as a growing force for change. Mass
Observation became one vehicle by which govern-
ment agencies listened to their publics, helping to
establish it as one of the best known in market
research.

Qualitative research associations are at the
forefront of pushing the discipline in the United
States and Europe. They include qualitative con-
sultants from all kinds of social science back-
grounds. The UK professional body for qualitative
researchers, the Association of Qualitative Research
(AQR), holds annual conferences and opportuni-
ties for networking for its members. Such bodies
are normally practitioner dominated, as is the
Market Research Society (MRS) in the UK. Annual
conferences for academics, such as those run 
by the Association for Consumer Research in the
USA, the Academy of Marketing in the UK, the
European Marketing Academy and the American
Marketing Association all include tracks for papers
that have qualitative content. The Worldwide
Biennial Conference on Qualitative Research
(WBCQR) is a joint venture of the two leading
associations representing the discipline, the Asso-
ciation for Qualitative Research (AQR) in the UK
and the Qualitative Research Consultants Asso-
ciation (QRCA) based in the USA. The common
aim is to create a forum to showcase best thinking
and practices, to reflect all aspects of qualitative
research from the perspectives of those who com-
mission, design, execute and apply the findings
of research studies. The WBCQR also creates
numerous opportunities for networking with the
discipline’s leaders, as well as with prospective
clients and business partners by scheduling diverse
types of sessions and sponsoring a social pro-
gramme that takes advantage of the diverse inter-
national locations for its conferences.

Theory and application

A wide ranging and inclusive list of the versatility
of the qualitative researcher‘s toolkit is offered 
by Gummesson (2007). His choice of ‘interactive
research…includes case study research (recognizing
complexity, context and ambiguity); grounded theory
(letting reality tell its story on its own terms); anthro-
pology/ethnography (the importance of being there);
action research (making it happen and reflecting); nar-
rative research (making reality come alive) . . . network
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theory (addressing complexity, context and dynamism),
not limited to social network theory but including recent
developments in natural sciences’. These are amongst
the most commonly used theoretical research paradigms,
as stated by Creswell (1998, p. 11) and in part by
Richards and Morse (2007, p. 12), namely: autobi-
ography, biography, ethnography, grounded the-
ory, phenomenology and the case study.

Autobiography and biography

The intellectual strands of autobiographical and
biographical writings have their roots in literary
and social science disciplines. Internet searches
reveal extensive numbers of autobiographies and
biographies providing varied and interesting
contents, such as those written by and about past
American presidents.

Some writers are stimulated to compile biog-
raphies of other people, even when these people
are alive and might not have consented to the 
work being done or have divorced themselves
from it. For example, biographies of Princess Diana
were written of her when she was alive and after
her death. They are annually sold by publishers
each year with the excuse of satisfying consumer
demand. Some biographers write about their sub-
jects out of personal interest. However, there are
biographies written to tap into the markets where
there exist potential readerships and hence profits
to the publishers marketing the books.

An autobiography is a life story of a person
written by the same person. A politician’s mem-
oirs followed by a full autobiography of himself
or herself can invoke feelings of anticipation or
distaste, depending on one’s view of his or her
abilities while holding public office. In the 1980s
one such politician in the cabinet of the then UK
Prime Minster, Mrs Thatcher, had a re-run show-
ing of his memoirs in 2006, as adapted for televi-
sion audiences. There are radio interviews and
dedicated Internet websites for the rich and famous,
including infamous ones which seek to provide
insights for the consuming public. For qualitative
researchers both autobiographies and biographies
provide rich sources of secondary, historical,
anthropological and ethnographic data. The fas-
cination with past famous figures by modern writ-
ers and consumers who buy their writings has
helped to keep a whole genre of film and book sup-
pliers in strong marketing and subsequent good
financial health.

Phenomenology

This is a method largely developed by Edmund
Husserl (1859–1938). The first step of phenome-
nological reduction is to suspend all preconceptions
about experience. The phenomenologist describes
the invariant essences of objects rather than the
consideration of their objective states. Transcen-
dental phenomenology is based on insights from
the exploration of how knowledge comes into
being. It is interpretive, based on intention and
vivid attention to description. Existential phe-
nomenology regards human reality as a recipro-
cal relationship between the researcher and the
phenomena of all the thoughts, moods and actions,
that are lived experiences. Hermeneutical phe-
nomenology includes the arts, myths, religion and
symbols in cultures. Linguistic phenomenology
finds meanings residing within the language, bind-
ing it to historical and cultural contexts. Qualitative
market research has shown there are phenomena
of lifestyle changes with specific groups, in-group
behaviour and out-group behaviour carried out
with observation and in-depth interviewing tech-
niques. Such researches of people’s past and pres-
ent live experiences have led to the creation of
advertising campaigns around the ‘desirability’ of
product brands to consumers. Recent work car-
ried out by a small group of qualitative marketing
researchers led by Henry and Caldwell of Sydney
University included filming the events of heavy
rock music groups to investigate the influence of
music on consumption lifestyles and vice versa 
as in the Cliff Richard Fan Club in Melbourne.
Recognition of such qualitative in-depth market-
ing studies came with a European film award in
2006 for ‘Living Doll’ (title of a Cliff Richard’s
song) which was based around the topic of fan-
dom or fan worship of specific celebrities.

Grounded theory

This starts from the intention to generate, or to
discover a theory by studying how people inter-
act in response to a particular phenomenon. Theor-
etical propositions are developed from interview
data and field research. Grounded theory is often
about looking at how people are seen to react and
the signs or cues in their individual and group
behaviour. It is about defining, refining categories
and revisiting the questions arising from the
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research repeatedly until specific, tenable propo-
sitions arise. These propositions or theories are
then developed for further research. There has
been confusion as to how the method of grounded
theory has been used. This originates from individ-
ual researchers with varied research experience
and skills, with extensive or not extensive under-
standing of the contexts-laden aspects of a situa-
tion, hence affecting their interpretations of the
many clues in the field. However, for grounded
theory the theoretical basis for the coding of data
and the methods for coding has lent itself to com-
puter software analysis, as explained in the section,
Using computers in qualitative research. Where it is
difficult to research overseas markets, for example
where western theories about female emancipa-
tion and effects on female lifestyles will not fit with
Muslim societies’ treatment of the issue, then a
grounded theorist perspective could be justifiable
as a research approach over other approaches.

Ethnography

Ethnography is the description, or interpretation,
of the observable and learned patterns of behav-
iour in a social group or setting. The researcher
immerses himself or herself in a variety of ways
into the culture of the group to be studied. For
example, he or she might live with the commu-
nity, experiencing their day-to-day lives and pur-
suing one-to-one interviews with members of the
group. By doing this, the researcher experiences
at first hand how the subjects of the study are liv-
ing, working and behaving, while taking notes
and observing or being a participant (researcher
immersion) in the subjects’ community living.
Some historical ethnographers’ studies are open
to controversy, for example the evidence presented
by Margaret Mead in her book, Coming of Age in
Samoa and Freeman’s dispute of her theories in his
book Coming of Age in Samoa: Making and Unmaking
of a Myth. Mead gave her account as evidence that
Samoan teenagers were not prone to the pain and
stress of growing up compared to American
teenagers.

These theories were disproved by Derek
Freeman who publicized evidence disproving her
theories in his book and in subsequent writings.
The moral of this story is that the scientific basis
about racial difference rests on shaky ground. Early
ethnographers went from the West to remote
island or village communities to justify supposed

differences in race. Marketing studies found that
‘within group’ differences caused by genetic vari-
ations within the same race groups and those found
between groups representing different races do
not need to get in the way of branding. For exam-
ple, the global brand with one global message
and brand image are part of our modern history
(e.g. Coca Cola, IBM, Sony). The global brand is
sold to the human race which would consume or
use the product in the way it is marketed by the
company, whatever anyone’s race.

International marketing and market segmen-
tation studies concerning geodemographics and
psychographic or lifestyle data about the targeted
segments or consumer groups concentrate on atti-
tude and usage data. They generally do not focus
on the challenges of ‘race’. So much of what we
consume is international in one way or another,
as grown in Africa, made in Indonesia, mass pro-
duced in China and used in similar ways from the
industrialized Western countries to newly develop-
ing economies. For example, teas and coffees from
PG Tips, toothpaste and detergents from Proctor
and Gamble, Nike and Reebok clothing and shoes
are sold to markets all over the world.

Case study

Such examples of marketing studies have con-
tributed to a huge case load, as published by many
academic writers and institutions. A case study
about an event, an activity or individuals builds a
scenario with contrasting individual perspectives
and managerial implications. Qualitative research
contributes to case studies by finding out detailed
and intimate information about people using mul-
tiple perspectives to build up a picture of individu-
als and their contributions to a particular situation.

The case study is a theoretical or simulated
way of presenting information to others by telling
an account, a narrative or story involving vari-
ous people and their roles. Creswell (1998, p. 61)
explained case research as an ‘exploration of a
‘bounded system’ or a case (or multiple cases) over
time through detailed, in-depth data collection
involving multiple sources of information rich in
context’. In marketing teaching and research the
case study has a specific role for the instructor of
the case and the students set to work on the prob-
lems of the case. It is the educational value of teach-
ing the case study that keeps a research study alive
for years to come.
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Validity and reliability

Confusion about what is validity and reliability
and the interchangeability of these terms in pop-
ular use usually results from misunderstandings
over how to justify the small sample sizes and
choices of method. In qualitative research it is
important to recognize that there is ‘no one size to
fit all’. Take for example the thick descriptions
envisaged by ethnographers who craft their own
reports from verbatim accounts of their data or
grounded theorists who use selective criteria for
their coding in field research. The bases for induc-
tive reasoning and making judgements are based
on observations and past experiences that involve
statements which have different levels of validity.
It is important to distinguish between prejudicial
and objective statements while the latter are more
acceptable if they are based on many observations
and supported by general opinion from other
researchers and experts in the field, a process of
consultative validity. Validity of results in market-
ing describes how the information and recommen-
dations from qualitative studies are considered to
be defensible or logically sound and are of use to
the clients paying for the studies about their mar-
kets. Validity is a truth or belief. While Table 9.1 
is not intended to show all the different types of
validity it nevertheless represents common types
of validity, found in qualitative research.

When qualitative studies use small samples,
as in marketing, it can be hard sometimes to jus-
tify the reliability of the researches undertaken. So
long as there is some relationship to one or more
types of validity and, provided that the processes
of research and results can be extrapolated to other
groups, then reliability can be justified.

Reliability presupposes that the particular
theoretical approach to inform a given method has
taken place and that the findings uncovered by
such a method can be duplicated if the study were
repeated with other groups. In doctoral research
‘the contribution to knowledge’ is ingrained in the
expectation that there will be some originality in
the work. This could be new theories, new meth-
ods or new findings. In general, most research
studies tend to add a little to existing knowledge
rather than the big breakthroughs in innovations.
Examiners of the doctoral work need to see
whether the work stands up to scrutiny if applied
in more than one study. Reliability adds consis-
tency of approach with an external dimension,
whether or not a researcher ‘s study is revisited by
the same researcher or other external researchers
assigning the same principles or categories and
getting similar or fairly similar types of results. Of
course, one has to bear in mind that ‘revisions’ are
a normal part and parcel of research work in
adapting to change.

Triangulation

The origin of triangulation is a mathematical con-
cept in measuring elements to determine a net-
work of triangles or trigonometric operation to
discover a position from two fixed points, a known
distance apart. In qualitative research triangulation
involves a combination of finding out the data to
validate a conclusion, by combining for example
asking industry experts with direct questioning of
users and applying projective techniques. Sequen-
tial triangulation reflects the strong links between
qualitative and quantitative research.

Table 9.1 Validity types

(a) Theoretical validity, where research procedures are justified from established theoretical perspectives
or where original work has led to new theories being established.

(b) Instrumental validity, when the procedural method generated matches with the data generated.

(c) Consultative validity, when others knowledgeable in the field are consulted and have given their
feedback in terms of validating what is done.

(d) Internal validity where there is coherence in the fit between data and results.

(e) External validity, where the results produced match the kinds of information accepted by others.

Source: Adapted from Sykes in Wright and Crimp (2000).



For example, in the pharmaceutical industry
both types of researches are necessary before a new
drug is marketed. So a pharmaceutical company
would conduct field trials with doctors, nurses
and patients to gather observations and measure-
ments in order to determine whether the inter-
vention of the drug for a particular treatment is
justifiable or not. Given this context the applica-
tion of triangulation becomes another form of
validating the credibility of both qualitative and
quantitative studies.

In qualitative research the word triangulation
takes on a separate meaning from the mathematical
one, to refer to a combination of several methods,
such as observation and interviews in researching
the same phenomenon. It is also another way of
proving reliability. For example, in marketing stud-
ies multiple points of view can be gathered about
a particular type of marketing theory, method,
product or service concept. A simplified version
would be to ask three observers selected for their
different types of expertise or background about
a particular phenomenon to determine how far
their three statements coalesce. In revisiting this
at a later stage, the judgement about reliability
would be whether this position would still hold?
The degree of agreement can then be assessed. 
In marketing studies determining the extent of
competition and market risk can be difficult. The
resultant conclusion of this process becomes a
compromise in using multiple frames of reference
sourced from expert views, consumer responses
and backed up by secondary data sources. The
skill of the qualitative researcher in using triangu-
lation is in balancing multiple perspectives in the
research design and multiple realities from the
research data, thereby reducing the risks of avoid-
ing biases and prejudices.

Differences in research traditions:
qualitative and quantitative 

approaches

The variety of qualitative approaches, as discussed
in the previous section, remains in stark contrast
to quantitative research. The theoretical paradigm
of positivism is a label generally applied to quan-
titative research. The theoretical stance of Positivism,
postulated by Auguste Comte in 1856, stated that
the only authentic knowledge is scientific knowl-
edge, which comes from positive affirmation of

theories tested through strict scientific methods
of investigation. This is a view propounded by
technocrats and others in scientific and mathe-
matical circles, who regard scientific progress as
the means of gathering knowledge applicable to
standing up to the rigours of validity and reliabil-
ity in research design and outcomes.

The structured approach of closed-ended ques-
tioning and multiple numbers of questions allows
quantitative researchers to send questionnaires
via the post, telephone and computer to hundreds
and thousands of people simultaneously in order
to conduct large-scale surveys. The quantitative
research approach has the comfort of numbers
giving the advantage of reliability in producing
statistical evidence for such surveys. The biggest
examples of such surveys are by national govern-
ments conducting censuses to help their planning
and forecasting. International agencies collect
information on matters of global concern, such as
on world health and environmental issues in order
to mobilize support from world leaders and the
public. The data gathered are subjected to mathe-
matical analysis and modelling to explain national
and global phenomena by showing their key con-
structs, their inter-relationships and their relative
strengths within these inter-relationships. So deci-
sions can be based on statistically proven facts
with known margins of error.

Critics of qualitative research point to the
problem of replicating studies, given the labour
intensive nature of qualitative enquiry and there-
fore the relatively small sample sizes involved, in
comparison to quantitative work. However, there
remain weaknesses in the quantitative approach
when questions and answers are limited to tight
designs and controlled by predetermined con-
structs. Quantitative research has been criticized
for ‘scraping the surface of peoples’ attitudes and
feelings’. The complexity of the human soul is
‘lost’ through the counting of numbers, giving rise
to the failure to follow unexpected clues or to
research a topic in greater detail through deeper
probing and understanding of respondents’ moti-
vations and behaviour during a research investiga-
tion. Our mental faculties allow us to use our five
senses of hearing, sight, smell, taste, touch and
what those which ‘sense’ the paranormal might
think of, as our sixth sense. Respondents differ in
how they feel or not feel concerning issues, what
they like or dislike about data presented to them
and whether they can treat researchers with rude-
ness or charm. So many factors and influences
affect people in their everyday lives that when
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qualitative researchers set out to understand the
complexities surrounding the underlying causes
of behaviour, qualitative enquiry in such cases,
may be more appropriate than quantitative research
methods.

It makes sense to utilize both the qualitative
and quantitative approaches to solve marketing
or social problems. Both have strengths in their
inductive and deductive approaches and when
used together can work well in reducing risks and
complementing each other’s strengths. Academic
institutions and large marketing firms accommo-
date both. Qualitative exploratory research is com-
monly used as a precursor to conducting expensive
quantitative surveys, helping to get the right ques-
tions asked. Broadly, three types of sequential trian-
gulation from qualitative to quantitative based upon
qualitatively derived measures, interventions and
relationships enables managers to have three types
of valid bases upon which to fine tune their go/no
go decisions in marketing. The final decisions that
client managers take are inevitably qualitative.

Using computers in qualitative 
research

Using computers has helped to narrow the division
between qualitative and quantitative approaches.
The computer is a great equalizer. It is inanimate
and yet both parties can point to their software
use to legitimize the procedures in analysing data.
The manual processes of content analysis of texts
transferred to the setting of the computer with the
added sophistication of coding and structure, the
speed of multiple data entries and linking of data
have revolutionized the ways in which qualitative
researchers can now work. Larger numbers of
interviews and data can be added, coded, catego-
rized, stored and revisited. It is the case now that
computers with higher specifications, that is faster
speed of processor and greater capacities of hard
drive and memory, are cheaper relative to 5 years
ago so that more people can afford to turn to com-
puters for qualitative data analysis.

Since the early 1980s the popularly known
CAQDAS (Computer Assisted Qualitative Data
AnalysiS) has been used in social research (Seidel
and Clark, 1984). Although in the market research
industry CAQDAS was reportedly rarely used
(Nancarrow et al, 1996), what a difference 10 years
make in computing life. There is now a variety of
institutions and agencies which run introductory,

intermediate and advanced courses, such as those
run by the CAQDAS Networking Project at Surrey
University (http://caqdas.soc.surrey.ac.uk) for:
ATLAS.ti, NVivo, Qualrus and MAXqda. For clear
and step by step explanations about CAQDAS,
see Searle’s work on ‘Using computers to analyse
qualitative data’ (Silverman, 2005). In practice,
experienced users can view the applications of
software in terms of a computer-assisted strategy
to expedite and to generally enhance the qualita-
tive research process. In this respect such a strategy
is an additional way to add rigour to data handling
and evaluation by qualitative researchers.

There are, of course, limitations with any
method, including the use of the computer which
distances the researcher from the data, prompting
the researcher to follow an established pattern of
behaviour instead of noticing the little nuances in
the data itself. Some authors have pointed to the
risks of using CAQDAS in creating too many codes
(Roberts and Wilson, 2002) or confusing coding
with analysis (Coffey et al., 1996) or creating bias
towards grounded theory (Lonkila, 1995). How-
ever, it can be said that the computer has its many
uses, such as its renowned ability to handle data
search and large data sets, hypotheses testing and
generating information for clients of research in
professional looking, presentational formats.

Not all researchers use computers though. In
the market research industry CAQDAS packages
have been reportedly rarely used (Nancarrow 
et al., 1996; Ereuat et al., 2002). Clients often want
quick results for their money and turnaround time
for qualitative studies in markets can be very short.
If computer coding cannot take place, someone
has to do the laborious work of inputting data and
when speed is of the essence, then the tried and
trusted way of transcribing data is used. If even this
method is not fast enough or too expensive there are
other methods such as videoing or tape recording.
A focus group discussion in a room that has a one-
way mirror system, where the market researcher
and the client can view the proceedings without the
members of the focus group being able to see them,
is a quick and efficient method to get fast turn-
around of results. For small qualitative research
agencies without many resources and for individ-
ual researchers who wish to spend more time in the
field taking and analyzing notes the computer is not
a favoured solution.

From the marketing perspective the view 
of the practitioner is aptly put by Goodyear (2000,
p. 374–375) who sees the focus of qualitative
researchers as representing the consumer and his
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or her world ‘as accurately as possible for deci-
sion-makers in marketing or social policy’. The
job of the qualitative researcher is ‘to act as an
interpreter between the consumer and the client’.
For example, by interacting and talking with the
consumer the researcher is able to make detailed
and at times more intimate discoveries about the
consumer. The researcher interprets these in a
manner suitable for answering the client’s market-
ing questions. As Goodyear stated, within the
world of advertising this is colloquially known as
‘bringing the consumer into the agency’. Here the
particular value of qualitative research is to add
value to creative development in advertising or in
general to developing marketing communications.
This is because by understanding the specifics of
consumer likes and dislikes about brands, adver-
tising, companies, media and film celebrities, etc.,
suppliers gain knowledge about the general mar-
keting environments in which consumers spend
their money. Intricate demands are placed on
researchers to be good at writing and communicat-
ing, to be able to disseminate findings and to have
strategies in place to make recommendations.

Many companies, particularly larger ones,
through their researches and interactions with their
consumers and their business customers already
have big resources of information to draw upon,
especially when supplemented with updated
field research or secondary data. In this situation
they do not need to reinvent the wheel. In these
departments qualitative researchers work within
the remits of their organization’s resources and
parameters, such as gathering and evaluating
feedback from consumers, retailers and distribu-
tors about new product launches.

The global nature of the marketing industry 
is seen by the American Marketing Association 
as incorporating the business perspective with its
emphasis on strategy and organization and the
consumer perspective with focus on consumer needs
Imaginative use of qualitative enquiry extends to
getting people to imagine what they would do
given past, present and future scenarios.

As an example, researchers employed by busi-
nesses can ask consumers to imagine the condi-
tions under which they would buy the revamped
brands that were old brand leaders three and four
decades ago.

Take for example ‘Prell’ shampoo, ‘Smash’
potato mash, the fashion label ‘Biba’ and the
‘Commodore’ computer logo, now adorning MP3
players. These brands have been revived by their
companies in connection with other new products.

Individual interviews and focus group dis-
cussions with consumers are the qualitative mar-
keters’ tried and tested means of elucidating
information about consumer habits and prefer-
ences. These can be seen with regard to asking
questions about current shoppers’ intentions con-
cerning their purchases and use of goods and
services, or in contributing ideas for new product
development and new marketing promotions.

Data collection methods

Unlike quantitative research which collects data
for statistical analysis, the data gathered in quali-
tative research ranges from the unstructured to
the semi-structured kind. In the unstructured
form the qualitative research approach can rely
on innumerable tangible and intangible forms 
of self-expression by respondents. For example,
qualitative researchers can get respondents to
see, smell and touch tangible artefacts or other
physical objects and pictures in order to let the
respondents describe how they feel about them.
Or they can challenge the respondents to imagine
in an intangible way what it feels like to be in a
particular situation or to lose a favourite brand.
Both forms of enquiry are used to allow respon-
dents to describe their feelings and emotions. To
capture these moments researchers often rely on
one or more of note taking, tape recording, cam-
era surveillance and the computer to capture the
data. Such data include similarities and peculiar-
ities of respondents’ facial expressions, behaviour
and their verbal answers. The semi-structured
kind normally involves a questionnaire as the
research instrument where respondents are asked
to tick boxes for their preferences and to rate or
rank a product, service or corporate entity, usu-
ally in terms of whether the respondents think
favourably or not favourably towards these. It
gives flexibility where numbers are required for
coding either manually or electronically by quali-
tative software. The semi-structured question-
naire has spaces for comments with each main
question where respondents are encouraged not
only to give factual answers, but also to dig
deeper into their consciousness and to project
their feelings. For example, marketing managers
when interviewed could be asked about their
marketing decisions and the impact they have
had on others involved, such as competitors, dis-
tributors and consumers.
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Qualitative research can be undertaken to
check that the appropriate questions are asked
through an initial exploration of the market to
product launch into a new market. When market-
ing managers are seeking answers to marketing
problems and investigating opportunities the qual-
itative approach has much to contribute. Mistakes
are costly and there are not only financial risks
inherent in new developments of products and
services. There is also the risk of market share loss
in alienating consumers, as Coca Cola found in the
1980s with its unpopular variation of its long estab-
lished recipe for its product and in the 1990s when
its new range of carbonated water was introduced
into the market.

Test decisions for new product and service
introductions are informed from qualitative feed-
back of users and experts in many markets inves-
tigated, see Table 9.2.

The flexibility of qualitative research with its
small samples means that observing and asking
questions of respondents can take place anywhere
on a one-to-one or small group basis. A typical
small focus group can be around 6–10 or 8–12
individuals depending on the extent of the topic
and researcher preferences. The study can take
place anywhere by interviewing respondents in
their homes, on the street in shopping malls and
in public places, including hiring halls to get
respondents to try out or test new products. They
can take place in business premises where
researchers and their client managers can observe
respondents’ behaviour and interactions through
specially adapted viewing facilities for studying
respondents. Researchers can conduct mystery
shopping where they visit stores to observe behav-
iour without letting the subjects of their study

know their identities. Researchers and respon-
dents’ interactions for research can be conducted
via Internet, audio and visual links using head-
sets and webcams.

Questionnaires types

In an industrial society the common prevalence
of the use of the questionnaire method means
that it is difficult for people to avoid participating
in questionnaires about themselves, in applica-
tions for financial services products such as mort-
gages and insurance policies or to take part in
direct marketing mailshots linked to sales promo-
tions. Most people become familiar with the notion
of questionnaires before they reach adulthood,
having disclosed information on themselves in
applications for example, to study at educational
establishments or membership of sports and travel
clubs.

Consequently, there are many questionnaires
put forth by organizations and individuals which
vary between two basic types. These take the form
of being fully structured with closed questions at
one extreme to being completely unstructured
with open-ended questions at the other extreme. A
compromise is the semi-structured questionnaire
which incorporates a mix of the two.

Unstructured questionnaire: most of the ques-
tions are open ended. The interviewer is free to
change the order of asking questions and to explain
them. The questionnaire may take the form of a
checklist for discussion. The unstructured question-
naire is used in ‘depth’ interviews, group discus-
sions and in non-domestic surveys. The interview

Table 9.2 Commissioned research from client sectors

Food and non-alcoholic drinks Government and public bodies
Media Household products
Public services and utilities Alcoholic drinks
Financial services Travel and tourism
Pharmaceutical companies Advertising agencies
Health and beauty Household durables and hardware
Vehicles Tobacco
Business and industrial retailers Other direct clients for particular researches

Other, mainly sub-contracted fieldwork

Source: Adapted from Wright and Crimp (2000).
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can be respondent-led, particularly if the inter-
view is with an expert in the field so that the
observations and expertise of the respondent can
be taken account of.

Semi-structured questionnaire: this usually
constitutes a mixture of closed or fixed response
questions, quick response ranking or rating scales
for measuring attitudes, organizational and prod-
uct attitudes and open-ended questions or spaces
for respondents to fill in their comments. Semi-
structured questionnaires are useful in enabling
the interviewer to ‘stage-manage’ the interview
by making sure that all questions are covered with
room for the interviewee or respondent to com-
ment on the specific questions already asked.

Stimulus materials

Stimulus materials are used as aids in the data col-
lection process. Various types of stimulus materi-
als are used in marketing to prompt and to test
respondents, whether in a group discussion or 
an extended face-to-face interview. The choice of
material, including degree of finish, demands pro-
fessional judgement based on experience and
training in the behavioural sciences. Examples of
stimulus materials are given in Table 9.3.

Pushing boundaries in marketing

In the UK local government authorities and the
central government including their agencies, for
example Warwickshire’s youth forums and Tony
Blair ‘s government during the last 11 years, have
used both quantitative and qualitative research,

to find out public opinions on a broad range of
government provisions and issues of widespread
concern. For example, the recent British Crime
Survey reported on the UK news media in January
2007 was carried out by the British Market Research
Bureau (BMRB) for the Home Office. The par-
ticipants were chosen by random sampling with
questioning undertaken in their homes at their con-
venience. The interview using the questionnaire
was activated on the computer and the results col-
lected for quantitative analyses. Feedback to the
public included leaflets and news reports showing
responses of people in percentage terms to ques-
tions. Government departments and their agencies
also have qualitative individual and focus group
information to complement their data collection.

Qualitative research processes are continually
evolving in uncovering and interpreting meanings
behind people’s thoughts, behaviours and motiva-
tions either through non-participant study or via
participant interactions with the people they are
studying or by a mix of both. It lends itself to the
analyses of attitudes, lifestyles and people’s pref-
erences for what they purchase and consume. 
The three most common data collection methods
are observations, personal in-depth interviews
and group discussions. Lees and Broderick (2007)
pointed to the power of modern technology when
they showed the importance of eye tracking tech-
nologies to observation research.

With the advent of the Internet, e-mail and
website provisions data collection methods have
extended to other forms of enquiry, such as com-
parisons of offline and online buying behaviour,
online focus group interviewing and gathering
feedback from Internet chat rooms and individ-
ual ‘blogs’ containing personal statements linked to
the web. See examples in Table 9.4. The forcefulness

Table 9.3 Stimulus material

Concept boards: single boards showing visual or written ideas for a product, pack or advertising.

Storyboards: with key frames shown as in comic strips and commercials.

Animatics: where key frames are drawn and filmed with sound tracks added.

Admatics: where animatics have their graphic images generated by the computer so that the finished
version resembles a commercial.

Photomatics: where animation for photographs is used instead of drawing key frames, to give a more
realistic appearance.
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of word of mouth (WOM) effects, blogging and
webnography are provided in thought provoking
papers and workshops from practitioners at the
MRS Annual Conference in the UK in July 2006.
Its theme, ‘Connections’, was connecting business
or policy, people and ideas, and to strengthen
links between the research industry’s various
stakeholders.

Today’s generation of young children and
teenagers are exposed to the Internet revolution
and consequently are targets for more qualitative
research. In the education sector both primary
and secondary school children are introduced 
to a connected world where computers, mobile
phones and handheld video and voice sets are
connected for downloading music, games, films
and Internet content. This provides a multi-media
landscape where increasingly ‘multi-dimensional
entertainment experiences’ are introduced by
suppliers looking to maximize their profits in
selling such technological products and down-
loadable contents. In the public domain the qual-
itative implications of the success of YouTube, an
Internet showcase for musical talent and other
performing arts, has been discussed on the UK
television channel (Channel 4, 2007).

Conclusion

Qualitative research has much to contribute as
the discussion of the theoretical traditions and
methods have shown. While there are differences
in approaches between the various disciplines of
the social sciences, it can be said that there is also
much common ground between them. This is in
terms of the importance placed on ‘understand-
ing’ the respondent and the individual consumer
and ‘interpretation of his or her actions’ in order
to ‘inform’ an aspect of social policy and market
need. The use of the Internet and computer soft-
ware has helped to create new opportunities for
generating and analysing data.

There are risks for organizations in provid-
ing the social and marketing infrastructures to
‘grow’ services or brands. There are also poten-
tially great rewards to companies involved in
managing and marketing them because of satisfy-
ing the needs of their constituencies. There is a
complex web of cultural and market differences
plus international regulation and competition
faced by marketing companies. Researching the
consumer domestically and internationally has

Table 9.4 Examples of practitioner contributions from the MRS 
Conference 2006

A paper by Simon Chadwick (Cambiar LLC) and Ed Keller, co-author of ‘The Influentials’, on ‘Is WOM just
a Buzz?’ examined how WOM works.The authors had access to a three million strong Internet panel that
had been very aptly recruited virally – member get member … showing the power of viral marketing.

Paul Marsden of Enterprise LSE,‘Measuring the Success of Word of Mouth’ suggests that market research
can actually create WOM by listening to, involving and engaging customers driving business performance by
turning respondents into WOM advocates.

Blogs are ‘demystified’ by Carmen Aitken of IPSOS Mori and Will Corry of The Marketing Blog where many
consumers now rely on Blogs for accurate information and exchange of product/service experiences and
therefore marketers need to consider them as part of the communication mix.There can undoubtedly be
an anti-big business element to these Blogs and the speakers will address the issue of online detractors
and critics as well as suggesting how to combine a website with a Blog that will produce a creative
interaction with consumers … with an expert briefing from Simon Andrews (Big Picture) on ‘Knowing
your Blogs from your Pods’.

A training workshop on The Art and Science of Webnography led by Anjali Puri (AC Neilsen ORG-MARG,
India) concerns the web as a social forum, webnography being a virtual ethnography … as qualitative
research moves increasingly towards ‘natural’ contexts – observation over interrogation, ethnography over
focus groups, then insights culled from everyday conversations on the web have even greater value.

Source: Based on Nancarrow, C. (2006).
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fuelled the growth of the market research industry
and the proliferation of brands by companies. The
marketplace is constantly evolving with innovative
firms pursuing new ways such as webnography 
in pushing boundaries. The power of qualitative
research is that it is supported by the long tradition
of social science research and the extensive body of
knowledge about the study of people.
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CHAPTER 10

Quantitative methods in 
marketing
LUIZ MOUTINHO1

Introduction

Marketing was one of the last of the major func-
tional areas of management activity to be entered
by quantitative methods and techniques in a sys-
tematic way, and only in the last four decades or
so was any significant progress achieved. This
relative lag of quantitative methods progress in
marketing was attributed to a number of factors:

1 The complexity of marketing phenomena.This is due
to the fact that when stimuli are applied to the
environment, the responses tend to be non-linear,
to exhibit threshold effects (a minimum level of
stimulus needs to be applied before response
occurs), to have carry-over effects (e.g. response
to this period of advertising will occur in future)
and to decay with time in the absence of further
stimulations.

2 Interaction effects of marketing variables.This means
that the impact of a single controllable marketing
variable is difficult to determine due to
interactions of the variable with the environment
and also with other marketing variables. Indeed,
most of the variables in marketing are
interdependent and interrelated.

3 Measurement problems in marketing. It is often
difficult to measure directly the response of

consumers to certain stimuli and therefore
indirect techniques are often used.An example is
the use of recall measures to ascertain the
effectiveness of advertisements.

4 Instability of marketing relationships.The
relationship between marketing responses and
marketing decision variables tends to be unstable
due to changes in taste, attitude, expectations and
many others.These factors make continuous
market measurements and revision of decisions
crucial to marketing.

There are several ways in which quantitative
methods can be used in marketing. One of these is
through the classification of marketing into deci-
sion areas which confront the marketing manager
and which include product development, pricing,
physical distribution, sales force, advertising and
consumer behaviour. However, it is thought to be
more appropriate first to classify the techniques
which are used in marketing and to fit in the 
situations where these models are used most 
frequently.

In this way, most of the models and techniques
can be analysed. Their validity can be judged from
their usage, how accurately they represent the
problem environment, their predictive power and
the consistency and realism of their assumptions.

In selecting an appropriate method of analy-
sis, two major factors should be taken into consid-
eration: first, whether the variables analysed are
dependent or interdependent and, second, whether
the input data are of a metric or non-metric form.
Metric data are measured by interval or ratio

1 The author would like to thank Professor Arthur Meidan,
Emeritus Professor of Marketing, University of Sheffield, for
his outstanding contribution to the previous editions of this
chapter.
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scales, while non-metric data are only ordinal
scaled. The dependent variables are those which
can be explained by other variables, while inter-
dependent variables are those which cannot be
explained solely by each other.

Marketing variables are usually interdepend-
ent. For example, a firm’s objectives are usually
interdependent with marketing mix variables;
profits usually depend on sales; market share
depends on sales; firms’ growth depends on profits
and sales and vice versa, etc. Also, firms’ marketing
mix variables, such as price, promotion, distribu-
tion and product are interdependent.

Since marketing research is very often a multi-
variate analysis involving either dependent or
interdependent variables, the major groups of tech-
niques that can be used are as shown in Figure 10.1.

1 Multivariable methods, so-called because the various
techniques attempt to investigate the relationships
and patterns of marketing decisions that emerge as
a result of the interaction and interdependence
among main variables at the same time.

2 Regression, correlation and forecasting techniques are
methods that can be employed in inferring the
relationships among a set of variables in
marketing.‘Forecasting methods’ are mainly
applied in forecasting sales and market demand.
Sales forecasting methods are a function of an
aggregation of non-controllable environmental
variables and marketing effort factors, which have
to be taken into consideration.

3 Simulation methods are a group of techniques
which are appropriate to use when the variables
affecting the marketing situation (such as
competition) require complex modelling and are
not amenable to analytical solutions.The
importance of the simulation technique in
marketing is that it offers a form of laboratory
experimentation by permitting the researcher to
change selected individual variables in turn and
holding all the others constant.

4 Fuzzy sets could be used for modelling consumer
behaviour, marketing planning, new product
testing, etc., by determining the rank and size of
the possible outcomes.

5 Artificial intelligence (AI) techniques are relatively
very recent tools for simulating human logic.
There are two main models in this set of
techniques: expert system – requiring user
intervention to accommodate changes within the
model; and neural network (NN) – less ‘rigid’
than expert system, facilitating ‘retraining’ (mainly
via addition of new input and output data).

6 Statistical decision theory or stochastic methods
represent stochastic or random responses of
consumers, which allow a multitude of factors
that might affect consumer behaviour to be
included in the analysis.This means that market
responses can be regarded as outcomes of some
probabilistic process. Essentially, there are two
main uses of these methods: to test structural
hypotheses and to make conditional predictions.

7 Deterministic operational research methods are OR
techniques looking for solutions in cases where
there are many interdependent variables and the
research is trying to optimize the situation.A
classical example of such a situation in marketing
is when a company producing various products
(or parts) is selling them through two different
channels which vary with respect to selling costs,
typical order sizes, credit policies, profit margins,
etc. Usually in such cases the company’s major
objective is to maximize total profits by
establishing optimal sales target volumes and
marketing mixes for the two channels (or
customer segments) subject to the existing
limiting constraints.

8 Causal model consists of two main analytical
models for testing causal hypotheses (path analysis
(PA) and LISREL). PA is used on those occasions
when some of the variables are unobservable or
have modest reliabilities. (This tool should not be
confused with the critical path method (CPM),
which is one of the networking programming
models discussed below.) LISREL is of paramount
importance in marketing situations, when we
want to investigate both measurement and cause,
that is, structural components, of a system (e.g. in
a consumer behaviour study).

9 Hybrid models are methods that combine
deterministic and probabilistic (stochastic)
properties (e.g. dynamic programming, heuristic
programming and stock control).These models
are particularly useful in handling distribution
problems, as explained below.

10 Networking programming models are generally used
for planning, scheduling and controlling complex
projects.There are two fundamental analytical
techniques: the CPM, and the performance
evaluation and review technique (PERT).The
differences between the two are, first, that the
PERT acknowledges uncertainty in the times to
complete the activities, while the CPM does not.
Second, the PERT restricts its attention to the
time variable while the CPM includes time–cost
trade-offs.These two together are also called
critical path analysis (CPA) techniques.
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The ten sets of methods above in no way exhaust
the quantitative methods in marketing. The selec-
tion of techniques presented in this chapter is
based either on their particular current relevance
of handling many marketing problems or/and
because of their potential in marketing research
and analysis.

Multivariate methods

The multivariate methods in marketing are proba-
bly the predominant techniques of the last three
decades, not only because of the wide variety of
flexible techniques available in this category, but
mainly because they answer the most pressing
need of marketing research, which is to obtain the
ability to analyse complex, often interrelated and
interdependent data. There are six main multivari-
ate sets of methods: factor analysis; latent analysis;
cluster analysis; multidimensional scaling; con-
joint analysis and correspondence analysis.

Factor analysis
Factor analysis (FA) is primarily a tool to reduce a
large number of variables to a few interpretable
constructs. The method is used for exploration and
detection of patterns in the data with the view to
obtaining data reduction, or summarization, which
could be more amenable for reaching decisions and
taking marketing management actions. The soft-
ware for FA is readily available and is standard in
any SPSS (Statistical Package for Social Science)
package. The input data are collected from respon-
dents and the main limitations are how many fac-
tors to extract and the labelling of the emerging
factors. FA could be used for analysing consumer
behaviour, market segmentation, product/service
attributes, company images, etc.

Latent analysis
Latent structure analysis (LA) is a statistical tech-
nique somewhat related to FA, which can be used
as a framework for investigating causal systems
involving both manifest variables and latent factors
having discrete components. LA shares the objec-
tive of FA, that is, first, to extract important factors
and express relationships of variables with these
factors and, second, to classify respondents into
typologies.

The latent class model treats the manifest
categorical variables as imperfect indicators of
underlying traits, which are themselves inher-
ently unobservable. The latent class model treats
the observable (manifest) categorical variables as
imperfect indicators of underlying traits, which
are themselves inherently unobservable (latent).
This technique is appropriate for the analysis of
data with discrete components.

Essentially, LA attempts to ‘explain’ the
observed association between the manifest vari-
ables by introducing one (or more) other variables.
Thus, the basic motivation behind latent analysis is
the belief that the observed association between
two or more manifest categorical variables is due to
the mixing of heterogeneous groups. In this sense,
latent analysis can be viewed as a data-unmixing
procedure. This assumption of conditional inde-
pendence is directly analogous to the assumption
in the factor-analytic model.

The main advantage of latent analysis is that
it could be used for investigating causal systems
involving latent variables. Avery flexible computer
program for maximum likelihood LA, called
MLLSA, is available to marketing researchers.
Latent class models have great potential and no
doubt will be used more frequently in marketing
investigations in the future.

One of the major limitations related to LA
concerns the estimation problem, which previ-
ously made this class of models largely inaccessi-
ble to most marketing researchers. This problem
was later solved by formulating latent class mod-
els in the same way as in the general framework 
of log-linear models. LA models have been used
in segmentation research, consumer behaviour
analysis, advertising research and market structure
analysis.

One of the best papers in this field is by Dillon
and Mulani (1989). A number of latent structure
models have been developed (DeSarbo, 1993) for
problems associated with traditional customer
response modelling (e.g. for more regression, con-
joint analysis, structural equation models, multidi-
mensional scaling (MDS), limited dependent
variables, etc.). Such latent structure models simul-
taneously estimate market segment membership
and respective model coefficients by market seg-
ment, to optimize a common objective function.

Cluster analysis
Cluster analysis is a generic label applied to a set
of techniques in order to identify ‘similar’ entities
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from the characteristics possessed by these entities.
The clusters should have high homogeneity within
clusters and high heterogeneity between clusters,
and geometrically the points within a cluster should
be close together, while different clusters should
be far apart.

Cluster analysis is, in a sense, similar to FAand
to MDS in that all three are used for reduced-space
analysis. That is, all three methods could facilitate
the presentation of the output data in a graphical
two-dimensional format that is easier to compre-
hend and analyse. Cluster analysis is primarily
used for segmentation and for decisions on market-
ing strategies towards different segments and mar-
kets (Saunders, 1994), or insituations which involve
grouping products, brands, consumers, cities, dis-
tributors, etc. The main limitations of this tech-
nique are that there are no defensible procedures
for testing the statistical significance of the emerg-
ing clusters and often various clustering methods
yield differing results. There are several types of
clustering procedures. In Figure 10.2 a hierarchical
clustering of variables associated with a marketing
strategy for hotels is presented (Meidan, 1983). The
diagram presents the (level of) aggregation (or

clusters) of variables that are product (i.e. hotels)
characteristics of a strategy, as defined by the sup-
pliers (i.e. hotel managers). Cluster 2 strategy
includes variables that indicate that hotels adopt-
ing this strategy are more ‘aggressive’ using, to a
larger extent, marketing tools and techniques,
while cluster 1 strategy is more ‘passive’. Low coef-
ficients of hierarchy (or low dissimilarity) indicate
high relationships or high similarity. For example,
variables 1 and 2 are highly correlated, that is, they
aggregate early, at a coefficient of 0.27. In contrast,
variable 12 (use of advertising) is highly dissimilar
to other variables and associates with the remaining
coefficients in cluster 2 only at the 3.5 level. A possi-
ble explanation of this could be that hotels adopting
the marketing strategy indicated by cluster 2 use an
alternative communication mix and/or other mar-
keting tools (e.g. variables 13, 14, 15, 4, 5, 10, etc.).

Multidimensional scaling
MDS is a set of data analysis techniques that 
display the structure of distance-like data as a
geometrical picture.

Coefficients of hierarchy
Variable
associated with
formulating a marketing
strategy for hotels

Maximizing bedroom occupancy

Satisfying customers’ needs

Dependence on regular customers

Custom of leisure guests

Custom of transient business guests

Custom of business conference guests

Custom of overseas guests

Reliance on marketing strategy

Attracting selective market segments

Presenting a characteristic image
of your hotel

Market research

Use of sales promotions

Use of price promotions

Selling via intermediaries

Watching the competition

Use of advertising

Variable
no.

Low Dissimilarity High

Coefficients of hierarchy

Cluster 1

Cluster 2

0.27 0.56 0.76 0.94 0.99 1.05 1.08 1.14 1.60 2.0 2.6 3.5 4.4 8.8

1

2

11

6

7

8

9

3

5

10

4

13

14

15

16

12

Figure 10.2 Hierarchical clustering of variables associated with a marketing strategy for hotels
Source: Adapted from Meidan (1983).
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MDS has its origins in psychometrics, where
it was proposed to help understand people’s
judgements of the similarity if members of a set of
objects.

MDS pictures the structure of a set of objects
from data that approximate the distances between
pairs of the objects. The data are called similarities,
dissimilarities, distances or proximities. We use the
term similarity generically to refer to both similari-
ties (where large numbers refer to great similarity)
and to dissimilarities (where large numbers refer to
great dissimilarity).

In addition to the traditional human similarity
judgement, the data can be an ‘objective’ similarity
measure or an index calculated from multivariate
data. However, the data must always represent the
degree of similarity of pairs of objects (or events).

Each object or event is represented by a point
in a multidimensional space. The points are
arranged in this space so that the distances between
pairs of points have the strongest possible relation
to the similarities among the pairs of objects. That
is, two similar objects are represented by two
points that are close together, and two dissimilar
objects are represented by two points that are 
far apart. The space is usually a two- or three-
dimensional Euclidean space, but may be non-
Euclidean and may have more dimensions.

MDS is a generic term that includes many 
different specific types. These types can be classi-
fied according to whether the similarities data are
qualitative (called non-metric MDS) or quantita-
tive (metric MDS). The number of similarity matri-
ces and the nature of the MDS model can also
classify MDS types. This classification yields clas-
sical MDS (one matrix, unweighted model), repli-
cated MDS (RMDS) (several matrices, weighted
model).

MDS is a class of procedures for representing
perceptions and preferences of respondents spa-
tially by means of a visual display. Perceived or
psychological relationships among stimuli are rep-
resented as geometric relationships among points
in a multidimensional space. These geometric rep-
resentations are often called special maps. The axes
of the spatial map are assumed to denote the psy-
chological bases or underlying dimensions respon-
dents use to form perceptions and preferences of
stimuli. For example, MDS has been used in mar-
keting to identify the following:

1 The number and nature of dimensions consumers
use to perceive different brands.

2 The positioning of brands on these dimensions.

3 The positioning of consumers’ ideal brand on
these dimensions.

Information provided by MDS has been used for
a variety of marketing applications, including:

� Image measurement. Comparing the customers’
and non-customers’ perceptions of the firm with
the firm’s perception of itself.

� Market segmentation. Brands and consumers can
be positioned in the same space and thus groups
of consumers with relatively homogeneous
perceptions can be identified.

� New product development. Gaps in a spatial map
indicate potential opportunities for positioning
new products. MDS can be used to evaluate new
product concepts and existing brands on a test
basis to determine how consumers perceive the
new concepts.The proportion of preferences for
each new product is one indicator of its success.

� Assessing advertising effectiveness. Spatial maps can
be used to determine whether advertising has
been successful in achieving the desired brand
positioning.

� Pricing analysis. Spatial maps developed with and
without pricing information can be compared to
determine the impact of pricing.

� Channel decisions. Judgements on compatibility of
brands with different retail outlets could lead to
spatial maps useful for making channel decision.

� Attitude scale construction. MDS techniques can be
used to develop the appropriate dimensionality
and configuration of the attitude space.

The important statistics and terms associated with
MDS include the following:

Similarly judgements. Similarity judgements are
ratings on all possible pairs of brands or other stim-
uli in terms of their similarity using a Likert-type
scale.

Preference rankings. Preference rankings are
rank orderings of the brands or other stimuli from
the most preferred to the least preferred. They are
normally obtained from respondents.

Stress. Stress is a lock-of-fit measure; higher
values of stress indicate poorer fits.

R-square. R-square is a squared correlation
index that indicates the proportion of variance of
the optimally scaled data that can be accounted for
by the MDS procedure. This is a goodness-of-fit
measure.

Spatial map. Perceived relationships among
brands or other stimuli are represented as geomet-
ric relationships among points in a multidimen-
sional space.



Coordinates. Coordinates indicate the posi-
tioning of a brand or a stimulus in a spatial map.

Unfolding. The representation of both brands
and respondents as points in the same space.

MDS is a measurement technique concerned
mainly with the representation of relationship,
differences, dissimilarities (or similarities), sub-
stitutability, interaction, etc. among behavioural
data such as perceptions, preferences and atti-
tudes. The input data on various objects (vari-
ables) which are to be analysed are collected from
the subjects (respondents) by a number of direct
or indirect questions. The questions can be either
of Likert type (i.e. a five-point scale questionnaire
indicating the level of agreement or disagreement
to statements) or, alternatively, asking each of the
respondents to rank the variables to be investi-
gated (e.g. products, brands, characteristics, etc.).
When the number of variables investigated is n,
the number of all possible relationships among
these variables (along k dimensions) is n(n–1)/2.
In order to visualize and quantify the overall atti-
tudinal data of these respondents with regard to
the n variables investigated along (k) dimensions,
the data should be inputted onto one of the avail-
able software packages.

The solution (output) of the MS computer
program is of a metric nature, consisting of a geo-
metric configuration, usually in two or three
dimensions. The distances between the variables
(objects) and/or respondents (subjects) investi-
gated, which are presented as points in the 
configuration, represent the (dis) similarity, sub-
stitutability, relationship, etc. MDS is used partic-
ularly in its non-metric version, non-metric
multidimensional scaling (NMS). The advantage
of NMS in relation to, say, factor or cluster analy-
ses is the ability to see the entire structure of vari-
ables together and to obtain metric output from
attitudinal (non-metric) input data. In addition,
NMS enables easy comprehension of the results,
since the decision maker can visualize and assess
the relationships among the variables.

MDS and NMS, in particular, have been suc-
cessfully applied in investigating various market-
ing problems (e.g. market research, sales and
market share, market segmentation, determina-
tion of marketing mix, consumer buyer behaviour,
brand positioning, branch preference, export mar-
keting, etc.). An introduction to MDS is presented
by Diamantopoulos and Schlegelmilch (1997).
Discussion on when to use NMS techniques in
marketing research is offered by Coates et al.
(1994).

Classical MDS
The identifying aspect of classical MDS (CMDS)
is that there is only one similarity matrix.

Metric CMDS. The first major CMDS pro-
posal was metric (i.e. the similarities had to be
quantitative). Torgerson’s development required
the data to be at the ratio level of measurement,
although this was soon generalized to the inter-
val level. While the data could contain random
error, this early type of MDS required that the
data be dissimilarities (not similarities), complete
(no missing values) and symmetric (the dissimi-
larity of objects I and J had to equal that of objects
J and I). These CMDS proposals also required the
distance model to be Euclidean.

For metric CMDS the distances D are deter-
mined so that they are as much like the dissimi-
larities S as possible.

E is a matrix of errors (residuals) that in the
least-squares optimization situation, we wish to
minimize. Since the distances D are a function of
the coordinates X, the goal of CMDS is to calculate
the coordinates X so that the sum of squares of E is
minimized, subject to suitable normalization of X.

Non-metric CMDS. The second major CMDS
proposal was non-metric. That is, the data could be
at the ordinal level of measurement. In addition,
the data S could either be complete or incomplete;
symmetric or asymmetric and similarities or 
dissimilarities.

These non-metric CMDS proposals extend
the distance model to the Minkowski case and
generalized the relation between similarities and
distances. They enable defining

m {S} � D � E,

Where m {S} is read ‘a monotonic transforma-
tion of the similarities’. If S is actually dissimilarities
then m {S} preserves order, whereas if S is similari-
ties, it reverses order. Thus, for non-metric CMDS,
we need to solve for the monotonic (order-
preserving) transformation m {S} and the coordi-
nates X. which together minimize the sum of
squares of the errors E (after normalization of X).
The non-metric optimization represents a much
more difficult problem to solve than the metric
problem and is an important breakthrough in MDS.

Replicated MDS
The next major development, RDMS, permitted
the analysis of several matrices of similarity data
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simultaneously. There are m matrices S, one for
each subject k, k � 1, . . ., m.

RDMS uses the same distance models as
CDMS, but uses them to describe several similarity
matrices rather than one. The data may be similari-
ties or dissimilarities and may be at the ratio or
interval levels, just as in metric CDMS.

Weighted MDS
The next major MDS development, weighted MDS
(WMDS), generalized the distance model so that
several similarity matrices Sk could be assumed to
differ from each other in systematically non-linear
or non-monotonic ways. Whereas RMDS only
accounts for individual differences in response
bias, WMDS incorporates a model to account 
for individual differences in the fundamental per-
ceptual or cognitive processes that generate the
responses. For this reason, WMDS is often called
individual differences scaling (INDSCAL) and is 
often regarded as the second major breakthrough
in MDS.

WMDS invokes the following definition of
weighted Euclidean distance:

Which, in matrix algebra is

Where Wk is a r � r diagonal matrix. The diagonal
values, which must not be negative, are weights
for subject k on each of the r dimensions.

WMDS is appropriate for the same type of
data as RMDS. However, RMDS generates a sin-
gle distance matrix D, while WMDS generates m
unique distance matrices Dk, one for each data
matrix Sk.

While WMDS incorporates the RMDS notion
of individual differences in response bias, the
important aspect of WMDS is that it provides spe-
cific parameters for individual variation in cogni-
tive or perceptual processes. These parameters are
the weights. The weights are interpreted as the
importance, relevance or salience of each dimen-
sion to each individual, a small weight means the
dimension is unimportant.

MDS can be considered to be an alternative
to FA. In general, the goal of the analysis is to detect

meaningful underlying dimensions that allow
the researcher to explain observed similarities or
dissimilarities (distances) between the investi-
gated objects. In FA, the similarities between objects
(e.g. variables) are expressed in the correlation
matrix. With MDS one may analyse any kind of
similarity or dissimilarity matrix, in addition to
correlation matrices.

Logic of MDS
In general, MDS attempts to arrange ‘objects’ in a
space with a particular number of dimensions so as
to reproduce the observed distances. As a result,
we can ‘explain’ the distances in terms of underly-
ing dimensions.

Orientation of axes. As in FA, the actual orienta-
tion of axes in the final solution is arbitrary. Thus,
the final orientation of axes in the place or space is
mostly the result of a subjective decision by the
researcher, who will choose an orientation that can
be most easily explained.

Measures of goodness-of-fit: Stress. The most
common measure that is used to evaluate how well
(or poorly) a particular configuration reproduces
the observed distance matrix is the stress measure.
The raw stress value Phi of a configuration is
defined by:

In this formula, dij stands for the reproduced dis-
tances, given the respective number of dimen-
sions, and δij (deltaij) stands for the input data (i.e.
observed distances). The expression f(δij) indi-
cates a non-metric, monotone transformation of
the observed input data (distances). Thus, it will
attempt to reproduce the general rank-ordering
of distances between the objects in the analysis.

There are several similar related measures
that are commonly used; however, most of them
amount to the computation of the sum of squared
deviations of observed distances (or some mono-
tone transformation of those distances) from the
reproduced distances. Thus, the smaller the stress
value, the better is the fit of the reproduced dis-
tance matrix to the observed distance matrix.

Shepard diagram. One can plot the reproduced
distances for a particular number of dimensions
against the observed input data (distances). This
scatterplot is referred to as a Shepard diagram. This
plot shows the reproduced distances plotted on
the vertical (Y) axis versus the original similarities
plotted on the horizontal (X) axis (hence, the 
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generally negative slope). This plot also shows a
step-function. This line represents the so-called 
D-hat values, that is, the result of the monotone
transformation f(δi) of the input data. If all repro-
duced distances fall onto the step-line, then the
rank-ordering of distances (or similarities) would
be perfectly reproduced by the respective solution
(dimensional model). Deviations from the step-line
indicate lack of fit.

Applications
The ‘beauty’ of MDS is that we can analyse any
kind of distance or similarity matrix. These similar-
ities can represent people’s ratings of similarities
between objects, the percent agreement between
judges, the number of times a subject fails to dis-
criminate between stimuli, etc. They are very pop-
ular in marketing research, in order to detect the
number and nature of dimensions underlying the
perceptions of different brands or products.

Perception data: derived approaches. Derived
approaches to collecting perception data are attrib-
ute-based approaches requiring the respondents
to rate the brands or stimuli on the identified attrib-
utes using semantic differential or Likert scales. For
example, the different brands of bottled beer may
be rated on attributes like these:

Sometimes an ideal brand is also included in
the stimulus set. The respondents are asked to
evaluate their hypothetical ideal brand on the
same set of attributes. If attribute ratings are
obtained, a similarity measure (such as Euclidean
distance) is derived for each pair of brands.

Direct versus derived approaches. Direct
approaches have the advantage that the researcher
does not have to identify a set of salient attributes.
Respondents make similarity judgements using
their own criteria, as they would under normal cir-
cumstances. The disadvantages are that the crite-
ria are influenced by the brands or stimuli being
evaluated. If the various brands of cars being eval-
uated are in the same price range, then price will
not emerge as an important factor. It may be diffi-
cult to determine before analysis if and how the

individual respondent’s judgements should be
combined. Furthermore, it may be difficult to label
the dimensions of the spatial map.

The advantage of the attribute-based approach
is that it is easy to identify respondents with
homogeneous perceptions. The respondents can
be clustered based on the attribute ratings. It is also
easier to label the dimensions. A disadvantage is
that the researcher must identify all the salient
attributes, a difficult task. The spatial map obtained
depends on the attributes identified.

The direct approaches are more frequently
used than the attribute-based approaches. It may,
however, be best to use both these approaches in a
complementary way. Direct similarity judgements
may be used for obtaining the spatial map and
attribute ratings may be used as an aid to inter-
preting the dimensions of the perceptual map.

Preference data. Preference data order the
brands or stimuli in terms of respondents’ prefer-
ence for some property. A common way in which
such data are obtained is preference rankings.
Respondents are required to rank the brands from
the most preferred to the least preferred. Alterna-
tively, respondents may be required to make paired
comparisons and indicate which brand in a pair
they prefer. Another method is to obtain preference
ratings for the various brands. When spatial maps
are based on preference data, distance implies dif-
ferences in preference. The configuration derived
from preference data may differ greatly from that
obtained from similarity data. Two brands may be
perceived as different in a similarity map yet simi-
lar in a preference map, and vice versa. For exam-
ple, Becks and Harp may be perceived by a group
of respondents as very different brands and thus
appear far apart on a perception map. But these
two brands may be about equally preferred and
may appear close together on a preference map.

We continue using the perception data
obtained in the bottled beer example to illustrate
the MDS procedure and then consider the scaling
of preference data.

Select and MDS procedure
Selecting a specific MDS procedure depends on
whether perception or preference data are being
scaled or whether the analysis requires both kinds
of data. The nature of the input data is also a deter-
mining factor. Non-metric MDS procedures
assume that the input data are ordinal, but they
result in metric output. The distances in the result-
ing spatial map may be assumed to be interval

Best drunk with _______ Best drunk on 
food its own
Bottle feels good _______ Bottle does not 
to hold feel good to hold
Has a strong _______ No smell of hope
smell of hope
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scaled. These procedures find, in a given dimen-
sionality, a spatial map whose rank orders of esti-
mated distances between brands or stimuli best
preserve or reproduce the input rand orders. In
contrast, metric MDS methods assume that input
data are metric. Since the output is also metric, a
stronger relationship between the output and
input data is maintained, and the metric (interval
or ratio) qualities of the input data are preserved.
The metric and non-metric methods produce 
similar results.

Another factor influencing the selection of a
procedure is whether the MDS analysis will be con-
ducted at the individual respondent level or at an
aggregate level. In individual-level analysis, the
data are analysed separately for each respondent,
resulting in a spatial map for each respondent.
Although individual-level analysis is useful from a
research perspective, it is not appealing from a
managerial standpoint. Marketing strategies are
typically formulated at the segment or aggregate
level, rather than at the individual level. If aggre-
gate-level analysis is conducted, some assumptions
must be made in aggregating individual data.
Typically, it is assumed that all respondents weight
these common dimensions differently.

The data of Table 10.1 were treated as rank-
ordered and scaled using a non-metric procedure.
Because these data were provided by one respon-
dent, an individual-level analysis was conducted.
Spatial maps were obtained in one to four dimen-
sions, and then a decision on an appropriate num-
ber of dimensions was made. This decision is
central to all MDS analyses; therefore, it is explored
in greater detail in the following section.

Decide on the number of dimensions
The objective in MDS is to obtain a spatial map that
best fits the input data in the smallest number of
dimensions. However, spatial maps are computed
in such a way that the fit improves as the number of
dimensions increases, which means that a compro-
mise has to be made. The fit of an MDS solution is
commonly assessed by the stress measure. Stress is
a lack-of-fit measure; higher values of stress indi-
cate poorer fits. The following guidelines are sug-
gested for determining the number of dimensions:

1 A priori knowledge.Theory or past research may
suggest a particular number of dimensions.

2 Interpretability of the spatial map. Generally, it is
difficult to interpret configurations or maps
derived in more than three dimensions.

3 Elbow criterion. A plot of stress versus
dimensionality should be examined. Points in this
plot usually form a convex pattern, as shown in
Figure 10.3.The point at which an elbow or a
sharp bend occurs indicates an appropriate
number of dimensions. Increasing the number of
dimensions beyond this point is usually not worth
the improvement in fit.This criterion for
determining the number of dimensions is called
the elbow criterion.

4 Ease of use. It is generally easier to work with
two-dimensional maps or configurations with
those involving more dimensions.

5 Statistical approaches. For the sophisticated user,
statistical approaches are also available for
determining the dimensionality.

Based on the plot of stress versus dimensionality
(Figure 10.3), interpretability of the spatial map and
ease-of-use criteria, it was decided to retain a two-
dimension solution. This is shown in Figure 10.4.

Conjoint analysis
This technique is concerned with the joint effects of
two or more independent variables on the order-
ing of a dependent variable. Conjoint analysis, like
MDS, is concerned with the measurement of psy-
chological judgements, such as consumer prefer-
ences. Products are essentially bundles of attributes,
such as price and colour. For example, conjoint
analysis software generates a deck of cards, each of
which combines levels of these product attributes.
Respondents are asked to sort the cards generated
into an order of preference. Conjoint analysis then
assigns a value to each level and produces a
‘ready-reckoner’ to calculate the preference for
each chosen combination. The preference logic of
conjoint analysis is as follows. The respondent had
to base his or her overall ranking of the versions on
an evaluation of the attributes presented. The val-
ues that the individual implicitly assigns each
attribute associated with the most preferred brand
must, in total, sum to a greater value than those
associated with the second most-preferred brand.
The same relationship must hold for the second and
third most-preferred brands, the third and fourth
most-preferred brands and so forth. The computa-
tion task then is to find a set of values that will
meet these requirements.

Potential areas of application for conjoint
analysis include product design, new product
concept descriptions and testing, price–value 
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Table 10.1 Main multivariate methods and their marketing applications

Method Based on Marketing Main advantages Main limitations
applications

Factor Identification of Determine Data reduction, Applicable only to
analysis relationships among corporate marketing identification of the interval-scaled data

variables and images, consumer main constructs 
establishing the behaviour and (factors that
‘weight’ (factor attitudes underline the data 
loadings) for these characteristics)
variables

Latent analysis Investigation of both Segmentation Could be used for Difficulties in 
manifest and latent research, market investigating causal estimating the 
factors by structure analysis systems involving latent variables
estimating these (Dillon and Mulani, latent variables
latent parameters 1989)

Cluster analysis Developing Primarily for Enables classification Different clustering
similarity or segmentation of brands, products, methods could 
dissimilarity studies and strategy customers, generate different
measures (Saunders, 1994) distributors, etc. clusters
(coefficients), or 
distance measures,
to establish clusters 
association

Multidimensional Calculating the Market research, Presents the entire Different software 
scaling proximity (or, market share structure of packages required

alternatively, of analysis (Coates variables, making it for different types 
dominance) among et al., 1994), market easier to visualize of data input
attributes/variables segmentation, brand and interpret 
and respondents positioning, etc. relationship/similarities 

among data

Conjoint Measurement of Consumer research Enables calculation Measures first 
analysis psychological (Vriens, 1994), of preferences. utility rather than 

judgements by advertising Suitable for product behaviour
measuring the joint evaluations (Stanton design and attitude 
effect of two or and Reese, 1983) measurement
more independent 
variables on the 
ordering of a 
dependent variable

Correspondence Graphical technique Selling functions in Can be used for Limited applications
analysis for representing bank branches analysing binary, in marketing 

multidimensional (Meidan and Lim, discrete and/or because of lack of 
tables. For 1993), market continuous data. suitable software
procedures, segments, Facilitates both 
see Figure 9.3 track brand images within- and 

between-set squared 
distance comparison.
Fast, easy to interpret
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relationships, attitude measurement, promotional
congruence testing, the study of functional versus
symbolic product characteristics, and to rank a
hypothetical product against existing competitors
already in the market and suggest modifications
to existing products which would help to
strengthen a product’s performance.

The limitations of conjoint analysis are quite
clear when, for example, we are using this tech-
nique to predict trial rate. These include:

1 Utility measurement rather than actual purchase
behaviour is used as the predictor.

2 The configuration of elements used in the
concepts may not be complete.

Results of cross-tabulation used as raw data

Row and column scores plotted
on a correspondence map

Cumulative proportion explained by
the number of dimensions calculated

Contribution of row points to the
inertia of each dimension calculated

Contribution of column points to the
inertia of each dimension calculated

Row scores calculated Column scores calculated

Figure 10.3 Procedural steps for CA
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3 In the case of a new product that differs sub-
stantially from its principal competitors, the 
same elements cannot be used for aggregating
utilities.

4 The effects of promotion and distribution effort
on competitive reaction are not considered.

5 Perceptions from a concept statement and those
from the actual product may differ.

6 New products may take several years to reach
the market, during which time customer
preferences and competitive products may have
undergone substantial changes. Conjoint analysis
has been applied widely on consumer research
(Vriens, 1994), in advertising evaluation (Stanton
and Reese, 1983) and other commercial uses
(Cattin and Wittink, 1982).

Correspondence analysis
Correspondence analysis (CA) is a visual or graph-
ical technique for representing multidimensional
tables. It can often be impossible to identify any
relationships in a table and very difficult to account
for what is happening. CA unravels the table 
and presents data in an easy-to-understand chart.
One approach for generating maps uses cross-
classification data (e.g. brands rated as having or
not having a set of attributes) as a basis (Hoffman
and Franke, 1986). In this approach both brands
and attributes are simultaneously portrayed in a
single space. This technique is particularly useful
to identify market segments, track brand image,
position a product against its competition, and
determine who non-respondents in a survey 
most closely resemble. CA shows the relationships
between rows and columns of a correspondence or
a cross-tabulation table. This method can be used
for analysing binary, discrete or/and continuous
data. CA belongs to the family of MDS techniques
and could be employed to scale a matrix of non-
negative data to represent points (described by
rows or columns) in a lower dimensional space. It
facilitates both within- and between-set squared
distance comparisons (Carroll et al., 1986), and the
results can be represented graphically and used
as such in marketing investigations.

CA and management
There are several reasons why a management
researcher could be attracted to CA:

� CA is an appropriate method for the analysis of
categorical data; it avoids the unease of using

traditional multivariate techniques such as FA on
such data.

� It produces a visual representation of the
relationships between the row categories and the
column categories in the same space.

� The technique is versatile: it can be used with
frequency data, with percentages, with data in the
form of ratings and with heterogeneous datasets.

� CA can suggest unexpected dimensions and
relationships in the tradition of exploratory data
analysis even if, in this post-empiricist age, no-one
expects ‘theory’ to emerge automatically from the
data.

� Although ‘model-free’ itself, the results of CA are
often a useful preliminary to a more structured
and traditional multivariate modelling of
categorical data.

Figure 10.3 shows the different stages of CA. The
results of a cross-tabulation are used as raw data
in a CA. The specific mathematics involved in CA
can be found in Greenacre (1984).

Figure 10.4 presents the output of a study that
maps out how bank branch personnel in various
roles see themselves (internal perceptions) and
what are their colleagues’ (external) perceptions
with regard to the 27 selling bank branch functions
identified (Meidan and Lim, 1993). The figure rep-
resents the output of a study where respondents
were asked who they felt were mainly responsible
for the selling function of ‘Identifying customers’
needs’ in a bank. The responses of various function
holders are indicated by the triangular signs on the
map (e.g. counsellor, manager, business develop-
ment officer, etc.). The respondents themselves
were grouped into three categories indicated by the
circles (e.g. lower grades (cashier, statements clerk),
middle grades (counsellors, officers), managerial
grades (branch managers, etc.)).

The interpretation of data output is fairly
straightforward, although not all dimensions could
be labelled. The closer two points are on the map,
the closer the relationship. For example:

1 Lower grades tend to believe that the enquiries
clerk and receptionist are mainly responsible for
identifying customer needs.

2 Middle grades, however, are more inclined to see
this as mainly the counsellor’s responsibility. Some
middle grades also tend to consider it the
responsibility of cashiers, investment officers or
everyone (all).

3 Managerial grades believe that this function is
mainly their own responsibility.These beliefs of
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various role players within the branch are, of
course, of paramount importance, as it might lead
to under-training for certain function(s) at grade
levels, where customer contact is higher.
Therefore, this kind of study could focus the
training efforts and needs for specific selling
functions and certain grade levels/roles.

The six multivariate methods described above are
summarized in Table 10.1.

Partial correlation

Introduction
Whereas the product moment or simple correlation
is a measure of association describing the linear
association between two variables, a partial correla-
tion coefficient measures the association between
two variables after controlling for or adjusting for
the effects of one or more additional variables. This
statistic is used to answer the following questions:

� How strongly are sales related to advertising
expenditures when the effect of price is
controlled?

� Is there an association between market share and
size of the sales force after adjusting for the effect
of sales promotion?

� Are consumers’ perceptions of quality related to
their perceptions of prices when the effect of
brand image is controlled?

Key features
As in these situations, suppose one wanted to cal-
culate the association between X and Y after con-
trolling for a third variable, Z. Conceptually, one
would first remove the effect of Z from X. To do
this, one would predict the values of X based on
knowledge of Z by using the product moment cor-
relation between X and Z, rxz. The predicted value
of X is then subtracted from the actual value of X.
In a similar manner, the values of Y are adjusted to
remove the effects of Z. The product moment cor-
relation between the adjusted values of X and the
adjusted values of Y is the partial correlation coef-
ficient between X and Y, after controlling for the
effect of Z, and is denoted by rxyz. Statistically,
because the simple correlation between two vari-
ables completely describes the linear relationship
between them, the partial correlation coeffi-
cient can be calculated by knowledge of the 

simple correlations alone, without using individual
observations.

Examples
The example, suppose the research wanted to cal-
culated the association between attitude towards
the city, Y, and duration of residence, X1, after
controlling for a third variable, importance
attached to weather, X2. The simple correlations
between the variables are:

The required partial correlation be calculated as
follows:

As can be seen, controlling for the effect of impor-
tance attached to weather has little effect on the
association between attitude towards the city and
duration of residence.

Partial correlations have an order associated
with them. The order indicates how many vari-
ables are being adjusted or controlled. The simple
correlation coefficient, r1 has a zero-order, as it
does not control for any additional variables when
measuring the association between two variables.
The coefficient rxy.z is a first-order partial correla-
tion coefficient, as it controls for the effect of one
additional variable, Z. A second-order partial cor-
relation coefficient controls for the effects of two
variables, a third-order for the effects of three vari-
ables and so on. The higher-order partial correla-
tions are calculated similarly. The (n � 1)th-order
partial coefficient may be calculated by replacing
the simple correlation coefficients on the right side
of the preceding equation with the nth-order par-
tial coefficients.

Partial correlations can be helpful for detecting
spurious relationships. The relationship between 
X and Y is spurious if it is solely due to the fact that
X associated with Z, which is indeed the true pre-
dictor of Y. In this case, the correlation between X
and Y disappears when the effect of Z is controlled.
Consider a case in which consumption of a cereal
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brand (C) is positively associated with income (I),
with rci � 0.28. Because this brand was popularly
priced, income was not expected to be a significant
factor. Therefore, the researcher suspected that this
relationship was spurious. The sample results also
indicated that income is positively associated with
household size (H), rhi � 0.48, and that household
size is associated with cereal consumption,
rch � 0.56. These figures seem to indicate that the
real predictor of cereal consumption is not income
but household size. To test this assertion, the first-
order partial correlation between cereal consump-
tion and income is calculated, controlling for the
effect of household size. The reader can verify that
this partial correlation, rci,h, is 0.02, and the initial
correlation between cereal consumption and
income vanishes when household size was con-
trolled. Therefore the correlation between income
and cereal consumption is spurious. The special
case when a partial correlation is larger than its
respective zero-order correlation involves a sup-
pressor effect.

Another correlation coefficient of interest 
is the part correlation coefficient. This coefficient
represents the correlation between Y and X when
the linear effects of the other independent vari-
ables have been removed from X but not from Y.
The part correlation coefficient, ry(x.z), is calculated
as follows:

The part correlation between attitude towards the
city and the duration of residence, when the lin-
ear effects of the importance attached to weather
have been removed from the duration of resi-
dence, can be calculated as:

Conclusion
The partial correlation coefficient is a measure of the
association between two variables after controlling
or adjusting for the effects of one or more addi-
tional variables.

The partial correlation coefficient is a measure
of the correlation between Y and X when the lin-
ear effects of the other independent variables
have been removed from X but not from Y.

The interclass correlation coefficient

Introduction
Most of the correlation measures are all measures
of interclass correlation – measures of the relation-
ship between two or more variables based on a
number of observations of the corresponding val-
ues of these variables. However, in many instances,
observations of a particular variable are taken in
groups, or subsamples, that are later combined to
form one aggregate sample. For example, where a
number of interviewers were sent out to collect
data on the planned vacation expenditures of fam-
ilies. The interviews made by each interviewer
form a subsample, all of these five subsamples
being combined later into one large sample to
arrive at the overall results of the survey. Now, if a
random sampling procedure has been employed,
the data obtained from the interviews are influ-
enced by two major considerations: random sam-
pling fluctuations, and any particular bias on the
part of each interviewer in the selection process, as
well as other non-random effects, if they exist.

Sometimes we are not able to measure the
bias. In other words, we can determine, with a cer-
tain degree of confidence, whether or not it exists
but we cannot determine to what extent it exists.
The measurement of this bias is the subject of the
present discussion.

Key features
The bias, or degree of relationship, between sub-
samples or classes of the same sample is known
as interclass correlation. The measure of this bias is
known as the interclass coefficient, which we shall
denote by rc. In population, the interclass correla-
tion coefficient is defined as

Like the other correlation measures, the intraclass
correlation coefficient varies between �1 and �1.
Where no intraclass correlation is present, rc is 0.
Perfect intraclass correlation, when rc is �1, means
that all members of the class or subsample are
identical, the values of at least two classes differing
from each other; rc is negative when the sampling
variance exceeds the variance between classes,
though in most practical problems rc is positive.
The intraclass correlation coefficient is based on
one important assumption, that is, that the variance
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due to the subsample is unrelated to the random
sampling variance. However, this assumption 
is not very restrictive, as it is generally valid in
practice.

For computational purposes, it is necessary to
have estimates of the two variances in the formula
for the intraclass correlation coefficient. The esti-
mate of the random sampling variance is taken to
be the variance within classes, as in the previous
analysis-of-variance (ANOVA) problems. If we
denote Xij as the jth value in the ith class, or sub-
sample, then the variance within classes is
defined as

where Xi is the mean value of the ith class, there
being k different classes with n members, or inter-
views, in each class.

The variance due to the classes or subsamples
is the difference between the variance

between classes and the variance within
classes (the sampling variance ) divided by
the size of each class. In other words

The reason for this definition of the variance due to
classes is not difficult to see. Since measures
the influence of the random sampling variation on
the sample members, the extent to which non-
random influences affect the various classes is
reflected by the excess of the variance between
classes over the random sampling variance. This
difference is divided by the size of the class1

because it is the variation in the class means that is
being examined.

If the classes vary in size, an average value 
no is used instead of n. It is computed from the
following formula:

Making the above substitutions in the defini-
tional formula and clearing fractions yields the

usual computational form for the interclass corre-
lation coefficient

Since rc is generally computed in connection with
ANOVA problems, the required variances are
merely copied into the formula from the ANOVA
table constructed for that particular problem.

The following approximation formula may be
used to compute rc directly from the sample data:

where

Thus, only three produce sums are required: the
sum of squares of all the observations (B), the
sum of the squared totals of the observations in
each class (A) and the square of the sum of all the
observations (C). With an automatic calculator, all
three product sums may be computed in a single
operation.

Example
For example, suppose it is desired to compute rc

for the interviewer problem and we find that is
17.00 and is 10.97. Since each interviewer
obtained data from eight families we have

In this case, the sampling variation within each
class is very large relative to the variation from
class (mean) to class (mean). The low value of rc
indicates that the correlation between classes is
very small, if it actually exists, and hence that the
results obtained by the different interviewers not
seem to differ appreciably from each other.

Once the intraclass correlation coefficient is
computed from sample data, the next problem
becomes to determine the significance of rc. The
value of rc computed from a sample drawn from 
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a population in which no intraclass correlation is
present will obviously not be zero because of ran-
dom sampling variations. Given a sample-com-
puted intraclass correlation coefficient, the
question becomes: Does this value indicate the
presence of intraclass correlation in the population,
or could it arise from a population with zero intra-
class correlation purely as a result of random selec-
tion? The answer is simple, for the relevant
significant test is the same F test. The F ratio tests
the presence of bias or other non-random factors, or,
in other words, of intraclass correlation. Therefore,
the significance of an intraclass correlation coeffi-
cient is determined by the significance of the
appropriate F ratio. For example, in the case of the
interviewer-bias problem, the computed value of F
had been found to be not significant. Hence, it was
a foregone conclusion that the corresponding value
of the intraclass correlation coefficient would be
due to sampling fluctuations.

Conclusion
Because the significance of an intraclass correlation
coefficient can be determined without having to
know its actual value, the procedure in such cases
is generally the reverse of that used in other corre-
lation problems. The usual procedure is to compute
the value of the particular correlation coefficient
and then test its significance. However, in an intra-
class correlation problem, it is more economical
first to carry out the analysis of variance, which
would be required in any event, and test the signif-
icance of the compute value of F. If the F-test indi-
cates the presence of intraclass correlation, rc is then
computed as the measure of the degree of this cor-
relation. If the value of F is not significant, indicat-
ing that the apparent intraclass correlation merely
reflects normal sampling variations, the value of rc
becomes superfluous and need not be computed.

Regression and forecasting 
techniques

Multiple regression
Regression analysis attempts to investigate the
nature (and strength) of relationships, if any,
between two or more variables in marketing phe-
nomena. It can be used, for example, to establish
the nature and form of association between sales
and, say, the number of customers, the nature of
competitive activity, the amount of resources spent

on advertising, etc. The association between Y
(sales) – which is the dependent variable – and the
independent variables affecting sales are usually
expressed in a mathematical function of the type:

Y � f (	1, 	2, 	3, . . ., 	n)

The purpose of regression is to make predictions
about scores on the dependent variable based
upon knowledge of independent variable scores
(Speed, 1994).

Regression provides measures of association,
not causation; yet regression (and correlation
analysis) could assist marketing managers in better
understanding the implicit relationships among
various independent and dependent variables (e.g.
age, income, education and amount of credit card
usage, or various forms of salespeople’s incentives
and their sales calls, or the number of new orders
obtained, etc.).

Generalized linear models
Generalized linear models (GLMs) have a number
of advantages over more traditional ‘hypothesis
testing’ statistics:

� They are constituents of a unified theory of data
analysis (this makes the whole process of
choosing a test and understanding the analyses
easier).

� They model rather than hypothesis test (they can
therefore be used for both description and
prediction).

� They provide significant advantages over the more
traditional bivariate tests and in many cases can
replace them.

� GLMs can be used to analyse most of the data we
are likely to collect in the social sciences.

It is these advantages which make GLMs perhaps
the most important set of statistical tests in the
social sciences.

What are GLMs?
Basically, they are methods which model data
using linear relationships. Linear relationships
are important due to the ease with which they can
be described mathematically. However, not all
relationships between variables are linear and able
to be adequately described in this way. In such
cases we can still take advantage of linear methods
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by modelling the relationship between variables
using a linear model, but including transformations
which approximate non-linear relationships to lin-
ear ones.

The techniques that fall under the GLM
umbrella include a number of popular techniques:

� Ordinary least-squares (OLS) regression.
� Logistic regression.
� Log-linear modelling.

By way of an introduction we will begin with OLS
regression, a technique which is very common
and fairly easy to understand.

OLS regression

Simple OLS regression
Simple OLS regression attempts to represent the
relationship between two variables using a line.
This line is computed using the least-squares
method and provides a line of best fit. For two
variables, the OLS regression equation is equiva-
lent to Y � α � βX � 
 (Figure 10.5).

Using this graph, we are able to define the
relationship between the two variables Y and X,
and also how strong the relationship is.

The important thing to note from this
demonstration is that GLMs can be used to model
non-linear relationships even though they are lin-
ear techniques. This makes the techniques partic-
ularly useful in the social sciences, where
relationships are rarely linear.

Multivariate OLS regression
OLS regression can also be used when there are
more than two variables. It is important to be able
to include a number of variables into a model, as
more than one source of information is often
required to account for a particular variable.

Take, for example, a situation where a particu-
lar company employs on the basis of educational
achievement and not on the basis of gender. If this
company recruits in a region where males and
females do not have equal access to education, it is
likely that a simple regression model that predicts
wages from gender will show a significant relation-
ship between the two. On the basis of this relation-
ship, it would appear that the company is breaking
the law, as it is paying different rates to males and
females. This conclusion might be unjust in this
case, as it is possible that it is a bias in the provision
of education that has resulted in males being more
highly educated and, consequently, better paid. In
this case, the relationship between gender and
wage is a consequence of the relationship between
gender and education. To adequately model
wages, both pieces of information need to be
included in a model. Such a model can be repre-
sented in the form of a Venn diagram (Figure 10.6).

Many variables can be added to a regression
analysis. We merely add more terms into the
model. A multiple OLS regression model with k
variables can be represented by the equation:

Y 1 1 2 2 2 2 3 3 4 4

k k

� � � � �� � � � � � �

� � � �

X X X X X
X� ε

Residual (error)

Y

X

Y � � � �X

� (Intercept)

� (Regression coefficient)

1 unit

Figure 10.5 Plot of the OLS regression equation
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In the above equation, the variable Y is predicted
using information from all of the X variables. This
could be wages predicted by gender, education,
type of work, location, experience, etc. The effect
that each variable has on wage is assessed whilst
controlling for all other variables. The output from
an OLS regression is given in Tables 10.2 and 10.3,
and shows how such a model can be interpreted.

Which data can be used in OLS regression?
OLS regression can be used to model response

variables (Y variables) which are recorded on at
least an interval scale (i.e. continuous variables such

as age, output and wages). Explanatory variables
(the X variables) can be continuous or ordered and
unordered categorical data provided that they are
coded appropriately). In short, OLS regression is
used to model continuous data from all other types
of data.

Conclusions
� OLS regression uses linear equations, as these are

relatively easy to formulate and work with.
� Non-linear relationships can be modelled using

linear equations if transformations are applied to
the data.

� When there are a number of factors affecting the
variable we wish to model, a multiple regression
can be used.

� Response variables need to be interval, but with
appropriate coding, any explanatory variables can
be included.

Logistic regression
Quite often we may wish to model a binary vari-
able, such as male–female, etc. For such analyses, it
is not appropriate to use OLS regression as the data
are not linear – we have to use logistic regression.

Similar to OLS regression, a whole range of
useful statistics can be computed, including stan-
dard errors, confidence and prediction intervals.
We are not limited by the traditional statistics
which can only provide group comparisons.

The logistic regression model
As with OLS regression, we can use any number
of explanatory variables, variables which can be
interval or categorical. The same considerations
apply to the data as with multiple OLS regression.
All the power that is available in traditional OLS

Table 10.2 ANOVA1

Model Sum of squares df Mean square F Significance

1 Regression 123.581 8 15.448 9.919 0.0002

Residual 722.617 464 1.557
Total 846.199 472

1 Dependent variable: SSAT.
2 Predictors (constant): SH_TESC, REGR factor score 3 for analysis 1, REGR factor score 2 for analysis 1, SH_SOLO,
SH_ASDA, REGR factor score 4 for analysis 1, REGR factor score 1 for analysis 1, SH_SAINS.

B

A

C

Education

Gender

Wage level

Figure 10.6 Venn diagram representing multivariate
OLS regression

Single regressions: Multivariate regression:
Wage level Wage level
� � � � Education � � � � Education � �2 Gender
Area �A � B: R2 � 0.76 Area � A � B � C: R2 � 0.79

Wage level � � � � Gender
Area � B � C: R2 � 0.47
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regression is also available in logistic regression –
there should be no need to ever compute a test
which assesses group differences (t-test, Mann–
Whitney, Wilcoxon, ANOVA, etc.).

The basic form of the model is identical to
OLS regression. The only difference is in the
interpretation of the parameters. A logistic regres-
sion can be represented as:

An example of a logistic regression
The data in Tables 10.4–10.6 are taken from a recent
study into consumer behaviour. The variables
have been selected for the purpose of demonstra-
tion and not to provide a ‘good’ model.

Conclusions
� Binary response variables have a non-linear 

S-shaped distribution.

� This distribution can be modelled using a linear
equation once it has been transformed.

� The model-building approach of the logistic
regression provides much more detailed analysis
of data than can be obtained using a t-test,
ANOVA, Mann–Whitney or Kruskal–Wallis.

� The linear component of the model is the same as
that used for the OLS regression.

Log-linear analysis
GLMs can also be used to model categorical data
(i.e. data in the form of contingency tables). The
traditional method of analysing such data is to
interpret bar charts and to use the chi-square sta-
tistic as part of the cross-tabs procedure. These
methods have severe limitations as they can only
deal with two variables and cannot model the
data to provide predictions. The same considera-
tions apply to contingency table data as applied to
OLS regression regarding the problems of interac-
tion variables (e.g. wages, education and gender).

Y 1 1 2 2 2 2 3 3 4 4

k k

� � � � �� � � � � � �

� � � �

X X X X X
X� ε

Table 10.4 Model, block and step data

Chi-square df Significance

Model 41.781 7 0.0000
Block 41.781 7 0.0000
Step 41.781 7 0.0000

Table 10.3 Coefficientsa

Model Unstandardized coefficients Standardized t Significance
coefficients 
beta

B Standard 
error

1 (Constant) 4.888 0.102 48.115 0.000
Quality 0.308 0.061 0.234 5.017 0.000
Other services �3.06E-03 0.062 �0.002 �0.050 0.961
Value brands 4.524E-03 0.059 0.003 0.077 0.939
Car facilities �3.44E-02 0.064 �0.026 �0.534 0.594
SH_ASDA 0.851 0.277 0.142 3.076 0.002
SH_SAINS 0.795 0.214 0.178 3.710 0.000
SH_SOLO 9.928E-02 0.253 0.018 0.393 0.694
SH_TESC 0.725 0.137 0.270 5.297 0.000

a Dependent Variable: SSAT.
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Alog-linear analysis enables much more infor-
mation to be obtained from the data and also
enables statistics to assess the overall fit of the
model. As the log-linear name suggests, it is a tech-
nique which makes use of the linear model and a
transformation involving the natural log. Similar to
OLS and logistic regression, the form of model is a
linear combination:

The form of the log-linear model is very simi-
lar to the previous models discussed – the only dif-
ference is that we are now modelling cell counts. In
effect, all of the terms in the model have been
moved to the right-hand side of the equation.
Parameters from the model are similar to the other
models, but are interpreted slightly differently.

Conclusions
� The log-linear model is very similar to the OLS

and logistic regression models.
� All of the advantages of OLS regression, such as

being able to compute model fits, make
predictions and investigate complex interactions,
also apply to log-linear.

� It enables analysis of multicategory, multigroup
data – something not possible using chi-
square.

Discriminant analysis
Like regression analysis, discriminant analysis
(DA) uses a linear equation to predict the depend-
ent variable (say, sales). However, while in regres-
sion analysis the parameters (coefficients) are
used to minimize the sum of squares, in DA the

In(cell count) 1 1 2 2 3 3

k k

� � � � � � � �

� �

X X X
X

Table 10.5 Classification table for SH_TESC (the cut value is 0.50)

Predicted Per cent correct

0.00 1.00
0 1 1

Observed �---------------------------------------------------------------------�
0.00 0 1 174 1 90 1 65.91

�----------------------------------------------------------------------�
1.00 1 1 97 1 120 1 55.30

�----------------------------------------------------------------------�
Overall 61.12

Table 10.6 Variables in the equation

Variable B S.E. Wald df Significance R Exp (B)

F1_QUAL 0.3573 0.1099 10.5612 1 0.0012 0.1137 1.4294
F2_OTHER �0.0296 0.1018 0.0844 1 0.7715 0.0000 0.9709
F3_CHOIC �0.2022 0.0989 4.1801 1 0.0409 �0.0574 0.8169
F4_CAR 0.2799 0.1018 7.5586 1 0.0060 0.0916 1.3231
DIS_CAT 7.6330 3 0.0542 0.0497
DIS_CAT(1) 0.6929 0.8451 0.6722 1 0.4123 0.0000 1.9996
DIS_CAT(2) 1.2199 0.8257 2.1825 1 0.1396 0.0166 3.3869
DIS_CAT(3) 1.5018 0.9169 2.6824 1 0.1015 0.0321 4.4896
Constant �1.3027 0.8175 2.5393 1 0.1110
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parameters are selected in such a way as to maxi-
mize the ratio:

DA is used in marketing for predicting brand
loyalty and buying or attempting to predict con-
sumer behaviour in general; this classification
method can be used when the data (the independ-
ent variables) are interval scales.

Discriminant analysis

Introduction
DA is a technique for analysing data when the cri-
terion or dependent variable is categorical and the
predictor or independent variables are interval in
nature. For example, the dependent variable may
be the choice of a brand of personal computer
(brand A, B or C) and the independent variables
may be ratings of attributes of PCs on a seven-point
Likert scale. The objectives of DA are as follows:

1 Development of discriminant functions, or linear
combinations of the predictor or independent
variables, which will best discriminant between
the categories of the criterion or dependent
variable (groups).

2 Examination of whether significant differences
exist among the groups in terms of the predictor
variables.

3 Determination of which predictor variables
contribute to most of the intergroup differences.

4 Classification of cases to one of the groups based
on the values of the predictor variables.

5 Evaluation of the accuracy of classification.

DA techniques are described by the number of cate-
gories possessed by the criterion variable. When the
criterion variable has two categories, the technique
is known as two-group discriminant. When three or
more categories are involved, the technique is
referred to as multiple discriminant analysis (MDA).
The main distinction is that in the two-group case, it
is possible to derive only one discriminant function.
In MDA, more than one function may be computed.

Key features
DA Model

The DA model involves linear combinations
of the following form:

Where
D � discriminant score
Bs � discriminant coefficients or weights
Xs � predictors or independent variables

The coefficients, or weights (b), are estimated so
that the groups differ as much as possible on the
values of the discriminant function. This occurs
when the ratio of between-group sum of squares to
within-group sum of squares for the discriminant
scores is at maximum. Any other linear combina-
tion of the predictors will result in a smaller ratio.
Several statistics are associated with DA.

Statistics Associated with DA
The important statistics associated with DA

include the following:
Canonical correlation. Canonical correlation

measures the extent of association between the
discriminant scores and the groups. It is a meas-
ure of association between the single discriminant
function and the set of dummy variables that
define the group membership.

Centroid. The centroid is the mean values for
the discriminant scores for a particular group.
There are as many centroids as there are groups, as
there is one for each group. The means for a group
on all the functions are the group centroids.

Classification matrix. Sometimes also called
confusion or prediction matrix, the classification
matrix contains the number of correctly classified
and misclassified cases. The correctly classified
cases appear on the diagonal, because the pre-
dicted and actual groups are the same. The off-
diagonal elements represent cases that have been
incorrectly classified. The sum of the diagonal
elements divided by the total number of cases
represents the hit ratio.

Discriminant function coefficients. The discrimi-
nant function coefficients (unstandardized) are the
multipliers of variables, when the variables are in
the original units of measurement.

Discriminant scores. The understandardized
coefficients are multiplied by the values of the vari-
ables. These products are summed and added to
the constant term to obtain the discriminant scores.

Eigenvalue. For each discriminant function,
the eigenvalue is the ratio of between-groups to
within-group sums of squares. Large eigenvalues
imply superior functions.

F-values and their significance. These are calcu-
lated from a one-way ANOVA, with the grouping
variable serving as the categorical independent
variable. Each predictor, in turn, serves as the met-
ric dependent variable in the ANOVA.D b b X b X b X b Xk k� � � � � �0 1 1 2 2 3 3 �

Variance between group means
Variance within groups
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Group means and group standard deviations.
These are computed for each predictor for each
group.

Pooled within-group correlation matrix. The
pooled within-group correlation matrix is com-
puted by averaging the separate covariance matri-
ces for all the groups.

Standardized discriminant function coefficients.
The standardized discriminant function coeffi-
cients are the discriminant function coefficients
and are used as the multipliers when the variables
have been standardized to a mean of 0 and a vari-
ance of 1.

Structure correlations. Also referred to as dis-
criminant loadings, the structure correlations repre-
sent the simple correlations between the predictors
and the discriminant function.

Total correlation matrix. If the cases are treated
as if they were from a single sample and the cor-
relations computed, a total correlation matrix is
obtained.

Wilks’ λ. Sometimes also called the U statistic,
Wilks’ λ for each predictor is the ratio of the
within-group sum of squares to the total sum of
squares. Its value varies between 0 and 1. Large
values of λ (near 1) indicate that group means do
not seem to be different. Small values of λ (near 0)
indicate that the group means seem to be different.

The assumptions in DA are that each of the
groups is a sample from a multivariate normal
population and all of the populations have the
same covariance matrix. The role of these assump-
tions and the statistics just described can be better
understood by examining the procedure for con-
ducting DA.

Estimate the discriminant function 
coefficients
Once the analysis sample has been identified, we
can estimate the discriminant function coefficients.
Two broad approaches are available. The direct
method involves estimating the discriminant func-
tion so that all the predictors are included simulta-
neously. In this case, each independent variable is
included, regardless of its discriminating power.
This method is appropriate when, based on previ-
ous research or a theoretical model, the researcher
wants the discrimination to be based on all the pre-
dictors. An alternative approach is the stepwise
method. In stepwise DA, the predictor variables are
entered sequentially, based on their ability to dis-
criminate among groups. This method is appropri-
ate when the researcher wants to select a subset of

the predictors for inclusion in the discriminant
function.

Determine the significance of discriminant
function
It would not be meaningful to interpret the analy-
sis if the discriminant functions estimated were
not statistically significant. The null hypothesis
that, in the population, the means of all discrimi-
nant functions in all groups are equal can be statis-
tically tested. In SPSS, this test is based on Wilks’ λ.
If several functions are tested simultaneously (as
in the case of MDA), the Wilks’ λ statistic is the
product of the univariate λ for each function. The
significance level is estimated based on a chi-
square transformation of the statistic. In SAS, an
approximate F statistic, based on an approxima-
tion to the distribution of the likelihood ratio, is
calculated. A test of significance is not available in
MINITAB. If the null hypothesis is rejected, indica-
tion significant discrimination, one can proceed to
interpret the results.

Interpret the results
The interpretation of the discriminant weights, or
coefficients, is similar to that in multiple regression
analysis. The value of the coefficient for a particu-
lar predictor depends on the other predictors
included in the discriminant function. The signs to
the coefficients are arbitrary, but they indicate
which variable values result in large and small
function values and associate them with particular
groups.

We can obtain some idea of the relative impor-
tance of the variables by examining the absolute
magnitude of the standardized discriminant func-
tion coefficients. Generally, predictors with rela-
tively large standardized coefficients contribute
more to the discriminating power of the function,
as compared with predictors with smaller coeffi-
cients, and are, therefore, more important.

Some idea of the relative importance of the
predictors can also be obtained by examining the
structure correlations, also called canonical loadings
or discriminant loadings. These simple correlations
between each predictor and the discriminant func-
tion represent the variance that the predictor
shares with the function. The greater the magni-
tude of a structure correlation, the more important
the corresponding predictor. Like the standard-
ized coefficients, these correlations must also be
interpreted with correlation.
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Discriminant analysis
The results from simultaneously entering all vari-
ables in DA are presented in the table. The rank
order of importance, as determined by the relative
magnitude of the structure correlations, is pre-
sented in the first column. Satisfaction with the job
and promotional opportunities were the two most
important discriminators, followed by job security.
Those who stayed in the company found the job to
be more exciting, satisfying, challenging and inter-
esting than those who left.

Examples
Note that in this example, promotion was identi-
fied as the second most important variable based
on the structure correlations. However, it is not
the second most important variable based on the
absolute magnitude of the standardized discrimi-
nant function coefficients. This anomaly results
from multicollinearity.

Another aid to interpreting DA results is to
develop a characteristic profile for each group by
describing each group in terms of the group means
for the predictor variables. If the important predic-
tors have been identified, then a comparison of the
group means on these variables can assist in under-
standing the intergroup differences. However,
before any findings can be interpreted with confi-
dence, it is necessary to validate the results.

Home bodies and couch potatoes
Two-group DA was used to assess the strength of
each of five dimensions used in classifying indi-
viduals as TV users or non-users. The procedure
was appropriate for this use because of the nature
of the predefined categorical groups (users and
nonusers) and the interval scales used to generate
individual factor scores.

Two equal groups of 185 elderly consumers,
users and non-users (total n � 370) were created.
The discriminant equation for the analysis was
estimated by using a subsample of 142 respon-
dents from the sample of 370. Of the remaining
respondents, 198 were used as a validation sub-
sample in a cross-validation of the equation. Thirty
respondents were excluded from the analysis
because of missing values.

The canonical correlation for the discriminant
function was 0.4291, significant at the p � 0.0001
level. The eigenvalue was 0.2257. The table sum-
marizes the standardized canonical discriminant
coefficients. A substantial portion of the variance is

explained by the discriminant function. In addi-
tion, as the table shows, the home orientation
dimension made a fairly strong contribution to
classifying individuals as users or non-users of tel-
evision. Morale, security and health, and respect
also contributed significantly. The social factor
appeared to make little contribution.

The cross-validation procedure using the dis-
criminant function from the analysis sample gave
support to the contention that the dimensions
aided researchers in discriminating between users
and non-users of television. As the table shows, the
discriminant function was successful in classifying
75, 76 per cent of the cases. This suggests that the
consideration of the identified dimensions will
help marketers understand the elderly market.
Although it is very important for marketers to
know and understand the elderly market, the
Generation Xers (those born between 1961 and
1981) are also a group that should be overlooked by
marketers. Due to technological advances with the
Internet and television, a revolutionary form of
interactive TV (ITV) has been created. By 2003, ITV
services will be fully deployed and operational and
will combine the Internet and broadcasting with
software programs and hardware components to
give consumers Internet access, online shopping,
music downloads and an interactive broadcast pro-
gramme all through their television. By 2006, it is
predicted that 61.5 million people will be interact-
ing with their televisions through ITV. With such a
prosperous looking forecast for ITV, who better to
target this revolutionary form of television than
Generation Xers? DA can again be used to deter-
mine who amongst Generation Xers are users or
non-users of ITV and to market ITV services 
successfully.

The extension from two-group DA to MDA
involves similar steps.

Conclusion
DA is useful for analysing data when the criterion
or dependent variables are interval scaled. When
the criterion has two categories, the technique is
known as two-group DA. MDA refers to the case
when three or more categories are involved.

Conducting DA is a five-step procedure. First,
formulating the discriminant problem requires
identification of the objectives and the criterion
and predictor variables. The sample is divided
into two parts. One part, the analysis sample, is
used to estimate the discriminant function. The
other part, the holdout sample, is reserved for 
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validation. Estimation, the second step, involves
developing a linear combination of the predictors,
called discriminant functions, so that the groups
differ as much as possible on the predictor values.

Determination of statistical significance is the
third step. It involves testing the null hypothesis
that, in the population, the means of all discrimi-
nant functions in all groups are equal. If the null
hypothesis is rejected, it is meaningful to interpret
the results.

The fourth step, the interpretation of discrimi-
nant weights or coefficients, is similar to that in
multiple regression analysis. Given the multi-
collinearity in the predictor variables, there is no
unambiguous measure of the relative importance
of the predictors in discriminating between the
groups. However, some idea of the relative impor-
tance of the variables may be obtained by examin-
ing the absolute magnitude of the standardized
discriminant function coefficients and by examin-
ing the structure correlations between each predic-
tor and the discriminant function represent the
variance that the predictor shares with the function.
Another aid to interpreting DA results is to develop
a characteristic profile for each group, based on the
group means for the predictor variables.

Validation, the fifth step, involves developing
the classification matrix. The discriminant weights
estimated by using the analysis sample are multi-
plied by the values of the predictor variables in the
holdout sample to generate discriminant scores for
the cases in the holdout sample. The cases are
then assigned to groups based on their discrimi-
nant scores and an appropriate decision rule. The
percentage of cases correctly classified is deter-
mined and compared to the rate that would be
expected by chance classification.

Two broad approaches are available for esti-
mating the coefficients. The direct method involves
estimating the discriminant function so that all
the predictors are included simultaneously. An
alternative is the stepwise method, in which the
predictor variables are entered sequentially, based
on their ability to discriminate among groups.

Automatic interaction detection
The regression analysis mentioned above attempts
to identify association between the dependent and
the independent variables, one at a time. In addi-
tion, the assumption is that the data are measured
on interval scales. In many other marketing
research situations we need a method able to 

handle nominal or ordinal data and to identify all
the significant relationships between the dependent
and the independent variables. AID is a computer-
based method for interactively selecting the inde-
pendent variables in order to be able to predict the
dependent variables. It splits the sample of obser-
vations into two groups on a sequential routine,
trying to keep the subgroups that emerge as homo-
geneous as possible, relative to the dependent vari-
able. The homogeneity is measured by minimizing
the sum-of-square deviations of each subgroup
member from its subgroup mean. AID is used in
marketing for market segments analysis, analysing
the effect of advertising levels on retail sales, pre-
dicting consumption/sales and brand loyalty.

This method is not as powerful as regression
analysis and, since the minimum subgroup size
should be no less than 30, the original sample of
objects required must be fairly large (1000 or more).

Three of the regression and forecasting 
techniques described above are summarized in
Table 10.7.

Forecasting methods
Forecasting methods are mainly applied in fore-
casting sales and market demand. Chambers et al.
(1979) classify them into three categories: qualita-
tive techniques, time-series analysis and causal
models. In each category there is a series of models;
some are suitable for forecasting initial sales and
others for forecasting repeat purchases. Conse-
quently, one should make clear the differentiation
between diffusion and adoption models, although,
unfortunately, the space available here is not suf-
ficient for a detailed presentation.

Probably the most well-known forecasting
techniques are the time-series methods. These rely
on historical data and, by definition, are of limited
application to the forecasting of new product sales.

In order to select a forecasting technique for
new products, the first principle is to match the
methodology with the situation. The degree of
newness of the product, for example, is crucial, as
are product and market characteristics, the fore-
caster’s ability, the cost, the urgency and the pur-
pose for which the forecast is needed.

The second principle is that at least two meth-
ods should be used and one of these should always
be the subjective judgement of the forecaster, who
must override the formal technique decision when
information coming from outside the model clearly
shows that the technique’s forecast may be at fault.
There are powerful arguments for combining 
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Table 10.7 Regression,AD and discriminant analysis – a comparison

Method Based on Marketing Main advantages Main limitations
applications

Regression Developing a For segmentation, Enables Requires fitting a
analysis function consumer predictions about regression line and 

expressing the behaviour analysis, a dependent determining the 
association (or sales forecasting variable (say, sales parameters. This 
relationship) (Speed, 1994) figures). Provides could be quite 
between measures of complex and lead
dependent and association to certain errors
independent between 
variables independent 

variables and 
certain important 
marketing 
dependent variables

AD A computer-based For market Suitable for Less powerful 
sequential routine segments analysis, identifying the than regression.
attempting to assess the effects different variables Minimum group 
classify objects of advertising on affecting market size should be no
into groups as retail sales, predict segments; less than 30, and 
possible, by brand loyalty sales determining the the original sample 
minimizing the prediction, etc. importance of size should be 
within-group sum each independent quite large
of squares variable and the 

form in which it 
affects the 
dependent variable

Discriminant Maximize the ratio Predicting brand Enables Identifying the 
analysis of variance loyalty, consumer predictions of statistical 

between group innovators, like/ dependent significance of the 
means, not within- dislike of a service variables discriminant 
group variance (or product), etc. function; multiple 

discriminant 
analysis requires a 
computer program

forecasts by different techniques. Methods are
selective in the information they use, so that a com-
bination of methods would incorporate more infor-
mation and improve accuracy. Doyle and Fenwick
(1976) advocate this and produce evidence of
improved accuracy.

Simulation methods
The cost, the time involved and other problems
associated with field experimentation often 

preclude a method as a source of information for
particular situations. In such instances it is often
desirable to construct a model of an operational
situation and obtain relevant information through
the manipulation of this model. This manipula-
tion, called simulation, describes the act of creating
a complex model to resemble a real process or sys-
tem and experimenting with this model in the
hope of learning something about the real system.

Simulations represent a general technique
which is useful for studying marketing systems
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and is one of the most flexible methods in terms of
application. Simulation models have been formu-
lated to serve two management functions:

1 Planning.
2 Monitoring and controlling operations.

Marketing simulations can be conveniently
divided into three classes (Doyle and Fenwick,
1976). The first deals with computer models of
the behaviour of marketing system components,
the second with computer models on the effect of
different marketing instruments on demand and
the third with marketing games.

A firm wanting to adopt a simulation model
would have to take into account the market char-
acteristics of the environment it operates in and
model on this basis.

Fuzzy sets
The fuzzy set theory is a relatively new approach
that has been growing steadily since its inception
in the mid-1960s. In the fuzzy set theory, an abstract
concept such as a sunny day can be considered as
a fuzzy set and defined mathematically by assign-
ing to each individual in the universe of discourse,
a value representing its grade of membership in
the fuzzy set. This grade corresponds to the degree
to which that individual is similar or compatible
with the concept represented by the fuzzy set.
Thus, individuals may belong in the fuzzy set to a
greater or lesser degree as indicated by a larger or
smaller membership grade. These membership
grades are very often represented by real member
values ranging in the closed interval between 0
and 1. Thus, a fuzzy set representing our concept
of sunniness might assign a degree of membership
1 to a cloud cover of 0 per cent, 0.8 to a cloud cover
of 20 per cent, 0.4 to a cloud cover of 30 per cent
and 0 to a cloud cover of 75 per cent. These grades
signify the degree to which each percentage of
cloud cover approximates our subjective concept
of sunniness, and the set itself models the semantic
flexibility inherent in such a common linguistic
term. Vagueness in describing many consumer
behaviour constructs is intrinsic, not the result of a
lack of knowledge about the available rating. That
is why a great variety of definitions in marketing
exist and most of them cannot describe the fuzzy
concepts completely. So long as the semantic assess-
ment facets in the construct can be quantified and
explicitly defined by corresponding membership
functions, the initial steps of the mathematical 

definition of marketing constructs are achieved.
Recognizing the difficulty of accurate quan-
tification of the semantic assessment facets like
product interest, hedonic value and others, some
researchers utilize the fuzzy mathematical method
(Zimmerman, 1991; Klir and Yuan, 1995) to quan-
tify the assessment facets by membership functions
so that the results obtained are more accurate than
the traditional statistical methods and more suitable
for the semantically modified assessment facets.

The benefits of using fuzzy sets are:

1 The membership function is deliberately designed
in fuzzy set theory to treat the vagueness caused
by natural language.Therefore, using membership
functions to assess the semantically defined
measuring facets is more reliable and accurate
than using the traditional statistical methods –
score points or scatter plot.

2 The membership function standardizes the
semantic meaning of assessment facets so that we
can compare the degree of the definition of
marketing constructs regardless of the differences
of timing, situation, consumer and so on.

3 The membership functions are continuous
functions which are more accurate in measuring
the assessment facets than the traditional
discrete methods.

4 The fuzzy mathematical method is easier to
perform than the traditional method, once the
membership of assessment facets is defined.

Some of the main characteristics, advantages, lim-
itations and applications of simulation and fuzzy
sets in marketing are presented in Table 10.8.

Example: Definition – ‘consumer
involvement’

Consumer involvement can be construed as a
fuzzy set. It is a family of pairs (Ai, Ai(y)), where
for each i in the index set is a fuzzy set �, Ai is 
a fuzzy set of assessment facet and Ai is a 
membership function from Ai to the unit interval
[0,1] which describes the behaviour of the fuzzy
set Ai, Ai(y) is the membership function of the
assessment facet that takes value on [0,1] for all
y in Ai, that is,

Consumer involvement � {Ai, Ai(y)|Ai;
Ai → [0,1]3Ai(y)[0,1]3yAi}

and i, �, Ai is a fuzzy set of assessment facet.
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Table 10.8 Uses of simulation and fuzzy sets in marketing (the method,
advantages, limitations and when recommended to use)

Method Based on Marketing applications Main advantages Main limitations

Simulation Conducting (a) Marketing (a) A very felxible (a) Tedious 
experiments using a planning and simple arithmetical 
model to simulate (b) Monitoring and method easily calculations
working conditions of controlling understood by (b) Rather costly
the real system (Kotler and managers in computer 

Schultz, 1970), (b) Saves time and time
marketing resources
operations (c) Simulation has

(c) Distribution, found wide 
consumer applications in the
behaviour, field of marketing
retailing, staffing,
advertising

(d) Marketing 
training (Kotler 
and Schultz,
1970)

Fuzzy sets The technique is Modelling consumer Flexibility which Difficult 
essentially a factual behaviour, marketing accommodates a measurement 
modelling process planning, new product degree of uncertainty scaling and 
that attempts to fine testing, perceived or fuzziness, in estimation of the 
tune the expression price testing, diagnosis.This bipolar 
of knowledge. It does marketing fuzziness is indeed descriptors.
this by using a communication lauded as realistic in Linguistic 
linguistic scale effects research expressing human scale for 
describing the (Zimmerman, 1991) judgement characteristics 
characteristics under description.
each of the main Description of 
dimensions of the the values for the 
model to form fuzzy parameters of 
sets; a hierarchical the model
aggregation of 
information based on 
fuzzy aggregation 
operators; and a 
conceptual hypercube 
to determine the 
rank and ranking size 
of the outcomes.
Includes the concept 
of membership 
function (between 0 
and 1)
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Fuzzy decision trees
Inductive decision trees were first introduced in
1963 with the Concept Learning System Frame-
work. Since then, they have continued to be devel-
oped and applied. The structure of a decision tree
starts with a root decision node, from which all
branches originate. A branch is a series of nodes
where decisions are made at each node, enabling
progression through (down) the tree. Aprogression
stops at a leaf node, where a decision classification
is given.

As with many data analysis techniques (e.g.
traditional regression models), decision trees have
been developed within a fuzzy environment. For
example, the well-known decision tree method ID3
was developed to include fuzzy entropy measures.
The fuzzy decision tree method was introduced by
Yuan and Shaw (1995) to take account of cognitive
uncertainty (i.e. vagueness and ambiguity).

Central to any method within a fuzzy envi-
ronment is the defining of the required member-
ship functions. Incorporating a fuzzy aspect
(using membership functions) enables the judge-
ments to be made with linguistic scales.

Summary of fuzzy decision tree
method
In this section a brief description of the functions
used in the fuzzy decision tree method are
exposited. A fuzzy set A in a universe of discourse
U is characterized by a membership function 
A, which take values in the interval [0, 1]. For all
 � U, the intersection A � B of two fuzzy sets is
given by A � B � min(A(u), A(u)).

A membership function (x) of a fuzzy vari-
able Y defined on X can be viewed as a possibility
distribution of Y on X, that is, �(x) � (x), for all 
x � X. The possibilistic measure of ambiguity –
Eα(Y) – is defined as:

where �* � {�1*, �2*, . . ., �n*} is the permutation of
the possibility distribution � � {�(x1), �(x2), . . .,
�(xn)}, sorted so that �*i � �*i�1 for i � 1, . . ., n,
and �*n�1 � 0

The ambiguity of attribute A is then:

where Eα (A(ui)) � g(μTs (ui)/max
15j5s

(μTj (ui))), with Tj

the linguistic scales used within an attribute.
The fuzzy subsethood S(A, B) measures the

degree to which A is a subset of B (see Kosko, 1986)
and is given by:

Given fuzzy evidence E, the possibility of
classifying an object to Class Ci can be defined as:

where S(E, Ci) represents the degree of truth for
the classification rule. Knowing a single piece of
evidence (i.e. a fuzzy value from an attribute), 
the classification ambiguity based on this fuzzy
evidence is defined as:

G(E) � g(�(C|E))

The classification ambiguity with fuzzy parti-
tioning P � {E1, . . ., Ek} on the fuzzy evidence F,
denoted as G(P|F), is the weighted average of  clas-
sification ambiguity with each subset of partition:

where G(Ei � F) is the classification ambiguity with
fuzzy evidence Ei � F, w(Ei|F) is the weight which
represents the relative size of subset Ei � F in F:

The fuzzy decision tree method considered here uti-
lizes these functions. In summary, attributes are
assigned to nodes based on the lowest level of ambi-
guity. Anode becomes a leaf node if the level of sub-
sethood (based on the conjunction (intersection) of
the branches from the root) is higher than some
truth value β assigned to the whole of the decision
tree. The classification from the leaf node is to the
decision class with the largest subsethood value.

The results of the decision tree are classifica-
tion rules, each with an associated degree of truth
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in their classification. These rules are relatively
simple to read and apply.

Artificial intelligence
AI models have emerged in the last few years as a
follow-up to simulation, attempting to portray,
comprehend and analyse the reasoning in a range
of situations. Although the two methods of AI
(expert systems and NNs) are, in a certain sense,
‘simulations’, because of the importance and the
potential of these methods, we have introduced
them under a separate stand-alone heading.

Expert systems
Simply defined, an expert system is a computer
program which contains human knowledge or
expertise which it can use to generate reasoned
advice or instructions. The knowledge base is usu-
ally represented internally in the machine as a set of
IF . . . THEN rules and the ‘inference engine’ of the
expert system matches together appropriate com-
binations of rules in order to generate conclusions.

In determining whether a particular market-
ing domain is suited for this methodology the fol-
lowing checklist is useful:

� Are the key relationships in the domain logical
rather than computational? In practical terms, the
answer requires an assessment of whether the
decision area is knowledge-intensive (e.g.
generating new product areas) or data-intensive
(e.g. allocating an advertising budget across media).

� Is the problem domain semi-structured rather
than structured or unstructured? If the problem is
well structured, a traditional approach using
sequential procedures will be more efficient than
an expert system approach.This would be true,
for example, when the entire problem-solving
sequence can be enumerated in advance.

� Is knowledge in the domain incomplete? If the
problem is well structured, a traditional approach
using sequential procedures will be more efficient
than an expert system approach.This would be
true, for example, when the entire problem-
solving sequence can be enumerated in advance.
Moreover, for highly unstructured domains, expert
system performance may be disappointing
because the available problem-solving strategies
may be inadequate.

� Is knowledge in the domain incomplete? In other
words, is it difficult to identify all the important
variables or to specify fully their

interrelationships? Expert systems are particularly
applicable in domains with incomplete knowledge.

� Will problem solving in the domain require a
direct interface between the manager and the
computer system? A direct interface may be
necessary in situations calling for on-line decision
support. Such situations are generally
characterized by a high level of decision urgency
(e.g. buying and selling stocks) or complexity (e.g.
retail site selection). Expert systems are
particularly useful in these contexts because of
their flexible and ‘friendly’ user interaction
facilities, coupled with their ability to explain their
reasoning (Rangaswamy et al., 1989).A number of
expert systems in marketing have been developed
over the years, in particular focusing on the
following domains: marketing research, test
marketing, pricing, generation of advertising
appeals, choice of promotional technique,
selection of effective sales techniques, negotiation
strategies, site selection, allocation of marketing
budget, promotion evaluation, strategic
positioning, strategic marketing, assessment of
sales territories, brand management, marketing
planning, international marketing, bank marketing,
tourism marketing and industrial marketing (see
Curry and Moutinho, 1991).

The greatest single problem with regard to the
effectiveness and applicability of expert system
models in the marketing context concerns the con-
struction and validation of the knowledge base.

Neural networks
NNs are designed to offer the end user the capabil-
ity to bypass the rigidity of expert systems and to
develop ‘fuzzy logic’ decision-making tools.
Several authors claim that NNs provide the user
with the ability to design a decision-support tool in
less time and with less effort than can be accom-
plished with other decision-support system tools.
NNs have been successfully applied in the follow-
ing marketing areas: consumer behaviour analysis
(Curry and Moutinho, 1993), market segmentation,
pricing modelling (Ellis et al., 1991), copy strategy
and media planning (Kennedy, 1991).

NNs use structured input and output data to
develop patterns that mimic human decision mak-
ing. Input data are compared to relative output
data for many data points. The relationships
between the input data and output data are used
to develop a pattern that represents the decision-
making style of the user. The development of 
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patterns from data points eliminates the need to
build rules that support decision making. Unlike
expert systems, which require user intervention to
accommodate variable changes within the model,
the NN is capable of retraining, which is accom-
plished through the addition of new input and
output data.

An important strength of this method is its
ability to bring together psychometric and econo-
metric analyses, so that the best features of both
can be exploited. Whereas expert systems are good
at organizing masses of information, NNs may
prove capable of duplicating the kind of intuitive,
trial and error thinking marketing managers typi-
cally require. The accuracy of the NN is not as high
as of other methods, yet it has the ability to learn
from increased input/output facts and the ability
to address data that other decision-support sys-
tems cannot handle logically.

Table 10.9 presents the main applications,
advantages and limitations of expert systems 
and NNs.

Statistical decision theory or 
stochastic methods

In this category there are a number of methods, all
of which are useful in solving marketing problems.

Queuing
This method is of importance to large retailing
institutions such as supermarkets, petrol stations,
airline ticket offices, seaports, airports and other
areas where services are available through queu-
ing. A notable problem in retailing institutions is
that of making sales force decisions, the reason
being the high cost incurred in hiring sales clerks
whose services are almost irreplaceable. Since
these sales clerks work in situations which can be
systematically regulated and accurately observed,
techniques can be used to provide management
with information so that the optimal size of the
sales force can be ascertained. A queuing model to

Table 10.9 Applications of artificial intelligence methods in marketing 
(basic content, advantages, limitations and when recommended to use)

Method Content Marketing Advantages Limitations
applications

AI A computer Marketing Flexible, able to Difficulties in 
program to research, test explain reasoning construction of 
express the marketing, pricing, of interactions the expert system 
reasoning process site selection, model
by modelling tourism marketing 
relationships and international
among various marketing (Curry 
variables (see and Moutinho,
checklist in text) 1991)

Neural Use of structured Consumer Capable of Low accuracy.
networks input and output behaviour (Curry retraining. Able to More difficult to 

data to develop and Moutinho, bring together interpret than the 
patterns that 1993), price psychometric and expert systems 
mimic human modelling (Ellis econometric above
decision making. et al., 1991), media analyses
Employs a planning (Kennedy,
statistically based 1991) and market 
procedure of segmentation
iteratively 
adjusting the 
weights
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determine the optimum number of sales clerks to
be assigned to a floor in a department store so as to
maximize profitability can be determined. Atten-
tion should be focused on five main variables:

1 The number of potential customers arriving and
requesting service per unit time.

2 The amount of time required by a sales clerk to
wait on a customer.

3 The number of items purchased per customer
per transaction.

4 The incremental value to the retail establishment
of each item sold (i.e. profits).

5 The amount of time the customer is willing to
wait for service.

Most research articles state that the use of queuing
theory is mainly concentrated on solving prob-
lems in retailing institutions, where the model
helps management to decide on the size of their
sales force. Perhaps it was the successful applica-
tion of this technique in this area of marketing
that has contributed to its vast improvements and
wide applications. There are, however, limitations
to this technique, one of which is that queuing
systems must be operated over a sufficiently long
period to achieve a steady-state solution, and it is
often difficult to predict the length of time required
to achieve this.

Self-organizing maps
The Kohonen self-organizing map
Following Gurney (1997), for example, we define
a NN as a collection of interrelated nodes. Defini-
tions of this nature remove the need to rely on
analogies of the brain and take us into more gen-
eral domains, in which the nodes amount to what
are known more familiarly as variables. NN 
techniques have become an accepted part of the
‘toolkit’ available to researchers in numerous fields.
There are other less well-known NN techniques
which also hold much potential, and perhaps the
most notable of these is the Kohonen SOM.
Neelakanta (1999) described self-organization as
the ‘progressive formation within the system of
sequential, ordered relationships between the
interacting dynamic variables’. One might also
describe the phenomenon as ‘adaptation’. The
SOM provides, quite literally, a picture or map of
a set of data, but it does so in an adaptive or ‘intel-
ligent’ way. On the other hand, NNs in general,
including those which apply supervised learning,
are also self-organizing in a similar sense: for

example, the hidden nodes in perceptron models
provide approximations to an underlying func-
tion and can act to filter the data.

The SOM amounts to a relationship between
a set of input nodes and a set of nodes connected
to these inputs which perform the operations of
transformation and grouping.

There is no output node serving the role of pre-
dicted or target value and hence in NN terminology
we have ‘unsupervised learning’. Specifically, these
‘Kohonen’ nodes are arranged in a two-dimensional
grid, with each node being connected to each of the
inputs, as shown in Figure 10.7.

Interestingly, the actual spacing of the
Kohonen nodes has no meaning: what is import
ant is their grouping together. This is because each
node is regarded as a ‘prototype’, a set of cognate
values of the attributes of the input data. An
equivalent term is ‘reference vector’. These values
are the weights of the node. As discussed below,
each vector of observed values, which may be con-
tinuous, discrete or categorical, will be closest in
terms of Euclidean distance to one particular proto-
type node. The latter nodes serve to classify or clus-
ter inputs, but the proximity of each node to its
neighbours in the grid is a key element, which dis-
tinguishes the SOM from conventional statistical
clustering techniques. Whereas cluster analysis
(CA) operates in the space of actual data values,
the SOM operates within its own two-dimensional
grid. Standard methods of CA are almost invariably
designed to produce non-overlapping clusters
(Everitt, 1993), but the prototypes of the SOM are
not mutually exclusive. This means that the final
feature map, instead of showing several distinct
clusters with differing characteristics, shows
neighbouring nodes which have many similar
characteristics but differ perhaps on one or two, or
in the degree of intensity of characteristics.

In the terminology of the SOM, the grid pre-
serves the ‘topological structure’ of the data or

Inputs

Kohonen
nodes

Figure 10.7 A self-organizing map. Connections
operate between all inputs and all Kohonen nodes
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alternatively may help us uncover such structure.
The Concise Oxford Dictionary (1999) defines topol-
ogy as ‘the study of geometrical properties and
spatial relations left unchanged by the continuous
change of shape or size of the figure’. The topolog-
ical structure emerges as a ‘feature map’ in which
the prototypes are related and subject to potential
overlaps. Topology preservation implies that input
vectors close together in input space map to close
nodes in the grid. Thus, not only are the prototypes
intended to reflect ‘typical’ values of the inputs in
their respective neighbourhoods, but their grid
positions reflect the relative positioning and den-
sity of the original data. No such ordering exists for
the clusters which emerge from CA.

We have noted how, once ‘trained’, the net-
work classifies a data point by identifying the near-
est Kohonen node. As regards the training process,
a similar principle is adopted. As is common in NN
operation, data points are presented randomly to
the network, and at each stage the nearest Kohonen
node is identified. This is referred to as the ‘win-
ning’ node and the learning mechanism itself as
‘competitive learning’ or ‘winner takes all learn-
ing’. The weights of the winning node are adjusted
so as to move towards the current data point, in
which case the training process involves allowing
the weights of each node to reflect or describe the
data. The topological structure of the data is pre-
served because not only is the winning node
updated, but also its neighbouring nodes. The
shape of the neighbourhood may take various
forms, such as square or diamond. It is also possi-
ble to model the proximity of nodes by a Gaussian
decay function.

More formally, we denote the input data by an
m � n matrix X, each row of which contains a data
point comprising observed values of the n inputs.
Each node k in the SOM grid is characterized by a
1 � n vector w(k) of weights. The Euclidean dis-
tance between the kth node and the jth input vec-
tor is then given by:

where the observed values of the attributes of
each data vector are indexed by i.

During training, the winning node is that with
the smallest distance from the current data vector.
The distance is in fact modified to allow for the fre-
quency with which nodes have previously been
‘winners’, a so-called ‘conscience mechanism’
through which an additional egality is inserted.

The adjusted distance is given by:

where N is the number of Kohonen nodes, Fk is
the relative frequency with which the kth of these
nodes has been the winning node, and � is a con-
stant between zero and unity. For nodes whose
frequency is the average for all nodes, that is,
1/N, the adjustment is zero. Nodes winning with
higher or lower frequencies have the distances
adjusted downwards or upwards, respectively.
The frequency values are estimates adjusted at
each iteration.

The weight adjustment process involves find-
ing the node nearest to the data vector in terms of
adjusted distance D*, and this node, p say, has its
weights updated. The actual adjustment used is
such that the change in each weight of the proto-
type is proportional to the Euclidean distance
between the current weights and the current
input vector. The adjustment proportion � is referred
to as the learning constant. Hence we have:

where W(pi)* and W(pi) respectively denote new
and old weight values.

An interesting presentation of this learning
rule is given by Kohonen (1995) and Ritter et al.
(1992). Who make an analogy with data compres-
sion techniques, in which the primary aim is sub-
sequent reconstruction of the data with minimal
error. They show that the SOM has a similar inter-
pretation, whereby the learning procedure amounts
to a search for a set of weights to minimize the
expected reconstruction error. The learning rule
embodies the principle of gradient descent and
there is, therefore, an element of similarity with
back-propagation. Also, as well as being an inde-
pendent statistical procedure in its own right, the
SOM may be used as a pre-filter to other forms of
NN, for instance to a standard multiplayer per-
ceptron using back-propagation.

Business applications
SOMs have been shown to be useful in different
types of business applications. Mazanec (1995)
analysed positioning issues related to luxury
hotels, using SOMs based on the discrete-value
neighbourhood technique. Using data on percep-
tions of hotels and customer satisfaction, he showed
that the non-parametric nature of this analysis
allowed for compression of binary profile data.
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Cottrell et al. (1998) applied the SOM in a fore-
casting context, with the nodes in the Kohonen
layer used to store profiles describing the shapes of
various trends, as opposed to relying solely on tra-
ditional parameters such as mean and standard
deviation.

Serrano Cimca (1998) examined strategic
groupings among Spanish savings banks, using a
combination of SOMs and CA. The idea of the
strategic group is often used to explain relation-
ships between firms in the same sector, but here
the groups were identified using only data from
published financial information, thus giving
groups of firms that followed similar financial
strategies, with similar levels of profitability, cost
structures, etc. The methodology allowed the visu-
alization of similarities between firms in an intu-
itive manner, and showed up profound regional
differences between Spanish savings banks.

The Kohonen SOM is a form of NN, which
shares with other networks an origin in models of
neural processing. As with other NNs, applications
of such methods tend to take us into the realm of
statistics, with the SOM operating as a new and
interesting variant on CA. The aim is to provide a
‘topology preserving’ data transformation onto a
two-dimensional grid, in which the location of
the nodes vis-à-vis each other is important.

The SOM has some similarities with CA, in
the sense that both involve ‘unsupervised learn-
ing’, where there is no dependent variable. Most
clustering techniques involve attempts to find
non-overlapping groups, so that each data point
belongs uniquely. In the SOM, however, each data
point is associated with the nearest prototype, but
this does not exclude an association with others.
Indeed, the fact that Kohonen nodes are spatially
related in defined ‘neighbourhoods’ is an impor-
tant feature of the approach. Clustering and SOMs
tend to show us different aspects of the data. Clus-
tering, by its concentration on differences, points
out the observations that do not conform, while
SOMs concentrate on similarities and gradual
changes in the data. The relationships between
prototypes are a key part of the model. One may
navigate between them, and important attributes
of the data set may be found in groups of proto-
types.

It is also possible to employ the SOM in a pre-
dictive format, involving supervised learning. It
can be used in this way as a pre-filter to a predic-
tive NN using methods such as back-propagation.
The model first of all derives a Kohonen map, and
then applies supervised learning as a second step.

Stochastic processes
A stochastic process is a random experiment which
occurs over time, the outcome of which is deter-
mined by chance. From these random experiments
some attributes of interest are observed and
numerical values can be given to these attributes
according to the probability law. The stochastic
process method is commonly used in building
brand-choice models of consumers. In all, there are
three basic types of stochastic process methods – the
zero-order, Markovian and learning models – and
each has its own set of assumptions.

The zero-order model assumes that past brand
choice has no effect on future brand choice. There
are studies on the existence of brand or store loyal-
ties using the zero-order model approach which
have defined brand loyalty as a proportion of total
purchases within a product class that a household
devotes to its favourite or most frequently pur-
chased brand.

The Markov model assumes that only the
most recent purchases affect the brand-choice
decisions. Using the Markovian model, one can
measure the expected number of periods before
an individual would try a particular brand.
Markov models should be used for dynamic mar-
ket predictions such as equilibrium market shares,
average time to trial, which is a measure of the
attractive power of the brand, and for evaluating
the success of new product introduction. One
other area where Markovian analysis has been
employed in marketing is in making personal sell-
ing decisions, where it is used in the modelling of
sales-effort allocation to customers.

The third of the stochastic process methods is
the learning model, which postulates that brand
choice is dependent upon a complete history of
past brand purchases, as the effect of purchasing a
brand is cumulative. Therefore, when applied in
the brand-switching complex, this will mean that
purchase of a brand will ultimately increase the
probability of purchasing the same brand again.
This model may be used in monitoring consumer
behaviour.

Statistical decision theory
Decision theory is often used to evaluate the alter-
native outcomes of different decisions and to find
the best possible decision. Associated with the sta-
tistical decision theory is the decision tree dia-
gram, which portrays the various alternative
decisions and their consequences. Game theory,
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discussed below, is commonly regarded as an ana-
lytical approach to decision making involving two
or more conflicting individuals, each trying to
minimize the maximum loss (minimax criterion).

One other application of game theory is for
formulating advertising budget decisions. In statis-
tical decision theory, probabilities of each outcome
are based upon either past data or subjective esti-
mates. Pricing decisions in advertising are another
area where decision theory can be applied. The
main disadvantage of this method is the subjective
estimation of the probability for each decision.

Decision trees can also be used to decide
whether or not to test-market a new product before
launching it. Cadbury-Schweppes Ltd used this
technique to help in deciding the feasibility of
test-marketing a new chocolate product. By car-
rying out a test-market programme of the new
chocolate, the earnings obtained exceeded those of
embarking on a national launch without prior test-
marketing. This method has been used for making
merchandising decisions, such as finding the opti-
mum mix of sizes and widths of fashion shoes to
be ordered, especially when the possible alterna-
tive choices were numerous and carried high costs.

Game theory
Game theory, when compared with decision the-
ory, has found limited applications in marketing.
Nevertheless, it has been applied to retailing insti-
tutions in making product decisions. Game theory
helps management to decide on its advertising
budgets without any prior knowledge of competi-
tors’ budgeting decisions.

In pricing advertisements, Higgins (1973)
used game theory to provide solutions. The total
reward for all the firms included in the pricing
decision study was considered fixed, the decision
resting on which product price to lower to generate
more sales so as to minimize the maximum loss.

A summary of the major stochastic methods,
their possible applications in marketing (with
some references), advantages and limitations is
presented in Table 10.10.

Deterministic operational research
methods

Deterministic techniques are those in which chance
plays no part and solutions are determined by sets
of exact relationships.

Rough set theory
Rough set theory (RST) is a fairly new approach
to decision making in the presence of uncertainty
and vagueness (Pawlak, 1997). RST was first
introduced by Zdzislaw Pawlak in the early 1980s,
as a new mathematical tool to deal with vagueness
and uncertainty. This approach seems to be of
fundamental importance to AI and cognitive sci-
ences, especially in the areas of machine learning,
knowledge discovery from databases, expert sys-
tems, decision-support systems, inductive rea-
soning and pattern recognition. One of the main
advantages of RST is that it does not need any
preliminary additional information about data,
such as probability distributions or basic proba-
bility assignments, which means RST has numer-
ous real-world applications (Pawlak et al., 1995).

The main concept of RST is an indiscernibilty
relation normally associated with a set of attrib-
utes. The key problem in this description is the
informal term ‘normally associated’. In real life,
such an association does not exist until additional
assumptions are made. The subjectivity issue is
more complicated than in other methods for man-
aging uncertainty, therefore RST is potentially an
important tool in the analysis of data with impor-
tant applications in data mining and knowledge
discovery. However, claims of its superiority
(objectivity) over other approaches remains to be
substantiated by scientific evidence (Koczkodaj 
et al., 1998). The results of RST are a set of ‘if . . .
then’ rules which enable prediction of classifica-
tion of objects.

The critical issues of data mining were exam-
ined by Lingras and Yao (1998), who used the the-
ory of rough sets, which is a recent proposal for
generalizing classical set theory. The Pawlak rough
set model is based on the concept of an equivalence
relation. Research has shown that a generalized
rough set model need not be based on equivalence
relations axions. Lingras and Yao (1998) demon-
strated that a generalized rough set model could
be used for generating rules from incomplete 
databases. These rules are based on plausibility 
functions. These authors also emphasized the
importance of rule extraction from incomplete
databases in data mining.

An RST approach was used by Dimitras et al.
(1999) to provide a set of rules able to discriminate
between healthy and failing firms in order to pre-
dict business failure. The evaluation of its predic-
tive ability was the main objective of the study. The
results were very encouraging, compared with



Quantitative methods in marketing 205

Table 10.10 Applications of statistical decision theory or stochastic 
methods in marketing (approaches, advantages, limitations and when 

recommended to use)

Method Based on Marketing applications Advantages Limitations

Queuing Probability (a) Optimize: (a) Predicts how (a) Must be 
distribution analysis sales force (Paul, different operated a 
of data (empirically 1972), number marketing sufficient length 
gathered on how the of checkouts, systems will of time to 
major factors/ number of operate achieve a 
variables will affect attendants, etc. (b) Gives explicit steady-state 
the situation- (b) Minimize expression solution
problem under inventory- relating the (b) Manager’s
analysis). It is an carrying costs; design of a reluctance to 
analysis of queuing suitable and system to the have confidence 
systems attempting widely used by length and in this method
to determine service chain stores, frequency of 
levels/performance supermarkets, queues, waiting 

department time, etc.
stores, petrol 
stations, airline 
ticket offices,
ports, airports,
etc.

Stochastic A random (a) For building Might predict flow of Suitable for short-
process experiment which choice, models customers and run predictions only

occurs over time checking on future purchase 
and whose outcome customers’ probabilities
is determined by loyalty
chance.This is an (b) Predict buying
analysis of systems decisions and 
with variable/ future purchasing 
uncertain probabilities 
components

Statistical This is an analysis of For decision making Simplifies the level of Subjective 
decision decision-making on: budgeting, analysis and suggests estimation of the
theory processes where advertising, pricing, a number of possible probability for each

outcomes are test-marketing, outcomes decision might
uncertain. Probability new product affect the results’
of each outcome – development, validity
based upon past merchandising,
data or subjective optimum mix, etc.
estimates – is given 
adequate weight and 
is taken into 
consideration for 
decision making
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those from discriminate and logit analyses, and
proved the usefulness of the method. The rough
set approach discovers relevant subsets of charac-
teristics and represents in these terms all impor-
tant relationships between the key constructs. The
method analyses only facts hidden in the input
data and communicates with the decision maker
in the material language of rules derived from his
or her experience.

A recent development in RST is the variable
precision rough set (VPRS) model, by Ziarko
(1993a, b). Unlike RST, which constructs determin-
istic rules (i.e. 100 per cent in correct classification
by a rule), the VPRS model enables a level of confi-
dence in correct classification by a rule. That is,
they are probabilistic rules.

Dissatisfied customers pose numerous poten-
tial problems for any organization – for example,
negative word of mouth, reduced change of repeat
lower brand loyalty. All of these problems will neg-
atively affect the measurements of any business
(e.g. profits and market shares). Therefore, assess-
ing customer satisfaction level and more impor-
tantly why they are dissatisfied has great benefits to
any company. This is particularly true in high com-
petitive globalized markets, where search costs are
low and the cost of switching supplier negligible.

Variable precision rough sets
A further RST innovation has been the develop-
ment by Ziarko (1993a, b) of a VPRS model, which
incorporates probabilistic decision rules. This is an

important extension since, as noted by Kattan and
Cooper (1998), when discussing computer-based
decision techniques in a corporate failure setting, ‘In
real world decision making, the patterns of classes
often overlap, suggesting that predictor informa-
tion may be incomplete . . . This lack of information
results in probabilistic decision making, where per-
fect prediction accuracy is not expected’.

An et al. (1996) applied VPRS (which they
termed ‘enhanced RST’) to generating probabilis-
tic rules to predict the demand for water. Relative
to the traditional rough set approach, VPRS has
the additional desirable property of allowing for
partial classification compared to the complete
classification required by RST. More specifically,
when an object is classified using RST it is assumed
that there is complete certainty that it is a correct
classification. In contrast, VPRS facilitates a degree
of confidence in classification, invoking a more
informed analysis of the data, which is achieved
through the use of a majority inclusion relation.

This paper extends previous work by provid-
ing an empirical exposition of VPRS, where we
present the results of an experiment which applies
VPRS rules to the corporate failure decision. In
addition, we mitigate the impact of using the sub-
jective views of an expert (as employed in previ-
ous studies) to discretize the data, by utilizing the
sophisticated FUSINTER discretization tech-
nique, which is applied to a selection of attributes
(variables) relating to companies’ financial and
non-financial characteristics. The discretized data,
in conjunction with other nominal attributes, are

Table 10.10 Continued

Method Based on Marketing applications Advantages Limitations

Game Constant sum game For decision making (a) Aids Does not have 
theory solution, use of a by retailing firms, management in much predictive 

maximum criterion mainly on: pricing decision making power compared 
to determine, for (Higgins, 1973), (b) Suggests a useful with other 
example, budget/ product stock analytical quantitative 
resources allocation. determination and approach to techniques
Theoretical analysis advertising, budget competitive 
of competition/ allocations, also for problems, such
collusion between better decision on as: pricing,
organizations negotiation advertising 

processes outlay and 
product 
decisions
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then used in this new VPRS framework to identify
rules to classify companies in a failure setting.

To facilitate a comparison of our experimental
VPRS results with those of existing techniques,
we present the predictive ability of classical statisti-
cal methods – logit analysis and MDA – together
with two more closely related non-parametric deci-
sion tree methods, RPA and the Elysee method,
which utilizes ordinal DA.

An overview of VPRS
VPRS (as with RST) operates on what may be
described as a decision table or information system.
As is illustrated in Table 10.11, a set of objects
U(o1, . . ., o7) are contained in the rows of the table.
The columns denote condition attributes C(c1, . . ., c6)
of these objects and a related decision attribute
D(d). A value denoting the nature of an attribute to
an object is called a descriptor. As noted above, a
VPRS data requirement is that it must be in discrete
or categorical form. Table 10.11 shows that, with
this particular example, the condition attribute
descriptors comprise zeros and ones (e.g. denoting
yes and no answers), and the decision attribute val-
ues are L and H (e.g. denoting low and high). The
table shows that the objects have been classified
into one of these decision values, which are also
referred to as concepts.

For the condition attributes in this example, all
of the objects (U) can be placed in five groups:
X1 � {o1, o4, o6}, X2 � {o2}, X3 � {o3}, X4 � {o5} and
X5 � {o7}. The objects within a group are indis-
cernible to each other, so that objects o1, o4 and o6 in
X1 have the same descriptor values for each of the
condition attributes. These groups of objects are

referred to as equivalence classes or conditional classes
for the specific attributes. The equivalence classes
for the decision attribute are: YL � {o1, o2, o3} and
YH � {o4, o5, o6, o7}. The abbreviation of the set of
equivalence classes for the conditional attributes C
is denoted by E(C) � {X1, X2, X3, X4, X5} and for the
decision attribute it is defined E(D) � {YL, YH}.

VPRS measurement is based on ratios of ele-
ments contained in various sets. A case in point is
the conditional probability of a concept given a par-
ticular set of objects (a condition class). For example:

It follows that this measures the accuracy of
the allocation of the conditional class X1 to the
decision class YL. Hence for a given probability
value β, the β-positive region corresponding to a
concept is delineated as the set of objects with
conditional probabilities of allocation at least equal
to β. More formally:

β-positive region of the set Z � U:POSβ
P (Z) 

�
Pr(Z|X,) � β, {Xi � E(P)} with P � C.

Following An et al. (1996), β is defined to lie
between 0.5 and 1. Hence for the current example,
the condition equivalence class X1 � {o1, o4, o6}
have a majority inclusion (with at least 60 per
cent majority needed, i.e. β � 0.6) in YH, in that
most objects (two out of three) in X1 belong in YH.
Hence X1 is in POSC

0.6 (YH). It follows POSC
0.6

(YH) � {o1, o4, o5, o6, o7}.

Pr( Pr({ , , } { , , })1 2 3 1 4 6Y XiL o o o o o o| ) �

�
{{ , , } { , , }

{ , , }
1 2 3 1 4 3

1 4 6

o o o o o o

0.33

∩

o o o
� 33

Table 10.11 Example of a decision table

Objects Condition attributes (C) Decision 
attribute D

c1 c2 c3 c4 c5 c6 d

o1 1 0 1 1 0 1 L
o2 1 0 0 0 0 0 L
o3 0 0 1 0 0 0 L
o4 1 0 1 1 0 1 H
o5 0 0 0 0 1 1 H
o6 1 0 1 1 0 1 H
o7 0 0 0 0 1 0 H

�
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Corresponding expressions for the β-boundary
and β-negative regions are given by Ziarko (1993a)
as follows:

β-boundary region of the set Z � U:BNDβ
P (Z)

�
1�β� Pr(Z

�
|Xi)�β, {Xi � E(P)} with P � C,

β-negative region of the set Z � U:NEGβ
P (Z)

�
Pr(Z|X

�
i) �1�β, {Xi � (P)} with P � C.

Using P and Z from the previous example,
with β � 0.6, then BNDC

0.6 (YH) � 0 (empty set) and
NEGC

0.6 (YH) � {o2, o3}. Similarly, for the decision
class YL it follows that POS0.6

C (YL) {o2, o3}, BNDC
0.6

(YL) � 0 and NEGC
0.6 (YL) � {o1, o4, o5, o6, o7}.

VPRS applies these concepts by firstly seeking
subsets of the attributes, which are capable (via con-
struction of decision rules) of explaining allocations
given by the whole set of condition attributes. These
subsets of attributes are termed β-reducts or approxi-
mate reducts. Ziarko (1993a) states that a β-reduct, a
subset P of the set of conditional attributes C with
respect to a set of decision attributes D, must satisfy
the following conditions: (i) that the subset P offers
the same quality of classification (subject to the
same value) as the whole set of condition attributes
C and (ii) that no attribute can be eliminated from
the subset P without affecting the quality of the clas-
sification (subject to the same β value).

The quality of the classification is defined as
the proportion of the objects made up of the union
of the β-positive regions of all the decision equiva-
lence classes based on the condition equivalence
classes for a subset P of the condition attributes C.

As with decision tree techniques, ceteris paribus,
a clear benefit to users of VPRS is the ability to inter-
pret individual rules in a decision-making context
(as opposed to interpreting coefficients in conven-
tional statistical models). Hence VPRS-generated
rules are relatively simple, comprehensible and are
directly interpretable with reference to the decision
domain. For example, users are not required to pos-
sess the technical knowledge and expertise associ-
ated with interpreting classical models. These VPRS
characteristics are particularly useful to decision
makers, who are interested in interpreting the rules
(based on factual cases) with direct reference to the
outcomes they are familiar with.

Dempster–Shafer theory
The Dempster–Shafer theory (DST) of evidence
originated in the work of Dempster (1967) on the
theory of probabilities with upper and lower

bounds. It has since been extended by numerous
authors and popularized, but only to a degree, in
the literature on AI and expert systems, as a tech-
nique for modelling reasoning under uncertainty.
In this respect, it can be seen to offer numerous
advantages over the more ‘traditional’ methods
of statistics and Bayesian decision theory. Hajek
(1994) remarked that real, practical applications
of DST methods have been rare, but subsequent
to these remarks there has been a marked increase
in the applications incorporating the use of DST.
Although DST is not in widespread use, it has
been applied with some success to such topics as
face recognition (Ip and Ng, 1994), statistical classi-
fication (Denoeux, 1995) and target identification
(Buede and Girardi, 1997). Additional applications
are centred on multisource information, including
plan recognition (Bauer, 1996).

Applications in the general areas of business
decision making are in fact quite rare. An exception
is the paper by Cortes-Rello and Golshani (1990),
which although written for a computing science/
AI readership, does deal with the ‘knowledge
domain’ of forecasting and marketing planning.
The DST approach is as yet very largely unex-
ploited.

Decision analysis relies on a subjectivist view
of the use of probability, whereby the probability
of an event indicates the degree to which some-
one believes it, rather than the alternative frequen-
tist approach. The latter approach is based only on
the number of times an event is observed to
occur. Bayesian statisticians may agree that their
goal is to estimate objective probabilities from fre-
quency data, but they advocate using subjective
prior probabilities to improve the estimates.

Shafer and Pearl (1990) noted that the three
defining attributes of the Bayesian approach are:

1 Reliance on a complete probabilistic model of the
domain or ‘frame of discernment’.

2 Willingness to accept subjective judgements as an
expedient substitute for empirical data.

3 The use of Bayes’ theorem (conditionality) as the
primary mechanism for updating beliefs in light of
new information.

However, the Bayesian technique is not without its
critics, including among others Walley (1987), as
well as Caselton and Luo (1992), who discussed
the difficulty arising when conventional Bayesian
analysis is presented only with weak information
sources. In such cases, we have the ‘Bayesian
dogma of precision’, whereby the information 
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concerning uncertain statistical parameters, no
matter how vague, must be represented by conven-
tional, exactly specified, probability distributions.

Some of the difficulties can be understood
through the ‘Principle of Insufficient Reason’, as
illustrated by Wilson (1992). Suppose we are given
a random device that randomly generates integer
numbers between 1 and 6 (its ‘frame of discern-
ment’), but with unknown chances. What is our
belief in ‘1’ being the next number? A Bayesian will
use a symmetry argument, or the Principle of
Insufficient Reason, to say that the Bayesian belief
in a ‘1’ being the next number, say P(1), should be
1/6. In general, in a situation of ignorance, a
Bayesian is forced to use this principle to evenly
allocate subjective (additive) probabilities over the
frame of discernment.

To further understand the Bayesian approach,
especially with regard to the representation of
ignorance, consider the following example, similar
to that in Wilson (1992). Let a be a proposition that:

‘I live in Byres Road, Glasgow’.

How could one construct P(a), a Bayesian
belief in a? First, we must choose a frame of dis-
cernment, denoted by � and a subset A of � repre-
senting the proposition a; we would then need to
use the Principle of Insufficient Reason to arrive at
a Bayesian belief. The problem is there are a num-
ber of possible frames of discernment � that we
could choose, depending effectively on how many
Glasgow roads can be enumerated. If only two such
streets are identifiable, then � � {x1, x2}, A � {x1}.
The Principle of Insufficient Reason then gives P(A)
to be 0.5, through evenly allocating subjective prob-
abilities over the frame of discernment. If it is esti-
mated that there are about 1000 roads in Glasgow,
then � � {x1, x2, . . ., x1000} with again A � {x1} and
the other x values representing the other roads. In
this case, the ‘theory of insufficient reason’ gives
P(A) � 0.001.

Either of these frames may be reasonable, but
the probability assigned to A is crucially depend-
ent upon the frame chosen. Hence one’s Bayesian
belief is a function not only of the information
given and one’s background knowledge, but also
of a sometimes arbitrary choice of frame of dis-
cernment. To put the point another way, we need
to distinguish between uncertainty and ignorance.
Similar arguments hold where we are discussing
not probabilities per se but weights which measure
subjective assessments of relative importance. This
issue arises in decision-support models such as the
analytic hierarchy process (AHP), which requires

that certain weights on a given level of the decision
tree sum to unity (see Saaty, 1980).

The origins of DST go back to the work by
Dempster (1967, 1968), who developed a system
of upper and lower probabilities. Following this,
his student, Shafer, in his 1976 book A Mathematical
Theory of Evidence, added to Dempster’s work,
including a more thorough explanation of belief
functions. Even though DST was not created
specifically in relation to AI, the name DST was
coined by Barnett (1981) in an article which
marked the entry of the belief functions into the
AI literature. In summary, it is a numerical method
for evidential reasoning (a term often used to
denote the body of techniques specifically
designed for manipulation of reasoning from evi-
dence, based upon the DST of belief functions; see
Lowrance et al., 1986).

Following on from the example concerning
Glasgow roads in the previous section, one of the
primary features of the DST model is that we are
relieved of the need to force our probability or
belief measures to sum to unity. There is no require-
ment that belief not committed to a given proposi-
tion should be committed to its negation. The total
allocation of belief can vary to suit the extent of our
knowledge.

The second basic idea of DST is that numeri-
cal measures of uncertainty may be assigned to
overlapping sets and subsets of hypotheses, events
or propositions, as well as to individual hypothe-
ses. To illustrate, consider the following expression
of knowledge concerning murderer identification
adapted from Parsons (1994).

Mr Jones has been murdered, and we know
that the murderer was one of three notorious assas-
sins, Peter, Paul and Mary, so we have a set of
hypotheses, that is, frame of discernment,
� � {Peter, Paul, Mary}. The only evidence we
have is that the person who saw the killer leaving is 
80 per cent sure that it was a man, that is,
P(man) � 0.8. The measures of uncertainty, taken
collectively, are known in DST terminology as a
‘basic probability assignment’ (bpa). Hence we
have a bpa, say m1 of 0.8, given to the focal element
{Peter, Paul}, that is, m1({Peter, Paul}) � 0.8; since
we know nothing about the remaining probability,
it is allocated to the whole of the frame of the dis-
cernment, that is, m1({Peter, Paul, Mary}) � 0.2.

The key point to note is that assignments to
‘singleton’ sets may operate at the same time as
assignments to sets made up of a number of propo-
sitions. Such a situation is simply not permitted in 
a conventional Bayesian framework, although it is
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possible to have a Bayesian assignment of prior
probabilities for groups of propositions (since con-
ventional probability theory can cope with joint
probabilities). As pointed out by Schubert (1994),
DST is in this sense a generalization of the Bayesian
theory. It avoids the problem of having to assign
non-available prior probabilities and makes no
assumptions about non-available probabilities.

The DS/AHP method allows opinions on sets
of decision alternatives and addresses some of the
concerns inherent within the ‘standard’ AHP:

� The number of comparisons and opinions are at the
decision maker’s discretion.

� There is no need for consistency checks at the
decision alternative level.

� There is an allowance for ignorance/uncertainty in
our judgements.

We remind the reader that the direction of this
method is not necessarily towards obtaining the
most highest ranked decision alternative, but
towards reducing the number of serious contenders.

Linear programming
Linear programming (LP) is a mathematical tech-
nique for solving specific problems in which an
objective function must be maximized or mini-
mized, considering a set of definite restrictions and
limited resources. The word ‘programming’ stands
for computing or calculating some unknowns of a
set of equations and/or inequalities, under specific
conditions, mathematically expressed.

Before the LP technique can be employed in
the solution of a marketing problem, five basic
requirements must be considered (Meidan, 1981):

1 Definition of the objective. A well-defined objective
is the target of the solution and the answer to the
problem must satisfy the requirements. Objectives
such as reduced costs, increased profits, matching
of sales force effort to customer potential or
improved media selection can be handled.

2 Quantitative measurement of problem elements.
A quantitative measurement is needed for each 
of the elements described in the problem, which
is an essential condition for applying mathematical
models such as hours, pounds (£), etc.

3 Alternative choice. It must be possible to make a
selection for reaching a solution which satisfies
the objective function.

4 Linearity.The term ‘linearity’ describes the
problem and its restrictions. Equations and

inequalities must describe the problem in a 
linear form.

5 Mathematical formulation. Information must be
compiled in such a manner that it is possible to
translate the relationships among variables into a
mathematical formulation capable of describing
the problem and all the relations among variables.

A number of techniques are available for solving
a formulated linear programme. A graphical
solution is possible when there are three variables
only. An example showing the use of LP in deter-
mining the best allocation and mix of marketing
effort is presented in detail by Meidan (1981).

One is faced with four kinds of difficulties in
using LP models:

1 The first difficulty is in describing the problem
mathematically. In an industrial situation one must
know exactly how much one can use the
production resources, such as manpower, raw
materials, time, etc.

2 The second problem lies in the interpretation and
proper use of the objectively obtained optimum
solution. One may need to analyse additional
business considerations, over and above the ones
used in describing and formulating the problem.

3 Even if the problem has been correctly stated and
formulated, technical limitations may exist, such
as the amount of data a computer can handle or
that no solution exists (e.g. the number of
constraints and/or variables may be too large).

4 A further limitation lies in the reliability of the
proposed solution.This could arise when a linear
assumption is taken for real non-linear behaviour
of the component.

Physical distribution
Designing an optimal physical distribution sys-
tem is dependent on choosing those levels of
services that minimize the total cost of physical
distribution, whose objective function might
read: C � T � F � I � L, where C � total distri-
bution cost, T � total freight cost, F � total fixed
warehouse cost, I � total inventory cost and
L � total cost of lost sales.

Given the objective function, one seeks to
find the number of warehouses, inventory levels
and modes of transportation that will minimize
it, subject to at least three constraints:

1 Customer demand must be satisfied.
2 Factory capacity limits must not be exceeded.
3 Warehouse capacity cannot be exceeded.
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The LP model has been used in solving dis-
tribution problems, particularly in the transporta-
tion of finished goods to warehouses. The aims
were to minimize transport costs subject to cer-
tain constraints, such as warehouse costs (Kotler,
1972). Other uses of LP models in marketing
include site location, physical distributions and
blending products.

Warehouse location
Chentnick (1975) discusses the various methods of
locating warehousing systems which are of inter-
est as their usefulness is indicated, thus suggesting
the advantage of LP in comparison to other meth-
ods. Broadly, the function of a warehouse can be
broken down into five areas:

1 Storage.
2 Assembling of customer orders.
3 Service of customers.
4 Economies of scale by bulk buying and delivery.
5 Processing and final packaging.

There are two definable sets which characterize
the two methods of solution to the warehouse
location problem (Meidan, 1978):

1 The infinite set assumes that the warehouse can
be positioned anywhere on the map – obvious
slight adjustments can be made later to allow for
rivers, mountains, etc.A main assumption is that
transport costs are directly proportional to
distance (as the crow flies), and this is
questionable in many situations.

2 The feasible set assumes a finite number of possible
locations, and both costs of buildings and haulage
can be calculated with a high degree of precision.

Media selection
One area in marketing where LP models have been
extensively used is in advertising decisions, espe-
cially in media mix decisions in a market segment.
Higgins (1973), for example, proposed the use of
this model for deciding on the optimum paging
schedule for colour supplements of newspapers.

Marketing mix decisions and budget
allocations
The marketing mix refers to the amounts and
kinds of marketing variables the firm is using at a
particular time, and includes price, advertising
costs and distribution expenditures, each of which
could be subdivided into further variables.

Product mix and the multiproduct
marketing strategy problem
The problem of product mix, that is, variety and
quantity of products produced, is commonly
encountered by almost all multiproduct firms
during the planning period. Here the objective 
is to maximize current profits subject to the vari-
ous constraints, such as capacity, demand levels 
and quality. Such problems necessitate the use 
of LP.

Other marketing management
applications for LP
Wilson (1975) cites a number of potential applica-
tions of LP, including new product decisions,
resolving conflict in market segmentation and the
choice of a new market from a set of possible
alternatives, and gives an example of its use in
allocating a sales force to new products. Goal pro-
gramming, on the other hand, may be used when
a minimum knowledge of the situation and real-
istic objectives are available. Here the subjective
constraints placed on the model give direction to
an objective and hence an area of solutions (i.e.
constraints become goals).

The transportation model
The transportation model is a specialized class of
LP model. Like the LP models, its aim is to opti-
mize the use of resources, with the exception that
it requires separate computational techniques not
normally used in other models.

The transportation model seems to have lim-
ited application, and the area of marketing where
it has been used is in making distribution deci-
sions. This limited usage is the result of the way
in which the model is formulated. The major
deterministic operational research techniques
and their marketing applications, limitations and
advantages are summarized in Table 10.12.

Causal models

Under this heading we have two main techniques:
PA and structural equation modelling (SEM), 
linear structural relations (LISREL). Both these
methods are relatively new to marketing. Of the
two, LISREL is more widely applied because of
its versatility.
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Table 10.12 Some major deterministic operational research techniques 
applicable in marketing (the methods, advantages, limitations and when 

recommended to use)

Method Based on Marketing Main advantages Major limitations
applications

Linear Objective and (a) Advertising (a) Maximizes (a) Difficult to 
programming constraint linear (Higgins, 1973), profitability of obtain and 

functions space, optimal allocations, formulate the 
media mix subject to various 
allocations constraints functions

(b) Distribution (b) Minimizes costs (b) Constraints 
problems, site (c) Aids must be
location management in altered as soon 
(Kotler, 1972) decision as external 

(c) Budget making and/or internal 
allocation, new factors change
product 
decision 
(Wilson, 1975)

(d) Blending 
product 
mixes

(e) Marketing mix
decisions

Transportation Transportation/ To allocate Very suitable Inaccurate in the 
model allocation matrix resources, supply for managerial longer run as a result 

ascertaining the etc. by reducing decision making of changes in costs
minimum costs, transportation 
routes, quantities costs. Suitable
supplied, etc. particularly for 

department stores,
truck rental firms,
transport 
companies

Non-linear Non-linear To find the (a) When the Difficult to establish 
programming objective maximum return relationships non-linear 

functions and to a new product are non-linear relationships
non-linear search, subject to (b) When the 
constraint budget constraint objective
relationships function is 

non-linear 
while the 
constraints 
are non-linear
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Path analysis
PA is a method for studying patterns of causation
among a set of variables, which was popularized
in the sociological literature (Hise, 1975). Though
path diagrams are not essential for numerical
analysis, they are useful for displaying graphically
the pattern of causal relationships among sets of
observable and unobservable variables. PA pro-
vides means for studying the direct and indirect
effects of variables. PA is intended not to accom-
plish the impossible task of deducing causal rela-
tions from the values of the correlation coefficients,
but to combine the quantitative information given
by the correlations with such qualitative informa-
tion as may be at hand on causal relations, to give
quantitative information.

Path analytic models assume that the relation-
ships among the variables are linear and additive.
Path coefficients are equivalent to regression
weights. Direct effects are indicated by path coeffi-
cients. Indirect effects refer to the situation where
an independent variable affects a dependent vari-
able through a third variable, which itself directly
or indirectly affects the dependent variables. The
indirect effect is given by the product of the respec-
tive path coefficients.

In a recent example, developed for a tourism
marketing study (McDonagh et al., 1992), PA was
used to measure the effects of three major envi-
ronmental factors (exogenous variables) – pre-
servation of local landscape, preservation of
architectural values and overcrowding – as a direct
causal impact on two critical endogenous vari-
ables: (1) concern towards a policy of global con-
servation and (2) preservation of cultural values.

Structural equation modelling LISREL
LISREL is a method of SEM that allows the
researcher to decompose relations among variables
and to test causal models that involve both observ-
able (manifest) and unobservable (latent) variables.
PA and LISREL models are two important analyti-
cal approaches for testing causal hypotheses.
Essentially, the analyst wants the reproduced corre-
lations to be close to the original correlations. The
LISREL model allows the researcher to simultane-
ously evaluate both the measurement and causal
(i.e. structural) components of a system.

LISREL allows for a holistic, more realistic
conception of social and behavioural phenomena.
It recognizes that measures are imperfect, errors
of measurement may be correlated, residuals may

be correlated and that reciprocal causation is a
possibility. A priori theory is absolutely necessary
for covariance structure analysis. An important
strength of SEM is its ability to bring together
psychometric and econometric analyses.

Many applications of LISREL modelling can
be seen in such areas as consumer behaviour, per-
sonal selling, new product adoption, marketing
strategy, organizational decision making, distri-
bution channels, advertising research and inter-
national marketing. For a detailed example of an
application of LISREL, see Moutinho and Meidan
(1989). Table 10.13 summarizes the applications
of the two causal models in marketing.

Hybrid models

Under this category there are three different types
of methods used in solving marketing problems:
dynamic programming; heuristic programming
and stock control models.

Dynamic programming
As stated by Budnick et al. (1977), dynamic pro-
gramming is a recursive approach to optimization
problems which works on a step-by-step basis
utilizing information from the preceding steps.
The model has been used to aid decision making
in areas such as distribution (i.e. the minimization
of transportation costs), the distribution of sales-
people to various territories (in such a way that
maximum profits will be obtained) and determin-
ing the best combination of advertising media
and frequency under a budgetary constraint.

Heuristic programming
Heuristics is commonly defined as the use of rule
of thumb for solving problems. Therefore, heuris-
tic programming techniques are based on an
orderly search procedure guided by these rules of
thumb and are mainly applied to problems when
mathematical programming techniques are either
too expensive or complicated. However, they do
not guarantee optimal solutions. In the past,
heuristic programming has been applied fairly
extensively in certain areas of marketing.

Taylor (1963) devised a graphical heuristic
procedure to derive solutions to the problems of
media scheduling that suggested the optimal num-
ber of advertisements to be placed in each medium



214 The Marketing Book

and the size of each insertion. The number of inser-
tions was determined by graphical methods, which
attempted to find the point where the marginal
returns to the last insertion equalled the marginal
cost of the advertisements for each medium.

A summary of the main characteristics, advan-
tages, limitations and applications of dynamic 
and heuristic models in marketing is presented in
Table 10.14.

Stock control models
The distribution side of marketing has been suc-
cessfully modelled using quantitative methods for
a number of years. The objective of the distribution
system is to get the right goods to the right places
at the right time for the least cost, and involves
decisions on such problems as the number, loca-
tion and size of warehouses, transportation poli-
cies and inventories. In this section the inventory
decision will be discussed, but it must be realized

that inventory represents only one part of the local
distribution network, a complete analysis of which
is outside the scope of this chapter. The inventory
decision has two parts to it: when to order (order
point) and how much to order (order quantity).
These are not independent and can be deduced
from a stock control model. The ordering of goods
involves costs, such as transportation and han-
dling, which increase the number of orders placed.

On the other hand, the storage of goods also
involves costs such as storage space charges, insur-
ance costs, capital costs and depreciation costs.
The first two decrease and the last two types of
costs increase with the order quantity.

The simplest model assumes that demand is
constant, shortages are not allowed (no stockouts),
immediate replacements of stocks and a regular
order cycle. If C � cost of holding of one unit of
stock/unit time, Co � cost of placing an order, d �
demand rate (units/unit time), q � order quantity
in units and t � order cycle time (order point),

Table 10.13 Applications of causal models in marketing (the techniques,
advantages, limitations and when recommended to use)

Model Content Marketing Advantages Limitations
applications

Path analysis Provides the means Tourism marketing Displays graphically Assumes 
for studying the (McDonagh et al., the pattern of relationships among 
direct and indirect 1992), other causal relationships variables are linear
effects of variables, applications 
by offering (Wasserman, 1989)
quantitative 
information on the 
basis of qualitative 
data on causal 
relations

LISREL (linear A structural Consumer Provides an integral Requires an a priori
structural equation modelling, behaviour, personal approach to data theory for 
relations) that enables one to selling, marketing analysis and theory structure analysis

decompose strategy, construction. The 
relations among international method easily 
variables and test marketing handles errors in 
causal models that (Moutinho and measurement.
involve both Meidan, 1989) Ability to bring 
observable and together 
unobservable psychometric and 
variables econometric 

analyses
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Table 10.14 Applications of dynamic, heuristic and network programming 
in marketing (the methods, advantages, limitations and when 

recommended to use)

Model Based on Marketing Advantages Limitations
applications

Dynamic Recursive Solving media (a) Maximizes the The programming 
programming optimization selection problems; objective over procedure is rather 

procedure; distribution the planning complex;
optimizing on a (minimization of period computational 
step-by-step basis transportation (b) Introduces new difficulties

costs; distribution factors, for 
of salespeople to example,
various sales ‘forgetting time’,
territories) ‘accumulation or

intersections’
(c) Wide potential 

application in 
industry

Heuristic Orderly search Media selection and (a) Good, flexible, Does not guarantee 
programming procedure guided scheduling; simple and optimal solution

by the use of rule warehouse location; inexpensive 
of thumb. Based on sales force method
‘marginal approach’ allocation; decision (b) Combines the 
or trial and error on the number of analysis into the

items in a product style of decision 
line; suitable for making and the 
making product reasoning used 
promotion by managers
decisions

Network Presents the wide Planning, scheduling (a) Sequences and (a) Difficulties in 
programming range of critical and controlling times of estimating costs 
(PERT and activities that must complex marketing activities are and times 
CPM) be carried out and projects (Bird et al., considered, accurately,

co-ordinated. PERT 1973), for example, responsibilities particularly for 
acknowledges building new stores, allocated and new projects
uncertainty in the new product co-ordinated in (b) Of use only
times required to development large/complex when functions
complete activities (Robertson, 1970), marketing and activities 
while CPM does product projects can, in fact, be 
not. PERT deals commercialization, (b) Project time can separated
only with the time advertising–sales be forecast and
factor. CPM refers relationships completion time 
to the time-cost (Johansson and may be 
trade-offs as well Redinger, 1979), shortened

distribution planning 
(LaLonde and 
Headon, 1973)
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mathematical analysis shows that the total costs
(ordering plus stockholdings) are minimized when
the following order quantity is used:

Co d C q* � is often referred to as the economic
order quantity (EOQ). The simplest model can be
improved by relaxing some of the assumptions.

Network programming models

Network programming models are the methods
usually used for planning and controlling complex
marketing management projects. There are two
basic methods: the CPM and the PERT. The two
methods together are also called CPA techniques.

Critical path analysis
CPA, in its various forms, is one of the techniques
developed in recent years to cope with the
increased need for planning, scheduling and 
controlling in all functions of management. For a
number of reasons, this technique is particularly
applicable for use in marketing management. First,
marketing management, by definition, involves
the co-ordination of many other functions and
activities: advertising; distribution; selling; mar-
ket research; product research and development.
Second, much of the work in marketing can be of
a project nature (e.g. new product launch, organi-
zation of a sales promotion, setting up of a new
distribution system).

CPA is based on the assumption that some of
the activities of a marketing project are in a concur-
rent relationship and take place simultaneously.
The advantages to be gained from CPA in market-
ing are similar to those obtained in other functions,
except that the centrality of the marketing function,
particularly in some consumer goods firms, increases
its desirability.

There are a large number of possible applica-
tions of PERT and CPM: for new product launch
(Robertson, 1970), distribution, planning (LaLonde
and Headon, 1973), sales negotiations, purchasing
(Bird et al., 1973), launching a marketing company/
project/department, sales promotions, conference
organization, advertising campaigns, new store
openings, realigning sales territories, etc.

Budnick et al. (1977) proposed using network
planning for product development, while others

suggest the use of the CPM to co-ordinate and plan
the hundreds of activities which must be carried
out prior to commercialization of a new product.
Johansson and Redinger (1979) used PA to formu-
late an advertising–sales relationship of a hairspray
product.

Chaos theory
Chaos theory has the potential to contribute valu-
able insights into the nature of complex systems
in the business world. As is often the case with
the introduction of a new management metaphor,
‘chaos’ is now being ‘discovered’ at all levels of
managerial activity (Stacey, 1993).

What is chaos theory?
Chaos theory can be compactly defined as ‘the
qualitative study of unstable aperiodic behaviour
in deterministic non-linear dynamical systems’
(Kellert, 1993, p. 2). A researcher can often define
a system of interest by representing its important
variables and their interrelationships by a set of
equations. A system (or, more technically, its equa-
tions) is dynamical when the equations are capa-
ble of describing changes in the values of system
variables from one point in time to another. Non-
linear terms involve complicated functions of the
system variables such as: yt � 1 � xtyt.

Chaos theorists have discovered that even
simple non-linear sets of equations can produce
complex aperiodic behaviour. The most familiar
example is the logistic equation of the form: 
xt�1 � rxt(1 � xt), where x lies between 0 and 1.
This system is deterministic in the sense that no sto-
chastic or chance elements are involved. Figure 10.8
depicts the behaviour of this system for varying 
levels of r.

At values of r � 2, iterating over the logistic
equation will result in the system stabilizing at
x � 0 (Figure 10.8a). Between r � 2 and r � 3, the
system reaches equilibrium at progressively higher
values of x (Figure 10.8b). At around r � 3, the 
system is seen to bifurcate into two values. The
steady-state value of x alternates periodically
between two values (Figure 10.8c). As rcontinues to
increase, it continues to increase in periodicity,
alternating between 2, then 4, 8 and 16 points.
When r is approximately 3.7, another qualitative
change occurs – the system becomes chaotic. The
output ranges over a seemingly infinite (non-
repeating) range of x values (Figure 10.8d).

Chaotic systems are also unstable, exhibiting
a sensitive dependence on initial conditions.

q dt
d

* *� �
C
C
o
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The Lyapunov exponent is a mathematically
precise measure of the degree of sensitive depend-
ence on initial conditions. The Lyapunov expo-
nent takes the one-dimensional form e�t. If � � 0,
then the initial differences will converge exponen-
tially. If � � 0, then the displacements will remain
constant over time, while if � � 0, small differ-
ences will magnify over time. All chaotic systems
have a lambda value that is greater than zero.

Initially, the system of interest would have to
be specified in terms of non-linear dynamical equa-
tions. Few researchers in the social sciences have
attempted to identify non-linear deterministic
behaviours in their systems of interest. In the main,
quantitative research in the social sciences has
tended to be both statistical and linear in nature. Of
course, it is possible that the appeal of chaos theory
may excite an interest in developing non-linear
models.

The researcher would also need to demon-
strate that the system was capable of chaotic behav-
iour over some valid region of its parameters. By
running digital simulations of the non-linear sys-
tems, researchers would hope to discover regions
of chaos in the models that could be linked with
phenomena in the observed world. Ideally, the
Lyapunov exponent could then be calculated and
found to be greater than zero.

Conclusion

The marketing research literature does not specify
which quantitative method is most ‘popular’. One
can only conclude that the multivariate methods,
as well as the stochastic and hybrid techniques
and models, are widely used. CA is a method with
much potential in marketing, as it displays all the
benefits of multidimensional scaling and can be
used with a variety of data inputs. The flexibility of
both simulation and heuristic programming mod-
els mean that they can be applied to almost any 
situation where other models fail to give satisfac-
tory results. In the last few years, causal models – in
particular, LISREL – and AI techniques have been
widely used. The fuzzy sets technique is a new
method that has been applied in marketing only
very recently. Expert systems are currently system-
atically applied in many marketing problem areas.
Queuing theory, network planning and trans-
portation models are more restricted in their 
applications in marketing, as they are formulated
to solve problems in specific areas. Regarding
deterministic techniques, these are suitable for
finding optimum solutions to problems, particu-
larly when set relationships exist between the vari-
ables. In summary, the usage of different types of
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models depends largely on the problem under
investigation, as well as on the type of data avail-
able and their level of interrelationships.

This chapter has attempted to present the
application of the main quantitative methods in
marketing. A taxonomic structure was adopted
and all the techniques were broadly classified under
nine headings: multivariate methods; regression
and forecasting techniques; simulation and fuzzy
sets methods; operational research techniques;
causal models; hybrid techniques and network
programming models. Also discussed were GLMs,
fuzzy decision trees, self-organizing maps (SOMs),
RST, VPRS, DST and chaos theory. Advantages
and limitations in the usage of each of these
methods were discussed. However, the use of dif-
ferent types of methods depends largely on the
marketing management situation of the problem
under consideration.
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CHAPTER 11

Market segmentation
YORAM (JERRY) WIND and DAVID R. BELL

All markets are heterogeneous. This is evident from
observation and from the proliferation of popular
books describing the heterogeneity of local and
global markets. Consider, for example, The Nine
Nations of North America (Garreau, 1982), Latitudes
and Attitudes: An Atlas of American Tastes, Trends,
Politics and Passions (Weiss, 1994) and Mastering
Global Markets: Strategies for Today’s Trade Globalist
(Czinkota et al., 2003). When reflecting on the nature
of markets, consumer behaviour and competitive
activities, it is obvious that no product or service
appeals to all consumers and even those who pur-
chase the same product may do so for diverse rea-
sons. The Coca Cola Company, for example, varies
levels of sweetness, effervescence and package size
according to local tastes and conditions. Effective
marketing and business strategy therefore requires
a segmentation of the market into homogeneous
segments, an understanding of the needs and wants
of these segments, the design of products and serv-
ices that meet those needs and development of 
marketing strategies, to effectively reach the target
segments. Thus focusing on segments is at the 
core of organizations’ efforts to become customer
driven; it is also the key to effective resource alloca-
tion and deployment. The level of segment aggre-
gation is an increasingly important issue. In today’s
global economy, the ability to customize products
and services often calls for the most micro of seg-
ments: the segment of one. Following and imple-
menting a market segmentation strategy allows the
firm to increase its profitability, as suggested by the
classic price discrimination model which provides
the theoretical rationale for segmentation.

Since the early 1960s, segmentation has been
viewed as a key marketing concept and has been

the focus of a significant part of the marketing
research literature. The basic concept of segmenta-
tion (as articulated, e.g. in Frank et al., 1972) has
not been greatly altered. And many of the funda-
mental approaches to segmentation research are
still valid today, albeit implemented with greater
volumes of data and some increased sophistica-
tion in the modelling method. To see this, consider
the most compelling and widely used approach to
product design and market segmentation – con-
joint analysis. The essence of the approach out-
lined in Wind (1978) is still evident in recent work
by Toubia et al. (2007) that uses sophisticated geo-
metric arguments and algorithms to improve the
efficiency of the method. Other advances use for-
mal economic theory to specify optimal consumer
trade-offs – see Iyengar et al. (2007) for an applica-
tion to non-linear pricing.

Despite the underlying stability of the basic
concept, recent advances in information technology
and the trend towards globalization are introducing
a discontinuous change to the adoption and imple-
mentation of segmentation strategies. The revolu-
tion in information technology and strategy makes
possible the creation of databases on the entire uni-
verse and enormous advances in database market-
ing and innovative distribution approaches. It has
also facilitated much of the development in flexible
manufacturing with the consequent emergence of
mass customization. In addition, the Internet has
expanded not only the ability to implement market
segmentation research more effectively, but also
expanded the portfolio of segmentation methods
available for use (see, e.g. Dahan and Srinivasan,
2000). These changes are leading to the creation of
‘one-on-one marketing’ or segments of one. The
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globalization of business expands the scope of
operations and requires a new approach to local,
regional and global segments. Moreover, busi-
nesses that have not traditionally embraced mar-
keting in general or segmentation in particular, see
it as imperative for success and even survival.
Consider the current enormous effort by the lead-
ing financial services firms to understand how to
segment the global at-retirement market fuelled by
the baby boomers in North America and Western
Europe. Finally, it is important to recognize a subtle
but pervasive shift in the bases for segmentation.
Historically, marketers segment the market accord-
ing to characteristics (e.g. demographics), prefer-
ences, usage rates, etc. Increasingly, it is difficult to
fully articulate a segmentation strategy without an
accompanying discussion of customer lifetime
value (CLV) and a thought process that makes the
CLV calculation explicit (see Gupta and Lehmann,
2003).

These changes require not only an appraisal
of what we know about segmentation, and what
works and does not work, but also a review of the
segmentation area as part of an entirely new mar-
keting and management paradigm.

Therefore, the purpose of this chapter is to
introduce the reader to both the ‘best practice’ in
the segmentation area and the likely new develop-
ments. These observations are based on advances
in marketing concepts, marketing science research
and modelling tools, generalizations from empir-
ical studies, successful practices of leading firms
and the conceptual implications of operating in
the global information age. This discussion of the
best segmentation practices and likely advances
encompasses five areas:

1 Use of segmentation in marketing and business
strategy.

2 Decisions required for the implementation of a
segmentation strategy.

3 Advances in segmentation research.
4 Impact of operating in the global information age

on segmentation theory, practice and research.
5 Expansion of segmentation to other stakeholders.

Thus, this chapter is based on the premise that
segmentation is the firm’s response to a funda-
mental market feature – heterogeneity. The likely
success (or otherwise) of the firm’s segmentation
strategy is assessed through a segmentation audit
discussed next. The firm enacts the segmentation
strategy through: (1) data collection, (2) applica-
tion of models and frameworks and (3) resource

allocation and differential action based on seg-
ment (customer) value. The chapter concludes
with a set of critical issues that provide the guide-
lines for research agenda in this area.

Use of segmentation in marketing
and business strategy

Conceptually any business strategy should be
based on understanding, meeting and even
exceeding the needs of target segments. Figure 11.1
illustrates the centrality of segmentation and the
progression of fundamental questions to address.
At the core is the identification of the existing and
potential customer base, an understanding of
underlying heterogeneity and the evolving needs
and wants of target segments. Next is the response
to segmentation, namely guidelines for the devel-
opment of products and services, and their associ-
ated positioning to meet the evolving needs of the
target segments. Finally, the product positioning
provides the foundation for the rest of the market-
ing strategy and the processes, resource allocation
decisions and other activities of the firm.

Numerous published and unpublished case
studies attest to the value of segmentation. For
example, Bell et al. (1998) show how segmentation
of store choice decisions of supermarket shoppers
reveals fundamental differences in store attractive-
ness, conditional on a shoppers preferred shopping
style. The model illustrates how one store format
can capture market share from another. It is import-
ant to recognize that applications of segmentation
cover a diversity of business contexts. In an indus-
trial buying setting, Gensch et al. (1990) provide
compelling evidence of the positive consequences
of segmentation of electrical equipment buyers. In
a 1-year test segmentation applied in two of three
geographic districts, sales increased 18 and 12 per
cent – while sales declined 10 per cent in the district
in which model-based segmentation was not
applied and 15 per cent for the industry. The firm
reports continuous market share increases from the
application of the segmentation approach. This is
not an isolated case. The popular business press
and the conference circuit are full of anecdotal cases
in which creative segmentation has paid off. In fact
a growing number of firms do use segmentation as
the basis of their marketing strategy.

Yet despite the general acceptability of seg-
mentation and its value, too many firms are not
segmenting their markets effectively and are not
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basing their strategies on the evolving needs of tar-
get segments. The experience of the more success-
ful firms in consumer and industrial markets alike
suggests, however, that effective segmentation is a
must. The likelihood of a positive response to the
firm’s offerings is increased, the cost of reaching
customers and chances of new product and service
failures are reduced. The need to ‘rediscover’ the
centrality of segmentation is made forcefully in a
recent article by Yankelovich and Meer (2006).

A segmentation audit can help a firm make 
an initial determination as to whether it uses an
effective segmentation strategy. We propose three
interrelated approaches in decreasing order of com-
plexity and time commitment. Table 11.1 presents a
fairly comprehensive audit template (based on an
actual audit for a large computer manufacturer). In
scoring this particular audit it is important to note
that effective segmentation requires a positive
answer to each question. Any lower score on any of
these dimensions requires correction.

A second approach is the ‘Five Question’ (5Q)
method which requires the firm to articulate an
answer to each of the following:

1 Who are my market segments? This descriptive
approach forces management to try and first

identity the observable characteristics of
individuals or firms thought to be in the target
market segments.A firm unable to effectively
answer this question is likely to have considerable
trouble not only locating existing segments, but
also predicting the evolution of new market
segments.

2 What do my segments think and feel? An
attitudinal evaluation of segments focuses on
pyschographics and underlying segment
preferences.A firm that cannot develop an
answer to this question is unlikely to be able to
communicate effectively with target segments.An
understanding of perceptions, preferences and
attitudes towards the firm and its competitors
are necessary conditions for being able to tailor
marketing messages and talk in the appropriate
‘language’.

3 How do my segments behave? This question
forces the firm to think about usage, demand and
consumption patterns, and the reaction to
changes in the marketing mix (product, price,
promotion and distribution).

4 Where are my segments going? Here, the firm
must attempt to map out the trajectory of
segment growth. All segments follow a life cycle
and this question forces the firm to address

2. What product/service offerings will
meet the target segments’ needs

and offer us a sustainable
competitive advantage?

3. What strategies and programmes, resources,
capabilities, and processes are required to

develop and effectively implement the
product/service solutions?

1. Who are the
customers and
what are their

needs and wants?

Figure 11.1 Focus on market-driven strategy
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Table 11.1 A segmentation audit

Practice Completely Somewhat Does not Do not 
describes describes describe know
us us us at all

1 Our business strategies recognize 
the need to prioritize target segments

2 Our marketing plans include specific plans 
for each of the selected segments

3 We have specific product offerings for each 
target segment

4 We have a process for updating the 
information on our segments on an 
ongoing basis

5 Our segments balance the unique country needs 
with potential synergies across countries

6 We have an effective process for implementing 
segmentation research

7 We have an effective process for implementing 
segmentation strategies

8 We have P&L reports and accountability by 
segment

9 We have detailed information about segments,
including:
� Current size of segment
� Potential size of segment
� Key business needs of the segment
� Information systems needs of the segment
� Their prioritized needs/benefits sought
� Their prioritized preference for product and 

service features
� Demographic characteristics of the 

segments
� Product/system ownership and usage
� Competition’s strength in each segment
� Perceived positioning of each competitor 

by the members of the segment
10 Information about the target market 

segments are incorporated effectively into the 
following strategies:
� Positioning
� Product and service offerings
� Pricing
� Promotion
� Advertising
� Distribution
� Sales force



dynamics, and thereby understand long-term
viability of segments.

5 What are my individual customers (and segments)
worth? This final question stipulates that the firm
must attempt to place a financial value on market
segments.The inability to answer this question is
likely to hamper firm efforts to effectively allocate
marketing resources and maximize marketing
return on investment (ROI).

A third exercise which is less time intensive, but
can nevertheless reveal fundamental strengths
and weaknesses in the current segmentation
strategy is the ‘Product by Segment Matrix’ (PSM).
To create the PSM, the firm simply lists as rows of
a matrix, the distinct products and services cur-
rently on offer. The columns of the matrix are a
list of the segments thought to be addressed by
the firm. At the very least, this exercise will pro-
vide some insight into the firm’s view of market
structure. For example, if all the matrix entries fall
on the diagonal, each product is addressing a dif-
ferent market segment. A ‘full row’ implies that
one of the firm’s products is serving the needs of
multiple segments simultaneously. Such a prod-
uct is clearly of key strategic importance.
Similarly, a ‘full column’ implies the presence of a
segment with a deep level of attachment to the
firm’s product line.

These three different but complementary
approaches to the segmentation audit illustrate
important principles to keep in mind. First, effect-
ive segmentation requires a good deal of effort and
attention. Cognitive effort, financial resources and
time commitment from top management are pre-
requisites to the development of a viable segmen-
tation strategy. A firm with limited commitment is
unlikely to simply happen upon an effective strat-
egy. Second, all good segmentation approaches
seek to ‘triangulate’ – or converge on understand-
ing segments through a different lens (description,
attitude, behaviour, movement, value). Third, seg-
mentation and the product/service portfolio must
reflect and reinforce each other.

Decisions required in implementing 
a segmentation strategy

While poor segmentation can result from flawed
thinking or conceptions of segmentation, it is our
experience that many segmentation efforts fall flat
because of poor execution and implementation.

Effective segmentation strategy requires detailed
answers to the following sets of questions:

1 How to segment the market?
2 What research procedure to use to develop a

segmentation strategy?
3 What segment(s) to target?
4 How to allocate resources among the segments?
5 How to implement the segmentation strategy?

Segment identification decision
The determination of which set of variables – basis –
to use for segmentation of the market is critical.
Conceptually, the guiding principle is fairly obvi-
ous. A good segmentation variable is one that
explains variation in use of the firm’s products and
services. If a proposed segmentation variable has no
correlation to choice or other important behaviours,
it is clearly of little value. Practically, the approach is
quite involved and requires consideration of the fol-
lowing issues. Should we segment on product
usage patterns (e.g. users versus non-users or heavy
versus light users)? Should we segment based on
benefits sought (e.g. product performance versus
convenience versus price sensitivity)? Should we
use some other measure of consumer response to
marketing variables (e.g. likelihood of buying a
new product concept, response to price promotion,
participation in a loyalty programme)? The ‘best
practice’ in this area suggests three propositions:

1 An effective basis for segmentation should allow
one to differentiate among segments based on
their response to marketing variables; thus buyers
versus non-buyers or price sensitive versus non-
price sensitive are possible bases for segmentation.
Age, sex, marital status, psychographic
characteristics or other general characteristics of
the consumer may not be good bases for
segmentation since they do not assure differential
response to marketing variables.

2 The selected basis for segmentation should be
directly related to the strategic purpose of the
segmentation effort. In general, there are two
types of segmentation with two different
underlying rationales:
� A general segmentation of the market which

allows the organization to organize itself
around the selected target segments. As an
increasing number of companies shift from a
product management organization to a
market-driven organization or a matrix
organization of product by market (as might
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be implied by the PSM analysis), it is critical to
identify relatively stable and large segments
which could serve as strategic business units.
Examples of such segments, in the case of a
financial service firm, are the ‘Delegators’ –
individuals who prefer to have a money
manager take complete control over the
management of their financial affairs, and the
‘Electronic DIY’ – who prefer to do it
themselves using direct computer trading. To
reach these two segments effectively the firm
needs distinctly different strategies. Members
of each of these strategic segments share
some common financial/investment needs,
yet each of these segments may still be quite
heterogeneous with respect to other needs
and, thus, could benefit from further sub-
segmentation into more homogeneous
groups.

� Specific segments for specific marketing and
business decisions. For example, in the
introduction of a new product, this may mean
a focus on the segment that has the highest
likelihood of buying the product. In the launch
of a new online electronic shopping service, it
could involve a focus on time-constrained
individuals with high-speed Internet access at
home. Other specific segments and their
associated characteristics can be developed
for each of the marketing mix decisions.
Notice that in the following examples the
informational requirements (and therefore
basis for segmentation) differs systematically
from issue to issue:
� For positioning: product usage, product

preference, benefits sought or a hybrid of
the variables above.

� For new product concepts (and new product
introduction): intention to buy, preference
over current brand, benefits sought.

� For pricing decisions: price sensitivity, deal
proneness, price sensitivity by
purchase/usage patterns.

� For advertising decisions: benefits sought,
media usage, psychographic/lifestyle. A
hybrid of the variables above with or
without purchase/usage patterns.

� For distribution decisions: store loyalty and
patronage, benefits sought in store
selection.

� For general understanding of a market:
benefits sought, or in industrial markets,
the criterion used is purchase decision,
product purchase and usage patterns,

needs, brand loyalty and switching patterns
or a hybrid of the above variables.

3 To gain a better understanding of the various
segments and their characteristics, it is critical to
profile the segment’s key discriminating
characteristics.These include the complete
segment profile on demographic, psychographic,
product usage, perceptions and preferences,
attitudes and the like. In the case of industrial
(business-to-business) segmentation, these variables
should include both the characteristics of the
organization and each of the key members of the
relevant buying centre.Table 11.2 identifies a list of
variables commonly used as a basis for
segmentation and as segment descriptors. It is
important to note that variables not used as a basis
for segmentation can become descriptors of
segments that are developed based on other bases.

Selecting a research programme
The quality of a segmentation programme depends
largely on the quality of information used in
developing the scheme. Segmenting any market
requires information on the characteristics of the
market including:

� Attractiveness:The size and growth of the market
segment(s).

� Decision making:The evaluation and choice criteria
used by individuals (or buying centres in business-
to-business marketing contexts), including the
benefits they seek and problems they try to solve.

� Perceptions and preferences:The perceptions of
preference for attitudes towards and usage of the
products and services of the firm and its
competitors.

� Characteristics:The demographic characteristics of
the segment members or other relevant stable
characteristics of the buying centre in the case of
business-to-business markets.

� Attitudes/feelings:The psychographic profile
(lifestyle, personality and other psychological and
attitudinal characteristics).

� Responsiveness: Reaction and sensitivity to the
marketing actions of the firm and its competitors.

To collect data on these variables and to analyse
and interpret them requires a systematic research
programme. Historically, segmentation research
centred on customer surveys. Yet there are a num-
ber of additional approaches that should be con-
sidered. Figure 11.2 outlines the range of options.
Formal primary research and especially surveys on
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a sample of customers and prospects have been the
most common approach to segmentation research.
Recent developments of databases on the entire
universe have changed the nature of segmentation
research. Consider, for example, the pharmaceutical
industry. Here a number of firms are developing
databases on the entire industry. These databases
include hundreds of thousands of physicians,
thousands of hospitals and thousands of managed
care organizations.

A second type of formal research includes sec-
ondary data analysis using geo-demographic data
which can be used both for segmentation research
as well as for experimentation. Adaptive experi-
mentation (Wind, 2007) is another approach which

could yield insights into the characteristics of vari-
ous market segments and their response to mar-
keting activities. One of the most important
developments of recent years is the adaptation of
traditional marketing research methods for appli-
cation on the Internet. Dahan and Srinivasan
(2000), for example, show which conjoint analysis
replicates on the Internet. Of equal importance is
the work by Dahan and Hauser (2002) that docu-
ments new research methods which are facilitated
by the unique communication capabilities afforded
by the Internet.

The third approach is input from ongoing
business activities. In this case, we include both
data on the market response to various strategies

Table 11.2 Variables commonly used as basis for segmentation and
as descriptors of segments

Basis for segmentation Descriptors of segments

Organizational
� Share
� Trial
� Purchase/adoption
� Source loyalty
� Price sensitivity
� Customers of key competitors
� Etc.

Buying Centre
� Buying process
� Informational search
� Criteria/benefits sought
� Negotiation style
� Application
� Decision
� Post-purchase evaluation
� Etc.

Individual
� Awareness
� Knowledge
� Perceptions, preferences, attitudes towards 

the brand
� Preference
� Recommendation
� Purchase
� Usage
� Loyalty
� Etc.

External
� Socioeconomic, political environment (culture,

technology, economic, political, regulatory, legal)
� Behaviour towards competitors
� Etc.

Organizational
� Industry type (e.g. SIC)
� Size
� Degree of centralization
� Capabilities (technical, financial, etc.)
� Geographic location (country, region, city, etc.)
� Etc.

Buying centre
� Size
� Composition
� Buying situation
� Influence
� Consensus among the members
� Buying process
� Buying organization and policies
� Relations with suppliers
� Etc.

Individual
� Demographic (age, sex, family life cycle,

income, education, social class, etc.)
� Psychographics (personality, lifestyle, activities,

interest opinions, etc.)
� Etc.
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and insights gained from strategic alliances with
customers. This latter approach is especially critical
in the new product development area when the
firm works closely with its customers on the devel-
opment of new products and service. “Best research
practices” would include using a number of these
approaches, integrating the resulting data in a data-
base, continuously updating the database and hav-
ing it as part of a decision-support system (DSS).

Selecting target segments
Having segmented a market it is often not desirable
or possible to pursue all segments. Thus, a critical
decision is the selection of target market segments.
If more than one segment is to be addressed, then
consideration needs to be given to the order in
which each will be targeted. Moreover, all segments
have to meet four conditions: measurability (ability
to measure the size and characteristics of the seg-
ment); substantiality (having a minimum profitable
size); accessibility (ability to reach and serve the
segments) and actionability (ability to implement
strategies to serve the segments) (Kotler and Keller,
2005). Beyond these fundamental requirements, the
selection of target market segments requires
answers to the questions given below. (Note the
relationship between these questions for selecting
segments, and those for segmenting the market
itself, given previously.)

� Relative Attractiveness:What is the size of the
segment in terms of the revenues and profits it is
likely to generate?

� Responsiveness:What is the likely response to the
firm’s offering, including response to the
positioning of the firm’s products and services?

� Competencies: Do we have the required offerings
and competencies to effectively develop, reach
and serve the selected segments?

� Exogenous factors:What is the likely impact of
changes in relevant environmental conditions (e.g.
economic conditions, lifestyle, regulations, etc.) on
the potential response of the target market
segment?

� Accessibility: Can the segment be reached (via
controlled media and distribution or via a self-
selection strategy)?

� Cost:What are the likely costs of effectively
reaching the target segment?

� Competition:What are the current and likely
competitive activities directed at the target
segment?

� Portfolio management: How many segments can be
managed effectively? What synergies or
relationships exist among the segments?

These and related criteria often require information
that is not always available from market research.
In addition, it is important that any information
collected through marketing research or other

Database, analysis, DSS, planning simulation, resource allocation model
and/or a management subjective model using approaches such as
the analytical hierarchy process (AHP).

From strategic
alliances with

end users
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regular business

activities

Input from ongoing
business activities

Adaptive experimentation

Secondary
data sources

Sample Universe

Primary research-
original data

sources

Formal research

Problem definition and segmentation model

Figure 11.2 Selecting a segmentation research programme
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sources is structured in a way that is amenable to
action. Consequently, a decision-support frame-
work is needed to aid managerial decision making.
This framework should utilize both managerial
experience and available data. At the minimum it
should include: identifying relevant criteria, and
evaluating the segments on the selected criteria.

Following the logic of product and business
portfolio analysis, a portfolio of current and poten-
tial market segments can be constructed (Wind and
Robertson, 1983). Figure 11.3 illustrates a portfolio
of segments in which each segment is evaluated on
its attractiveness, on the firm’s expected strength in
the segment and on synergy. The first two criteria
are the same dimensions used in the GE/McKinsey
portfolio matrix. These dimensions can be based on
a single criterion or represent a composite of mult-
iple criteria. For example, segment attractiveness
could include such factors as the segment’s size and
growth, risk factors and the cost of reaching the seg-
ment. Segment strength could include such factors
as current and expected share in the segment and
expected profitability. The specific criteria and their
relative weights can be determined by management
judgement and marketing research input.

The segment selection procedure illustrated in
Figure 11.3 utilized the analytic hierarchy process
(AHP). The AHP (Wind and Saaty, 1980; Saaty,
1992) is a measurement approach and process that
helps quantify management subjective judge-
ments. The essential steps in implementing an
AHP include: (1) setting up the decision problem
by the relevant management group as a hierarchy
of interrelated decision elements, (2) evaluating the
various elements of the hierarchy by pair-wise
comparisons and (3) using a mathematical method
to estimate the relative weights of decision elem-
ents. The Decision Lens (http://www.decisionlens.
com) process and software greatly facilitates the
implementation of an AHP and its extension to the
Analytic Network Process (ANP).

The application of AHP or ANP to segment
selection involves bringing together the key execu-
tives and presenting to them all available market-
ing research information. This provides input to
the deliberation and evaluation of the various
segments, in a pair-wise comparison, against
each of the chosen criteria. The results for the pri-
oritization of the segments from our illustrative
example are given in Figure 11.3. An examination

Well-being
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Reduce
downside risk
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Profit growth
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Segment attractiveness
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Criteria:

Market
segments:

Current segments New segments

Note: The numbers are the composite priorities of each item.

Figure 11.3 An illustrative output of an AHP designed to select a portfolio of market segments
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of this illustrative hierarchy suggests a number of
segmentation-related conclusions:

� Management established three criteria (segment
attractiveness, strength in segment and synergy)
which vary in their importance with respect to
the firm’s ability to achieve their four objectives
(profit, profit growth, sales growth and downside
risk).The objectives, in turn, vary in their
importance under short- or long-term conditions
(not shown in the figure).The overall importance
of the four objectives, assuming an 80–20 
weight for short versus long term is presented in
Figure 11.3.The seven current segments when
evaluated against the three criteria (segment
attractiveness, strength and synergy), which in
turn are weighted by their importance to the
accomplishment of the four objectives (weighted
by their importance for the short- and long-term
well-being of the firm), suggest that three of the
segments – D, E and G – are not very attractive
and should be considered as candidates for
deletion, or at least destined to receive no
incremental resources.

� Five new segments were identified.When
evaluated on the three criteria, two of the
segments – H and I – were viewed as candidates
for inclusion in the portfolio and three – j, K and
L – as candidates for exclusion.

� As a result of the process, a new portfolio of
segments was established with segments A, B, C, F,
H and I.

� The outcome also suggests how resources should
be allocated to each segment. Since the
dimensions included in the hierarchy encompass
both the expected benefits from each segment as
well as the cost of reaching them and risk, the
priorities can be used as a rough guide for
resource allocation.This would lead to the
following allocation:A � 11 per cent, B � 24 per
cent, C � 13 per cent, F � 21 per cent, H � 11
per cent and I � 20 per cent.

This example reinforces the idea that the identifi-
cation and selection of market segments not only
requires explicit structure, but also quantification
and prioritization wherever possible.

Allocating resources among segments
The selection of target segments and the allocation
of resources among segments are interrelated and
iterative decisions. For example, in the preceding

section, AHP was utilized to select a portfolio of seg-
ments. It also provided guidelines for resource allo-
cation among the segments. Allocation of resources
typically involves not only the allocation among
segments, but also the allocation of resources to the
marketing mix variables – product, price, distribu-
tion, promotion and advertising.

The basic problem of resource allocation is to
decide on the mix of resources that generates opti-
mal response (sales, profitability, etc.). Estimating
and modelling the sales response of each segment to
the various marketing resources is critical. How, for
example, should sales persons currently covering a
market be allocated across segments to optimize
their return? A comprehensive set of analytical 
tools for how to answer such questions have been
developed in Lilien and Rangaswamy (2002). Other
traditional approaches, typically based on conjoint
analysis studies among current and potential cus-
tomers, have been applied to a wide range of situ-
ations including computers, telecommunications
products and services, pharmaceuticals, etc. (Green
and Krieger, 1985; Krieger et al., 2004). In the cases 
in which empirically based market response func-
tions are not available, management’s subjective
judgement, using either decision calculus methods
(Little, 1979) or the AHP (Wind and Saaty, 1980), 
can be employed. Above all else, these approaches
stress the importance of structure and managerial
input. The principles underlying successful adop-
tion and execution of marketing science models are
clearly articulated by Lodish (2001) aptly titled
Building Marketing Models that Make Money. The
complexity and importance of the resource 
allocation decision suggests the advisability of
employing a methodology such as the AHP that
incorporates managerial judgement, empirical data
derived from econometric market response models
and experiments, consumer studies and decisions
models.

Implementing a segmentation strategy
The most difficult aspect of any segmentation
project is the translation of the study results into
marketing strategy and programmes. No rules
can be offered to assure a successful translation
and, in fact, little is known (in the published litera-
ture) on how this translation occurs. However,
informal discussions with executives and obser-
vations from our own experience of ‘successful’
and ‘unsuccessful’ translations suggest a few
general conclusions on the conditions likely to
increase successful implementation.



1 Involvement:All relevant decision makers (e.g.
product managers, new product developers,
advertising agency, sales management, etc.) must
be involved in the problem definition, research
design, strategy generation and evaluation.

2 Texture:The segment characteristics used in the
analysis should be rich enough to provide the
basis for innovative product positioning and
product, pricing, communication and distribution
decisions.

3 Direction:The segment characteristics should also
provide guidelines for the generation of creative
executions of the selected strategy.

4 Ownership: Given the oftentimes non-marketing
orientation of product management, it can be
desirable to shift the responsibilities for
segmentation strategy to segment-driven
managers and teams.

5 Science: Since vital information on the cause and
effect relationship between marketing resource
allocation and response is often absent, it is vital
that firms undertake to explicitly measure and
monitor outcomes. For example, linking market
response to media and distribution systems.

Advances in segmentation research

Many of the papers published by academics and
practitioners in Marketing Science, Management
Science and the Journal of Marketing Research offer
specific advances in segmentation research and
modelling. Moreover, Interfaces offers in-depth case
studies of marketing science tools that demon-
strably improve the bottom line for the client firm.
While the approaches outlined in these articles are
necessarily diverse and sometimes focused in their
application, they nevertheless are centred around
six sets of key segmentation ‘tools’. We list the tools
below in approximate increasing order

Classification methods
Classification methods for segmenting markets are
especially critical for clustering-based segmentation
approaches and for hybrid designs. A clustering-
based segmentation design involves determining the
number, size and characteristics of the segments
based on the results of clustering of respondents on
a set of ‘relevant’ variables. Benefit, need and atti-
tude segmentation are examples of this type of
approach. Significant advances have been made in
the clustering area. Hybrid segmentation design

includes those cases in which a priori segmentation
design such as product purchase or usage, loyalty
or customer type is augmented by some cluster-
based segmentation on variables such as benefits
sought. Hybrid designs are especially common in
business-to-business segmentation.

Approaches such as macro and micro segmen-
tation (Wind and Cardozo, 1974) and sequential
clustering (Peterson, 1974) are often used in prac-
tice. Sequential clustering, for example, clusters on
some market-based demographics followed by atti-
tude (or benefit) clustering within each demo-
graphic segment. In both cluster-based design and
hybrid design, the size and other characteristics
(demographics, socioeconomic, purchase, etc.) of
the segments are estimated. Classification proced-
ures based on cluster analysis and variants thereof
are especially useful in providing management
with a data-driven view of segmentation. A ‘classic’
illustration of this value is given in Moriarty and
Reibstein (1986) who use clustering methods to
reveal a view of the market segments of the per-
sonal computer market that challenged manage-
ment intuition about the way the market was
thought to be structured. In particular, they are able
to show how benefit segmentation relates to firm
descriptors such as size and industry classification.

Discrimination methods
Discrimination methods employed to establish the
profile of the segments commonly use multiple
discriminant analyses or regression analysis. Such
statistical methods are often augmented with
graphic packages that graphically display the pro-
file of the segments. These methods are especially
useful when the goal is to assign new individuals
(e.g. ‘Prospects’) into groups based on their likely
disposition to use the firm’s products and services.
In recent years, discriminant-based techniques
have fallen out of favour due to an absence of
effective solutions to implementation and inter-
pretation problems such as those documented in
Eisenbeis (1977).

Simultaneous evaluation
One area receiving more attention from academic
researchers involves application of sophisticated
multidimensional scaling and multivariate statis-
tical analyses in order to jointly locate segments and
products in a consistent market map. One early
development was the componential segmentation
approach proposed by Green and DeSarbo (1979).
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This method shifts the emphasis of the segmenta-
tion model from the partitioning of a market to a
prediction of which person type (described by a
particular set of demographic and other psycho-
graphic attribute levels) will be most responsive to
what type of product feature. Componential seg-
mentation is a logical extension of conjoint analy-
sis and orthogonal arrays to cover not only
product features but also person characteristics. In
componential segmentation the researcher is inter-
ested in parameter values for various respondent
characteristics (demographic, product usage, etc.)
in addition to those for the product stimuli.

In a typical conjoint analysis approach to mar-
ket segmentation, a matrix of subjects by utilities is
developed. This matrix can serve as the input to
the determination of the profile of some a priori
segments (e.g. product users versus non-users) or
alternatively as the input to a clustering pro-
gramme which would result in a number of bene-
fit segments. In componential segmentation, the
same design principles which guide the selection
of (product) stimuli are applied also to the selec-
tion of respondents. For example, in a study for a
new health insurance product, four sets of respond-
ent characteristics were identified on the basis of
previous experience and management judgement:
age, sex, marital status and current insurance sta-
tus. Employing an orthogonal array design, one
screens respondents to select those who meet the
specific profiles specified by the design. Each
respondent is then interviewed and administered
the conjoint analysis task for the evaluation of a set
of hypothetical health insurance products (also
selected following an orthogonal array design).

Having completed the data collection phase,
the researcher would have a matrix of averaged
profile evaluations of the product stimuli by the
groups of respondents. This data matrix is then
submitted to any number of componential seg-
mentation models, which decompose the matrix
into separate parameter values (utilities) for each
of the levels of the product feature factors (com-
prising the stimulus cards) and separate param-
eter values (saliences) for each of the levels of the
customer profile characteristics (describing the
respondents) which indicate how much each pro-
file characteristic contributes to variation in the
evaluative responses.

Given these two sets of parameters, the
researcher can make predictions about the relative
evaluation of any of the possible product features
by any of the respondent types. The results are
used with a simulation to estimate: (1) for each

respondent segment the frequency of first choices
for each of the new product combinations con-
sidered, and (2) for each new product combination, 
the frequency of first choices across segments.
Componential segmentation offers a new conceptu-
alization of market segmentation in that it focuses
on the building blocks of segments and offers
simultaneously an analysis of the market segment
for any given product offering and an evaluation of
the most desirable product offering (or positioning)
for any given segment. The concept and algorithm
of componential segmentation can be extended to
cover not only two data sets (product feature and
respondent characteristics) but three or more data
sets by adding, for example, the components of
usage situations and distribution options.

Other studies have used the output of logit
and nested logit choice models to the simultan-
eous estimation of segment size, characteristics and
choice probabilities to uncover market structure.
Examples of this work can be seen in Bucklin and
Gupta (1992) and other approaches documented
in Grover and Srinivasan (1987, 1992). Elrod 
and Keane (1995) use panel data to simultan-
eously uncover latent attributes and consumer
preferences. More recently, Moe and Fader (2001)
use a stochastic modelling approach which allows
clusters of products to draw from a fixed popula-
tion of underlying segments. One advantage of
this approach is that it simultaneously considers
rates of purchase within segments and the mix of
segments that interact with different clusters of
products.

A conceptually related, but methodologically
different stream of research has sought under the
decision rules used by members of different mar-
ket segments. Kamakura et al. (1996) illustrate that
segments are not only heterogeneous in prefer-
ences, but also in information processing and con-
sideration of product attributes. In that study,
members of the ‘Brand-type’ segment focus first
on brand, then on product form; ‘Form-type’ seg-
ment members reverse this process. Gilbride and
Allenby (2004) show how to uncover and test for
non-compensatory and compensatory decision
rules using only choice data.

Simulation and optimization
Simulation and optimization are at the core of 
models for selection of a target portfolio of seg-
ments. These models are typically based on conjoint
analysis studies. Among the most powerful of these
approaches is flexible segmentation. In contrast to 
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a priori segmentation in which the segments are
determined at the outset of the study and cluster-
ing-based segmentation in which the selected seg-
ments are based on the results of the clustering
analysis, the flexible segmentation model offers a
dynamic approach to the problem. Using this
approach, one can develop and examine a large
number of alternative segments, each composed of
those consumers or organizations exhibiting a simi-
lar pattern of responses to new ‘test’ products
(defined as a specific product feature configur-
ation). The flexible segmentation approach is based
on the integration of the results of a conjoint analy-
sis study and a computer simulation of consumer
choice behaviour.

The simulation model in a flexible segmenta-
tion approach uses three data sets:

1 Utilities for the various factors and levels for each
respondent.

2 Perceptual ranking or rating of the current
brands on the same set of attributes.

3 A set of demographics and other background
characteristics.

The active participation of management is also
required to design a set of ‘new product offerings’
(each defined as a unique combination of product
features – specific levels on each factor included 
in the conjoint analysis study). Management par-
ticipation can be on a real-time basis in which 
managers interact directly with the computer simu-
lation. Research suggests that cross-functional
teams should also have input into the conjoint simu-
lator approach. For example, Srinivasan et al. 
(1997) leverage inputs from marketing, design and
manufacturing in order to offer ‘customer-ready’
prototypes to respondents.

The choice simulator is based on the assump-
tion that consumers choose the offering with the
highest utility and is designed to establish the con-
sumer’s share of choices among the existing brands,
which can be validated against current market
share data if available; and the consumer’s likely
switching behaviour upon the introduction of any
new product. This phase provides a series of brand-
switching matrices. Within each matrix manage-
ment can select any cell or combination of cells as a
possible market segment (e.g. those consumers
remaining with brand i versus those who switched
to new brand, etc.). Once the desired segments (cell
or cell combination) have been selected, the demo-
graphic, lifestyle, product purchase and usage, 
and other relevant segment characteristics can be

determined by a series of multivariate statistical
analyses which can be incorporated into the simula-
tion. Some of the more significant developments in
the segmentation area in the last two decades began
with advances in simulation and optimization pro-
cedures and associated user-friendly software.
Early developments by Green and Krieger (1991,
1994) greatly facilitate the task of selecting an 
optimal (or close to optimal) set of segments, 
and have now been incorporated into Adaptive
Conjoint Analysis (ACA) routinely implemented by
Sawtooth Software, one of the leading industry sup-
pliers in the US (see e.g. Bryan Orme’s Introduction
to Market Simulators for Conjoint Analysis). A rigor-
ous practitioner-oriented account of recent develop-
ments and applications can also be found in Krieger
et al. (2004) and Green et al. (2003).

One of the more promising lines of research
in simulation and optimization is emerging from
the joint efforts of researchers in operations
research and marketing. Camm et al. (2006) provide
an exact algorithm to identify the new product
concept that will maximize the number of respon-
dents for whom that product exceeds a particular
utility threshold. This is an important develop-
ment as prior research in marketing was only able
to identify heuristics for this task and therefore
could not guarantee global optimality.

Bayesian methods
One important development in segmentation
research is the application of Bayesian methods to
segmentation problems. Bayesian methods allow
researchers to estimate individual-level response
parameters and therefore connect the modelling
approach to the conceptual notion of ‘one-to-one’
or ‘customized’ marketing. These methods have
become increasingly prevalent in a host of segmen-
tation-related studies that cover issues ranging
from coupon response (Rossi et al., 1996), advertis-
ing effectiveness (Schweidel et al., 2006), price
response and new product design (Sandor and
Wedel, 2005; Evgenio et al., 2005). Review articles
on the impact of Bayesian methods and the 
implications for market segmentation are given in
Allenby and Rossi (1999) and Rossi and Allenby
(2003).

Customer-to-customer interaction
One fundamental shift in the practice of segmen-
tation involves the harnessing of ‘customer-to-
customer’ interactions for segment involvement
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and development. Customer-to-customer intera-
ctions facilitate the evolution of new segments and
the transmission of product-relevant information
and preference data. These interactions are explicit
in evolving social networks (e.g., MySpace,
YouTube, LinkedIn) and will be increasingly
important to firms of all types. Consider, for 
example, 1800diapers.com which has grown from
a start-up with no customers to over 100,000 regis-
tered customers in the space of a few months. 
A particularly important segment for this business
is the cluster of customers who respond to the
incentive to recruit other customers. This notion of
employing existing customers and segments to
create new ones is analysed formally using data-
mining methods (see subsequent section in this
chapter) by Hill et al. (2006) in their application to
telecommunications data. Among other things, the
authors find that customers linked to a prior cus-
tomer adopt new services of the firm at a rate that
is three to five times higher than baseline groups
that were selected according to the firm’s existing
best practices. The relationship between physical
and virtual proximity is also likely to influence
customer acquisition and segmentation strategies
for firms that have spatially dispersed clienteles. In
examining trials of a new online grocery service,
Bell and Song (2007) find that ‘neighbourhood
effects’ play an important role in generating new
customers, even after controlling for typical demo-
graphic and other location specific variables.

Linking segmentation findings with
management subjective judgements
Given the complexity of deciding on the portfolio of
segments to target, it is helpful to use a framework
and methodology that captures managements sub-
jective judgement while allowing the incorporation
of findings from various segmentation studies. The
AHP, as illustrated in Figure 11.3, and the more gen-
eral ANP is ideally suited for this task.

Addressing the problems
In addition to methodological advances in these
seven areas, some of the more interesting advances
in segmentation research are those developed to
address three of the criticisms of segmentation
research. Namely, that it: (1) has too narrow a focus,
(2) is static and deterministic and (3) is poorly inte-
grated with strategy. The advances in addressing
these problems are briefly discussed in the follow-
ing section.

Too narrow a focus
This criticism encompasses five areas that can be
addressed using specific advances in modelling
technologies:

1 The traditional focus on ‘one segment per customer’
(the assignment of individuals to mutually
exclusive and collectively exhaustive segments) is
too narrow.This problem can be overcome by the
use of overlapping clustering using a clustering
procedure that allows for an individual to belong
to more than one segment. For a discussion of
this method, see Arabie et al. (1981) and
Chaturvedi et al. (1994). One could also argue that
it is more appropriate to jointly model product-
segment relationships as Moe and Fader (2001).
Moreover, the interrelationships among product
purchases across multiple product categories also
provide insight into which customers are most
worth pursuing. For an application of this method
see Kamakura et al. (2004).

2 One segmentation scheme fits all.This problem of
trying to fit one segmentation scheme for all
marketing decisions can be solved by employing
the flexible segmentation approaches or by
developing a number of segmentation schemes
and linking them. Moreover, the results from
multiple schemes should be complementary and
convergent.While traditional segmentation
approaches focus on uncovering differences in
behaviours and preferences, it may also be
important to consider other possible
segmentation approaches.This includes variation
in decision-making rules or heuristics adopted by
customers (see Gilbride and Allenby, 2006).

3 Neglect of sub-segments.With the exception of
segments of one, most segments are
heterogeneous. It is important to recognize this
and augment the basic segmentation with
additional sub-segmentation.This is the concept
underlying hybrid segmentation models and is
increasing in its popularity. In this context, it is
also helpful to develop a hierarchy of segments.
A byproduct of this research is the development
of measures on the segmentability of each market
(and the degree of homogeneity of selected
segments). Several methods have been developed
to deal with within-segment heterogeneity.These
include the multi-mode Bayesian methods of
Allenby et al. (1998) and the empirical Bayes
approach of Kamakura and Wedel (2004).

4 Individual as the unit of analysis. Most segmentation
studies use data on individuals. However, few
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decisions are made by a single individual. Most
households and industrial (business-to-business)
decisions are made by a buying centre.An
important advance in segmentation research is the
shift in the unit of analysis from individuals to
buying centres, which may be a pair of individuals
in a family unit, or a more complex set of
relationships within an organization. Recognizing
the heterogeneity within a buying centre, the use
of key informants as representative of the buying
centre is often not appropriate.A better approach
would be to identify all the members of the
buying centre and collect the information on a
subset of the buying centre members.This allows
an assessment of the level of consensus among
members of the buying centres.The level of
consensus as well as the composition of the
buying centres can be used as a basis for, or
descriptors of, segments. Choffray and Lilien
(1978) demonstrate critical differences in decision
criteria among members of buying centres for
industrial heating and cooling equipment. In
addition,Wilson et al. (1991) describe and test the
best ways to combine the preferences of
individuals and buying centre members when
trying to determine how the buying centre is
most likely to act. Individual preference formation
and the integration of preferences in a group
process are analysed in Arora and Allenby (1999).
The authors show that the method also facilitates
revelation of ‘high influence individuals’ as part of
the estimation and segmentation process.A more
recent paper by Aribarg et al. (2002) examines the
separate processes of preference formation and
consensus building and shows how the two
interplay to produce final decisions. Finally, state of
the art work by Arora (2006) shows that one may
in fact impute joint preference using smaller and
more cost effective datasets using ‘sub-sampling’.
A formal treatment of sub-sampling – or the
repeated sampling from observations which exhibit
dependence – is given in Politis et al. (1999).

5 The segmentation of the month. Segmentation area
has not escaped other management fads and has
had its share of ‘segment of the month’ promise
and advocates.To avoid this trap, one must
attempt theory-driven segmentation. It also helps
to keep the focus on market response variation as
bases for segmentation and to include all other
variables as segment descriptors.A recent
conceptual article on ‘marketing malpractice’
illustrates that segmentation schemes can become
cumbersome, a-theoretic and consequently,
ineffectual (see Christensen et al., 2005).

Static and deterministic perspective
A major limitation of many of the segmentation
studies is their neglect of the dynamic aspects 
of segmentation. Static/deterministic segmenta-
tion tends to ignore segment change and market
dynamics; ignoring such changes often has several
consequences. Johnson and Lilien (1994) provide a
conceptualization and model-based approach to
deal with segment dynamics. The Internet is one
environment in particular that requires special
attention to dynamics and several authors have
addressed this issue. A recent example is given in
Reutterer et al. (2006) in which the authors develop
a dynamic model built from purchase history
information provided by a loyalty programme. In
general, to address the issue of dynamics one can
do the following:

� Define bases for segmentation that focus on
change.

� Monitor changes in segment composition over time.
� Focus on strategies that will change segment

membership (from non-users to users, light to
heavy users).

� Incorporate competitive actions and reactions, since
the desirability of a segment depends not only on
the segment’s characteristics and our own strategies
but also on competitive actions and reactions.

A second major weakness of much of the segmenta-
tion research is the missing stochastic component.
While early and seminal methods of segmentation
(e.g. Kamakura and Russell, 1989) explicitly recog-
nize that classification into segments is a probabilis-
tic outcome, many applications seem to gloss over
this important fact. One new direction in this area
addresses the ‘stochastic’ component of the seg-
mentation problem directly by explicit introduction
of estimates of segment size and characteristics. The
academic research world has also examined fuzzy
clustering (see, e.g. Wedel and Steenkamp, 1991;
Rayward-Smith, 2002), although this method has
yet to be widely embraced and applied in the mar-
keting community.

Poor integration with strategy
To address the problem that segmentation studies
are often not reflected in the resulting strategy, a
number of actions can be taken. These include:

1 Analysis. Carefully map the results of all studies
such as copy, concept, product, distribution and
other marketing studies at the segment level.To



the extend possible, develop empirical
generalizations regarding your target segments.

2 Targeting.Avoid infrequent and expensive large
base-line segmentation studies and instead
include in all marketing and business studies a
segmentation analysis.

3 Linking. Link the segmentation to positioning and
its associated marketing mix strategies. Specifically
recognize the interdependence between the two.
Given a positioning, what is the best segment(s)?
Given a segment, what is the best positioning(s)?
Having fixed on a segment/positioning, it is critical
to develop a marketing strategy that will meet the
needs of the selected segment and reflect the
target positioning.

4 Implementation. Carry the segmentation efforts to
the sales force level by encouraging each sales
person to segment his/her market. In addition,
segmentation methods can also be very helpful in
segmenting the sales force (or other aspects of
the distribution channel).

5 Selection. Carry through the segmentation
strategies to the business and corporate level by
focusing on a portfolio of segments and by using
the portfolio of segments as the core of the
business and corporate strategy.

Segmentation in the global
information age

The information revolution has been the subject of
an increasing number of scholarly studies that has
captivated the imagination of scholars, managers
and the population at large. This revolution is
greatly affecting the ways in which firms are man-
aging their operations and is likely to change dra-
matically the way in which business is conducted.
Information strategy is at the heart of most recent
efforts to reengineer and reinvent the corporation
and is leading to the creation of a new management
and associated marketing paradigm.

In the new management and marketing para-
digm (Wind, 2005) information is having a pro-
found effect on: (a) the nature and quality of
management decisions; (b) the nature of business
strategies and (c) the creation of innovative com-
munication and distribution systems.

Management decisions
Management decisions are affected by the availabil-
ity and use of databases on the entire population

and their linkage to decision-(and executive-) 
support systems (DSS/ESS) and dashboards, which
in turn can include expert/knowledge-based sys-
tems. In this context, many advances in segmenta-
tion research and modelling can be incorporated in
the DSS; moreover, much of our knowledge of seg-
mentation can be developed as rules for a know-
ledge-based system that could help management to
select target segments.

Some of the advances in this area include the
ability to have ‘live’ databases in which one can
update on an ongoing basis the customer data-
base. Consider, for example, Citibank’s interactive
intelligent DSS which guides all interactions with
the customer. These interactions include the deliv-
ery of a direct mail or telephone sales message tar-
geted by the system which also coordinates a
number of customer interactions. The coordinated
interactions create a ‘dialogue’ to follow the con-
sumer with the appropriate intervention at each
touch-point of contact of the consumer with
Citibank. The touch points include subsequent
telephone enquiries, ATM use, bank teller inter-
actions and receipt of statements. This system is
based on a new relationship model with house-
hold and not only on the traditional banking focus
on accounts.

Data mining
Data mining (e.g. Lewinson, 1994) offers enormous
potential for empirically driven insights. ‘Data
mining’ refers to a number of pattern recognition
models that may use neural nets or fractal technol-
ogy to discover patterns in the data. These methods
have been employed commercially to identify seg-
ments of customers most likely to buy a given
product (in banking, e.g.) and to the identity of cus-
tomers most likely to leave (cellular telephones,
e.g.). These approaches, although intriguing, are
still in their infancy and require further validation.
Some marketing researchers have combined data-
mining methodologies with more traditional statis-
tical models. Cooper and Giuffrida (2000), for
example, utilize data mine the residuals of a trad-
itional segment-based model of response to promo-
tions and use this combined model to improve
sales forecasts. A notable exception in this area is
the work of Levin and Zahavi (2001) who compare
several segmentation methods used in a predictive
modelling context – several supervised-learning
segmentation methods involving decision trees,
and a couple non-supervised methods involving
judgemental FRM and FRAT methods. This line of
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work is promising and adds power to segmenta-
tion research and modelling.

Whereas the Citibank example illustrates
future development, much of the work today
relies more on the traditional geo-demographic
segmentation based on consensus and other data.
An example of this type of effort is the Claritas
Prizm lifestyle segmentation. This segmentation
divides the USA into 62 clusters. These clusters
are further divided into 15 groups that vary with
respect to the type of location – rural, town, 
suburb or urban – and with respect to level of
affluence. The Prizm lifestyle clusters can be
related to any target group of interest. Geo-
demographic information continues to generate
new applications and has been shown to be espe-
cially useful in customer targeting (see e.g. Sleight,
2004). Much of this work also signals a new inter-
face between geography and marketing and how
data sources and concepts can be combined for
more effective segmentation and targeting (Harris
et al., 2005).

Information strategies
Information strategies are relatively recent add-
itions to the traditional set of marketing strategies.
One of the early and most effective information-
based strategies was the ‘capture the client’ strat-
egy of America Hospital Supply’s direct link
between hospital computers and AHS computers,
eliminating the need for human interaction in the
straight rebuy case. ‘Capture the clients’ strategies,
such as the direct computer link between P&G and
Walmart, are increasing in popularity.

New communication and distribution
options
Information technology is also dramatically chang-
ing the nature of the communication and distribu-
tion options. Electronic shopping developed at a
much faster pace than was ever expected (see, e.g.
Blattberg et al., 1994; Rangaswamy and Wind, 1994)
and online business-to-consumer (B2C) sales in
2006 in the US alone were estimated at $212 billion
(US Department of Commerce).

These changes affect all aspects of our lives
and are altering the concept of segmentation. In
the new marketing paradigm the traditional mass
market is being replaced with segments includ-
ing, at the extreme, segments of one. In a break-
through book, The One to One Future, Peppers and

Rogers (1993) presented a vision of their one-
to-one paradigm which includes and focuses on:

� share of customers not share of market;
� collaborating with customers to create products

and relationships;
� customizing products, services and promotional

efforts for each customer;
� economics of scope;
� engaging the customers in dialogues – the

interactive individualization of media is here.

The shift to segments of one requires a rethinking
of the segmentation concept as well as the develop-
ment and utilization of sophisticated databases,
marketing analysis, modelling and strategy. The
trend towards such developments is inevitable and
is accompanied by another discontinuous trend –
the globalization of business. The early vision
exemplified in the work of Peppers and Rogers has
recently been augmented by the notion of the
‘Long Tail’ – a phrase coined by Chris Anderson
and popularized in his 2006 book. In the long tail a
multitude of ‘low demand’ products are targeted at
small segments of customers – such that their col-
lective share outweighs that of traditional ‘block-
buster’ products. Effective segmentation is at the
heart of delivering in long tail markets.

Globalization
Increasing numbers of industries are global. To suc-
ceed in this environment, firms have to shift from a
domestic perspective to considering the world as
the arena of operations both with respect to the con-
sumer markets for products and services as well as
for the resources markets for raw material, R&D,
manufacturing, human and capital resources.

The globalization of industries is also accom-
panied by trends towards regional economic inte-
gration – the European Union, NAFTA and the
various other efforts for regional integration in Asia
and Latin America. The implication of these devel-
opments for segmentation is that management has
to consider portfolios of segments that include:

� global segments;
� regional segments;
� segments within specific countries.

Added to this complexity is the need to consider as
the unit of analysis not just countries but countries
by mode of entry, since the risk and attractiveness
of a country depend on the mode of entry. The



selection and implementation of a portfolio of seg-
ments which includes global segments, regional
segments and segments within countries (by mode
of entry) requires a significant amount of informa-
tion on all relevant markets around the world. The
creation and maintenance of such a data/know-
ledge base is not a trivial undertaking and is one of
the major obstacles to the development of global
segmentation strategies.

Creation of processes for the development and
maintenance of country, regional and world data-
bases is a high priority undertaking for all global
firms. Yet the development of effective segmenta-
tion can take place even without such databases 
if the firm will proceed in an iterative bottom–up 
and top–down segmentation. This process
involves three bottom–up steps:

1 Segmentation of the market in each country (by
mode of entry).

2 Examination of the resulting segments in all the
selected countries to identify common segments
across countries – clustering of country
segments.

3 The creation of a global portfolio based on
various clusters of segments.

The resulting portfolio of segments should be com-
pared to a desired (top–down) conceptual portfolio
of segments. The comparison and contrast of the
two portfolios should be driven by the concept of
global operation which balances the need to
develop strategies that best meet the needs of the
local markets (given the idiosyncratic market, com-
petitive and environmental conditions), while at
the same time trying to achieve economies of scale
and scope by focusing on cross-country segments
in a number of markets. The AHP framework and
methodology can and has been used in this context
to help make such decisions, even in the absence of
the needed ‘hard’ market data. As data become
available, both from the firm’s own experience and
from other sources, the data can be integrated in a
database and used as input to the AHP process.

The segmentation of global markets offers
enormous opportunities but is still one of the
neglected areas of segmentation. It does offer
intellectual and methodological challenges and is
critical from a management point of view. The lit-
erature presents scattered examples of global seg-
mentation. Helsen et al. (1993) offer a proposed
segmentation of multinational diffusion patterns,
while Ter Hofstede et al. (2002) extend this notion
to include explicit modelling of spatial aspects of

cross-national segmentation schemes. A conceptual
overview of how to think about cross-national seg-
mentation is given in Steenkamp and Ter Hofstede
(2002). Interestingly, very recent research by Ter
Hofstede and Park (2007) suggests that spatial or
geographic differences across countries provide
considerable explanatory power for segmenta-
tion schemes. This result holds in an analysis of
European Union consumers that controls for differ-
ences in other critical variables including culture
and socioeconomic status. As global firms continue
to struggle with the appropriate mix of ‘customiza-
tion’ and ‘standardization’ there is enormous poten-
tial for important conceptual and methodological
breakthroughs in this area.

Extending the segmentation concept

In the marketing literature, in practice and in the
discussion so far, segmentation has been limited
to ‘customer’ markets. Yet the concept applies to
all heterogeneous populations and can and
should be extended to the other stakeholders in
the firm – all those who have a ‘stake’ in its sur-
vival and growth.

Consider, for example, the firm’s own sales
force. Most large firms employ thousands of sales
people who vary considerably in their perform-
ance. The 20/80 rule often applies to them as it
does to the customers (i.e. 20 per cent of the sales
force often accounts for 80 per cent of the profits).
In multi-product firms, different sales people often
tend to sell different mixes of products. They differ
in their family life cycle stages and hence have dif-
ferent financial and time needs (some are still wor-
ried about college education for their kids while
others are single, etc.). These and other differences
among the sales persons of any firm suggest that
the traditional approach, in which a single sales
strategy and compensation is employed, is sub-
optimal. To benefit fully from one’s sales force, it is
critical to segment it.

The segmentation of the sales force based on
needs, benefits sought, expertise, perceptions and
preference or any other relevant characteristics
could lead to the identification of homogeneous
segments and the design of separate strategies
towards them. In fact in any situation where man-
agement relies heavily on a sales force a dual mar-
keting strategy should be developed – one for the
(target segments of) customers and a corresponding
one for the (segments of the) sales force. Obviously,
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these two strategies should be coordinated and
integrated. Furthermore, a segmented strategy
towards compensation is also desirable. To
implement it while avoiding discriminatory prac-
tices requires the use of a compensation system
with a number of options relying on a self-selec-
tion strategy in which the various sales people
could select the option most appropriate for their
needs. While the segmentation of the sales force
and the resulting segmented strategies are likely
to meet with considerable resistance, future
research needs to address whether the benefits
outweigh the difficulties and cost involved.

Similarly, a segmentation strategy can bene-
fit the firm’s dealings with its other stakeholders.
Wind (1978) described a segmentation of security
analysts and portfolio managers that led to better
understanding by a firm of the criteria used in the
evaluation of firms in their industry and the per-
ceptions of the given firm and its competitors.
Following a segmentation/positioning study, a
strategy was developed to meet the needs of a
target segment of security analysts that resulted
in a spectacular increase in the P/E ratio of the
given firm.

Other stakeholders such as suppliers, cus-
tomer service personnel, competitors, government
agencies and the firm’s own shareholders are often
heterogeneous. In all of these cases, understanding
the key segments and selecting desired target seg-
ment(s) can greatly enhance the firm’s effective-
ness. In fact, as the cost of doing business in today’s
environment increases, a segmented strategy may
be essential for any organization concerned with
the return of their marketing investments.

Issues and associated research agenda

In one of the author’s introduction to the Journal
of Marketing Research special issue – segmentation
research (Wind, 1978), the following conclusions
were presented:

‘Market segmentation has served as the focal point
for many of the major marketing research devel-
opments and the marketing activities of most
firms. Yet, too many segmentation researchers have
settled on a fixed way of conducting segmenta-
tion studies. This tendency for standardization of
procedures is premature and undesirable. Given
the current state of the art, we offer the following
12-question areas as particularly ripe for new
undertakings’.

Of particular importance seems to be research
on the following areas:

1 Conceptualization. New conceptualizations of the
segmentation problem.

2 Theory. Re-evaluation and operationalization of
the normative theory of segmentation with
special emphasis on the question of how to
allocate resources among markets and products
over time.

3 New variables.The discovery and implementation
of new variables for use as bases for
segmentation (i.e. new attitudinal and behavioural
constructs such as consumption-based
personality inventories and variables which focus
on likely change in attitude and behavioural
responses to the marketing variables) of the
markets for products, services and concepts.

4 Research design.The development of new research
designs and parallel data collection and analysis
techniques which place fewer demands on the
respondents (i.e. data collection which is simpler
for the respondent and data analysis procedures
capable of handling missing data and incomplete
block designs).

5 Analytic methods.The development of simple and
flexible analytical approaches to data analysis
capable of handling discrete and continuous
variables and selected interaction at a point in
time and over time.

6 Boundary conditions. Evaluation of the conditions
under which various data analytical techniques
are most appropriate.

7 Generalizations.The accumulation of knowledge
on successful bases for segmentation across
studies (product, situations and markets).This
could entail meta-analytic work to identify
success drivers for different bases and
methodologies.

8 Validation. Undertaking external validation studies
to determine the performance of segmentation
strategies which were based on findings of
segmentation studies.

9 Data generation techniques. Designing and
implementing multi-trait, multi-method
approaches to segmentation research aimed at
both the generation of more generalizable
(reliable) and valid data.

10 Cross-functional applications. Integration of
segmentation research with the marketing
information system of the firm.

11 Translation. Exploring alternative approaches to
the translation of segmentation findings into
market strategies.
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12 Implementation. Studies of the organizational
design of firms which were successful and
unsuccessful in implementing segmentation
strategies.

As noted in this chapter, numerous innovative
approaches to segmentation have evolved over the
past 20 years. The centrality of the segmentation
concept within the marketing field is still para-
mount, yet further work on the new conceptual
and methodological aspects of segmentation should
be undertaken. Review of some of the issues and
current advances in segmentation research indi-
cates that despite the great advances in the man-
agement of and research practice of segmentation
numerous frontiers still require creative and sys-
tematic study. Furthermore, despite the advances
in academic research during the past 30 years, we
still do not have satisfactory solutions for many of
the issues raised in the 1978 research agenda
(Wind, 1978); yet new issues have emerged as 
well. The changes in the business environment and
especially the implications of operating in a global
information age, the emergence of empowered
consumers and social networks do suggest, how-
ever, the need to challenge our mental models 
of segmentation (Wind et al., 2004) and add a few
additional items to the research agenda. These
include:

1 Problem orientation. Reconceptualization of
segmentation problems in light of the impact of
operating in the global information age and the
emergence of segments of one seems a useful
first step. Many of the issues raised in this review
from trends in customer-to-customer interaction
to the application of sophisticated Bayesian and
data-mining methodologies suggest that strong
conceptualization is still a necessary condition for
effective segmentation.

2 Decision support. Development of expert
system/knowledge-based systems to help
management to select and manage the portfolio
of segments seems vital. Such systems would
ideally be incorporated in an effective DSS.The
key to this is the development of a set of rules
summarizing our current understanding of
market segmentation.These rules can reflect the
empirical generalizations in this area and can be
aided by appropriate meta-analyses. In addition,
more thought needs to be given to the
psychological and other impediments to use and
implementation (see e.g. Hoch and Schkade,
1996).

3 Management and implementation. Development of
the processes and organizational architecture
required to assure effective adaptation and
management of segmentation.This includes
adoption of the segmentation concept as the
foundation of all marketing and business decisions
(as outlined in Figure 11.1) as well as the
development of guidelines for effective
management of segmentation.

4 Implicit segmentation.The effect of the Internet on
within and across customer information
transmission and demand aggregation is
enormous (as acknowledged earlier in this
chapter). It is therefore critical that firms
understand and utilize customer-to-customer
interactions as part of the segmentation process
and allow customers to self-select and engage in
mutually beneficial patterns of influence (consider
the earlier example of 1800diapers.com). Such
approaches may be more effective and leveraged
than attempts to explicitly segment the market,
regardless of the quality of the underlying data
and statistical methods.

Addressing these newer challenges and continu-
ing to build our knowledge concerning the items
identified in the 1978 research agenda is critical in
order to increase the value of segmentation.
Continuous innovation and improvement in seg-
mentation research and modelling for generating
and evaluating segmentation strategies is neces-
sary, but not sufficient. Real progress in this area
requires rethinking the role of segmentation in the
global information age and concentrated efforts by
management to develop and implement innova-
tive and effective segmentation strategies.

The obstacles to effective segmentation are not
methodological, nor even the lack of data, but
rather the ability and willingness of management to
undertake a segmentation strategy and establish
the processes and resources required for successful
implementation. The concept of segmentation,
once adjusted to reflect the impact of the informa-
tion revolution and the globalization of business, is
sound and valid. It is the practice of segmentation
that is fraught with problems. These problems are
solvable but the solutions require revision and
alteration to most of the current approaches used to
segment markets. If we have the conviction and
courage to re-examine the traditional segmentation
concept and approaches, we shall be able to signifi-
cantly increase the value of our segmentation
efforts in creating value to our customers and other
stakeholders.
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CHAPTER 12

The marketing mix*
MICHAEL J. BAKER

Introduction

In common with many other professions, the prac-
tice of marketing is often made complex and diffi-
cult due to the sheer diversity of the problems with
which it is confronted. To a large degree, this diver-
sity is due to the fact that the principal actors in
exchange processes are people, or organizations
comprised of people, and so exhibit the dynamic
and interactive behaviour associated with human
beings. If human beings rarely became unwell
only from a small range of causes, we would have
a need for many fewer doctors than at present.
Similarly, if disagreements between parties lead-
ing to litigation were limited in their origins, then
we would have a need for many fewer lawyers.
However, like marketing, these two professions
have to deal with an enormous variety of factors
which might give rise to a need for medical care or
litigation. Accordingly, all professions have a need
for diagnostic frameworks which help them isolate
the most likely causes of the problem to be solved,
so that these may become the focus of detailed
examination.

In marketing, one such conceptual frame-
work that is particularly useful in helping practi-
tioners structure their thinking about marketing
problems is the so-called ‘marketing mix’. To
devise a product or service which will be seen as
different in the eyes of prospective customers, to
the point where they will prefer it to all competing
substitutes, is obviously the ultimate objective of
the marketer. In devising this unique selling

proposition or bundle of benefits, the marketer
has four basic ingredients which they can combine
in an almost infinite number of ways to achieve
different end results. These four basic ingredients
are frequently referred to as the 4 ‘Ps’ of market-
ing, following the classification first proposed by
McCarthy. These 4 ‘Ps’ – Product, Price, Place (or
distribution) and Promotion – are the subject of
separate treatment in later chapters. At this junc-
ture, our primary aim is to review how they may
be combined to create a distinctive marketing mix.

According to John O’Shaughnessey (1984),
‘Product, price, promotion and distribution are
factors that, within limits, are capable of being
influenced or controlled. Marketing strategy can
be viewed as reflecting a marketing mix of these
four elements. Every market has its own logic
whereby excellence on one element of the mix,
whether product, price, promotion or distribu-
tion, is often a necessary condition for success . . .
Knowing the key factor in the marketing mix is
crucial in drawing up a marketing strategy since
it means knowing what to emphasize’ (p. 54).

The evolution of the marketing 
mix concept

Although marketers have always experimented
with different combinations of product, price,
place and promotion, it is only comparatively
recently that serious attempts have been made to
see if any particular combinations give better or

* This Chapter draws extensively on Baker (2006) and Baker (2007).



worse results than others. Clearly, if this is the
case, then such combinations are to be preferred
or avoided as the case may be. One of the earliest
studies of this kind was undertaken by the
Harvard Business School Bureau of Business
Research in 1929 which sought to determine if
there were any common relationships to be found
in the expenses on various marketing functions of
a sample of food manufacturing companies.

Almost two decades later, James Culliton set
out to discover whether a bigger sample and more
careful classification of companies would yield a
different result from that found in the earlier study
(in the 1929 study, no common figures had been
found which could be used for predictive pur-
poses). Despite Culliton’s more rigorous and
larger-scale investigation, the results were the
same, and it was this which led Culliton to describe
the business executive as a ‘decider’, ‘an artist’ and
a ‘mixer of ingredients who sometimes follows a
recipe to the ingredients immediately available,
and sometimes experiments with or invents ingre-
dients no-one else has tried’. This description of 
a marketing executive as a mixer of ingredients
appealed greatly to his fellow Harvard Professor,
Neil Borden, who began to use the term ‘marketing
mix’ to describe the results. Borden wrote that
‘Culliton’s description . . . appealed to me as an apt
and easily understandable phrase, far better than
my previous references to the marketing man as an
empiricist seeking in any situation, to devise a prof-
itable “pattern” or “formula” of marketing oper-
ations from among the many procedures and
policies that were open to him. If he was a “mixer of
ingredients”, what he designed was a “marketing
mix”!’ Given this idea of a marketing mix, it follows
that the next step is to identify and classify the vari-
ous ingredients available to the marketer and the
uses to which they may be put.

In his original conceptualization, Borden
suggested the following list of market forces bear-
ing upon the marketing mix:

1 Consumer Attitudes and Habits
(a) Motivation of users
(b) Buying habits and attitudes
(c) Important trends bearing on living habits and

attitudes
2 Trade Attitudes and Methods

(a) Motivation of trade
(b) Trade structure
(c) Trade practices and attitudes
(d) Trends in trade procedures, methods and

attitudes

3 Competition
(a) Is competition on a price or non-price basis?
(b) What are the choices afforded consumers?

(1) In product?
(2) In price?
(3) In service?

(c) What is the relation of supply to demand?
(d) What is your position in the market – size

and strength relative to competitors? –
number of firms – degree of concentration.

(e) What indirect competition versus direct
competition?

(f) Competitors’ plans – what new developments
in products, pricing or selling plans are
impending?

(g) What moves will competition be likely to
make to actions taken by your firm?

4 Governmental controls
(a) Over product
(b) Over pricing
(c) Over competitive practices
(d) Over advertising and promotion

Identification and listing of the ingredients of the
marketing mix ranges from the very simple to the
very complex. At one end of the spectrum, there
is Eugene McCarthy’s (1978) 4 Ps of product,
price, place and promotion, while at the other
there is the much longer listing of Borden (1975)
himself which is reproduced as Table 12.1.

While McCarthy’s 4 Ps still enjoy consider-
able currency, most observers would agree that at
the very least they need to be extended to include
consideration of People, that is the most basic but
probably most complex of the mix ingredients,
and to acknowledge the importance of research in
determining both the nature of the ingredients to
be used and the most appropriate recipe.

These ingredients of the mix are valid in most
situations. Nonetheless, there are environments in
which the mix ingredients must be adapted to the
specific needs of the market-place. For a cosmetic
manufacturer, packaging and advertising may be
so important that they deserve classification as
separate marketing activities, while storage may
be so unimportant as not to deserve separate clas-
sification. Each marketer should set up their own
classification of marketing activities, emphasizing
those important to the operation’s success and de-
emphasizing others.

Majaro (1982) identifies three of the factors
which help the marketer to make a decision as to
whether a specific ingredient deserves a separate
existence in the mix.
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Table 12.1 Elements of the marketing mix

1. Merchandising – product planning:
(a) Determination of product (or service to be sold – qualities, design, etc.).To whom, when, where

and in what quantities?
(b) Determination of new product programme – research and development, merger
(c) Determination of marketing research programme

2. Pricing:
(a) Determination of level of prices
(b) Determination of psychological aspects of price (e.g. odd or even)
(c) Determination of pricing policy (e.g. one price or varying price, use of price maintenance, etc.)
(d) Determination of margins: freedom in setting

3. Branding:
(a) Determination of brand policy (e.g. individual brand or family brand)

4. Channels of distribution:
(a) Determination of channels to use, direct sale to user, direct sale to retailers or users’ sources of

purchase (e.g. supply houses, sale through wholesalers)
(b) Determination of degree of selectivity among dealers
(c) Devising of programmes to secure channel cooperation

5. Personal selling:
(a) Determination of burden to be placed on personal selling and methods to be employed

(1) For manufacturer’s organization
(2) For wholesalers
(3) For retailers

(b) Organization, selection, training and guidance of sales force at various levels of distribution

6. Advertising:
(a) Determination of appropriate burden to be placed on advertising
(b) Determination of copy policy
(c) Determination of mix of advertising

(1) to trade
(2) to consumers

(d) Determination of media

7. Promotions:
(a) Determination of burden to place on special selling plans or devices and formulation of

promotions
(1) to trade
(2) to consumers

8. Packaging:
(a) Determination of importance of packaging and formulation of packages

9. Display:
(a) Determination of importance and devising of procedures

10. Servicing:
(a) Determination of importance of service and devising of procedures to meet consumer needs and

desires

11. Physical handling, warehousing, transportation and stock policy

12. Fact-finding and analysis – marketing research

Source: Neil Borden (1964).



1 The level of expenditure spent on a given
ingredient

Every ingredient involving a significant
expenditure would normally earn its separate
identity. Basically, it is a question of resources
allocated to each ingredient which matter.Thus, a
firm that spends an insignificant amount of money
on packaging would not bother to give this
ingredient a separate existence, but will attach it
to the product or the ‘promotional’ mix,
whichever appears more appropriate in the
circumstances.

2 The perceived level of elasticity and consumer
responsiveness

When the marketer knows that a change in
the level of expenditure (up or down) of a given
ingredient will affect results, it must be treated as
a separate tool in the mix. For example, if the
marketer is able to alter the supply–demand
relationship through price changes, this element
deserves a separate place in the mix. On the
other hand, for a firm enjoying a monopoly or
where the price is fixed by government edict, the
price will be less important or may be removed
from the mix.

3 Allocation of the responsibilities
A well-defined and well-structured marketing

mix reflects a clear-cut allocation of
responsibilities.Thus, when the firm requires the
services of a specialist to help developing or
designing new packaging, as in the case of
cosmetics firms, it is perfectly proper to say that
‘packaging’ is an important and integral part of the
mix and deserves a separate existence therein.

So, while the ingredients of the mix described
above are valid in most situations, the mix elem-
ents and their relative importance may differ
from industry to industry, from company to com-
pany and quite often during the life of the prod-
uct itself. Furthermore, the marketing mix must
take full cognizance of the major environmental
dimensions that prevail in the marketplace. This
latter point adds a dynamic flavour to the mar-
keting mix in so far as it has to be changed from
time to time in response to new factors in the
marketing scene.

Generally, in striving to maintain or improve
their profit position, the marketer is an empiricist
trying changes in the several procedures and pol-
icies which make up what we call a ‘marketing
programme’. Success depends to a large extent on
understanding the forces of the market which
bear upon any product or product line and skill in

devising a ‘mix’ of marketing methods that con-
forms and adjusts to these forces in ways that pro-
duce a satisfactory net profit figure.

A study of the marketing programmes or
mixes that have been evolved under this empirical
approach shows a tremendous variation in their
patterns. This variation is reflected in the operating
statements of manufacturers (e.g. Profit and Loss
Account and Balance Sheets). As Culliton found
among such statements there is little uniformity,
even among manufacturers in the same industry.
There are no common figures of expense that 
have much meaning as standards, as holds true for
many retail and wholesale trades, where the meth-
ods of operation tend to greater uniformity.
Instead, the ratios of sales devoted to the various
functions of marketing are widely diverse. This
diversity in methods and in expenditures by 
categories even within an industry is accounted
for largely by the fact that products, the volume of
sales, the market covered and the other facts that
govern operations of each company tend to be
unique and not conducive to uniformity with the
operational methods of other companies, although
there are tendencies towards uniformity among
companies whose product lines are subject to the
same market forces. As noted, in any category of
expenses the percentage of sales spent may cover
wide ranges. For instance, the advertising expense
figure, which reflects the burden placed upon
advertising in the marketing programme, will be
found to vary among manufacturers from almost 0
to over 50 per cent. Similarly, the percentages of
sales devoted to personal selling will cover a wide
range among different businesses.

To illustrate, proprietary medicine manufac-
turers often have no sales force at all. Advertising
is used to sell the product to consumers and
advertising literally ‘pulls’ the product through
the channels of distribution. At the retail level, 
little or no effort is made to secure selling support.
In contrast, manufacturers of other types of prod-
ucts, for example heavy machinery, often put rela-
tively little of the burden of marketing upon
advertising and rely primarily on the ‘push’ of
personal selling by either sales force or the sales
force of distributors.

The part played in the marketing programme
by the distributive trades varies markedly. Some-
times the trade plays a considerable part in the
sales programme, and the close support and 
co-operation of the trade is sought, as has gener-
ally been true with heavy appliances. In other
instances, the part played by the trade is not highly
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important, and little effort is devoted to securing
trade support, as is true among the proprietary
medicine companies cited above. Likewise, the
employment of sales promotional devices and of
point of purchase effort in marketing programmes
varies widely.

In the matter of both pricing and pricing pol-
icy, wide variation is likely to be found. In some
instances, competition is carried out largely on
price and margins are narrow. In other instances,
prices are set with wide margins and competition
is carried out on non-price bases, such as product
quality or services or advertising. In some
instances, resale prices are maintained; in others
they are not. Similarly, it is possible to go on citing
wide differences in the practices of branding,
packaging and servicing that have been evolved.

In short, the elements of marketing pro-
grammes can be combined in many ways. Or,
stated another way, the ‘marketing mixes’ for dif-
ferent types of products vary widely, and even for
the same class of product, competing companies
may employ different mixes. In the course of
time, a company may change its marketing mix
for a product, for in a dynamic world the mar-
keter must adjust to the changing forces of the
market. The goal of business in any instance is to
find a mix that will prove profitable. To attain this
end, various elements have to be combined in a
logically integrated programme to conform to
market forces bearing on the individual product.
To summarize, the concept of the marketing mix
is a schematic plan to guide analysis of marketing
problems through utilization of:

1 A list of the important forces emanating from the
market which bear upon the marketing
operations of an enterprise.

2 A list of the elements (procedures and policies)
of marketing programmes.

The marketing mix, thus, refers to the apportion-
ment of effort, the combination, the designing and
the integration of the elements of marketing into a
programme or ‘mix’ which, on the basis of an
appraisal of the market forces, will best achieve
the objectives of an enterprise at a given time.

Management of the marketing mix

In the earlier editions of The Marketing Book, 
the late Professor Peter Doyle provided a clear 

exposition of the key issues involved in managing
the marketing mix. As he points out, ‘There are
two key decisions which are central to marketing
management: the selection of target markets
which determine where the firm will compete and
the design of the marketing mix (product, price,
promotion and distribution method) which will
determine its success in these markets’.

To this point, the emphasis has been upon
defining the context within which exchange 
or marketing occurs; of the forces – economic,
behavioural, technological, political and legal –
which shape and influence the exchange process;
and of procedures for analysing and interpreting
all these factors as a basis for developing a coher-
ent and viable strategy. But, as we have seen,
strategy identifies future objectives to which the
firm aspires and those which are likely to be modi-
fied due to changing circumstances. Thus strat-
egy charts a direction to be followed to achieve a
destination that will probably be changed as we
approach it. However, to ensure that we remain
on course, we will set a series of sub-objectives
which represent points along the way from where
we are to where we want to be. Given the conven-
tion of reporting financial performance on an
annual basis, it has also become conventional to
set performance targets on an annual basis and
develop short-term plans for their achievement.
In turn, short-term (1 year) plans are usually a
sub-set of a medium-term (3–5 years) plans.

Short-term plans and, to a lesser extent,
medium-term plans are clearly the domain of oper-
ational management. It is this operational manage-
ment which is responsible for translating the
strategy into plans and for devising marketing
mixes for their realization. Where a firm is practis-
ing undifferentiated or concentrated marketing, it
will have only a single marketing mix but, where it
is practising differentiated marketing, it will have
several. Irrespective of whether it has one or sev-
eral mixes, the objective is the same – to develop
and maintain a sustainable differential advantage
(SDA). In order to do this, it is necessary to under-
take the several kinds of analysis described in 
earlier chapters.

Simply analysing problems is not enough –
as we have observed on several occasions, it is a
necessary, but not sufficient, condition for suc-
cess. Marshalling evidence is a precondition for
analysis but it does not follow that all decision
makers will draw the same conclusion from a
given data set (selective perception strikes
again!). What matters is the quality of the plan
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devised by the manager based upon his analysis
and the quality of the implementation. Central to
all is the understanding and deployment of the
mix elements. Doyle (1999) provides a useful dia-
gram to illustrate the nature of the matching
process which ensures that the marketing mix is
consistent with the needs of customers in the tar-
get market (see Figure 14.4).

Peter Doyle’s discussion of the marketing
mix in the last (Fifth) edition is essentially a syn-
opsis of the thinking developed in detail in his
best-selling text book Value-based Marketing:
Marketing Strategies for Corporate Growth. The
most recent edition of this book is in collaboration
with Phil Stern and is an essential reading for
anyone concerned with strategic marketing plan-
ning. Similarly, Doyle’s chapter in the fifth
Edition is well worth re-visiting but, for our pur-
poses here, citation of his Summary will have to
suffice:

1 The marketing mix is at the core of marketing.
The marketing mix consists of the key decisions
where marketing managers should exhibit their
greatest expertise and professionalism. It has
become common to summarize the elements of
the marketing mix in the 4 Ps – product, price,
promotion and place. Some writers have
suggested adding a fifth P – people – to highlight
the service element in marketing.

2 However, there is a crucial weakness in the way
marketing authors and managers themselves have
approached the marketing mix. It has never been
clear in marketing theory or practice what the
objective is in determining the mix.Without a
clear goal, it is impossible to design an optimal
marketing mix.

3 Marketing professionals have tended to assume
that the objective was to design a mix that 
meets purely marketing criteria – notably
customer satisfaction or market share. But setting
prices, communications budgets or designing
products that maximize sales or customer
satisfaction is a sure route to financial disaster,
because it invariably result in negative cash flow
and a failure to cover the cost of capital.
Consumers will always perceive value in lower
prices, more features and high customer-support 
investments.

4 Equally fallacious is the view of many accountants
that the marketing mix should be used to
increase profits.This short-termism will usually
produce immediate profit improvements but 
the cost, as many firms have discovered, is a 

long-term erosion in their market shares and the
value investors place on the company.

5 In the private sector, the right marketing mix is
the one that maximizes shareholder value.
Shareholder value as an objective avoids the focus
on short-termism of the accountancy because it
leads managers to take into account all future
cash flows. Long-term performance is almost
always a much more important determinant of
shareholder value than the profits earned in the
next few years. It also avoids the fallacy of the
market-led approach by emphasizing that the
purpose of the firm is not market share but to
create long-term financial value.

6 Though applying the shareholder value approach
has, of course, many problems associated 
with forecasting future sales and cash flows 
(e.g. Day and Fahey, 1988, pp. 55–56; Doyle,
2000, pp. 64–66), it does provide a clear,
rational direction for research and decision
making.

7 Finally, shareholder value provides the vehicle for
marketing professionals to have an increasing
impact in the boardroom. In the past, senior
managers have often discounted the
recommendations of their marketing teams,
because the marketing mix and strategies for
investment have lacked a rational goal. Marketers
have not had the framework for translating
marketing strategies into what counts for today’s
top executives – maximizing shareholder value.
Value-based marketing provides the tools for
optimizing the marketing mix.

Writing in the Journal of Business Strategy (2005),
Wise and Sirohi address the question of the best
way to identify and implement the marketing mix.
In their view, the emphasis on growth and spend-
ing apparent in the annual reports of many lead-
ing companies has focused attention on marketing
expenditures ‘perhaps the last significant elem-
ents on the income statement without expli-
cit links to revenues and profits’. In turn, this
requires marketers to identify and use appropri-
ate metrics to ensure that the optimum mix is
achieved. Accordingly, ‘Marketing budgets should
be viewed as a portfolio of investments, each 
of which has a different growth potential and
resource requirements. Proven ROI techniques can
help marketers make the best tradeoffs by identi-
fying the right data to track, the best metrics to use,
and the right comparisons to make’. Implicit in
this recommendation is that one has a view of
what marketing activities are associated with
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growth and how to establish the best combination
(mix) of these activities.

Some criticisms of the marketing mix

While the marketing mix has become one of the
best known models in marketing, described in
detail in every basic marketing text and widely
used in practice, the concept is not without its 
critics. Writing in the Companion Encyclopedia of
Marketing (Baker, 1999), van Waterschoot (1999)
identifies a number of deficiencies in the concept
which may be summarized as follows:

1 It focuses on what marketers do to customers
rather than for them.

2 It is externally directed and ignores the internal
market.

3 It says nothing about interactions between the
mix variables.

4 It takes a mechanistic view about markets.
5 It assumes a transactional exchange rather than a

relationship.

In a nutshell, these five criticisms may all be seen
to be dimensions of the same failing – a neglect of
the people factor. It would seem appropriate,
therefore, that we should extend and modify the 4
Ps model of marketing to include a fifth P – People.

Putting people into marketing is essential for
many reasons. Within the limits of a small chap-
ter of this kind, we may only consider three of the
more important ones.

First, marketing is a professional practice – it is
something which people do. While it is perfectly
feasible to theorize about marketing in the abstract,
like many other academic disciplines, the main rea-
son people study the subject is to provide a basis
for success, for practice. Like medicine, engineer-
ing and architecture, marketing is what we have
described as a synthetic discipline. Not ‘synthetic’
in the pejorative sense of ‘a poor substitute for the
real thing’ but synthetic in the sense defined by the
Concise Oxford Dictionary as ‘the process or result
of building up separate elements, especially ideas,
into a connected whole, especially into a theory or
system’. Thus, in marketing, we incorporate and
integrate the best insight, and ideas from core 
disciplines such as economics, psychology and
sociology and synthesize them into implementable
practices. Market segmentation, targeting and
positioning are examples of how marketing recon-
ciles the economist’s assumptions of homogeneous

demand with the psychologist’s perception of
every individual differing from every other in
some degree, and provides a practical solution of
creating choice at an affordable cost. Marketing is
something done for people by people.

The second reason for putting people into the
marketing mix is that increasingly it is the people
who provide the basis of differentiation between
competing suppliers on which buyers make their
choices. Traditionally, differentiation between
competing suppliers has tended to rest upon the
creation of objective differences through techno-
logical innovation. Nowadays, such objective dif-
ferences are rapidly eroded by competition (it is
relatively easy to benchmark your competitors’
product to see how they have improved it) or else
overtaken by the ever quickening pace of new
product development. It is this trend which has led
to the recognition that long-term competitive suc-
cess depends on building relationships rather than
seeing marketing management as responsible for
ensuring that the seller gets the better of the buyer
in a series of independent transactions each of
which must be profitable to the seller. In turn, this
recognition has highlighted the importance of
internal marketing and the fact that in an increas-
ingly knowledge-based society, people (human
capital) are the organization’s greatest asset.

Finally, the third reason for putting people
into the marketing mix is because it is people who
plan and devise marketing mixes, it is people who
implement such plans. Further, a great deal of
research into competitiveness in recent years has
confirmed beyond doubt that in the final analysis,
it is the quality of implementation that distin-
guishes between success and failure. In Marketing
and Competitive Success (Baker and Hart, 1989), a
rigorous survey into a matched sample of success-
ful and less successful firms in six industries indi-
cated that very few of the so-called critical success
factors were present in successful firms and absent
from unsuccessful firms, that is, you could not infer
that they were related to improved performance.
On reflection, the reasons are not hard to find.

To begin with, nobody wants to fail. Accord-
ingly, management staff in less successful organiza-
tions are just as ambitious as their opposite
members in successful firms in studying for profes-
sional qualifications, reading management books,
attending seminars and seeking advice from
experts. In other words, they know what to do. It fol-
lows that if they are less successful, it is due to the
quality of execution and, possibly, a little luck. The
view confirms with Napoleon’s expressed wish for
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lucky generals. Other things being equal, we must
assume that the military commanders who become
generals must both understand the principles of
warfare and have demonstrated skill in their prac-
tice or they would not have been promoted to com-
mand an army. In warfare, however, we have the
extreme form of competition as a zero-sum game
with a winner and a loser, so what determines the
outcome? People! In the words of the song, ‘It ain’t
what you do, it’s the way that you do it’.

But, even with the addition of ‘people’, many
still believe that the mix concept has outlived its
usefulness. Among the more recent, best docu-
mented and certainly most readable criticisms is an
article by Lisa O’Malley and Maurice Patterson,
which appeared in the 1998 Journal of Market-
ing Management. (‘Vanishing Point: The Mix
Management Paradigm Reviewed’, 14, November).
Taking the view that theory development is an evo-
lutionary process and one of displacement where
new ideas supersede the old, O’Malley and
Patterson utilize a road metaphor in the guise of a
road movie to trace the origins and development of
the marketing mix concept to support their view
that it should now be left behind as we move
towards more attractive destinations.

In tracing the evolution of marketing theory
and practice, it is pointed out that the ‘mid-life
crisis of marketing’ identified by McKinsey in
1993 is not the first time that the discipline has
reached a crossroads where it has had to deter-
mine the direction it has to take in future. As
noted by O’Malley and Patterson, ‘The philo-
sophical position of early marketing scholars was
heavily influenced by the historical approach to
economics and was more concerned with press-
ing social issues than business practice’. The cata-
lyst for shifting emphasis to the managerial
implications of marketing ‘. . . can no doubt be
attributed to an expansion of large scale enter-
prise, an increase in the number of affluent buy-
ers (Benton, 1987) and widespread employment
of marketing techniques in industrialized soci-
eties (Fullerton, 1988)’. 

As we saw in Chapter 1, the marketing man-
agement approach evolved during the 1950s in
the US when the economic system was in danger
of collapse as supply rapidly began to overtake
demand. A similar imbalance had precipitated the
great depression of the late 1920s and early 1930s
and, as we have seen, an emphasis upon high-
pressure selling had been insufficient to overcome
this imbalance. Clearly, a more sophisticated
approach was called for which, in turn, resulted in

a demand for marketing education and a change
in focus to ‘[t]he extension, refinement and evalu-
ation of marketing as an organizational or 
management technology rather than on macro
level social issues, concerns, and problems’.
(Benton, 1987, p. 240). As O’Malley and Patterson
note, ‘This shift in philosophical position is encap-
sulated in the mix management paradigm’.

Underlying criticism of the marketing mix
mode, in our opinion, is the mistaken view that it
was ever intended as a ‘theory’ of marketing rather
than a currently useful generalization (CUG) or
helpful learning and teaching tool. Certainly,
Borden in his original conceptualization which, as
we have seen, contains 12 variables, did not regard
this as either a comprehensive or exhaustive list. It
is also equally important that when McCarthy
reduced the 12 mix elements to 4 – product, price,
place and promotion – he, too, was more concerned
with memorability than completeness.

Given that at least two generations of profes-
sional marketers have survived and, indeed,
prospered believing in the marketing mix as a
useful approach to the management of the mar-
keting function, we should not now reject this
approach on the grounds that its interpretation
and implementation are flawed in terms of the
philosophical intentions of the marketing concept
itself. This point is highlighted by O’Malley and
Patterson when they write,

In terms of customer orientation, ‘the marketing
concept . . . calls for most of the effort to be spent
on discovering the wants of a target audience and
then creating goods and services to satisfy them’,
(Kotler and Zaltman, 1971, p. 5). However, far
from being concerned with a customer’s interests,
the view implicit in the 4 Ps approach implies that
the customer is somebody to whom something is
done rather than somebody for whom something
is done (Dickson and Blois, 1983). The managerial
approach to marketing, therefore, concentrates 
on the seller, and subordinates the customer to a
passive as opposed to a pivotal role (Grönroos,
1994). Rather than the function of marketing
being dynamic and market oriented, it is instead 
a rather clinical, production oriented approach
(Laylock, 1983; Grönroos, 1994).

As a result of the emphasis upon manipu-
lation of the 4 Ps, the marketing management 
function became dominant resulting in the estab-
lishment of formal marketing departments. As
we now know, this concentration of responsibil-
ity for marketing within a single department was
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a mistake as the essence of marketing was
defined in Drucker’s (1954) original statement
that ‘Concern and responsibility for marketing
must permeate all areas of the enterprise’. This is
certainly the view that prevails today and is
reflected in the disestablishment of formal mar-
keting departments, the growth of internal mar-
keting and the recognition that all members of a
successful business organization need to be mar-
keting orientated.

Other failings associated with the marketing
mix concept include:

1 The inherent assumption that the firm is
independent of its environment (Andersson and
Soderlund, 1988).

2 The view that the seller is active and the buyer is
passive (Grönroos, 1994).

3 The assumption that markets are homogeneous
and amenable to the application of a standardized
marketing mix.

4 The emphasis on marketing as a transaction
which sees buyers and sellers as separate entities.

To accommodate these criticisms, many authors
have increased the number of Ps, as we have our-
selves by suggesting the inclusion of people. Of
course, by doing this they may just increase the
complexity of the basic model and thereby reduce
its memorability.

Fundamentally, however, the essential criti-
cism of the marketing mix model by marketing
scholars is that it is positivistic and prescriptive
and so communicates an overly simplistic view of
a complex reality. The fact that this chapter and
several which have preceded it and will follow it
contain discussions of alternative hypotheses and
criticisms of prevailing models should be suffi-
cient to convince the reader that while the authors
may have their own view as to how things are or
ought to be, the reader is perfectly entitled to form
an alternative viewpoint.

While debate on the application of the mar-
keting mix model is to be welcomed, one should
be careful not to discard it prematurely because of
perceived weaknesses in it. In line with our own
preferred definition of marketing as being con-
cerned with ‘mutually satisfying exchange rela-
tionships’, we must be careful not to tip the
balance too much in favour of the buyer. The rela-
tionship between seller and buyer can only be
mutually satisfying if both parties receive the
benefit or satisfaction which they looked for in
entering into the relationship in the first place. In

the case of the seller, this invariably means that
income received exceeds the costs involved so
that the selling organization can survive, prosper
and deliver benefits to the stakeholders who
depend upon it. It follows that those responsible
for the management of the selling organization
must have a clear view as to how they can man-
age the resources under their control to achieve
this outcome. It further follows that they need to
have a view on what to do when entering into
relationships with customers. If we also take the
view that customers know what they are doing
when they enter into a relationship with a seller,
then perhaps we can also assume that they are
not as easily manipulated as critics of the market-
ing mix paradigm would have us believe. Thus,
while we willingly accept that many of the condi-
tions that prevailed when the marketing mix
model was first formulated – mass marketing
practised by large divisionalized, hierarchical,
and functional organizations – have declined in
importance, marketing is still concerned with
time, place and consumption utilities and these
are still very much determined by product, price,
place and promotion.

Although O’Malley and Patterson claim that
‘The marketing mix is a myth’, the reader will
have to decide for themselves if this is the case
(you should read the article in full before coming
to any conclusions). For our part, we can only
point out that since time immemorial people
have believed in myths and this has and con-
tinues to have a significant impact on the way they
lead their lives. Given that this book is as much
about the practice of marketing as the theory
which underpins it, the author’s view is that the 4
Ps model is a useful, simplifying device to enable
marketing managers to impose some structure
and direction on the tasks which they must per-
form. It is in this belief that succeeding chapters
deal with the key policies associated with the 4 Ps
of product, price, place and promotion.

In July 2006, the Journal of Marketing Manage-
ment contained a substantial article on the subject
of the marketing mix by Efthymios Constantinides
together with a commentary on it by distinguished
scholar Kristian Moller. Based on an extensive
review of the literature (over 100 references),
Constantinides ‘ assesses the current standing of
the 4Ps Marketing Mix framework as the dom-
inant marketing management paradigm’ and
major criticisms of it emanating from five ‘trad-
itional’ marketing areas – consumer, relationship,
services, retail and industrial marketing as well as
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from the emerging field of electronic Marketing.
Based on this review, the author identifies a num-
ber of limitations and concludes that it is time to
replace it with a more up-to-date analytical
approach. In a nutshell, Moller disagrees! Clearly,
both these articles should be read as, at the time of
writing, they represent the latest discussions of the
topic. Meantime, the following represents my own
interpretation of the essence of their arguments.

Constantanides declares ‘the objective of the
study is to present a realistic picture on the current
standing of an old and ongoing debate about the
merits of the 4P marketing mix as a present and
future marketing management conceptual plat-
form’ (2006, p. 409). As limitations to his study, the
author acknowledges that his research is limited
to the writings of academics and to the six spheres
of activity identified earlier. The first limitation is
mediated by the inclusion of normative prescrip-
tions of the kind to be found in major textbooks,
while the second could be easily addressed by
extending the search/analysis to other sub-fields
of marketing.

Since the articulation of the mix concept in
1964, Constantinides identifes several important
landmarks in the evolution of marketing man-
agement theory:

� The ‘broadening’ of the marketing concept in the
1970s.

� The emphasis on transactions in the 1980s
� The development of Relationship marketing and

Total Quality Management (TQM) in the 1990s.
� The emergence of Information and Communication

Technologies (ICT) in the 2000s.

‘At the same period the consumer behaviour has
also evolved[sic]; one of the noticeable changes
has been the gradual evolution from the mass
consumer markets of the 60s (Wolf, 1998) towards
increasingly global, segmented, customized or
even personalized markets of today (Kotler et al.,
2001) where innovation, customization, relation-
ships building and networking have become
issues of vital significance’.

Taken together these changes have led to the
emergence of more-and-more specialized sub-
fields of marketing and it is proponents of these
who are seen as most strident in their criticisms of
the application of the 4Ps framework to their area
of interest. Constantinides then proceeds to sum-
marize major contributions to the debate originat-
ing in his six chosen sub-fields. (While some
sources reviewed date to the 1980s, the majority are

post-1990.) Among the major reasons advanced for
rejecting or possibly modifying the mix paradigm
are the following:

1 The concept has an internal focus, that is, it
concentrates on what the firm should do or
needs to do. It is a production orientation rather
than a customer orientation.

2 It lacks an appreciation of the need to interact
with customers.

3 The absence of ‘strategic’ elements.
4 It is ‘offensive’ rather than collaborative in nature.

This is a variant of 1 in that the focus on what 
the firm should do to the customer rather than
for him.

5 It ignores the distinguishing features of services,
especially the role of the individual delivering the
service, the need for interaction (qv. 2), and the
one-to-one nature of service marketing.

6 It neglects the importance of factors such as
physical evidence, shopping experience and
atmosphere which are salient in retailing.
(It will be noted that these criticisms are very
similar to those of van Waterschoot cited
earlier).

Despite these criticisms emanating from the ‘trad-
itional sub-fields it appears that in the newly
emerging area of e-commerce commentators are
largely in favour of its use and application.
Further, from the detail contained in the six
Tables in which the main contributions to each
sub-field are documented, there seems to be a
propensity for the critics recommending rejection
of the 4Ps to propose its replacement with a new
framework of their own that has the same inten-
tion and underlying framework – perhaps a case
of a rose by another name?’

Based on their introduction and summary of
Rethinking Marketing: Developing a New Understand-
ing of Markets (2004), Hakansson and Waluszewski
(2005) developed a paper in which they ‘offer a
critical analysis of existing marketing models,
which mainly originate from the marketing mix
(the 4Ps model), which in turn has a clear micro
economic “allocation of resources” background’.

In their article, the authors trace the origins 
of marketing mix model to Rasmussen (1955),
McCarthy (1960) and Kotler (1967). Clearly, this
differs somewhat from our own ‘genealogy’ out-
lined earlier and illustrates well the problems that
still bedevil much of what passes for research in
business and marketing. Basically this problem is
an inadequate awareness of work being published
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in other places and, to a lesser degree, in other 
languages. (While English has become the main
business language, there are still important contri-
butions being made that are not published in this
language.) Given the Rasmussen’s book was pub-
lished in 1955, it is unlikely that either McCarthy
or Kotler was aware of it and so was following the
Culliton/Borden conceptualization described earl-
ier. While the latter was presented as a simplify-
ing framework to structure problems of resource 
allocation between various marketing activities to
develop an effective marketing plan, the former
appears to have been founded much more firmly
on economic theory and it is this interpretation
that Hakansson and Waluszewski analyse in their
paper.

In essence, the authors perceive that the 
original model is one of economic resource allo-
cation based on the assumption that ‘the rele-
vant resources engaged in the exchange process,
including the products, are homogeneous’ (p. 111).
Understandably, the ‘fit’ between this theoretical
model and the real world experienced by market-
ing decision makers is poor, and it is for this reason
that many writers have recommended that the
model be dropped. While acknowledging that
the dynamic nature of marketing and the focus
on interaction need to be factored in, Hakansson
and Waluszewski consider that the 4Ps model
still has its merits; what is needed is a more
explicit recognition of the heterogeneous nature
of the mix elements and their interaction with
each other when devising a unique marketing
plan to address a unique problem in a dynamic
environment.

Before turning to Moller’s comments, my
personal views are as follows:

1 Practitioners like the 4Ps approach because ‘it
does what it says on the tin’. It provides a
relatively simple analytical framework that can be
easily extended (remember Borden had 12
elements in his original conceptualization) and
adapted to address the specific problem under
consideration.

2 Of course, marketing management want to know
what they can do to persuade potential
customers to prefer them over the competition –
that is what competition is all about.

3 It is naïve to the point of stupidity to assume that
practitioners are not fully aware of the need to
understand the potential customer as the starting
point for creating an original solution or recipe
that will appeal to them.

4 The whole point of the mix approach is to
remind the practitioner what tools are at their
disposal to enable them to craft a differentiated
marketing strategy. In order to do so, it is self-
evident that they need to gather intelligence
about the macro-environment, competition and
customer needs and wants. It is for this reason
that discussions of the marketing mix are
embedded within comprehensive treatments of
the kind represented in this book.

So what does Kristian Moller have to say?
To begin with, he acknowledges that since the

1990s marketing theorists have been engaged in a
‘paradigm shift’ from a tansactional view of mar-
keting to one founded on relationships. None-
theless, in the process it is important that we
recognize the contribution of notions like the mar-
keting mix to the evolution of marketing theory.
And, second, ‘I think there is too little reflection on
the theoretical foundations of the normative advice
found in abundance in the textbooks’. Accordingly,
while Constantinides’ review is to be welcomed, it
should not be allowed to pass without comment.

Moller’s aim is ‘to examine the Mix approach
from a theoretical perspective; this involves
uncovering the cognitive goals, theoretical driv-
ing forces, underlying assumptions, and the
insights which the Mix offers to the marketing
discipline’ (2006, p. 439).

While acknowledging the scope of Constan-
tanides’ review, Moller feels that he failed to dig
down and explore its meta-theoretical underpin-
nings. In this sense, it might be regarded as super-
ficial (my word). Further, while examining the
application of mix thinking in a number of difffer-
ent sub-fields is considered ‘excellent’ in that, it
explores a number of different contexts Moller is
concerned about the status of the six sub-fields
(contexts) that are discussed. If these sub-fields are
considered to be ‘practical fields’, then the analysis
is acceptable. However, if Constantinides con-
siders them to reflect sub-theories of topics like
bank marketing, health care marketing, etc. then he
is confusing practice with theory as the view that
such sub-fields call for separate theories is out-
dated. In sum, ‘I am afraid that Constantinides and
many of the authors he cites, are misreading the
Mix and consequently drawing misleading con-
clusions of the Mix as well’ (2006, p. 441).

Moller’s summary of the major criticisms con-
tained in Constantanides’ article are very similar to
my own. His analysis and discussion of them is far
more rigorous and documents clearly why most
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criticisms of the mix arise from an insufficient/
incomplete understanding of the origins and foun-
dations of the concept which, in turn, lead to the
misleading conclusions referred to earlier.

A broadly based book of this kind is not the
place to rehearse the detail of Moller’s arguments
and you should consult the original for these.
However, the essence of Moller’s comments is
that one needs to consider the mix as an element
in the thinking of the Managerial School of
Marketing (MSM) epitomized by Philip Kotler’s
seminal Marketing Management: Analysis, Planning
and Control (1967). In Kotler’s, and many others’
view, the problem to be solved by the marketing
manager is that of devising an optimal combin-
ation of product, place, price and promotion (as
shorthand for all the tools and ingredients avail-
able) to achieve the organization’s objectives. As
Moller observes, ‘In sum, the deriving of an opti-
mal marketing Mix involves solving a market
segmentation problem, being able to carry out
marketing positioning analysis, and finally being
able to differentiate the Mix from the competitors’
offers using the target customers (segment) pref-
erences as criteria’ (2006, p. 442).

With the current pre-occupation with rela-
tionship marketing and e-marketing, it is appro-
priate that one should question the applicability
of theory and tools developed at an earlier time
when a different emphasis prevailed. However,
as a recognized authority on the subject of rela-
tionship marketing, Moller’s view that MSM still
provides the ‘best approach and toolkit for those
marketing management decision contexts where
there exist a market of customers or a set of cus-
tomer relationships, which can be characterized
by market like exchange conditions,’ (2006, p.
445) carries considerable weight. It is certainly a
view that I endorse.

While many criticisms of the mix have
claimed that it is outdated and unsuited to the
dynamics of modern markets, this is not the view
taken by Carolyn Siegel in her textbook Internet
Marketing. Indeed, Module III of her book com-
prising four chapters is concerned with ‘The
Internet Marketing Mix’. It opens with this intro-
ductory paragraph:

The marketing mix or 4Ps of product, price, place
(distribution), and promotion are known to any-
one that has ever taken an introductory marketing
class. Although many attempts have been made
to replace or expand the Ps, they’ve endured as an
effective method for organising the major tactical

tools marketers can deploy in a competitive mar-
ketplace. Just as the 4Ps have an enduring place
offline, their importance online is equally com-
pelling. Many dot com failures can be attributed
to weak or non-existent attention to the planning,
implementation, and control of the marketing
mix, and the essential details that mean the differ-
ence between profitability and bankruptcy.
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CHAPTER 13

New product development
SUSAN HART

Introduction

Today’s successful organizations learn and 
re-learn how to deal with the dynamics of con-
sumers, competitors and technologies, all of which
require companies to review and reconstitute the
products and services they offer to the market.
This, in turn, requires the development of new
products and services to replace current ones, 
a notion inherent in the discussion of Levitt’s
(1960) Marketing Myopia. Over the years, much
research has reported success rates for product
innovation as between 35 per cent and 75 per cent,
with a very recent study of the innovative prac-
tices in the UK showing an average success rate 
of 65 per cent (Hart et al., 2007). Although the 
success rates differ across different industries,
technologies and states of product–market matu-
rity, the persistence of significant levels of failure
remains a concern for those developing new prod-
ucts and services alike.

In this chapter, the activities, their sequence
and organization required to develop new prod-
ucts are discussed in the light of an extensive
body of research into what distinguishes success-
ful from unsuccessful new products. The chapter
starts by introducing the new product develop-
ment (NPD) process model before going onto a
general discussion of the usefulness of models in
the NPD context. It then develops an integrating
model of NPD and finally, issues identified in
current research regarding organizational struc-
tures for NPD are considered.

The process of developing 
new products

In retrospect, some innovations often seem like
such good ideas that their successes appear as
inevitabilities. Take mobile music gadgets, from
the walkman to the MP3 and 4. Might they have
failed? What is the basic idea? Portable, personal
audio entertainment. How else might the idea
have been made real? And might this realization
have taken place less successfully than the prod-
ucts we now find so familiar and convenient?
Alternative forms for personal audio entertain-
ment include, a bulkier headset which contains
the tape-playing mechanism and earphones; a
small hand held player, complete with carrying
handle, attached to earphones via a cord; a ‘back-
pack’ style player with earphones, player device
attached to spectacles, sunglasses or forms of
head gear? All of these ideas would have 
delivered to the idea of ‘portable, personal audio
entertainment’, but which if any of these would
have enjoyed the same success as the Walkman,
Discman, Flashdrives, iPod, to name but a few?

A second ‘good idea’ is the lightweight, low-
pollution, low-cost, easily parked town car. Now
imagine one realization of the idea: 3-wheeled,
battery-run (with 80 kilometre worth of charge
only), and, for the British weather, an optional roof.
This realization is, of course, the widely quoted
failure, the C5. Yet the idea remains a good one.

Examples such as these serve to remind us
that good ideas do not automatically translate into
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workable, appealing products. The idea has to be
given a physical reality (in the case of products)
or a deliverable reality (in the case of services)
which performs the function of the idea and
which potential customers find an attractive
alternative to what is currently available to them
and for which they are prepared to pay the asking
price. This task requires NPD to be managed
actively, working through a set of activities which
ensure that the eventual product is makeable,
affordable, reliable and attractive to customers.

The activities carried out during the process of
developing new products are well summarized in
various NPD models. These are templates or maps
which can be used to describe and guide those
activities required to bring a new product from an
idea or opportunity, through to a successful mar-
ket launch. NPD models take numerous forms,
including those developed by Booz Allen Hamilton
(1982), Cooper (1993) and PRTM (2004). The process
steps are somewhat similar and research reports
that firms do carry out key stages such as idea
generation, screening, concept development and
testing, business analysis, product development
and testing, market testing and launch (Hart et al.,
2007). The Booz Allen Hamilton model is shown
in Figure 13.1.

This model has been re-formulated and
shaped over several decades, with the influential
derivative from Cooper (1990) known as the
Stage-Gate™ process, shown in Figure 13.2.

In the US, the Best Practice Study (1997)
showed that 60 per cent of firms used some form of
Stage-Gate process whilst the study in the UK by
Hart et al. (2007) reported ‘variable recognition’ of
the different stage gates in the NPD process. Despite
the fact that the foundations of these models were
laid down over two decades ago, a recent report by
Booz Allen Hamilton posted in 2004 on their web-
site (www.boozallen.com) also noted that, contrary
to the common view that what makes a successful
new product is a ‘killer idea’, the really important
capabilities are to do with controlling the NPD
process to ensure the efficient use of scarce
resources. In other words, the development of cap-
abilities often embedded within the frameworks of
NPD models.

These capabilities are described briefly with
respect to each of the key stages of the process
models, below.

The stages of the NPD process

New product strategy
A specific new product strategy explicitly places
NPD at the heart of an organization’s priorities,
and sets out how NPD will satisfy the competi-
tive requirements of the company’s overall strat-
egy. The strategy of a company dictates how it
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will operate internally, and how it will approach
the outside world. To be successful, NPD must be
guided by, that is be derived from, the corporate
goals of the canon company, and therefore there
is a need to set clearly defined objectives for NPD
projects. A new product strategy ensures that
product innovations become a central facet of
corporate strategies, that objectives are set and
that the ‘right’ areas of business are developed.
Thus, a critical success factor for NPD is the
extent to which a specific strategy is set for guid-
ing NPD efforts. The NPD benchmarking study
by Cooper et al. (2004) found that more of the best
performing companies defined the strategic
arena for NPD, clearly identified NPD goals, took
a long-term view of NPD and strategically allo-
cated resources to portfolios of NPD projects.
While it is often argued that NPD should be
guided by a new product strategy, it is important
that the strategy is not so prescriptive as to
restrict, or stifle, the creativity necessary for NPD.
Getting the balance right is not straightforward.
The history of Cannon’s success is one described
by Hamel and Prahalad (2005) as one where their
strategic intent (‘beat Xerox’) was broken down
into a series of product (and market) develop-
ment tasks, including competitive study and
technology licensing to gain experience, develop-
ing technology in-house, selective market entry
to exploit the weakness of competition, before
going onto to develop completely new technol-
ogical solutions in the form of disposable car-
tridges. This development in particular changed
the rules of engagement in the photocopy market,
reducing market prices by around 30 per cent
making the threat from competitive imitation much
less. The issue to note from this example is that
with the overall target destination is in mind,
each of the steps towards the destination is given
a purpose and a structure, thereby promoting the
effective use of resources. These examples show
how the strategic focus, given by top manage-
ment, is important for NPD success. Yet Beerens
et al. (2004), in a report for Booz Allen Hamilton
found that most companies have difficulty in con-
trolling their product development activities.
Symptoms included ignorance of the NPD roles
and responsibilities, frequent reprioritizing of
projects and the discovery of projects by top man-
agement previously unknown to them, lack of
robustness in the process and its management. 
In other words, a lack of a strategic focus on prod-
uct innovation. The ramifications of practices 
like these include working on projects that are

unlikely to make money, overloading R&D peo-
ple, not meeting schedules and increasing the
chances of failure. Setting a clear strategy for
NPD, on the other hand, not only provides guide-
lines for resource allocation, but also sets up the
key criteria against which all projects can be man-
aged through to the market launch. The well-
known assault by Komatsu on Caterpillar
through the 70s and 80s was comprised of numer-
ous strategies, amongst which features the fre-
quent launch of new products developed to
extend the product lines, future new products
based on envisioning programmes and a period
of matching increased product variety with effi-
ciency gains. New product strategy, which has
also been called the Product Innovation Charter
(Crawford, 1984) and Protocol (Cooper, 1993) and
whatever its title, the strategic stage is effective
because it helps provide the standard against
which a development project might be judged,
particularly in the early phases. One key element
of the protocol, PIC or new product strategy for
new product projects, relates to the extent of
‘newness’ to be pursued.

A majority of ‘new’ products and services are
not entirely ‘new’. The new product strategy spe-
cifies how innovative the firm intends to be in its
NPD and how many new product projects should
be resourced at any one time. In their study of
NPD practices, Tzokas and Hart (2001) found that
only 13 per cent of the new product innovations
they studied were ‘new to the world’. Similarly,
research by Cooper et al. (2004) reported from the
American Productivity and Quality Centre study
of best practices in product development, that
new to the world products made up 10.2 per cent
of the innovations they surveyed. So, how do
companies decide how innovative they want to be
and why is this important? The seminal work of
Booz, Allen and Hamilton in 1968 and in 1980
revealed the importance of this specification. In
their 1968 study, an average of 58 new product
ideas were required to produce one successful
new product. By 1982, a new study showed this
ratio had been reduced to seven to one. The rea-
son forwarded for this change was the addition of
a preliminary stage: the development of an
explicit, new product strategy that identified the
strategic business requirements new products
should satisfy. Effective benchmarks were set up
so that ideas and concepts were generated to meet
strategic objectives; 77 per cent of the companies
studied had initiated this procedure with remark-
able success. Although written in the early 80s, the
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lessons to be learned from the work of Booz, Allen
and Hamilton are still relevant. According to
Andrew and Sirkin (2003) many companies go
down the route of generating many new product
ideas, setting up new business ventures, floating
venture capital funds, nurture corporate intrapre-
neurs in the belief that return on innovation invest-
ment will rise if only more ideas are forthcoming.
This is a false assumption, leading to losses.

While it is often argued that NPD should be
guided by a new product strategy, it is important
that the strategy is not so prescriptive as to
restrict, or stifle, the creativity necessary for NPD.
In addition to stating the level of newness, a new
product strategy should encompass the balance
between technology and marketing, the level and
nature of new product differentiation, the desired
levels of synergy and risk acceptance. Each of
these is discussed below:

Technology and marketing One of the most
prevalent themes running throughout the contri-
butions on setting new product strategy the bal-
ance between technical and marketing emphases.
There is now broad acceptance that there should
be a fusion between technology- and market-led
innovations at the strategic level (Johne and
Snelson, 1988; Dougherty, 1992). The examples of
both Komatsu and Cannon, above, show how, at
various times in their pursuits to topple the mar-
ket leaders, both market and technology orienta-
tions have played their part. Similarly, problems
can be found if one approach is allowed to dom-
inate, despite competitive market and technological
conditions. Companies such as Kodak, although
dominant in analogue photography has been less
able when making the change to digital camera
technology.

Product differentiation The literature refers
to new product strategies which emphasize the
search for a differential advantage, through the
product itself (Cooper, 1984). Product advantage
is of course a subjective and multi-faceted term,
but may be seen as comprising the following 
elements: technical superiority, product quality,
product uniqueness and novelty, product attrac-
tiveness and high performance to cost ratio
(Hultink and Hart, 1998). In their attempt to rise
to the competitive challenge of IT-based play
products, the makers of iconic board games such
as Scrabble and Monopoly, Hasbro, has launched
Hasbro Interactive. This new format began by con-
verting Hasbro products to an interactive format
and went on to develop video games bought on
license from TV shows before finally investing in a

new Internet platform, games.com (Govindarajan
and Trimble, 2005).

Synergy A further consideration for those
developing new product strategies, identified in
the literature, is the relationship between the NPD
and existing activities, known as the synergy with
existing activities. High levels of synergy are typ-
ically less risky, because a company will have more
experience and expertise, although perhaps this
contradicts the notion of pursuing product differ-
entiation. With Hasbro, for example, the switch to
interactive technology at first kept some synergies
by sticking to the traditional games for which the
company was known. Once the new interactive
versions were successful, the company could then
move to unfamiliar (less synergistic) games, before
combining the completely new games with a new
technological platform. Even then, there was a
need for learning, as the corollary of less synergy is
lack of knowledge. The Hasbro management team
did not know whether it could turn other com-
panies’ video games into successes as it had done
with its own games, nor did the team have any
knowledge of how quickly video game players
might switch to the Internet (Govindarajan and
Trimble, 2005).

Risk acceptance Finally, the creation of an
internal orientation or climate which accepts risk
is highlighted as a major role for the new product
strategy. Although synergy might help avoid risk
associated with lack of knowledge, the pursuit of
product differentiation and advantage must entail
acceptance that some projects will fail. An atmos-
phere that refuses to recognize this tends to stifle
activity and the willingness to pursue something
new. Again, the Hasbro example reveals some
insights here. The original switch to interactive
platform took place back in 1997, and results for
97/98 were strong. On the basis of early successes,
the investment in the new platform was initiated
but results in both 1999 and 2000 were disappoint-
ing. Risk was accepted, but almost blindly, since
according to Govindarajan and Trimble (2005),
there was a reluctance to make predictions, or
plan, based on the idea that both would be wrong
anyway, and that first to market was the key to
success. There was therefore a lack of planning,
lack of learning, which meant that little attempt
was made to ditch the initiatives that were not
succeeding and focusing more resource on those
that were doing well.

Once the general direction for NPD has been
set, the process of developing new ideas, dis-
cussed below, can become more focused.
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Idea generation
This is a misleading term, because, in many com-
panies, ideas do not have to be ‘generated’. They
do, however, need to be managed. This involves
identifying sources of ideas and developing means
by which these sources can be activated. The aim
of this stage in the process is to develop a bank of
ideas that fall within the parameters set by ‘new
product strategy’. Sources of new product ideas
exist both within and outside the firm. Inside the
canon company, technical departments such as
research and development, design and engineering
work on developing applications and technologies
which will be translated into new product ideas.
Equally, commercial functions such as sales and
marketing will be exposed to ideas from cus-
tomers and competitors. Otherwise, many com-
pany employees may have useful ideas: service
mechanics, customer relations, manufacturing and
warehouse employees are continually exposed to
‘product problems’ which can be translated into
new product ideas. Outside the company, com-
petitors, customers, distributors, inventors and
universities are fertile repositories of information
from which new product ideas come. Products
launched with extensive consumer research include
Ryvita Minis, the relaunched Hovis pack and Bliss
(Marketing, 2004, p. 40).

Screening
The next stage in the product development process
involves an initial assessment of the extent of
demand for the ideas generated and of the capabil-
ity the company has to make the product. At this,
the first of several evaluative stages, only a rough
assessment can be made of an idea, which will not
yet be expressed in terms of design, materials, fea-
tures or price. Internal company opinion will be
canvassed from R&D, sales, marketing, finance and
production, to assess whether the idea has poten-
tial, is practical, would fit a market demand and
could be produced by existing plant and to estimate
the payback period. In their 2004 benchmarking
study, Cooper, Edgett and Kleinschmidt showed
that the ‘best performers did significantly more ini-
tial idea screening than other firms in their sample.

The net result of this stage is a body of ideas
which are acceptable for further development.

Concept development and testing
Once screened, an idea is turned into a more
clearly specified concept and testing this concept

begins for its fit with company capability and its
fulfilment of customer expectations. Developing
the concept from the idea requires that a decision
be made on the content and form of the idea.
Concept variations may be specified and then
subjected to concept tests. Internally, the develop-
ment team needs to know which varieties are
most compatible with current production plant,
which require plant acquisition and which require
new supplies, and this needs to be matched exter-
nally, in relation to which versions are more
attractive to customers. The latter involves direct
customer research to identify the appeal of the
product concept, or alternative concepts to the
customer. Concept testing is worth spending time
and effort on, collecting sufficient data to provide
adequate information upon which the full busi-
ness analysis will be made. Increasingly, concepts
are presented via the Internet.

Business analysis
At this stage, the major ‘go–no go’ decision will
be made. The company needs to be sure that the
venture is potentially worthwhile, as expenditure
will increase dramatically after this stage. The
analysis is based on the fullest information avail-
able to the company thus far. It encompasses:

1 A market analysis detailing potential total market,
estimated market share within specific time
horizon, competing products, likely price, break-
even volume, identification of early adopters and
specific market segments.

2 Explicit statement of technical aspects, costs,
production implications, supplier management
and further R&D.

3 Explanation of how the project fits with
corporate objectives.

The sources of information for this stage are both
internal and external, incorporating any market
or technical research carried out thus far. The out-
put of this stage will be a development plan with
budget and an initial marketing plan.

Product development and testing
This is the stage where prototypes are physically
made. Several tasks are related to this develop-
ment. First, the finished product will be assessed
regarding its level of functional performance. Until
now, the product has only existed in theoretical
from or mock-up. It is only when component parts
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are brought together in a functional form that the
validity of the theoretical product can be defini-
tively established. When the founders of Innocent
Smoothies were thinking of going into business,
they bought £500 worth of fresh fruits and ‘prod-
uct tested’ them at a music festival (Marketing,
2004, p. 40). Second, it is the first physical step in
the manufacturing chain. Whilst manufacturing
considerations have entered into previous deliber-
ations, it is not until the prototype is developed
that alterations to the specification or to manufac-
turing configurations can be designed and put into
place. Third, the product has to be tested with
potential customers to assess the overall impres-
sion of the test product. Some categories of prod-
uct are more amenable to customer testing than
others. Capital equipment, for example, is difficult
to have assessed by potential customers in the
same way as a chocolate bar can be taste-tested, or
a dishwasher evaluated by an in-house trial. One
evolving technique in industrial marketing, how-
ever, is called ‘Beta-testing’, practised informally
by many industrial product developers.

Test marketing
The penultimate phase in the development cycle,
test marketing, consists of small-scale tests with
customers. Until now, the idea, the concept and the
product have been ‘tested’ or ‘evaluated’ in a some-
what artificial context. Although several of these
evaluations may well have compared the new
product to competitive offering, other elements of
the marketing mix have not been tested, nor has the
likely marketing reaction by competitors. At this
stage the appeal of the product is tested amidst the
mix of activities comprising the market launch:
salesmanship, advertising, sales promotion, dis-
tributor incentives and public relations.

Test marketing is not always feasible, or desir-
able. Management must decide whether the costs
of test marketing can be justified by the additional
information that will be gathered. Further, not 
all products are suitable for a small-scale launch: 
passenger cars, for example, have market testing 
complete before the launch, while other products,
once launched on a small scale, cannot be with-
drawn, as with personal insurance. Finally, the
delay involved in getting a new product to market
may be advantageous to the competition, who 
can use the opportunity to be ‘first-to-market’.
Competitors may also wait until a company’s test
market results are known and use the information
to help their own launch, or can distort the test

results using their own tactics. In addition, for
some services, the relative cost of launching a new
product is lower, because there are fewer tangible
elements in which to invest, so a direct market
entry (perhaps on a limited scale) is a viable alter-
native. Particularly in the fashion industry a fabric,
design, cut will be launched directly into stores
and, if popular, more designs using the same fabric,
ideas and other features will be added.

Some of the problems faced as a result of test
marketing have encouraged the development and
use of computer-based market simulation models,
which use basic models of consumer buying as
inputs. Information on consumer awareness, trial
and repeat purchases, collected via limited sur-
veys or store data, are used to predict adoption of
the new product.

Commercialization or launch
This final stage of the initial development process
and is very costly. Decisions such as when to
launch the product, where to launch it, how and
to whom to launch it will be based on information
collected throughout the development process.
With regard to timing, important considerations
include:

� seasonality of the product;
� whether the launch should fit any trade or

commercial event;
� whether the new product is a replacement for the

old one;
� whether it is advantageous to be first to market

(much debate exists regarding this decision).

Location will, for large companies, describe
the number of countries into which the product
will be launched and whether national launches
will be simultaneous or roll out from one country
to another (Chryssochoidis and Wong, 1998). For
smaller companies the decision will be restricted
to a narrower geographical region. The factors
upon which such decisions will be based depend
upon the required lead-times for product to reach
all the distributive outlets and the relative power
and influence of channel members.

Launch strategy encompasses any advertis-
ing and trade promotions necessary. Space must
be booked, copy and visual material prepared,
both for the launch proper and for the pre-sales
into the distribution pipeline. The sales force may
require extra training in order to sell the new
product effectively.
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The final target segments should not, at this
stage, be a major decision for companies who
have developed a product with the market in
mind and who have executed the various testing
stages. Attention should be more focused on
identifying the likely early adopters of the prod-
uct and on focusing communications on them. In
industrial markets, early adopters tend to be
innovators in their own markets. The major con-
cern of the launch should be the development of
a strong, unified message to promote to the mar-
ket. Once accepted by the market, the company
will elicit feedback to continue the improvement
and redevelopment of the product.

Research by Hultink et al. (2000) has shown
the importance of having the tactics of the launch
consistent with the level of innovativeness in the
new product. In other words, the commercializa-
tion of the new product cannot successfully make
claims for it that are dubious. The most successful
launches they studied were innovations aimed at
carefully selected niche markets, supported by
exclusive distribution and pricing.

This explanation of the NPD process has
used the model forwarded by Booz Allen Hamilton
as an example; there are numerous other models,
which are similar in their representation of a series
of activities necessary to bring new products to
market. The next section of this chapter considers
two related concepts that are central to the process
of NPD: Uncertainty reduction and the role of
information.

Uncertainty and information 
roles in NPD

At the heart of the notion of the process of develop-
ing new products is the notion that the beginning
of the process concerns an idea for a new product
or service and at its end an actual product or serv-
ice is designed for, delivered to and appreciated
by a market. On the journey from idea to finished
product, many questions will be raised and
answered, relating to the market (its receptivity,
size, congestion), the technologies (if they can be
developed, how, with what resources and up
against which competitors) and the commercial
skills that may be required to sell the new product
effectively. This requires progressive uncertainty
reduction and indeed the whole procedure has
been described as one of information processing
(see Hart et al., 2004) whose aim is to continually

reduce the uncertainties which pervade the process
and whose nature varies at every stage.

Uncertainty
Tzokas identifies six types of uncertainty found
throughout the NPD process, namely, market,
technological, competitive, resource, product pol-
icy and organizationally based uncertainties.
These can be illustrated and slotted into the NPD
process as shown in Table 13.1.

Of course, the primary input to uncertainty
reduction is the collection, dissemination and use
of information throughout the NPD process,
which is dealt with below.

Information
The role which information can play in facilitating
an efficient NPD process and achieving functional
co-ordination is implicit in the literature on success
in NPD. The notion of reducing uncertainty as the
main objective of the project development activ-
ities is reiterated throughout the literature: project
activities ‘can be considered as discrete information
processing activities aimed at reducing uncertainty. . .’
(Moenaert and Souder, 1990, p. 92). These activ-
ities include gathering and disseminating infor-
mation and making decisions based upon this
information, which must include evaluations of
both the market and technical aspects of the develop-
ment project. Indeed, it is ultimately this informa-
tion which is evaluated during the NPD process
review through the ‘gates’.

In order to reduce uncertainty, it is not suffi-
cient that information be processed, it also has to
be transferred between different functions
(Moenaert and Souder, 1990). In this way the
uncertainty perceived by particular functions can
be reduced. At the same time the efficient transfer
of quality information between different func-
tions encourages their co-ordination (Moenaert
and Souder, 1990).

Information, therefore, is a base currency of
the NPD process; evaluative information is crucial
and must be efficiently disseminated to facilitate
communication. It is even possible to analyse the
various factors which have been shown to correl-
ate with NPD success in such a way as to reveal
the information needs of the process for greater
success. An example of the information elements
implied by the numerous studies into success and
failure is given in Table 13.2.
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Research by Maltz (2000) has shown that the
way in which information is communicated has a
profound effect on its perceived quality and
therefore use. Specifically, his study showed that
across functions involved in NPD, the frequency
of communications needs to be above a threshold
level before information is absorbed. Moreover,
routine e-mail, contributing as it does to the often

unnecessary buzz and obscuring the substantive,
is unlikely to be viewed as quality information.
Scheduled telephone calls were shown to be of
greater value, and impromptu face-to-face conver-
sations are associated with higher levels of per-
ceived information quality. Although it is clear
that information management is central to NPD
and that the models for NPD provide a framework

Table 13.1 Types of uncertainty

Types of uncertainty Stages in process

Idea-Concept Development Launch

Market based
Is there customer need for the product? X
How stable is the need in the long term? X X
How strongly is the need felt? X X
Is the market big enough? X
Do we have access to distribution? X
Do we have experience in this market? X
Do customers perceive value in use? X X X

Technology based
Can the chosen technology deliver the benefit? X
Will the technology become the standard? X
Do we have knowledge of the chosen technology? X
Do we have manufacturing capability for the chosen X
technology?
Which OEMs/suppliers do we collaborate with? X

Competitive based
What would be the reaction of our immediate competitors? X
What would be the new competitive products? X
What is the threat of technologies from other industries? X

Resource based
Do we have the resources to complete NPD on time? X
Do we have the resources to support the X
product in the market?

Product policy based
What would be the effects on other products of the firm? X
What would be the effects on resources for other X
NPD projects?

Organizational based
Do we have the support of top management? 
Are there any interdepartmental conflicts? X
Is there integration among the departments involved? X

Source: Adapted from Tzokas (2000).



Table 13.2 The role of market information in achieving critical success factors

Success factor Studies citing importance Operationalization of success factors Expected market information elements

Strategic success factors

Product Cooper (1990), Cooper and Excellent relative product quality in comparison Customer perceptions of competitive offerings; technological 
advantage Kleinschmidt (1987,1990) to competitive offerings; good value for money dimensions of competitive offerings; customer perceptions of 

(perceived by the customer); excellence in meeting new product’s attributes and benefits; feedback from 
customer needs; inclusion of benefits perceived by customers after trial; feedback on customer understanding of 
the customer as useful; benefits which are obvious the message; perceptual maps – based on customer data;
to the customer; superior price/performance technical specifications, product design information; attributes 
characteristics; unique attributes. and features specifications.

Well specified As above; Rothwell (1972), Firm’s knowledge and understanding, prior to Research information detailing market 
protocol Rothwell et al. (1974), development, of: the target market; customer demographics/psychographics; customer needs, wants and

Rubenstein et al. (1976) needs, wants, preferences; the product concept; preferences; technical specifications, product design information,
product specifications and requirements. attributes and features specifications (prior to development).

Market Maidique and Zirger (1984), High growth rates, high market need for product Economic market data; economic trends; level of employment;
attractiveness de Brentani (2001) type; stability of demand; relative price insensitivity; income levels; inflation rates.

high trial of new products.
Top McDonough (1986) Levels of risk aversion; aspects of corporate Risk involved; identification of product champions; power and 
management support Rothwell et al. (1972, 1974), culture. influence distribution among mangers.
Synergy/ Maidique and Zirger (1984) Knowledge of technology; relevance to otherprojects; Extent of new knowledge involved; technology centres where 
familiarity access to scientific institutes and laboratories. knowledge resides; key scientists; technological networks of firms.

Development process issues

Proficiency Cooper and Cooper and Proficiency of concept screening; preliminary Research on customer perceptions, gap analysis,
of pre- Kleinschmidt, Rubenstein market and technical assessment; preliminary needs analysis, concept tests; market size potential,
development et al. (1976),Voss (1985)) business analysis; preliminary technical assessment. market segments; technical feasibility, preliminary 
activities. costs; market size, likely price, profit, break even, etc.
Proficiency of Rothwell et al. (1972, Proficiency of concept, product and market tests, Market information for the acceptance of alternative product 
marketing 1974), Roberts and Burke service, advertising, distribution and elements of concepts or designs, customer preference data; market profile
activities (1974), Cooper (1979, market launch. information, information concerning the distribution channels 

1980), Maidique and of interest.
Zirger (1984), Link (1987)

Proficiency of Rothwell et al. (1972, 1974), Proficiency in physical product development; Technical solutions to functional and marketing problems;
technological Maidique and Zirger (1984) in-house and in-use test iterations; trial production technical information on test performance; information on 
activities runs; technology acquisition. production costs and problems; information on suppliers’ 

developments and adjacent technologies.
Integration of Rubenstein et al. (1976){AQ1}, Amount of information shared; agreement on Relevance, novelty, credibility, comprehensibility of information;
R&D and Maidique and Zirger (1984), decision-making authority; functional involvement timeliness of information provision.
Marketing Takeuchi and Nonaka (1986), at each stage.

Gupta and Wilemon (1990),
Rochford and Rudelius (1992)

Speed in Takeuchi and Nonaka (1986), Time-to-market; product launched on schedule; Timeliness of information exchange; competitive information.
development Dumaine (1992), Cooper number of competitors on market at time of launch.

and Kleinschmidt (1994)
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for evaluation and control of information flows,
there is considerable discussion regarding their
utility, to which we now turn.

Usefulness of models

The usefulness of the process models, such as that
by Booz, Allen and Hamilton, lies in the way in
which they provide an indication of the magnitude
of the project required in order to develop and
launch a new product. Recent research by Cooper
et al. (2004) showed that using a ‘roadmap’ for
product development, while not widespread
among US businesses in general, was more often
used by best performers (38 per cent using) than
the worst performers (19 per cent using). NPD
models are usually templates or maps which can
be used to describe and guide those activities
required to bring a new product from an idea 
or opportunity, through to a successful market
launch. Like all models, they attempt to capture
the essence of the tasks required to complete a
project, they are therefore general in their orienta-
tion and often criticized for not being applicable to
specific situations. For example, it has been argued
that the development of new services requires dif-
ferent stages and emphases on stages when com-
pared to product development, or that hi-tech
product development does not follow the same
steps as for fast-moving consumer goods, or that
‘really new products’ are a category of develop-
ment all on their own. That said, it is also true that
NPD models take numerous forms and have
evolved in their level of prescription over the
years. Early depictions of NPD models were rather
blunt tools compared to those we have today.
Often they described the NPD process by focusing
on the departments or functions that hold respon-
sibility for various tasks carried out. In a business
to business, technology-based context, the ideas
were often assumed to arise in the R&D depart-
ment; design of the new product carried out by the
design department with the engineering function
responsible for prototyping, followed by produc-
tion who tended the manufacturing problems, in
front of marketing which planned and carried out
the launch. These representations are rather out-
moded. It is now accepted that the ‘pass-the-
parcel’ or ‘relay’ approach to NPD from one
department to the next is not only unnecessarily
time consuming, but does nothing to foster owner-
ship of, or strategic responsibility for, new products,

and there is nothing in the way of market feed-
back, since marketing is presented with the prod-
uct to market. These models have been largely
abandoned by the literature which examines NPD
and by major companies such as Air Products and
Chemicals, Bausch and Lomb, Kraft Foods, to
name three reported by Cooper et al. (2004). The
various stage models have also developed into
those focusing on the stages of decision taken after
each set of activities, and major exemplars of these
models include PACE (Product and Cycle Time
Excellence) and the Stage-Gate model devised by
Cooper (1993).

These processes consist of stages of activity,
followed by review points, or gates, where the
decision to continue (or not) with the development
is made. This approach clarifies the reality and
importance of feedback loops, which although not
impossible within the framework of the simpler
activity-stage models, are usually not highlighted
either. With the decision-stage models, each stage
is viewed in terms of its potential output.

The models can provide a useful framework
on which to build a complete picture of the devel-
opment, particularly with regard to the potential
advantage of the product viewed from the cus-
tomers’ perspectives. They do, however, suffer
from a number of criticisms:

NPD processes are idiosyncratic
The NPD process is idiosyncratic to each individ-
ual firm and to the new product project in ques-
tion. Its shape and sequence depend on the type
of new product being developed and its relation-
ship with the firm’s current activities ( Johne and
Snelson, 1988). In addition to the need to adapt 
the process to individual instances, it should be
stated that in real situations there is no clear
beginning, middle and end to the NPD process.

For example, from one idea, several product
concept variants may be developed, each of
which might be pursued. Also, as an idea crystal-
lizes, the developers may assess the nature of the
market need more easily and the technical and
production costs become more readily identified
and evaluated.

NPD processes go through many
iterations

The iterative nature of the NPD process 
results from the fact that each stage or phase of
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development can produce numerous outputs
which implicate both previous development work
and future development progress. Using the
model provided by Booz, Allen and Hamilton, if a
new product concept fails the concept test, then
there is no guidance as to what might happen
next. In reality, a number of outcomes may result
from a failed concept test, and these are described
below and depicted in Figure 13.3.

� A new idea. It is possible that although the original
concept is faulty, a better one is found through
the concept tests; it would then re-enter the
development process at the screening stage.

� A new customer.Alternatively, a new customer may
be identified through the concept testing stage,
since the objective of concept testing is to be
alert to customer needs when formulating a new
product.Any new customers would then feed into
the idea generation and screening process.

Related strands of development
A further point in relation to the sequencing of
product development tasks is the existence of
related strands of development. These related
strands of development refer to marketing, tech-
nical (design) and production tasks or decisions
that occur as the process unwinds. Each strand of
development gives rise to problems and opportun-
ities within the other two. For example, if, at the
product development stage, production people
have a problem which pushes production costs up,
this could affect market potential. The marketing
and technical assumptions need to be reworked in
the light of this new information. A new design

may be considered, or a new approach to the mar-
ketplace may be attempted. Whatever the nature
of the final solution, it has to be based on the inter-
play of technical, marketing and manufacturing
development issues, meaning that product devel-
opment activity is iterative, not only between
stages, but also within stages. The crucial issue
here is that the activity- and decision-stage models
do not adequately communicate the horizontal
dimensions of the NPD process.

This shortcoming has resulted in the advance-
ment of the idea of ‘parallel processing’, which
acknowledges the iterations between and within
stages, categorizing them along functional config-
urations. The idea of parallel processing is highly
prescriptive: it advises that major functions should
be involved from the early stages of the NPD
process to its conclusion. This, it is claimed, allows
problems to be detected and solved much earlier
than in the classic task-by-task, function-by-func-
tion models. In turn, the entire process is much
speedier, which is now recognized to be an import-
ant element in new product success. It should be
mentioned that a substantial amount of what has
been written about the concept of parallel process-
ing is in the engineering domain.

Although greater integration through parallel
processing has been attempted by various tech-
nical disciplines (e.g. manufacturing and engineer-
ing) the market perspective still appears to be
‘tacked on’ in the technical and engineering litera-
ture. True multi-disciplinary integration, embra-
cing technical and commercial functions, is seen as
crucial to the outcome of new products and will be
considered later in the chapter. Examination of dif-
ferent projects at Hewlett Packard led Rivas and

Screening

Concept test 

Successful ?

Business
analysis

Reformulate

No modification
possible

No new opportunity spotted

No new idea emerges

No abandon 

Figure 13.3 Iteration in the NPD process
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Gobeli (2005) to conclude that freely distributed
information, across multi-functional teams where
there were clearly identified roles are crucial les-
sons for success.

The inclusion of third parties in the
process

Another criticism of the ‘traditional’ process
model forwarded by Booz, Allen and Hamilton
and others is that it fails to show the importance
of parties external to the firm who can have a
decided impact on the success of new product
development. Several studies have shown the
importance of involving users in the NPD process
to increase success rates (Thomke and von Hippel,
2002; Hillebrand Biemans, 2004). Equally, there is
growing interest in the need for greater supplier
involvement, in order to benefit from the advan-
tages of supplier innovation and just-in-time (JIT)
policies. The role of suppliers is growing in the
quest for speed to market. For example, Dell shifted
much of its component design work – laptop
screens, optical drives to supplier partners Doolan
(2005). Similarly, when Whirlpool decided to invest
in a range of products for domestic garages, it
decided to outsource much of the manufacturing
(Andrew and Sirkin, 2003).

These shortcomings emphasize that the
management of the NPD process is more than
simply the number and sequencing of its activ-
ities. The extent to which the activities can or can-
not be effectively carried out demands attention
to the people, or functions, within the process. It is
to these issues that we now turn our attention.

People
People involved in the NPD process and the way
in which these people are organized are critical
factors in the outcome of NPDs. In order to com-
bine technical and marketing expertise, a number
of company functions have to be involved: R&D,
manufacturing, engineering, marketing and sales.
As the development of a new product may be the
only purpose for which these people meet profes-
sionally, it is important that the NPD process
adopted ensures that they work well and effectively
together. Linked to this is also the need for the voice
of the customer to be heard, as well as that of suppli-
ers, where changes to supply may be required or
advantageous.

The Stanford Innovation Project (Maidique
and Zirger, 1984) identified functional co-ordination
as a critical factor contributing to the development
of successful new products. Support for the impor-
tance of functional co-ordination is to be found 
in numerous studies, including Pinto and Pinto
(1990), who found that the higher the level of
cross-functional co-operation, the more successful
the outcome of NPD. The benefits of a close rela-
tionship between functional co-ordination and an
integrated set of NPD activities have already been
highlighted, including the reduction of the devel-
opment cycle time, cost savings and closer com-
munication so that potential problems are detected
very early in the process (Larson, 1988). Although
integration of all the relevant functional spe-
cialisms into the NPD process is necessary, one
particular interface has been given more attention
in research studies: the R&D/marketing interface,
due to the impact of this interface on the success
with which a technological development can be
made to match customer need.

Although a host of issues pertain to the inte-
gration of the R&D and marketing functions, one
of the most powerful is that of how information is
exchanged and acted upon throughout the NPD
process.

The foregoing discussion of the usefulness of
existing models shows that while it is useful to
have a checklist of the crucial tasks needed to
ensure that new products meet customer needs,
any useful framework must allow for numerous
inputs from a variety of functions both within and
outside the company and must allow for both ver-
tical and horizontal flows of market and technical
information across these functions throughout the
NPD project. Below an alternative framework for
NPD is discussed, called the multiple convergent
approach (Hart and Baker, 1994).

In suggesting a way forward in NPD research
which builds on process models but which also
takes account of the lessons to be learned from
studies of success and failure in NPD, the multiple
convergent process attempts to break-down
research-discipline boundaries, which has direct
and explicit consequences for people. This model
is conceptually derived from the idea of parallel
processing, and is shown in Figure 13.4.

Although models based on parallel process-
ing were an improvement on earlier versions,
there was an inherent problem in their parallelism.
Definitions of ‘parallel’ refer to ‘separated by an
equal distance at every point’ or ‘never touching
or intersecting’, and while there are references to
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simultaneity, it is a somewhat troublesome notion
that suggests functional separation, when all the
performance indicators in NPD point to the need
for functional integration. On the other hand, ‘to
converge’ is defined as ‘to move or cause to move
towards the same point’ or to ‘tend towards a com-
mon conclusion or result’, and is therefore, a more
precise indicator of what is required of NPD 
management.

Realizing, however, that there are still func-
tionally distinct tasks which must be carried out at
specific points throughout the NPD process, it is
clear that the tasks will be carried out simultan-
eously at some juncture and that the results must
converge. Due to the iterations in the process, this
convergence is likely to happen several times, 
culminating at the time of product launch. As pre-
viously mentioned, the process is a series of infor-
mation gathering and evaluating activities, and as
the new product develops from idea to concept to
prototype and so on, the information gathered
becomes more precise and reliable and the deci-
sions are made with greater certainty. Therefore as
the development project progresses, there are a
number of natural points of evaluation and a
number of types of evaluation (market, func-
tional) which need to be carried out in an inte-
grated fashion. These convergent points can be 
set around decision outputs required to further
the process.

The advantages of viewing the process this
way are as follows:

1 Iterations among participants within stages are
allowed for.

2 The framework can easily accommodate third
parties.

3 Mechanisms for integration throughout the
process among different functions are set in the
convergent points.

4 The model can fit into the most appropriate NPD
structures for the company.

Iterations within stages
As the relevant functions are viewed in terms of
their contribution to each stage in the process by
their specialist contribution, the cross-functional
linkages between stages are incorporated. The
extent of involvement of different bodies or out-
side parties will be determined by the specific
needs of each development in each firm. Thus,
within stage iteration can benefit from both task
specialization which will increase the quality of

inputs and integration of functions via informa-
tion sharing and decision making.

Accommodation of third parties
Several studies have shown the importance of
involving users in the NPD process to increase
success rates (Biemans, 1992). Equally, there is
growing interest in the need for supplier involve-
ment, in order to benefit from the advantages 
of supplier innovation and JIT (Ragatz et al.,
1997).

Mechanisms for Integration
Although the need for cross-functional integra-
tion has been widely claimed, there is some evi-
dence to suggest that, in practice, this is not easy
to achieve. In Biemans’ study, most of the com-
panies showed an understanding of the need to
integrate R&D and marketing activities, although
the desirability of this is not considered to be
automatic, based on the evidence of the com-
panies surveyed. A key element in integration is the
amount of information sharing, and the multiple
convergent process offers the opportunity for
information sharing which is neglected by other
models. Clearly, a host of other factors are likely
to influence the amount of cross-functional infor-
mation sharing, including organizational climate
and structure. This said, the multiple convergent
model carries within it the impetus for informa-
tion sharing through the convergent points that
can be located liberally throughout the process.

However, in studies stress that the appropri-
ate level of integration must be decided upon,
and that this level is dependent upon organiza-
tional strategies, environmental uncertainty,
organizational factors and individual factors.
This requires attention, not only to the process of
developing new products, but also to the mechan-
isms used to manage the people responsible for
bringing new products and services to the market
and therefore to organizational design for NPD.

Organizational design for NPD

The process of developing successful new prod-
ucts needs to match technological competence
with market relevance. Based on our discussions
thus far, numerous inputs are required to achieve
these twin goals. Much research has been carried
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out into various aspects of ‘co-ordination’ and
‘integration’ of the perspectives of different discip-
lines in NPD. This research is confusing, how-
ever, not only because of the sheer number of
aspects of functional co-ordination which have
been investigated, but also because of the variety
of terms used to refer to what this article calls
‘functional co-ordination’. Pinto and Pinto (1990,
p. 203) make an informative summary of the dif-
ferent terms which have been used. Whatever the
precise definition, it is important for companies
to institute NPD processes and design structures
which promote integration and co-ordination, at
the same time as preserving the efficiencies and
expertise within functional speciality. A recent
article, by Olson et al. (1995) identified seven
types of new product structure, or co-ordination
mechanisms, which they describe in terms of four
structural attributes: complexity, distribution of
authority, formalization and unit autonomy.
These are shown in Table 13.3 and discussed
below, briefly.

� Bureaucratic control. This is the most formalized
and centralized and the least participative

mechanism, where a high level general manager 
co-ordinates activities across functions and is the
arbiter of conflicts among functions. Each functional
development operates with relative autonomy
within the constraints imposed by hierarchical
directives, and, therefore most information flows
vertically within each department. In such a
mechanism, the different functional activities work
sequentially on the developing product.

� Individual liaisons. Individuals within one
functional department have to communicate
directly with their counterparts in other
departments.Therefore they supplement the
vertical communication found in bureaucracies.

� Integrating managers. In this co-ordination
structure, an additional manager is added to the
functional structure, responsible for co-ordinating
the efforts of the different functional departments,
but without the authority to impose decisions on
those departments.Thus, such integrating
managers have to rely on persuasion and on their
ability to encourage group decision making and
compromise to achieve successful results.

� Matrix structures. Whereas all the previous
mechanisms maintain the primacy of the

Table 13.3 Attributes of interfunctional co-ordination mechanisms

Types of co-ordination mechanisms

Structural Bureaucratic Individual Temporary Integrating Matrix Design Design 
and process control liaisons task forces managers structures teams centres
variables

Structural 
attributes

Complexity Simple Complex 
structures structures

Distribution Centralized Decentralized
of authority

Formalization High; more Low; fewer rules 
reliance on and standard 
rules and procedures
standard 
procedures

Unit Low High
autonomy

Source: Olson et al. (1995).
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functional departmental structure, a matrix
organization structures activities not only
according to product or market focus, but also 
by function.Thus, individuals are responsible to
both a functional manager and a new product
manager.

According to this research, two newer structural
forms have appeared in order to improve the
timeliness and the effectiveness of the product
development efforts within rapidly changing
environments. These forms are:

� Design teams. Like the matrix structure, design
teams are composed of a set of functional
specialists who work together on a specific NPD
project.The difference is that such teams tend to
be more self-governing and have greater authority
to choose their own internal leader(s) who have
more autonomy to establish their own operating
procedures and to resolve internal conflicts.

� Design centres. These centres have many of the
same characteristics as a design team. However,
such a centre is a permanent addition to an
organization’s structure, and members of the
centre are involved in multiple development
projects over time.

As one moves from bureaucratic control toward
more organic and participative structures, the
structural complexity of the mechanisms increases.
Authority becomes more decentralized, rules 
and procedures less formalized and less rigidly
enforced, and the individual units tend to have
more autonomy. Consequently, members of rela-
tively organic structures are more likely to share
information across functional boundaries and to
undertake interdependent tasks concurrently
rather than sequentially.

In other words, as we move from left to right,
structures become less ‘mechanistic’ and more
‘organic’. Relatively organic mechanisms such as
design teams have some important potential
advantages for co-ordinating product develop-
ment. Indeed, the participative decision-making,
consensual conflict resolution and open commu-
nication processes of such a structure can help
reduce barriers between individuals and func-
tional groups. Such participative structures can
also create an atmosphere where innovative ideas
are proposed, criticized and refined with a mini-
mum of financial and social risk. Besides, by facil-
itating the open exchange of creative ideas across
multiple functions, the likelihood of producing

innovative products that successfully address the
market desires as well as technical and opera-
tional requirements is increased.

Finally, reduced functional barriers help
ensure that unanticipated problems that appear
during the development process can be tackled
directly by the people concerned. This reduces
the possibility that vital information may be
delayed, lost or altered.

On the other hand, more participative struc-
tures have also some potential disadvantages,
especially in terms of costs and temporal effi-
ciency. Creating and supporting several devel-
opment teams can lead to overabundance in
personnel and facilities. The main reason for this
is that employees have less relevant experience
when developing innovative product concepts
and then depend more heavily on other func-
tional specialists for the expertise, information
and other resources needed to achieve a creative
and successful product. And these flows of infor-
mation and resources are facilitated by less for-
mal participative co-ordination structures. Thus,
there is potential for stagnation in the process if
the locus of control is unclear. To shed light on
what structures might be used in industry,
research was undertaken by Tzokas and Hart
(2001), reported, in brief, below.

Structures used by industry
Many studies of innovation and product devel-
opment give evidence of the ‘structures’ used to
organize the process. Dyer et al. (2001) found that
US firms which are ‘first-to-market’ tend to use
project co-ordinators most often, followed by
matrix and then dedicated team structures. They
also found that dedicated teams are more suc-
cessful whilst project co-ordinators and matrix
structures are rated to be less successful. Research
by Tzokas and Hart (2001) investigated the use of
six alternative structures used by industry;
results are shown in Figure 13.5.

This study, together with previous work,
suggest that structures may exist either within
or outside what might be termed ‘existing line
functions’, although this is not always made
explicit. For example, Tzokas and Hart’s research
(2001) shows that the most common mechanism
used for NPD is that of a ‘multi-disciplinary team’,
but this was used in combination with other mech-
anisms, such as a new product manager (process
owner) and new product departments. At the risk
of over-simplification, we can classify venture



groups and new product departments as existing
completely outside the normal functional lines,
such as marketing, R&D or engineering.

Venture teams tend to be a permanent ‘mav-
erick’ group, with high status and separate budgets,
reporting to the MD. Their responsibilities can
vary, but include opportunity, identification and
feasibility studies through to management of the
NPD. The advantages are that, freed from the
‘humdrum’ of current business, creativity can 
be encouraged, and the development has high
level support. On the other side, they can turn
into acquisition hunters, may be prone to get into
unrelated areas and can be seen as a waste of time
if they acquire such information from inside the
company, which might occur if they get involved
with the development of existing products.

New product departments or divisions have
the same status as functional divisions and are
essentially outside the ‘mainstream’ of business.
They are usually staffed by a combination of 

factors. They may be used in different ways: as
idea hunters, where ideas are passed to the ‘main-
stream’ for development, or as developers, who
manage the new product from idea through to the
market launch. In the latter instance, the ‘hand-
over’ of the product will take place at the launch,
which may engender feelings of ‘not invented
here’. However, the rationale for the complete seg-
regation of new product activity is to encourage
new ideas for products not contaminated by the
vested interests of those managing the current
business. If, however, new product activity does
need to draw on experience of current technolo-
gies in current markets, then some linkage with
those managing the current business is clearly
beneficial.

Multi-disciplinary teams, new products’ commit-
tees, new product teams, product managers and new
product managers are all limited – some more
directly than others – to the existing line struc-
tures. Indeed Page’s study showed that the line
functions most involved in NPD were marketing,
R&D and engineering. The various teams, com-
mittees or individuals may be given ‘part-time’
responsibility for NPD.

There is an inevitable tension between the
need for integration and existing authority and
responsibility lines. Due to this tension, many
firms will locate responsibility for NPD in one
function, and bring others in as and when
required. This, of course, raises problems in that
development work may be in conflict with the
management of current business. This would be
manifested in time pressures, whereby develop-
ment work is squeezed by existing product man-
agement, and in stifled creativity, owing to
procedures already being in place for existing
products; finally, fresh business perspectives may
be lacking in people who are expert in managing
the current business.

Alternatively, a post of new products man-
ager may be created in marketing or technical
departments. The part-time option can suffer
from time pressures and conflict of roles as besets
much matrix structures and, worse, NPD can
become something of a secondary goal. In add-
ition, the individual new product manager tends
not to be interdisciplinary, which forces negoti-
ation with other departments, as opposed to col-
laboration. As a result, there tends to be a ‘pass
the parcel’ approach to the development project,
which gets shunted around from one department
to the next. Finally, this mechanism tends to be
low level with little leverage for important
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resource decisions, leading to an incremental
approach to NPD and a new product committee.
This is made up of senior managers from salient
functions, and has the purpose of encouraging
cross-functional co-operation at the appropriate
senior level. However, these mechanisms may
suffer from a remote perspective, as the line man-
agers are not really carrying out the task.

Location of new product activity inside or
outside existing functions requires a trade-off.
Since autonomous structures are designed to
allow the unfettered development of new ideas
with greater levels of advantage, without much
reliance on the existing business, it follows logic-
ally that this type of development is precisely
what they should carry out.

Once these autonomous units become
involved with what Johne and Snelson call ‘old
product development’, their inevitable reliance 
on those within the line function may cause a 
conflict. In any case, perhaps the efficiency of an
autonomous unit to redevelop current lines is ques-
tionable. Indeed, the research by Olson et al. (1995)
showed that ‘organic, decentralized participative
co-ordination mechanisms are associated with bet-
ter development performance . . . but only when
used on projects involving innovative or new to
the world concepts with which the company has
little experience on which to draw’ (p. 61).

Looking at product development at Ciba
Vision, a Unit of the Swiss pharmaceutical com-
pany Cibe-Geigy (now Novartis) provides an
interesting example of the issues. Ciba Vision’s
management realized that radical new products
were required to grow the company (and even to
fend off decline) at the same time as continuing to
make money from its more conventional port-
folio of contact lens and eye care products. The
decision was taken to launch six formal develop-
ment projects aiming at revolutionary change,
two in manufacturing processes and four in new
products. Many smaller R&D projects, aimed at
on-going product improvement were cancelled to
release cash for the more ambitious R&D impera-
tives. Traditional business sections were still able
to pursue incremental innovations of their own,
but the R&D budget was dedicated to the devel-
opment of real breakthroughs. These, however,
were freed from the structures of the old organ-
ization and instead autonomous units for the new
projects were developed, each with its own R&D,
finance and marketing functions.

This section has introduced some of the 
complexities involved in designing mechanisms

which provide the appropriate balance between
creativity and innovation on the one hand, and
building on the expertise accumulated with regard
to technologies and markets on the other. Although
the success literature points to the need for cross-
functional teams, the extent to which these should
be autonomous will depend, among other things,
on the type of NPD being pursued.

There is however, another set of issues which
impact upon the management of product and
service innovation projects, namely, the extent to
which this now takes place in networks that cross
firms’ traditional boundaries.

Managing networks for NPD
Research has highlighted the importance of ‘inter-
organizational collaboration’, ‘innovation net-
works’ (e.g. Gnyawali and Madhavan, 2001; Pyka,
2002; Powell et al., 2005). Indeed, the successes 
of companies such as Wal-Mart and Microsoft 
has been attributed to their system of networks
(Iansiti and Levien, 2004) Due to the emphasis 
on speed in the NPD process, together with the
fact that it is a resource-hungry activity, firms will
have to be engaged in learning races, requiring the
capacity to work with specialized companies in
their networks so that all participants get better
and faster (Powell, 1998). In addition, due to the
many different technologies involved in NPD 
it will need networks to leverage the functional
integration required for success (Hakansson et al.,
1999; Owen-Smith and Powell, 2004).

Powell (1998) argues that in order to reduce
the inherent uncertainties associated with new
products or markets, inter-organizational learning
in firm’s networks plays a crucial role in creating
a firm’s competitive advantages. Eisenharkt and
Martin (2000) define ‘dynamic capability’ as ‘the
firm’s processes that use resources to integrate, recon-
figure, gain and release resources – to match and even
create market change . . . by which firms achieve new
resource configurations. . . .’ (p. 1107). Dynamic cap-
abilities consist of processes such as alliancing,
product development by which managers combine
varied skills and functional backgrounds through
inter-firm collaboration. Moreover, ‘dynamic cap-
abilities’, by achieving new resource configurations,
turns the inter-organizational relationships in NPD
networks into another important topic: ‘the chan-
ging dynamics of competition and cooperation’.
Knowledge creation and transferring are two
important topics in studying inter-firm learning
in NPD networks, although an in-depth treatment



is beyond the scope of this book. That said, the
ensuing chapters will make to firms working in
alliances and networks to carry out their NPD
activities.

Summary

This chapter has focused exclusively on how new
products are developed. Starting with the propos-
ition that it takes more than a good idea to make a
successful new product, it has described the main
activities needed to bring a new product to market
successfully. In so doing, the main critical success
factors for NPD which have been revealed through
research have been woven into the discussion of
the process models commonly exhorted as the
blueprints for success. This discussion has, in turn,
highlighted the importance of market information
to the successful completion NPD projects but it
has also shown that blind adherence to a model for
NPD cannot be productive as the whole business
needs to be characterized by flexibility and open to
creativity from various sources within and outside
companies. The argument has presented informa-
tion as a central thread of successful NPD. The
NPD process is one of uncertainty reduction
which requires information, constant evaluation of
options, which requires information and integra-
tion of various functional perspectives, also requir-
ing the sharing of information. A review and
critique of the current models is given, revealing
their contribution to and constraints on the process
of developing new products and suggestions have
been derived from recent research as to how they
might be improved and managed.
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CHAPTER 14

Pricing 
TONY CRAM

Introduction

Pricing is crucial, often mismanaged, feared, chal-
lenging, yet ultimately an opportunity. This chap-
ter will illustrate methods of setting prices, how
best to understand and influence customer’s per-
spectives on value, how to behave towards com-
petitors and critically how to capture value for
the firm. Finally it will give pointers to measuring
price performance.

Pricing impact and challenge
Pricing is crucial. Arguably, pricing is the most
significant element of the marketing mix after the
product itself. An agreed price permits a transac-
tion to take place, which is the core of the market-
ing process. Marketing focuses on creating value
for a customer through developing a product or
service to meet a need; price is the mechanism that
captures a share of that value for the seller. Thus
price is a significant lever in obtaining a profitable
return. The case is long proven – in 1992, a
McKinsey survey of 2483 companies calculated
that a 1 per cent increase in prices improved oper-
ating profit by 11.1 per cent – greatly exceeding
the impact of a 1 per cent improvement in fixed
costs (�2.3 per cent), volume (�3.3 per cent) or
even variable costs (�7.8 per cent). Furthermore,
the price positions a brand more quickly and cred-
ibly than any advertisement – a buyer knows from
its price tag that a Hagen Dazs is not an everyday
ice cream.

Pricing is often mismanaged. J. Dean 
(1947), writing in ‘Planning the price structure’,

observed that pricing is the ‘last stronghold of
medievalism in modern management’. Foremost
advertising guru, David Ogilvy (1983) wrote in
his book Ogilvy on Advertising that ‘pricing is
guesswork. It is usually assumed that marketers
use scientific methods to determine the price of
their products. Nothing could be further from the
truth’. A 2003 report by the consultants McKinsey
& Company suggested that 80–90 per cent of poor
pricing decisions featured under-pricing. Finally
Mark Ritson, an assistant professor of marketing
at London Business School, is quoted in the
Financial Times (2002): ‘Pricing is the worst man-
aged of all marketing areas. How prices are
decided is often a mixture of voodoo and bingo’.

Pricing is feared. Pricing is the explosive busi-
ness variable. The wrong price can prejudice sales
and damage commercial prospects rapidly and
decisively. Price also generates powerful emotions.
Low prices can lead to accusations of dumping and
predatory pricing judgements. It can tarnish a
brand with the label of cheapskate. At the other end
of the scale, apparently high prices result in charges
of gouging, fleecing, unfairness and rip-off. Getting
the wrong price carries with it relationship and
reputation dangers beyond profit shortfall.

Pricing is challenging. First, there is the sur-
feit of data. Wide product ranges, sold in numer-
ous markets and bought by myriads of customers,
result in huge quantities of data. Analysing sales
can be like drinking from a fire hydrant. Added 
to this, a firm will have manifold competitors –
direct and indirect – whose actions may impact on
the relative perceptions of customers. A further
factor in the pricing equation is the margin effect
of changing cost prices: ingredients, packaging,



labour, storage, insurance, transportation, advertis-
ing and merchandizing. Internally, there are many
players in the pricing process. Accounts depart-
ment will track costs, Sales will consider customers,
the marketing department will research consumers
and competitors, legal department will ensure regu-
latory compliance, production and distribution set
supply constraints. Conflicting objectives need res-
olution when the finance department’s view on
margin calls for higher prices and the sales team
focus on revenue and share growth demands lower
prices. In the experience of McKinsey consultants,
Eugster et al. (2000), ‘Companies often base prices
on the anecdotal evidence of a few vocal sales peo-
ple or product managers’. Finally it is hard to set
measurable objectives for pricing. High prices may
mean lost sales. Low prices may mean margin left
on the table. The true measure of pricing is the min-
imization of profit foregone through under- or
over-pricing, which is difficult to calibrate in a bal-
anced scorecard (Figure 14.1).

As a result of these challenges, many organ-
izations silently delegate pricing decisions to their
customers and competitors. They simply react to
pressures and opportunities in the marketplace as
they arise.

Yet, ultimately pricing is an opportunity.
Commerce began when primitive man first
bartered or exchanged goods of equivalent value.
The cowry shell was the first form of money in
China and elsewhere by 1200 BC. Metal coins
were minted in Greece in 680 BC and the concept
rapidly spread around the old world. The inven-
tion of money simplified transactions and price
truly entered the consciousness of human kind.
Determining the right price is a challenge. The
right price gives value to the customer, differenti-
ates from the competitor and gives a commercial
return to the seller. This is the pricing opportunity.

Three methods for devising prices
There are three pointers for devising prices. The
first method is to look at costs and mark up an
acceptable margin. As a rule of thumb, this may be
used, for example, by an industrial wholesaler
who obtains numerous items from different
sources. The appeal of this approach is based on
hard facts – your costs are certain and a margin
based on marking-up costs ensures that all prod-
ucts are contributing to profitability. However,
costs are an internal matter. ‘The customer does
not care about the firm’s costs . . . only about the
value he/she is getting’ (Diamantopoulos, 1995). 
A focus on costs ignores the value offered to the
market. Pop-corn is bought in cinemas for £4.00
per tub, yet the raw materials of corn, sugar and
card all cost a matter of pence. Cost-based prices
are unlikely to capture an appropriate share of the
potential value of the marketplace. Mark-up pri-
cing tends to leave money on the table (Figure 14.2).

The second method is to study competitors. In
this situation, companies set prices primarily with
reference to one or more other players in the mar-
ket. Frequently, this applies to follower brands
whose prices are set at a discount to the leading
brand. This ongoing reactive approach commodi-
tizes products and services. It assumes that your
goods are identical to competitors, with price as
the only basis for choice. It downplays differenti-
ation and may miss the value created for the buyer.

The third method is to see what the market
will bear. This approach identifies the amount a
buyer is able and willing to pay for the product or
service. An auction website such as eBay is an
example of a means whereby a seller can assess
how much a customer values a product –
prospective buyers see descriptions and illustra-
tions of products and then bid competitively until
the auction closes. This method comes closer to
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capturing full value because it tests how much a
bidder values the auction lot. The more competi-
tive the bidding is, the more effective is the value
capture. However, for most companies with wide
product ranges that serve large numbers of cus-
tomers, an auction or an individual negotiation is
impractical. They, therefore, need other means to
discover what the market will bear.

Pricing – customer perspective

The objective of pricing is to optimize the com-
pany’s economic value by capturing the value the
customer sees in the proposition. This implies
identifying the point at which the greatest revenue
(and profit) can be achieved (see Figure 14.3).

Price-setting should begin with establishing
how the customer values the product or service
and what they are willing to pay. Yet, few com-
panies use pricing research effectively. A survey
quoted by Kent B. Monroe and Jennifer L. Cox
(2001), writing in Marketing Management, found
that 88 per cent of companies did little or no ser-
ious pricing research – only 8 per cent of com-
panies could be classified as conducting
professionally pricing research to support develop-
ing an effective pricing strategy.

Pricing research
Customers seem unable to answer honestly the
question: How much would you pay for this?

David W. Lyon’s (2002) article ‘The Price is Right
(or is it?)’, published in Marketing Research,
explains the difficulty. He writes, ‘hearing such a
question, many respondents immediately shift
into bargaining mode and produce opening offers
that aren’t even remotely reflective of what their
real world behaviour would be’. A simple but
more reliable direct question is the ‘Buy Response
Question’. Known as Gabor–Granger technique
after the economists who invented it in the 1960s,
the method is to describe or demonstrate a product
with its features, mentioning the price in context.
The customer is asked, ‘Would you buy it?’ The
price should be presented unobtrusively, so it is
seen as just one of the features of the product. To
gauge price sensitivity, it is essential to test differ-
ent price options. Obviously, if a single respondent
were presented with a second option – a package
identical apart from a price change – then he/she
will be sensitized to price and revert to bargaining
mode. Sequential tests may be appealing in terms
of reducing research costs, but they actually
destroy meaning. Therefore, monadic tests are
used – each respondent is asked once only.

A more sophisticated approach was devised
by the Dutch psychologist Peter van Westendorp
in the 1970s. This is most often used for new
products where there is no obvious value 
benchmark or competitor equivalent. The Van
Westendorp Price Sensitivity Meter (PSM)
describes or demonstrates the product as before
and then poses four questions:

1 At what price would you consider this product to
represent good value?

2 At what price would you say this item is getting
expensive, but you would still consider buying it?

3 At what price would you consider this product to
be too expensive to consider buying it?

4 At what price would you consider this product to
be priced so cheaply that you would worry about
quality?

There is an intersection point where the number
of respondents who regard the product as too
expensive exactly equal the number who see it as
too cheap. This intersection is the recommended
price.

Finally, trade-off or conjoint analysis is a stat-
istical technique developed by Luce , a math-
ematical psychologist and Tukey, a statistician
(described in Green and Srinivasan, 1978; Green 
et al., 1981). This technique compels respondents
to make ‘either/or’ choices that effectively rank 
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benefits and benefit combinations against differ-
ent price points. Respondents are invited to
choose between different paired offers. The offers
consist of various attributes and for each attribute
a number of levels. For example, one attribute of a
laptop computer might be portability and the 
levels might be three specified weights. Another
attribute might be processing speed with three
levels, and similarly for style and price. Each offer
pairs a higher level of one attribute and a lower
level of another at different price points. By giving
a significant number of choices to a representative
sample – in excess of 200 for statistical significance –
it is possible to develop a robust model of the
price people are prepared for potential combin-
ations of benefits. Customers’ preferences for dif-
ferent offers are ranked and then decomposed in
order to determine the person’s inferred ‘utility
function’ or value for each element of the benefit
package. Respondents’ choices show the trade-
offs they would make and convey the relative
importance of each attribute in numerical terms.
Conjoint analysis can be administered cost effect-
ively online, once the sample has been qualified
by telephone recruitment.

Probing intentions and preferences around
price has perils. Research techniques risk that pre-
dicted behaviour may not occur in practice. For
this reason, the most reliable findings come when
real people are making normal decisions in a
familiar environment. If it is possible to use actual
behaviour as the guide, then do so. Hence, histor-
ical sales data, panel data, store scanner data and
price tests are often used to establish reactions to
price in practice. Writing in Fast Company, Charles
Fishman (2003) describes the research conducted
for DHL by the Texas-based pricing consultancy
Zilliant. Their software runs numerous experi-
ments, testing slightly changed prices on real cus-
tomers, measuring the response of cells of
customers. Tests covered prices for all weights of
package across 43 different markets. With thou-
sands of data points, the software measured cus-
tomers who called, asked for a price and then did
not ship. These failed prices indicated the price
ceiling. Lower prices calibrated the potential for
volume increase. The results showed that DHL –
with its strong international reputation – did not
need to match lower-priced rivals, UPS and
Fedex. Hundreds of prices were changed. Some
prices were lowered slightly, still maintaining a
premium over competitors while gaining volume,
revenue and profit. The critical pricing dimension
is the amount that the customer is willing to pay.

Price sensitivity
Price levels will impact on the number of cus-
tomers buying. When a price rises, fewer people
are able or willing to buy and the remaining 
buyers may decrease their purchasing quantity or
frequency. Higher tax on cigarettes raises prices
to discourage smoking. When prices fall, more
buyers enter the market or buy more often. As the
price of DVD players has fallen, more and more
households have bought them. Economists call
this relationship the Price Elasticity of Demand
(PED). This measures the percentage change in a
product’s unit sales as a result of a change in
price. The demand elasticity, ‘E’ is normally a
negative number because positive price changes
(or increases) usually result in sales declines.
Price sensitivity varies between categories and
products. It may also vary over time. Innovative
customers and early adopters tend to be less price
sensitive when they discover new and unique
products. The first buyers of iPods paid a price
premium. As markets mature, novelty fades, cus-
tomers become more familiar with product char-
acteristics and price often becomes a greater
factor in purchases.

Thomas T. Nagle and Reed K. Holden (2002),
writing in The Strategy and Tactics of Pricing, iden-
tify nine ‘effects’ that influence willingness to 
pay and result in buyers being more or less price-
sensitive.

1 Reference price effect. Willingness to pay is
influenced by the perceptions buyers have of the
relative cost of an alternative. If customers are
unaware of substitutes, they will be less price-
sensitive. If they are aware of an alternative, they
will use this as a benchmark. Memory of previous
purchases will give an understanding of
acceptable value.Where they see comparisons
side by side in a retail store, this will also
encourage confidence in making a purchase and
shape the resultant behaviour.

2 Difficult comparison effect. Willingness to pay is
influenced by the ease of making valid
comparisons. If the product or service alternative
is difficult to evaluate (e.g. legal services – then
customers will be less price-sensitive about
buying from a trustworthy firm or brand).

3 Switching cost effect. The greater the amount of
cost or effort in changing supplier, the less price-
sensitive will be the customers. Barriers to exit
may be financial or involve psychological
switching costs (Cram, 2001).
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4 Price–quality effect. Prestige signified by high price
counteracts price sensitivity. Halving the list price
of a Rolex would make it much less effective in
conveying to others the wealth of the owner.
Some other products, wine for example, which
are hard to judge unopened, may be bought using
price as a signal of relative quality.

5 Expenditure effect. Buyers will be more price-
sensitive when the expenditure involved
represents a greater portion of their available
income. Higher spending means more focus on
price.Thus, a snack bought as a single item 
may be purchased spontaneously, whereas the
same snack bought as part of the weekly
supermarket shop will be subject to closer 
price scrutiny.

6 End-benefit effect. When an item purchased is a
component part of a bigger decision, the price
sensitivity will be influenced by the proportion of
the item’s cost relative to the whole ensemble.
For instance, a colleague, renowned for his search
for value in other areas of his life, placed a
deposit on a new Porsche Boxster at an agreed
price.The day the order came to be confirmed,
the salesman asked if he wanted leather seats.
In the context of the whole package, the £2000
cost seemed relatively small.An hour later, the
buyer commented,‘That’s the fastest £2000 
I ever gave away!’

7 Shared cost effect. The portion of the price paid by
a buyer will influence their price sensitivity. Items
may be subsidized by an employer or be tax
deductible, or the cost may be shared in a joint
venture.

8 Fairness effect. Willingness to pay is strongly
affected by an emotional perception of fairness.
This is a strongly subjective area. Perceived
fairness is linked to assumptions about the 
seller’s profit margin and their motives.A feeling
that a very large company is increasing prices 
to vulnerable individuals might be seen as 
unfair.

9 Framing effect. Framing is linked to prospect
theory. People frame purchases as a bundle of
gains and losses. Kahneman and Tversky (1979)
identified that individuals tend to be more
sensitive to the prospect of a loss than the
prospect of a gain.They are more price-sensitive
when they perceive a price as a ‘loss’ to them
rather than a foregone gain.

There are other factors that influence willingness
to pay. For example, buyers who cannot store a
product are less price-sensitive, and products that

cannot be stored – like phone calls – will be less
subject to price scrutiny than inventory items.
This may be a pricing opportunity for ‘just-in-
time’ suppliers.

Price discrimination
Price sensitivity will vary between customers.
Yet, an average price assumes that customers
value the product identically. The single price
brings two negative concepts:

1 Some customers valued the product more highly
than the single price.They would have paid more
and money was left on the table.

2 Other customers cannot or will not afford the
single price.They would, however, have bought at
a lower price that still delivered a return above
the cost price. Profitable sales were lost.

In Figure 14.4, a price of £50 is chosen. Half the
customers were willing to pay more and their
value is not captured by the single price.
However, half the customers would only pur-
chase at a lower price and their sales potential has
been lost at £50. A single price policy loses poten-
tial profit and potential sales. It also risks attack
from smart competitors who pick off profitable
segments. Historically, credit card companies
have overcharged low risk customers and there-
fore new entrants can segment their approach
and skim off the most attractive customers with a
better proposition.

Where different customers or groups of cus-
tomers value products differently, the route to
capturing this value is through differential pri-
cing. Successful price discrimination requires that
sellers find credible and sustainable ways to serve
different segments at different prices. Economist
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Arthur Pigou (1920) labelled three degrees of
price discrimination:

1 First degree. This occurs when there is a unique
price for every customer.An auction is an
example. Haggling in a bazaar is designed to
identify the highest price each buyer will bear.
Many business-to-business services will be based
on bespoke prices per customer, driven by an
assessment of economic value and a negotiated
agreement.

2 Second degree.This is a rule-based approach which
is evident when there is a visible and obvious
relationship between the volume purchased and
the price as in bulk-buying and group terms.
Time-based pricing is another form of second
degree discrimination with early-bird discount,
‘Happy Hours’ and last minute standby seats at
theatres.

3 Third degree.This occurs when a segmented
market permits watertight sales to one group at
one price and to another group at another level
with no arbitrage or transfer taking place
between the segments. Gender-based
segmentation is an example where women pay
more for haircutting.Another form occurs when
different prices are charged through different
sales channels.The Internet may offer lower
prices than a retail store. For third degree
discrimination to succeed, it must be acceptable
to legal jurisdictions and either be invisible to
customers or if visible to appear justifiable.The
simplest form of price segmentation is effort
based. Cost-conscious consumers will take time
to read, understand and clip coupons from
advertisements, carrying them in their wallets
until the moment they are able to exchange them
at point of purchase. Less price-sensitive
customers will not be prepared to take the
trouble and pay full price. Imposing effort for
discounts will screen out the lazy, the busy and
the price insensitive. Some companies offer a
brand per segment.Volkswagen Group cover four
segments with brand variants: a base model under
the Skoda marque, a mainstream model under the
VW brand, a SEAT sporty model and an Audi
status version.

Pricing can shape customer behaviour
The pricing strategy adopted by a company 
can inadvertently train its customers to behave 
in unprofitable ways. For example, Thomas T.
Nagle and George E. Cressman (2002) criticize

business-to-business companies who operate a
reactive pricing processes. Without formal pricing
structures and lacking strict criteria for discounts,
these companies allow price negotiation as long as
deals meet some minimum profit level. The inten-
tion is to be flexible and responsive to changing
market dynamics. The result can be expensive.
Regular customers soon learn that aggressive nego-
tiating achieves larger and more frequent dis-
counts. Smart buyers institute policies that drive
deeper discounts – requiring sales people to deal
with procurement departments, limiting supplier
contact with satisfied users. They allocate wedges
of business to competitors to increase leverage.
They form buying co-operatives. The company has
taught its customers the benefits of price resistance –
rewarding them with discounts if they will not
agree immediately. ‘Good customers’ have been
incentivized to become ‘bad customers’. Similarly
in consumer goods companies, regular price pro-
motions can teach customers that there is a benefit
in delaying purchase until the next promotion.
Srinivasan et al. (2002) studied 7 years of supermar-
ket scanner data to establish that the long-term
benefit of retail price promotions was zero.

However, it is also possible to use price to
encourage profitable customer behaviour. Histor-
ically, water supply to domestic households in the
UK was always charged at a flat rate based indir-
ectly on property values. Without a correlation
between usage and the amount charged, cus-
tomers saw no incentive to conserve water. Thus,
in drought periods, emergency action had to be
taken to restrict usage by all consumers. In the
1980s, pricing began to be used as a mechanism to
encourage responsible behaviour. Water com-
panies began requiring water meters in all new
homes. Existing households were encouraged to
install water meters, and a long-term programme
began to bring about linking usage and payment
to encourage profitable behaviour.

Penalizing waste is another technique to
improve behaviour. The Oriental City Food Court,
399 Edgware Road in North London offers an
open Chinese buffet with self-service for a fixed
meal price of £15 per head. The factor most
impacting on profit, once the price has been set, is
the degree of wasted food. Therefore, the restaur-
ant has a second dimension to its pricing scale:
wastage above a token amount on any plate is
charged at £5 per 200 gm. With a penalty for wast-
ing food, diners tend to take small portions and
refill with dishes they enjoy. Good behaviour is
supported by the pricing structure.
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Falling prices of successive generations of
electronic equipment has given a perverse incen-
tive to prospective customers to hold back until
the price comes down. The Carphone Warehouse –
one of the UK’s leading retailers of mobile 
phones – has identified this barrier to purchase,
overcoming it with a creative approach: the ulti-
mate price promise. Ninety days after a sale, the
company’s computer compares the price paid
and the current price. If the price has fallen, a
voucher for the difference will automatically be 
e-mailed to the buyer. This voucher can be
redeemed in store for a phone accessory or put
towards a larger transaction. The customer has
the reassurance to buy today.

Pricing – competitor perspective

Monopoly suppliers have no competition and
need only assess the customer perspective. Do
their potential customers have the ability to buy?
What is their willingness to pay? How will price
influence the level of their demand? But com-
panies are rarely alone in their market with their
customers. They must also consider the competi-
tor perspective. Competitor offerings allow cus-
tomers to make comparisons.

Positioning
With more than one product on offer, customers
will position brands relative to each other. Is a
brand ‘up-market’ or ‘down-market’? The pos-
ition that a brand occupies in customers’ minds
will, therefore, partly be defined by competitors.
A credible premium position is associated in the
mind of a customer with a higher price. For
example, Miele advertisesits washing machines
with the slogan ‘Anything else is a compromise’
and hence their price is higher than mainstream
Hotpoint branded washing machines. Aspir-
ational brands and exclusive luxury brands need
high relative prices to position them. Both entry
brands and volume brands need accessible pri-
cing. Price plays a key role in positioning. It is a
clear and ascertainable aspect and it instantly
places a brand on the field.

Price competition
Beyond positioning, price is a key weapon in
competitive marketing. Price has a strong impact

on market share and it is the variable in the mar-
keting mix which can be more quickly changed.
Unlike changes to the other elements of the mar-
keting mix, price changes do not require add-
itional marketing investment. It is, therefore,
tempting to use price as a marketing tactic in a
competitive activity. There are two factors which
should inhibit this approach:

1 Price reductions have a disproportionate impact
on profits. A small price reduction has a
disproportionate impact on profit.With a
straightforward price cut of 5 per cent typically,
an increase in volume of 18–20 per cent is
needed to recover operating profit. In addition, a
sudden expansion in volume will have
ramifications for variable costs of warehousing,
inventory and delivery, plus possible advertising
costs to communicate the cut.Volume surges on
this scale are implausible.

2 Competitors are often equally able to use price
changes and may react swiftly to price cuts. In
markets where customers are very responsive, a
series of price changes can rapidly lead to a 
price war.

Most price wars simply pass value from produ-
cers to customers and do not capture value for the
producer. The US Air Transport Association has
recorded more than 100 bankruptcies since
deregulation in 1988, including the once proud
Pan Am who led the way with trans-Atlantic
flights and the jumbo-jet. Yet, whenever an airline
goes bust, someone buys the planes and plans
ways to put them back into the sky again. Warren
Buffet has observed acidly that airlines as a whole
have not netted a dime since 1903. Price wars
have destroyed value for 100 years.

Contrary to management opinion, most price
wars are not strategic exploitation of market
growth potential or cost advantage. Most start
where one company misinterprets a competitor’s
actions or acts and fails to consider the likely
response of rivals. The price war may begin when
Company A cuts prices in one district to clear obso-
lete stock and Company B sees this as an industry-
wide price assault and responds aggressively. Both
will believe that the other started the war.

Price war strategies
To capture value and achieve optimal profits, the
aim must be to avoid price wars if at all possible.
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Strategic approaches to support this objective are
covered in Chapter 8 of Smarter Pricing (Cram,
2006b):

1 Create marketing communication strategies that
emphasize value delivery and benefits rather than
price.

2 Ensure that pricing strategies are clear, so that
rivals understand the position and do not
misinterpret actions as price aggression. Price
guarantees – public statements that any
competitor cuts will be matched can discourage
rivals from launching price assaults.

3 Launch new and superior products at a price
premium. Failing to do this may result in dramatic
sales losses by competitors who then retaliate
with severe price cuts.

4 Do not over-react to apparent signs of price
activity from rivals. First check and corroborate
all the facts. Reflect on the consequences before
making any riposte.

If a price war is inevitable, there are ways to miti-
gate the severity or duration of the war. If the
facts are checked and a competitor has initiated
hostile price activity, there are four options:

1 Do nothing. the action may be temporary, it may
affect you less than the competitor hopes and
reaction by you may encourage the competitor
to go further.

2 React with a non-price response. Rao et al. (2000)
have suggested four types of non-price action:
service enhancement, alerting customers to risks
of supply change, highlighting negative
consequences or negotiating support from
government or a channel partner in the
distribution chain.

3 React with a creative price response.This might
be a specific category cut or a stock-loading
promotion or the introduction of a new discount
pack size.

4 Match the price cut head-on and aim to bring the
war to a rapid conclusion.

The first three options should be evaluated and
exhausted before a company joins the fray.

Fighting may not be the only option. Price
wars take time and management focus and money
resource. There is a strategic approach. Consider
ceding the commodity market to discount players
and build new businesses through innovation and
opportunity evaluation. In the 1980s, Hochtief was
one of the leading building firms in Germany, 

benefiting from the rebuilding bonanza following
German reunification. The boom ended in 1995,
German building output halved, three-quarters of
workers lost their jobs and a price war broke out.
Hochtief’s biggest rival, Phillip Holzmann, went
bankrupt in 2002, despite a government-backed
rescue attempt. Walter Bau, the third largest
German building firm, became insolvent in 2005.
Yet, Hochtief avoided this disaster and thrived by
moving out of its heartland. In 1995, its culture,
history and four-fifths of its business was within
Germany. By 2005, four-fifths of its business was
outside Germany. Hochtief ceded domestic con-
tracts to rivals and embraced an international
strategy, buying Turner, a large US builder, in 1999
and moving into facilities management.

Pricing – company perspective

Setting the right price is crucial. Over-pricing
happens but it is normally quickly corrected
when sales disappoint. Under-pricing occurs sig-
nificantly more often and damages brands when
profits are foregone and products are positioned
at a lower level in the marketplace.

There is a three-stage process to getting 
the price exactly right: considering customers,
considering competitors and considering com-
pany objectives and aspirations. Ashridge’s Steve
Watson (2003), author of The Long and the Short of
Pricing, expressed it lucidly: ‘Pricing decisions are
made where the key pricing forces meet. This is
the interface between the three main players: the
buyer, the seller and the competitor’. It is an itera-
tive process, informed by pricing research, pricing
experience and good judgement for the future.

Integrating all three factors
Effective price-setting combines all three factors.
Establishing what the customer will pay is the
first element in terms of capturing the potential
value of a market. However, the relative price of
competing products influences customer percep-
tions. In addition, the price chosen must be
affordable from the vendor’s viewpoint, so costs
need to be considered. The process is dynamic.
For example, calibrating what a customer will
pay could influence the design or amount that
can be invested in production. Figure 14.5 
represents the forces impacting on the price-
setting process.
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Floor and ceiling prices: These define the
potential price range. The floor price is driven by
the full economic cost to a company including the
allocation of associated costs. For long-term busi-
ness success, it would not be possible to sell
below this price. In some circumstances, products
may be launched at prices below the current total
economic costs in the expectation that costs will
fall as a result of the learning curve, with the
product moving into profit after the launch
phase.

The ceiling price is the notional maximum
price a customer is able to pay and still obtain
value. Many businesses underestimate the price
ceiling. An exercise to estimate this asks experi-
enced salespeople to envisage a situation where
they needed to quote a ‘walk-away’ price.
Perhaps in a stock shortage, they wish to quote a
price safe in the knowledge that it will just dis-
courage a buyer from purchasing, without seem-
ing wholly out of order. This price range defines
the scope of the price to be set.

Transaction price, customer surplus and brand
value captured: The transaction price will fall
between the floor and ceiling prices. The differ-
ence between the ceiling price and the transaction
price is known as the ‘Customer surplus’. It is this
benefit that encourages a buyer to exchange money
for the product or service. An agri-chemicals 
company identified a product that could stunt 
the growth of fruit trees without diminishing the
yield. The cost of production was minimal. The
value to the fruit grower was substantial. 

It saved both time and labour costs in picking and
pruning the trees and allowed greater intensity of
planting. The chemical company calculated the
full financial benefit to the fruit grower and then
selected a price that equated to 35 per cent of this
value. This discount made the purchase of the
chemical very attractive to the grower. It factored
in a risk element and provided a certain return.
The pricing was successful.

The margin between the transaction cost 
and the total economic cost is the brand value
captured.

Competitor comparison and brand marketing
activities: Customers take note of competing
options and alternative propositions before they
buy. Hence, the price that can be charged is influ-
enced by rival products or services. Perceptions
of relative value can be influenced by brand mar-
keting activities to differentiate or highlight
unique brand qualities.

Brand strategy, positioning and brand objectives:
The brand strategy will determine wherein the
potential price spectrum, a price should be
placed. For a higher level positioning, a premium
price would apply. For aggressive sales growth, a
discount price platform may be set.

Legal considerations: Legislation may inhibit
predatory prices designed to drive competitors
from markets. High prices that are seen by legis-
lators as excessive may result in ‘windfall’ taxes
or other government intervention. Colluding
with competitors to fix market prices in cartel
activity is illegal.
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Lifecycle pricing
There are three potential lifecycle pricing strategies:

1 Premium pricing. High launch prices position a
brand for aspiration, luxury or high quality, and
the continuing price strategy maintains the
premium level. For example, the lager, Stella
Artois, in UK has a high relative price which is
underscored by the tag line,‘reassuringly
expensive’. Premium pricing strategies often work
effectively when demand is relatively inelastic.

2 Skimming. A relatively high launch price meets the
expectations of selective customers who are
eager to have a new product or service ahead of
others and willing to pay a premium for this
novelty.As demand from these early adopters is
fulfilled, the company lowers the price
progressively, encouraging more mainstream
customers to buy the product and thereby
widening demand.This strategy delivers a return
on development/launch costs and also sets the
reference price high enough to make subsequent
prices appear particularly good value.An example
is the Gillette razor company which has
successively introduced innovative shaving
systems at relatively high launch prices.These
prices have normalized during the product life
cycle (PLC). Skimming price strategies work
effectively when initial demand is relatively
inelastic, and mass demand is more elastic.

3 Penetration. A low initial price is set to encourage
very speedy build up of demand.This price may
even be below initial cost of production when
there is an expectation that higher volumes will
allow a firm to progress rapidly down the
experience curve and quickly lower production
costs to achieve medium term profitability.This can
act as a barrier to a prospective following brand.
Competitors have little time to react as the brand
establishes itself in the minds of customers.The
online retailer Amazon is an example of successful
penetration pricing. Penetration strategies succeed
when demand is elastic (Figure 14.6).

It is not a viable option to pitch prices low ini-
tially and then hope to raise prices subsequently.
Prices are remarkably inflexible upwards. Cus-
tomers quickly gain an impression of the bench-
mark or ‘fair’ price. They resist any attempt to
move brands upmarket by raising price levels.
Unless there is a well-founded and deliberate choice
of the penetration strategy, it is a self-limiting
strategy to under-price at the outset.

Price structures
Price structures are refinements of fixed prices to
address customer price sensitivity and provide
incentives to particular behaviours in a matrix
that appeals to customers, represents value com-
pared with competition and delivers profitable
return to the vendor. There are two categories:

1 Price scales (second degree discrimination)
2 Segment criteria (third degree discrimination).

Quantity discounts. These are non-linear pricing
scales, where a single item is priced at one level
and multiple items are charged at discounted 
levels. Examples are bulk purchase discounts incen-
tivizing customers to buy a greater requirement
and store the surplus. For example, rail travellers
with First Great Western can buy carnets or sets
of ten tickets for the price of nine. The lower price
reflects reduced packaging, less administration
and staff time for the company. The customer
pays a lower price unit price but bears the risk
that some of the higher quantity may not be used.

Multi-dimensional pricing. This technique
offers two or more variables so that the price paid
can reflect and reward the dynamics of the mar-
ketplace. For example, a daily mileage limit for
rental cars surcharges drivers who impose
greater wear and tear on vehicles.

Time-based terms. These discounts can be
used to capture value from more price-sensitive
customers. Some restaurants have two editions of
menus: same dishes, different prices. The social
diners who want to eat after 7.30 pm will pay
more. The more cost-conscious can be persuaded
with lower prices to eat out at a less convenient
time. This utilizes the facilities of the restaurant
and fills capacity for a lengthier period.
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Pricing by segment. Different types of cus-
tomers often value a product more or less than
others. Subject to customer perceptions of fair-
ness, prices can be designated for certain seg-
ments. Examples are lower-priced admission to
cinemas for children and discounted travel for
senior citizens. To sell the same or similar prod-
ucts to different segments at different prices, it is
usually necessary to use alternative channels
and/or brand names. Black & Decker sells power
tools in consumer markets under the Black &
Decker brand name. The parent company sells
similar tools under the DeWalt brand name
through trade channels to independent trades-
people. Each brand has its own price structure,
product range, distribution channel and promo-
tional strategy.

The same brand can be sold to different seg-
ments at different price levels where the customer
chooses the package that suits them with propos-
itions such as price stairways and bundling.

Price stairways. In price-sensitive markets
with a high elasticity, entry prices are crucial in
the battle to gain the attention of customers. If the
advertised price is not competitive, then the cus-
tomer rejects this brand and moves to consider
other brands. A competitive entry price can be
accompanied by a menu of extras and upgrades
that allow them to match their needs for add-
itional services and capture potential value.

Tied consumable model. Competitors may
sometimes be held at bay through separating two
elements of a package. This is a tied consumables
model. A subsidized master product, say an elec-
tric toothbrush, is offered that requires a consum-
able part, say a brushing head. The master
product is patent protected such that other manu-
facturers are precluded from consumables that fit
this system.

Bundling. Another form of pricing captures
value from customers through the bundle.
Customers are persuaded to buy a package of
goods or services rather than a single item. The car
industry has used bundled pricing structures to
raise the value of its sales (Cram, 2004). The Mini
One is advertised at a price, on top of which a
choice of three option packs, branded Salt, Pepper
or Chilli, tempts buyers to ‘spice up’ their chosen
vehicle. The packs include cosmetic features, as
well as features known to be advantageous when
reselling cars – seat height adjustment, for example.
For some customers, then, the extras become an
obligatory part of the purchase and the company
gains revenue from the bundled price.

Unbundling. Nagle and Cressman (2002) cite
a printing company offering high-level services
bundled in with their sales of units of printing.
The company was faced with lower-priced com-
petitors who did not offer the same added value
services. Potential customers would challenge
prices with quotations from these rivals. The
result, costs were high and profits disappointing.
The solution for this company was to identify
which of their added value services made a dif-
ference to customers and charge for these services
separately. Adapting to late delivery of files and
scheduling jobs at peak times were two of the
examples. The result was that customers either
paid extra costs willingly or changed their behav-
iour in ways that saved costs for the company. By
unbundling, the company became more price-
competitive.

Confusion pricing
The furthest extremity of price structures is con-
fusion pricing. Where customers are able readily
to compare prices, they are expected to choose
the lower prices. Brands in price-sensitive mar-
kets with low switching costs like telecommuni-
cations attempt to obstruct these comparisons
with confusion pricing. Each brand develops dif-
ferent and complex price structures. Each sup-
plier can make a ‘lowest price’ claim for one or
other package. For example, prices for phone
calls will vary by time of day, day of week, call
length and caller destination or network. Up to a
threshold calls will be included within the
monthly rental payment. Six different parameters
mean that the customer would need to under-
stand precisely their own future usage mix to cal-
culate which supplier represented best value. The
disadvantage of confusion pricing is that con-
sumers know they are being confused and their
trust in suppliers diminishes. Less trust means
less loyalty and a risk of defection to other sup-
pliers who appear to be more transparent.

Communicating prices
The way prices are expressed can influence per-
ceptions. Price may be presented as a single
annual amount, or a monthly or daily sum.
Irrationally, presenting the daily sum can create a
lower price perception. Marn et al. (2004) give an
instance where a term insurance provider offered
options: US $360 per year or US $30 per month or
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US $1 per day. Quoting monthly amounts
resulted in three times higher take-up and daily
sums were ten times more popular. This held true
even when the actual payments were made every
180 days for all the options.

There are a number of pricing cues that 
buyers understand. The most obvious is the word
“SALE” alongside product in retail outlets.
Research by Anderson and Simester (2003) shows
that displaying ‘sale’ besides the price of an item
in an e-mail order catalogue (with or without
actually varying the price) can increase demand
by more than 50 per cent. Of course, retailers can
(and some do) mislead consumers with non-
genuine sale offers. Misuse of this tactic is con-
trolled by legislation, media attention and the
limits of consumer credibility. A small number of
‘SALE’ signs will increase customer purchases.
Too many ‘SALE’ signs will diminish overall sales.

Another common pricing cue is using a 9 at
the end of the price to signify a bargain. Academic
research identified this effect in the 1950s and
1960s. M. A. Stiving (2000) proposed an economic
model where firms wishing to convey quality with
high prices should use the digit 0 as the rightmost
digit and those operating in low-quality segments
should use the digit 9 for their price endings.

Sandra Naipaul and H. G. Parsa (2001)
applied this hypothesis to dining out, studying
prices on 231 restaurant menus. Of 3290 menu
items from the 62 high-end restaurants, only
13per cent ended with the digit 9. Looking at low-
end restaurants, 63 per cent of menu items ended
in the digit 9. The conclusions of Naipaul and
Parsa support signalling theory. This states that
sellers know the quality of their goods and ser-
vices prior to the sale and prospective buyers are
less well informed. Therefore, sellers convey qual-
ity through signals which are interpreted and
used by the buyers in making decisions.

Research by Anderson and Simester (2003)
showed signalling to be remarkably effective in
retail pricing. Specifically, in a women’s clothing
catalogue, sales rose by a third when a dress ori-
ginally priced at US $34 was increased to US $39.
A further test with the price raised to US $44
showed the same demand as at US $34.

Higher prices may be a positive signal to cus-
tomers who are risk-averse. Where the outcomes
of a series of exchanges are predictable as an
overall average, but unpredictable for any spe-
cific transaction, most people prefer to avoid the
risk of making a loss, rather than take the chance
of making a gain. This is explored further in ‘Why

pay more’ (Business Strategy Review, Cram,
2006a).

Pricing cues are most effective where cus-
tomers’ knowledge of prices is poor. This occurs
where items are purchased infrequently, or prices
vary seasonally or where goods are targeted at
new buyers.

When prices are presented in price lists,
adjustments to the price scale will be included,
perhaps discounts for quantity or surcharges for
urgent deliveries. These are also a key part of
price communication. Prospect theory implies
that surcharges will attract proportionately more
negative attention than the positive effect of dis-
counts. Therefore, the conventional advice is to
present top-end prices and then allow discounts
off these amounts, rather than presenting low-
end prices and adding surcharges. There is an
exception to this rule. If the surcharge added will
direct blame to another party, it can underline a
company’s commitment to good value. Easyjet
advertise low come-on prices, such as flights for
£4.99. As the booking process progresses, taxes
are added to these low prices (blame the govern-
ment), charges are added (blame the airports)
and credit card fees are added (blame the banks).
Lufthansa adds a kerosene surcharge to send the
blame to the oil companies.

Managing prices
Pricing decisions and execution must be co-ordin-
ated across functions. Top management, for 
example, reflect revenue and profit aspirations in
their targeted prices. With an eye to shareholders’
expectations, they are eager to grow margins and
may be bullish about pricing targets. By contrast,
the sales force is often focused on short-term tar-
gets of sales volume or share of major customer
purchases. Their view of pricing reflects the need
to win the business. Trade promotions flex pricing
strategies in order to achieve short-term volume
targets. Their daily contact is with customers.
Procurement teams deprecate quality arguments,
challenge a price rise, demand discounts and
threaten to buy elsewhere. For this reason, sales
people may be pessimistic about pricing targets.
The danger is that price increases implemented by
management may be discounted away by sales
people. Therefore, price discipline is vital to
achieve results in practice.

In industrial markets, pricing committees of
up to ten members facilitate price planning.
Research by Richard Lancioni (2005) indicates that
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68 per cent of industrial companies use this
approach. He found that the functions of the com-
mittees varied from company to company, but
generally they include responsibility for develop-
ing pricing strategies (58 per cent), administering
those strategies (88 per cent) and addressing and
analysing competitive threats in markets (87 per
cent). A minority decide new product pricing (27
per cent) and sales incentive programmes (12 per
cent). A strong recommendation of Marn et al.
(2004) is that pricing is owned by an executive
champion within each business unit. This cham-
pion would lead a specialized pricing group. In
their view, the role of the group is to make actual
pricing performance visible and continuously
look for untapped opportunities to do even better.

Price discipline
Price discipline requires a full picture of
allowances given to customers. Looking only at
average discounts and invoiced terms understates
the full extent of all allowances. McKinsey con-
sultants Michael Marn and Robert Rosiello (1992)
have called this effect the ‘Pocket Price Waterfall’.
From the dollar list price, order size discounts and
competitive discounts are typically applied to
produce the invoiced price. It is at this price that
organizations normally measure price perform-
ance. However, further allowances are deducted:
payment terms allowance, annual volume bonus,
off-invoice promotions, co-operative advertising
allowances and so on. The final net price is the
‘pocket price’. Examples from Marn and Rosiello
include a pocket price 16.7 per cent below
invoiced price for a consumer packaged goods
company, 17.7 per cent below for a commodity
chemical company and 28.9 per cent below for a
lighting products supplier. It is at the pocket price
that valid pricing measurement should be carried
out. Yet, accounting systems hide the customer-
specific figures in general budgets – co-operative
advertising funds are often incorporated in over-
all advertising budgets, emergency freight costs
for one customer will be lost among other busi-
ness transportation expenses. These hidden costs
must be clarified so that true margins are explicit.

Measuring pricing effectiveness

Measuring pricing success is challenging. Using
measures like volume sales growth and market

share gains may demonstrate that prices are opti-
mal . . . or that they are too low, leaving money on
the table. Measuring improvement in margin or
contribution could mean that prices are optimal 
. . . or that they are too high, failing to make prof-
itable sales available in the market.

In theory, the true determinant of pricing
success is the small size of the sum of money left
on the table. The perfect price captures just less
than the full value provided to the customer,
leaving a small bonus or ‘customer surplus’ such
that they feel they have made a beneficial transac-
tion. It is partly economics and partly psychology.
And both customer economics and psychological
perceptions will move as market dynamics
change, as new products appear and as competi-
tors increase or reduce prices.

In practice, we measure the customer behav-
iour that illustrates their estimation of value.

1 The ‘Look to Book’ ratio. The first key indicator is
the ‘Look to Book” ratio.What proportion of
potential customers asking for a quotation,
proceed to place the order? How many enquirers
follow on to make the purchase? If the strike rate
is rising, the price may be too low. If the strike
rate is falling, the price may be too high.

2 The Sound of Silence. Customers will complain
vociferously if prices are too high. Listen for the
sound of silence. Few grumbles about price may
suggest that prices are too low.

3 The Switching Rate. The third key indicator is the
switching rate.What percentage of last year’s
customers are not buying this year? How many
existing customers have switched to other
suppliers? If the churn rate of customers is
declining, the price may be too low. If the churn
rate is rising, then the price may be too high. If
sales information by customer is not available, for
example at a retailer, it can be possible to
research sample groups of customers to establish
this information at a macro-level.

4 Market Share Movement. The fourth indicator is
market share change. Sodhi and Sodhi (2005)
describe how an industrial equipment
manufacturer monitored pricing effectiveness
with a monthly review.
Vice-presidents of marketing, sales and finance
and their direct reports scrutinized pricing
performance by region and transaction size.
Specifically, they looked for increasing average
transaction value (to meet agreed internal
objectives), fewer pricing exceptions to the scale
of guidelines and finally to a maintenance of
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market share. If share is being lost to comparable
competitors, then prices may be too high. If share
is being gained from these competitors, then
prices may be too low.An exception is where
pricing is being deployed as part of a corporate
aim to grow market share. In this instance, the
consistency of share growth is the indicator.

5 Fixed Costs per Unit Sold. The fifth indicator is an
internal ratio looking at fixed costs per unit sold.
Eugster et al. (2000) recommend this as a further
way of assessing a market.They suggest that a
decreasing fixed cost per unit sold is a sign of prices
that are too low. Conversely, an increasing fixed
cost per unit sold could warn that prices are too
high. In their view, lack of quick pricing or volume
swings show that prices are at an optimal rate.

Successful pricing needs time and attention. It
combines customer insight, competitive context,
a clear view of strategic aims and a solid know-
ledge of tools and techniques. Good judgement is
needed, integrating fact-based inputs and less
quantifiable elements that are nevertheless
equally important. Most of all, pricing demands a
sound understanding of the attitudes and emo-
tions that make a customer willing to pay.

Summary

Pricing is crucial. It is a critical profit lever, with a
powerful impact on customer perceptions, cus-
tomer behaviour, relativities with competitors
and finally on company sales and profits. As a
result of the significance of pricing decisions, the
discipline is often mismanaged, with sellers leav-
ing money on the table, rather than risking the
loss of sales to customers or the loss of market
share to competitors.

The objective of pricing is to optimize the
company’s economic value by capturing the value
the customer sees in the proposition. Therefore,
this chapter has considered the challenges for
those making pricing decisions and recommends
three dimensions to effective pricing:

1 Customer perspective. Successful pricing requires a
close understanding of the customers’ willingness
to pay. Pricing research and analysis of actual
behaviour can contribute to an appreciation of
the price sensitivity of customers. Since different
customers may display differing sensitivities, price
discrimination is a means to capture value from

customer segments. Interestingly, pricing can
shape customer behaviour negatively or
positively.

2 Competitor perspective. Competitor offerings allow
customers to make comparisons. Price plays a key
role in positioning; as a clear ascertainable aspect,
it instantly places a brand on the field. Price is a
key weapon in competitive marketing. It has a
strong impact on market share and it is the
variable in the marketing mix which can most
quickly be changed.This makes it tempting to use
price as a marketing tactic in competitive activity.
However, this creates a danger that price wars
may break out and destroy value for all the
industry players.

3 Company perspective. In setting prices, the
company integrates the lessons of customers’
willingness to pay, competitor comparison and
company objectives. It also ensures that price
behaviour is legally compliant. Company brand
objectives will determine which of three lifecycle
options best fit the product.A price structure can
then be established.As structures become more
elaborate, the risks and opportunities of
customer confusion arise. Companies need to
take into account the way that price is
communicated in order to meet their objectives.
Price discipline is important to ensure that price
strategies are implemented in practice.

Finally, as with any management and marketing
discipline, it is essential that performance is moni-
tored. This is particularly difficult in the pricing
arena since the obvious measure of margin may
inhibit sales and the alternative measure of sales
may damage margins. Five additional measures
are suggested. Successful pricing needs time, atten-
tion and the judgement to integrate facts and opin-
ions in a balanced approach to capturing value.
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CHAPTER 15

Selling and sales management
BILL DONALDSON

Introduction

The role of selling is continuing to change and
evolve in response to dramatic moves in the way
buyers and sellers interact. Individual knowledge,
skills and abilities are still required, perhaps more
than ever, but teamwork and technology are also
vital ingredients in an effective organizational
response to the needs and demands of customers.
The sales force have always been ambassadors for
their firm, but in a turbulent business environ-
ment, the information and persuasion role of sales-
people is being absorbed into their relationship
role. Salespeople must take responsibility for creat-
ing, developing and maintaining profitable rela-
tionships with their customers. This being so, the
paramount need is to focus on how to win,
develop and retain customers to achieve the mar-
keting and sales objectives of the firm. This puts
the spotlight once again on the role of selling in the
marketing mix and on the management of sales
operations. Sales operations are the revenue gener-
ation engine of the organization and thus have a
direct impact on the success of the firm. In this
chapter, we consider how selling is changing and
evolving. We examine the strategic nature of sales
and the new role of salespeople and re-define the
sales encounter in different exchange situations.
We then address some of the key issues in man-
aging the sales force as they relate to marketing.

The changing role of salespeople

Selling and sales management is undergoing
something of a transformation in terms of its role,

organization and mangement. Some of this is
driven by structural and industry changes. For
example, in grocery products 56 per cent of all pur-
chases are sourced through just 4 buying points
(Mintel, 2006) with the result that the size of the
sales force has reduced dramatically and also
changed in the nature of the tasks to be performed.
Yet, numbers in sales continue to rise. In 2003,
there were 766 000 full-time sales professionals
within field sales operations, an increase of 9 per
cent since 1993 (Benson Payne Ltd/MSSSB, 2006).
In some industries such as pharmaceuticals and
financial services, the numbers have risen dramat-
ically. Fortis, a major European bank, employs
some 686 business devlopment managers with
many others in managerial and support staff roles
across their operations. Hence, the need to adopt a
different perspective for integrating sales and
other forms of communication with the oper-
ational side of the business. Driven by an urgency
arising from more complex supply chains, fewer
and larger purchase points, the availability and
use of information technology (IT) in customer
contact operations, relative increased costs of
labour and the continuing internationalization of
business, sales operations are now different. These
factors contribute positively to the need for more
efficient exchange and communication systems
between firms and their customers, predicated by
increases in the costs of acquiring new customers,
and the need to retain the existing customer base
and stimulate the purchasing power of those cus-
tomers already on the books.

Personal selling can be defined as the per-
sonal contact with one or more purchasers for the
purpose of making a sale. To be effective, market-
ing management need to integrate personal 
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selling with other promotional elements, with
other organizational functions such as distribu-
tion and production, and with the customer and
competitive structures prevailing in the market.
The importance of personal selling is such that
expenditure on the sales force usually exceeds the
budget for all other marketing communications
activities added together, with the possible excep-
tion of advertising in large, fast-moving con-
sumer goods companies or direct marketing
organizations.

Personal selling has several interrelated roles
within the communications mix. The information
role is part of a two-way process whereby informa-
tion about the company’s product or offer needs to
be communicated to existing and potential cus-
tomers and, in the reverse direction, customers’
needs are correctly interpreted and understood by
management. Salespeople impart knowledge
about products or services which provide benefits
to customers and also a range of information on
promotional support, finance, technical advice,
service and other elements which contribute to
customer satisfaction. Salespeople are also the
face-to-face contact between purchasers and the
company and, for good reason, are referred to as
‘the eyes and ears of the organization’ since senior
management’s customer contact may be limited.

The second role salespeople must fulfil is per-
suasion. The importance of correctly identifying
customers’ needs and market opportunities can-
not be overstated. Nevertheless, in competitive
markets, prospective customers are usually faced
with an abundance of choice. As a result, adoption
of the marketing concept can be no guarantee of
competitive advantage. Purchasers will have to be
convinced that the company has correctly identi-
fied their needs and that the offer provides bene-
fits over any other firm. Salespeople are part of
this process through persuasion and service.

The third role is relationship building, and
salespeople must initiate, build and develop rela-
tionships between the firm and its customers.
Owing to their boundary-spanning role, the sales
force of a company has traditionally been a vital
link between the firm and its customers and a
prime platform for communicating the firm’s
marketing message and the voice of the customer
to the firm. In the high-tech world, it is easy to
overlook the importance of personal relation-
ships and how the interaction with customers has
changed, if at all. Salespeople have always real-
ized the importance of relationships, but there is
now added recognition that salespeople are 

critical to gaining the maximum value from each
customer. Therefore, the management task is to
re-engineer sales practices to maximize the value
generation potential of the sales force in this new
environment.

As a result, the nature of the personal selling
task is continuing to change in that selling to cus-
tomers has been replaced by cooperating with
customers. The goals and objectives for the sales-
person have also changed from achieving or
exceeding target, selling X products in Y period
and maximizing earnings, to building repeat
business with the firm’s existing and potential
customer base. The emphasis has shifted from
‘closing’ the singular sale to creating the neces-
sary conditions for a long-term relationship
between the firm and its customers that breed
successful sales encounters in the long run. This
shift renders obsolete the currently available
management practices, the sales philosophy and
culture that have driven the development of the
sales management field for decades. It also ques-
tions sales performance measures based on indi-
vidual criteria and sales management practices
which reflect recruitment, training and rewards
based on sales volumes rather than relationship
performance. The role of the salesperson seems to
have moved away from traditional aggressive
and persuasive selling to a new role of ‘relation-
ship manager’ and, in practice, we are witnessing
a tendency to change the sales lexicon from sales
force to business development managers, cus-
tomer account representatives or sales consult-
ants. Perhaps the change in the title is designed to
facilitate the transition of the sales force’s tasks
from selling to advising and counselling, from
talking to listening and from pushing to helping,
as suggested by Pettijohn et al. (1995). This transi-
tion is not only a matter of title. The new reality of
relationship marketing directs salespeople and
sales managers to develop long-lasting relation-
ships with their customers based on mutual trust
and commitment (Morgan and Hunt, 1994).

The costs of personal selling

According to industry sources, the average cost of
an outside salesperson is in excess of £60 000 per
annum, yet the time actually spent face to face
with customers is typically around 20–30 per cent
of working hours. This raises the question of
what form of communication is both effective and
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efficient in today’s marketplace. The most signifi-
cant difference between selling and other ele-
ments in the marketing communications mix is
the personal contact, but this comes with a rela-
tively high price tag. The need for this personal
contact will vary depending on such factors as
the scale of risk, size of investment, type of cus-
tomer, frequency of purchase, newness of prod-
uct and many other factors. In some situations,
the information or persuasion role can be achieved
by impersonal means of communication, particu-
larly advertising.

Advertising is impersonal, indirect and
aimed at a mass audience, whereas selling is indi-
vidual, direct and much more adaptable. With
advertising the message is more limited, cheaper
per contact but unidirectional, relying on a pull
approach rather than personal selling which is
two-way, but employs a push strategy and is rela-
tively expensive per contact. Today, yet another
dimension needs to be considered. This is the role
and position of both direct marketing and elec-
tronic marketing as a form of communications. In
Table 15.1, we compare advertising, direct mar-
keting and personal selling.

Therefore, a primary task of management is
to be clear on the role of personal selling and
what exactly it is we want salespeople to do.
Information technology is the set of technologies
related to the processing and communication of

information including computer and electronic
databases, advanced telecommunications, CD-
ROMs and the Internet. These technologies have
led to new and powerful ways to reach customers
and are changing the way firms interact.

The use of marketing databases, telemarket-
ing and the Internet are having a significant
impact on how sales operations are managed and
will continue to do so. For example, the Internet
is a powerful tool for providing information and
an important means of buyer–seller communica-
tion. Many traditional intermediaries, particu-
larly those who do not stock a physical product,
now find that consumers empower themselves to
collect information and make the purchase deci-
sion. This changes the information role of sales-
people, and travel agencies, car dealerships and
financial intermediaries appear to have been the
most affected by such a process. The demand for
secondary sources of information thus passes
from a number of individual and independent
sources to software programs which can browse
the Internet and report the findings directly to
users. Information itself is the market opportun-
ity and the facilitation between source and con-
sumer becomes the new challenge.

The incredible success of the Internet in terms
of access and users has not always been matched
by sales effectiveness. If anything, the telephone is
more essential and powerful at present. In terms

Table 15.1 Choice of communication: comparing advertising,
direct marketing and personal selling

Personal selling Direct marketing Advertising

Individual directionality Individual directionality Mass audience directionality

Personal, direct contact Personal, indirect contact Impersonal, indirect contact

Highly adaptable Adaptable but relatively Fixed format
fixed format

Working in-depth Working on one-to-one Working in breadth

Two-way Two-way One-way

Direct feedback Indirect feedback Organized feedback (MIS, market research)

Expensive per contact Inexpensive per contact Relatively inexpensive (cost per 1000 criteria)

Push effect Pull effect Pull effect



of information provision, the Internet is unri-
valled. It can reach an audience cheaply with the
message you want to convey and allow full inter-
action – the ultimate in communication. However,
unless the website is properly designed and main-
tained and linked with other communication
points in the organization, it may prove damag-
ing. To be effective, a website needs to identify the
information you want to communicate and which
the users will need, combined with effective links
to other databases and that as a communication
vehicle, it conveys the image as well as the content
you wish to get across.

Just as telemetry (automatic reordering) and
electronic data interchange (bar coding, etc.) have
removed many mundane order processing tasks
such as stock checking, inventory management
and order filling and processing, the Internet is
removing much of the more mundane informa-
tion role that salespeople perform. The result will
be a changing role for salespeople to a more
highly skilled, more well-informed, computer lit-
erate person operating as customer account man-
ager and coordinating the difficult interface
between customer and company.

What do we expect salespeople 
to do? – the sales process

Despite what has been said, the correct approach
and technique in selling is still, and always has
been, vitally important. While cautioning against
the idea of the one best or universal way to 
sell, nevertheless there are some appropriate
guidelines that can be recommended in sales
encounters.

Stage 1. Generating leads and
identifying prospects

Most salespeople create sales with existing cus-
tomers, and relationship maintenance is a key
role. Nevertheless, the job also entails gaining
new customers. The first step in achieving this is
to identify suitable prospects. Many companies
provide leads for salespeople from formal
sources (Glenigan is one example from the build-
ing industry) or perhaps from response enquiries
as a result of trade shows, direct e-mailing, tele-
marketing or advertising. Salespeople will also
generate their own leads from lists/directories,

through personal contacts, newspapers or by
telephone prospecting. However, a lead is a sus-
pect that has to be qualified to become a prospect.
To qualify a lead, it is important to ensure that the
potential customer needs the product or service
in question or has a problem to be solved and that
they have the resources and authority to influ-
ence or decide on the purchase. Further, the
potential account will be profitable.

Stage 2. Pre-call planning
An old rule of thumb suggests that a good sales
process is 40 per cent preparation, 20 per cent pre-
sentation and 40 per cent follow-up. Regardless 
of the accuracy of these percentages, there is no
doubt that success can be linked to preparation.
All sales calls should have an objective, preferably
with a specific outcome or action on the part of the
prospect. Pre-call planning involves setting object-
ives, gathering information about the buyer and
their company, deciding what questions to ask 
and what you intend to say. Remember that situ-
ation questions are important in the sales process,
but you do not want to ask questions you can 
and should have known from other sources.
Information such as the size of the firm, their prod-
ucts and services, their competitors, names of 
people in important executive positions, current
and previous sales history should be part of pre-
call preparation. Further information, such as the
customer’s buying processes, their current suppli-
ers and their future plans can be identified in the
initial stages of the sales interview. Ways to establish
credibility and trust for the salesperson and their
company with the buyer should be part of the pre-
call preparation.

Stage 3. The approach
Getting an audience with a prospect can often be
difficult and indeed harrowing for the inexperi-
enced salesperson. Although the role of selling
should not be technique driven, there is a skill 
in getting to see the right people so that your 
message can be communicated and understood.
Ultimately, it will be on what you do and how you
do it that builds long-term customer relationships,
but getting there in the first place can be difficult.
Experienced salespeople will recommend the
importance of getting past the gatekeeper (recep-
tionist, secretary or personal assistant) and build-
ing a relationship not only with the buyer but their

Selling and sales management 299



gatekeepers and other influencers in the buying
process. Making appointments is, in most cases,
essential to establishing a professional approach,
but letters of introduction and using third-party
references can also be crucial. Establishing rapport,
whether on the basis of similarity or expertise, is
necessary before exchange takes place. For larger
sales and new products, where the risk for the
buyer is greater, establishing credibility is vital. A
well-known company has a distinct advantage in
this stage and the salesperson from a less well-
known company has to work doubly hard to 
reassure the buyer.

Stage 4. The presentation
As Rackham’s work has shown, the ability to ask
questions and the right type of question differen-
tiates successful and less successful salespeople
(Rackham, 1995). Nevertheless, too often sales-
people overemphasize the oral presentation and
ignore the written sales proposal, the quotation or
the subsequent follow-up, which technically can
also be considered part of the presentation. It is
vital to ensure that the buyer’s needs have been
correctly identified, that the solution offered is as
expected and, if possible, that the customer’s
expectations are exceeded rather than merely sat-
isfied. Further, in the right circumstances the use
of visuals can reassure the buyer and instil confi-
dence in the salesperson, their product and their
company. Most experienced salespeople rate
canned and stylized presentations much less
important than the well-organized and individu-
ally tailored presentations (Hite and Bellizzi,
1986). Research in manufacturing has also shown
that there is a need to segment customers and tar-
get your demonstration depending on the type of
product. Many demonstrations were too long for
the product and customer, in other words over-
selling (Heiman et al., 1998). In business-to-busi-
ness, buyers are looking for credibility, reliability,
responsiveness and the ability to provide solu-
tions from salespeople, rather than the more tradi-
tional aggressive or persuasive approach (Tzokas
and Donaldson, 2000).

Stage 5. Overcoming objections
It is human nature that a buyer may stall and raise
objections to a sales presentation. Again, experi-
enced salespeople will claim that objections are to
be welcomed since they confirm the buyer’s inter-
est in the product or service, although the idea of

questions is to reveal real needs so that surprises
are kept to a minimum. Good salespeople differ-
entiate between types of objections. Some objec-
tions are no more than clarifying questions and
should be welcomed. However, there are also
objections that express real concerns. The advice
here is to listen carefully to the problem, clarify
that both parties understand the real issue and
agree how it can be solved. Listening enhances
trust in the salesperson and leads to anticipation
of future interaction (Ramsey and Sohi, 1997).
Traditionally, salespeople have put too much
emphasis on the ability to overcome resistance by
technique instead of by sound solutions that meet
the buyers’ real needs and provide clear benefits.
In other words, salespeople have been overly con-
cerned with a performance orientation rather than
a learning orientation, but those who learn, and
learn how to adapt, will increase their perform-
ance. Effective communication helps the customer
learn (Wernerfelt, 1996).

Stage 6. Closing
Since most selling is repeat business to existing
and known customers, closing is a bad idea.
Nevertheless, the salesperson has set an objective
and achievement of this objective is necessary to
progress the relationship. Very often, salespeople
just simply forget to ask for the order. They are so
busy with their presentation that asking for com-
mitment is neglected or forgotten. In some cases,
adding on extra features and advantages that the
buyer may not be interested in loses the sale by
not asking for a decision at the right time.
Effective closing means agreeing on the object-
ives that both parties are trying to meet and
which take the relationship forward to further
integrated activities.

Stage 7. Follow-up
Vital to the customer-driven business is what
happens after the sale. Most buyers object when
promises are not delivered and the salesperson
does not do what is expected. In the modern busi-
ness, this is fatal – where building relationships
and the ability to deliver as promised, go the extra
mile and delight the customer, are at the heart 
of what a business should be about. The most
important question a salesperson can ask is, ‘What
do I need to do, Mr or Mrs Customer, to get more
of your business?’
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Sales management issues

Sales management must also adapt to changes in
market conditions. The need for closer, more
demanding relationships with selected customers
brings new problems and opportunities in the
organization and deployment of salespeople.
Traditional approaches to determining sales force
size, territory deployment and call patterns can be
brought into question. As a result, sales force size
may need to be assessed on an estimate of the
future revenue stream expected from a customer
and the service that customer will require. Call
rates, travel patterns and frequency of visits may
change. In some cases, companies may have 
permanent staff on their customers’ premises.
Marketing orientation would suggest such cus-
tomer-based sales solutions to be appropriate, but
the cost-effectiveness of sales operations may need
to be even more carefully assessed than in the past.

Similarly, traditional means of setting sales
targets on sales volume and revenue may need to
be replaced by measures which reflect the new
customer-relationship job to be done. More
appropriate targets are likely to be the retention
rate of customers, the contribution these cus-
tomers make and the satisfaction level they have
in doing business with the firm. This is in keeping
with a customer-focused, quality-based strategy
that leading-edge firms pursue. This has implica-
tions for the kind of people to be recruited, who
need to be relationship orientated, financially
aware, marketing trained, computer literate and
skilled negotiators. Individual ability and tech-
nique will still be important but this must be 
coupled with sound management, particularly in
the areas of recruitment, training, leadership,
remuneration and control. These issues are con-
sidered in the following sections.

Recruitment and selection
Recruiting and selecting suitable applicants is
one of the most important and difficult jobs the
sales manager can undertake. Formally address-
ing the recruitment process will help in defining
the job, attracting the most suitable applicants
and avoiding unnecessary problems and costs.
The time and expense in recruiting is not insignifi-
cant, including advertising, selection procedures,
and first and second interviews. Add to this other
costs, including induction training, the potential
cost of lost sales, the costs of dismissal if the wrong

applicant is selected and the cost of repeating the
process. Recruitment costs can be a major
headache for sales managers as well as for the
recruits themselves.

To overcome some of these difficulties,
recruitment should be seen as part of a process
which includes job analysis, manpower planning,
job description, job specification, recruitment,
screening and selection. This process should be
systematic and thorough, and a planned approach
will increase the success rate in selection, build a
reputation as a desirable, progressive employer
and sharpen the firm’s competitive edge, thus
improving effectiveness and efficiency in sales
operations. The starting point in recruitment is job
analysis. Job analysis specifies the tasks involved
in a particular job and the factors which affect job
performance, including reporting relationship, the
role and tasks necessary to perform effectively, the
environment in which the job operates including
policies on sales, distribution and competitors and
company rules and regulations. Sales managers
should be careful not to be too intuitive in their job
analysis. Of course, the job should reflect corporate
ethos, marketing strategy and the specific report-
ing relationships, but job analysis also requires
assessment of what existing salespeople do.

The second stage is manpower planning,
which has both qualitative and quantitative dimen-
sions. Initially, an assessment should be made as to
how adequate and effective the current sales force is
in meeting sales objectives. What characteristics are
considered necessary to do the particular selling
job? These are the knowledge, skills and abilities 
an individual should possess. The second factor is
the turnover in personnel. That is, people may be
recruited to add to the sales force, while others will
be recruited to replace those who are promoted,
leave, retire or are dismissed. Ameasure of turnover
is the number of people who leave per annum
divided by the total number in the sales force.

The next stage is to write a job description for
an individual in a sales position, including the
integration of the job into a team or organiza-
tional unit. The job analysis is the cornerstone on
which the job description for the salesperson is
based. Therefore, the job description should
begin with repeating the main duties, tasks and
responsibilities of the job. The key areas can vary
but a job title, the main purpose of the job, key
and secondary activities and performance meas-
ures should be included. It is preferable to be spe-
cific in the job description about job functions and
duties. For example, indications can be given on
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time allocated to prospecting, travelling, merchan-
dizing, servicing, reporting as well as selling time.
The approach should cover the most important
aspects of the job, the most essential and preferable
criteria, the necessary education, qualifications,
experience and other attributes and an assessment
of the validity and reliability of previous methods.

A variety of potential sources can be used to
recruit new salespeople. These sources can vary as
to their adequacy and consistency in obtaining the
best possible candidates for sales positions. Good
recruitment policies will take a planned approach
to this problem. For example, turnover rates will
indicate how many and how often replacements
are likely to be required. Further, analysis of previ-
ous recruits can indicate more and less productive
sources. This analysis can be extended to discrim-
inate between high, average and low performers.
There is a need to link sources of recruits in sales
to the selling style. For example, recruitment for
missionary selling jobs favours employment
agencies. For trade selling, sources are primarily
from advertisements and educational institutions,
while for technical selling, recruiters rely more on
personal contacts. The use of different sources is,
and should be, related to job and company spe-
cific criteria, as well as the matching characteris-
tics between buyer and seller.

When the number and type of salespeople
has been determined and the various sources
have been selected to obtain the necessary appli-
cants, it is then essential to evaluate these in order
to recruit the best, that is those most suitable to
the job and the firm. One possible cause of high
turnover in sales personnel is that badly suited
applicants are recruited in the first place.
Turnover rates (i.e. number who leave per annum
over number in sales force), which are above
industry averages or seem to be increasing over
previous periods, indicate a problem and an
unnecessary cost. Related to the turnover level
are the costs of recruiting, selecting, training and
supervising new recruits who are poor perform-
ers. In addition to these costs, a salesperson leav-
ing the company may well have a negative effect
on sales in their territory and, if joining a com-
petitor, business may be lost. The average lost
sales multiplied by the number who leave will
represent the total cost of lost business.

Commensurate with cost is the time factor.
From a decision to recruit or replace through sour-
cing, interviewing, screening, second or third inter-
views, checking references, medical, to placing
and accepting an offer may take several months.

Training and coaching
In addition to recruiting the most appropriate
people for the job based on the job specification,
every sales manager must try and improve their
subordinates’ individual effectiveness by appro-
priate training. Much training is wasted because it
covers areas that the person already knows about.
For this reason, it is important to separate induc-
tion training for new recruits from that suggested
for existing staff. Again, planning is important, so
the first stage, prior to training, is to conduct some
audit of training requirements. This is stage one in
the process, determine needs; stage two is design-
ing the programme; stage three is conducting the
training and finally evaluating the results.

Many firms realize, particularly in a relation-
ship context, the importance of coaching. Some-
where between formal training and inspired
leadership lies the importance of coaching. Sales
coaching is a series of conversations and activities
that provide ongoing feedback and encourage-
ment to a salesperson or sales team member with
the goal of improving that person’s performance
(Corcoran et al., 1995, p. 118). To be effective, it
requires salesperson trust in their supervisor/
coach and accurate feedback and role modelling.
It requires also frequent interaction to discuss
account relationships, account potential and eco-
nomic returns, thus developing insight rather than
behaviours in a sales call. The salesperson must
keep a diary of their interactions which analyses
data for every call and describes the progress and
problems encountered in the account. The sales
manager should encourage insight by asking self-
reflective questions that will enable improvement
for future sales calls. The role of the coach is no
longer that of teacher on ‘how to do it’ but to facil-
itate the digestion and interpretations of event that
happened during a customer interaction so that
the salesperson continually enhances their know-
ledge about how to manage their customer rela-
tionships in an account.

Leadership and supervision
The ability to get the best from subordinates is a
valued characteristic and is referred to as leader-
ship quality. However, leadership is best explained
in the context in which it is exercised, and sales
managers should assess their leadership style and
its appropriateness to the people and circum-
stances in which it is applied.



In today’s organization where rationalizing,
downsizing and restructuring are being imple-
mented, sales managers must encourage their peo-
ple to adapt and be flexible. Such movers and
shakers have been called transformational leaders
who can get their salespeople to perform beyond
typical expectations. However, in most situations,
sales managers who have not proved themselves
by having previously been a successful salesperson
will find it hard, if not impossible, to be convincing
in this role. Qualities thought to be important in
sales managers vary and often extend to a variety
of characteristics, usually ending with an ability to
walk on water and other superhuman powers.

Perhaps more revealing are studies that
reflect how salespeople feel about their boss. The
major complaints usually focus on the following:

1 Managers do not spend enough time with their
salespeople.

2 They do not listen to salespeople’s concerns.
3 They do not take these concerns seriously.
4 They do not follow up to resolve problems.

Again, the difficulty may be that many sales man-
agers have not been trained in management or
prepared for the new skills and tasks that they are
now asked to perform.

Remuneration
Arguably, the most influential factor in the motiv-
ational mix is remuneration, which can incorpor-
ate basic financial rewards and special incentives.
Financial incentives are a popular means used to
motivate sales personnel. Sales managers can
remunerate salespeople using salary, commission,
bonus or a combination of these. Most sales man-
agers, based on their experience, seem to feel that
a balance of types of remuneration is most appro-
priate. A recent study found that most UK com-
panies offer combination remuneration comprising
salary and commission or salary and some form 
of bonus, especially performance-related pay
(Donaldson, 1998). This research also found that a
number of salespeople consider job security of
higher value than the level of remuneration. The
variety of payment plans in operation, even
within similar industry and sales situations, sug-
gests that management do not fully understand
the effect of payment on their employees’ motiv-
ation. If a company’s main objectives were on
relationship building and long-term customers, a
higher salary and lower incentive component

would be recommended. The difficulty with such
rules is that within any one sales force, there is no
one remuneration package that suits everyone
and we have to settle for one that best meets the
needs of most of our sales force.

Evaluation and control
Setting targets and quotas for salespeople has a
direct effect on their motivation. Targets not only
direct sales effort and provide evidence for per-
formance evaluation but they can also act as an
incentive and motivator. It is not only the target
and system of control that is important but the
way the target is determined, communicated and
applied. For this reason, a system of management
by objectives based on the participation and
involvement of salespeople themselves is an
appropriate option (Donaldson, 2007).

A problem already identified is that sales
tasks and sales effort often can have an indirect
rather than a direct effect on sales performance.
Missionary or specification selling, such as pharma-
ceuticals, is particularly prone to this difficulty.
For others, organizational complexity or dual
effort with intermediaries may confuse the sales
process and its effect on performance. Never-
theless, accurate and timely feedback for sales-
people has a positive effect on job performance
and job satisfaction. At one level, evaluation of
salespeople is easy – they either make target or do
not! The problem with the link between sales
effort and sales response is that it is neither simple
nor direct. Most companies do conduct some form
of evaluation but few do this in a formal way that
evaluates causes as well as outcomes. Part of the
problem with evaluation is that to do it properly,
far from being easy, it is time-consuming, costly
and downright difficult. At the individual sales-
person level evaluation, it is necessary to identify
above and below average performers and to iden-
tify possible candidates for promotion or dis-
missal, and to identify areas of weakness in
salespeople in carrying out their tasks in meeting
sales objectives. For management, evaluation is nec-
essary to assess the efficacy of sales management
practices such as territory deployment, recruitment,
training, remuneration and so on. Again, our start-
ing point is an audit of current performance.

How organizations evaluate sales perform-
ance has been categorized into five classes of sales
performance evaluation methods (Boles et al.,
1995). Class one evaluation is output only relying
on results as the criteria for evaluation and can
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include objective measures such as sales volume or
value or subjective measures such as ‘achieving
sales objective’. Class two methods use input objec-
tives with measures such as calls made or sales
skills measures against performance goals. In other
words, on activities rather than on accomplish-
ments. Class three, individual evaluation, relies on
both input and output usually combining objective
and subjective measures. Ratios can be determined
and some order of preference is possible. Class four
use both input and output measures against
explicit standards and is evaluated through super-
visory evaluation and statistical methods. Finally,
class five is similar but evaluates against not the
average but the ‘best-in-class’. A necessary require-
ment to achieve sales force excellence.

Conclusion

Personal selling and sales operations are still key
to the effective implementation of marketing
plans. The role of personal selling is changing as
new and different ways such as the telephone,
electronic interchange and the Internet can be
found to inform and persuade customers. The
salesperson must adapt, and there is evidence
that marketing and sales roles are becoming not
only interdependent but also interchangeable.
Positions such as business development man-
ager, customer account manager and category
manager reflect that salespeople must be better
trained and qualified, able to work in teams and
be capable of coordinating within their firm and
at the boundary between the firm and their cus-
tomer. The traditional sales process still applies in
many exchange situations, but the key role for
salespeople is to build, maintain and promote
long-term profitable relationships with cus-
tomers. This puts an additional burden on 
management to recruit, train, lead, reward and
monitor effective sales performers since this role
is crucial to the prosperity of their business.
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CHAPTER 16

Brand building
LESLIE de CHERNATONY

Introduction

Brands are clusters of functional and emotional
values which promise stakeholders unique and
welcome experiences. The functional values are
less sustainable than the emotional values. Good
product or service functionality is now a taken 
for granted expectation amongst stakeholders.
Emotional values, delivered through sources such
as staff interactions, represent a source of sustain-
able competitive advantage. Many organizations
recognize that good externally focused communica-
tions raises stakeholders’ expectations about brand
promises, yet in many instances staff represent
the brand. A well co-ordinated, committed group
of employees enables an organization to deliver 
a welcomed difference based on what the con-
sumer receives (functional values) and how they
receive it (emotional values).

Brands are intangible assets and because of
their etheral nature, interpretations of a firm’s
brand can vary between members of the manage-
ment team. Without surfacing diverse interpret-
ations, a management team may have about their
brand, it is likely that different parts of the organ-
ization will be ‘pulling in different directions’, due
to diverse views. This chapter therefore opens with
a review of the different meanings of the brand
concept.

Historically brand management primarily
focused on consumers. This was based on the
assumption that efficient production processes
could be managed to guarantee the brand’s func-
tional values and that creative use of promotions
resources, such as advertising and packaging,

could promise emotional values. In today’s com-
petitive environment, where the services sector is
far more dominant, there is a realization that
attention needs to focus on consumers and staff.
Advertising performs a useful role promoting a
brand promise and enrobing a product or service
with emotional values, but it is staff who deliver
the promise. Without sufficient understanding and
commitment, staff may not be delivering the brand
promise. To encourage a more co-ordinated, pan-
company approach to delivering the brand, there
has been a move towards teams of senior man-
agers planning and co-ordinating brand building
activity. As a consequence of these issues, this chap-
ter will also look at the importance of internal
branding and culture. It will explain a strategic
brand building procedure that facilitates a more
integrated, pan-company approach which should
engender a greater likelihood of brand coherence.

The chapter opens by reviewing the spec-
trum of brand interpretations. A sequential itera-
tive process for building and sustaining brands is
overviewed. Each block of this process is then
explained, showing how a more integrated
approach to branding can be enacted.

Spectrum of brand interpretations

Brands are conceived in brand plans but ultim-
ately they reside in consumers’ minds. They 
exist by virtue of a continuous process whereby
the co-ordinated activities across an organization
concerned with delivering a cluster of values are
integrated and internalized by consumers in such
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a way that reflects their functional and emotional
needs. Consumers’ buying behaviour provides
feedback about their likes/dislikes of particular
brands and responding to this through change pro-
grammes enhances the likelihood of brand success.

With a clear appreciation of the vision for the
brand, a cluster of functional and emotional values
can be devised and delivered through co-ordinated,
pan-company processes. This leads to the devel-
opment of a positioning statement to communicate
the brand’s functional values and a personality to
act as a metaphor for the brand’s emotional values.
Ideally, these should be perceived by consumers as
congruent with their self-image, matching their
functional and emotional needs and thus generat-
ing goodwill from a trusted relationship which
grows consumer confidence in the brand over time.

A review of the literature and interviews with
leading edge consultants advising clients about
their brands showed a variety of interpretations
about brands (de Chernatony and Dall’Olmo Riley,
1998). Table 16.1 shows the variety of interpret-
ations encountered which will be considered.

Brand as a logo
One of the more established definitions of a brand
was proposed by the American Marketing Associ-
ation (AMA) in 1960. This stresses the importance
of the brand’s logo and visual signifiers primarily
as a basis for differentiation purposes, that is,

A name, term sign, symbol or design, or a combin-
ation of them, intended to identify the goods or

services of one seller or group of sellers and to dif-
ferentiate them from those of competitors.

The unique shape of Coca Cola’s bottle, the distinct-
ive ‘golden arch’ of McDonald’s, the blue and 
white roundel of BMW and the spectrum coloured,
part-eaten apple of the Apple PC are notable 
examples of brands instantly identifiable through
their logos. Organizations invest considerable
resources on their logos as they can become power-
ful recognition devices. Through long-term invest-
ment logos give rise to a familiar set of associations
favourably influencing brand selection decisions.

While this interpretation represents an import-
ant ingredient of brand building, it should not be
the primary emphasis. Brand differentiation is
more than making a brand distinctive. At its most
basic, it is finding an attribute important to con-
sumers then seeking to sustain this unique charac-
teristic in a profitable manner. Developing the logo
for the brand should be done strategically, rather
than tactically. In other words the vision for what
the brand is to become should drive ideas about
the core essence of the brand, which should then
be used as the brief for designers. Whether the
colour or the type of font is appropriate can then be
judged against how these will help the brand on its
journey.

Brand as legal instrument
One of the simpler interpretations of a brand is that
of ensuring a legally enforceable statement of own-
ership. Branding represents an investment and
thus organizations seek legal ownership of title, as
protection against imitators. As part of its brand
strategy, Absolut Vodka stresses the importance of
continually monitoring competitors’ brand activity
to quickly stop any firm adopting the name or 
bottle design.

Effective trademark registration offers some
legal protection (e.g. Blackett, 1998) but ‘look-alike’
own labels in retailing exemplify the problem of
being over reliant on legislation as a barrier against
competitors (e.g. Lomax et al., 1999). Kapferer (1995)
devised an innovative procedure to help evaluate
the extent to which a competitor had infringed a
brand’s equity. Consumers are invited to sit in
front of a PC screen and are presented with an
unfocused picture of the packaging of the copycat
product. They are asked if they want to state what
the brand is. Then, in an incremental manner, the
picture gradually becomes clearer. At each step of
increasing clarity, the consumer is asked if they can

Table 16.1 Different Interpretations
of “Brand”

Logo
Legal instrument
Company
Shorthand
Risk reducer
Positioning
Personality
Cluster of values
Vision
Adding value
Identity
Image
Relationship
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state the brand. The measure of confusion is based
on the proportion of consumers who stated they
had seen the original brand when they actually
had the copy.

Brand as company
One way of considering the nature of a brand is to
think about the spectrum shown in Figure 16.1.
At one extreme is corporate branding where any
branding is based around the vision, culture and
ethics represented by the corporation. This is
prevalent in financial services (e.g. AXA, HSBC)
where the corporate values are thought capable
of stretching across the diverse product groups.
At the other extreme, the brand is a ‘stand alone’
entity with its unique cluster of values and it has
no immediately recognizable links with its par-
ent. For example, Ariel Color and Fairy Liquid
which are both from Procter & Gamble.

Considering a corporate brand solely from a
nomenclature basis overlooks the rich meaning of
this concept. A corporate brand is a projection of
the amalgamated values of a corporation that
enable it to build coherent, trusted relationships
with stakeholders. Besides unifying staff, a corpor-
ate brand signals expectations to staff about
desired forms of behaviour through a set of values
that bond an organization. A successful corporate
brand flags to stakeholders a set of principles that
the organization stands for and which add value to
the on-going relationships.

If the corporate brand has gained respect
from its stakeholders it leads to a partnership
mentally, whereby each stakeholder does not take
a price driven, short-term transaction perspective,
but rather adopts a more flexible attitude recog-
nizing that both parties need a win–win outcome.
From time to time either the corporation or its
stakeholders entrusts a process or a decision to the
other party, confidently knowing that the prin-
cipled corporation’s behaviour will be consistent
with its espoused values.

Ultimately corporate brands should inspire
staff to treat their stakeholders in a consistently

similar manner. The outcome should be stake-
holder’s confidence in extending their purchas-
ing to a broader range from the seller’s portfolio.
By being focused on understanding what the cor-
porate brand stands for and the way it projects its
values, external stakeholders and staff should
have pride from their partnered approach to grow-
ing each other.

For a variety of reasons there is a move
towards corporate branding, for example the
need to curtail the increasing costs of promoting
individual line brands, and the prevalence of cat-
egory management, where priority is given to
promoting product sectors to retailers, rather than
individual line brands. Mitchell (1997) provides a
more complete picture. We have moved from the
industrial age, which stressed tangible assets, to
the information age which seeks to exploit intan-
gibles such as ideas, knowledge and information.
The new branding model is therefore one which
emphasizes value through employees’ involve-
ment in relationship building. Internally brand
management is becoming culture management
and externally it is consumer interface manage-
ment. In the new branding mode corporate brand-
ing internally signals messages about the desired
culture and externally it reduces the information
overload problems from line branding, decreasing
consumers’ information processing costs. Corpo-
rate branding facilitates consumers’ desires to
look deeper into the brand and assess the nature of
the corporation. A further reason for corporate
branding is that through building respect and trust
with one of the corporation’s offerings, consumers
are more likely to accept the corporation’s promises
about other offerings.

Corporate branding thus provides the stra-
tegic focus for a clear positioning, facilitates greater
cohesion in communication programmes, enables
staff to better understand the type of organization
they work for and thus provides inspiration
about desired styles of behaviour.

Managing corporate brands needs a different
approach to classic line branding. Individual line
branding primarily focuses on consumers and
distributors. By contrast, corporate branding is
about multiple stakeholders interacting with many
staff from numerous departments and important
objectives are ensuring a consistent message and
uniform delivery across all stakeholders groups.
In line branding, consumers mainly assess the
brand’s values from advertising, packaging, 
distribution and the people using the brand. Yet
in corporate branding, while values are partly

Dominance
of

individual line

Dominance
of

Corporation

Figure 16.1 Corporate versus line branding
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inferred from corporate communication cam-
paigns, stakeholders’ interactions with staff are
also important.

In the early days of some corporate brands
(e.g. Virgin, Body Shop and Hewlett Packard)
strong personality entrepreneurs had a philoso-
phy about their brand making the world a better
place and recruited staff with similar values to
theirs. With a low number of staff in regular contact
with each other, stakeholders were likely to per-
ceive a consistent corporate brand. Success resulted
in growth and more staff. The more successful
firms communicated their brand philosophy
through a culture that enshrined particular core
values, allowing peripheral values and practices
to adapt over time. New staff could appreciate
from the culture how to contribute as brand
builders. In less successful corporations, new man-
agers were uncomfortable with the issues of cor-
porate culture and brand visions and over time
lost sense of their core values. New staff were less
confident about the corporation’s core values and
different styles of behaviour evolved, causing
disparate perceptions amongst stakeholders.

In corporate branding, staff are not only crit-
ical contributors to the brand’s values, but represent
evaluative brand cues. As such, the HR Director
should be a key member of the brand’s team, since
they devise policy that impacts on brand building,
such as recruitment, induction and training. At
Waterstone’s, the Marketing Director’s view is
‘Recruitment is a branding exercise, it’s part of the
management of the corporate brand’ (Ind, 1998, 
p. 325). For successful corporate branding staff must
understand the brand’s vision, be totally commit-
ted to delivering it and more emphasis should be
placed on internal communication.

In corporate branding, the CEO is responsible
for the corporate brand’s health and their leader-
ship needs to enable all employees recognize the
importance of the corporation’s values. An advan-
tage of focusing everything behind a common
name is not only to provide clear direction for staff,
but also to achieve a coherent focus for the port-
folio and communicate a consistent message to all
stakeholders. The disadvantage is that problems
with the organization’s reputation can taint the
image of the whole portfolio.

Brand as shorthand
There are finite limits to our abilities to seek,
process and evaluate information. Yet surfing the
web, or considering other forms of advertising

quickly makes one aware of the emphasis many
organizations place behind the quantity, rather than
the quality of information. To protect their lim-
ited cognitive capabilities people have developed
methods for processing such large quantities
of information. Miller (1956) carried out research
into the way the mind encodes information and
his research, along with that of Jacoby et al. (1977)
plus Bettman (1979) help us to appreciate what
happens. If we compare the mind with the way
computers work, we can evaluate the quantity of
information facing a consumer in terms of the
number of ‘bits’. All the information on the pack-
aging of a branded grocery item would represent
in excess of 100 bits of information. Researchers
have shown that the mind can only simultan-
eously process between 5 and 9 bits of information.

To cope with this deluge of marketing infor-
mation, the mind aggregates bits of information
into larger groups, or ‘chunks’, which contain more
information. An analogy may be useful. The novice
yachtsman learning morse code, initially hears
‘dit’ and ‘dot’ as information bits. With experi-
ence, they organize these bits of information into
chunks (letters), then mentally builds these chunks
into larger chunks (words). In a similar manner,
when first exposed to a new brand of conveni-
ence food, the first scanning of the label would
reveal an array of wholesome ingredients with few
additives. These would be grouped into a chunk
interpreted as ‘natural ingredients’. Further scan-
ning may show a high price printed on a highly
attractive, multicolour label. This would be
grouped with the earlier ‘natural ingredients’
chunk to form a larger chunk, interpreted as ‘cer-
tainly a high quality offering’. This aggregation of
increasingly large chunks would continue until
final eye scanning would reveal an unknown
brand name but, on seeing that it came from a
well-known organization (e.g. Nestle, Heinz, etc.),
the consumer would then aggregate this with the
earlier chunks to infer that this was a premium
brand; quality contents in a well-presented con-
tainer, selling at a high price through a reputable
retailer, from a respected manufacturer known for
quality. Were the consumer not to purchase this
new brand of convenience food, but later that day
to see an advertisement for the brand, they would
be able to recall the brand’s attributes rapidly,
since the brand name would enable fast accessing
of a highly informative chunk in the memory.

The task facing the marketer is to facilitate
the way consumers process information about
brands, such that ever larger chunks can be built
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in the memory which, when fully formed, can then
be rapidly accessed through associations from
brand names. Frequent exposure to advertisements
containing a few claims about the brand should
help the chunking process. What is important,
however, is to reinforce attributes with the brand
name rather than continually repeating the brand
name without at the same time associating the
appropriate attributes with it.

Conceiving brands as shorthand devices
forces managers to think about the way they
emphasize quality of information rather than
quantity of information in any brand communica-
tion. As our minds cannot cope with more than
seven bits of information at once, one test to apply
to any brand communication is whether there are
more than seven bits of information.

Brand as risk reducer
When people choose between brands they do not
always base their decision on choosing the brand
which maximizes their utility, as economic theory
suggests. Rather there are situations where con-
sumers perceive risk, for example the perceived
risk of friends disapproving of a particular style
of clothing. It is not uncommon to find consumers
choosing between competing brands according
to the extent to which they perceive least risk.
Bauer (1960) was one of the early writers to sug-
gest this notion and a stream of research has since
evolved showing the importance of perceived
risk, that is, the uncertainty consumers perceive
that buying a particular brand will result in a
favourable outcome.

While risk can be conceived as an objective
concept, consumers use their perceptual processes
to make any assessment. As such, due to their
diverse backgrounds and the context in which they
make assessments, it is likely that the perceived risk
choosing a brand will vary between consumers.

Consumers perceive risk along several dimen-
sions such as:

� performance risk (will the brand meet the
functional specifications?);

� financial risk (will the consumer get good value
for money from the brand?);

� time risk (will the consumer have to spend more
time evaluating unknown brands and if the brand
proves inappropriate, how much time will have
been wasted?);

� social risk (what associations will the consumer’s
peer group link with them as a result of their

brand choice and will this enhance or weaken
their views about the consumer?);

� psychological risk (does the consumer feel 
right with the brand in so far as it matches their
self-image?).

Brands are more likely to succeed when the brand
team delve deeper to understand what dimen-
sions of perceived risk consumers are most con-
cerned about. From this analysis a way needs to
be found of presenting the brand to minimize
consumers’ perceptions of risk along the dimen-
sions that particularly concerns them. For example,
if research surfaced that potential car buyers 
were reticent about considering a new car brand
because of its futuristic design, it would be wise
to consider a communications strategy that seeks
to reduce social risk through the use of peer
group endorsement.

To capitalize on the brand as a risk reducer,
marketers should segment consumers by similar
risk perceptions. If any one of the segments has
sufficient consumers and if the firm is profitably
capable of developing the brand as a risk reducer
to meet the segment’s needs, this strategy should
be considered.

Brand as positioning
Another perspective managers adopt when inter-
preting brands is in terms of positioning, that is,
ensuring consumers instantly associate a brand
with a particular functional benefit, or a very low
number of functional benefits. For example, BMW
as performance and Volvo as safety. In the infor-
mation age people are bombarded with large
amounts of data and choice. For example, it has
been estimated that the weekend edition of a
quality newspaper has more information than
someone would have been exposed to in the seven-
teenth century. In a grocery superstore the con-
sumer is faced with over 30 000 lines. To cope with
this notable quantity of data people’s perceptual
processes take over. In effect these raise ‘barriers’
protecting the mind against accepting just any
type of data, and perceptual vigilance then focuses
attention on particular data which is selectively
comprehended and retained in memory. One of
the implications of the perceptual process is that
consumers may interpret a brand differently from
that intended by the organization. For this reason
some managers interpret a brand as a device that
enables them to establish a key functional associ-
ation in the consumer’s mind.



Successful brands represent a point of view
and their positioning reinforces this. For exam-
ple, innocent, the smoothies from the innocent
drink company, questioned why healthy subsis-
tence had to be dull and boring. They stand for
putting fun back into a healthy diet with their fre-
quently changing labels that are designed to raise
a smile. Virgin is positioned as the challenger
which questions whether consumers are being
fairly treated, regardless of the market.
Identifying a brand’s differential advantage is but
one part of a process that needs to establish the
brand in the consumer’s mind.

There are several characteristics of a powerful
brand positioning strategy. Firstly, it should be 
centred ideally around one functional attribute; or
if necessary a couple since the more attributes
included the more difficult it is to get these regis-
tered in consumers’ minds. Secondly, it should be
recognized, as Ries and Trout (1986) stressed, that
positioning is not what is done to a brand, but
rather what results in the consumer’s mind. In
other words it is myopic to just focus on brand
development. Rather there should be a balanced
perspective, evaluating what the consumer regis-
ters about the brand, then fine tuning the brand
until there is better alignment between the
intended positioning and the resultant positioning,
as shown in Figure 16.2.

Thirdly, the brand positioning should focus
on functional benefits valued by consumers,
rather than those valued by managers. It is too
easy to focus on features which have more to do
with reflecting the organization’s competencies,
rather than taking time to involve the consumer
in the development process.

Brand as personality
With advancing technology and sufficient invest-
ment, competitors can emulate and surpass the
functional advantage of a leading brand. One way
to sustain a brand’s uniqueness is through enrob-
ing it with emotional values, which users some-
times value beyond the brand’s functional utility.
Consumers rarely undertake a thorough review of
a brand to identify its emotional values, as can be
appreciated from the early discussion about per-
ceptual processes. By using the metaphor of the
brand as a personality, manifest sometimes through
a celebrity in brand advertisements, consumers
find it much easier to appreciate the emotional val-
ues of the brand.

A brand’s emotional values are also inferred
from its design and packaging, along with other
marketer controlled clues such as pricing and the
type of outlet selling the brand. However, it should
be realized that, particularly for conspicuously
consumed brands, people form impressions
according to the type of people using the brand
and this is less easy for the marketer to control.
There are some examples of successfully capitaliz-
ing on the people consuming a brand, for example
the launch of the alcopop drink Hooch in Sweden.
One of the emotional values of this brand is a dis-
tinctively independent attitude. In its early days,
staff from the Swedish importer went to popular
holidaying skiing slopes and watched young
skiers. Those who had a more flamboyant skiing
style were approached and asked if they would
like to invite friends to a party that evening at a
local bar where Hooch was being promoted. This
proved to be a successful way of getting the brand
associated in its early days with people whose
emotional values echoed those of the brand.

Brand building 311

Understand the needs
of different segments

of the market

Identify the most
attractive segment

Develop the brand to
“own” a functional

benefit amongst the
target

Evaluate which
functional benefit the

target market
associates with the

brand

Depending on the fit
between the intended
and perceived
positioning refine the
brand according to:

Figure 16.2 A balanced perspective on brand 
positioning



This interpretation of the brand has given rise
to a considerable amount of research into brands
as symbolic devices with personalities that users
welcome. When choosing between competing
brands consumers assess the fit between the per-
sonalities of competing brands and the personality
they wish to project, as shown in Figure 16.3.

According to the situation they are in, this
may be

� the self they believe they are (e.g. the brands of
clothing selected by a manager for daily wear in
the office);

� the self they desire to be (e.g. the brand of 
suit worn by a young graduate going for
interviews immediately after completing their
degree);

� the situational self (e.g. the brands of clothing
worn by a young man who is to meet for the first
time the parents of his fiancé);

� the rejected self (e.g. rejecting an automotive
brand because the consumer perceives it as being
brash and does not want to have this type of
association).

When therefore seeking to communicate the emo-
tional values of the brand it is important to under-
stand the emotional role potential consumers
expect of the brand.

Brand as a cluster of values
In this interpretation, a brand is considered as a
cluster of values. For example, the Virgin brand is
a cluster of five values, that is, quality, innovation,
value for money, fun and a sense of challenge.
Conceiving a brand as a cluster of values pro-
vides a basis for making the brand different from
others. Thus while there are several brands of off
the road four wheel drive vehicles, Land Rover is
distinctive because of its values of individualism,
authenticity and freedom.

One of the key reasons for the interest in val-
ues is because they influence behaviour, as can be
appreciated from Figure 16.4.

As a result of the society and the peer groups
people come into regular contact with, so they
develop their individual values. These lead to
anticipations of particular types of outcomes,
albeit varying by situation. For example, someone
with the value of honesty may leave their door
unlocked because they live in close proximity
with neighbours who share the same value, yet
when staying in a hotel the door is locked because
of uncertainty about the values of other guests.
Ultimately though values affect brand choice.
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Consider the example of a lady who has a
value of wanting to be fashionable. She is going
out for dinner with her husband and will be
meeting his colleagues for the first time. As such,
when going through her dresses in the wardrobe
her choice is based on rejecting those dresses which
are over a year old, and because of the company
she will be keeping she also rejects those that are
not conservative in style. If at the end of the
evening she is complemented on her good taste
in clothes this will reinforce her association
between the chosen dress and the value of being
fashionable. One of the reasons for the success of
the First Direct bank was because, in its early
days, its values of consumer respect, openness
and getting it right first time resonated with the
values appreciated by numerous people.

The challenge managers face when interpret-
ing brands as clusters of values is to understand
what values are particularly important to their tar-
get market, then ensuring they are able to deliver
these. If some staff do not believe in these values
this will show in their behaviour and consumers
will change to another brand.

Brand as vision
Another perspective noted about managers’ inter-
pretations of brands is akin to a beacon, whose rays
provide a clear sense of direction for the traveller.
In other words, brands are about a vision senior
managers have for making the world a better place.
As a result of this vision, a role can be defined for
the brand. Within this perspective, brand manage-
ment is about the senior team taking time to envi-
sion a world they want to bring about through their
brand. Thus Apple PCs is about enabling more cre-
ativity, Benetton is about a world of social harmony
and Versace is about a pleasurable life based on
beauty and joy.

This interpretation is more strategic and takes
courage from the brand’s team. Gone are incre-
mental extrapolations and instead the team takes
time to envision long-term scenarios that they
boldly want to bring about through their brand.

Without a well-defined vision a brand could
be in danger of drifting and when faced with an
unforeseen threat a short-term solution may result
which could shift the brand’s direction. A good
brand vision spurs managers, staff and consumers
towards greater things. Nike’s consumer advertis-
ing campaign, ‘You don’t win silver. You lose gold’
is a good example of the way the brand vision
encourages a particular course of action.

Brand as adding value
This perspective on brands is akin to considering
the extra benefits over and beyond the basic prod-
uct or service that are added and which buyers
value. These extra benefits could either be func-
tionally based, albeit more difficult to sustain
over time, or emotionally based. A functional
example is a garage in a commuting town north
of London displayed a banner proclaiming, ‘We
go the extra mile’. They do so through providing
an extra service to consumers who bring their cars
to the garage for maintenance, driving their con-
sumers to and from the train station a mile away.
By contrast, different brands of watches tell dif-
ferent stories about their owners. The emotional
component of a fine chronometer can account for
a notable component of the prize.

Added value is a relative concept that
enables consumers make a purchase on the basis
of superiority amongst competing brands. It can
also be judged by consumers in terms of how the
brand has improved over time, for example the
pleasant surprise a car owner experiences when
trading in their model for a newer model of the
same marque. Interviews with branding consult-
ants (de Chernatony et al., 2000) showed that
unless there has been a breakthrough in technol-
ogy creating a new market, added values should
not be conceived in terms relative to the core
commodity form, but rather relative to competi-
tion or time.

As a result of the saying ‘value is in the eyes
of the beholder’, if a brand is to thrive, its added
values need to be relevant to consumers, and not
just to managers. An engineer may believe they
have helped in the branding process by develop-
ing a computer chip which repeatedly tells an
unbelted car driver ‘your belt is not fastened’. Yet
to hear of the caravanning enthusiasts saying they
would pay to have this removed as it is so irritat-
ing when jumping in and out of a car reversing a
caravan onto a small pitch at a camp site provides
some indication of its worth to consumers!

One way to identify added value opportun-
ities is to accompany consumers both on their shop-
ping trip and when they are using the brand. This
enables identification of the stages they go through
when choosing and using a brand. By then talking
with consumers about each of the incidents, and
getting them to identify what they liked and dis-
liked, how different brands provide different bene-
fits at each of the stages, ideas begin to surface
about ways of enhancing the brand.
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Brand as identity
The concept of brand as identity has attracted the
interest of researchers in marketing, organizational
behaviour and strategy. Drawing on the review
by Hatch and Schultz (2000), brand identity is the
distinctive or central idea of a brand and how the
brand communicates this idea to its stakeholders.
Particularly when the organization brands its
offerings with its corporate name, or the brand is
strongly endorsed by the corporation, this involves
a lot of internal ‘soul searching’ to understand
what the firm stands for and how it can enact the
corporate values across all its range. Managers
and staff become engrossed in surfacing consensus
above who the organization is and what it stands
for. For example, Apple believes in increasing peo-
ple’s productivity through challenging inborn
resistance to change. Its corporate identity of the
bitten apple epitomizes this – the forbidden fruit
with the colours of the rainbow in the wrong order.
Communication is not directed just at consumers,
but also at staff, so they can appreciate how they
must behave to be the embodiment of the brand.

This perspective of the brand is in sharp con-
trast to that of the brand as a ‘legal instrument’ and
a ‘logo’, since the emphasis is on the brand as a
holistic entity. Regarding a brand as a ‘logo’ or
‘legal instrument’ leads to almost a checklist men-
tality regarding the elements necessary to create a
brand, whereas an emphasizes on the brand’s iden-
tity encourages more integrated thinking about
several component parts, as shown in Figure 16.5.

Brand identity can be appreciated from the
model shown in Figure 16.5. Central to any brand
is its vision which provides a clear sense of direc-
tion about how it is going to bring about a better
future. To achieve this stretching future depends on
a culture with staff who believe in particular values
and managers who have a common mental model
about how their market works and therefore how
the brand must be developed. The core thinking
behind the brand can now be translated into a posi-
tioning strategy that manifests the brand’s func-
tional values and a personality which brings the
brand’s emotional values to life. Underpinning all
of this is a clear understanding amongst staff about
the types of relationships they need to have with
each other, with consumers and other stakeholders
to enact the brand’s values. If there is a unified
form of internal behaviour, the organization can be
more confident about presenting the brand to
stakeholders with a design and promotional sup-
port that differentiates the brand in a manner
which stakeholders welcome. Figure 16.5 shows
the different interactions between the five compo-
nents of a brand’s identity and the challenge for
managers is to find ways of blending these compo-
nents to gain maximum internal reinforcement.

This interpretation may help managers rein-
force a meaning behind a brand for consumers,
and also communicate the essence of the brand to
other stakeholders. The concept of brand identity
offers the opportunity to develop the brand’s pos-
itioning better, and encourages a more strategic
approach to brand management. A carefully man-
aged identity system also acts as a protective bar-
rier against competitors.

One of the weaknesses of this perspective is
that managers focus on the internal aspect of
branding, thinking predominantly about the
desired positioning. Thought also needs to be
given to the way consumers perceive the brand,
since their perception (brand image) may be differ-
ent from the intended projection (brand identity).
One of the problems with seeking to develop a
brand through minimizing the gap between brand
identity and brand image, is that image refers to a
consumer’s perception at a specific point in time
and thus leads to short-term fluctuations. By con-
trast, reputation relates to perceptions about a
brand over time and as a consumer based measure
is more stable. Thus, brands could be managed by
developing a brand identity, then regularly fine
tuning the brand identity components to minimize
the gap with the brand’s reputation amongst
stakeholders, as shown in Figure 16.6.

Presentation

Relationships:
Staff to staff
Staff to consumers
Staff to other
stakeholders

Positioning Personality

Brand vision
Culture

Figure 16.5 The components of brand identity



Brand as image
People do not react to reality but to what they per-
ceive to be reality. This perspective encourages a
more consumer-centred approach. Brands are
regarded as the set of associations perceived by an
individual, over time, resulting from direct or indir-
ect experience of a brand. These may be associ-
ations with functional qualities, or with individual
people or events. It is unlikely for two people to
have exactly the same image of a brand (since no
two people have the same experiences), but their
images may have common features. These features
constitute, for example, ‘the sociable image’ of a
particular brand of beer.

Adopting an image perspective forces man-
agement to face the challenge of consumers’ per-
ceptions, that is, due to their perceptual processes,
the sent message is not necessarily understood as
was intended. It therefore necessitates checking
consumers’ perceptions and taking action to
encourage favourable perceptions.

Evaluating a brand’s image needs to take into
consideration consumers’ levels of involvement
with the category (Poiesz, 1989). For those cat-
egories where consumers are actively involved in
spending time and effort seeking out and pro-
cessing brand information, it has been argued
(e.g. Reynolds and Gutman, 1984) that brand
image relates to a network of information stored in
memory that helps the consumer define their self.
As consumers are so involved in the brand selec-
tion process it is appropriate to use an involved
procedure when measuring brand image, for

example means-end chaining. In this approach
consumers are first asked what they see as being
the difference between the brand in question and a
couple of competing brands in the category.
Having elicited a functional attribute, which acts
as the anchor point, consumers are then asked
why such an attribute might be important to them.
They are then asked why this reason is important,
and through repeatedly probing about why the
reason is important, a value emerges. While this
takes time to administer, it provides a rich insight
to the brand’s image.

For low involvement categories, where con-
sumers habitually buy the brand, or undertake
minimal information searching, brand image is a
holistic impression of the brand’s position rela-
tive to its perceived competitors. To identify the
brand’s image a low involvement evaluation pro-
cedure would be appropriate, for example mental
mapping. Consumers are asked which brands
they believe a particular brand competes against.
The brand under attention and the other named
brands are then written on cards. These are shuf-
fled, given to the person who is asked to arrange
all the cards on a desk in such a way that those
brands perceived to be similar are placed close to
each other. After photographing the way the cards
were arranged, the respondent is asked to explain
their map, and from this insight is provided about
the brand’s image.

Brand as relationship
The interpretation of a brand as a relationship is a
logical extension of the idea of a brand’s person-
ality: if brands can be personified, then consumers
can have relationships with them. Research has
shown (e.g. Fournier, 1998) that relationships are
purposive and enable both parties to provide
meanings. Consumers choose brands in part
because they seek to understand their self and 
to communicate aspects of their self to others.
Through engaging in a relationship, albeit briefly,
consumers are able to resolve ideas about their
self and, with the brand metaphorically akin to
an active member of a dyad, it helps legitimize
the consumer’s thoughts about themselves. Within
this perspective managers consider how the
brand’s values should give rise to a particular type
of relationship.

The interpretation of brands as relationships
enables managers to involve staff more in the
branding process. Some people find the concept of
brand values difficult to understand, but they feel
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more confident about the idea of describing rela-
tionships. One way of getting employees to con-
sider the implications of their brand’s values is to
use a variant on the party game, ‘in the manner of
the word’. Members of a department are brought
together and someone is asked to leave the room
with their manager. That person chooses one of the
brand’s values and spends a few moments think-
ing about what this means in terms of the relation-
ship they should be building with their clients to
reinforce the brand. They return to the room and in
front of their colleagues mime a series of activities.
As these are taking place their colleagues shout out
the value they think is being enacted and terms to
describe the relationship. A facilitator writes on a
flip chart what is being shouted and the miming
continues until the ‘actor’ feels someone has cor-
rectly mentioned both the value and the relation-
ship implications they are acting. Besides being a
fun activity, it surfaces lots of assumptions about
the brand’s values and relationships. As staff have
used their own phrases and their own scenarios, it
enables their manager to build on their frames of
reference and help them develop more appropri-
ate relationships in their daily working tasks.

When considering what the relationship
implications are from the brand’s values, it is
important to recognize that relationships come
about because of reciprocal exchanges between at
least two individuals. While the organization may
wish to use its brand to develop a close relation-
ship with its consumers, they may prefer instead
to have a more distant relationship. It is therefore
important that once a relationship has been iden-
tified that research be undertaken with consumers
to evaluate their view about the desired relation-
ship. Through understanding what consumers
want from a relationship, then revising the rela-
tionship strategy there is a greater likelihood of
brand success. This process is depicted in Figure
16.7 where a continual process of feedback is used
to refine and better develop the brand relationship.

Surface diversity
From the material reviewed in this chapter, it is
apparent that there are different interpretations of
‘a brand’ and if a firm is to ensure its brand thrives,
it must encourage members of the brand’s team
to clarify their assumptions about the nature of
their brand. By taking time to surface the taken
for granted assumptions amongst the brand’s
team about the nature of their brand, they will be

able to appreciate amongst which team members
there are conflicting views and then can spend
time enabling a consensus to be reached about the
nature of the brand. Undertaking this work should
contribute to a more coherent branding approach.

A model for strategically building
brands

As brand management is a company wide activity,
there may be a lack of integration between differ-
ent departments. An integrated brand necessi-
tates detailed co-ordination. This can be aided by
a planned approach, enabling staff to appreciate
the brand objectives and the role they need to

316 The Marketing Book

Identify brand’s values

Define relationship to
reinforce these values

Evaluate consumers’
views about the

relationship

Refine the
relationship strategy

Enable staff to enact the
desired relationship

Monitor consumers’
reactions to the

relationship

Figure 16.7 The interactive process to develop a
relationship which reinforces the brand’s values



play in supporting the brand. Figure 16.8 shows
one approach to planning for brand success.

The model is based on an iterative process
that forces managers continually to reconsider
whether their brand assumptions were appropri-
ate. It is founded on the belief that brand planning
should emanate from a multi-disciplinary senior
management team. As the management team
work through the model, so the emphasis moves
from strategy to tactics to implementation. Once
a brand has been developed (or an existing brand

fine tuned), instigating a performance monitor
ensures that feedback is provided, from which
further enhancements can be planned. Each of
the blocks in the model will be considered in more
detail.

Brand vision
A powerful brand vision indicates the long term,
stretching intent for the brand which must excite
staff, encourage their commitment and enable
them to interpret how they can contribute to suc-
cess. Kotter (1996) argues that there are three ways
of managing. The first approach is to manage by
authoritarian decree, but this gives rise to a fear
culture and inhibits staff proposing innovations.
The second approach is micro-management, speci-
fying exactly how staff should work. This neces-
sitates a notable investment in supervisory staff.
The third way is visionary management which
gains staff commitment through everyone believ-
ing in the future the firm wants to bring about and
people being motivated to find more creative
ways of solving problems. This model is based on
visionary management.

Developing a brand vision can engender
more committed employees if they have been
involved in some of the brand visioning work-
shops. Brand visioning is typically a team-based
activity based upon a process of amending drafts
through a combination of analytical thinking and
dreaming. It should result in a statement that is
simple to understand and can be easily communi-
cated. One of the challenges the senior team have
to face when involving staff is that they are raising
expectations that staff’s views will be incorpo-
rated in the final decision. For some cultures, par-
ticularly those that are bureaucratic or autocratic,
engaging staff in the process may make senior
managers feel uncomfortable since they are not
used to having their ideas questioned. Some relax-
ation of control could help these types of organi-
zations to capitalize on staff participation. In an
era of greater brand similarity, having a company
wide approach to brand visioning may provide a
stronger competitive advantage from staff who
are committed to delivering the brand.

There are three components of a brand vision,
as Figure 16.9 indicates. The first component, the
envisioned future, encourages managers to think
about the future environment they would like to
bring about 10 years ahead. By saying ‘10 years
ahead’ this discourages incremental projections
and encourages a more challenging, lateral view
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about the future. Managers should not be dogmatic
about a ‘10 year’ horizon, rather they should have
a long time period that reflects the dynamics of
the market. This period may be wise for a stable
market, but for a rapidly changing market (e.g.
high technology products) a shorter period (e.g. 5
years) may be more appropriate.

To be appreciated, a brand should bring about
welcomed change and by thinking a long way into
the future, managers should not consider them-
selves to be shackled by the current constraints
under which they operate. Specifying a long-term
horizon encourages managers to think about dis-
continuities that will result in step changes in the
market.

By employing a Delphi technique among the
brand’s team, different assumptions can be sur-
faced about the desired future. Through subse-
quent workshops, the attractiveness of different
futures can be harnessed into a consensus view
(Ritchie, 1999). The challenge is to recognize the
barrier from mangers having entrenched mental
models that they are reticent to re-assess (Huff,
1990). In this situation, stimulus to change can be
helped by drawing on Hamel and Prahalad’s
(1994) questions:

� Are these managers’ ideas based predominantly
on information that has circulated within the firm,
rather than externally generated information?

� Has their thinking been based predominantly on
current and anticipated contracts?

The second component, the brand purpose, con-
siders how the world could be a better place as 

a consequence of the brand – and will this
enthuse and guide staff? A particularly inspira-
tional brand purpose is that of Federal National
Mortgage Company, that is, to strengthen the
social fabric of society by democratizing home
ownership. A brand purpose must go beyond
statements about profitability. Making a profit is
taken for granted, just as we must breath air. The
Co-op Bank is a good example of a brand that
thinks beyond just making money and seeks to
contribute to the world. Nike’s purpose is a good
example of inspiring staff and consumers, that is,
to experience the emotion of competing, winning
and crushing competitors.

One way of identifying the brand’s purpose
is to open a debate within the organization. For
example, Oechsle and Henderson (2000) docu-
mented how in the early 1990s Shell’s CEO encour-
aged the organization to question the purpose of
the Shell brand. This had been around for 100
years, yet had no explicit brand purpose. Thirty-
two workshops were undertaken in many coun-
tries amongst staff to elicit their views about the
brand’s purpose. Out of this emerged the purpose
of the Shell brand, that is, helping people build a
better world. The intent was to achieve this ‘by
creating communities of people who relentlessly
pursue challenge with an unwavering commit-
ment to be the best’ (p. 76). The route forward
became clearer as a result of this exercise. Firstly
the internal programme, ‘Count on Shell’, was
launched to get employees to recognize the need
to be able to count on each other. Without a team
approach the future would be uncertain and the
initiative was strengthened by linking individual
and team performance to support behaviours con-
sistent with the brand’s purpose. A communica-
tion’s programme was then devised, which in the
first phase was directed at specific publics to
inform them of the new campaign. A national cam-
paign was then launched to provoke dialogue on
key issues.

Another way of stimulating staff to make
explicit their views about the brand’s purpose is
the ‘5 whys’ method proposed by Collins and
Porras (1996). Employees are brought together in
a workshop and the facilitator encourages debate
around the question ‘We are all involved in pro-
ducing and delivering this brand. Why is it import-
ant?’ As each reply is received, and discussed, the
facilitator continues to probe ‘why is it import-
ant?’ After around five rounds of probing some
indication of the brand’s purpose should become
clear. For example, a market research agency,

Brand’s
vision

Values Purpose

Future
environment

Figure 16.9 The three components of a brand’s
vision



which had devised a proprietary statistical analy-
sis technique, may argue initially that their brand
is important because it provides the best data
available. After several rounds of further probing,
the purpose of the brand starts to emerge as con-
tributing to consumers’ success by helping them
understand their markets better.

The resulting brand purpose can be tested
through questioning:

� Will this purpose make a real change and bring
about a better world?

� Does this excite staff?
� Does it provide a clear sense of direction for

staff?

The third component of the brand vision is the
brand’s values. A particularly clear definition has
been advanced by Rokeach (1973), that is, a value
is an enduring belief that a specific mode of con-
duct or end state of existence is personally or
socially preferable to an opposite or converse
mode of conduct or end state of existence. Values
drive staff behaviour as they ‘walk the talk’, deliver-
ing the brand promise. For example, the Red Cross
values of humanity, unity and independence moti-
vate staff to go into disaster-stricken areas to help
others. They provide the basis for brand differen-
tiation. For example, a different greeting is given
by the cabin crew of Virgin Atlantic compared
with British Airways, as the first brand relates to
fun and the second to being responsible.

Powerful brands are built on a low number
of values. One of the reasons for this is that staff
find it difficult to remember a large number of
values and become unsure about how they should
act in particular situations, thereby leading to
brand inconsistency. A low number of values also
makes it easier for consumers to recognize the
unique benefits of the brand (Miller, 1956). Alas,
regardless of the number of values, some managers
espouse values yet act in a contrary manner, redu-
cing staff loyalty (Martin, 1992). Surfacing differ-
ences between espoused and enacted values can
help ensure greater consistency in brand delivery
(Hatch and Schultz, 2001).

As they make explicit their values, some
organizations do not differentiate sufficiently
between category values and brand values, as
depicted in Figure 16.10.

In each market, a brand must have category
values as an ‘entry price’ to compete in that mar-
ket. To then attract, and repeatedly serve con-
sumers, the brand must additionally have unique

brand values. This may be one of the reasons as to
why there are so few successful financial services
brands. An examination of financial services
advertisements shows many firms majoring on
generic category values, such as reliability, secur-
ity and performance, yet few portray unique brand
values. It is not inconceivable to encounter a
mature market with discerning consumers who
take for granted the category values of delight
consumers and excellence when being served.

There are a variety of ways to unearth val-
ues. Laddering (Reynolds and Gutman, 1988) is
one way and is based on the theory that a brand’s
attributes have consequences for a person which
in turn reinforce their personal values. It pro-
gresses through a facilitator asking an employee
to state a key attribute of their firm’s brand and,
by probing why this is important, a value can be
revealed. An alternative is the Mars group method
(Collins and Porras, 1996) in which exemplars
among staff work together in a group of five people
on the challenge of recreating the best of their
organization on the planet Mars. By probing to sur-
face their individual beliefs, insights about brand
values are revealed.

Organizational culture
One of the components of a powerful vision is the
brand’s values and these are recognized as being
part of the organization’s culture. A clearly under-
stood organizational culture provides a basis for
differentiating a brand in a way which is often wel-
comed by consumers. Earlier it was clarified that 
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a brand can be considered as being a cluster of
functional and emotional values. With competitors
being able to emulate functional values, a more
sustainable route to brand building is through
emotional values. In other words, it is not so much
what the consumer receives, but rather how they
receive it. When two organizations provide similar
functional brand benefits, for example British
Airways and Thai International, the discriminator
that may influence consumers is the way the service
is delivered. Organizational cultures are unique and
provide a stimulus for staff behaving in ways
unique to the organization.

Organizational culture can act as a ‘glue’
uniting staff in disparate locations to act in a simi-
lar manner. It can motivate staff and through
coherence of employees’ behaviour it can help
engender a feeling of consistency about a brand.
Furthermore, a strong organizational culture can
increase the level of trust stakeholders have in a
brand, encouraging better brand performance.

Organizational culture can be analysed at three
levels (Schein, 1984), as shown in Figure 16.11. The
most visible level is to look at the artifacts that
reflect an organization’s culture. This would
include the office layout, manner of dress, the way
people talk, any documentation, the firm’s technol-
ogy, etc. While this data is relatively easy to collect,
it proves challenging to draw inferences about why
a group behaves in a particular way. Seeing an
open plan office layout may indicate the firm’s
belief in open access to information, but it may also
suggest a concern about cutting costs.

A better appreciation of people’s behaviour
comes through understanding values. However,
people can publicly exhort espoused values, yet
behave in a manner which indicates an additional

set of core values. To better understand the 
concealed reasons for behaviour there is a need 
to dig even deeper into the basic assumptions
people hold. Individuals have mental maps, or
schema (Schwenk, 1988) which are the rules they 
have formed to make sense of their business 
environment and to predict outcomes, given 
certain factors. For example, some managers might
have as their basic assumption increasing advertis-
ing leads to higher levels of awareness and there-
fore greater sales. By contrast other managers
might have as their basic assumption advertising
works by building a reservoir of goodwill and that
all is needed is just to have a continual trickle of
expenditure to keep the pressure head of goodwill
above a critical level.

By undertaking an audit of the organizational
culture, then evaluating this against the brand
vision, as shown in Figure 16.12, the appropriate-
ness of the current culture can be assessed and
changes identified. One of the problems though is
that the shared mental model (cf. assumptions) of
managers may engender resistance to change. A
period of ‘unlearning’ (Bettis and Prahalad, 1995)
has been suggested by writers, whereby the team
is taken away from the office (leaving the incor-
rectly supporting artifacts) and they work with
consultants to recognize the weakness of old
assumptions and formulate more appropriate
assumptions.

Setting brand objectives
From the brand vision should emerge a sense of
direction for the brand. To transform the brand
vision into quantified objectives, it may be helpful
to think of a two-stage process. A long-term brand
objective is set, which is broken down into a series
of shorter-term objectives. Together those should
sum to the long-term brand objective. For example,
Starbucks set themselves the long-term brand
objective of being the most recognized and
respected brand in the world. The shorter-term
objectives to achieve this could include rapidly
expanding its retail operations, grow its speciality
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Figure 16.11 The three levels of culture
Source: Schein (1984).
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sales and introduce new products and develop
new distribution channels.

Partly because of organizational bureaucracy,
employees’ actions become deflected from the
central objective and, while a lot of work is done,
this makes few strides towards the goal. One way
to focus attention on achieving the brand object-
ives is through catalytic mechanisms (Collins,
1999). These are painful consequences which come
into play when an activity is undertaken that does
not support the long-term brand objective. For
example, Granite Rock had the objective of pro-
viding outstanding service. After delivering
crushed stones to road building contractors, it pre-
sents rather novel invoices. On these are boldly
printed a statement that if the consumer is not sat-
isfied, they should cross out the sum due, attach a
cheque for a lower amount, with a brief note
explaining this. Upon receipt of this information,
this is rapidly routed to the appropriate managers
so they can change matters. To focus everyone’s
attention on activities critical to achieving the
brand objectives, catalytical mechanisms can prove
helpful.

Auditing the forces
enhancing/impeding

As Figure 16.13 shows, there are five key forces that
can enhance or impede a brand. By auditing each
of the forces separately, more powerful strategies
can be devised which capitalize on the positive
forces and circumvent the retarding forces.

Inside the corporation a variety of issues need
considering. For example:

� How well are brand building activities being 
co-ordinated?

� To what extent do employees’ values concur with
those of the organization and the brand they are
working on?

� Do each of the departments’ cultures align with
the desired organizational culture?

� To what extent do staff understand and feel
committed to the brand?

� How appropriate is the brand’s heritage in the
modern world?

� How strongly do staff identify with the
organization and its brands?

Having completed this evaluation of the impact
that different corporation factors can have on the
brand, the brand’s team need to arrive at an over-
all assessment. After reviewing each of these issues,
the team needs to decide whether overall they result
in the corporation force enhancing or impeding the
likelihood of brand success. If it is felt that overall
the corporation force enhances the likelihood of
brand success, a score of one should be given.
However, if this force is thought to impede brand
success, it gets a zero score. By forcing this one/
zero decision it necessitates the team evaluating
whether the critical issues overall work for or
against the brand.

If a brand goes through distributors, some of
the following factors need addressing:

� To what extent do the brand’s objectives marry
with each distributor’s objectives?

� Are there some distributors who are using their
economic power to demand unreasonably large
discounts?

� Does each distributor have a consumer 
profile that matches the desired brand user
profile?

� Are all the distributors supporting the brand with
the right level of activity?

Once the distributor analysis is completed, a one/
zero score needs to be assigned, reflecting whether
this force works for or against the brand.

When considering the third force, that of con-
sumers, some of the factors to take into consider-
ation include:

� How closely does the brand match consumers’
particular needs?

Brand

Corporation Distributors

ConsumersMacro-
environment

Competitors

Figure 16.13 The five forces of the brandsphere
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� Does the amount of brand information reflect
consumers’ involvement in the decision-making
process?

� To what extend does the brand reduce any
perception of risk?

� If there is an expectation of the brand making
statements about the consumer, are these the
right sorts of associations?

An analysis of the extent to which the consumer
force impacts upon the brand enables the brand’s
team to consider potential changes.

The fourth force that impacts on the well being
of a brand is competitors. Some of the issues to
assess include:

� the extent to which competitors are differentiated;
� the objectives of competing brands and the

impact these might have;
� the strategic direction of competitors;
� the resources backing competitors.

Undertaking an overall assessment, using a zero/
one approach, helps appreciate whether or not this
force might challenge the brand’s growth.

Finally the macro-environment needs moni-
toring to appreciate how future political, economic,
social and technological changes might impact on
the brand.

Brand essence
As the model in Figure 16.8 is followed, analysis
becomes combined with creative insights to con-
ceive the core of the brand, ideally summarized in
a brief statement about a promise. Hallmark is
about caring shared and to enact this creativity
and thinking ‘out of the box’ are critical. While the
car breakdown organization, the RAC, used to
conceive its brand in terms of providing break-
down services this was also claimed by the AA,
who had a particularly powerful campaign pos-
itioning itself as the fourth emergency service.
After much analysis the RAC reconceived itself
around managing people’s journeys and enacted
this by repositioning in terms of total mobility and
journey management.

One way of deriving the nature of the brand
promise is to use the brand pyramid, as shown in
Figure 16.14.

When managers devise a new brand, they are
initially concerned with finding unexploited gaps
in markets, then majoring on their core compe-
tencies to devise a brand supported by a novel

technology, or process, that delivers unique attrib-
utes. However, consumers are less concerned with
attributes, for example multi-function remote
controller for a videocassette recorder, and more
attentive to the benefits from these attributes (e.g.
ease of recording a TV programme). With experi-
ence, consumers begin to understand the brand
better and the benefits lead to emotional rewards.
For example, one of the benefits of Emirates
Airline, as an early innovator, installing individ-
ual TV screens in front of each economy class seat
in all their aircraft is in-flight entertainment, lead-
ing to the emotional reward of fun during the
flight. If the emotional reward is to be appreciated,
it must lead to a value which is welcomed by con-
sumers. Thus the emotional reward of fun could
lead to the value of autonomy. For these passen-
gers valuing ‘what they want to watch when they
want to watch’, this value of autonomy could be
the key reason for some passengers travelling
with one airline rather than another. Consumers
rarely spend long seeking and interpreting infor-
mation about brands, therefore, at the top of the
pyramid is a personality representing the person-
ality traits associated with the values of the brand.
By using a personality who exhibits the traits of
the brand to promote the brand, consumers draw
inferences that the brand has some of the values of
the promoting personality.

One of the benefits of the brand pyramid is
simplifying internal communication about the
characteristics of the brand. Since consumers’

Personality traits

Values

Emotional rewards

Benefits

Attributes

Figure 16.14 Brand pyramid summarizing the nature
of the brand promise



choice decisions are based on a low number of
attributes (Miller, 1956), only the three most import-
ant attributes are to be included at the base of the
pyramid. Once these have been identified from
consumer research, the brand’s team then need to
work together in a workshop to develop the three
‘ladders’. Focusing on the first attribute, the team
need to consider what rational benefit this leads to,
then what emotional reward arises from this, fol-
lowed by a debate about which values result and
finally what personality traits arise from this value.
This laddering is repeated for the other two attrib-
utes, resulting in three unique chains. Finally, by
then examining the personality traits, the brand’s
team need to consider which well-known person
might represent the elicited personality traits.

There is an advantage of undertaking this
work with the brand’s team together, rather than
as a series of individual exercises. It requires people
to ‘spark off’ each other and a more creative envir-
onment results from the team being together,
drawing on their diverse backgrounds. Working
together as a group, the brand pyramid can stimu-
late ideas about creatively positioning the brand
(from the lower levels of the brand pyramid) and
developing the brand’s personality (from the
upper level of the pyramid).

Internal implementation
To implement the brand essence a suitable value
delivery system is needed to support both the
functional and emotional aspects of the brand. By
focusing first on the functional aspects of the
brand, value chain analysis (Porter, 1985) enables
a production flow process to be instigated, and
for services brands, a services blueprint (Zeithaml
and Bitner, 1996) captures the operational flow
process. By referring back to the brand essence,
an appropriate balance can be struck between 
outsourcing some activities and keeping others 
in-house to strengthen the firm’s core competencies
(Quinn and Hilmer, 1994).

The emotional values of the brand can be sup-
ported by recruiting staff according to the extent to
which their personal values align with the brand’s
values (Kunde, 2000). A further way of engender-
ing employee commitment is to encourage some
degree of empowerment, which is increasingly
common (Buchanan and Huczynski, 1997). To
decide upon the level of empowerment, consider-
ation must be given to the brand’s values, the orga-
nization’s culture, the business strategy and the
types of staff (Bowen and Lawler, 1992).

An outcome from the mechanistic and
humanistic components of the value delivery sys-
tem is that it engenders a unique relationship
between consumers and the brand. As thinking
becomes more refined in the flow model of Figure
16.8, so eventually a genuine relationship of trust
and respect should emerge, bonding consumers to
the brand. Alas same organizations have become
overly attached to the cost savings from IT. There
still remains a need for some staff interaction with
consumers, even just having an empathetic tele-
phone helpline team; otherwise the firm is erected
barriers impeding bonding between consumers
and its brands (Pringle and Gordon, 2001).

Brand resourcing which characterizes
the brand

Just as the marketing mix enables a marketing
strategy to be enacted, so the atomic model, shown
in Figure 16.15, enables the brand essence to be
realized by helping managers to identify the most
appropriate combination of resources.

At the nucleus of the model is the brand
essence which was covered earlier in this chapter.
Succeeding the brand essence are the eight
resourcing components. Progressing in a clock-
wise manner, the first two components relate to
brand naming. To what extent is the brand’s name
going to exhibit the name of the company owning
it (sign of ownership) and to what extent will the
brand have the freedom to bear its unique name
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(distinction name)? The functional capability com-
ponent summaries the functional advantages of
the brand, for example performance, reliability
and aesthetics. Provision needs to be made for after
sales service, through the service components.
Engendering consumer confidence by allaying par-
ticular worries is the task which the risk reducer
component addresses. Questions to be resolved
here include the extent to which the brand should
major on reducing performance risk or time risk, or
social risk, or psychological risk, or financial risk.
The legal protection component focuses on provid-
ing the brand with rights to prosecute counterfeit-
ers. The shorthand notation component forces the
brand’s team to simplify the brand presentation so
there is more emphasis on quality, rather than
quantity of information. Finally, the symbol feature
component considers how the brand’s values can
be brought to life through associations with a per-
sonality, or lifestyle.

Brand evaluation
By following the flow chart in Figure 16.8, there is
a greater likelihood of developing an integrated
brand which is respected by all stakeholders.
Brands are complex multi-dimensional entities and
thus to use just one measure, for example sales,
gives a superficial evaluation of brand performance.

Instead brand metrics are needed that moni-
tor the suitability of the internal supporting sys-
tems along with the external favourability of the
brand’s essence and the degree of satisfaction gen-
erated by the eight components of the brand.

The nature of the brand metric will depend on
the ideas that emerged from the model in Figure
16.8, as the nature of the brand emerged. By revisit-
ing the decisions that were made by the brand
team as they progressed through the planning
process of Figure 16.8, a monitoring system can be
developed which addresses issues such as:

Brand vision
� What progress is being made to bring about a

welcomed envisioned future?
� To what extent is the brand making its market

domain a better place?
� How much do stakeholders recognize and

appreciate the brand’s values?

Organizational culture
� How well do the artefacts, values and assumptions

of the organizational culture support the brand
vision?

� Are there any damaging internal counter
subcultures?

� How appropriate is the organizational culture for
the environment?

Brand objectives
� How stretching are the brand objectives?
� How aware and committed are staff to achieving

the brand’s objectives?
� To what extent is the brand under- or over-

achieving on its objectives?

Brand essence
� How aware are staff of the elements of the brand

pyramid and how committed are they to
delivering the inherent brand promise?

� How well do consumers’ perceptions of the
brand pyramid match the planned pyramid?

Implementation and brand resourcing
� How appropriate is the value delivery system for

the brand?
� How aware are stakeholders of the brand and its

associations?
� What degree of commitment do stakeholders

have for the brand?
� Do stakeholders perceive any conflicts between

the brand’s promise and their experiences with
the brand?

Through undertaking regular monitors of a brand’s
health, the brand’s team is better equipped to
refine their thinking as they continue the cyclical
process around the brand building model shown
in Figure 16.8.

Summary

This chapter has provided the reader with know-
ledge about two critical topics in brand manage-
ment, that is, characterizing interpretations about
the concept of brands and providing a model
which encourages a more integrated approach to
brand building. Brands are valuable intangible
assets. It is their intangible nature that necessitates
all members of the brand’s team to be clear about
what they understand as being the defining charac-
teristics of their brand. Time spent surfacing indi-
vidual views about the nature of a team’s brand is
time well spent, since it enables everyone to not
only understand the brand, but also helps them to
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appreciate how they can better contribute to the
success of the brand.

The brand planning model shows how a 
logical, iterative process can be employed to focus
thinking about brand building. Brand manage-
ment is about understanding consumers and staff.
Brand promises are delivered by staff and unless
they understand and are committed to delivering
brand benefits, they are unlikely to give the brand
the support it demands. Brand building is a pan-
company activity and the model enables a greater
likelihood of a more coherent brands. By deliber-
ately encouraging managers to adopt a visionary
approach, not only do the resulting brands 
represent a clear sense of direction, but they also
can more rapidly refine their supporting strategy
when faced with greater competitive challenges.

The material covered in this chapter is
addressed in far more detail in the author’s book,
From Brand Vision to Brand Evaluation, published
by Butterworth-Heinemann.
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CHAPTER 17

Integrated marketing 
communications

TONY YESHIN

The importance of integrated 
marketing communications

It must be remembered that advertising does not
exist in isolation of the other tools of marketing
communications. Whilst for many, advertising still
remains the lead tool of the marketing communi-
cations mix (although even that position is being
challenged by some, as alternative forms of com-
munication become more important) there are few
campaigns in which advertising is used on its own.
More frequently, campaigns consist of a number of
elements such as public relations, sales promotion,
direct marketing used alongside advertising.

A major debate over recent years has been the
significance of ensuring the integration of these
tools of marketing communications. A paper by
Caywood et al. in 1991 commenced a process of aca-
demic and professional discussion that continues
today.

The study conducted by Schultz and Kitchen
published in 1997 indicated that even then 75 per
cent of all agencies in the USA devoted 25 per cent
of their client time to integrated marketing com-
munications (IMC) programmes. Interestingly, the
smaller the size of the agency (and presumably,
their client base) the greater the percentage of time
devoted to achieving IMC.

Whilst the numbers of interviews was rela-
tively small, it revealed that 59 per cent of small
agencies devoted 50 per cent or more of their time
to IMC programmes. This compares with 45 per cent

amongst medium-sized agencies and 36 per cent
amongst large agencies.

In contrast to the opinions of Schultz and
Kitchen (1997), Duncan and Everett (1993) suggest
that IMC is not a new issue in that smaller commu-
nications agencies have been doing co-ordinated
planning for their clients for years. Furthermore,
on the client side, small marketing departments
have also had a quasi-integrated approach by the
mere fact that all of them knew what was going 
on because all of them were involved with major
communications programmes.

IMC is significant to the consumer, although
they are unaware of the concept. They recognize
integration and see it logically as making it easier
for them to build an overall brand picture. In
essence, links between the media are seen as:

� providing short cuts to understanding what a
brand stands for;

� adding depth and ‘amplifying’ a particular message
or set of brand values;

� demonstrating professionalism on the part of the
brand owner.

The blurring of the edges of 
marketing communications

Recent years have seen significant changes in the
way that marketing communications campaigns
have been developed and implemented. In the



1960s and 1970s, the primary source for the devel-
opment of all forms of marketing communications
activity was the advertising agency. At that time,
separate departments within the agency provided
their clients with advice in all of the appropriate
areas.

Since then, two strands of change have taken
place. Firstly, the wider appreciation of the tech-
niques themselves are the need for specialist per-
sonnel to develop them, have both resulted in the
creation of specialist companies which deal with
specific areas of marketing communications. The
consequence has been a progressive fragmentation
of provisions within the area. Initially, there was an
emergence of specialists in each of the major fields
of marketing communications, in areas such as
sales promotion, public relations, direct marketing
and so on.

Today, that specialism has been taken even
further. Companies which deal with e-marketing,
product placement, the organization of trade and
consumer events, sponsorship activities and so on
now abound. Individual specialist companies can
now provide clients with inputs in areas such as the
design and production of point-of-sale materials,
the creation of trade and consumer incentives, pack
design and guerilla marketing techniques, amongst
many others. Even in the mainstream areas, agen-
cies have become specialized in terms of youth or
grey marketing, FMCG or retail marketing commu-
nications; dealing with pharmaceutical products or
travel and tourism. And the specialisms continue.

Secondly, and in contradiction, there has been
an increasing tendency for this wide variety of
specialists to provide inputs which encompass a
range of executional devices. Today, several differ-
ent companies will have the ability and expertise
to develop campaigns utilizing a wide range of
marketing communications formats. Moreover,
few marketing communications campaigns utilize
a single component or element. Rather marketers
will tend to employ several different devices that,
previously, were the domain of dedicated and spe-
cialist companies.

The consequence has been a distinct blurring
of the divisions between previous specialist practi-
tioner areas. ‘Discipline overlap is blurring long
standing distinctions. It’s becoming increasingly
difficult to categorise work as sales promotion or
direct marketing. Most direct marketing offers con-
tain some form of sales promotion or vice versa.
And with the growth of direct response press and
TV advertising, direct marketing is moving closer
to conventional advertising’ Cook (1994).

The strategic challenges facing 
organizations

Marketing, and for that matter, marketing commu-
nications, are being re-addressed by major corpor-
ations to determine the values which they derive
from the adoption of their principles. Indeed, the
very nature of these principles is being challenged
and re-evaluated to determine their relevance to
the challenges being faced by companies at the
start of the new millennium.

Nilson (1992) suggested that marketing had
‘lost its way’. Despite employing high quality man-
agement, organizations have in many instances
seemed unable to face the challenges which they
face in the broader environment. Growth has come
more from acquisition than brand development.
The consequence of chasing niche markets has been
the continued and growing failure of new products
to attract substantial and profitable audiences. The
continued growth of private label products in a
wide variety of market sectors evidences the fact
that retailers are often more successful in their iden-
tification and satisfaction of consumer needs. New
and innovative competitors have stolen share from
the large multinational FMCG companies, despite
their comparatively smaller scale which should
have precluded their entry into the market.

The essential requirement of the ‘new market-
ing’ approach is the development of a close cus-
tomer focus throughout the organization which,
in turn, demands an understanding of customers
as individuals in order to appreciate their percep-
tions, expectations, needs and wants. The increas-
ing availability of tools to enable the marketer to
achieve this deeper understanding of the con-
sumer, similarly demands the re-evaluation of the
ways in which the tools employed to communicate
with those consumers are used.

Strategic marketing communications

Schultz et al. (1992) argue that marketing commu-
nications often presents the only differentiating
feature that can be offered to potential consumers.
By recognizing the fact that everything a company
does consists, in some form, as part of the commu-
nication that takes place between itself and its 
customers, it becomes aware of the increasingly
important role of marketing communications as a
strategic tool.
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Just as the premise of the ‘new marketing’
places the consumer at the centre of all activity, so
too, marketing communications must be con-
sidered from the essential perspective of under-
standing consumer behaviour. This implies a
consideration of more than just the content of the
message itself. Close attention needs to be paid to
the context of the message (the vehicle used to com-
municate with the target audience), as well as the
timing and tone of the message. The underlying
imperative is the need for an identification of clear,
concise and measurable communications object-
ives that will enable the selection of the appropriate
communications tools to achieve the tasks set.

By developing an understanding of the iden-
tity of the consumer, and their particular needs and
wants, we can determine the nature of the behav-
iour which the communications programme will
need to reinforce or change. And, in turn, the spe-
cific nature of the message that will affect that
behaviour, and the means by which we can reach
them.

The strategic role that marketing communi-
cations can play is increasingly evidenced by the
impact of specific campaigns. These not only
affect the way in which consumers think about
the particular products and services which are
offered to them, but the very way in which they
consider the categories in which those products
and services exist.

The integration of marketing 
communications

A major contemporary issue in the field of mar-
keting communications is the drive towards inte-
grated activity. There are a number of reasons for
this fundamental change of thinking which need
to be examined.

The marketing methods businesses used in
the 1980s are no longer working and have lost their
value as competitive weapons, such as the constant
focus on new products, generic competitive strate-
gies, promotional pricing tactics and so on. Today’s
marketing environment has been described as an
age of ‘hyper-competition’ in which there exists a
vast array of products and services, both new and
variations on existing themes. A casual look in the
supermarket will confirm this view.

Many of the fastest growing markets are rap-
idly becoming saturated with large numbers of
competitors. And, each competitor has similar

technology. The consequence is that, as Schultz 
et al. (1995) put it, sustainable competitive advan-
tage has been eroded away. In many categories new
products and services are copied in days or weeks
rather than years. And, significantly, anything a
company can do, someone else can do it cheaper.

Consumers are searching for more than a
single element in any transaction. Instead, they
seek to buy into the array of relevant experiences
which surround the brand. Successful marketing
in the 2000s will require total consumer orientation.
It means communication with the individual, cre-
ating long-term relationships, quality driven, and
the aim is customer satisfaction, not just volume
and share.

Many writers on the subject, most notably
Schultz (1999), argue that IMC is the natural evo-
lution of mass-market media advertising towards
targeted direct marketing. Schultz sees IMC as a
logical and natural progression within the field of
marketing communications. As he describes is ‘it
appears to be the natural evolution of traditional
mass-media advertising, which has been changed,
adjusted and refined as a result of new technology.’
This author concurs with those who believe that
IMC is significantly more than ‘merely a manage-
ment fashion’ as attested by Cornellisen et al.
(2000). Many companies strive to achieve total
integration of their marketing communications
efforts, recognizing the undeniable benefits which
derive from the practice, not least of which is the
ability to deliver consistency in their messages to
their target audiences.

Integration, however, is not a new phenom-
enon, as the following quote from J. Walter
Thompson in 1899 illustrates:

We make it our business as advertising agents to
advise on the best methods of advertising, in
whatever form . . . as the best combination of
work, such as we give, is the cheapest, as it brings
the best results

Proctor and Kitchen (2002) argue that the brand is
the hub of all marketing communications and
depict this as the ‘Wheel of integration’.

Defining IMC

Much debate surrounds the very nature of IMC,
with the consequence that several alternative 
definitions have been proposed. Cornellisen et al.
(2000) argue that one of the problems with the
interpretation of IMC is the lack of a consensus
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decision as to what the phrase actually means in
practice. They point to the fact that various writers
have argued about the move away from the trad-
itional distinction between ‘above-the-line’ and
‘below-the-line’ to ‘through-the-line’, and ‘zero-
based’ communications. What they fail to recog-
nize is that the practitioners within the field operate
as brands and seek to provide a distinctive offer-
ing to their clients. Hence, the adoption of a var-
iety of nomenclatures for the practice of IMC.

They argue that the theoretical concept of
IMC is ambiguous and ‘provides the basis for
researchers to adopt whichever interpretation of
the term best fits their research agendas at any
given time’.

There appears to be a discordancy between
academic thinking and practice in the marketplace.
Schultz and Kitchen (1997) argue that most market-
ing communications activities in the past have
focused on breaking down concepts and activities
into even more finite specialisms. Few marketing
communications approaches have involved inte-
gration or holistic thinking. Whilst it is acknowl-
edged that the pace of change towards the adoption
of a holistic approach has been relatively slow,
nonetheless, many practitioners and clients have
moved progressively towards a focus on IMC.

Schultz in Jones (1999) defines IMC as ‘a
planning approach that attempts to co-ordinate,
consolidate and bring together all the communi-
cations messages, programmes and vehicles that
affect customers or prospects for a manufacturer
or service organization’s brands’.

Jeans (1998) provides greater clarity by propos-
ing that ‘IMC is the implementation of all marketing
communications in such a way that each project, as
well as meeting its specific project objects also

� conforms with the brand platform,
� is synergistic with all other projects related to the

brand,

� actively reinforces the agreed brand values in any
dialogue with the market,

� and is measured by short- and long-term effects
on consumer behaviour’

Shimp (1996) suggests that the marketer who suc-
ceeds in the new environment will be the one who
co-ordinates the communications mix so tightly
that you can look from medium to medium and
instantly see that the brand is speaking with ‘one
voice’. The one voice definition refers to an organ-
izational effort to unify brand and image adver-
tising, direct response, consumer sales promotions
and public relations into a ‘single positioning
concept’.

Brannan (1995) argues that ‘Our communi-
cations are fully integrated when we identify a
single, core message which leads to one great cre-
ative idea which is implemented across every-
thing we do’.

However, perhaps the clearest definition of
IMC is that of the American Association of Adver-
tising Agencies:

A concept of marketing communications planning
that recognizes the added value of a comprehen-
sive plan that evaluates the strategic roles of a var-
iety of communications disciplines and combines
them to provide clarity, consistency and maximum
communications impact through the seamless inte-
gration of discrete messages.

The American Association of Advertising
Agencies (1993)

The important dimension of this definition is the
recognition of the need for a comprehensive plan
that considers the strategic aspects of each of the
tools of marketing communications in a holistic
manner, rather than the development of them 
as separate elements. This approach represents 
a substantial shift in the underlying planning
process, since it aims to ensure cohesion and the
delivery of a single-minded message to the target
audience.

Paul Smith writing in Admap (1996) states
‘Integrated marketing communications is a sim-
ple concept. It brings together all forms of com-
munication into a seamless solution. At its most
basic level, IMC integrates all promotional tools
so that they work together in harmony’.

Key to the issue is the fact that the consumer
does not see advertising, public relations, sales
promotion and other marketing communications
techniques as separate and divisible components.
As the receivers of a variety of messages from an
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equally wide range of sources they build up an
image of a company, its brands and its services –
both favourable and unfavourable. As far as they
are concerned, the source of the message is unim-
portant. What they will be concerned with is the
content of the message.

A surge of interest by marketers in integrated com-
munications strategies, where promotional mes-
sages are co-ordinated among advertising, public
relations and sales promotion efforts, brings with
it the implicit acknowledgement that consumers
assimilate data about popular culture from many
sources.

Solomon and Englis (1994)

Equally, according to Lannon (1994) ‘Consumers
receive impressions of brands from a whole range
of sources – first hand experience, impressions of
where it can be bought, of people who use it or
people who do not, from its role in cultural mores
or rituals, from movies, literature, television, edi-
torial, news, fashion, from its connections with
events and activities and finally from paid adver-
tising media’.

A parallel consideration is the fact that the
communicator desires to achieve a sense of cohe-
sion in the messages which the company commu-
nicates. If, for example, advertising is saying one
thing about a brand and sales promotion some-
thing different, a sense of dissonance may be cre-
ated with the consumer left in some confusion as to
what the brand is really trying to say.

There is little doubt that marketing com-
munications funds spent on a single communica-
tions message will achieve a far greater impact
than when a series of different or contradictory
messages are being sent out by the brand. And,
with the pressure on funds, marketers desire to
ensure that they are presenting a clear and precise
picture of their products and services to the end
consumer.

Few companies are specifically concerned
with issues of whether to spend their money on
advertising, sales promotion, public relations or
elsewhere. They are concerned with ensuring that
they develop a cohesive marketing communica-
tions programme that most effectively communi-
cates their proposition to the end consumer. The
particular route of communication is far less
important than the impact of the message. And, in
budgetary terms, companies need to consider
where their expenditure will best achieve their
defined objectives. The previous notions of sep-
arate and distinct advertising, sales promotion,

public relations and other budgets fails to appreci-
ate that the considerations of the overall marketing
communications budget needs to be addressed as
a matter of priority.

But at the heart of the debate is the recogni-
tion that the consumer must be the focus of all
marketing communications activity. If we con-
sider the Chartered Institute of Marketing’s def-
inition of marketing, we can see that the primary
need is the anticipation and satisfaction of con-
sumer wants and needs. It is the development of
an understanding of the consumer and his or her
wants and needs that will ensure that marketing
communications works effectively to achieve the
objectives defined for it. This represents a funda-
mental change of focus. A shift from the functional
activity of creating marketing communications
campaigns to an attitudinal focus in which the
consumer’s needs are at the heart of all marketing
communications planning. And, with it a change
from a focus from the product itself to the ultim-
ate satisfaction of the end consumer. Of course,
there are functional implications.

Above all else, there is an increasing recogni-
tion that companies need to identify what position
their product or service occupies in the minds of
the consumer relative to that of other products or
services. Only when they have gained that know-
ledge can they begin the process of planning mar-
keting communications either to alter or enhance
that position:

As choice becomes an ever greater factor for con-
sumers, both in the products they use and the way
they learn about those products, it is increasingly
clear that no marketer can rely on advertising alone
to deliver its message. Integration permits us to
focus the power of all messages. It holds the great-
est, most exciting promise for the future.

George Schweitzer, Senior Vice President, 
Marketing and Communications, 

CBE’s Broadcast Group

In general, some consistent themes may be drawn
from prominent IMC definitions identified in the
literature, including:

� a sound knowledge of the organization’s
stakeholders, acquired through two-way
interaction with these parties;

� the selection of communication tools which
promote the achievement of communications
objectives; are reasonable in regard to the
organization’s resources, and are favourable to the
intended recipient;
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� the strategic co-ordination of various
communication tools in a manner consistent with
the organization’s brand positioning, and which
maximizes their synergistic effect so as to build
strong brands and stakeholder relationships;

� the use of appropriate, timely and data-driven
evaluation and planning to determine the
effectiveness of this process;

� strong inter-functional and inter-organizational
relationships with those responsible for
implementing marketing communications campaigns;

� impact on customer relationships, brand equity
and sales.

IMC is recognized increasingly for the strategic
role it can play in managing the ‘intangible side of
business’, through assisting in building relation-
ships with customers and other stakeholders and
in creating positive perceptions, attitudes and
behaviours towards brands (Reid, 2003).

One of the difficulties with many definitions of
IMC is the narrow ambit which they suggest. For
the most part, authors concentrate on the primary
tools of marketing communications, rather than the
broader aspects which impact on their target audi-
ences. Since, to reiterate the notion of David Ogilvy
(1993), that everything that a company does, com-
municates, then the notion of IMC should realisti-
cally embrace every dimension of company activity.

Some authors do stretch the definitions
somewhat. Much contemporary thinking can be
depicted as in the diagram below:

The promotional outlook of IMC
(Yeshin, 2006)

Short-term IMC perspective
However, for IMC to become the significant factor
that it should be, it must go further. It must
embrace the reputational facets of the company’s
behaviour. We are increasingly witnessing con-
cerns voiced by the consumer about the reputation
of the company with whom they do business.
Whether or not they buy the brands of that com-
pany will depend as much on how they regard the
organization as the efficacy of the products and
services it provides. Whilst what is depicted above
might be considered as a ‘short-term’ perspective
of IMC, a longer-term view would encompass a
number of other significant variables which mould
the way that consumers and others view the organ-
ization. These new dimensions can be depicted
graphically:

The reputational outbook of IMC
(Yeshin, 2006)

This notion is reinforced by the writing of
Pickton and Hartley (1998) who assert ‘Integration
should not just involve the marketing communica-
tions activities, but all the messages delivered by
the company’.

Dimensions of IMC

� Need for internal communications to ensure
consistency of activities.
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� Clearly identified marketing communications
objectives which are consistent with other
organizational objectives.

� Cohesive and planned approach encompassing all
dimensions of marcom activity in a synergistic
manner.

� Range of target audiences.
� Management of all forms of contact which may

form the basis of marketing communications
activity.

� Effective management and integration of all
promotional activities and people involved.

� Incorporates all product/brand and corporate
marketing communications efforts.

� Range of promotional tools including personal and
non-personal communications.

� Range of messages derived from a single
consistent strategy.This does not imply a single,
standardized message.The IMC effort should
ensure that all messages are determined in such a
way as to work to each other’s mutual benefit and
minimize incongruity.

� Range of media including any vehicle capable of
transmitting marketing communications messages
(Pickton and Hartley, 1998).

The search for integration should not be taken to
infer creative uniformity. Creative treatments need
to be mutually consistent but it is perfectly accept-
able to implement a range of different messages
targeted at different audiences. The essential is to
avoid confusion and inconsistency.

The impact of external factors on
marketing communications

External and environmental factors have forced
marketers to undertake a fundamental re-think
both of marketing strategies and the positioning
of products and this, in turn, must impact on the
process of marketing communications.

Information overload
The consumer is continuously bombarded with
vast quantities of information. According to 
Dan O’Donoghue (1997), whereas the average 
consumer was subjected to about 300 commercial
messages a day in 1995, today that figure has risen
to around 3000. Whether the information is orches-
trated by the marketer or the media in general is

less relevant than the fact that there is simply too
much information for the average consumer to
process effectively. The inevitable consequence is
that much of the material is simply screened out
and discarded. The result is that the consumer
may make purchasing decisions based on limited
knowledge, or even a misunderstanding of the
real facts. The individual is far less concerned with
the average advertising message which makes 
the task of ensuring appropriate communications
with the target audience an event more daunting
prospect.

An important dimension of the screening
process is what I have described elsewhere as the
‘submarine mentality’. In essence, since none of us
can absorb all of the information around us, we
establish personal defence mechanisms to screen
out unwanted or irrelevant information. The ana-
logy would be that of a submarine which goes
underwater and, hence, avoids the surface bom-
bardment. At periodic intervals, the submarine
lifts its periscope to examine particular aspects of
the world around it. And when it has finished
gathering the new information, it descends again –
oblivious to any changes which might be taking
place.

As consumers, our awareness of specific
advertising messages is treated in a similar way.
Some form of trigger mechanism is usually
required to encourage us to pay attention to the
variety of marketing communications messages.
Usually, this is an internal recognition of an unful-
filled need which heightens the levels of aware-
ness of pertinent advertising and other information.
The principle can be commonly observed. If, for
example, you have recently purchased a new car,
your awareness of the marque will be enhanced
and you will immediately become aware of simi-
lar vehicles all around you.

However, in the process of attempting to find
better and more effective ways of communicating,
we have also gained a greater appreciation of the
nature of marketing communications itself. Much
work has been done in the area of model construc-
tion and theoretical examination which has helped
us to enhance areas of implementation.

The discerning consumer
Recent decades have seen the progressive improve-
ment in levels of education which, in turn, has
made consumers both more demanding concerning
the information they receive and more discerning
in their acceptance of it. Marketing communications
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propositions developed in the 1950s and 1960s
would be treated with disdain by today’s more
aware consumers. Specious technical claims and
pseudo-scientific jargon which were at the heart of
many product claims are no longer given quite the
same credence.

This change is reflected in the comment of
Judy Lannon (1994) ‘Consumers have changed
from being deferential and generalized to per-
sonal and selective’. She argues that we need to
re-examine the way in which consumers use
sources of commercial information. A particular
issue to be addressed is, as she describes it, the
‘credibility dimension’ which involves not only
the underlying credibility of the message, but the
credibility of the sponsor delivering the message.

To this must be added the desire, amongst
many, for a more healthy lifestyle. And manufac-
turers are being increasingly forced both by gov-
ernmental initiatives and by changes in public
opinion to respond both in the products they
offer and the claims they make for them.

A contradiction
The inability to store and process new information,
coupled with the demand for a greater focus in
marketing communications messages, has resulted
in the consumer relying more on perceptual val-
ues than on factual information. All consumers
build up a set of ‘values’ which they associate with
a company or a brand. Some of these values will
be based on personal experience, or the experi-
ence of others. Much of it will be based, however,
on a set of ‘short-handed conclusions’ based on
overheard opinions, the evaluation of third party
organizations, even the misinterpretation of
information. These two factors combine to create
a new dynamic for marketing communications.

However these thought processes are 
developed, and however the information is
received, is less important than the fact that for the
individual their views represent the truth. A prod-
uct which is perceived to be inferior (even though
there is factual evidence to contradict this view) is
unlikely to be chosen in a normal competitive envi-
ronment. The imperative, therefore, is to under-
stand the process of perceptual encoding and 
relate it to the task of marketing communications.
A simple example will suffice.

Most consumers are responsive to a ‘bargain’
proposition. And certain assumptions are made
particularly in relation to well known and familiar

brands. If a potential consumer sees a product on
sale in a market environment, there is some
expectation that the price will be lower than, say,
in the normal retail environment. If the brand
name is well established, then it is likely that they
will be able to draw from it the confidence and
reassurance which will be necessary to the mak-
ing of a purchase decision. Indeed, there is con-
siderable evidence that these perceptual factors,
influenced by the environment, will for some
consumers induce them to make a purchase even
though they might have been able to purchase the
same product at a lower price elsewhere.

Many retailers have recognized this situation
and have adopted a positioning relative to their
competitors of low price. By marking down the
prices of a narrow range of products, they encour-
age the consumer to believe that all products are
similarly discounted. The result is that the con-
sumer will decide to make all of his or her pur-
chases at that outlet based on the perceptions
derived from a limited comparison of those brands
upon which the retailer has focused marketing
communications activity. Since few consumers
are in a position to make objective comparisons
across a wide range of comparable outlets, these
perceptions are accepted and become the reality.

The situation is compounded by the fact that
price is only one consideration in a purchase deci-
sion. Most people have an ideal view of a price and
quality combination. Needless to say, such a view
is highly personal and subjective but becomes the
basis of making subsequent purchase decisions for
that individual. Thus reputation, both for retailers
and brands, will be an important consideration in
the purchase selection.

Changes in family composition
Long gone are the notions of the family compris-
ing two adults and 2.4 children.

In all countries, the notion of family itself has
different meanings. Some communities perceive
the family as a small integrated unit, others adopt
a model of the extended family with the elder chil-
dren having responsibility for ageing members of
the family – either parents or grandparents. The
increasing levels of divorce and the growing
acceptance, by some, that marriage is not a norm
to which they wish to comply, has resulted in
growing numbers of single parent families. In all
these situations, their needs and expectations will
be substantially different from each other, and
effective marketing communications needs to 
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recognize and respond to these underlying changes
in society.

The ageing population
In many countries, the improved standards of liv-
ing and better health care have resulted in two
parallel changes. On the one hand, in order to
sustain living standards, people are deferring
having children or are having fewer of them. On
the other, life expectancy is improving as medical
care is enhanced. These forces have resulted in 
a progressively ageing population in most 
developed markets. And with it, a change in the
values, needs and wants which consumers exhibit
about products and services.

The green imperative
Increasing numbers of consumers are concerned
with the environmental impact of the products
and services they consume. The abandonment of
CFC’s, the reduction in the volume of packaging
waste, the consumption of scarce and irreplace-
able resources and similar factors have all
impacted on the consumers perceptions of desir-
able products and services.

No longer is the single focus of their atten-
tion the efficacy or otherwise of the products they
might buy. They require reassurance that not 
only do the products perform in the way that
they expect, but they also contribute to a better
environment.

The changing face of media and the
growth of narrow casting

The advent of an increased number of media
channels – land based, cable and satellite televi-
sion, an increasing number of radio networks and
a mammoth explosion in the number of ‘special-
ist’ magazine titles – have resulted in a funda-
mental shift in terms of media planning. Where
once the advertiser had to recognize that the use
of a chosen media might, whilst providing excel-
lent coverage of the desired target audience, carry
with it a substantial wastage factor, the situation
has now changed somewhat. Consumer groups
can be targeted with a far higher level of precision.
A specific message can be developed to appeal to
a sub-group of users accessed by the nature of the
television programmes they watch or the maga-
zines they read. And, the increasing use of direct
marketing techniques has resulted in the possibility

of one-to-one marketing – where the proposition
can be tailored specifically to respond to the indi-
vidual needs of the single consumer.

Mass media advertising dominated marketing
communications for decades, however, the nineties
have seen companies place a greater emphasis on
alternative communications mediums.

Lannon (1996)

Most people are aware of the increasing fragmen-
tation of media channels. However, perhaps
more importantly, there is a wide variety of new
channels of communication which can be used by
brand owners to communicate with potential con-
sumers and others – postcards; mobile Internet; till
receipts; fuel pumps, hoardings around sports
grounds; product placement; to name but a few.
Research must be capable of monitoring the
impact and ability of all of these communications
channels to influence the ‘viewer’.

Franz (2000) argues that the proliferation of
new media adds complexity to the media land-
scape, since these new media channels rarely
replace old media. Rather they tend to comple-
ment each other. What is significant is the way that
media is used. Consumers tend to be more select-
ive in their use of media, both because of time and
money. The consequence is that media selection
tends to be more specific than ever before.

The growth of global marketing
The changes brought about, substantially, by mass
communications have, to some degree, encouraged
the movement towards global marketing. With the
recognition that national and cultural differences
are growing ever fewer, major manufacturers have
seized upon the opportunity to ‘standardize’ their
marketing across different markets.

It is now possible to purchase an ostensibly
similar product with the same name, same identity
and similar product ingredients in many different
markets. From the ubiquitous Coca Cola, now
available in almost every different country, to prod-
ucts like the Mars Bar, manufacturers are seizing
the opportunity to ensure a parity of branding
throughout all of the markets they serve, and to
extend the territories in which they operate. The
latter company has unified its branding of the
Marathon Bar to Snickers and Opal Fruits to
Starburst to achieve international parity. Similarly,
Unilever recently consolidated the various names
of Jif and Vif into Cif for the same reasons.
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There are few markets (although the product
contents may well be different) which would not
recognize the Nescafe coffee label or what it
stands for. The big M means McDonalds in any
language, and Gillette run the same copy platform
for its series range of male shaving preparations
in many different countries.

Non-verbal communications
We have already seen that the emergence of new
media has enabled a more precise focus on target
groups of consumers. But it has also demanded 
a new approach to the execution of marketing
communications propositions, particularly on 
television.

Increasingly, satellite channels are unrestricted
in their availability. The same programmes can be
watched simultaneously in France and Finland,
Germany and Greece. And, if that is true of the
programming, it is equally true of the advertising
contained within. Whilst programmers have the
opportunity to overcome language and other bar-
riers to communication within their formats, the
same is not so readily true for the advertiser.

The response has been a growth in the recog-
nition that visual communication has a vital role
to play in the overall process. Increasing numbers
of television commercials are being made with a
Pan European or Global audience in mind. The
emphasis is less on the words being used than the
impact of the visual treatments employed.

Gillette, for example, use a constant visual
treatment to support their Series range of products
across diverse markets. Here, the voice over is
modified to verbalize the proposition in each mar-
ketplace. In fact, the company has adopted an inte-
grated approach for their long-running campaign
embracing everything the company does. ‘It is a
much more single minded strategic platform for the
brand’, according to Bruce Cleverly, General Man-
ager for Gillette Northern Europe, ‘It is the strategic
premise of the entire Gillette grooming business’.

Other companies have gone considerably
further. The verbal component of the proposition
has been minimized with the storyline being
developed entirely, or almost so, in visual form.
Television commercials for Dunlop, Levi’s and
Perrier are examples of this approach.

Speed of information access
Not only has the growth of information technol-
ogy meant that information can be processed

more rapidly, it has also meant that access to that
information can be made far more speedily than
at any time in the past. This has significant import
for the marketer.

Census information which was previously
tabulated by hand, or on comparatively slow
computers – and which was substantially out of
date by the time it was made available – is now
available within a relatively short period of time.
Marketers can determine with far greater preci-
sion than at any time in the past, the likely audi-
ence for their propositions, and can more readily
segment markets into groups of users, rather than
communicating with them as an aggregation.

At the same time, of course, this improved
level of communication has a direct impact on the
consumer. An increased level of media coverage of
consumer-related issues means that any problem
with a product or service is almost bound to receive
media exposure. News stories about product with-
drawals, the focus on product deficiencies within
programmes like ‘Watchdog’, all ensure that large
groups of consumers become aware of these issues
within days, or even hours of the occurrence.

The widespread use of the Internet and the
increasing number of Blogs expressing consumer
views concerning product performance (or the
lack of it) adds to the pressure on manufacturers
to respond speedily to consumer concerns.

The driving forces behind the
growth of IMC

Various studies have focused on the factors which
are encouraging the adoption of IMC programmes
(Yeshin, 1996; Duncan and Everett, 1993; Grein and
Ducoffe, 1998; Kitchen and Schultz, 1999, 2000).

A further dimension of the study by Kitchen
and Schultz (1999) was an identification by respond-
ents of the forces driving the move towards IMC:

� call for synergy among promotional tools,
� rapid growth and development of database

marketing,
� recognition that agency’s future success depends

on helping clients develop IMC programmes,
� emergence of a variety of compensation methods,
� rapid growth of IMC importance,
� fragmentation of media markets,
� shift in marketplace power from manufacturers to

retailers,
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� escalating price competition,
� traditional advertising too expensive and not cost

effective.

Duncan and Everett (1993) identify several factors
underlying the pressure to integrate marketing
communications:

� agency mergers and acquisitions,
� increasing sophistication of clients and retailers,
� increasing cost of traditional advertising media,
� increased global competition,
� increasing pressure on organizations’ bottom

lines,
� decreasing effectiveness of traditional media,
� decreasing cost of database usage,
� trends such as zapping, zipping, media

fragmentation and loss of message credibility.

Value for money: The recession of recent years and
increasing global competition have brought about
substantial changes in the way that client com-
panies are managed. On the one hand, there has
been the impact of shrinking marketing depart-
ments, in which fewer people are allocated to the
management of the products and services which
the company produces. On the other, the pressure
on margins has encouraged clients to become
tougher negotiators. Companies are keen to gain
the maximum value for money and the maximum
impact from all relevant disciplines.

Increasing pressure on organizations’ bottom
lines: The inevitable consequence of the variety of
economic pressures has resulted in a close focus
on company profitability. As all forms of cost
increase, so companies seek to make compensa-
tory savings throughout all of their activities.

Increasing client sophistication: This is particu-
larly true of areas such as an understanding of
retailers, customers and consumers. There has
been an increasing confidence in the use of other
marketing communication disciplines, especially
sales promotion, and the greater ability to take the
lead in terms of their strategic direction.

A disillusionment with advertising: It has resulted
in clients turning to other disciplines in the search to
improve customer relationships and more sales.

A disillusionment with agencies: Advertising
agencies, in particular, which were often the pri-
mary source of strategic input for the clients with
whom they worked, have lost significant ground
in this respect. Specialist consultancies and other
are now being retained by client companies to
advise them of the strategic directions they should

be taking, with the agency role becoming pro-
gressively smaller in many instances.

The fragmentation of media channels: As we have
seen earlier, the changing face of the media scene is
demanding the re-evaluation of the contribution
that the variety of media channels can make to 
the delivery of the message. With new ways of
communicating with the target audiences, new
approaches are necessary to achieve maximum
impact from marketing communications budgets.

Traditional advertising too expensive and not
cost effective: There is an increased recognition
that, for many companies, the use of traditional
forms of advertising no longer provides the
means of achieving cost-effective reach of their tar-
get audiences. As media costs escalate, many com-
panies are turning to other forms of marketing
communications to achieve their objectives.

The rapid growth and development of database
marketing: The increasing availability of sophisti-
cated database techniques has enabled manufac-
turers and service providers alike with a more
precise means of targeting consumers. The move
away from traditional mass marketing towards
closely focused communications techniques is a
reflection of the increasing cost of traditional adver-
tising techniques.

Power shift towards retailers: In most consumer
markets, comparatively small numbers of retailers
have come to dominate their respective categories.
In the grocery field, for example, the major super-
market chains – Tesco, ASDA, Sainsbury and
Safeway (now part of Morrisons), account for a
substantial part of the retail business. Together,
these four companies account for some two-thirds
of retail sales. Inevitably, this has resulted in their
taking the initiative in terms of the marketing to
consumers. To a large degree, even major manufac-
turers have to bow to the demands of the retailers
or face the prospect of their products being 
de-listed from their shelves.

Escalating price competition: As brands increas-
ingly converge in what they offer to consumers,
companies are striving to overcome the debilitat-
ing impact of the downward price spiral. The
recognition that marketing communications is
often the only differentiating factor between com-
peting brands has led to an increased focus on how
the tools can be used to achieve brand distinction.

Environmental factors: Consumers are becom-
ing increasingly concerned with the way in which
products impact on the general environment. In
turn, companies have been forced to adopt a
more environmentally friendly approach or risk
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consumers rejecting their products in favour of
those which they consider to be more responsive
to these broader concerns.

Emergence of a variety of compensation methods:
Where once agencies were bound by a compensa-
tion based on commission (a fixed percentage of
the monies spent on advertising), today’s market-
ing communications companies are rewarded in
many different ways. The most important impact
of this change has been to free them (and the per-
ception of their income) as being tied to recom-
mendations to increase their clients’ spend.

Agency mergers and acquisitions: Responding to
the needs of the marketplace and, in particular, to
pressures from their clients, agencies are increasing
merging to form larger groups. Partly, this has been
driven by the need to provide client services across
a variety of territories. However, a further dimen-
sion has been the desire to provide a comprehen-
sive service to clients across the variety of areas
encompassed by marketing communications. The
large agency groups exist as holding companies
controlling operational companies in all of the rele-
vant communications fields.

Increased global competition: The drive towards
globalization has increased the necessity to
achieve synergy between all forms of marketing
communications. Where once a brand might be
sold in a single country, today’s mega-brands are
available across the globe. Significant savings can
be achieved through the implementation of a con-
stant communications campaign across all of the
territories in which the product is sold.

The impact on marketing 
communications

We have already seen that marketing communi-
cations need to focus on the end user rather than
on the nature of the product or service provided.
But, it is suggested, marketing communications
needs to respond more rapidly to these under-
lying changes in the social and environmental
framework.

In their important work on IMC, Schultz et al.
(1992) propose that it is time to abandon the prin-
ciples of the four Ps for the four Cs.

Forget Product. Study Consumer wants and needs.
You can no longer sell whatever you make. You
can only sell something that someone specifically
wants to buy.

Forget Price. Understand the consumer’s Cost to
satisfy that want or need.

Forget Place. Think Convenience to buy.

Forget Promotions. The word in the 90s is
Communications.

If marketing communications is to be effective, it
is vitally important that we move from a situation
of specialization – in which marketers are experts
in one area of marketing communications – to
people who are trained in all marketing commu-
nications disciplines.

At the same time, as we have already seen, the
process of change requires us to look at focused
marketing approaches rather than adopt the litany
of the 60s – that of mass marketing. With the recog-
nition that all consumers are different and, hence
have different needs and wants – even of the same
product or service – there is the need to ensure that
we are able to communicate with them as individ-
uals rather than as a homogenous unit. The
increasing concern is the desire to communicate
with ever small segments of the global market and,
in an ideal world, reach a position where we can
communicate with them individually. This desire
manifests itself in the increasing drive towards
direct marketing techniques, the most rapidly
growing sector of the marketing communications
industry.

There needs to be a clear statement of the
desired outcomes of marketing activity as a whole.
This requires a totally new approach since most
people working within marketing have been
brought up in a disintegrated environment.

Objectives need to be longer term and
expressed more strategically than would be the
case for the short-term objectives of more individ-
ual marketing tactics.

Schultz (1999) argues that as the tools of mar-
keting communications are progressively dif-
fused into a variety of specialisms, there has been
a natural inclination for those individual special-
ists to focus entirely within their own area – 
often to the detriment of the brand or communi-
cation programme. The consequence has been a
natural drift towards less integrated, less co-ord-
inated, less concentrated marketing communica-
tions activities.

The task of IMC is to strategically co-ord-
inate the various elements of the promotional mix
in order to achieve synergies and to ensure that
the message reaches and registers with the target
audience.
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Novak and Phelps (1994) have suggested
that there are several important dimensions to the
process of integration:

� The creation of a single-theme and image.
� The integration of both product image and

relevant aspects of consumer behaviour in
promotional management, as opposed to a focus
on one or the other of these two.

� The co-ordinated management of promotion mix
disciplines.

Similarly, Low (2000) identified four components
that contribute to the co-ordination of marketing
communications activities:

1 Planning and executing different communications
tools as one integrated project.

2 Assigning responsibility for the overall
communications effort to a single manager.

3 Ensuring that the various elements of the
communications programme have a common
strategic objective.

4 Focusing on a common communications message.

Relationship marketing

A development of the marketing communications
process, as it moves through the early 2000s, is the
area known as relationship marketing. With the
ability to reach consumers on a highly segmented
or even one-to-one basis, so too has come the recog-
nition that the process itself can become two-way.
Hitherto, marketing communications primarily
concerned itself with the process of communicating
to the end consumer. By encouraging the process 
of feedback, we can now communicate with the
consumer.

Increasingly, companies such as Nestle and
Heinz have announced moves into club formats
which enable the establishment of a direct relation-
ship between the manufacturer and the consumer.
Many loyalty programmes, such as the Frequent
Flyer and Frequent Stayer programmes now run
by most international airlines and hotel groups,
have a similar objective of establishing a relation-
ship with the consumer, to their mutual benefit.
The increasing use of customer loyalty pro-
grammes within the major retail chains is further
evidence of the desire to establish direct contact
with the customer base – for long-term advantage.
The encouragement of a ‘feedback’ loop is a facet of

marketing communications which is destined to
grow apace over the next few years and, as com-
panies perceive the benefits of encouraging a 
positive relationship with their customers, their
consumers, their suppliers and others, so we will
witness the growth of developed two-way market-
ing communications programmes.

It has to be recognized that contemporary
marketing is more complex than at any other time
in the past. No longer is it sufficient to rely on the
traditional marketing mix variables to achieve
differentiation between manufacturers. Areas
such as product design and development, pricing
policies, distribution in themselves, are no longer
capable of delivering the long-term differentiation
required. With an increasing level of convergent
technologies, product innovation may be going
on in parallel between rival manufacturers even
without their knowing what the other is doing.
And, even where this is not the case, any new fea-
ture can rapidly be copied by the competition.
Where once, a new feature, ingredient, or other
product attribute would enable a manufacturer to
achieve a unique stance for an extended period,
today this is no longer the case. One has only to
look at the area of the rapid innovation within the
soap powder and detergent markets to see just how
speedily rival manufacturers catch up with each
other.

With the concentration of distribution into
relatively few hands, the opportunities for achiev-
ing solus distribution of brands is minimized.
Indeed, the retailers themselves represent an
increasing threat to the manufacturers’ brands as
their packaging moves ever closer to that of the
manufacturers own.

Pricing, once a major area of differentiation,
similarly provides less scope. The pressure on
margins brought about by the increasingly com-
petitive nature of retailers own products, has
restricted the scope to use price to differentiate
effectively. Clearly, this is particularly true of fast
moving consumer goods where price dissimilarity
can only operate over a very narrow range. Other
products, such as perfumes and toiletries, and lux-
ury goods ranging from hi-fi’s to cars still have
more flexibility in the area of price.

We are left, therefore, with only one of the
four marketing mix variables which can be util-
ized to achieve effective brand discrimination –
marketing communications. Schultz et al. (1992)
argue that the area of marketing communications
will, increasingly, be the only opportunity of
achieving sustainable competitive advantage.
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If all other things are equal – or at least more
or less so – then it is what people think, feel and
believe about a product and its competitors which
will be important. Since products in many areas
will achieve parity or comparability in purely
functional terms, it will be the perceptual differ-
ences which consumers will use to discriminate
between rival brands. Only through the used of
sustained and IMC campaigns, will manufacturers
be able to achieve the differentiation they require.

To appreciate the impact of this statement, it is
worth looking at a market which replicates many
of the features described above. In the bottled
water market, several brands co-exist, each with
unique positionings in the minds of the consumer.
Yet, in repeated blind tastings, few consumers can
identify any functional characteristics which could
be used as the basis for brand discrimination.

‘The increasing need to manage relationship
building has brought forth a variety of ‘new gener-
ation’ marketing approaches – customer focused,
market-driven, outside-in, one-to-one marketing,
data-driven marketing, relationship marketing, inte-
grated marketing and integrated marketing com-
munications (Duncan and Moriarty, 1998).

The benefits of IMC

Undeniably, the process of integration affords a
great number of benefits to the companies which
adopt it. Linton and Morley (1995) suggest nine
potential benefits of IMC:

1 creative integrity,
2 consistent messages,
3 unbiased marketing recommendations,
4 better use of media,
5 greater marketing precision,
6 operational efficiency,
7 cost savings,
8 high-calibre consistent service,
9 easier working relations.

Similarly, Kitchen and Schultz (1999) identified a
series of benefits which could be derived from IMC
programmes. These included:

� increased impact,
� creative ideas more effective when IMC used,
� greater communications consistency,
� increases importance of one brand personality,
� helps eliminate misconceptions,

� provides greater client control over
communication budget,

� provides clients with greater professional
expertise,

� enables greater client control over marketing
communications,

� helps eliminate miscommunications that result
from using several agencies,

� enables greater control over budgets,
� provides client with greater professional

expertise,
� IMC necessitates fewer meetings,
� enables client consolidation of responsibilities,
� agencies can provide faster solutions,
� provides method of effective measurement,
� reduces cost of Marcom programmes,
� greater agency accountability.

Consistency of message delivery: By approaching the
planning process in a holistic manner, companies
can ensure that all components of the communica-
tions programme deliver the same message to the
target audience. Importantly, this demands the
adoption of an overall strategy for the brand,
rather than developing individual strategies for
the separate tools of marketing communications.
The avoidance of potential confusion in the minds
of consumers is a paramount consideration in 
the development of effective communications 
programmes.

Corporate cohesion: For the company, IMC can
be used as a strategic tool in communicating its
corporate image and product/service benefits.
This has important consequences both on an 
internal and an external level. As consumers
increasingly gravitate towards companies with
whom they feel comfortable, it becomes important
to ensure that the overall image projected by the
organization is favourably received. This demands,
in turn, the development of a cohesive communica-
tions programme within the organization – to
ensure that all people working for the company
fully understand the organizations’ goals and
ambitions – and externally – to present the com-
pany in the most favourable light.

Mike Reid of Monash University (2003) argues
that there is an interesting and positive relationship
between IMC and different types of brand-related
performance. In an analysis of the performance of a
number of Australian organizations he indicates
that those with high performance exhibit better
communications practices and a higher level of
integration in the management of marketing 
communications.
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Client relationships: for the agency, it provides
the opportunity to play a significantly more import-
ant role in the development of the communica-
tions programme, and to become a more effective
partner in the relationship. By participating in the
totality of the communications requirements,
rather than having responsibility for one or more
components, the agency can adopt a more strategic
stance. This, in turn, yields significant power and
provides important advantages over competitors.

Interaction: IMC ensures better communica-
tion between agencies and creates a stronger bond
between them and the client company. By provid-
ing a more open flow of information it enables the
participants in the communication programme to
concentrate on the key areas of strategic develop-
ment, rather than pursue individual and separate
agenda’s.

Motivation: IMC offers the opportunity to
motivate agencies. The combined thinking of a
team is better than the sum of the parts (and
unleashes everyone’s creative potential).

Participation: Everyone owns the final plan,
having worked together on the brainstorming and
implementation, avoiding any internal politics.
Potentially, this can overcome the divisive nature
of individual departments ‘fighting their own
corner’.

Perhaps the most important benefit is the
delivery of better measurability of response and
accountability for the communications programme.

The process of achieving integration

The task of developing and implementing market-
ing communications campaigns is becoming
increasingly divergent. No longer is the task is one
pair of hands. As the specialist functions develop
further, the marketer must seek and co-ordinate the
input from a number of different sources. Many
organizations will retain an advertising agency, a
public relations consultancy, a sales promotion
company and, perhaps, even a media specialist.
Ensuring that all of these contributors work to the
same set of objectives and deliver a cohesive mes-
sage to the consumer is a task which is an increas-
ingly challenging one.

The key requirement is the establishment of a
feedback mechanism between all elements of the
strategic development process and, importantly,
the consideration of all of the tools of marketing
communications designed to fulfil the promotional

objectives established for the campaign. It is the
adoption of a holistic approach to campaign devel-
opment which is at the heart of integration, a fun-
damental shift from the practice of developing each
of the elements on a piecemeal basis.

Integrated marketing communications offers stra-
tegic and creative integrity across all media.

Linton and Morley (1995)

This ensures that the company maintains a con-
stant theme and style of communication which can
be followed across all applications. In turn, this
provides for a strong and unified visual identity in
all areas of communication.

This does not imply that all material should
have the same copy and visual execution, however
all items used must serve to tell the same story and
to reinforce the overall message to the consumer.
This enables each element of a campaign to 
reinforce the others and to achieve the maximum
level of impact on the target audience. The best
platforms for integrated campaigns are ideas that
can be spread across the whole marketing commu-
nications mix, for example American Express
‘Membership Has Its Privileges’ and Gillette’s ‘The
Best A Man Can Get’ will work in any discipline.

Andrex has, for many years, used the image
of a Labrador puppy in its advertising to symbol-
ize softness. More recently, however, the device
has been extended into other promotional areas.
Its ‘Puppy Tales’ campaign offered a series of
books about the adventures of a puppy, which was
featured on-pack and in television advertising.
The promotion gained editorial coverage both for
the promotion itself and by way of reviews of the
author, Gerald Durrell. All of these devices rein-
forced the brand message.

Some companies go further. They produce a
visual identity manual to which all items produced
on behalf of the company must comply. This estab-
lishes a series of specific requirements which may
cover the typefaces used, the positioning of the logo
and other important visual elements which pro-
vides a high level of commonality in all materials
produced. Often this is associated with a re-design
of the corporate image. When the author was work-
ing with the Prudential Corporation, Woolf Olins
were engaged to re-design the company look and,
as part of the package, created a corporate ID man-
ual which covered all of the above areas, and to
which all agencies were required to comply.

An essential part of IMC is the process of
ensuring that the message conveyed is consistent.
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Whereas this is achievable in the context of a single
agency which produces all of the materials
required by its client, in the vast majority of case,
companies will employ several different agencies,
often independent of each other. Indeed, some of
the material will be produced by the company 
in-house. In this instance, someone must take over-
all responsibility for ensuring the consistency of
the various items to ensure that there is an overall
coherence in what is produced. This means that
the person or department must consider not only
the obvious items such as advertising, point of
sale and direct mail pieces, but everything else
which is prepared to support the brand. This may
include product leaflets and other literature, pre-
sentations and audio-visual material, sales train-
ing items, exhibition stands and so on.

A key area within the requirement of IMC is
the need for recommendations which are without
structural bias. Historically (and still to a large
degree) it was inevitable that agencies promoted
their own particular corners. Advertising agen-
cies would often present advertising solutions,
promotions companies would offer sales promo-
tion responses and so on.

The move towards IMC has been hastened by
the desire for agencies to become more account-
able for their recommendations. Inherently, agen-
cies have to be confident, as far as it is possible to
be so, that the recommendations they make are
those most likely to achieve the outcome desired
by the client company.

To many writers on the topic, the central part
of the IMC process is the maintenance of an effect-
ive database. Not only does this provide the
opportunity to gain a greater understanding of
existing customers, from an examination of their
profiles (and using those profiles to identify simi-
lar target groups) it is possible to achieve a greater
degree of precision in all subsequent communica-
tions activity.

At the conceptual level, integration is about
capturing a single thought which expresses what
we wish the brand to stand for and of ensuring that
this thought is expressed, whatever the medium.
At the process level, it is about ensuring that the
development and implementation of communica-
tions lives up to that brand thought, and drives for-
ward the relationship between the brand and the
consumer.

As John Farrell, then Chief Executive of
DMB&B (now incorporated into Leo Burnett) said
‘Unless there is close involvement of senior client
personnel who truly have a full communications

perspectives, it’s simply unfair on the agencies
involved to expect them to drive the integration
process from the outside.’ Clients do not need spe-
cialist implementation functions within their busi-
nesses, rather at a conceptual stage there has to be
a structure and attitude which actively encourages
the agency to recommend the most appropriate
media solution to solve the particular problem.

Integration is not just about execution. It is
about the single brand thought that expresses the
essence of the brand personality and then interpret-
ing that thought for the appropriate audience with-
out changing of denigrating it. Integration extends
to the point where the client and agency work
together as a single team. The total team across all
communications requirements is fully integrated
with the customer and brand requirements and
that is what drives the focus of the team.

Winston Fletcher (1998) seeks to make the dis-
tinction between good and bad integration. He
argues that badly done integrated marketing cam-
paigns squeeze different communications media
into strait-jackets which minimize their individu-
ality. ‘To force all types of communications to use
the same message, instead of allowing them to
deploy their own strengths and complement each
other, is direly inefficient.’

Van Raaij (1998) summarizes the differences
between classic forms of marketing communica-
tions with the IMC approach as follows: 
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Classic Integrated 
communications communications

Aimed at Aimed at retention 
acquisition and relationship 

management

Mass communications Selective 
communications

Monologue Dialogue

Information is sent Information is 
requested

Information provision Information self-
service

Sender takes initiative Receiver takes 
initiative

Persuasive ‘hold-up’ Provide information

Effect through Effect through 
repetition relevance

Offensive Defensive



Organizational approaches to 
integration

Increasingly, attempts are being made by comp-
anies to co-ordinate some, if not all, of the market-
ing functions to benefit from the resultant synergy.
In this regard, many companies adopt a ‘consis-
tency’ approach to ensure that the brand messages
created by different marketing activities do not
conflict with the agreed strategic positioning of the
brand. In some instances, much more compete
integration is achieved by ensuring that a similar
device is used across all marketing activities – for
example, Coca Cola advertise their sponsorship of
various events, especially football, and also use
them as the basis of sales promotion activities.

Very few companies have really developed a
comprehensive approach towards integration
where the overall responsibility for all communica-
tion functions is lodged in a single location, either
internally or externally.

A survey by Duncan and Everett (1993) found
that, at that time, there was a relatively low famil-
iarity with the concept of IMC. However, once the
concept was defined, most regarded it as a valu-
able concept.

They identified that a significant number of
companies were co-ordinating the functions of
marketing communications both internally and
externally. An increasing number of clients stated
that they were likely to hire agencies with an
understanding of IMC and believed that IMC
would grow within their organizations.

The way in which companies are organized
into different departments which reflect the vari-
ous functions of marketing communications is a
key cause of disintegrated communications where
different messages are communicated to con-
sumers about the same brand. In the worst case
scenario, the messages delivered by marketing

communications may actually contradict each
other (Alanko, 2000). Some writers suggest that
the most efficient means of achieving integra-
tion is to appoint a single agency which is respon-
sible for all aspects of the campaign, contracting
out certain areas. The reality, except for a rela-
tively few number of companies, is that such an
approach is generally not possible. The need for
specialist services in the wide variety of areas
which make up the tools of marketing communi-
cations requires staff who are skilled in those 
specialisms.

Research by Gronstedt and Thorson (1996)
suggest that integrated approaches are necessary
because most work related to communications cuts
across different knowledge and skills domains,
whilst Schultz et al. (1992) argue that IMC results in
the creation of communications programmes that
are both tonally and visually coherent.

The question of how to organize external 
communications disciplines has been a continuing
source of debate within the arena of marketing
communications (Cornellisen et al., 2001). The
conundrum is whether organization should be of a
functional nature, that is, with the various depart-
ments merged together to create a single entity
which can deal with all communications require-
ments or whether, as suggested by Gronstedt (1996)
it is more about integrating the processes of mar-
keting communications. Schultz et al. (1992) argue
that the different mind-sets of professionals operat-
ing within the various disciplines inhibit the level
of cross-functional operation and the ways in
which the disciplines can contribute to the achieve-
ment of the desired objectives.

Gronstedt and Thorson (1996) suggest five
possible models for an integrated organizational
structure:

1 The consortium. One agency performs the role of
main contractor to a consortium of specialist
agencies.The main agency helps its client to
develop a strategy and decides which persuasive
tools to use. It typically executes traditional
advertising but sub contracts other tools.The
account team at the main agency co-ordinates
the specialist agencies to ensure that messages
and timing are integrated.

2 Consortium with a dominant agency. Agencies that
have the capacity to plan an integrated campaign
and execute traditional advertising as well as
some other communications tools.The main
agency has various combinations of in-house
services and outside suppliers.
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3 Corporation with autonomous units: All the
specialists are brought in-house as separate and
autonomous units.The specialist units are
separate profit centres, sometimes with separate
names and in separate buildings.

4 The matrix organization. Agencies not only have
specialists in-house but they are integrated in a
matrix structure.The matrix design combines
functional division and cross-functional task 
force teams.The matrix structure requires that
professionals work across functions whilst
maintaining the functional division.

5 The integrated organization. All disciplines are
incorporated into the advertising agency
structure rather than forming separate units for
each persuasive tool.The agency is no longer
structured by functional departments but by
accounts. Each person works for a particular
client not for a direct marketing or sales
promotion department. Each account group
comprises personnel who are capable of handling
all communications disciplines.

Duncan and Everett (1993) suggest four agency
client relationships which could foster integration:

1 The client and its agencies collectively establish
strategies, then each communications function is
executed by a different agency.

2 The client and its agency establish the strategies,
then the ‘integrated’ agency is responsible for the
executions of all or most of the communications
functions.

3 The client determines overall strategies and
assigns individual functions to individual agencies,
but requires that all of these suppliers stay in
touch with each other.

4 The client alone determines overall strategies,
then each communications function is executed
by a different agency.

Grein and Gould (1996) identify five factors which,
they suggest, impact on the organizational dimen-
sions and affect its effective implementation:

1 Inter-office co-ordination.
2 Co-ordination of promotional disciplines across

country offices.
3 The degree of centralization.
4 The frequency of inter-office communication.
5 The use of information technology.

Jeans (1998) argues that the most likely route to
achieving IMC is in team-building, rather than any
hierarchical or matrix method of control. Since the

necessary practitioner skills are unlikely to be
embodied in any single individual, a team of people
will be essential to provide the necessary inputs.

A study by McArthur and Griffin published in
1997 demonstrated the extent to which marketing
organizations perceived integration to have been
fulfilled. Almost half of the companies surveyed
indicated that all marketing communications activ-
ities of their companies were co-ordinated either by
a single person or as a result of some reporting rela-
tionship. Afurther quarter co-ordinated the majority
of their marketing communications programmes.
Interestingly, and confirming the results of other
studies, the areas of business which indicated the
highest level of co-ordination of activities were
Retail and Business to Business.

The study identified a series of ‘inconsisten-
cies’ in the sourcing of activities across the different
business types. Their study revealed, for example,
that consumer marketers tended to use external
suppliers for creative input more extensively than
others. The business-to-business (B2B) sector relied
more heavily on their advertising agencies for 
all communications activities. Retailer marketers
were significantly more prone to source activities
in-house.

There are sound historical reasons for these
differences in practice sometimes, but not always,
related to the level of marketing communications
expenditures within specific categories. Within
the consumer sector, budgets tend to be large and
activities more extensive. Inevitably, companies
involved with these programmes seek high levels
of expertise within the respective fields and source
suppliers who, in the main, have a demonstrable
track record of being able to deal with the market
sector. Elsewhere, where budgets are somewhat
lower, companies tend to rely more heavily on a
single supplier to achieve economies across the
range of activities which they implement. The retail
sector, by contrast, inevitably demands a greater
speed of response and, hence, is more prone to pro-
duce material in-house where those with the spe-
cialist skills can be located.

Nor should it be presumed that IMC is the
exclusive province of FMCG and branded manu-
facturers. Alanko (2000) argues that integration in
B2B goes beyond co-ordinating media and other
communications channels and their messages. It
‘enters the heart of the enterprise and its core
processes, customer acquisition, retention and
development’.

He makes the point that, as with other forms
of business, integration within the B2B sector 
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occupies a strategic role and must involve senior
management.

Interesting differences in the global accept-
ance and implementation of IMC are seen in vari-
ous recent works.

A survey conducted by Griffin and McArthur
(1997) sought to identify the extent to which IMC

was practiced within companies. Respondents
were shown a series of seven marketing communi-
cations functions (including creative, media, sales
promotion, etc.) and asked to indicate the nature of
co-ordination between them and the extent of that
co-ordination.

The results were as follows:
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Business focus

All (%) Consumer (%) B to B (%) Service (%) Retail (%)

Companies where all activities co-ordinated 46.2 46.2 62.5 34.5 50.0

By a single person 24.0 30.8 31.3 17.2 15.0

Through a reporting relationship 22.1 15.4 31.3 17.2 35.0

Companies where 5 to 6 activities co-ordinated 28.7 33.3 18.8 20.7 35.0

By a single person 7.7 5.1 6.3 3.4 20.0

Through a reporting relationship 21.0 28.2 12.5 17.2 15.0

Companies where 3 to 4 activities co-ordinated 18.3 12.8 12.5 31.0 15.0

By a single person 12.5 7.7 12.5 27.6 –

Through a reporting relationship 5.8 5.1 – 3.4 15.0

A study conducted by Kitchen and Schultz (1999) indicated the extent to which the premise of IMC had
been adopted in a number of countries:

Amount of time devoted to IMC programmes for clients

Amount of time (%) USA (%) UK (%) New Zealand (%) Australia (%) India (%)

75% or more 25 11 21 5 –

50–74% 25 32 11 – –

25–49% 25 25 25 26 23

10–24% 15 30 37 37 46

10% or less 10 11 5 32 31
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A further aspect of their research was the amount
of client budgets devoted to IMC activities:

The study showed significant differences between
the five countries surveyed. In response to a ques-
tion about the amount of time devoted to IMC pro-
grammes for client firms, for those indicating more
than 50 per cent of their time, the percentages were
50 per cent for the US; 43 per cent UK; 32 per cent
NZ; 5 per cent Australia; 0 per cent India. From the
expenditure perspective, respondents were asked
to identify the percentage of their overall budgets
devoted to IMC activities, with similar results. US
52 per cent; UK 42 per cent; NZ 40 per cent;
Australia 22 per cent; India 15 per cent.

According to Kitchen and Schultz (1999)
‘whilst IMC is recognized as offering significant
value and importance to clients and agencies alike,
the fact that no clear proposal, method or accept-
able disposition of measurement and evaluation
has been offered and/or found widespread accept-
ance weakens conceptual application in a global
sense’.

Picton and Hartley (1998) summarize the dif-
ferent dimensions of integration:

� Promotional mix integration – synergy between
the individual promotional elements.

� Promotional mix with marketing mix integration –
synergy between the elements of the marketing
mix with those of the marketing communications
mix, since each element of the marketing mix has
a communications value of its own.

� Creative integration – themes, concepts and
messages across all marcom activities.

� Intra-organization integration – all relevant
internal departments, individuals and activities
within the organization.

� Inter-organization integration – all external
organizations involved in marketing
communications on behalf of the organization.

� Information and database systems – databases are
rapidly becoming the primary management tool
that drives the organization’s business strategy.

� Integration of communication targeted towards
internal and external audiences – a variety of
audiences need to be considered within the context
of IMC, both internal and external. They will
represent a variety of potentially disparate groups.

� Integration of corporate and brand/product
communications – corporate communications is
often considered as a separate entity and, often,
has different people who have the responsibility as
‘corporate guardians’. Organizations must
recognize the strategic and tactical impact of
corporate identity on their other marketing
communications activities.

� Geographical integration – integration cross both
national and international boundaries.

The barriers to integration

Despite the undeniable advantages afforded by
integration, an examination of the market situation
suggests that relatively few companies have yet
reached the stage of fully integrating their commu-
nications campaigns.

Various studies (Mitchell, 1995; Yeshin, 1996;
Kitchen and Schultz, 1999, 2000) have described the
progressive adoption of the philosophy of IMC
across many major and sophisticated client compa-
nies. Nonetheless, many barriers continue to exist.

These studies indicate that, whilst much has
been written on the topic, the subject remains
largely misunderstood by many of those respon-
sible for its implementation. This is clearly seen by
the diversity of ‘definitions’ provided for IMC by
the respondents.

Co-ordinating all of the tools of promotion to
ensure a consistent message

Rolling out a single creative theme across all 
executions

Using a single agency to deliver all requirements

Clearly there is considerable confusion as to the
nature of IMC, with some respondents regarding it
as a process; others perceiving it as a facility for
‘one stop’ shopping, whilst for others it was a
means whereby cohesion might be achieved
between creative executions and strategies, even if
provided by a multiplicity of suppliers.

Several factors can be identified as present-
ing barriers to the integration process, both of an
internal and an external nature.

Internally, the lack of management under-
standing of the benefits of IMC; the short-term 

Country % of budget

USA 52

UK 42

New Zealand 40

Australia 22

India 15



outlook adopted towards much of the planning
process; the inherent nature of the ‘political’ bat-
tles between departments battling for supremacy;
the fear of departmental budget reductions with the
consequence of staff reductions; together with the
turnover of staff and the fear of losing expertise 
in specialist areas, were all identified as con-
tributing to the general lack of adoption of IMC
within companies. Externally, issues such as agency
ego’s, the agency’s fears of losing control, the lack
of expertise in the individual areas of communi-
cations, the concern over reductions in the scale
of the communications budget and the problems of
the system of remuneration were further restric-
tions of the progress of integration.

Structurally, few companies are in a position
to ensure integration. Often various functions
compete with each other for the responsibility of
briefing and implementation of the tools of mar-
keting communications. These include the brand
manager, the marketing manager, the marketing
director, in a few instances, a communications
director, together with a variety of ‘specialist’
heads of departments covering public relations,
sales promotion and so on. Often these individu-
als represent ‘vested’ interests and are protective
of their own sectors to the preclusion of an inte-
grated approach. Most importantly, few companies
have truly recognized the issue of responsibility for
the custodianship of the brand and the negative
implications of divisive communications mes-
sages. ‘. . . In practice, the situation is even worse.
Company structures perpetuate this division, giv-
ing each ‘speciality’ a different owner, based on
technical skills required to execute, rather than con-
ceptual skills required to plan’ (Lannon, 1994).

Undeniably, there are significant problems
for the client in terms of commissioning and man-
aging several different agencies, especially in the
context of the reduction in the size of marketing
departments. The temptation for many of the
integrated one-shop concept is overwhelmingly
appealing. The attraction of using several differ-
ent agencies is the possibility of selecting the best
people in each field.

Moreover, there is a general lack of experi-
enced people within the field of marketing com-
munications, who exhibit expertise in the variety
of fields which make up the total communications
process. The need for individuals with a ‘broad
perspective’ and an understanding of the contribu-
tion which each of the marketing communications
disciplines can provide is underlined by a study
by Cleland (1995).

The study by Kitchen and Schultz (1999)
identified a number of barriers, real or perceived,
to achieving IMC:

� Requires staff to be more generalist.
� Integrated agencies do not have talent across all

marcom areas.
� IMC means staff have to develop new skills.
� IMC give a few individuals too much control.
� Client staff lack expertise to undertake IMC

programmes.
� Client centralization difficulties.
� Client organizational structures constrain IMC.

Lannon (1994) asserts that most company commu-
nications policies are rooted in an outmoded past,
when competition was less intense and the retailer
was not anything like the powerful force it is today.

� the discontinuities of the 80s and into the 90s
have fractured and fragmented not only the
conventional media scene, but also the corporate
structures and cultures of a more stable past.

� differing agendas of clients and agencies have
eroded productive and trusting relationships
between clients and their agencies.

Perhaps the most significant barrier to integration
is the approach to communications budgeting. In
most cases budgets are substantially determined
on an ‘historic’ basis – considering what has been
spent in the past – rather than against an evaluation
of specific objectives. Often, individual depart-
ments are required to argue for budget tenure or an
increase if the situation demands it. In the majority
of cases, budgets are considered on a line-by-line
basis, rather than holistically.

According to Kitchen (2005) the real weakness
inherent in IMC is the failure of firms to invest
major resources into the marketing and communi-
cations process. This failure results in IMC being
used as a tactical device rather than making a
strategic contribution.

Despite this, some market sectors are more
advanced than others in the adoption of an inte-
grated approach. Two, in particular, stand out as
having made significant progress in the integration
of their campaigns – the financial sector and retail-
ers. In both cases, there has been a more wide-
spread recognition of the benefits of integration.
Campaigns by many of the commercial banks
together with high street retailers underpin the
advantages of integration. Certainly, most com-
panies agree that the process of integration will
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increase apace, as much because of the need to deal
with substantial communications budgets in a
more positive manner, as from the drive towards
global considerations where the desire for a com-
mon communications policy and the obvious
financial benefits are of major importance.

The consumer and IMC

At the heart of the debate is the undeniable need to
ensure the clear and effective communication of
brand messages to consumers and others. The
process demands a change of focus from share and
volume to a detailed understanding of the extent to
which the manufacturer can satisfy the needs and
wants of consumers. The essential focus has to be
on customers, relationships, retention levels and
satisfaction.

Several authors have suggested that IMC, as
well as benefiting the manufacturers of products
and services, also works for the consumer. David
Iddiols (2000) suggests that IMC works on three
levels for the consumer.

1 It provides short-cuts to understanding what a
brand stands for.

2 It adds depth and amplification to a particular
message or set of brand values.

3 It demonstrates professionalism on the part of
the brand owner.

Iddiols identifies three potential mechanics for
providing integration across activities:

1 The use of some form of mnemonic device, such
as the red telephone used by Direct Line.

2 A consistent proposition reinforced across all
communications activities, such as Tesco’s ‘Every
Little Helps’.

3 Conveying a consistent set of brand values, as in
the examples of Coca Cola, Guinness or Levi’s.

Further, he identifies three ways in which integra-
tion represents a coherent approach as far as con-
sumers are concerned:

Values driven – Guinness, Coca Cola, Halifax, Levi’s
Proposition driven – BT, Royal Mail

Mnemonic driven –Direct Line, Scottish Widows,
Walker’s Crisps; Orange

Values: Conveying a consistent set of values is the
strongest approach.

Proposition: Consistently delivering a proposi-
tion is important when establishing or shifting 
a brand’s identity. This is apparent, for example,

with the Tesco line ‘Every Little Helps’ or L’Oreal’s
‘You’re Worth It’.

Mnemonic: Employing a mnemonic device,
such as the Red Phone for Direct Line or the
Orange colour for Orange mobile phones, enabled
both brands to establish an identity and gain a
place in the publics’ consciousness.

A key contributor to the achievement of effec-
tive and IMC is the appropriate use of market
research – both to gain greater insight and under-
standing of consumer behaviour, as well as to
achieve an understanding of the contributions of
the individual tools of marketing communications.

The difficulty, as many writers acknowledge,
is changing the focus of market research from a
disintegrated mode into a holistic practice. Archer
and Hubbard (1996) suggest that the vast bulk of
market research carried out continues to reflect the
outdated theories and structures of disintegrated
marketing communications. They argue that a
more holistic approach needs to be adopted to
measure the aggregate outcomes of all marketing
activity whilst, at the same time, monitoring the
specific actions which contribute to that outcome.

The clear advantages of a more holistic
approach to research are that it is more comprehen-
sive, embracing all activities and both short- and
long-term objectives; It provides the used with
greater flexibility; and it is more realistic in that it
measures the end result of all activities on the target
audience.

International dimensions of IMC

Recent works reflect the increasing growth and
impact of global marketing communications. Grein
and Gould (1996) have suggested that the concept
of IMC should be broadened and re-named
Global Integrated Marketing Communications.
Since, increasingly, manufacturers seek to imple-
ment communications campaigns across national
boundaries, IMC requires integration beyond
that of disciplines to encompass global manage-
ment of campaigns. The management of inter-
national brands demands that strategic marketing
decisions are integrated and co-ordinated across
all relevant global markets.

They offer a new definition to incorporate
the international dimension:

A system of active promotional management which
strategically co-ordinates global communications
in all of its component parts both horizontally in
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terms of countries and organizations and verti-
cally in terms of promotion disciplines

A study conducted by Grein and Ducoffe (1998)
revealed the extent to which advertising agencies
in particular are becoming global enterprises,
reflecting the needs of their, increasingly global,
clients. They indicated that clients wish to use
more standardized campaigns, which are easier
and cheaper to administer, have proven track
records in some countries, and result in a unified
brand image and position around the world. For
many companies, these benefits were considered
sufficient to outweigh the less than perfect out-
comes in some operating countries.

A direct consequence, confirmed by the study
is a reduction in the extent of local creativity on
international accounts. Once campaigns have been
developed, usually in one country, they are imple-
mented with relatively few variations on a world-
wide basis.

However, as indicated by the work of Grein
and Gould (1996), the level of inter-office commu-
nications made the task of effective integration
difficult to achieve.

Summary

Using the analogy of Kitchen and Schultz (1999)
who considered the state and acceptance of IMC
against the product life cycle, it can be reasonably
concluded that IMC is a marketing concept which
is still emerging. As such, it might be positioned
somewhere between its introduction and growth
stage.

A point of issue is the difference between aca-
demic understanding of the concept and its role in
the context of the practitioner. Kitchen argues that
IMC, from the academic standpoint, is just over 10-
years old, pointing to the work of Caywood et al.
(1991) as the starting point for academic study.

In practice, the notion of IMC – albeit not the
words – has been around for a considerably longer
period. The author of this chapter was responsible
for the establishment of a marketing communica-
tions agency, The Above and Below Group, in 1972
whose existence was founded on the provision of
integrated communications activities to its clients.

However, several important dimensions of
the practice of IMC can be recognized:

� IMC is an increasingly importance facet of the
practice of marketing communications.

� An increasing number of client companies and
their agencies strive to achieve deeper and better
integration of their marketing communications
activities.

� It reflects both an underlying conceptual as well as
a practical change in the way in which marketing
communications programmes are developed and
implemented.

� The desire to achieve global presence for their
brands drives companies towards the
achievement of consistent imagery for their
brands, and coherent messages in their
communications programmes.

� In contrast to the views of Cornellisen et al.
(2000), IMC is not a management fad.

� A continued inhibition to the development of 
IMC remains the internal structure of client
companies and the defence of departmental
independence.

� IMC will require the emergence of a new breed of
communicators who can command a generalistic
overview of all of the tools of marketing
communications from a brand management
perspective.

� Whilst it remains true that some brands can still
achieve effective communications despite
disintegration,‘all of the evidence points to the
fact that it will take longer and runs the risk of
confusing the very people you wish to sell to
along the way’ (Iddiols, 2000).

The way forward is summarized in the paper pre-
pared by the American Productivity and Quality
Centre Study in 1998. The Study identifies a series
of key best practice issues which focus on the
achievement of excellence in terms of brand devel-
opment and communication. Those companies
which most exemplified best practice:

� Concentrate on a few key brands and provide
streamlined and sophisticated brand support.

� Provide the leadership and support of senior
management in developing and sustaining
successful brands.

� Provide the consumer and customer-led
informational infrastructure to achieve an all-
round view of the brand network.

� Define their brands in terms of core values,
promise and personality that provide guidance,
meaning and focus for all brand-related 
activities.

� View communication as an opportunity to project
a unified image, not just of individual brands, but
also of the company itself.
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� Have started to move towards the financial
measurement of brands and related
communications activities.

Kitchen and Schultz (2000) argue for the impera-
tive of IMC and suggest that it will become the
essence of competitive advantage:

� because of the four goals of business – to
increase, accelerate, stabilize cash flows and build
shareholder value;

� because firms with strong brand relationship have
significant competitive advantages, including
getting a higher ‘share of wallet’ and obtaining
price premiums, both of which result in increased
revenues;

� because of the long-term effects of building brand
equity and shareholder value;

� because of their contribution to business goals.

Similarly, Reid (2003) argues that IMC is ‘not only
about doing better marketing communications,
but having a broader link to establishing a basis
for competitive advantage’.
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CHAPTER 18

Mass communications
DOUGLAS WEST

Introduction

As a term, ‘mass communications’ refers to partic-
ular media that can convey information to rela-
tively large segments of the population, namely:
press, TV, Web, posters and transport, radio and
cinema. In the advertising business, these media
are sometimes referred to as ‘above-the-line’ (ATL)
as they are all media which offer commission.
This chapter examines the key trends amongst the
mass communications media including the shift
from ‘push’ to ‘pull’, regulations and intrusive-
ness and the growing importance of measure-
ment. Mass media strategy is then assessed in
terms of whom to reach, where to reach them,
when to reach them and finally what to say.
Within this framework, the key elements in media
class choice are reviewed related to creative scope,
media history, distribution channels, budget and
competitor activity and media vehicles in terms
of costs, frequency and impact. The mass media are
then considered in turn starting with the press.
Each section examines types of media, spaces
offered, audiences and audience research, pricing
and effectiveness.

Key trends

Over the past 10 years or so, there has been a signif-
icant shift from ‘push’ to ‘pull’ marketing strategies
that have had a significant impact on the mass
media. The concept of ‘push’ is when marketers
place information in order to influence members of

an audience, whereas ‘pull’ is when members of
an audience pull information towards themselves.
Push is when a good or service is produced and
offered to the market, whereas pull is when buy-
ers order or configure products under their own
initiate. The shift from push to pull represents a
shift in power to the consumer which may be
regarded as ‘bad news’ for marketers. However,
there are a number of benefits such as only sup-
plying goods and services when required which
often leads to a reduction in inventory being car-
ried and also the ability of producers to identify
individual customers and target and tailor goods
and services at a micro rather than macro level, so
the shift is partly a necessary one as well as an
opportunity. The result has been a general shift
away from mass communications, leading to what
might be loosely termed ‘demassification’ and a
tendency to integrate with integrated marketing
communications (IMC) (McGrath, 2005). As mass
audiences have migrated away from the major TV
networks and newspapers towards the Web,
DVDs, cable and satellite, etc., even the classic
mass media have fragmented towards more nar-
rowcast formats. Major advertisers have increas-
ingly shifted their marketing communications
(MARCOMS) budgets away from the mass media
towards sharper market focusing such as in-store
video networks, the Web and specialist magazines
and often attempts to create ‘buzz’ (Thomas, 2004).
In response, the mass media have fragmented at a
rapid rate. Creatively the role of the mass media
has shifted, to some extent, from being the primary
element in communications to a supporting role.
For example, the use of TV commercials to encour-
age people to use particular websites rather 



Mass communications 353

than as stand-alone communications. Chang and
Thorson (2004) conducted a set of experiments to
test the existence of different synergy effects
between the Web and TV and compared the infor-
mation-processing model of synergy with that of
repetition. They found television–Web synergy
leads to significantly higher attention, higher per-
ceived message credibility and a greater number of
total and positive thoughts than did repetition.
Also, people under synergistic conditions formed
brand attitudes through the central processing
route, whereas people under repetitive conditions
formed brand attitudes through the peripheral
route. Finally in the general context of changes, it
should be noted that as the mass audience has
began to evaporate, ‘guerrilla’ approaches have
developed within ATL media to build audiences
such as product placement in TV shows and films
(e.g. Minority Report featured Nokia, the Matrix
Reloaded featured Cadillac and Casino Royale fea-
tured Omega, Sony and Ford) and a variety of
other ways such as attempts to raise interactivity
with the use of voting through text messaging.

Regulation is an increasingly important com-
ponent in the shift from push to pull. There are a
variety of regulations and voluntary codes which
protect the public, legislators, the media and
advertisers (advertisers frequently use legislation
to challenge the claims of rivals) across the world.
Legislation tends to be generally successful with
issues that can be more easily discerned such as
banning particular products such as cigarette
advertising, the advertising of junk food or what
might or might not be claimed for product. How-
ever, voluntary codes work well across the UK,
Germany, Canada, New Zealand and South Africa
when it comes to ‘grey areas’ involving such mat-
ters as decency and taste which are more difficult
to legislate for. Mistakes can still occur but scripts
are often pre-vetted to ensure that they do not
transgress any laws or codes before an agency goes
into production. The link to push and pull is that
much of advertising, particularly TV commercials,
is seen as intrusive and irritating. People have
reacted badly to the increased volume of commer-
cials, the number of ads, the diverse range of adver-
tisers (which means relatively few strike a chord
with individuals) and often low budgets and pro-
duction values (Speck and Elliott, 1997). Despite
these issues, there is some evidence that homes
with digital video recorders watch slightly more
commercials than those without, despite being 
able to effectively zip through them. This is partly
because households with digital video recorders

(DVRs) tend to watch more television than those
without and partly because time shifting simply
means that they watch the commercials later. 
A study by the UK media regulator, Ofcom, using
in-home cameras in eight households found the
vast majority of viewers with DVRs still watched
programmes in real time and even when they did
fast-forward recordings they still recognized the
commercials.

Advertisers have no interest in switching off
their audiences. The mass media are used as
advertising tools with specific objectives in mind,
primarily to reach cognitive, affective and/or
conative objectives (Vakratsas and Ambler, 1999).
The key trend here has been a general movement
to measure results, particularly in terms of return
on investment (ROI). However, this development
has mitigated against the mass media because their
value is notoriously difficult to measure and gener-
ally mainly the long-run, which is even harder to
establish and the mass media are extremely effec-
tive at creating brand presence even if there is
considerable wastage (Ambler and Hollier, 2004).
For example, major network TV advertising for
L’Oreal has greatly enhanced the brand over sev-
eral years, but is difficult to measure in the imme-
diate duration or ‘halo’ of the campaign. Having
said that other more measurable media such as the
Web are prone to problems. In particular, online
‘pay per click’ frauds have been found to cost
advertisers US $100 million as even the most vigi-
lant search engine will have trouble unearthing
fraud. Returning to the mass communications
media, rating points are the common currency to
measure the exposure obtained, but this is not the
same as measuring impact. A rating point meas-
ures the percentage of the potential audience
exposed at a given time or over the life of a cam-
paign. Points can relate to the audience as a whole
or to a particular demographic segment, for exam-
ple in the UK on a combined daily basis ITV1, C4
and Five reach about 55 per cent of men, 60 per cent
of women and nearly 35 per cent of children. The
main aspect is that advertisers normally need to
look more closely at ratings than the general figures
and the size of the universe watching at any par-
ticular time. A show with a low overall rating may
be better than a show with a much larger rating at
reaching a particular segment that they might be
aiming for. In the US, both the Fox Network and
HSBC have been successful at delivering relatively
small, but highly sought after demographics. New
measurement systems are underway, and last year
Unilever and Proctor & Gamble joined forces in
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the US with project Apollo in an attempt to
develop close to single-source data. The project is
a pilot involving AC Nielsen and Arbitron cover-
ing 14 000 individuals who carry around mobile
phone-sized people meters which record their
exposure to all electronic media, TV, radio, iPods,
cinema and the web with exposure to print and
direct marketing covered by surveys and all are
linked to purchasing data.

Mass media strategy

However, the essence of media strategy involves
a number of ‘rights’. That is to ensure that a clients’
message is seen or heard by the right people, in
the right place, in the right environment, with the
right frequency and weight and at the right price
and spending has to be targeted by buyer charac-
teristics, geography and season. Classically, the
process involves the four Ws:

1 Who: Establish the audience (e.g. ‘45–54-year-old
women. . .’ ).

2 Where: Identify the geographic area (e.g.
‘Glasgow’).

3 When: Establish the seasonality and timing of the
purchase (e.g. ‘the 4 weeks following Christmas’).

4 What: Establish the creative proposition (e.g. ‘the
easiest folding bike on the market’).

Specialists dominate media planning and buying.
At the time of writing, the biggest is WPP’s
MediCom with over £800 millions in billings
recorded in 2005 from clients such as BSkyB and
T-Mobile. Another WPP media shop, MindShare,
is close behind, thanks to winning Unilever’s
media spend in 1994. Other media shops worthy
of note are Carat, part of the Aegis group; Starcom
UK, part of Publicis; and ZenithOptimedia (also
part of Publicis). Such is the importance of such
media shops that, in a reversal of common prac-
tice, clients are increasingly briefing their media
agency before they establish the creative brief.

Media shops make two kinds of decision:
between media classes and media vehicles. A media
class refers to the vertical decision involving media
type, be it press, TV, radio, posters, cinema or the
Web. Table 18.1 provides a breakdown of adver-
tising expenditures by media. One of the most
important aspects in choosing between classes is
how well the chosen medium reaches the chosen
audience (Abratt and Cowan, 1999). Generally,

most media classes have a good reach of the pop-
ulation. In the case of television, only a tiny per-
centage of households do not have a television
set, however; the number of readers of newspa-
pers and magazine is slowly, but steadily, falling
each year; the cinema audience is much more likely
to be made up of younger people; posters tend to
reach urban audiences more than rural; commer-
cial radio tends to be more downmarket than its
BBC (non-commercial) counterparts.

Creative scope is another element to consider.
How does the chosen medium use audio and/or
visual communications and with what context?
The first issue is simply whether the strategy
needs sound, movement or a still picture/printed
word for impact? If so, different media can offer
these either singularly or in combination. Whereas
context refers to the primary location of the receiver
and the time allocated. For example, most people
watch television in their homes with family or
friends, newspapers are often read while com-
muting or at work alone, and posters are seen sin-
gularly or in groups in the community at large.
Such issues can affect choices. For example, car
companies normally use posters to ‘announce’ new
cars to the community. A further issue is timing.
Some media classes set the time for the message to
be decoded by the receiver, whereas others allow
the receiver to decide upon the time allocated.
Thus, if a full page ad is placed in the Daily 
Mail, the reader can flick over it or give it their full
attention. A TV commercial by contrast sets the
time whatever the requirements of the receiver.

Table 18.1 Total advertising 
expenditure by medium, 2005

£million %

Press 8589 43.6
Television 5543 28.2
Direct Mail 2371 12.0
Web 1366 6.9
Posters 1043 5.3
Radio 579 2.9
Cinema 188 1.0
Total: 19 679 100.0

Source: Advertising Association, Advertising Statistics
Yearbook 2006 (2006).



The conventional strategy is to place ads for ‘bor-
ing’ products in media where the advertiser can
determine the time.

Media history is a straightforward issue. The
questions are what has been used before and
what worked? Risk-averse advertisers in particular
are inclined to use familiar classes of media. Occa-
sionally, a risk is taken and it can pay of spectacu-
larly well as when Whiskas switched much of its
budget away from broadcast media to direct mar-
keting, but this is rare.

The location of the audience located also
needs to be considered. Thus, if you are targeting
a specific district within Bristol or Manchester,
local media will be more cost-effective. National/
Pan-Regional campaigns require media with larger
coverage.

Distribution channels may play an important
role in choice too. If there is a channel in the distri-
bution chain, how will they react to your choice of
media class? Try telling a major supermarket chain
that you want a significant amount of shelf space
for a new shampoo and that you are going to spend
a lot of money on advertising the product on match
boxes! The chain will likely expect to see a heavy
weight TV campaign.

Finally, the size of the budget will affect the
strategy. How big is your budget? What is the
threshold for the effective use of the chosen
medium? If you have just about enough money to
produce a TV commercial or a large poster, but lit-
tle left over to buy the needed frequency, it might
be best to consider a cheaper medium. Budgets
are generally subject to the whims of the market-
place and the environment. For example, the hurri-
canes of 2005 in the US led to an enormous increase
in spending by insurance companies (up by about
a third in 2004) in the mass communications media,
whereas the 2006 football World Cup had hardly
any effect on UK advertising spends. In real
terms, advertisers are spending more on both
press and TV in terms of cost-per-viewer reached
over the last 10–15 years, according to a variety of
industry observers.

The final question to ask is what media class
competitors are using? They might have made the
right choice (or not!). Planners generally recom-
mended going into similar classes if you can match
competitors’ budgets, but target different ones if
not. For example, a company with a limited budget
might use Sky magazine to reach customers of a
rival product who advertise on television.

The extent of effectiveness between differ-
ent media remains context dependent as much as

on the circumstances and what you want to
achieve. Some small insight has been provided by
Dertouzoz and Garber (2006) who examined the
effectiveness of advertising by the US. Army to
promote enlistments using data between 1981and
1984. They examined advertising effects sepa-
rately for television, radio, magazines and news-
papers. Advertising–sales ratios were consistent
with general advertising practices and they found
that the advertising did work in that enlistment
was achieved. Their work suggested that if an
advertiser only has a relatively small budget,
then print media should be used first, then radio
and television added as budgets expand. Given
the time frame and the restricted use of media,
these suggestions need to be treated cautiously.

Media vehicle choice concerns the choice
within the chosen class, for example if the press is
chosen, will it be the Telegraph or the Daily Mirror?
Or, if TV is chosen, what programmes will be tar-
geted? The choice of media vehicles will depend
on a number of quantitative and qualitative
issues. Media planners and buyers will seek the
most effective vehicles for their clients within the
chosen medium. One of the key analyses to make
is the ‘cost per thousand’ (CPT) – the cost of
reaching a thousand people through the vehicle
in comparison with other vehicles:

or:

Much depends on who is being compared in that
advertisers rarely want to buy an entire audience
so there will be considerable wastage in buying
vehicles simply because they reach big audiences.
A much better calculation is the CPT of the rele-
vant target market, but decisions cannot be left to
numbers. Thus, the numbers might suggest a par-
ticular tabloid ‘red-top’ newspaper for a luxury car
advertiser. However, qualitatively the car com-
pany’s brand might not benefit from the associa-
tion with the red-top and a quality daily (with a less
cost-effective audience than the red-top) will be the
preferred choice. Also, editorial content and posi-
tioning count with media vehicles. Aspects such as
the amount of editorial devoted to cooking or
motoring might be important, or specific editorial

Unit cost of a message
Audience size/1000

Unit cost of a message
Audience sixe

� 1000
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content, the graphics used, and in the press such
aspects as editorial excellence, political stance, con-
sistency of press run quality, match and balance of
colour.

Having lined-up the choice of vehicle, the key
decisions involve frequency and impact and each
issue will impact the other. With limited resources,
agencies and their clients are forced to trade-off one
against the other. If you double the frequency, with-
out the commensurate doubling of the budget, the
spaces purchased will inevitably have to be halved
and impact consequently reduced. The key strate-
gic issue here is the advertisers’ decay rate.

The concept of the decay rate refers to the
implication of stopping all advertising activity
(Ray and Webb, 1986; Broadbent, 1999). If you stop
MARCOMS tomorrow, what happens to the
brand’s awareness and positive attitudes? What
would it look like in a week, a month or in 6
months time? Powerful brands like IBM and Max
Factor would have extremely slow decay rates
and would likely be well known after years of no
MARCOMS. However, lesser brands that are not
top-of-mind in their product categories may soon
be forgotten. If awareness and positive attitudes
play a major role in their sales, then they will be
in considerable trouble if they stop the campaign.
Such brands get ‘hit’ twice in the marketplace.
They have to maintain some presence, but the
need to maintain this may mean that they have to
take smaller spaces and are probably going to be
less visible. Bigger brands can use MARCOMS
between intervals of non-activity and so not only
have more resources to devote to MARCOMS,
but can purchase bigger/higher impact spaces as a
consequence. Strategically all that smaller advertis-
ers can do is to attempt to maximize their creativity
so that their smaller budgets can have a higher
impact than the often bland communications of
market leaders.

Mass communications exposures can take
some time to ‘wearin’, but they also eventually
‘wearout’ (Ray and Webb, 1986). Conventional
wisdom dictates that the response function to
MARCOMS tends to be concave, that is, with each
subsequent impression the response is reduced
(Broadbent, 1999). The idea being that most impact
is made with the first impression and thereafter the
impact diminishes. The implication is that wearin
is fast and wearout is continuous. It is certainly
commonsense that once you have paid attention to
a piece of MARCOMS, you are unlikely to give 
the same degree of attention subsequently. For
example, if you read an ad in a newspaper giving

details about a new camera, you would be unlikely
to bother to read it again in its entirety. Strategi-
cally it means that clients, all things being equal,
need to produce a piece of MARCOMS that is 
so creative and entertaining that it can be seen
again and again and still be enjoyed (as with the
Guinness surfing commercial). Another related
consideration is polychronic behaviour whereby
people juggle several media in real time (Bluedorn
et al., 1992; Pilotta and Schultz, 2005). It is obvi-
ously nothing new as people have commonly read
a newspaper or a book while watching television;
yet, new media have taken polychronic time to a
new level such as watching television, surfing the
web and playing music all at the same time.

At a macro level, clients with high awareness
can afford to use high-impact bursts of MARCOMS
expenditure as they will not be forgotten in the
intervening periods. On the other hand, clients
with low awareness may need a more continuous
(‘drip’) spend to maintain their presence. Timing
of purchase may also play a role. Car companies
face seasonality of purchases, but also know that
a new car is a considered purchase so that they
need continual presence in the marketplace as
there is a long gestation period in decision making.
Micro level considerations involve timings during
the week or month. For example, most household
goods are purchased on Fridays and over the
weekends, so a lot of clients aim to reach their
audiences on Wednesdays and Thursday just prior
to consumer spending.

The media

Press
The origins of today’s advertising business lay
with the press, and across the world more money
is still spent on the press than any other medium
(see Table 18.1). Newspapers come in a variety of
formats (see Figure 18.1). Dailies are issued every
day such as the Sun, The Times and USA Today.
Sundays tend to have the same standing as dailies
such as the Sunday Times, Sunday Telegraph or
People. Weeklies tend to be less prestigious and
more local than the nationals such as the Henley
Standard. The UK is unusual in the strength of its
national press as most countries only have one or
two national newspapers (e.g. the Globe and Mail
in Canada). Recent years have seen the emergence
of the Herald Tribune and the Financial Times as
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Figure 18.1 Newspaper formats
Source: www.backissuenewspapers.co.uk/

‘international newspapers’ with a growing read-
ership across the world (though the FT is conscious
of remaining ‘connected’ to its UK base). Digital
printing technology has enabled newspapers to
publish anywhere in the world where production
and distribution facilities allow and markets exist.

In terms of format, newspapers come in three
sizes: broadsheets like the Telegraph (60 mm
� 38 cm), tabloids like the Daily Mirror (38 cm �
30 cm) and Berliner like the Guardian (47 cm �
31.5 cm). The number of sections being offered has
grown with alacrity over the years with Sunday
quality newspapers offering 8–10 sections. The
vast majority of newspapers are ‘printing’ simulta-
neously online and some newspapers are purely
online with subscribers able to identify what inter-
ests them and how they want to see the layout,
though this remains a largely minority activity as
yet with most people preferring hard copies of
their papers. Traditionally, the nationals only
offered spot colour (one colour only) but now full
colour is available across all newspapers.

Circulation is the number of copies distributed
and should not be confused with the number of
copies sold or read. For example, the Sun has a
circulation of around 2.9 millions (Audit Bureau
of Circulation ABC), but is read by about 8 mil-
lion people a day and the Telegraph around 0.8
million and 2 millions, respectively (National
Readership Survey NRS). Overall readership is in
long-term decline for most newspapers across the
UK (and across most of the Western world).

According to the ABC, between 1999 and 2005 the
circulation of popular dailies has fallen from 10 to
9 millions, quality dailies from 2.5 to 2 millions,
popular Sundays have fallen from 10 to 9 millions
and quality Sundays from 13 to 11 millions (all
figures rounded up or down). Some of the biggest
recent downward trends have affected the Sun,
down by over 700 000; the Daily Mirror which lost
about 500 000 readers and the Daily Star whose
readership fell by over 100 000 towards the end of
2005, according to the NRS. However, the quali-
ties benefited from some revamps over the period
between 2005 and 2006, in particular a move to
smaller format which saw The Times increase its
readership by just over 150 000.

The UK has around a 1000 regional newspa-
pers which are mainly published on a weekly basis
and are either paid for such as the Evening Standard
or the Yorkshire Post or distributed free as with the
various metro editions such as in London and
Manchester. The battle for commuters in London
is particularly frantic with both News Inter-
national and Associated Newspapers introducing
free papers and aiming for circulations of around
400 000 amongst passing workers and shoppers
in 2006 (which brings the number of London
papers to five). Overall, there has been a great deal
of consolidation amongst publishers of regionals
led by Trinity Mirror, Newsquest, Johnstone
Press, Northcliffe and Associated Newspapers.

There are around 2500 consumer magazines
and 5000–6000 business, trade and professional
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publications. It is worth pointing out that many
of the UK’s professional magazines have consid-
erable standing and prestige around the world
with publishing houses such as Oxford University
Press and the like, as well as business magazines
such as the Economist. Magazines are published
weekly and bi-weekly (women’s, TV and Radio,
current affairs and special interest), monthly and
bi-monthly (mainly special interest such as Empire
or FHM) or quarterly (mainly professional and
academic journals) and mainly overall circulate
nationally, but a minority of magazines are regional
and sometimes local. Consumer magazines such as
Vogue and the Radio Times are generally pur-
chased over the counter at local newsagents, super-
markets or WH Smith. TV and Radio are the
concerns of the biggest circulating magazines for
example, Sky has a circulation of nearly 7 millions.
Some magazines such as Time have international
editions, but the editorial is tailored to global
regions such as Asia and Europe.

By contrast, business magazines circulate to
some extent by subscription, but often are free if
readers meet criteria set by the magazine con-
cerned. For example, Marketing the weekly trade
journal for marketers is sent free to high-profile
marketers. The variety of magazines in both the
consumer and business marketplaces is enormous.
They can be divided into ‘horizontal’ magazines
which appeal across industries (e.g. Accountancy
Age and the Finance Director) or ‘vertical’ with an
appeal within a specific industry only (e.g. the
British Medical Journal or Trucking).

Research into press readership is relatively
well advanced in the UK compared to many coun-
tries. Newspaper and major magazine readership
research is undertaken by the NRS which meas-
ures average readership from the age of 15�.
Regional newspaper research is undertaken for
the Newspaper Society and together both sur-
veys provide a significant amount of data about
who is reading what. They indicate, for example,
that just under half of all adults read a daily news-
paper at least once a week, just over half for the
Sundays, similar figures for regional weeklies,
falling to a third for general weekly magazines
and just over a fifth for any woman’s weekly. It is
also possible to relate readership figures to a wide
range of products and brands using the Target
Group Index (TGI) which surveys a panel of people
about their media and buying habits. However, the
surveys cannot provide aggregate data on how
much of a newspaper is read or what the impact
of the advertising is, hence the advertising

business talks about audiences having opportu-
nities to see (OTS) advertising rather than their
impact, as noted above. The surveys do not prove
that the advertising was seen and read simply that
particular demographics are reading particular
newspapers and magazines providing the afore-
mentioned OTS. A study investigating issues
associated with the dimensional representation of
memory for print advertisements and the
antecedent factors that relate to those dimensions
was conducted by Leigh et al. (2006) and ques-
tioned whether memory for print advertising is
unidimensional or multidimensional, as assessed
by aided recall and recognition methods. They
found that recall was influenced by cognitive
and, to a lesser extent, by effective factors,
whereas recognition is primarily influenced by
affective factors. Moorman et al. (2002) conducted
a study of the effects of context-induced psycho-
logical responses on the processing of magazine
advertisements. Test ads were placed in the circu-
lation of three magazine titles and a representa-
tive sample of subscribers were interviewed. The
results show that magazine-induced liking and
positive feelings had a positive influence on atti-
tude towards the ad. Furthermore, thematically
congruent advertisements were better remem-
bered than incongruent advertisements. Indeed,
it is interesting to note that despite much of the
gloom around press readership declines over the
past few years that Procter & Gamble (P&G)
decided to shift about 3 per cent of its TV budget
into the press in 2006 in support of big spending
brands Olay and Pantene. It is not entirely clear
why the shift was made, though effectiveness
must have been an underlying factor.

When it comes to pricing, newspaper space
is sold by the single column centimetre (SCC) in
the UK with larger spaces being sold as quarter,
half or single pages. Rate cards are provided for
publications in considerable detail by British Rate
and Data (BRAD). For example, a colour page in
the Sun costs around £50 000 and £59 000 in the
Daily Telegraph. However, published rates are the
starting point for negotiation and depending on
how many insertions requested, the time of year,
day of week and location within the newspaper,
the final price paid may vary considerably. At this
point, it should be pointed out that there is a signif-
icant difference between the national and regional
press in types of advertiser. Nationals primary
advertising business emanates from display adver-
tising (65–80 per cent), whereas the regionals are
much more focused on classified which can
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account for up to 50 per cent of their revenue.
Thus, the regionals have particularly suffered in
competition with the Web with the growth of
career and job websites. The nationals have begun
to erode the regional advertising base as 2006 saw
News Corporation’s Sun newspaper launch a free
classified site called ‘Sun Local’ and increasing
use of web technology with downloadable papers
(see Figure 18.2).

Normally, the copy and the images are pro-
duced separately and merged in a digital format
and, to some degree, can be produced by novices.
However, in practice it takes considerable skill
and expertise, especially when producing full
colour advertisements for glossy magazines where
light, shade and tone need to be balanced to best
effect. Costs can be reduced by centralizing pro-
duction and doing volume deals with studios,
although several large circulation newspapers
have designated studios that they trust to pro-
duce the needed format and this can raise prices.

Buying space in magazines is largely about
pages single or DPS (double-page spread) and
subdivisions of pages rather than SCCs. Placing
within newspapers is a sensitive issue but it is
even more acute in magazines and their rate
cards normally reflect this. Premiums are paid 
for outside and inside covers, pages early in the
magazines and generally pages on the right hand
side of the magazine where it is found readers
glance more intently than on the left. Colour is

mainly what magazines are about, though it is
possible to buy black & white spaces which,
many argue, have an impact by their contrast.
Another popular space option is to buy a ‘bleed
page’ – one that does not have a white border
around it which has been found to be more effec-
tive in being read (though bleed pages are so
common in magazines, they are hardly worth
mentioning). Examples of pricing would be 
£17 320 for a colour page in Cosmopolitan, £10 752
for the same space in BBC Top Gear and £5750 in
Marketing Week.

TV
The structure and nature of viewing commercial
television has changed dramatically. From its ter-
restrial origins in the 1950s TV has developed
satellite, cable and digital and web TV broadcast
media with options to watch on TVs, personal
computers (PCs) and, on the near horizon, mobile
phones and personal digital assistants (PDAs).
Since the 1980s, there has been a growth of cable
and satellite television. Increasingly, speciality
channels have emerged covering specific cate-
gories such as music (e.g. MTV). Also, there has
been a shift towards more ‘opting in’ behaviour
with entire channels devoted to selling such as
QVC and the Home Shopping Network.

Terrestrial TV is dominated by the non-
commercial BBC with BBC1 and BBC2 and then

Figure 18.2 Sun local and ‘Print Your Own’ daily telegraph



ITV1, Channel 4 and Five (first broadcast in 1997).
ITV1 comprise 15 regional licenses in the UK and
is the most popular of all commercial stations
reaching about 45 million people a week with the
largest programming budget in Europe of about £1
billion and broadcasts about 6000 hours of pro-
gramming a year; with around 25 per cent of con-
tent from independent production companies.
Channel 4, on the other hand, is a statutory corpo-
ration under the licence from the UK regulator,
Ofcom, with a remit to be both complimentary and
different in programming to ITV1. It has no pro-
duction facilities of its own and commissions all its
programming (with S4C in Wales broadcasting in
Welsh) of which ‘Big Brother’ is undoubtedly the
most famous (or infamous). Channel 5 was re-
branded as ‘Five’ in 2002 and was awarded its
franchise in a competitive tender.

Overall, BB1 has the largest audience share at
around 21 per cent followed by ITV1 with around
18 per cent, Channel 4 with 10 per cent, BBC2 at 9
per cent and Five with around 6 per cent. Of
course, all these channels have lost out to the
increasing time people spend on the Internet and
not just competition with the multitude of new
channels and often cannibalized by their digital
clones available on the Freeview platform and Sky.

Direct Broadcasting by Satellite (DBS) is domi-
nated by BSkyB multichannel packages which
include the Disney Channel and Paramount TV.
Transmissions are made through high powered
satellites which send signals to household dishes
(Sky also offers all the terrestrial and free digital
channels). Ofcom calculates that just under a third
of all homes in the UK (nearly 8 million) subscribe
to BSkyB and BSkyB is currently the one channel
to offer some broadcasts in HDTV format.

Cable has been slow to grow in the UK given
the huge costs of laying cables and what has been
considered by some as poor marketing compared
to BSkyB, as well as little perceived advantage
over aerial transmission as digital has unfolded.
Cable reaches about 13 per cent of households in
the UK representing over 3.3 million homes. The
number of cable operators has rapidly reduced
since the late 1990s and is now led by Virgin Media,
formed in 2007 from the merger of the cable com-
pany NTL: Telewest and Virgin’s mobile phone
division. Having said this, cable offers significant
potential to exploit interactive media and broad-
band (Virgin Media offers cable, video on demand,
broadband, mobile and land line) and can offer
some flexible packages to consumers, so continues
to have considerable potential.

As noted above, digital TV may be part of the
reason why Cable services have not taken-off as
originally anticipated. Digital broadcasting was
introduced in 1998 into the UK by BSkyB (then
Sky) offering over 200 channels. There are many
advantages to digital broadcasting as it offers
superior sound and vision, and the ability to com-
press more channels into the same bandwidth
compared to analogue along with a range of
interactive options. On the downside, it is subject
to occasional picture freeze and is not available to
all parts of the UK. However, set-top converter
boxes have come down in price significantly in the
past 5 years (around £25 at the time of writing),
and the UK Government plans to stop analogue
broadcasting between 2008 and 2010, beginning
with the borders region, putting the UK in line
with trends in the US and Europe. Digital TV plat-
forms include: digital terrestrial television (DTT),
Digital Satellite and Cable, and Free Sat and Cable.
For example, in the case of terrestrial, ITV intro-
duced ITV2 as a free-to-air digital channel aiming
at a younger audience in 1998; ITV3 was then
introduced in 2004 aiming at older (35�) more
upmarket audiences with a focus on movie repeats
and drama scheduling and a year later, ITV4 was
added to the portfolio aimed at younger men with
a remit to cover sport, film and entertainment. ITV2
has proved one of the most watched of all the digi-
tal channels based on its spin-offs from ITV1’s real-
ity shows, according to Broadcasters’ Audience
Research Board (BARB) figures gaining just over 
2 per cent of viewing in multichannels homes com-
pared to Sky One with just under 2 per cent.

Most TV commercials are made by advertising
agencies and shown on airtime purchased from the
respective channel or network. Space has tradition-
ally been purchased on TV by spots – short com-
mercials placed into breaks within programmes or
between programmes. They sell in incremental units
of 10 seconds from 10 to 60. The majority of spots
consists of 30 seconds but can occasionally run for
several minutes in length (e.g. a recent commercial
for Channel No. 5 featuring the Australian actress
Nicole Kidman ran for 3 minutes).

To maximize revenues, TV companies offer a
heavily discounted rate card for peak times; how-
ever, all spots can be ‘pre-empted’. Imagine an auc-
tion where you have made your bid, then someone
else comes along and makes a higher bid – so you
lose. Thus, even if you have booked a spot, a con-
tractor will sell the same spot to a higher bidder
and unless you are prepared to counter with a
higher offer the spot will be lost. In order to sell
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the less popular daytime spots, contractors offer
packages of commercials across the week with
some prime spots included. Another offer is a
guaranteed home impression (GHI). A GHI is
where the contractors sell the reaching of a partic-
ular size of audience rather than particular spots.
Your commercial will be shown until the GHI has
been reached.

In the US, the length of time allowed for
commercials within programmes is unregulated
being left to the market, and typically commercial
breaks last for about 20 minutes or so per hour.
Specific regulations differ across European broad-
casters who, on the whole, tend to be restricted to
10–14 minutes of advertising per hour. In the UK,
cable and satellite broadcasters are allowed to
show an average of 9 minutes of advertising per
hour; terrestrial broadcasters can show an aver-
age of 7 minutes per hour which increases to 8
minutes at peak times (7 to 9 am and 6 to 11 pm).
The cost of a 30-second TV commercial on ITV1
across the whole network runs at somewhere over
£100 000 which is about £7 per 1000 people. In
order to maximize the audience, one of the main
techniques used with TV commercials is to break
shows into segments in places where the viewer
is left in suspense, particularly with some kind of
‘cliffhanger’. Quiz shows such as ITV1’s ‘Who
Wants to be a Millionaire?’ provide endless oppor-
tunities to leave viewers in anticipation and hence
are highly popular with advertisers. However,
technology such as TiVo and Sky � enables view-
ers to save programmes to their hard discs and to
completely eliminate the advertising – leading
advertisers towards product placement and heigh-
tening the importance of creativity. Furthermore, in
the US there is an increasing use of the so-called
‘banners’ (or ‘logo bugs’) as with news cable or dig-
ital news broadcasts where 5–15 per cent of the
screen is taken up with a commercial to ‘force’ the
viewer to watch. With the clutter and fragmenta-
tion occurring on TV, the importance of spots is
being diminished when compared to programme
sponsorship and informercials. Research generally
shows that about a third of the audience is ‘lost’
during commercial breaks. Studies dating back to
Allen’s pioneering 1965 work and other researchers
who have filmed people watching television (e.g.
Clancey, 1994) have observed that it is generally a
chaotic affair involving conversation, playing with
children, doing hobbies, reading, etc., such that only
about a third of viewing can be described as ‘pure’.

‘Contextual’ commercials appear to be the
latest trend and are being pioneered in Japan with

a partnership between Japan’s second largest
agency Hakuhodo and Yomiuri Telecasting, one
of Japan’s big four networks (Wall Street Journal
online). In the contextual environment, commer-
cials are identified closely to programmes to the
extent of featuring the same actors and plot-lines
which means devotees of a programme have to
stay and watch them or miss the plot develop-
ment. In one scene, a woman sits in a café longing
for a family which leads her to imagine a specific
Toyota minivan with her children and in the break
a further scene is played out where she is seen
researching the van online. Such developments
are at the early stage, and the potential for audi-
ences to switch-off and feel manipulated is clear.
It is worth noting that this may be a purely TV
phenomenon. De Pelsmacker et al. (2002) found
in their study of context that television context ad
content and brand recall were positively influ-
enced by a positively appreciated context, but
this was not the case for print.

Television audiences are measured by BARB
(see Figure 18.3) which is owned by the BBC, ITV,
Channel 4, BSkyB and the IPA. Their approach
starts with a sample of 50 000 people who form the
so-called ‘establishment survey’ from just over
5000 households chosen for fitting ‘people meters’.
These meters use remote detection and monitor
TV and video usage each second that they are
switched on with people recording on a handset
when they are in/out of the room. The informa-
tion is stored in the meter and remotely down-
loaded through the telephone line between 2 and
6 am and the data are provided electronically or
in hard copy formats. They essentially show that,
as you would expect, breakfast time is predomi-
nantly by child viewers, the daytime largely by
housewives, unemployed and retired, and then a
broader base appears after about 6 pm with the
more affluent viewers coming in much later
between 9 and 10 pm. The late night attracts TV
addicts, people coming in late from the pub, etc.
and followers of particular ‘cult’ programmes.
Given the sample size, BARB has trouble coping
with audience sizes for programmes gaining less
than 1 per cent audience share and there are a vari-
ety of experiments underway to improve the tech-
nology involved. It is clear that in planning for TV
you need more than just the quantitative data
available and have to exercise considerable quali-
tative judgements as well.

Depending upon the creative work, TV com-
mercials can be effective in cutting through the
clutter and occasionally embedding themselves



Channel Average Daily Reach Weekly Reach Average Weekly Share
Viewing

000s % 000s % Hrs: Mins per %
person

ALL/ANY TV 43,112 76.9 52,843 94.3 27:53 100.0

BBC 1 (inclu.
Brkfast 
News) 30,025 53.6 47,514 84.8 6:00 21.5

BBC 2 17,051 30.4 37,825 67.5 2:24 8.6

TOTAL

BBC1/BBC 2 33,165 59.2 48,876 87.2 8:24 30.1

ITV (inclu. GMTV) 25,266 45.1 44,208 78.9 5:32 19.8

CHANNEL 4/SAC 20,428 36.5 41,719 74.5 3:00 10.8

five 10,638 19.0 29,591 52.8 1:28 5.3

TOTAL/ANY
COMM.
TERR.Tv 33,483 59.8 49,449 88.2 10:00 35.9

Other Viewing 26,112 46.6 39,275 70.1 9:28 34.0

WEEK ENDING: 21 January 2007

HOURS OF VIEWING, SHARE OF AUDIENCE AND REACH: Including Timeshift

Figure 18.3 Example of BARB data
Source: BARB.
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into popular culture such as with McDonald’s
‘I’m lovin it’ (incidentally McDonald’s first global
campaign) and Budweiser’s ‘Whassup’ cam-
paign. In the US, the Super Bowl football match is
equally famous for its typically groundbreaking
commercials which are shown between the game,
the most famous being Ridley Scott’s iconic com-
mercial for the Apple Macintosh which was only
ever aired the once during the Super Bowl in 1984
(see Figure 18.4). A plethora of factors have been
found to affect the effectiveness of TV commer-
cials. For example, Whipple and McManamon
(2002) evaluated male and female voices in terms of
their communication effectiveness. They found
that men and women were judged equally effective
as presenters for neutral products. For a female-
gender-product, the sex of the spokesperson and
the announcer significantly affected advertising
evaluations, whereas for a male-gender- product
the sex of the presenters had no impact on evalu-
ations of the commercials.

Pop music has often been used in TV commer-
cials since the 1980s. Previously, it had been largely
limited to jingles and incidental music and the
majority of performers regarded such commercial-
ization as an anathema to their work. Gradually,

the mood has changed and pop songs commonly
accompany commercials mainly to add likeability
and a ‘feel good’ factor rather than relevance to the
music or song. Aretha Franklin, Michael Jackson,
David Bowie, The Beatles, Iggy Pop, The Rolling
Stones amongst many others have accompanied
advertisers like Burger King, Pepsi-Cola and
Microsoft. Apart from the royalties songs used as
soundtracks for commercials have occasionally
revitalized careers. Sometimes the trend has been
reversed and an advertiser has had an unplanned
success with a soundtrack such as with Levi’s hit sin-
gles ‘Inside’, ‘Spaceman’ and ‘Flat Beat’ (Levi’s does
not welcome such hits and currently strives to pro-
duce commercials that will be remembered for the
message rather than the music).

Web
The Internet user profile has changed greatly over
its development since the late 1980s (the Internet,
as we know it, dates back to 1969 with a computer
connection between University of California, Los
Angeles (UCLA) and Stanford). Early users were
mainly young males, but of the 25 million or 
so Internet users in the UK, the ratio between

Figure 18.4 Ridley Scott’s Apply commercial, 1984



male and female is now largely balanced. 25–35-
year olds make up almost half of all users with
15–24 at just under a fifth. Just under a fifth of
users aged 55� and the so called ‘grey surfers’ in
their 60s, 70s and 80s have greatly increased in
number.

Over one-third of the people in the UK use
the Internet every day. According to the TGI, most
home users of the Web access travel sites (just
over 25 per cent) followed by news (just under 20
per cent), event listings and music/MP3 (around
16 per cent each), then sport (15 per cent) and
employment opportunities (13 per cent). Users
tend to be higher earners and the top ISPs are BT
(15 per cent) and AOL (10 per cent), but there has
also been a tremendous growth amongst ‘free’
access ISP’s (free but bundled with other sub-
scribed services) such as TalkTalk and Orange. As
to top sites: the top portal remains Google; the BBC
are top for entertainment; commerce is dominated
by eBay, Amazon, Tesco, Yahoo! and Argos, with
Multimap.com and Expedia for travel. Books,
music, DVD’s and clothes are the primary prod-
ucts purchased online given the standardization
of such products.

The Advertising Association estimates that just
over £1350 million was spent on Internet advertis-
ing in the UK in 2005 with spending growing
between nearly 80 and 140 per cent year-on-year
since 2003 with the finance sector in the lead fol-
lowed by travel & transport and entertainment &
media. Banner ads are a new form of mass medium
advertising and are used for creating awareness
and recognition. They take on a wide variety of
forms and names such as ‘side panels’, ‘skyscrap-
ers’ and ‘verticals’. It is not possible to be precise
given the huge number of sites available, but the
available evidence suggests response rates are (not
surprisingly) extremely low at less than 1 per cent.
Despite the general image of banner ads being irri-
tating and irrelevant, research has suggested that
they can be highly effective in gaining awareness
and branding. There is evidence to suggest that, in
relation to functional and expressive products,
there are major differences between the perform-
ances of banner ads for the two product types.
Dahlén and Bergendahl (2001) found that banner
ads work better as ‘transporters’ to target ads 
for functional products, whereas banner ads for
expressive products work better through ad
impressions. They also found that consumers who
click on banner ads for expressive products tend to
be greater users of and be more positively dis-
posed towards the brand. Pop-ups tend to be larger

than banner ads and appear when people access or
sometimes leave particular sites. By their very
nature, they have a greater potential to annoy than
banner ads and all the leading browsers such as
Explorer, Mozilla and Avant have blocking soft-
ware so that they are less of a nuisance. However,
there is evidence to suggest that the response to
pop-ups depends on the attitude towards the ad
(Aad) and their format, and they can be effective if
they contain relevant information (Burns and
Lutz, 2006). Finally, interstitials are ads that appear
on screens while waiting for sites to download.
Like pop-ups, interstitials have the potential to
irritate because they appear while the site is load-
ing but research suggests that people are more
receptive to them.

Overall, the evidence suggests that people
try and avoid advertising on the web. This has
led to ‘banner blindness’ and extremely low click-
through rates. Chang-Hoan and Cheon (2004)
examined three latent variables of Web ad avoid-
ance: perceived goal impediment, perceived ad
clutter and prior negative experience and found
that these constructs successfully explain why
people cognitively, affectively and behaviourally
avoid advertising messages on the Web, but per-
ceived goal impediment was found to be the most
significant antecedent. In essence, people avoid
advertising on the Web whenever it gets in the
way of what they have set out to do. One new
development on the Web is the decision by ABC
in the US to trial the streaming of TV shows
online and for free which may go a small way to
enhancing the impact of web advertising. Shows
such as Lost and Desperate Housewives were
posted by ABC the day after they aired on TV
accompanied by regular and interactive commer-
cials from the likes of Toyota and P&G. Given ABC
controlled the rate of streaming, it was not possible
for viewers to skip commercials. However, with
the current infrastructure it is not possible to send
individual video streams across the entire network
to viewers and even those in the trial had to cope
with a poor experience. Future development will
undoubtedly open up the possibilities of web-TV.

Posters
Posters (billboards in the US and, commonly called
so, in the UK) are large outdoor advertising struc-
tures normally cited close to high density/traffic
areas in cities, roads or motorways, where regula-
tions allow, aiming at passing pedestrians or
drivers/passengers. For international advertisers,
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the medium is one of the most difficult to stan-
dardize for the sizes available vary greatly along
with regulations and practices. Having said that,
posters also vary greatly in the UK with differ-
ence sizes of boards, a huge variety of transport
options (taxis, bus stations, tube stations, etc.) and
formats (e.g. neon signs).

Posters can have a tremendous impact par-
ticularly if used with wit or intrigue. In many
respects, their creative nature is most closely
aligned to radio in the need for a short and sharp
creative appeal along with repetition (aside from
some transport media such as tube cards which
can carry longer copy). Furthermore, it now offers
the only truly flexible mass medium; being the
only one that can deliver relatively centralized
mass coverage in the way that TV used to be able
to do; and at the other extreme, can be highly local-
ized. For the most part, they have normally been
regarded as a support medium for TV, but with
the increasing inability of TV to provide a mass
audience in a relatively straightforward manner
(e.g. using a couple of commercial channels), there
is a growing, albeit small, trend to use posters as
the primary medium to great effect often generat-
ing considerable PR value as with the Bennetton,
Wonderbra and fcuk campaigns. A survey by
Taylor et al. (2006) revealed four primary reasons
why posters are mainly used: visibility, media effi-
ciency, local presence and tangible response. The
study also identified eight executional factors that
are principally associated with successful posters:
name identification, location of the poster, read-
ability, clarity of the message, used as a tool of
integrated marketing communications (IMC),
powerful visuals, clever creative and information
provision.

The availability of posters has improved con-
siderably over the past 20 years with the demise of
the till countermanded (TC ) system whereby the
leading tobacco and drink companies had held
prime sites across the UK on an agreement until
they decided to give them up. Even before the
banning of cigarette advertising, this convention
had begun to decline and most sites are freely
available by the contractors such as Clear Channel,
JCDecaux, Primesight and Maiden. As such
posters are largely booked ad hoc fortnightly and
offered in packages equivalent to ISBA TV areas.
The commission structure is frequently complex as
agencies are entitled to the standard 15 per cent
commission which is generally rebated, because it
is a specialist area that often requires the use of a
specialist outdoor agency and additional 5 per cent

can be levied from the site owner. At the year end
specialist shops generally collect a further 5–8 per
cent depending on the volume of space bought.
Some specialist outdoor agencies such as Gen
Outdoor have decided to introduce flat fees to
simplify the whole system.

Poster panels are sold in ‘sheets’ primarily
ranging from 4 (52.5 cm � 101.5 cm) through 6, 16,
32, 48 and 96 (12 m � 3 m) and there are around
115 000 panels in the UK with over half offered in
the 6 sheet format (68 000). There are also several
‘supersites’ in London and some other parts of the
country which are used for bespoke constructions
using 3D imagery such as ‘gluing’ a Land Rover to
the panel. In terms of prices, it is not possible to be
precise given the range of options, locations, sizes
and packages available. However, to give some
indications of prices for a fortnight:

� £2 100 000 for 75 48-sheet posters at primary
London sites.

� £260 000 for 100 6-sheet posters in Glasgow.
� £150 000 for a package of 2145 6-sheet posters

within a national package.
� £93 000 for 1000 4-sheet posters on the London

Underground.

Research is provided by Poster Audience Research
(POSTAR ) which assesses about 100 000 roadside
panels. The data are continuously updated on a
monthly basis that covers 31 demographic vari-
ables and includes not only who is passing, but
also a scientific measure of the net impact based
upon the visibility of each site and thus the gen-
uine likelihood of seeing the poster. POSTAR pro-
vides a free planning tool at www.postar.co.uk to
ascertain coverage and frequency for roadside
planning and to estimate the number of panels
required for a specific level of coverage.

Posters are normally purchased in a package
to reach a specific gross rating point (GRP) level.
The majority of posters are static. However, in
extremely high density pedestrian or traffic areas,
rotating billboards are often used that utilize tri-
angular prisms to rotate three separate flat dis-
plays on strips of vinyl. Another mechanical
option is the scrolling poster that carries up to 30
images on a roll and is normally backlit for night
viewing (see Figure 18.5).

Digital technology is set to revolutionize the
industry enabling posters to respond to move-
ment such as people waving. Also, posters can be
embedded with computer chips that interact with
mobile phone web browsers to provide greater
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product information such as the location of the
nearest store to purchase a product or enable inter-
act games to be played on a billboard using mobile
phones. There is also the potential to link posters
with radio advertising that will change during
the day.

The so-called ‘mobile posters’ occur when a
traditional poster is mounted to a trailer or lorry
or when vehicles from taxis to buses are com-
pletely ‘wrapped’ in an advertising image. Posters
are tightly regulated and limited for aesthetic and
safety reasons in many countries including the
UK. For example, before the Athens Olympics
thousands of rooftop billboards were removed to
improve the look of the city and views of historic
sites. However, in the US there are 100 000 posters
that play an integral role in signposting services
such as restaurants and motels.

Radio
Unlike the US where radio has a long history dating
back to the 1920s, terrestrial radio broadcasting

(i.e. ignoring Radio Luxembourg and the so-called
‘pirate’ stations broadcasting off-shore in the 1960s)
first began in the UK in 1974. Radio continues to
be a lively and dynamic medium and takes many
forms today including frequency modulation
(FM) and amplitude modulation (AM) and digi-
tal (since 1998) and can be listened to through 
TV as well, web and devices such as mobiles and
PDAs. Indeed, trials of digital services on mobiles
have surprised researchers who found that digi-
tal radio is slightly more popular than mobile TV.
It is radio’s continued ability to transform and
adapt itself to people’s behaviour that has pro-
vided its underlying strength as, for example,
with personal radio and in-car entertainment sys-
tems. This is reflected by there being over 200
independent stations which can be national like
Classic FM (which has a weekly reach of about 12
per cent of the population) or highly localized
such as Island FM which broadcasts to a popula-
tion of 50 000 people in Guernsey and Alderney.
However, Island FM tells us something about
radio in that, although its broadcast population is

Figure 18.5 Scrolling poster
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small, it has a loyal audience and reaches about
half of them on a weekly basis. Thus, radio
remains a highly approachable medium that peo-
ple relate to extremely well, particularly at the
local level.

It is generally argued that radio differs from
other media in that people are often doing other
things while listening to the radio, such as eating,
driving, working, writing, etc. However, there is a
growing trend, particularly amongst younger peo-
ple, for multiple media use at the same time such as
watching TV, writing an e-mail and playing music
while simultaneously doing homework. So this ele-
ment of the medium, while still being a distinct fea-
ture, is less novel than previously. In respect of its
creative appeal (as mentioned above), radio is
probably most like posters in format in that you
need short and sharp messages and lots of repeti-
tion to make your point. On the whole, it is not a
medium that can provide a major impact in a few
impressions as with TV, cinema or the press.

Radio audience research is produced by
Radio Joint Audience Research Limited (RAJAR)
which is owned by the independents and the BBC
with the research being conducted by Ipsos MORI.
The data are published quarterly and are based on

personal interviews and a survey of 130 000
respondents aged 15� who provide their general
media habits and fill out a listening diary for 
1 week in 15-minute blocks between 06:00 and
24:00. Respondents also record where they lis-
tened, which is predominantly in the home, but
there are significant shares outside the home dur-
ing morning and evening commuting times. The
latest figures can be seen at www.rajar.co.uk and it
can be seen there that, at the time of writing, the
BBC continues to dominate with its national,
regional and local stations with about 54 per cent
of the audience share in terms of hours listened
to. The Web and mobile phones will likely further
fragment audiences and allow a wide range of
new entrants to radio broadcasting. For example,
the UK arm of Bacardi-Martini has recently estab-
lished its own commercial free radio station called
‘B-Live’, devoted to party anthems and DJs and
promoted through Bacardi’s existing music
events (see Figure 18.6)

Part of radio’s ability to redefine itself and
prosper is that commercial production is arguably
the most simple of all the mass media and it is often
only the need to obtain clearance for a campaign
that stops a commercial being aired within hours

Figure 18.6 B-Live radio



of being made. As to placement, it is possible to
buy packages guaranteeing audience frequency
and demographic coverage despite the lack of
centralized selling systems. Most advertisers use
media consultancies and sales houses which build
the required audiences according to people’s lis-
tening habits. Retailers and car companies tend to
big advertisers given radio’s ability to reach audi-
ences close to the point of purchase, particularly
in the mornings.

Cinema
The origins of cinema date back to the 1890s in
London and it remained a powerful advertising
medium until the advent of commercial television
in the 1950s. Its demise has long been predicted
but it has endured against competition from the
small screen and, to a degree, re-invented itself
with the introduction of multiplexes in the late
1980s which led to the doubling of the number of
screens in the UK by the late 1990s and now around
half of all cinemas are multi screen. Admissions
have increased in line with these developments
from around 75 millions to around 160 to 170 mil-
lions. Apart from widespread piracy, further chal-
lenges are underway with DVDs, the Web/
broadband and the advent of large flat-screen
plasma televisions which are becoming increas-
ingly popular. The underlying difficulty for the
cinema is that it is a destination medium as the
audience needs to consciously decide to visit it and
so it is dependent upon having appealing content.
On the other hand, film production has become
extremely expensive and risky and given it is a cre-
ative industry, there is no guaranteed consistency
to the quality of output, much of which has been
formulaic, and so the box office has suffered.

According to the Cinema Advertising
Association (CAA), the cinema audience is fairly
evenly split between male and female and pre-
dominantly younger than the audience at large
(30 per cent of the audience is aged between 15
and 24, and 27 per cent between 25 and 34). It is
also upmarket with around 65 per cent of the
audience being ABC1 compared with just under of
the population at large being so. On average,
15–24-year olds go to see around 2.5 films every
couple of months. There is also a small art house
group of cinemas within the mainstream (mainly
in London and other major conurbations and
University towns) with about 4 per cent of screens.
Art house attract a slightly older audience (over
40 per cent of them are 40�) and tend to be more

female (58 per cent) and slightly more upmarket
(over 70 per cent are ABC1). Less specific data are
available on cinema audiences in the NRS and
TGI, so it is possible to link cinema audiences, in
general, to other media and buying behaviour.

Despite the smaller screens advertisers rec-
ognize that the cinema remains a high impact
medium, that is also highly cost-effective at reach-
ing the elusive younger audience. Prendergast
and Wah (2005) found that cinema advertising
offers a relatively less cluttered environment for
advertisers to present their message to a captive
audience. As opposed to previous studies, which
utilized delayed recall, Prendergast and Wah
interviewed audience members immediately after
they had viewed a particular movie and they
found that advertising exposure and recall rates
were significantly related to various demographic
variables, especially gender and age, and that the
level of recall was found to be correlated with var-
ious situational stimuli in the cinema such as the
larger-than-life screen, Dolby stereo sound, the
silent environment, comfortable seats and audi-
ence members’ expectations to focus on the screen.

Space is available from Carlton (see Figure
18.7), which has about 70 per cent of screens, and
Pearl & Dean. Production costs tend to be high in
order to gain impact and some advertisers use the
same commercials shown on TV, but often they are
bespoke and generally longer than the usual 30- or
60 second spots as they appreciate people have
come to be entertained. Most advertisers buy pack-
ages sold in ISBA/ITV regions on a weekly basis
(in line with how films are scheduled), though the
option to buy individual cinemas remains. How-
ever, when you buy a region, you have to take all
the cinemas included – you cannot pick and choose.

Summary

This chapter has examined the key trends, strate-
gies in choice and major characteristics of mass
communications media – press, television, the
Web, posters, radio and cinema. From the news
you would think that the new media, led by such
sites as Google, MySpace and YouTube, were rap-
idly overtaking the so-called ‘dinosaur’ mass
media. Certainly, seismic changes are afoot in the
media landscape, but this chapter has argued that
the mass media cannot be counted out as adver-
tising tools yet. From a marketer’s standpoint, the
more mass communications media audiences
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Figure 18.7 Carlton screen advertising

Figure 18.8 Ogilvy & Mather Ford campaign



fragment, the worse they seem to perform. In
reality, the problem is that the media buying and,
to some extent, the media planning model have
been based on a three ‘dimensional mindset’ based
on cost, reach and frequency, and generally the
research techniques have not been effective at
measuring small audiences. However, marketers
are responding to the reality that the mass media
audience is much more complex and multidimen-
sional than it appears at first sight. For example,
Figure 18.8 shows some examples from Ogilvy &
Mather’s ‘Own the Road’ campaign’. O&M loaned
a Ford Focus to Ben Griffith, an aspiring young
musician from Brighton, who in return is keeping a
blog on MySpace and allowing the agency to mon-
itor his progress. The press campaign features
some selective information on the car and Ben
Griffith as well as providing the address of his
blog and Ford’s website. People have posted com-
ments on his blog. What this demonstrates is that
media usage and research will increasingly focus
on how people relate to media, the role that media
plays in their lives and how they combine media
usage rather than focus on a single medium. This
will necessitate greater use of qualitative tech-
niques, as with in-depth interviews and focus
groups as pioneered by HCCL in their media plan-
ning for First Direct and Tango, rather than relying
solely on audience measurement. Let us face it,
against the size and power of the Tesco’s and Boots
loyalty cards, a lot of media data looks rather
insignificant. Fragmentation will continue and 
formats will continue to evolve, but the mass com-
munications media remain a potent force within
marketing and will do so for the foreseeable future.
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CHAPTER 19

What do we mean by direct, data
and digital marketing?

DEREK HOLDER

Since Lester Wunderman first coined the term
‘direct marketing’ in 1961, experienced marketing
people are still arguing about what direct market-
ing is. From those early days we have seen the
rise of new (or enhanced) methodologies bearing
descriptions such as ‘database marketing’, ‘rela-
tionship marketing’, ‘interactive marketing’ and
‘digital marketing’.

In this chapter we attempt to set the record
straight and discuss the essential similarities and
differences between direct marketing and these
newcomers.

We look at the origins of direct marketing, its
adoption by multi-channel users and how its discip-
lines underpin all that has followed its inception.
We discuss the four basic principles of direct mar-
keting: targeting, interaction, control and conti-
nuity (TICC).

Finally, we introduce the direct, data and dig-
ital marketer’s information system, establishing
its context within the company-wide information
system.

What do we mean by direct 
marketing?

The origin of what came to be called direct mar-
keting was the mail-order business: the classic
example in the US was the Sears Roebuck cata-
logue. Later it came to include telephone market-
ing, magazine subscription selling, continuity

book and music publishing, and other direct-to-
consumer methods over and above catalogue-
based mail order. As late as the 1980s Stan Rapp,
a US pioneer, was still defining direct marketing
as a means of distribution – not a definition that
would be widely accepted today.

There must be as many definitions of direct
marketing as there are writers on the subject.
Rather than adding to them, here are two which
you may find helpful:

Direct marketing is a collection of methodologies
for communicating a message to individuals with
a view to obtaining a measurable, cost-effective
response.

FEDMA Direct Marketing, 1998

Direct marketing is the process in which individ-
ual customers’ responses and transactions are
recorded… and the data used to inform the target-
ing, execution and control of actions … that are
designed to start, develop and prolong profitable
customer relationships.

McCorkell, Direct and Database Marketing, 1997

The first lesson of both these definitions is that
direct marketing is a collection of methodologies or a
process. Direct mail, with which it is often confused,
is only one medium used by many direct marketers –
as are the telephone, catalogues and DRTV, etc.

The second lesson is that the primary job of
direct marketing – as indeed of all marketing – is to
convey a message – a message which is intended to
provoke a response.
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From mass marketing to digital 
marketing

For many years, until the 1990s, marketers loosely
defined marketing as ‘identifying and satisfying
customer needs at a profit’. Up to the 1950s and
1960s mass marketing and mass communication
dominated marketing practice. The technologies
that drive marketing are information and commu-
nication. Twentieth century mass marketing was
propelled by high-speed rotary printing, high-
quality colour reproduction, film, radio and finally
television broadcasting. These were the technolo-
gies of mass communication. In the 1970s and
1980s ‘target’ marketing grew rapidly as brands
proliferated and extended to reach specific large
market segments.

Marketing depends on information about
markets and in those times decision making was
aided by sample survey-based research. This pro-
vided media readership research, TV audience
research, consumer panels, retail audits and ad hoc
surveys. Media audience research answered the
question, ‘Who are we reaching with our advertis-
ing?’ Consumer panels and retail audits answered
the question, ‘Is it working to create sales?’

At this stage in marketing’s evolution many
major companies were distant from the customer
(apart from those companies who practised direct
marketing). The company still controlled the key
navigation tools – it decided the product, price,
promotion and places (distribution channels). The
company told its customers and prospects about its
products and services when it wanted to, through
which media channels it chose and dictated
where and when the customers could obtain their
products.

The champions of this form of marketing
were Unilever and Proctor & Gamble. They
researched their new products, test marketed 
and launched with brand advertising primarily
through television. This was pre-BSkyB and the
100-plus channels available today, TV offered com-
panies an unparalleled reach to market as well as
low CPT (cost-per-thousand). Yet still consumers
were anonymous buyers.

As Alan Mitchell, the well-known columnist
and author has written, the pillars of marketing in
these days were branding, advertising and research
marketing. These he suggested were surrogates:

� Brands were a surrogate for a relationship
between the company and the product.

� Advertising was a surrogate for the dialogue
which a relationship brings.

� Marketing research was a surrogate for the
learning that takes place with a dialogue.

Direct marketing grew rapidly in the 1980s and
1990s as it provided the missing dialogue between
customers and company – it encouraged customers
to respond and these responses were recorded
and measured. Coupled with the cost of com-
puter storage declining exponentially, it led to the
creation of large customer databases containing
full transactional, geographical and lifestyle infor-
mation about their customers. This was particu-
larly true in the service sector – financial services,
travel and leisure, utilities and telecoms.

The information and technology
revolution
The immense increase in affordable computer
power now allows today’s direct marketer to hold
as much relevant information on every customer
as the twentieth century mass marketer held on
the entire market.

This represents nothing less than a revolution-
ary change to the marketing opportunity. Further-
more, the revolution is not over: computer power
keeps on getting cheaper and marketing continues
to become more sophisticated. Yet the communica-
tions technology revolution created by digital
media may be of even greater significance.

Communications technology and
digital marketing
Digital media represent the convergence of infor-
mation and communications technologies.
Through digital media, information is transferred
from one computer to another. The information
can be in the form of sounds or moving pictures.
One of the computers can be a TV receiver, a
phone, a smart card or soon, a refrigerator.

Now the marketer and customer each have a
computer. And their computers can exchange
information. The so-called dialogue of direct mar-
keting can be turned into something approaching
a real conversation in which information is
exchanged and acted upon in real time.

It is useful to give a definition of digital 
marketing.

The first part of the definition illustrates the
range of access platforms and communication tools
that form the online channels which marketers



use to build and develop relationships with cus-
tomers. The access platforms or hardware include
PCs, PDAs, mobile phones and interactive digital
TV and these deliver content and enable inter-
action through different online communication
tools such as websites, portals, search engines,
affiliate and viral marketing, blogs, e-mail and
text messaging. Some also include traditional
voice telephone as part of digital marketing.

The second part of the definition shows that
it should not be the technology that drives digital
marketing, but the business returns from gaining
new customers and maintaining relationships with
existing customers. It also emphasizes how digital
marketing does not occur in isolation, but is most
effective when it is integrated with other commu-
nication channels such as phone, direct mail or
face-to-face. Online channels should also be used
to support the whole buying process from pre-sale
to post-sale and further development of customer
relationships.

The final part of the definition summarizes
approaches to customer-centric marketing. It
shows how it should be based on knowledge of
customer needs developed by researching their
characteristics, behaviour, what they value, what
keeps them loyal and then delivering tailored web
and e-mail communications.

In many ways the above is the same as the
definition of direct marketing except it is limited to
digital media. This is why many direct marketers
see digital marketing as just adding a new front
end by offering new media channels to market,
whereas the back end – logistics, fulfilment and
customer service – remains as before. If you think

about the old-fashioned mail-order catalogue,
Sears Roebuck or Montgomery Ward, the modern-
day equivalent is companies like Amazon and
Direct Line. It is still direct to the customer but util-
izes the new media channels.

Digital media has, however, permitted two
further things of the utmost importance to market-
ing: they have revolutionized the cost structure of
the functions they perform, and they have altered
the balance of power between supplier and cus-
tomer in ways that are only gradually playing
themselves out.

Customers now can control the ‘navigation’
functions. They can build proprietary databases
of their preferred suppliers, investigate products
and services on the Internet at a time of their
choosing, and in return expect an unprecedented
level of customer service with goods delivered in
first-class condition within 24–48 hours.

Direct marketing has become
mainstream marketing
The Internet revolution is the first real progression
in marketing since it originated in the mid-nine-
teenth century. It has changed the balance of power
between companies and customers and created
many new marketplaces such as online auctions
like the global phenomenon of eBay. As we write
online adverting spend annually is set to overtake
radio and poster advertising combined reaching
10.5 per cent of all advertising spend. Google.co.uk
is the most successful search engine in the world
and the biggest issue many major brands are tack-
ling today is how they get their brand up to the
top of the Google search ranking. Meanwhile,
mobile marketing is just set to explode. British
Airways believes the future lies in ba.com and is
directing its budgets to online. The concept of real-
time one-to-one marketing is here.

Direct marketing has been at the forefront 
of this change. It has absorbed the technological
advances faster than any other discipline. It has
created the ‘dialogue’ with customers. It has
always been based on measurable and account-
able advertising. Today, as the disciplines of direct
advertising, branding and sales promotion begin
to blur, it is direct marketing which has led this
change and is now considered as mainstream
marketing. Direct marketing can build brands
(Direct Line, MORE TH�N, Amazon and easyJet);
it can target sales promotion, but at the same time
collect the data and use it for future business
planning, while combined with market research
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Digital marketing is:

� Applying: digital technologies which form
online channels to market (web, e-mail,
databases plus mobiles/wireless and 
digital TV);

� To: contribute to marketing activities aimed
at achieving profitable acquisition and
retention of customers (with a multi-channel
buying process and customer life cycle);

� Through developing: a planned approach to
improve customer knowledge (of their
profiles, behaviour, value and loyalty drivers),
then delivering integrated targeted
communications and online services that
match their individual needs.
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it can provide powerful customer insights. It 
continues to exemplify the rigour of measurable
and accountable marketing. And to the effective
twenty-first century marketer, it should be second
nature to think first and foremost: direct, data and
digital.

Firms that deal direct

In 1994, the year Michael Dell launched his first
website, the Dell Direct call centre was already
receiving nearly 50 000 calls from customers daily.
Even then, Dell was the world’s largest direct mar-
keter of computers.

Like First Direct and easyJet, Dell is a pure
direct marketer, dealing with its customers through
its websites and call centres. Home-shopping com-
panies, like La Redoute, provide another example.

The logic for dealing direct is based on effi-
ciency – stripping out overheads or unproductive
running costs. Such costs can include bricks-and-
mortar outlets, sales forces, dealer margins, large
stockholdings and so on. The direct model works
for both business-to-consumer (B2C) and business-
to-business (B2B) applications. In fact, Dell’s cus-
tomers range from large corporations, such as
Barclays Bank, to individuals ordering from home.
A particular advantage of the direct model is that it
can reduce the cost of international expansion
(Table 19.1).

A point to note is that it is not only producers
of goods or services that conform to the direct
model. First Direct, easyJet and Dell are all produc-
ers. But La Redoute is a pure retailer, not making
any of the clothes or other items that it sells. The
insurance company, Direct Line, is a producer.
But direct insurance brokers, sourcing policies from
a large number of insurers, are not producers.

Furthermore, Dell may sell software and
peripherals that it does not produce. In fact Dell’s

chief production job is to assemble components
made elsewhere. Thus the direct model can work
for retailers providing that it increases retailing effi-
ciency or makes buying easier or more attractive.

Interest in the direct model has been given a
huge boost by the Internet, fostering the develop-
ment of new types of direct business including:

Virtual exchanges: for example, Covisint, the
world’s largest B2B automotive marketplace; online
auctions and reverse auctions, such as eBay and
priceline.com; and infomediaries, search services
and buying clubs.

These entirely new types of organization are
not controlled by sellers. They are either neutral
or working for buyers.

The Internet has the potential to increase the
efficiency of the direct model exponentially
through a reduction in transaction costs and mate-
rials sourcing costs, superior supply chain man-
agement and a greatly enhanced ability to tailor
the product to the buyer’s specification. In princi-
ple it is immaterial whether access is achieved
through a PC, iTV or a mobile phone. In practice
the ‘front end’ can affect the quantity and quality
of the information that can be exchanged.

To the customer, the direct model is not
always the answer. Many people prefer to go to the
shops or send for a sales representative. Others
will use the Internet as an information source, but
complete their transaction through a traditional
channel. In fact our channel preferences are likely
to depend on what we are buying, as the chart at
Figure 19.1 demonstrates. As a result, many com-
panies find multi-channel marketing pays.

Multi-channel marketing

Multi-channel marketers also use direct market-
ing. GUS is a multi-channel retailer selling through
websites and its retail stores, including Argos.

Table 19.1 The direct model

Features Benefits Examples

Online, fax, telephone Lower overheads First Direct
and mail transactions Cuts out middlemen easyJet
Catalogues and websites Faster stock turn Dell

Facilitates exporting La Redoute
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Holidays (56%)

Travel tickets (76%)

Electrical goods (63%)

Theatre/cinema tickets (71%)

Books (76%)

Insurance (62%)

Concert/festival tickets (74%)

CDs (72%)

Clothes (68%)

Properties (12%)

DVDs (72%)

Cars (13%)

Mobile phones (34%)

Music downloads (54%)

Home furnishings (44%)

Financial products (49%)

Food/grocery shopping (63%)

Car hire (66%)

Sports equipment (53%)

Computer games (61%)

Mobile phone content (47%)

Car accessories (44%)

Toiletries/cosmetics (64%)

%

Bought

Researched

Figure 19.1 Percentae of all UK Internet users researching or buying products online. Conversion rates shown in brackets
Source: Mediascope Europe, Media Consumptions Study 2005, European Interactive Advertising Association (EIAA).
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Tesco is a multi-channel retailer, although its
website sales are dwarfed by its store-based sales.
Producers, too, may use multiple sales channels.
GM (Vauxhall) and Ford sell (a few) cars directly
to private motorists on the web. IBM sells direct
and through dealers. British Airways sells direct
and through agents. Magazine publishers, such as
The Economist and Reader’s Digest, sell both through
newsagents and through direct subscription.
Charities raise funds through direct mail, through
charity shops, through events and through street
collections. Today, many charities are looking to
online techniques such as viral marketing.

Some companies have spawned direct brands.
Prudential insurance launched egg as a direct
brand. First Direct is, of course, a subsidiary of
HSBC. Direct Line is owned by the Royal Bank of
Scotland.

Home-shopping catalogues have diversified
both to website trading and to high street retailing –
Lakeland and Past Times are examples. Next is an
example of a high street retailer spawning a home-
shopping business.

For most of these companies, the logic of
stripping out costs by conforming exclusively to a
direct model does not work. They do better by
offering customers a wider choice of ways to deal
with them. In a few cases differential pricing may
be used – magazine subscription is a prime 

example – but in most cases the pricing is the
same and the inventory is much the same.

Next believes that its catalogue and website
assist shop sales and vice versa. By offering cus-
tomers the widest possible choice of ways to browse
and buy they maximize the return on their mar-
keting investment.

Direct marketing is more than 
selling direct

All of the companies we have named use direct or
digital marketing; not just when they are selling
through their mailings, catalogues and websites.
Direct marketing has come to mean more than
just selling direct.

Any company that uses direct response advertising,
online or offline, and maintains a customer data-
base, is using direct marketing.

Tesco would remain a major direct marketer if it
scrapped its website tomorrow. Tesco maintains a
huge customer database (Clubcard) and tailors
offers to its customers, through personalized direct
mail, based on their past purchasing behaviour
(Table 19.2).

Table 19.2 Tesco Clubcard

History, operation and scale

Tested October 1993, launched nationally February 1995
Card applications in store, communications in store and direct mail
Over 200 million product purchases a day by over 10 million customers

Customer information and applications

Customer data:
Visit patterns Spend levels
Departmental usage Types of purchases
Coupon users/non-users Profile/geographic data

Broad customer typologies:
Loyalists Infrequent customers
Regulars New customers

Applications include:
Recruitment Lapsed and win back
Clubcard plus (savings card) Helpline
Local marketing



Magnetic strip cards like Clubcard enable
retailers to link customer identities with purchases
and use the data to offer the customer rewards
offers, events and services which, to all intents and
purposes, are tailored to the customer’s needs and
preferences. Although more than 10 million Club-
card statements are mailed quarterly, there are
nearly nine million variations to these mailings
reflecting customers’ different shopping patterns.

Even though the vast majority of Clubcard
members visit Tesco to do their shopping, this is still
termed direct marketing because the programme is
based on the collection of shop visit and purchase
data and careful analysis of individual customer
preferences. The activity may also be termed rela-
tionship marketing or even loyalty marketing. Of
these terms, direct marketing is the most meaning-
ful, being capable of precise definition.

Direct, data and digital marketing

Let us look again, a little more closely, at
McCorkell’s definition of direct marketing:

Direct marketing is the process in which individ-
ual customers’ responses and transactions are
recorded . . .

McCorkell’s definition does not specify the media
through which customers’ responses and transac-
tions are invited or received. In fact a customer
might spot a bargain on a website, make further
enquiries by telephone and complete the transac-
tion at a dealership. If the item purchased were a
second-hand car, such a scenario would be very
likely.

In this definition, customers’ responses are
recorded. If the car dealership did not bother to do
this, then the process would not qualify as direct
marketing. On the other hand, the form of response
is not specified – for example, the data could
include clickstream data as readily as phone calls or
posted coupons.

. . . and the data used to inform the targeting, exe-
cution and control of actions . . .

Note that the definition does not specify any inter-
val between recording the data and using it. It may
often apply to data stored on a customer database
and used months later (as in the Tesco Clubcard
example) but it can equally apply to data used in
real time during a telephone call or website visit.

In fact the use of profile, preference and 
purchase data in real time was pioneered in call
centre software before the World Wide Web was
used for marketing. An early example was (still is)
car insurance quotations. The quote given to the
caller is driven by the answers to scripted ques-
tions. A later example is add-on offers triggered
by home-shopping orders (e.g. matching acces-
sories). In this case, no questions are asked to
prompt the offer – it is driven by the content of
the customer’s order.

Again, the nature of the actions is not speci-
fied – they could include:

� Restricting a mailed invitation to the best
customers.

� Targeting new customers who match the profile
of the best established customers.

� Personalizing a website to make relevant offers to
previous visitors.The purpose of the actions is
clearly specified.

. . . that are designed to start, develop and prolong
profitable customer relationships.

This part of the definition excludes no business
with expectations of success. However, the idea
that customer data collection and analysis is the
key to success was peculiar to direct marketing –
although management consultancies and Customer
Relationship Management (CRM) software vend-
ors now also claim ownership of it.

Direct marketing and Pareto’s 
Principle

If Thomas Jefferson (. . . all men are created equal)
was the hero of mass marketing, Vilfredo Pareto
is the hero of direct marketing. Pareto’s Principle
(of the distribution of incomes) was that 80 per
cent would end up in 20 per cent of pockets how-
ever society attempted to regulate matters. To
Pareto, whether all men are created equal or not,
they certainly do not end up that way.

So it is with customers. Every direct marketer
knows that some customers are much more valu-
able than others. Every astute direct marketer
knows who the valuable ones are. The really
smart direct marketer has a system for forecasting
who the valuable ones are going to be.

Why is this so important? Let us consider two
examples.
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Figure 19.2 shows a real-life example of segmen-
tation of charity donors based on their response
to the last appeal made to them.

Figure 19.2 displays the result of applying a
statistical model called CHAID (Chi-squared
automatic interaction detector). This is also some-
times called tree segmentation. Here we are using
CHAID to analyse the results of our last mailed
appeal. We want CHAID to tell us how to recog-
nize the differences between our most generous
donors and our less generous donors. In particu-
lar, we would like to know who – if anyone – not
to mail next time around.

CHAID splits the mailing base (all donors)
into two, by picking out the most important of all
the discriminatory variables that distinguish the
best donors from the others. This variable turns out
to be the number of previous gifts. The 36 per cent
who have sent us two or more previous donations
contributed 65 per cent of the money. This result is
shown near the top of Figure 19.1.

Looking further down, we can see that
CHAID keeps on dividing each segment into two,
like an amoeba in a petri dish; each time it takes the
most significant of the remaining discriminatory
variables. What CHAID is answering each time is:

Of all the differences between the more generous
and less generous donors in this segment, which
is the most important single difference?

Customers who cost money

Typically, 75 per cent of new customers gained
by a home-shopping business will have lapsed
without providing enough business to recover
the cost of recruiting them. All of the profit will
be contributed by the remaining 25 per cent.

If the company learns which are the best
sources of good customers, it can work to
reduce the 75 per cent of loss-making intake.
If it fails to learn, the 75 per cent will become
80 or 85 per cent, ensuring that the company
loses money.

Again, typically, a bank will lose money
on at least 80 per cent of its private customer
base at any one time. By devoting special
attention to the remaining 20 per cent, it can
expect to satisfy more of them and so keep
their custom. If it fails to differentiate between
its good (and potentially good) customers and
its loss-making customers, it is the good cus-
tomers who are most likely to defect.

Last gift in same season
13.5% quantity

11.0% cash

Last gift in other season
40.0% quantity

11.5% cash

No gift in last 12 months
53.5% quantity

22.5% cash

Gift in last 12 months
10.5% quantity

12.5% cash

One gift
64% quantity

35% cash

£1–£49 value
26.0% quantity

33.0% cash

Worst NTs*
8.5% quantity
24.0% cash

Worst regions
1.0% quantity

2.5% cash

Best regions
0.5% quantity

5.5% cash

Best NTs*
1.5% quantity

8.0% cash

£50+ value
10.0% quantity

32.0% cash

Two or more
36% quantity

65% cash

ALL DONORS MAILED
100% mailing quantity
100% cash received

Number of prior gifts

Figure 19.2 Real-life example of segmentation of charity donors
McCorkell, Direct and Database Marketing, 1997
* NT: geo-demographic neighbourhood type.
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Looking at the left-hand side of the model, we see
that the least generous 40 per cent of donors con-
tributed only 11.5 per cent of the cash received.
The model demonstrates that 88.5 per cent of the
cash could have been raised from 60 per cent of
the donors by not mailing single gift donors who
had been inactive for over 12 months and who
last gave at a different time of the year.

If we assume it cost £1 in mailing expense to
raise £4 in cash, the overall result from 100 000
donors would be £400 000 raised at a cost of
£100 000. However, the least responsive 40 000
would have cost £40 000 to mail and brought in
only £46 000 cash. We might decide to send an
appeal to these donors only once a year, at
Christmas time, when they are most likely to
respond. Meanwhile, the other 60 000 donors sent
back £354 000 – almost £6 for every £1 of expense.

Sending our appeal to these donors only
would improve our income to expense ratio by
almost 50 per cent.

The direct marketer looks for solutions by
listening to what the data says. As always in
direct marketing, actions speak loudest. What
people do matters more than their demographic,
socio-economic or lifestyle profile.

B2B � Pareto � Pareto

However strongly Pareto’s Principle applies to
B2C marketing, the B2B scene is Pareto squared,
one company having ten thousand times the 
purchasing power of another. So companies dif-
ferentiate between larger (corporate) customers
and smaller customers. Frequently call centres or
contact centres deal with smaller business cus-
tomers while field sales teams deal with larger
customers.

Principles of direct, data and digital
marketing:TICC

Direct marketing and its information systems focus
on what the customer or prospect does. To put it
another way, data about past behaviour is used to
predict future behaviour. This data is processed
on an individual basis and can be analysed and
acted upon on an individual basis, even if the
number of customers reaches millions. This does
not render marketing research obsolete but, if 
we can rely only on marketing research informa-
tion, we are forced to make assumptions about 

customer behaviour which may be generally right
but will often be wrong in an individual case.

Successful direct marketing practice depends
on four elements. These are: targeting, interaction,
control and continuity.

Targeting, interaction, control 
and continuity

You will see from Figure 19.3 that the four elem-
ents of successful direct marketing can be looked
at either as one triangle or alternatively as four tri-
angles inside another one. Interaction is in the centre.
Interaction includes the stimuli we marketers cre-
ate in the hope of producing a response from the
people in our target market. Their response is also
included in the interaction triangle. In all cases we
will attempt to attribute a response to the correct
stimulus. Thus the results of our activities form the
core of our information system and enable us to
become progressively more efficient at targeting,
control and continuity. That is because we are learn-
ing by experience.

Interaction takes centre stage in direct mar-
keting’s information system.

Targeting refers to our decisions on who will
receive our message and includes our media selec-
tion: TV, banner ads, print advertising, direct mail,
telemarketing, e-mail and so on. We may be target-
ing our established customers, identified prospects
or a much larger audience of ‘suspects’. In all of
these cases our targeting decisions will generally
outweigh in importance decisions about what to
offer and how to frame our message. By examining
the results of our previous attempts to target cor-
rectly, we can keep on refining our future targeting.
All targeting is dependent on accurate data –
whether it be external data such as circulation or

Targeting Control

Continuity

Interaction

Figure 19.3 Targeting, interaction, control and 
continuity
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audience figures, or internal data about individual
persons’ characteristics and buying habits.

Control is the management of our marketing.
It includes setting objectives, planning at the
strategic and operational levels, budgeting and
assessment of results. The process is cyclical,
future planning being informed by past results.

Interaction is at the heart of direct marketing.
The completeness and accuracy of our data within
the interaction triangle will be crucial to the exer-
cise of control. Interaction quantifies the effects of
our marketing.

Continuity is about retaining customers,
cross-selling other products to them and uptrad-
ing them. In the vast majority of business enter-
prises, the bulk of profit arises from dealings with
established customers.

Our painstaking care in recording interactions
enables us to communicate with customers, recog-
nizing their interest and showing appreciation of
their custom. The special challenge of e-commerce
and of contact centre management is to respond to
customers in real time.

All four of the TICC elements are critical.
Direct marketing is not direct marketing unless
they are all in place. Sometimes it is not possible to
data capture the identity of every customer and
sometimes it is necessary to record the transactions
of a sample of customers only. These conditions
apply in FMCG (fast moving consumer goods)
markets. Nevertheless, if the four TICC elements
are in place, it is possible to employ direct market-
ing methods in these markets.

What distinguishes digital marketing?

Digital marketing is essentially direct marketing
through new media. The intention of direct mar-
keting has always been interaction, if only in solici-
ting and receiving enquiries and orders by post
and fulfilling these requests. Indeed, we have just
discussed interaction as one of the four essential
elements of direct marketing.

So why refer to new media direct marketing
as anything but direct marketing?

There are two reasons. Firstly, digital market-
ing has already developed a language of its own
because most of its pioneers never connected what
they were doing with direct marketing. The think-
ing went, ‘Here is a new medium, so we must
invent a new way of marketing for it’. Most of
those who did are no longer in business, whereas
those who applied direct marketing principles and
expertise to the new media have done much better.

To work effectively, the new media require the
same disciplines that work in all direct marketing.

The advertising agency creative asks, ‘How
can I make this brand famous?’

The direct marketer asks, ‘How can I make
my next offer irresistible?’

There is no need to guess who will pull most
customers in. We know from the results.

If you can remember them still, contrast the
big dotcom spenders from 1998 and 1999 with 
the 1995 vintage cash burner, Amazon. The later
entrants enriched the TV companies in senseless
bids to make their names famous with ill-targeted
and fatuous advertising that suggested no good
reason to visit their websites.

Now what do you remember about Amazon?
Here is a guess:

� Any book or CD you want
� Fast delivery
� 40 per cent off

What you remember is what Amazon offers. And
what more could you want? Well, if you are really
demanding, Amazon also gives you reviews, an
easy site to negotiate, personalized (tailor-made)
suggestions on what you might like to read next
and easy ordering, etc.

Like the ‘make my brand famous’ dotcoms
who blew millions on untargeted TV, Amazon’s
high spending days are behind it. With a still-
growing business but a huge debt burden to
carry, Amazon relies primarily on its affiliate mar-
keting network to pull in new customers. You can
visit amazon.co.uk to find out how to become an
affiliate.

The affiliate marketing programme is all
online, so less audience wastage. Many dotcoms
have learned to their backers’ cost that buying
brand awareness on TV is not an affordable way
to drive prospective customers to their websites:
even now, many TV viewers lack access to the
Internet. Furthermore, affiliate programmes allow
payment by results.

Customer interactions

These may not just be orders. They may be
returns (of unwanted goods), queries, com-
plaints, requests, suggestions, questionnaire
responses and so on.
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Accurate targeting is one of the four elements of
successful direct marketing.

The lessons learned by Buy.com from costly
experience illustrate the importance of interaction,
the second TICC element, as the chief supplier of
actionable marketing information. The classic
direct marketing method is to buy this experience
quickly and cheaply through testing the most sen-
sible-looking alternatives. It is only because direct
marketers record and analyse the results of inter-
action that low cost testing is possible.

After its expensive TV experience, Buy.com
started to exercise rigorous control of its customer
acquisition costs. Control is the third TICC element.

Initially a company may not yet know how
much it can afford to pay to acquire a new cus-
tomer. The return on its new customer investment
will be learned through continuity (the fourth
TICC element) of customers’ business. Forty
pounds may be a reasonable price to pay for a
new customer but it may well be too high. A lot

may depend on how successful Buy.com is in sat-
isfying customers and encouraging them to come
back for more.

Direct and digital marketing and
lifetime value

The experienced direct marketer begins by mak-
ing a calculation of how much he or she can
afford to pay to acquire a new customer and this
sets the target acquisition cost. The direct mar-
keter then tracks the newly acquired customers to
see if they are contributing the same amount of
business as expected. The forecast of their life-
time value (LTV) will be adjusted on the basis of
their first and second purchases.

Lifetime value (LTV) – The lifetime value of a 
new customer is the net present value of all future
contributions to profit and overhead from that
customer.

Is Buy.com paying too much and, if so, can it
reduce its costs? Time will tell.

If only 38 per cent of Buy.com site visitors
have clicked through from affiliate sites, where
have the others come from? Some will have come
through recommendation or idle surfing. Many
may have come from banners, interstitials, site
registrations or keywords. All these terms apply
strictly to digital media and describe opportuni-
ties that are exclusive to online marketing.

You will remember that one reason why digi-
tal marketing is distinguished from other direct
marketing is that it has developed its own vocab-
ulary, being widely regarded as an activity that is
distinct from direct marketing.

Another reason why digital marketing
deserves its own title is that the new media scene
is technologically very different and offers the
marketer challenges and opportunities that are
without parallel. The impact of these changes is
likely to transform marketing completely.

10 ways in which digital marketing is
different

1 The challenge of 24/7. A trading website is always
open.There is no downtime to restock, correct
programming errors or repair broken links to
other business systems.

Affiliate marketing programmes

Affiliates place links on their websites to drive
traffic to the merchant. They are rewarded by
commission payments – usually a percentage
of sales. Premium affiliate sites (including
portals such as MSN) demand a tenancy fee
as well as commission.

A similar idea was pioneered in direct
marketing under the name of affinity group
marketing. Direct marketers also pioneered 
PPI (payment per inquiry) deals with media
owners many years ago.

The case of Buy.com

Buy.com launched on TV in the UK with a
massive TV campaign. But before being
bought by the John Lewis Partnership, Buy.
com was already using online promotion only.
Buy.com reported that customer acquisition
costs had fallen to £40.

But 38 per cent of site traffic (October
2000) was from Buy.com’s affiliate marketing
programme. The cost of acquiring customers
from the volume affiliate programme (i.e. the
part of the programme in which no tenancy
fees are paid) was only £5.

Facts from e.BUSINESS, February 2001
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2 Marketing in real time. A website deals with
customers in real time, raising expectations of
instant query resolution, immediate response to
requests and even faster delivery. Furthermore
customer interaction data is being gathered
continuously.

3 Personalization. Personalization of a website is very
different from personalized print. It must be based
on a variety of data sources (e.g. clickstream,
personal data and previous purchases) and used
within a single site visit if appropriate.

4 Data volumes and integration. A website can collect
much higher volumes of data of different types
than can be collected from other reception
points. (This poses a systems integration problem
and a potentially crippling data volume problem,
sometimes referred to as data overload.)

5 Many-to-many communications. Customers do not
phone call centres just for a chat. But the Internet
is different. It is open, democratic and even
revolutionary.The plus side may be viral marketing.
The downside could be flaming (abusive replies).

6 Comparison shopping. Never was comparison
shopping so easy.The pricing policy may need to
be changed for digital marketing.A new brand?

7 Global reach. The reach of the website is wide but
logistical or legal constraints may apply. It may be
necessary to restrict orders geographically.

8 Keeping in touch. Unlike direct mail, e-mail can be
time sensitive, especially when sent to a business
address. But, because e-mailing is so cheap, it is
tempting to overuse it. It is easy to measure the
response but not so easy to measure customers
lost through irrelevant e-mailing.

9 Low transaction costs. The cost of handling online
orders and information requests, as well as of 
e-mail solicitation, is much lower.This may permit
lower ticket or lower margin transactions.
However, credit card payment queries will be high
and delivery costs will remain the same, wherever
physical products that are not electronically
transmissible are involved.

10 A website is more like a shop than a catalogue.
Unlike a catalogue, a website cannot be sent to a
list of prospective customers. Like a shop, it must
wait for them to call in. Unlike a high street shop,
it is not visible to passers-by. It needs promotion.

Can you think of any other ways in which a web-
site is more like a shop than a catalogue? Here are
two ideas:

1 Out-of-stock items (stock-outs) cannot be
deleted from a printed catalogue.They continue

to occupy selling space and disappoint customers
who try to order them. On the other hand,
stock-outs can be deleted from websites almost
as readily as the goods disappear from stores.

2 The direct marketer can measure the sales
performance of each page and position in the
catalogue. But the lessons cannot be applied until
the next printing. Furthermore, the cataloguer
cannot follow the customer’s route through the
catalogue, making it harder to explain the sales
performance of individual items.

The website designer can use clickstream data
to track customers’ journeys through the site and
can relate these patterns to sales.Then the site
layout can be altered to optimize performance.
The store can make similar adjustments although
the data will rarely be so accurate or so complete.

A last word about digital jargon
Viral marketing is the turbocharged Internet ver-
sion of the direct marketers’ referral programme 
or MGM (member-get-member) scheme. As cus-
tomers congregate in newsgroups or chat by e-mail,
recommendations can spread like a forest fire.

Personalization has a similar meaning in
both direct and digital marketing but the possibil-
ities are more exciting in a dynamic environment
than in print.

Cookies are the small text files stored on your
computer to enable the website to recognize it
when you call again and record your clickstream.
This enables personalization. However, unless you
register separately, the website will think that all
users of your computer are the same person.

Lands’ End: the cyber model

A home-shopping company for nearly 30
years and the world’s most experienced
Internet clothing retailer, Lands’ End has
found another way to make its website more
like a shop. You can have your own personal
cyber model try on the garments that interest
you to ensure they will fit.

Lands’ End will mail you its catalogue
even if you buy from their website. Some
people prefer to browse in a printed cata-
logue and shop online; others enjoy the inter-
active website but order by phone. See point
10 under ‘10 ways in which digital marketing
is different’.
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Permission marketing is a significant concept
that underpins online CRM. Permission marketing
is a term coined by Seth Godin to apply to e-mail
marketing. It is best summarized in his book
(Godin, 1999). Customers agree (opt in) to be
involved in an organization’s marketing activities,
usually as a result of an incentive. It is now a legal
requirement enforced by the UK Privacy and
Electronic Communications Regulations 2003 that
there must be a proactive agreement to receive
electronic communications (see the detailed guide-
lines from the UK Information Commissioner at
http://makeashorterlink.com/?X26862EA6, and
also Chapter 12.2 below). This core principle of
permission marketing is now a legal requirement
throughout the EU. Unfortunately it has done lit-
tle to reduce the flood of unwanted e-mails (spam)
which largely originate from outside the EU.

Data: the direct and digital 
marketer’s information system

It is essential that the direct and digital marketing
information system includes customer history
data. The minimum history required is a history of
the customer’s transactions. Often this will be sum-
marized, showing us little more than the value of
each transaction, the product or the merchandise
category and when it occurred.

Without this minimum amount of data, we
cannot practise efficient direct marketing because:

Direct marketing is the process in which . . . indi-
vidual customers’ responses and transactions are
recorded . . . and the data used to inform the tar-
geting, execution and control of actions . . . that are
designed to start, develop and prolong profitable
customer relationships.

Figure 19.4 makes the point graphically.
The components of response, measurement

and continuity are common to all direct marketing
activity:

Response: A response is needed to acquire a
customer and to begin compiling data relating to
that customer. It is very unusual to hear of a direct
marketing initiative that does not have response as
a key stage in the communication programme.

Measurement: It has always been central to
direct marketing. Before cheap computing power
became available, it was already possible to record
and measure the immediate results of marketing

expenditures. Reply coupons and telephone
numbers included codes to identify the source of
responses. Cost-per-response (CPR) and cost-
per-sale (CPS) were and still are useful measures.
Now measurement is extended to individual cus-
tomers’ activity. Because each customer is identi-
fied, their buying behaviour can be tracked over
time. This enables the eventual return on market-
ing investments to be measured and forecasting to
be improved.

Continuity: It is the aim of every competent
direct marketer who seeks to maximize the gearing
on the customer acquisition investment by doing
more business with the customer for a longer
period.

The customer marketing database
An electronic library is needed to receive fresh
data, keep it and make it accessible, so as to main-
tain the continuous learning loop that character-
izes direct marketing.

This is the customer marketing database sys-
tem. It brings together information from a variety
of sources and links the information to customers
(Figure 19.5).

The database enables marketing costs to be
reduced. This is achieved through using informa-
tion derived from:

� the cost, number and value of new customers
obtained by source;

� the results of contacts with established
customers.

. . . and the data
used to inform
actions . . .

Measurement

Continuity

Response

. . . customers’ responses are recorded . . .

. . . designed to start and prolong
customer relationships 

Figure 19.4 Direct marketing is the process in
which . . .
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For example, it may cost twice as much to acquire
customers from advertising in The Economist as in
The Times. But the database may reveal that Econo-
mist readers buy more and stay longer, increasing
their LTV and making them more profitable.

More business per customer is achieved
through using customer purchase histories, lead-
ing to:

� better identification and segmentation of
customers;

� greater personalization and more relevant offers.

For example, customers giving high value 
orders and paying promptly may receive special
treatment. Offers may reflect customers’ specific
interests.

Superior business forecasting is achieved by
analysing campaign and customer history data,
using past performance as a guide to future per-
formance. Because the errors in past activities need
not be repeated, efficiency should be subject to con-
tinuous improvement.

The database answers six questions
At its simplest, the database is the heart of an infor-
mation system that answers the six simple ques-
tions shown in Figure 19.6 every time interaction
occurs.

Who?
� Name and contact data
� Status (e.g. customer or prospect)

� Associations (i.e. same household or company as
another customer)

� Credit status (if relevant)

What?
� Order or enquiry
� Items ordered
� Product category
� In stock/out of stock

Where?
� Sales channel
� Branch or media code

The system should allocate a unique reference
number (URN) or alphanumeric code to each 
customer. This enables customer queries to be
answered all the more quickly, the URN guiding
service and sales staff to the customer record or
transaction details.

The system will recognize whether an order
is a repeat order from an established customer or
a first order from a new customer.

How much?
� The price of each item
� Gross order value
� Fewer out-of-stocks
� Fewer returns

When?
� When last instruction/order received
� When last instruction/order fulfilled

Reduced
marketing

costs

Superior
business

forecasting

More business
per customer

Database
information

Figure 19.5 The customer marketing database

Who?

Where?

Why? How much?

When?

What? 

Figure 19.6 The customer marketing database
answers six questions
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Why?
� Response/non-response to last promotion
� Identifying code of promotion causing response

Not every system will contain transactional 
data because it will not always be available. For
example, Lever Brothers would not have full
transaction data for every Persil buyer, but would
have promotional responses recorded on their
database.

B2B customer marketing data is often more
extensive and complex. A company may have a
number of identities (branches, departments and
divisions) and a good many individual buyers or
decision makers. A business customer may also use
multi-channels to secure supplies of different items.
Purchases are increasingly likely to be automated,
using EDI, Internet exchanges or an extranet.

Advantages of the database
A database exploiting transactional information
tells the marketer everything about customers’
purchases updated with each new response (and
non-response).

For example, the transactional database:

� includes all customers, not just a sample or cross
section;

� gives customer value data: Recency, Frequency,
Monetary Value (RFM) of purchases culminating in
the LTV of each customer;

� tells us about new customers: what they
responded to and, perhaps, which creative
treatment appealed to them;

� tells us about lost, lapsed and inactive customers;
� tells us about who buys which products and

responds to which types of incentive or message;

� gives continuous information which is
automatically updated with each new transaction;

� reports upon, and analyses, marketing campaigns
and tactics;

� facilitates controlled tests of alternatives 
(e.g. product and price comparisons);

� provides back data (historical data) which helps
the process of predicting the future behaviour of
each and every customer.

Correctly used, a transactional customer database
gives a running commentary on the marketer’s
ability to serve the needs of customers, highlight-
ing opportunities to increase efficiency.

At one time car rental advertising was almost
untargeted. But the direct marketer differentiates
between customers and non-customers, then
between casual customers and regular customers
and finally between regular customers and fre-
quent customers. The example of the American
car rental market shows why.

The top 25 per cent of customers are those
who rent a car more than once. But within this
exclusive group, 1 in 25 of them rents a car 10 times
or more in a year. This group, amounting to one in
a hundred customers (0.2 per cent of adults) is
worth 25 times as much as the average customer.
These extremely valuable customers provide car
rental companies with a quarter of their business.

It would be cheaper to telephone these cus-
tomers personally to thank them than it would to
reach them all once with a TV commercial.

Recognizing the value of these ‘super cus-
tomers’, car rental firms offered loyal users free
rentals at weekends. But frequent business trav-
ellers want time with their families. When this idea

Real-time data

Websites and contact centres can, with 
the right software, respond to purchase data
in real time. When a customer puts a
Manchester United Annual in the shopping
basket this may trigger the offer of Ryan
Gigg’s autobiography.

Opportunistic marketing of this sort will
be used in combination with offers or other
special treatments that are driven by previ-
ously captured data.

Pareto and the database: American car
rental market

� 20 per cent of American adults rent a car at
least once a year;

� Only 5 per cent rent a car more than once;
� 0.2 per cent rent a car 10 or more times;
� This 0.2 per cent represents one in a

hundred customers;
� One in a hundred customers provide car

rental companies with one quarter (25 per
cent) of their business.

Facts from The One-to-One Future, 
Peppers & Rogers
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failed, National Car Rental came up with a better
idea. Targeting the tired, stressed and status-
conscious business traveller, their answer was the
Emerald Club, having its own aisle in National’s
car lot at the airport. Members could pick any car in
the Emerald Aisle and drive off, pausing only to
have their card ‘swiped’ at the checkout.

National’s database enabled them to:

� recognize how much more valuable their best
customers were than others;

� discover how much business was at risk if these
customers were lost (it would take 33 average
new customers to replace one lost top
customer);

� recognize the circumstances of these customers,
that is, frequent business travellers;

� send Emerald cards to the right customers.

Notice that the database is used to provide both
management information and the means of com-
municating to customers.

The customer marketing database not only
facilitates outbound communications but enables
customers to be recognized when they telephone
or visit the website. The contact centre agent
(operator) can call up the customer’s transaction
record on screen so that the customer does not
have to repeat information that the company
should already know.

Data, CRM and eCRM

In recent years, many large companies have been
dealing with the problem of integrating data from
a multiplicity of management information sys-
tems. The ideal solution of bringing together all
relevant customer information into one customer
marketing database system was not available to
these companies. The systems they used in differ-
ent parts of the business were incompatible.

Looking at the captions in Figure 19.7:
accounts, sales, marketing, buying, distribution,

customer service, stock control and credit control,
we can see these might all provide information
for the marketing database.

Because some of these functions were seen as
completely separate in many large businesses, and
may have become computerized at different
times, their systems are unlikely to be fully com-
patible. They will certainly not be compatible with
e-commerce systems. Old systems are referred to
as legacy systems.

However, if essential details, such as file for-
mats, are harmonized, it is possible to store data
that would otherwise simply be archived, in a
data warehouse. Now, the data can be processed
in such a way that it can be analysed by a compe-
tent person, using a PC.

The process of retrieving and analysing data
from a data warehouse is called data mining. Data
mining is often used in businesses with masses of
transactional data, such as banks and airlines.

The idea of the data warehouse is to bring sys-
tems together to form an enterprise-wide manage-
ment information system. In theory at least, this
permits a CRM system to be employed. The idea

The customer marketing database serves
two functions:

1 It provides management information.
2 It facilitates one-to-one customer

communications outbound and inbound.

Data warehouse

Sales 

Customer service

Stock control

Accounts

Distribution

Marketing

BuyingCredit control

Figure 19.7 The data warehouse

The whole customer

As well as having a current account and a sav-
ings account, a bank customer may deal with
the home loan division, the life and general
insurance divisions, the credit card division
and the personal investment management
division. Since the average customer holds
only 1.2 accounts, such a customer would be
very valuable to the bank. Yet, before the cre-
ation of an enterprise-wide CRM system, the
bank would not have recognized all of these
different relationships as being with the same
customer.
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behind CRM is that the whole of a customer’s
dealings with the company can be put together.
Such systems are devised by outside software
vendors and may need extensive adaptation.

In practice, company divisions or departments
(including marketing) may find their needs better
served by data marts. These are fed by the data
warehouse but contain only information that is 
relevant to the departmental interest and are
designed to make the data easier to interrogate and
analyse.

Integrating eCRM
When the company’s front office is a website, the
volume of data being collected, processed and
managed is very large. Some data, for example
DNS (domain name system) and clickstream data,
is peculiar to digital marketing. The latter, particu-
larly, can overwhelm a system unless it is summar-
ized. It is not necessary to keep this information for
individual customers as long as customer prefer-
ences, either declared or implicit through transac-
tional behaviour, are recorded.

Summary data
The transactional database needs historical data.
Otherwise there can be no record of a customer’s
business relationship with the company. Usually,
the data used to portray a customer history (or the
results of a promotion) is summarized, so that it
does not occupy too much space (memory) in the
system.

While this is very sensible because it saves
costs, the problem is that essential detail is some-
times lost. Generally speaking, the number, value
and dates of a customer’s transactions will be
retained but the merchandise categories and, cer-
tainly, the actual products purchased will often be
lost for all except the most recent transaction.
Furthermore, companies are usually bad at keep-
ing customer service records. A marketing ana-
lyst can waste hours or days looking at customer
purchase profiles, seeking an explanation for why

some customers are disloyal. The true explanation
may lie elsewhere. Perhaps the disloyal customers
ordered goods that were out-of-stock or had to
return defective items.

Meanwhile, the sharp reduction in data stor-
age and retrieval costs has encouraged firms to
keep more raw data for analysis instead of sum-
marizing it and archiving old data. This is a major
benefit of data warehousing.

CRM and database marketing
Although enterprise-wide CRM systems may have
grown out of database marketing (some would
say call centre operations), they have become dis-
tanced from the marketing function.

� CRM systems are essentially operational whereas
marketing database systems can exploit data that
is downloaded from operational systems without
disturbing them. Marketing database needs may be
supplied by a data mart within a CRM system.

� The CRM system is generally seen as the software
that automates the front office.The front office
includes the call or contact centre, the website
and any other point of interaction between the
company and its customers. Front office functions
include service as well as sales.

� The impetus for the adoption of CRM has not
necessarily been increased customer knowledge,
but cost cutting. Cost cutting is achieved by
increasing productivity of customer-facing staff
and by diverting transactions down completely
automated routes.

� The CRM system may work in tandem with an
ERP (Enterprise Resource Planning) system that
handles the back office functions.The emphasis is
on operational efficiency.

CRM and relationship marketing
The very name ‘customer relationship manage-
ment’ implies that customers are a resource that
can be managed, like the supply chain and sales
staff. Although CRM feeds off customer data, it 
is essentially neutral. It may be customer focused
in a marketing sense or it may be enterprise
focused, being employed to seek ways to save on
customer service. It all depends who is extracting
actionable data and for what purpose. However,
the fact that a common information system is
being used throughout the organization is clearly
advantageous.

When human interaction is by e-mail or chat,
there is a full, self-generated digital record 
of the contact – unlike a phone call or field
sales visit. This record may be used to auto-
generate e-marketing contacts.
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CRM should not be confused with Relationship
Marketing, which is the title of an influential 
book first published in 1991. Its author was Regis
McKenna, a marketing consultant known widely
for his work with Apple Computers.

McKenna believes that marketing is every-
thing and doing marketing is everyone’s job.

The key elements of McKenna’s notion are:

� Select a specific market segment and dominate
through a superior understanding of customers’
product and service needs. Integrate customers
into the design process.

� Use monitoring, analysis and feedback to maintain
‘dynamic positioning’ that is always appropriate to
the marketing environment.

� Develop partnerships with suppliers, vendors and
users to help maintain a competitive edge.

Note that this concept of relationship marketing is
also quite distinct from direct marketing, although
direct marketers may be ideally placed to exploit it,
especially in an e-commerce environment. One
example of a direct and digital marketer apparently
following McKenna’s strategy to the letter is Dell.

Limitations of the customer 
information system

The database is inward looking to the extent that
it refers only to those customers that a business
already has on its books.

Although it is possible to import external data
to profile customers and compare them with the
market at large, this is not a substitute for market-
ing research.

The database, however good, remains intro-
spective.

It does not admit or report upon external
influences. Disturbance to plans and forecasts
may result from environmental influences, for
example the economic situation, environmental
concerns or other newsworthy preoccupations
which affect purchase behaviour.

Worse, it does not report on customers’ use
of competitors or on the success or otherwise of
competitive initiatives. Share of customer (or
share of wallet) is a key success measure in direct
marketing.

Unless marketers are in a monopolistic situa-
tion and have absolutely no competitors (and

The customer as relationship manager

Two features that are apparent in all forms of
interactive marketing are transparency and
customer empowerment. The US software
producer, MicroMarketing, has devised soft-
ware that enables customers to pull informa-
tion out of data warehouses in order to
complete transactions by web or phone. This
looks like the way of the future.

Relationship marketing in action

� Dell sets out to develop and dominate the
direct distribution segment of the PC
market, a segment which (by value) consists
primarily of business buyers.

� Dell customers ‘build’ their own computers
on ordering from the Dell website. In
practice, Dell believes they ‘uptrade
themselves’ – specifying a higher
performance machine than they could be
‘sold’ by a salesperson. By inviting customers’
comments and suggestions and responding
accordingly, Dell is also able to keep
innovating in a relevant way. For example,
DellHost allows customers to rent space for

their website from Dell, removing the
necessity to buy, monitor and maintain
servers. In this way Dell generates revenue
by solving a known problem, not merely by
selling hardware.

� Through opening up its order book on the
extranet, Dell is able to make suppliers
responsible for maintaining just-in-time parts
deliveries. Suppliers can also meet on the
extranet and collaborate to solve mutual
problems. Superior supply chain management
has given Dell a competitive edge.

Who is loyal; who is not

The database can often reveal whether a cus-
tomer’s purchase pattern indicates loyal or
disloyal purchase behaviour. However, it can-
not report directly on customers’ use of com-
petitive offerings. This can only be done on a
sample basis, using marketing research. Note:
The sample for this research can be taken
from the database.
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who is ever in that position?) they need to be fully
alert to competitive influences. Competition and
disruption may come not only from direct com-
petitors, but also from indirect competitors.

Quantitative market research is required by all
marketers, direct or otherwise. Qualitative research
is also needed because the database can only reveal
what customers are buying or not buying. It can-
not say why, or suggest alternative new product
avenues with much confidence. Data analysis relies
on back data (customer history) to predict future
behaviour. While this is generally the best guide, 
it is certainly not infallible. Circumstances and
attitudes may change, causing sudden shifts in
demand.

The database and research:
the last word

In their report The Machine that Changed the World,
Womack, Jones and Roos made clear how Toyota
researched consumer preferences:

Toyota was determined never to lose a former
buyer . . . it could minimise the chance of this hap-
pening by using data on its consumer database to
predict what Toyota buyers would want to do
next . . . unlike mass producers who conduct evalu-
ation clinics and other survey research on ran-
domly selected buyers . . . Toyota went directly to
its existing customers in planning new products . . .
Established customers were treated as members of
the Toyota family.

In one generation Toyota went from small producer
to world’s number one in the automotive market.

Clearly, if a manufacturer has 5 per cent of
the market and a 70 per cent loyalty rate, it is
more sensible for it to learn what its customers
want than what other manufacturers’ customers
want. Yet few of Toyota’s competitors accepted
this obvious truth.

Toyota’s success is a triumph for good market-
ing, not simply a testament to Japanese technology.
While other manufacturers were obsessed with

‘conquest sales’ (sales made to competitors’ cus-
tomers) Toyota’s understanding of the value of
customer retention was and is central to the disci-
pline of direct and digital marketing.

A competitor of Toyota estimated that it cost
five times as much to make a conquest sale as 
a repeat sale. Collecting and acting on informa-
tion like this is the hallmark of successful direct
marketing.

Summary

As we enter 2007 whilst the term ‘direct marketing’
may still carry many prejudices and misunder-
standings, the skill sets that direct marketers have
honed over the years are even more vital to major
businesses today. Direct marketing is still the
most accountable form of marketing. Its concepts
such as LTV help to determine the value of cus-
tomer relationships and are as important as brand
equity. Direct marketers are also better versed at
managing the customer journey, understanding
the touch points and building a one-to-one dia-
logue with customers. Equally, direct marketers
understand profiling and customer value seg-
mentation better than general marketers as it is
based on the empirical customer data they main-
tain. Building, maintaining and utilizing customer
databases are at the heart of direct marketing’s
strengths. While digital media has finally made
one-to-one communications in real time possible.
As Sir Martin Sorrell has quoted that direct and
interactive marketing will be over 50 per cent of
his global business income in the next 5 years.
Direct marketing has come of age. It is increasingly
difficult to differentiate direct marketing from mar-
keting. As Mike Tildesley, Marketing Director of
Direct Line, has said, ‘Direct marketing is market-
ing – what’s the difference’. In his case everything
Mike does is direct marketing, from building the
brand to servicing the customers via UK contact
centres.



CHAPTER 20

A strategic approach to customer
relationship management

ADRIAN PAYNE and PENNIE FROW

Introduction

Customer Relationship Management (CRM) is a
management approach that seeks to create,
develop and enhance relationships with carefully
targeted customers in order to maximize cus-
tomer value, corporate profitability and thus
shareholder value. CRM is also concerned with
utilizing information technology (IT) to imple-
ment relationship marketing strategies.

The market for CRM services is expanding,
representing a significant growth sector. This is
evident in both the take-up of CRM and the
investment in CRM tools and techniques. The
increased interest in CRM as a strategic business
approach is a consequence of a number of trends.
These include:

� The shift in business focus from transactional
marketing to relationship marketing

� The transition in organizational structures from
functions to processes

� The recognition of the benefits of using
information proactively rather than solely
reactively

� The greater utilization of technology in managing
and maximizing customer insight.

However, there remains considerable confusion
about what exactly CRM is. Confusion surround-
ing the definition and role of CRM may be
explained by the following factors: its relatively
recent arrival; the lack of a widely accepted and

clear definition of its scope; an emphasis on IT
aspects rather than its benefits in terms of build-
ing relationships with customers; and its associa-
tions with specific tools sold by IT vendors.

In this chapter, we outline a strategic frame-
work for addressing CRM. This framework has
been developed to clarify CRM’s function and
‘fit’ within the organization, and to help optimize
its use as a strategic management approach. This
framework comprises five interrelated cross-
functional processes:

1 the strategy development process
2 the value creation process
3 the multichannel integration process
4 the information management process
5 the performance assessment process.

While these processes have universal application
in all organizations, the extent to which they need
to be emphasized will vary according to each
organization’s unique situation.

This chapter provides a framework for under-
standing and implementing CRM as a means of
ensuring the overall business strategy delivers
increased shareholder results. The structure of the
chapter is as follows: first, we briefly review the
nature of CRM and provide a definition; second, 
a framework for understanding CRM at strategic
level is outlined; third, five cross-functional pro-
cesses that enable CRM to be adopted and imple-
mented effectively are examined in turn; finally,
we address four critical areas that need to be
addressed for successful CRM implementation.



Defining CRM

The term ‘Customer Relationship Management’
emerged within the IT vendor community and
practitioner community in the mid 1990s. It is
typically used to describe technology-based cus-
tomer solutions such as sales force automation.
Within the academic community, the two terms
‘relationship marketing’ and ‘CRM’ are often used
interchangeably (Parvatiyar and Sheth, 2001).
CRM is, however, more commonly used in the
context of technology solutions and has been
described as ‘information-enabled relationship
marketing’ by Ryals and Payne (2001).

A significant problem faced by many organi-
zations deciding to adopt CRM stems from the
fact that there is still a great deal of confusion
about what constitutes CRM. In interviews with
executives, which formed part of our research, we
found a wide range of views regarding what is
meant by CRM. To some, it meant direct e-mail, a
loyalty card scheme or a data base, while others
viewed it as a help desk or a call centre. Some said
that it was about populating a data warehouse or
undertaking data mining, while others saw CRM
as an e-commerce solution such as the use of a
personalization engine on the Internet, or a rela-
tional database for sales force automation. The
lack of a widely accepted and appropriate defini-
tion of CRM can contribute to the failure of a
CRM project where an organization views CRM
from a limited technology perspective or under-
takes CRM on a fragmented basis.

We believe that how CRM is defined is not
merely a question of semantics. Its definition can
have a significant impact on how CRM is accepted
and practised by the entire organization. From a
strategic standpoint, CRM is not simply an IT
solution to acquiring and growing a customer
base; rather, it involves a profound synthesis of
strategic vision; a corporate understanding of the
nature of customer value within a multichannel
environment; the utilization of the appropriate
information management and CRM applications;
and high quality operations, fulfilment and serv-
ice. Thus, we propose CRM, in any organization,
should be viewed in a broad strategic context.

We define CRM as follows:

CRM is a strategic approach concerned with creat-
ing improved shareholder value through the devel-
opment of appropriate relationships with key
customers and customer segments. CRM unites the
potential of relationship marketing strategies and

IT to create profitable, long-term relationships 
with customers and other key stakeholders. CRM
provides enhanced opportunities to use data and
information to both understand customers and 
co-create value with them. This requires a cross-
functional integration of processes, people, opera-
tions and marketing capabilities that is enabled
through information, technology and applications
(Payne and Frow, 2005).

This definition provided guidance for the devel-
opment of the strategic framework we now 
outline.1

A strategic framework for CRM

Organizations large and small, across a variety of
sectors, are increasingly embracing CRM as a
major element of corporate strategy for two
important reasons: new technologies now enable
companies to target chosen market segments,
micro-segments or individual customers more
precisely and new marketing thinking has recog-
nized the limitations of traditional marketing and
the potential of more customer-focused, process-
oriented perspectives.

However, CRM’s recognized potential to
deliver commercial improvement has been cur-
tailed by a lack of clear guidance on what CRM is.
what its component parts are and how the com-
ponent parts can be integrated successfully within
the organization. When an organization views
CRM narrowly as a direct e-mail initiative, a loy-
alty card scheme or a call centre, it is likely to to
develop its CRM activities on a piecemeal and
fragmented basis.

In this chapter, we position CRM as a strate-
gic set of activities that commence with a detailed
review of an organization’s strategy and conclude
with an improvement in shareholder value. The
notion that competitive advantage stems from 
the creation of value for the customer and for the
company is key to the success of CRM, which
demands that responsibility for value delivery is
shared across functions and hierarchies. Because
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CRM is a cross-functional activity and in large
companies seeks to focus on potentially millions
of individual customer relationships simultane-
ously, it can be unwieldy to implement and
impossible to get right without a purposeful and
systematic approach.

The Strategic Framework for CRM outlined in
Figure 20.1 is based on the interaction of the 
five cross-functional business processes outlined
above that deal with strategy development, value
creation, multichannel integration, information
management and performance assessment. These
processes make a greater contribution to organiza-
tional prosperity collectively than individually and
must, therefore, be treated as an integrated and
iterative set of activities. Adetailed consideration of
each of the processes will help managers realize the
benefits of CRM.

The framework is based on the premise that
all five processes are critical to the business and
that they need to be closely integrated with each
other. The way in which the framework can be best
considered is as a progression through each of 
the processes, approaching them essentially from
left to right. It should start with a review of the
organizations’ strategic context and conclude with

improvement in shareholder value. The frame-
work, as the arrows in both directions in Figure
20.1 suggest, is iterative and interactive. A review
of a later process is likely to require a reconside-
ration of elements within processes examined 
earlier. Rather than be seen as a one-way linear
progression, the framework should be viewed as
an iterative feedback-driven progression aimed at
continually enhancing the benefits of CRM. To
understand what these benefits are and how they
are manifested, it is necessary to consider each of
the processes in turn.

The strategy development process

Where are we and what do we want to achieve?

Who are the customers that we want and how should
we segment them?

Most companies today recognize that their
future depends on the strength of their business
relationships, and most crucially, their relation-
ships with customers. In an effort to effect better
CRM, many organizations are introducing tech-
nology solutions in an effort to break the bonds 
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of antiquated IT legacy systems – often with 
disappointing outcomes. CRM, however, is not
simply an IT solution to the problem of getting
the right customer base and growing it. CRM is
much more.

Rather than immediately turning to such
technology solutions, managers need to first con-
sider CRM in the context of overall business strat-
egy. CRM must actively reflect and reinforce the
wider goals of the business if it is to be successful.
The strategy development process requires a dual
focus on the organization’s Business strategy and
its Customer strategy, and how well the two inter-
relate and will fundamentally affect the success of
the CRM strategy.

Business strategy
A comprehensive review of the business strategy
will provide a realistic platform on which to con-
struct the CRM strategy, as well as generate rec-
ommendations for general improvement. The
area of business strategy is well known, so it
requires little commentary here. An examination
of industry and competitive characteristics (e.g.
Porter, 1980) needs to be considered in terms of
future possible structural change including creat-
ing challenges to traditional business models (e.g.
Anderson et al., 1997).

Business vision and competitive
characteristics
The organization needs to fully understand its
own competencies within a competitive context in
order to be able to transfer them to the customer
as customer value. It is also vital that everyone in
the organization is pulling in the same, strategic
direction, and that they are alert to changes which
might signal opportunity or disaster. This is espe-
cially important where the organization is in tran-
sition from a product orientation to customer
orientation. Consideration of the following key
business issues – present and future – will serve to
re-affirm the appropriate course and direction for
the organization.

Stage of industry evolution: What is the current
state of your industry structure? What are the
likely and possible future changes?

Competitors’ profiles: What is the nature of
your competitors? How do they compete? How
will new competitors evolve in the future? Are
there new entrants on the horizon that are not hin-
dered by the same legacy architecture? Are there

new strategic alliances that may disrupt the value
market?

Your company’s profile: Where does your com-
pany fit within the industry structure? What are
your organization’s resources and competencies?

Business definition: What is your strategic
intent? In the light of industry evolution and the
competitive environment, how should you define
your business scope? Have you developed a state-
ment of business purpose or a mission statement
that clearly communicates this to relevant stake-
holders?

Channels of distribution: What is the current
and future role of different distribution channels?
What opportunities exist for disintermediation or
re-intermediation? What opportunities exist for
new forms of distribution and delivery in terms
of electronic commerce and mobile commerce?

Information technology platform: What is the
appropriate IT platform for serving present and
future customers and corporate needs?

The value of such a review is that it will pro-
vide a realistic platform on which to construct the
business’s CRM strategy. A company needs to
fully understand its own competencies in order to
be able to transfer them to the customer as cus-
tomer value. It is also vital that everyone within
the organization is clear about the business’s over-
all purpose and intent so that they can pull in the
same, strategic direction. This is especially impor-
tant where the organization is in transition from a
product orientation to customer orientation.

As well as understanding its own capacities
and limitations, the company needs to appreciate
the nature of the competitive environment in
which it operates, and to be alert to changes that
might signal opportunity or disaster. A greater
understanding of the external environment will
also benefit the company’s understanding of cus-
tomers, of the opportunities and also the threats
they face in the marketplace. The purpose of
addressing business strategy as part of the CRM
strategy development process is to determine
how the organization’s customer strategy should
be developed and how it will evolve in the future.

Customer strategy
The other half of the strategy equation is deciding
which customers the business wants most to
attract and keep, and which customers it would
prefer to be without. No firm can successfully be
‘all things to all people’, and thus finding the best
potential customers and retaining them is vital.
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Customer choice and customer
characteristics
The prior review of business strategy will be
instrumental in reaching a judgement on broad
customer focus. A consideration of the following
issues will assist the organization to determine
more specifically its choice of customers and their
characteristics when defining the role of CRM in
the organization.

Nature of customer strategy: Do you have one?
Is it flexible enough to withstand change in the
competitive environment and strong enough to
lead constructive change within the organiza-
tion? What is the current nature of your dealings
with customers? Are they basic transactions or
more formalized relationships? Do you specialize
in serving an elite clientele or is your focus more
on the ‘mass market’?

Status of customer strategy: Is your customer
strategy considered important within the organiza-
tion? Does the management of customers receive
sufficient and appropriate support in terms of
resource, recognition and real commitment? Is it
working? If not, why not?

Customer segments: Who are your existing and
potential customers? Which forms of segmenta-
tion are most appropriate rather than easiest to
achieve? What are the major segments? What are
the opportunities for micro segmentation, one-to-
one marketing and mass customization?

Knowledge of customer base: Can you describe
in detail the profile(s) of your customers? Can
you identify patterns in their motivations and
behaviours? If so, in a refined or basic way? Do
you actively and proactively seek to build your
customer ‘intelligence’? Do you fully exploit the
customer intelligence you have?

Product/service involvement and complexity of
purchasing behaviour: Who constitutes the decision-
making unit of your customers? How are your
products/services purchased? How important are
they to your customers? Is your average level of
customer service quality exceptional/adequate/
poor? Are you working to improve it/maintain it?

Customer relationships: What kinds of rela-
tionship do you have or want to have with your
customers? How retainable are your customers?
How do you ‘remember’ and ‘reward’ your cus-
tomers? Do you feed customer communication
back into the business so you can relate to cus-
tomers on a one-to-one basis?

Value of customer base: Do you formally quan-
tify the value of your customers? In what terms

(loyalty, customer lifetime value (CLV) revenue,
referrals, etc.)? Do you actively seek to select the
most valuable customers and deselect the less or
least valuable customers?

The organization will need to determine the
amount and kind of customer information it
requires, as well as how closely and through what
channels it should interact with its customer base
both now and in the future. Furthermore, while
the ability to satisfy customers’ existing needs is
paramount, companies must also strive to pre-
empt their future, often unexpressed, needs.

It is important to recognize that customers
differ and thus relationships with customers will
have to be managed differently if they are to be
successful. This is a key principle of CRM. The
aim of CRM is to build relationship strategies that
refine relationships and in this way increase their
value. Creating competitive advantage through
the skilful management of customer relationships
will normally require a reappraisal of the way in
which customers are approached and segmented,
and the way in which resources are allocated and
used. To achieve this level of refinement requires
a careful choice of the levels at which segmenta-
tion is undertaken.

Segment granularity
Creating competitive advantage through the skil-
ful management of customer relationships will
normally require a reappraisal of the way in which
customers are approached and segmented, and
the way in which resources are allocated and
used. Customer strategy involves determining 
the appropriate level of segmentation granularity
(including whether a macro-segmentation, micro-
segmentation, or one-to-one is appropriate; e.g.
Rubin, 1997), identifying key customer segments
and building strategies to address these cus-
tomers. If a company operates in an intermediated
market, it will have a number of customer groups
and each of them needs to be fully considered in
terms of segmentation approach and granularity.

Decisions regarding segmentation need to be
taken in the context of a number of considera-
tions. These include the existing and potential
profitability of different customer types, the infor-
mation on customers that is available and that can
be collected at a justifiable cost, the level of com-
petition, and the existing and likely future use of
channels.

Considerable attention has been directed at
the potential for shifting from a mass market to a
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‘one-to-one’ marketing environment (Peppers
and Rogers, 1993). Exploiting e-commerce oppor-
tunities and the fundamental economic character-
istics of the Internet can enable a much deeper
level of segmentation granularity than is usually
provided by other channels.

However, segment granularity needs to be
examined in the company and industry context in
which it is being considered. In some cases, espe-
cially in an e-commerce environment, an immedi-
ate migration to a ‘one to one’ or a ‘one to few’
may be undertaken. However, in more traditional
businesses, more ‘macro’ forms of segmentation
will be relevant. It is worth making the point that
many companies have for a long time adopted
one-to-one marketing through a key account
management system, although it was not referred
to as such.

An important point is that ‘one-to-one’ mar-
keting does not imply adopting a ‘one-to-one’
approach with every single customer. Rather, it
suggests understanding customers in terms of
their economic importance and then adjusting
the marketing approach to reflect the importance
of different customer groups according to their
existing and potential profitability. Peppers and
Rogers make this point. However, it is sometimes
disregarded when a discussion of one-to-one
marketing is undertaken.

Thus, clear segmentation of the customer
base and adopting the correct level of segment
granularity is an important element of customer
strategy. It is also a necessary pre-condition before
considering the value creation process, as seg-
mentation is crucial to this process.

The value creation process

How should we deliver value to our customers?

How should we maximize the lifetime value of the cus-
tomers we want?

The value creation process is concerned with
transforming the outputs of the strategy develop-
ment process into programmes to deliver value to
both the customer and the supplier organization.
The value creation process consists of three key ele-
ments: (1) determining what value the company
can provide to its customers (the ‘value customer
receives’), (2) determining the value of the organ-
ization received from its customers (the ‘value
organization receives’) and (3) by successfully
managing this value exchange, the organization

then aims to maximize the lifetime value of desir-
able customer segments.

However, the emphasis in many companies
is on the second element of value. To these com-
panies, customer value means:

� how much money can we extract from the
customer?

� how we can sell them more of the existing
products and services they are buying?

� how we can cross-sell them new products and
services?

Most companies do not consider, in sufficient
detail, the value the company seeks to deliver to
customers in clearly identified customer segments
and micro-segments and how they are going 
to achieve this. Where both sides of the value
exchange are not addressed in an integrated man-
ner, it is not surprising that a supplier’s offering to
customers does not have a strong impact on key
customer segments. Operating with a detailed
understanding of the increased value a company
can deliver to its customers is likely to significantly
increase the value the organization subsequently
receives from its key customer segments.

The value the customer receives
The value the customer receives from the supplier
organization can be determined by developing
value propositions and undertaking a value assess-
ment. Here, customer value is seen as an inherent
part of the product and one that can be managed
actively by a company to benefit the customer. In
fact, customers are not buying goods or services –
they really buy specific benefits which solve 
problems. The value they attach to the offer is in
proportion to the perceived ability of the offer to
solve their problem. Product augmentation is a
means of creating product differentiation and thus
added value from the customer’s perspective.

For managers wishing to review the existing
‘offer’ to customers and consider the potential for
increasing the value they provide to their cus-
tomers, some structured framework or methodol-
ogy to do this is desirable. One useful approach is
the value-proposition concept.

The value proposition
In recent years, managers have started to use the
term ‘value proposition’ increasingly frequently.
All businesses exist to deliver some form of value
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proposition which may be implicit or explicit. 
A company should aim to create a value proposi-
tion that is superior to and more profitable than
those of competitors.

However, our discussions with many organ-
izations suggest that they rarely develop a value
proposition and where they do it is not usually
underpinned by an analytical process.

The term ‘value proposition’ is used by organ-
izations in two ways. In general terms, it is used to
describe the notion of creating customer value in a
very broad sense. In more specific terms, it is used
to describe a particular approach to creating cus-
tomer value first developed at consulting firm
McKinsey & Co. (e.g. Lanning, 1998).

In this latter sense, the term ‘value proposi-
tion’ is used to describe an approach that for-
mally defines:

� the target customers
� the benefits offered to those customers
� the price charged relative to the competition.

Value propositions provide an explanation of the
relationship between the performance attributes
of a product or service, the fulfilment of needs
across multiple customer roles (e.g. acquiring,
using and disposing of products) and the total
cost. Thus, it should be based on an understand-
ing of the total customer relationship life cycle.

Value assessment
Having developed a value proposition, the next
step should be to undertake a value assessment.
A value assessment seeks to determine if the
value proposition that has been developed is
likely to result in superior customer experience.
Value assessment may be undertaken in a num-
ber of ways.

A frequent method is for a company to make
an assessment based on subjective judgements
about the attributes and benefits which are impor-
tant to the customer. A frequent mistake made by
companies is assuming customers attach the same
importance to these attributes as does the supplier
company. Experience suggests that companies
often do not identify all the relevant attributes;
and, even when a company correctly identifies
those attributes which are most relevant to the
customer, the ranking of these by the customer
and the supplier may vary significantly.

The first step should be to identify the attrib-
utes of importance to given customer segments

from the perspective of the customer. Once these
attributes are defined, we can seek to identify the
relative importance of each of them and the com-
pany’s perceived performance on these attributes
relative to the competition. There are various
ways of discovering the importance that the cus-
tomer attaches to each attribute. One method is 
to ask a representative sample of customers to
rank them in importance on a five point scale.
However, this is impractical when there is a large
number of attributes as this gives little insight into
their relative importance. Alternatively, rankings
could be made on the attributes and a weight
given to them.

A more sophisticated solution is to adopt 
an innovation developed in customer–market
research: the use of conjoint analysis (e.g. Aaker 
et al., 1998). Conjoint analysis is based on the con-
cept of successively trading-off one of these attrib-
ute against another. Also known as trade-off
analysis, it is now used more regularly by consult-
ing firms, market research firms and advertising
agencies.

Recognizing the differences between cus-
tomer segments is critical. Trade-off analysis can
also be used to identify customers that share com-
mon preferences in terms of attributes. Experience
of researchers and consultants working in this area
suggest that this form of analysis may often reveal
substantial market segments with service needs
that are not fully catered for by existing offers.

The value the organization receives
As indicated above, the value the company
receives from the customer has the greatest associ-
ation with customer value for most organizations.
Customer value from this perspective of value is
an output of, rather than an input to, value cre-
ation. As such, it focuses not on the creation of
value for the customer but on the value outcome
derived from providing and delivering superior
customer value. Fundamental to the concept of
customer value in this context is understanding
the economics of customer acquisition and cus-
tomer retention.

Customer acquisition and its
economics
The importance of customer acquisition varies
considerably according to a company’s specific 
situation. For example, a new Internet entrant will
primarily be concerned with customer acquisition,
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whilst an established manufacturing company
operating in a mature market may be more con-
cerned with customer retention.

The customer acquisition process is typically
concerned with:

� acquiring customers at a lower cost
� acquiring more customers
� acquiring more attractive customers.

The starting point in understanding customer
value is to determine the existing customer acqui-
sition costs within the existing channels that are
utilized and to determine how these vary across
different segments or microsegments. The next
step is to consider how acquisition costs may
vary across different channels. The Internet has
allowed many companies to create websites
which have enabled customers to be acquired at 
a fraction of the costs of other more traditional
channels.

Once a company has an understanding of
how acquisition costs vary at both the segment
and channel levels, they can then start to explore
the issue of acquiring more customers and more
attractive customers. For most marketing man-
agers, acquiring more customers, within a given
segment and channel, usually means using a bet-
ter promotional approach in terms of more tar-
geted direct e-mail, more effective advertising or
an improved website. However, the opportunity
of using existing customers to attract new cus-
tomers should also be considered. This means
creating ‘advocacy’ amongst your existing cus-
tomers through delivering a superior value
proposition that results in much better service
than that of the competition.

In many instances, customer acquisition can
be improved through insights from the analysis
undertaken in developing the value proposition
and value assessment outlined above. This should
result in a better focus on key customer segments,
adopting the appropriate level of segment granu-
larity and creating propositions attractive to those
target customers.

Customer retention and its 
economics
Many authors and researchers have suggested
that it costs around five times more to get a new
customer than to keep an existing one. Despite
this finding, many companies have traditionally
focused their marketing activity on acquiring

new customers, rather than retaining existing cus-
tomers. This may be partly due to the historical
convention in many companies that rewards cus-
tomer acquisition to a much greater extent than
customer retention.

Whilst most companies recognize that cus-
tomer retention is important, relatively few of
them understand the economics of customer
retention within their own firm. Until relatively
recently, there was little research that critically
evaluated the relative financial benefits of cus-
tomer acquisition versus customer retention. In
1990, a partner at consulting firm Bain & Co and 
a professor at the Harvard Business School pub-
lished some revealing research findings, which
demonstrated the financial impact of customer
retention (Reichheld and Sasser, 1990). They found
even a small increase in customer retention pro-
duced a dramatic and positive effect on profitabil-
ity. Their research showed that a five percentage
point increase in customer retention yielded a very
high improvement in profitability in net present
value (NPV) terms. Increasing the customer reten-
tion rate from, say, 85 to 90 per cent represented 
an NPV profit increase from 35 to 95 per cent
amongst the businesses they examined.

Given these dramatic findings about the
impact of improvement in customer retention
and the explanations for them, there is a strong
justification for companies to examine the eco-
nomics of customer retention in their own busi-
nesses. However, our research suggests that
managers have been slow to implement changes
in marketing activities to emphasize customer
retention.

Customer segment lifetime value
analysis

A balance is needed between the marketing
efforts directed towards existing and new cus-
tomers. This balance will vary greatly depending
on whether the business is a ‘dotcom’ startup or a
mature ‘bricks and mortar’ company. However,
in general, marketing expenditure is imbalanced
with too much attention being directed at cus-
tomer acquisition.

To enable a decision on the relative amount
of emphasis that needs to be placed on them, an
understanding of both acquisition and retention
economics at the segment level is critical. To cal-
culate a customer’s real value, a company must
look at the projected profit over the life of the
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account. This represents the expected profit flow
over a customer’s lifetime. The key metric used
here is CLV, which is defined as the NPV of the
future profit flow over a customer’s lifetime.

It should not be assumed that companies will
wish to retain all their customers. Some customers
may cost too much money to service, or have such
high acquisition costs in relation to their profitabil-
ity that they will never prove to be worthwhile and
profitable. Clearly, it would be inadvisable to invest
further in such customer segments. It is likely that
within a given portfolio of customers, there may
be some segments that are profitable, some that are
at break-even point and some that are unprof-
itable. Thus, increasing customer retention does
not always yield increases in customer profitabil-
ity. In some instances, increasing the retention of
such unprofitable customers will decrease prof-
itability. It should be recognized, however, that
unprofitable customers may be valuable in their
contribution towards fixed costs and considerable
caution needs to be placed in the allocation 
of fixed and variable costs to ensure that cus-
tomers who make a contribution are not simply 
discarded.

Advanced analytical models can help organ-
izations determine customer value in terms of
CLV. However, thoroughly understanding exist-
ing acquisition economics and retention econom-
ics at the segment and micro-segment levels is 
a stage relatively few organizations have advanced
to. Once this stage has been reached, the organiza-
tion should move to modelling future profit poten-
tial for each market segment. Modelling of future
profit potential takes into account that individual
consumers may be persuaded to buy other prod-
ucts, or more of an existing product, over time.
Further, future profit potential may be significantly
enhanced through creatively exploiting alternative
channel structures, which we now consider.

The multichannel integration process

What are the best ways for us to get to customers and
for customers to get to us?

What does the ‘perfect customer experience’, deliver-
able at an affordable cost, look like?

The multichannel integration process
involves making decisions about the most appro-
priate combination of channels through which to
interact with your customer base; how to ensure

the customer experiences highly positive interac-
tions within those channels; and, where cus-
tomers interact with more than one channel, how
to create a ‘single unified view’ of the customer
experience. To determine the nature of the busi-
ness’s customer interface, it is necessary to con-
sider the key issues underlying channel selection,
the purpose of multichannel integration, the
channel options available and the importance of
integrated channel management in delivering an
outstanding customer experience.

Issues in channel selection
Selecting the company’s route to market (i.e. how
to make its products or services available to the
end consumer) involves considering a number of
issues, which may be summarized under the
headings of channel suitability and channel 
structure.

Channel suitability
The most appropriate choice of channel (or chan-
nels) for any company will be the one that is 
most attractive to the end consumers in the target
market segment. The level of attraction will be
determined by the company’s ability to create
customer value relevant to those customers’
needs.

Thus, when developing channel strategy, 
a company must be equipped with an understand-
ing of the benefits sought by the end consumer at
the different stages of the buying process, from the
customer’s initial point of enquiry through to their
ownership and use of the product or service.

Depending on the offer made, inherent bene-
fits to the customer might include the ability to
obtain information quickly, access the channel
easily, communicate with the supplier effectively,
physically inspect the product prior to purchase,
have the product customized, and obtain service
and support during the course of ownership. By
identifying which benefits the customer seeks
and the relative importance attributed to them,
the company can evaluate channel suitability and
determine which channel option would deliver
these benefits to the greatest degree for the lowest
cost. This emphasizes the point that creating a
value proposition which will attract target cus-
tomers does not simply rest with the design of the
product or service, but it also relies on how the
offer is made available to the end consumer in
terms of route, presentation and sales support.
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Channel structure
In addition to channel suitability, the way in
which the channel is organized can seriously
influence the success or failure of the channel.
Besides considering target customers’ current
buying behaviours and motivations, the company
should also consider how these might change
over time, particularly with respect to the impact
of developing technology. Over the last decade,
the traditional channel structures of many indus-
tries have been dismantled and reconfigured in
response to new technologies that have opened
new paths to market. Managers responsible for
channel strategy need to understand both the
nature of their industry channel structure now
and how it is likely to alter in the future. Valuable
insights into emerging trends within channel
structures can be gained from examining the
experiences of other sectors or other industries on
a global basis. Two types of structural behaviour
are important:

1 disintermediation (where changes in the current
business model or advances in technology mean
that a company ceases to use intermediaries to
create the value sought by end consumers).

2 re-intermediation (where changes in the current
business model or advances in technology result
in the emergence of new types of intermediary
that can create more value than was possible in
the previous channel structure).

Examples of disintermediation can be found in
businesses that have adopted call centre technol-
ogy and computer telephony integration (CTI)
rather than utilizing traditional branch-based
intermediaries. Direct Line Insurance, for exam-
ple, was able to create additional customer value
by offering customers the opportunity to deal
directly, and thus more cost-effectively, with the
company through the utilization of advances in
call centre technology and IT. The removal of con-
ventional and expensive brokerage networks
enabled the company not only to offer lower pre-
miums but also to gain a greater understanding
of customers, which could be translated into the
development of superior products and services.

A good example of re-intermediation exists on
the Web in the form of so-called ‘infomediaries’,
or web-enabled information agents. Rather than
the consumer having to spend considerable time
researching the alternatives available when con-
sidering purchasing a type of product, the infome-
diary performs that function on their behalf. For

example, Autobytel, a Web-based car sales inter-
mediary, was established to provide information
about car prices, details of availability from deal-
ers and even facilitate the purchase of cars.

Once macro-level decisions have been made
regarding the most appropriate routes to market,
the extent to which intermediaries are to be used
and how these may change over time, the organi-
zation then needs to consider multichannel options
and their combination in greater detail.

Multichannel integration
Faced with the necessity of offering consumers
different channel types to meet their changing
needs during the sales cycle (pre sale, sale, and post
sale), it is increasingly imperative to integrate the
activities in those different channels to produce
the most positive customer experience and to cre-
ate the maximum value. Competitive advantage
today is not just about selling products and serv-
ices to customers; it is about building long-
term and profitable relationships with customers,
which are founded on mutual benefit and trust.
To succeed, therefore, the company must consis-
tently seek to offer an individualized relationship
in every customer interaction through whatever
channel is being used. This will inevitably lead
the company to undertake an ongoing review of
all the possible means of interacting with cus-
tomers. Whilst some businesses may choose a
single channel strategy, many more will benefit
from a strategy based on the integration of multi-
ple channels.

Discussions on channels are usually domi-
nated by those that are involved in making the
sale. However, for strategic CRM the channels
need to be considered in the context of the whole
interaction over the life cycle of the customer rela-
tionship, not just in terms of the specific sales
activity. The stages of a customer relationship can
be considered under three broad headings: acqui-
sition, consolidation and enhancement.

Within these typical stages, a great number 
of interactions occur between the customer 
and the organization across different channels.
Understanding the nature of different customer
encounters within a multichannel environment 
is essential if the organization’s CRM activities
are to be fully effective. Further, customers’ needs
during the customer relationship life cycle phases
will vary according to the segment to which 
they belong and the product or service involved.
Thus, determining the most appropriate forms of 
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channel options for specific customer segments is
also critical.

Channel options
The multichannel integration process involves a
consideration of channel options. These options
fall into six main channel categories, as shown in
the strategic framework for CRM in Figure 20.1:

1 Sales force and personal representation
2 Outlets (including retail branches and kiosks)
3 Telephony (including telephone and facsimile

contact and call centres)
4 Direct e-mail
5 E-commerce
6 M-commerce

Although there are many individual channel
options, we have found it convenient to group them
into these six categories. Thus, options such as retail
branches and kiosks are included within ‘outlets’
and telephone contact, call centres and fax within
‘telephony’ and the Internet and digital TV within
‘E-commerce’. E-commerce and M-commerce are
addressed separately, as the ubiquity of the mobile
device, future technology advances beyond exist-
ing wireless technology, and the ability to tailor
information based on the customer’s physical loca-
tion, justify the latter being considered in its 
own right.

These channel categories can be represented
as a continuum of forms of customer contact
ranging from the physical (such as a face-to-face
encounter with a company representative) to the
virtual (such as an e-commerce or m-commerce
transaction). Clearly, employing a combination of
the channels most appropriate to the target cus-
tomer base and company structure will provide
the greatest commercial exposure and return.
Over time, more of these channels will be used
concurrently. For example, ‘voice over IP’ (voice
over Internet protocol) integrates both telephony
and the Internet.

Integrated channel management
Integrated channel management involves under-
standing what defines an outstanding customer
experience, and being able to deliver it at an
affordable cost to the organization. This raises
two questions: What does an outstanding cus-
tomer experience look like within a given channel?,
and, Where customers may interact with more

than one channel, how do we create the appropri-
ate look, touch and feel across different channels,
bearing in mind the inherent differences in the
nature of these channels?

In tackling these issues, the organization
needs first to consider what constitutes an out-
standing customer experience for different cus-
tomer segments in each of the channels being
used (or considered), and to determine how such
an experience might be delivered in a consistent
manner and at an affordable cost within each
channel.

Having established a set of standards for
each channel, the organization can then work to
integrate the channels, trying to optimize, but not
compromise, the accepted channel standards.
Achieving integration across the different chan-
nels will require attending to a myriad of areas in
order to ensure that the multichannel service
matches the individual needs of customers in 
different segments. A major objective will be to
achieve brand consistency across these channels
and this will require skilful channel management.

Modern customers expect to be served
through a multitude of channels, for example
through the Internet, face-to-face discussion, 
M-commerce applications, call centres and so on.
At the same time, these customers are individuals
who make their purchasing decisions according
to the unique factors of each given situation.
Therefore, customers may belong to a number of
different customer segments, simultaneously.
Taken together, these two aspects of customer
nature present a considerable challenge: how to
provide a high quality, multichannel service that
satisfies the individual and the changing needs of
increasingly empowered customers.

Providing services in both traditional and
contemporary channels is a priority for compa-
nies that are seeking to meet, or indeed, to exceed,
the expectations of discriminating customers.
However, many companies do not seem to recog-
nize the need to maintain equally high standards
of service across multiple channels. Because the
quality of a company’s service provision is only
as good as the weakest link in their multichannel
service mix, successful channel integration
demands that a company upholds the same high
standard of service its customers have come to
expect from the company in all of the channels
being used. To succeed in integrated channel
management, the company must be able to col-
lect, analyse and utilize a wide range of customer
information available from different channels as
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well as other sources. This is the role of the infor-
mation management process.

The information management process

How should we organize information on customers?

How can we ‘replicate’ the mind of the customer?
The information management process is con-

cerned with two key activities: the collection and
collation of customer information from all cus-
tomer contact points and the utilization of this
information to construct complete and current
customer profiles which can be used to enhance
the quality of the customer experience. As com-
panies grow and interact with an increasing num-
ber of customers through an increasing diversity
of channels, the need for a systematic approach to
organizing and employing information becomes
ever greater. Where customer information is
spread across disparate functions and depart-
ments, interactions with the customer may be
based on partial or no knowledge of the cus-
tomer, even though the customer may have been
with the organization for years. This fragmenta-
tion of customer knowledge creates two major
problems for the company. First, the customer is
treated in an impersonal way, which may lead to
dissatisfaction and defection. Second, there is no
single unified view of the customer upon which
to act and to plan.

A key role of the information management
process is to ‘replicate the mind of the customer’.
Thus the emphasis in this process needs to be on
how we can use this information in a proactive
way to develop enhanced relationships with the
customer, rather than on the elegance and sophis-
tication of the technology solution. The tradi-
tional corner shop serves as a good example of
successful CRM that replicates the mind of the
customer.

The corner shop proprietor was often able to
remember many details about his most valuable
customers – those who returned to the shop again
and again. Repeated interactions with the same
customers would also lead to the formation of
general impressions about customers, such as are
they trustworthy and how valuable their custom
was to the business. In other words, the shop-
keeper knew which customers were most valu-
able and how to retain them by using this
information to deliver increased customer value

that was tailored to the individual. However, as
such businesses grew larger, it became easy to 
be overwhelmed by the amount of customer data
that was generated and the ability to personalize
the offer was greatly reduced.

In an effort to keep pace with escalating vol-
umes of data, the tendency is for organizations to
create more or bigger databases within functions
or departments, leading to a wealth of disparate
silos of customer information. Companies are
thus left with a fragmented and often unwieldy
body of information upon which to make crucial
management decisions. The elevation of CRM
from the level of a specific application such as a
call centre, to the level of a pan-company strategy
requires the integration of customer interactions
across all communication channels, front- and
back-office applications and business functions.
What is required to manage this integration on an
ongoing basis is a purposefully designed process
that brings together data, computers, procedures
and people. The key material elements of the infor-
mation management process consist of the data
repository, IT systems, analytical processes and
front-office and back-office systems.

Data repository
To make an enterprise customer-focused, it is not
sufficient simply to collect data about customers,
or even to generate management information
from individual databases, because they nor-
mally provide only a partial view of the customer.
To understand and manage customers as com-
plete and unique entities, it is necessary to have 
a powerful corporate memory of customers; an
integrated enterprise-wide data store which can
provide the data analyses needed to inform
strategic and tactical decision-making processes.
The approach best suited to providing such 
a resource is the use of a data repository together
with appropriate analytical tools. In most cases,
integration of information from different data-
bases and departments will also be required.

The role of the data repository is to collect,
hold and integrate customer information, and
thus enable the company to develop and manage
customer relationships effectively. In the simplest
terms, the data repository comprises two main
parts: the databases and the data warehouse, as
shown in Figure 20.2.

Databases comprise a set of computer programs
and software packages for storing data gathered
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from a source such as a call centre, the sales force,
customer and market surveys, electronic points of
sale (EPOS) and so on. Each database usually oper-
ates separately and is constructed to be user-spe-
cific, storing only that which is relevant to the tasks
of its main users. Management and planning infor-
mation drawn from a single database is therefore
limited in value because it provides an incomplete
view of customer-related activity.

The data warehouse is a collection of related
databases that have been brought together so that
the maximum value can be extracted from them.
The basic idea of data warehousing is to gather as
much data as possible in the hope that a meaning-
ful picture will emerge.

An enterprise data model is used to manage this
data conversion process model, in order to mini-
mize data duplication and to resolve any inconsis-
tencies between databases. As well as connecting
to internal systems the data warehouse also often
takes feeds from external sources. The data ware-
house is organized to support the kinds of analy-
ses performed at customer management and
strategic planning levels. Analytical tools such as
data mining can be used to reveal patterns in cus-
tomer data, such as buying habits, which form
the basis of improved customer understanding
and relationship-building. End-users can access
the data warehouse using online analytical 
processing (OLAP) tools.

Using a data warehouse has two key advan-
tages. First, it stops complex data analysis from
interfering with normal business activity by
removing a heavy demand on the databases.
Second, the data in a data warehouse changes
only periodically (e.g. every 24 hours), allowing
meaningful comparisons to be made on stable
sets of data which exist in between updates of the
data warehouse. If databases were used for
analysis, analyses made at different times would
produce different results, making it impossible to

compare, for example, the sale of different prod-
ucts or the volume of sales in different regions.

Through the effective use of data analysis
tools, the data warehouse can help answer ques-
tions about customers’ behaviour and preferences,
and the value they provide to the enterprise. The
data warehouse is, therefore, instrumental to the
CRM task of identifying the enterprise’s best cus-
tomers, and identifying ways to retain them and
enhance their value.

More importantly, once firmly established,
the data warehouse supports the monitoring of
customers and provides a mechanism for testing
and refining customer strategy. This capability is
increasingly significant as markets become ever
more dynamic, and personalized services and
one-to-one marketing become more common-
place. In the world of e-business, especially,
where the ‘rules of the game’ are not well under-
stood, effective data analysis is critical.

Analytical tools
The analytical tools that enable effective use of the
data warehouse can be found in general data min-
ing packages and in specific software application
packages. Data mining packages enable the analy-
sis of large quantities of data to discover meaning-
ful patterns and relationships. Each pattern and
relationship explains something about customer
behaviour and provides indications of how 
customer relationships can be improved. More 
specific software application packages include
analytical tools that focus on such tasks as:

� Campaign management analysis
� Churn management
� Credit scoring
� Customer profiling
� Market segmentation analysis
� Profitability analysis
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These task-specific software packages combine
several of the general functions of data mining,
with support for the task, that will not be found
in general data mining software. Whether or not
data analysis is performed using a general or
task-specific package, the underlying data min-
ing functions will be concerned with tasks which
typically include segmentation analysis, predic-
tion, deviation detection or finding associations
between sets of data entries in a database.

IT systems
IT systems consist of the computer hardware and
the related software and middleware used within
the organization. Normally, organizations’ IT struc-
tures are developed over a long period of time, and
thus different, and often incompatible, computing
systems – both hardware and software – are uti-
lized in different parts of the business. Frequently,
there is insufficient integration of these different
systems and therefore technology integration is
required before databases can be integrated into a
data warehouse and user access can be provided
across the company.

The driving consideration should be how to
configure the organization’s IT systems so that
they deliver the information that is needed on
customers both now and in the foreseeable
future, as well as the other administrative sys-
tems that are required. In particular, as the num-
ber of customers and customer transactions
escalate, how to scale existing systems or plan for
the migration to larger systems without disrupt-
ing business operations is critical.

In terms of infrastructure development, a
comment should be made on the nature of
intranets and data warehousing. The highly struc-
tured nature of data stored in databases can be
contrasted with the rich and diverse forms of
information shared using intranets and knowl-
edge management technologies, such as multime-
dia and video. This emphasizes that an effective
CRM strategy must integrate data from signifi-
cantly different systems across the entire informa-
tion management process.

Front- and back-office applications
Front-office applications are the technologies used
to support customer-facing activities and are ones
where a great deal of current CRM emphasis has
been placed. They encompass all those activities
that involve direct interface with customers and

include sales force automation, call centre man-
agement, product configuration tools and sales
force and marketing automation. These applica-
tions are used to increase revenues by improving
customer retention and raising sales closure rates.
Back-office applications support internal adminis-
tration activities and supplier relationships,
involving human resources, procurement, ware-
house management, logistics software and some
financial processes.

Some activities, such as campaign manage-
ment, are difficult to classify as either front-office 
or back-office because they are customer-facing, but
do not directly support interactions with the cus-
tomer. The growth of enterprise-wide systems and
e-business is also blurring the distinction between
front-office and back-office. Goods tracking, for
example, has traditionally been a back-office sys-
tem used by employees who do not have any inter-
action with the customers. Many companies are,
however, providing customers with direct access to
goods tracking software through the Internet so
that they can track their own orders. In this case,
goods tracking must be regarded as a front-office
system because its performance affects the cus-
tomer’s perceptions of the organization.

The main concern about front- and back-office
applications is ensuring that they are sufficiently
coordinated and connected to optimize customer
relations and workflow. They can represent a fault
line in the company’s ability to provide consistent
customer value where communication and infor-
mation functions are not integrated seamlessly. For
instance, dozens of applications may be spread
throughout an organization, or departments may
be organized around products and services or
business functions, rather than processes which
support the customer relationship. For this reason,
it is useful to review existing applications from the
perspective of customer interaction, so that cus-
tomer needs drive technology solutions, rather
than the other way around.

Recently, much attention has been given to
the implications of e-business strategies that put
customers and business partners in direct contact
with databases. This increased access to opera-
tional data can create new challenges for CRM,
which may demand changes in the approach to
data warehousing and the organization of front-
office and back-office applications. One such chal-
lenge is the pressure that e-business creates for a
‘real-time’ marketing response, which requires all
customer interactions to be conducted with an
enterprise-wide view, rather than in terms of 
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marketing planning activities. In some cases, this
change may lead to the use of real-time data for
data analysis, rather than a data warehouse that is
only updated periodically.

Clearly, the information management process
is playing an increasingly important role in CRM,
supporting the collection and analysis of enor-
mous volumes of complex customer data. Like
other resources, data have a value in use, as well
as a limited shelf life. It is therefore crucial that
customer data are accumulated and deployed in
an organized and integrated fashion to provide a
comprehensive and current perspective of cus-
tomers. Selecting appropriate IT hardware and
software is a challenging task owing to the con-
straints of legacy systems and the enormous range
of technology options. To ensure that technology
solutions support CRM, it is important to conduct
IT planning from a perspective of providing 
a seamless customer service, rather than planning
for functional or product-centred departments
and activities. Such a customer-centred approach
to IT planning will ensure that customer informa-
tion is used effectively to maximize customer
value and the profitability of each customer.
Furthermore, data analysis tools, such as those
outlined above, make it possible to measure busi-
ness activities to determine whether new ways 
of managing customer relationships might be
advantageous in increasing shareholder value.
This kind of analysis provides the basis for the
performance assessment process.

The performance assessment process

How can we create increased profits and shareholder
value?

How should we set standards, develop metrics, meas-
ure our results and improve our performance?

The performance assessment process
involves an evaluation of the success of CRM. It is
this process which ensures that the organization’s
strategic aims in terms of CRM are being deliv-
ered to an appropriate and acceptable standard
and a basis for future improvement is estab-
lished. The key actions involve understanding
the drivers of shareholder value, identifying the
appropriate metrics against which the various
CRM activities can be measured, and establishing
an effective performance monitoring system to
apply these measures on an ongoing basis. The
shareholder results element and performance

monitoring element of this process have some
overlap between them. However, the former
involves a more ‘macro’ view of overall relation-
ships which drive performance, whilst the latter
is concerned with a much more detailed ‘micro’
view of metrics and key performance indicators.

Shareholder results
The ultimate objective of CRM for commercial
organizations is to deliver shareholder results
through an increase in shareholder value. Before
a review of performance monitoring takes place,
the organization should understand the specific
drivers of shareholder results that ultimately
determine CRM success. These drivers need to be
considered in the context of the business strategy
and the customer strategy set out in the strategy
development process. There are four key drivers
that impact on shareholder results: building
employee value, building customer value, build-
ing shareholder value and reducing costs. The
first three represent the main stakeholder groups
from which shareholder results are obtained,
while the latter impacts positively on the share-
holder results process by lowering costs to
improve profit margins.

Employee value, customer value and
shareholder value
Many organizations acknowledge the importance
of three key groups of stakeholders: employees,
customers and shareholders that are critical to
organizational success. These three groups clearly
have a relationship with each other. However, 
the precise nature of the relationship between
them has only recently been closely examined.
This has led to the recognition of the need to 
adopt a more integrated approach across these
groups and understand more deeply the linkages
between them.

Managers readily agree that there is linkage, as
shown in the performance ‘linkage model’ in
Figure 20.3, between good leadership and manage-
ment behaviour, improved employee attitudes,
customer satisfaction and increased sales, profits
and shareholder results. However, most managers
have no idea of how much an improvement in one
variable in this figure will lead to a measurable
increase in another.

A few companies have now started to use
such linkage models to explore these relation-
ships more explicitly. The best known of these is
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the ‘service profit chain model’ developed by
researchers at the Harvard Business School
(Heskett et al., 1997) which illustrates the ‘knock-
on’ effect between good leadership, strong and
appropriate management, happy employees, sat-
isfied customers and improved financial per-
formance. This work provides, amongst other
findings, strong evidence that profit is linked to
customer loyalty, which is linked to consistent
customer satisfaction. However, while few would
argue with the logic of such a linkage model, only
recently has any serious effort been made to
investigate and identify quantitative relation-
ships between variables in the model.

For example, Sears Roebuck and Co, the
largest US department store chain, has been highly
innovative in its efforts in this area. In addition to
addressing more common elements of CRM such
as the streamlining of their information systems,
which previously involved 18 separate legacy
databases into a single, integrated data warehouse,
they also developed a linkage model to help 
manage shareholder results. They used a modified
version of the service profit chain model to predict
revenue growth and profitability. Using sophisti-
cated causal pathway analysis, the company 
was able to identify 20 customer measures, 25
employee measures and 19 financial measures that
together provided profit indicators. This illustrates
how the specific metrics and key performance
indicators can be derived from this more macro
investigation of the drivers of shareholder value.
For example, by applying these metrics in the eval-
uation of performance, the company discovered
that a 5 unit increase in employee attitude drives a
1.3 unit increase in customer impression, a 0.5
increase in revenue growth and a quantifiable
increase in profitability (Rucci et al., 1998). With
this knowledge and understanding, the company
was able to effect a great improvement in perform-
ance and overall growth.

The development of linkage models such as
the service profit chain has been a welcome
development in enabling companies to evaluate
the effectiveness of CRM at a strategic level in
terms of improving shareholder results. More

companies are now starting to recognize the
value of addressing these higher level drivers
before determining standards, metrics and key
performance indicators.

Cost reduction
The improvement of shareholder results through
cost reduction is probably the area most often
associated with managers’ efforts to improve
profitability. Cost reduction can be achieved
through many ways. However, two ways are of
special interest in the context of CRM: deploying
electronic systems, such as automated telephony
services, that lower costs by enabling reductions
in terms of staff number and overheads and by
utilizing new channels, such as online self-service
facilities, that can lower the costs of customer
acquisition, transaction and servicing.

The savings from automation and adoption
of automated services and alternative channels
are well documented. For example, replacing cus-
tomer contact with branch-based employees with
a centralized call centre or replacing a branch-base
customer transaction with an Internet banking
transaction that is many times cheaper. However,
giving much concentration on cost reduction as 
a means of delivering shareholder results can be
counterproductive if it decreases customer value.
Companies need to determine what kinds of effect
cost reduction will have on their customer base.
Many individuals have had an increasing number
of negative experiences with their bank as it con-
tinually seeks ways to implement cost reduction.
Creating a central call centre not only will reduce
costs but is also likely to disenfranchise customers
who can no longer telephone their branches and
have personalized contact with bank employees
whom they know. Banks are losing many of their
best customers as a result.

Achieving a productive balance between 
fiscal efficiency and profitability means under-
standing customer value that may be destroyed
or enhanced as a result of such changes. Avoiding
customer value destruction when reducing costs
is a key element of successful CRM.

406 The Marketing Book

Leadership &
management

behaviour

Employee
attitudes

Customer
satisfaction

Financial
performance

Figure 20.3 The performance linkage model



Performance monitoring
Despite the increasing focus on customer-facing
activities, there is growing concern that metrics
generally used by companies for CRM are not
nearly as advanced as they should be. In particu-
lar, more detailed standards, measures and key
performance indicators are needed to ensure that
CRM activities are planned and practised effec-
tively, and that a feedback loop exists to maximize
performance improvement and organizational
learning.

Standards
A set of CRM standards against which best prac-
tice is measured is needed so that companies can
measure their performance against that of others.
As yet, there is no such internationally recognized
set of standards for CRM. However, a number of
initiatives are under way in this area. Some, such
as the Customer Operations Performance Center
(COPC) Standard, have initially focused on spe-
cific aspects of CRM such as call centres. Others,
such as a standards initiative at BT, are concerned
with identifying key areas in which standards
should be set across all the major areas of CRM.

In terms of CRM standards set in a specific
context, the COPC-2000® Standard is a good
example. This standard was developed in 1995 by
a core group of users of call centre services and
associated distribution fulfilment operations
including American Express, Dell, Microsoft and
L.L. Bean (COPC, 2004). The standard describes
the performance measurement approaches that a
customer service provider must establish and it
defines the metrics it must use to evaluate the
effectiveness and efficiency of its approaches. The
Malcolm Baldrige National Quality Award crite-
ria and framework were used as the basis for the
standard. While COPC does not set specific per-
formance objectives, such as a particular service
level that every call centre must meet, it does
require that all performance metrics be tracked,
linked to drivers of customer satisfaction and
used to improve overall call centre performance.

In terms of more universal CRM standards,
the UK telecommunications company BT devel-
oped a set of standards, based on the concept of
the COPC Standard, against which to measure
best practice in the following areas (Chidley, 2000):

1 Does my organization demonstrate leadership in
CRM? How do I compare with other
organizations?

2 How satisfied are my customers with the
products and services offered by my
organization?

3 What is the lifetime value of my customers? 
How can I be more cost-effective in delivering
customer service to them?

4 How effective and integrated is the access that
my customers use to reach my organization?

5 How effective are the customer solutions and
applications that enable my customers to obtain
my products and services?

6 How do I manage the customer information 
used and generated at each customer contact 
to deliver the maximum value from my
customers?

7 Do I have the skilled and motivated people to
deliver my products and services to customers?

8 Does my organization have the appropriate
customer-related processes to deliver quality
products and services?

9 Does my organization have the appropriate
Performance and Reporting procedures to
measure the impact of CRM strategy and
operations on the organization?

Each of these questions is translated into a set of
standards that can be used by an organization 
to assess their CRM capabilities. Companies
should consider developing a set of customer-
related standards in all the major areas of the CRM
framework and putting metrics and key perform-
ance indicators (KPIs) in place that permit a rigor-
ous performance assessment to be undertaken.

Metrics, KPIs and results
Two main questions need to be addressed if CRM
performance is to be measured and monitored
successfully:

1 What metrics and KPIs should be used that
adequately reflect the performance standards
across the five major CRM processes?

2 How are these metrics and KPIs linked, and what
opportunity do these linkages provide for
improved results through better management of
CRM across the organization?

The performance measurement systems adopted
by organizations in the past have tended to be
functionally driven. Thus, financial measures
were mainly the concern of the finance depart-
ment and the Board, marketing measures, the
domain of the marketing department and people
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measures, the responsibility of the HR depart-
ment. Such a functional separation of perform-
ance measures is clearly inappropriate for CRM
which is a cross-functional and holistic manage-
ment approach. Therefore, the measures used to
appraise CRM performance must be selected on
the basis that they interrelate and are applied
together to give a complete view of the entire
organization.

One of the most popular attempts to pro-
vide cross-functional measures is the ‘balanced 
scorecard’ developed by Kaplan and Norton
(1996). This measurement device works by pro-
viding a cumulative view of several perspectives
of the business: the customer perspective, the
internal perspective, including internal perform-
ance measures, the growth perspective, including
measures reflecting knowledge creation, innova-
tion and learning and the financial perspective,
which considers the shareholders’ view of the
organization. At a strategic level, it is concerned
with issues relating to the shareholder results
described above. At an implementation level, it is
concerned with identifying appropriate metrics
and KPIs. However, a drawback to using the ‘bal-
anced scorecard’ approach is that there is no uni-
versally successful list of measures to use, as each
organization’s measurement criteria will require
a different emphasis and mix of measures. Also,
the ‘balanced scorecard’ does not address the
linkages between the measures, which is crucial
to understanding how to improve performance.
The ‘balanced scorecard’ is, however, a signifi-
cant development in focusing on the importance
of non-financial measures that had been previ-
ously largely ignored in performance measure-
ment systems.

The challenge for companies in evaluating
and enhancing their CRM performance is, there-
fore, to identify the measures appropriate to the
organization and to understand the linkages
between them. As CRM has become increasingly
critical to overall competitive performance, there
is a great need to develop robust categories of
metrics for measuring, monitoring and bench-
marking good CRM practice.

Detailed research is now needed to 
identify these metrics and performance meas-
ures. However, in the absence of such research,
we propose four key categories for consideration:
strategic metrics, customer metrics, operational
metrics and output metrics.

Strategic metrics measure the success of the
organization’s strategic approach to CRM. They

measure, for example, the extent to which mar-
keting information is used when developing the
business strategy, the role of CRM in positioning
the organization in the marketplace and whether
the vision and objectives of the company focus
sufficiently on the customer.

Customer metrics measure both the value
delivered by the organization to the customer
and the value that the customer provides to the
organization. These set KPIs to measure, for
example, levels of customer satisfaction and cus-
tomer retention, customer acquisition costs and
customer lifetime value.

Operational metrics measure both people and
process performance. People measures include the
appraisal, compensation, recognition, training
and career progression of staff. Measures that are
important here include employee retention, pro-
ductivity, employee satisfaction and performance
targets. Process measures include customer service
levels, supplier performance targets and product
and service development targets.

Output metrics measure the effectiveness of
the CRM strategy on organizational performance
by calculating the value delivered to each of the
three main stakeholders: shareholders, employees
and customers. Value is determined in terms of
customer satisfaction, increased key segment prof-
itability, reduction in operational costs and
employee retention and productivity.

Inevitably, it is much easier to select which
metrics to use than to determine how to monitor
them in an integrated manner. It is, therefore,
important not only to identify the appropriate
standards of measurement but also to understand
the relationship between the metrics so that the
CRM processes can be refined, individually and
collectively, to maximum effect.

Overall, the test of the performance assess-
ment process lies in the organization’s ability to
respond confidently to the following fundamen-
tal questions:

1 Have we selected the most appropriate CRM
performance standards? Do we benchmark our
standards against ‘best in class’?

2 Have we determined appropriate metrics and
KPIs? Do we understand where these
performance metrics are linked?

3 Can we determine the impact of each metric,
individually and cumulatively, on our results?

4 Do we have appropriate feedback built into our
CRM monitoring process so that there is
continual improvement?
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Organizing for CRM implementation

In the previous sections of this chapter, we 
examined five key processes that comprise the
strategic framework for CRM. In this section, we
examine the key issues involved in organizing 
for implementation of a CRM programme. The
effective management of customer relationships
involves many both different and interlinked
aspects. However, simply addressing the processes
is not enough to ensure that CRM is effectively
implemented. Firms have to organize appropri-
ately to ensure that they achieve satisfactory
results from their CRM programmes.

Before a CRM strategy is developed, it is
important to assess whether the organization is
ready and willing to undertake all the needs to be
done to successfully implement customer-
focused strategies and CRM initiatives. CRM is
not an appropriate strategy for a company to
adopt if it does not have leadership support for
CRM and a Board-level sponsor committed to its
success. Thus, the cultural and leadership impli-
cations of CRM implementation must be fully
understood and addressed if it is to have any
chance of improving business results.

Research by the authors has identified four
critical elements for successful CRM implementa-
tion. These include CRM readiness assessment,

CRM change management, CRM project manage-
ment and employee engagement. These four
implementation elements are shown in Figure 20.4
in relation to the five strategic processes of CRM.

We now consider how the four implementa-
tion elements in Figure 20.4 come together to sup-
port the organization’s CRM strategy.

CRM readiness assessment
A CRM readiness assessment can help managers
assess the overall position in terms of readiness to
progress with CRM implementation and identify
how well developed their organization is relative
to other companies. Research by Ryals and Payne
(2001) shows that there are identifiable stages of
maturity in CRM development: pre-CRM plan-
ning, building a data repository, moderately devel-
oped, well developed and highly advanced. Each
of these stages represents a level of CRM maturity
characterized by the extent to which customer
information is used to enhance the customer expe-
rience and customer-generated cash flows.

If an organization is in the early stages of
CRM development, it is useful to start with an
overview audit of the five key CRM processes to
help get senior management understanding and
buy-in at an early stage. The overview form of
readiness audit can be used to rapidly form an
initial view on the key CRM priorities, to define
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the relative importance of those priorities and to
determine where effort needs to be applied.
Figure 20.5 shows the output of such an exercise
for a major European bank. In the case of this bank,
changes were considered to be necessary in all
processes, with the greatest improvement needed
in the value creation and performance assessment
processes, as shown in Figure 20.5. A number of
important new CRM initiatives were identified
and project teams were formed to implement
them. Other organizations have found this
overview audit extremely helpful in identifying
progress and challenges in their CRM initiatives.
Such organizations typically found significant
differences in the gap between the current posi-
tion and the desired position and on the relative
emphasis on each process.

Although simple in concept, we found that
the completion of an overview audit and a struc-
tured discussion with a company’s managers
around the scorings was extremely valuable in
highlighting areas on which an organization
should concentrate in order to improve its CRM
performance. To extend the response rate, it is pos-
sible to develop a simple web-based programme
to collect and aggregate information from around
the company.

Firms that are more advanced, or ones that
wish to go into greater detail, can undertake a
more comprehensive CRM audit. A number of
CRM audit tools have also been developed,
mainly by consulting firms. These audits vary
greatly in detail and quality. Some are little more

than a quiz and others show little evidence of
understanding all the strategic issues relevant 
to CRM. One of the few audits that is more robust
is the customer management assessment tool
(CMAT) (QCI, 2004). QCI have accumulated a
substantial amount of data from a large number
of businesses which enables comparisons to be
made not only across all industries, but within
specific industry sectors. However, such audits
are not tailored to the specific circumstances of an
organization or industry sector and are not
weighted to reflect the relative importance of spe-
cific CRM issues to the organization. More work
is needed in the area of comprehensive audit
development.

CRM change management
To implement a large-scale and complex CRM ini-
tiative, companies will typically have to undergo
substantial organizational and cultural change. A
critical dimension of any large CRM programme,
therefore, is an effective change management 
programme. (We make a distinction here between
change management which is concerned with
strategic organizational change and employee
engagement which was seen as a more opera-
tionally-oriented set of activities. These activities
are, however, closely entwined.)

Because CRM is potentially so wide-ranging
in terms of the organizational ramifications, 
a robust analytical framework is needed to help
CRM leaders identify the organizational change 
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management issues in relation to a particular
CRM programme. One well-known change man-
agement framework, the ‘Seven S’ framework
(Peters, 1984), is a useful tool to help the organiza-
tion identify those issues relevant to their business.
This framework provides a means of viewing
organizations as packages of key skills or skill
gaps. Hence, it can be used as a tool for analysing
organizational deficiencies, building on positive
skills and identifying new skills needed. Child 
et al. (1995) illustrate the use of the ‘Seven S’
framework in a context relevant to CRM change
management.

CRM project management
CRM project management has increasing impor-
tance as the size and complexity of CRM initiatives
increase. There are two main types of CRM project:
first, where a team of specialists is brought
together on a temporary basis to address a particu-
lar project with a finite completion date and sec-
ond, where a cross-functional team is assembled
with a remit of ongoing management of part of the
enterprise’s CRM initiative. Successful CRM proj-
ects deliver against the CRM objectives derived
from the corporate objectives and support the
overall business strategy. Our research identified
that CRM projects which overrun budgets and
timescales create considerable damage to CRM
credibility, hence effective CRM project manage-
ment is essential.

Some organizations are adopting a large-
scale and very comprehensive approach to CRM
implementation. However, others found that 
an incremental and modular approach to CRM
development or enhancement was more appro-
priate. These latter companies typically engaged
in a series of smaller individual CRM projects,
undertaken in an appropriate sequence, each with
clearly defined objectives and return on invest-
ment (ROI) outcomes. These projects varied in the
emphasis placed on analytical CRM, operational
CRM and collaborative CRM (Meta Group, 2001).

As the CRM project plan is implemented,
two further issues should be considered: creep in
project scope and understanding the implications
of scale. Ebner et al. (2002) point out that as a proj-
ect grows in scope, the system’s development can
take on a life of its own, incorporating new fea-
tures that do not support business objectives but
add considerable complexity and cost. IT profes-
sionals have learnt that the bigger a project is, the
harder it is to integrate and the more likely it is to

miss deadlines or be scrapped altogether. The
business objectives that the CRM system was
intended to achieve must be kept under constant
scrutiny and any efforts to increase the scope of
the project must be evaluated very carefully.
Further, as a project is planned, it is critical that
the implications of scale increase are understood.
Point estimates of future demand should be
replaced with estimates based on three levels of
potential future demand: optimistic, most likely
and pessimistic. As the numbers of users and cus-
tomers grow, the system must be robust enough
to accept higher possible increases in volume.

Employee engagement
The final of the four implementation elements is
the engagement of employees to support the var-
ious initiatives that comprise the overall CRM
programme. Employees have a crucial role to
play within the CRM processes and implementa-
tion activities outlined in this chapter. An organi-
zation cannot develop and operate appropriately
customer-focused systems and processes without
motivated and trained employees.

Change management and project manage-
ment are particularly dependent on engagement
of employees for their success. Ensuring the deliv-
ery of a superior customer experience during times
of unexpectedly high demand requires the active
engagement and commitment of all customer-
facing staff and is a hallmark of a well-planned
CRM implementation. Increasingly, organizations
are recognizing the significant value their employ-
ees contribute to the business, which extends well
beyond the basic fulfilment of core duties.
Employees are instrumental in implementing
processes including customer service, improving
efficiencies and nurturing consumer confidence
and repeat purchase. The role of senior executives
in facilitating employee engagement is also vital.
However, at Board level, issues such as gover-
nance, finance, acquisitions and cost reduction
may predominate over issues of customer man-
agement, marketing and employees.

Therefore, how all the company’s human
resources are engaged, but especially those who
have any form of customer contact, is a key factor
in determining CRM success. A wide body of
research supports the claim that the surest way to
enhance competitive performance is through
recruiting and selecting the best employees, train-
ing and motivating them and providing effective
leadership. This will maximize the likelihood of
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employees engaging effectively with both cus-
tomers and their colleagues.

Summary

The strategic framework for CRM outlined in this
chapter is a formal response to the confusion and
frustration many companies are experiencing in
their efforts to adopt CRM. Its purpose is to pro-
vide a comprehensive framework for the devel-
opment of CRM strategy. By breaking CRM down
into its key cross-functional processes, it is possi-
ble to communicate the underlying principles of
CRM strategy, demonstrate the interdependence
of CRM activities and plan CRM activity on a
strategic and well-integrated basis.

The framework positions CRM as a strategic
set of activities that commence with a detailed
review of an organization’s strategy (the strategy
development process) and conclude with an
improvement in business results and increased
shareholder value (the performance assessment
process). It is based on the proposition that cre-
ation of value for the customer and for the com-
pany (the value creation process) is the key to the
success of relationships. CRM involves collecting
and intelligently utilizing customer and other 
relevant data to generate customer insight (the
information management process) to build a
superior customer experience at each touch-point
where the customer and supplier interact (the
multichannel integration process).

Organizing for CRM implementation involves
four elements that are critical to a successful CRM
programme: CRM readiness assessment, CRM
change management, CRM project management
and employee engagement. Implementing CRM
represents a considerable challenge in most enter-
prises. Any successful CRM implementation
should be preceded by the development of a clear,
relevant and well-communicated CRM strategy.
Organizations also need to adopt a strategic defini-
tion of CRM that focuses on business issues rather
than emphasizing IT issues.

Successful CRM demands coordination and
collaboration, and most of all integration: integra-
tion of information and information systems to
provide business intelligence; integration of
channels to enable the development and delivery
of a single unified view of the customer; integra-
tion of resources, functions and processes to
ensure a productive, customer-oriented working

environment and competitive organizational per-
formance. CRM is admittedly a complex task, but
by adopting a strategic approach, as outlined in
this chapter, organizations should be able to real-
ize the substantial benefits of effective CRM and
make progress on the journey towards achieving
excellence in customer management.
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CHAPTER 21

Marketing metrics
TIM AMBLER

Introduction

Marketers have long felt marginalized or at least
under pressure to justify their plans. They may not
look for accountability but there is increasing
acceptance that quantification, preferably in finan-
cial terms, of plans and performance is an increas-
ing factor in marketing (e.g. Shaw and Mazur, 1997;
Clark, 1999; Moorman and Rust, 1999; Marketing
Science Institute, 2000; Schultz, 2000; Marketing
Week, 2001). The Marketing Science Institute has
rated marketing metrics as a top tier project in
recent years (Marketing Science Institute, 2000;
Lehmann and Reibstein, 2006).

Marketing performance measurement has
traditionally focused on top line financial metrics
such as sales and sales growth (Clark, 1999). More
recently, financial attention has shifted to the bot-
tom line expressed as net cash flow, profits or
shareholder value (Lehmann and Reibstein, 2006).
This chapter discusses whether using purely finan-
cial metrics is adequate or whether non-financial
metrics are required as well. The US Institute of
Management Accountants reports the growing use
of non-financial measures (IMA, 1992, 1994, 1996).
The biggest obstacle to measuring marketing per-
formance is the assessment of the marketing asset,
namely ‘brand equity’, although some ambiguity
surrounds this term (Marketing Leadership
Council, 2001).

This chapter deals with marketing in the 
company-wide sense (Webster, 1992), that is, what
the company does to meet needs profitably (Kotler
and Keller, 2006). In other words ‘marketing’ here
refers to what the whole company does to satisfy

customers and thereby maximize net cash flow.
The performance of any marketing department, by
contrast, can only be assessed against the goals
they have been assigned and these vary from firm
to firm. Most firms have no specialist marketing
department at all and, of those that do, some have
responsibility for pricing, for example, and some
do not. The assessment of particular aspects of the
marketing mix, such as advertising, also falls out-
side this chapter.

Managers are forced by time, financial con-
straints and environmental uncertainty to take a
partial view of their environment (Day and
Nedungadi, 1994). The goals they select and the
metrics they use reflect that partial view. So metrics
are more than just a scorecard for performance but
influence plans made and actions implemented.

This chapter is structured as follows. After
reviewing the theoretical, empirical and brand
equity measurement literature, management prac-
tice is explored first in terms of its presumed evolu-
tion and then metrics usage. From this, some
lessons for good and bad practice can be drawn
and specifically in three areas: discounted cash
flow (DCF), return on investment (ROI) and the
benchmarks used for performance metrics compari-
son. DCF methods include customer lifetime value
(CLV), customer equity and brand valuation. The
metrics used for planning purposes, for example,
are not necessarily suitable for performance evalu-
ation. Brand equity needs to be formally measured
but, on the other hand, searching for a single finan-
cial performance indicator (‘the silver metric’) is
misguided. After suggesting where future research
is needed, this chapter concludes with a summary
of the findings.
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Theoretical background

The marketing performance literature has been
seen to provide little diagnosis (Day and Wensley,
1988), excessive focus on the short term (Dekimpe
and Hanssens, 1995, 1999), too wide a variety with
the consequential difficulties of comparison
(Ambler and Kokkinaki, 1997; Clark, 1999).
‘Perhaps no other concept in marketing’s short 
history has proven as stubbornly resistant to con-
ceptualization, definition, or application as that 
of marketing performance’ (Bonoma and Clark,
1988, p. 1).

There are, arguably, four types of theory
underlying the formal evaluation of marketing
performance:

1 Control theory suggests that metrics can be used
to minimize performance variances, that is, bring
performance back to plan (Noble and Mokwa,
1999).The two principal dimensions of marketing
control are outcome- versus behaviour-based
measures and their degree of formality (Ouchi,
1979; Eisenhardt, 1985;Anderson and Oliver, 1987;
Jaworski, 1988; Jaworski and MacInnis, 1989;
Jaworski et al., 1993; Celly and Frazier, 1996).
Outcome- versus behaviour-based forms of control
have been particularly investigated in the study of
sales control systems (e.g.Anderson and Oliver,
1987; Cravens et al., 1993; Oliver and Anderson,
1994; Babakus et al., 1996; Krafft, 1999).

2 Agency theory.Agents, whether middle managers
reporting to their seniors or directors reporting to
shareholders, expend considerable resources in
supplying metrics to principals to provide
reassurance that they are behaving in the interest of
principals (Jensen and Meckling, 1976; Fama, 1980;
Fama and Jensen, 1983).Again both outcome and
behaviour measures are used (Nilakant and Rao,
1994) to reduce opportunist behaviour and
therefore ensure that the agent will act in the
principal’s interest (Eisenhardt, 1989).Agency
theory has been applied to, for example, sales force
management, channel coordination and competitive
signalling (see Bergen et al., 1992 for a review), but
not specifically to metrics.

3 Institutional theory (Meyer and Rowan, 1977;
Zucker, 1987; Eisenhardt, 1988) suggests that
metrics will be selected, or perhaps evolve,
according to the cultural norms of businesses 
and the sectors within which they operate.
Chattopadhyay et al. (1999) carried out an
extensive study to determine the factors that

influence the way executives think.They conclude
that ‘executives’ beliefs are clearly influenced to 
a greater extent by the beliefs of other members
of the upper-echelon team than by their past 
and current functional experience’ (p. 781). Note
that metrics selection here is driven internally
and not by the market or by strategy. Selective
attention may be deliberate or arise from past
reinforcement (Dearborn and Simon, 1958).

4 Orientation theory suggests that the choice of
metrics will be influenced by the way top
management perceives its business.The extent to
which top management is interested in assessing
marketing, or market performance, may be
explained by the extent to which they are market
oriented (Kohli and Jaworski, 1990; Narver and
Slater, 1990; Jaworski and Kohli, 1993; Day, 1994a).
Market-driven firms need to gather and
disseminate market intelligence within the
organization (Kohli and Jaworski, 1990; Day, 1994b;
Slater and Narver, 1995).Thus the choice of
metrics reflects the relationship and the balance of
power between functions within the firm
(Workman, 1993; Fisher et al., 1997; Dawes et al.,
1998; Homburg et al., 1999; Sarin and Mahajan,
2001). Numerous studies (e.g. Jaworski and
MacInnis, 1989; Kohli and Jaworski, 1990; Glazer,
1991; Moorman et al., 1992; Moorman, 1995; Fisher
et al., 1997; Dawes et al., 1998; Homburg et al.,
1999; Hartline et al., 2000) show the effect of
political issues on upward information flow.

A more extensive discussion of these four the-
ories of metrics can be found in Ambler and
Puntoni (2003). The theories overlap but note that
the importance of metrics is not just due to the
information they contain but for their reflection of
what top management considers important.

Measuring brand equity

Ambler (2003) argues that marketing perform-
ance has two bottom-line components: short-term
profit or net cash flow and a proxy for the
changes in the out-years, namely the change in
the marketing asset or brand equity. As already
noted, the intangible marketing asset is a key
indicator of business prospects (Jacobson, 1990;
Balasubramanian et al., 2005). If a firm has built
up large intangible assets it can expect a continu-
ing flow of sales and profits without further
investment, at least for a time.



Brand equity (Aaker, 1991, 1996) is a widely
used term for the intangible marketing asset.
Srivastava and Shocker (1991) define brand
equity as ‘a set of associations and behaviors on
the part of a brand’s customers, channel members
and parent corporation that permits the brand to
earn greater volume or greater margins than it
could without the brand name and that gives a
strong, sustainable and differential advantage’ 
(p. 5). Brand equity reflects consumer loyalty 
and their willingness to pay a premium price 
for the brand and/or willingness to continue to
purchase.

Brand equity is an asset owned by the market-
ing company and should not be confused with
brand valuation, namely the financial net worth of
the asset if, for example, it was sold. The value of
my house is not the same as the house itself. The
confusion is compounded by the ambiguity of the
word ‘value’. For example, Lehmann and Reibstein
(2006, p. xii) ask ‘Does brand equity refer to the
value of the brand to the customer or the value of
the brand to the firm (aggregated across cus-
tomers)?’. Value in the former usage presumably
refers to worthwhileness whereas the second use
means financial net worth. Neither is correct.

Building brand equity ‘provides sustainable
competitive advantage because it creates meaning-
ful competitive barriers’ (Yoo et al., 2000, p. 208),
including the opportunity for successful exten-
sions, resilience against competitors’ promotional
pressures, and creation of barriers to competitive
entry (Farquhar, 1989; Keller, 1993).

Non-financial measures are of two types
(Lehmann and Reibstein, 2006): consumer behav-
ioural measures, such as loyalty and market share,
and ‘intermediate’ measures such as awareness and
intention to purchase (e.g. Keller, 1993; Park 
and Srinivasan, 1994). For example, Keller (1993)
defines customer-based brand equity as ‘the dif-
ferential effect of brand knowledge on consumer
response to the marketing of the brand’ (p. 8)
which separates intermediates from financial out-
comes. Keller distinguishes two components of
customer-based brand equity: brand awareness
and brand image.

Agarwal and Rao (1996) found that 10 popu-
lar brand equity measures (such as perceptions
and attitudes, preferences, choice intentions and
actual choice) were convergent. Perceptions, pref-
erence and intentions (five in all) predicted market
share but more dimensions of brand equity are
needed to predict behaviour. ‘It may not be neces-
sary to subject respondents to difficult questions in

order to obtain accurate measures of brand equity.
Simple appropriately worded single-item scales
may do just as well’ (Agarwal and Rao, 1996, 
p. 246). Customer-based measures, however, are
limited by consumer surveys failing to elicit accu-
rate information about the store environment in
terms of prices and promotions of different brands
(Park and Srinivasan, 1994).

Valuing brand equity
It would clearly be convenient if brand equity
could be measured with a single financial number
because then that could be added to short-term net
cash flow to give a single performance indicator, or
‘silver metric’. In other words, it would be conveni-
ent if brand equity could simply be measured by 
its financial value. The difference in brand valu-
ations from the beginning to the end of each period
could be used to adjust the short-term performance
(e.g. profits).

Simon and Sullivan (1993) separated the value
of brand equity from the value of the firm’s other
assets. The result is an estimate of brand equity that
is based on the financial market evaluation of the
firm’s future cash flow, that is, the difference
between the financial market value of the firm and
the value of its tangible assets. The theoretical
approach is to use the future value of the present
level of brand equity because current stock return
are driven by expectation about the future based on
current information (Lane and Jacobson, 1995).
Perfect market theorists have never been able to
explain how traders have better information about
the firm’s future than the firm itself but that is a dis-
cussion for another day.

Kerin and Sethuraman (1998) also employ the
relationship between stock market prices and a
firm’s intangible assets: ‘From a financial perspec-
tive, tangible wealth emanated from the incremen-
tal capitalized earnings and cash flows achieved by
linking a successful, established brand name to a
product or service’ (p. 260).

A more sophisticated, utility, perspective
deduces the value of brand equity from con-
sumers’ choices by formulating assumptions
about the structure of the utility function at the
individual level (Guadagni and Little, 1983;
Kamakura and Russell, 1993; Swain et al., 1993).
The use of actual purchase behaviour is valid but
the specification of the utility function is weak:
‘our measure of intangible value is a residual 
and is conditioned on both the validity of the over-
all Brand Value measure and on the particular
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objective measures of physical features used’
(Kamakura and Russell, 1993, p. 20).

Of the various ways of valuing brands, DCF
is the most frequently used (Arthur Andersen,
1992; Perrier, 1997). Other methods include the
cost of developing the brand, what the brand
would fetch on the market, the capital value of
the royalties if the brand were licensed and a 
‘formulary’ approach that determines a multiple
based on marketing variables which is applied 
to current brand profitability (Cravens and
Guilding, 1999).

Ambler and Barwise (1998) draw attention to
the confusion over whether the word ‘brand’
implies the inclusion or exclusion of the underly-
ing product. In other words, should brand valu-
ation be limited to the additional value of
branding compared to the profit stream from the
equivalent unbranded product? Since the ques-
tion in this chapter is marketing performance as a
whole, and the product must be part of that, it fol-
lows that brand valuation for marketing meas-
urement purposes should include the profits
attributable to the underlying product.

Ambler and Barwise also claim that brand
valuation is flawed for the purpose of assessing
marketing performance for eight reasons includ-
ing the difficulty of distinguishing future cash
flow due to past marketing actions from those
due to future ones. Their other objections were
subjectivity, coarse grain (brand valuation cannot
be fine tuned enough to pick up short-term
results), temporal shift of assumptions (the
underlying forecast assumptions are not like for
like), blinkered or narrow vision of the future,
lack of theoretical underpinning or market com-
parability and the use of any single number for a
multidimensional concept.

Criticism of only using financial indicators is
also not new (Chakravarthy, 1986; Eccles, 1991;
Bhargava et al., 1994). Accounting measures are
generally short term and fail to recognize the
intangible marketing asset, here called brand
equity. Yet for many companies, such as Coca
Cola, intangible assets have become more valu-
able than tangible (Standard and Poor, 1996).
Financial performance measures are therefore
necessary but not sufficient in defining overall
business performance and an exclusive use of
financial measures may actually undermine long-
term performance (Collins and Porras, 1995). The
importance of brand equity as a performance
driver has been underlined by the quantitative
analysis provided by Balasubramanian et al.

(2005). They found that greater intangible assets
were linked with the creation of more share-
holder value.

I conclude that quantifying the increase or
decline in this intangible asset is a crucial part of
assessing marketing performance since without
that, short-term results can present a biased pic-
ture. On the other hand, brand valuation does not
appear to provide the appropriate method.

Managerial metrics evolution

Success measures can be classified broadly as
either financial or non-financial (Frazier and
Howell, 1982; Buckley et al., 1988). Although meas-
urement of marketing performance was tradition-
ally seen as being at the top line, that is, sales
(Lehmann and Reibstein, 2006), some earlier work
included profit and/or cash flow (Feder, 1965;
Sevin, 1965; Day and Fahey, 1988).

In the 1980s, market share gained popularity
as a strong predictor of cash flow and profitability
(e.g. Buzzell and Gale, 1987). Later research, for
example Gale (1994), showed however that both
share and profits were driven by quality, although
the interaction between perceived and actual
quality was problematic. In the 1990s, other non-
financial measures such as customer satisfaction
(e.g. Ittner and Larcker, 1998; Szymanski and
Henard, 2001), customer loyalty (Dick and Basu,
1994), and brand equity (see Keller, 1998 for review)
became prominent. Ittner and Larcker (1998) found
that ‘the relationship between customer satisfac-
tion and future accounting performance generally
is positive and statistical significant’ (p. 2).

This evolution is reflected within managerial
practice. Clark (1999) showed financial measures
(profit, sales, cash flow) being supplemented with
non-financial indicators (market share, quality, 
customer satisfaction, loyalty, brand equity), input
(marketing audit, implementation and orienta-
tion) and output (marketing audit, efficiency/
effectiveness, multivariate analysis) measures.
Meyer (1998) claimed that ‘firms are swamped
with measures’ (p. xvi) and that some have over
100 metrics. This variety makes comparison diffi-
cult between results of different studies (Murphy et
al., 1996). A literature search of five leading market-
ing journals yielded 19 different measures of mar-
keting ‘success’, the most recurrent among which
were sales, market share, profit contribution, pur-
chase intention (Ambler and Kokkinaki, 1997).
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The general pattern of evolution of market-
ing metrics appears to be:

� Little awareness of the need for marketing
metrics at top executive level.

� Seeking the solution exclusively from financial
metrics.

� Broadening the portfolio with a miscellany of non-
financial metrics.

� Finding some rationale(s) to reduce the number of
metrics to a manageable set of about 25 or less, for
example Unilever (1998).

Managerial recognition of the excessive number
of metrics has led to attempts to organize a limited
number using ‘dashboards’ (Clark et al., 2006),
which bring together the multiple measures seen
by senior management into a clear, integrated and
concise package. Thus, management needs simul-
taneously to see a range of indicators metrics on a
single page or screen giving an easy-to-read sum-
mary of key marketing metrics (McGovern et al.,
2004; Reibstein et al., 2005).

Managerial metrics practice

From the preceding theoretical sections, it would
appear that the selection of metrics is primarily
driven by control and cultural (institutional and
orientation) theory. Although agency theory would
imply the selective use of metrics to influence
higher levels of management or shareholders, this
aspect barely appears in the literature and it seems
likely that the different levels of the hierarchy share
metrics less rather than more.

It would also appear that multiple measures
of brand equity are an essential part of the pack-
age and cannot be replaced by a single financial
indicator.

This section of the chapter compares two
descriptions of UK practice (Davidson, 1999;
Kokkinaki and Ambler, 1999) with that in the US
(Marketing Leadership Council, 2001).

Davidson (1999) reduced an initial list of 
47 to his preferred 10 metrics (Table 21.1). His
four criteria for the selection of the short list 
were importance to analysts, practical ability to
report, importance to management and economic 
importance.

Kokkinaki and Ambler (1999) used metric
categories to structure their analysis of individual
metric usage. Financial measures were reported
as being seen by top management as significantly

more important than all other (non-financial) 
categories (Table 21.2).

As far as the marketing asset is concerned,
62.2 per cent of the respondents reported the use
of some term to describe the concept. The most
common terms are brand equity (32.5 per cent of
those who reported a term), reputation (19.6 per
cent), brand strength (8.8 per cent), brand value
(8.2 per cent) and brand health (6.9 per cent).
Moreover, only 24.9 per cent of the firms regularly
(yearly or more) value the marketing asset finan-
cially, whereas 41 per cent of them regularly quan-
tify it in other ways, for example through
customer/consumer-based measures. These find-
ings suggest that a minority of companies (37 per
cent of total sample) quantify their marketing
assets, using any formulation, on a regular basis.

Kokkinaki and Ambler (1999) showed that
customer orientation did not influence the regu-
larity of tracking of financial and competitive
measures, but that the regularity of collection of
competitor measures was influenced by competi-
tor orientation. The relation between orientation
and measure importance is less clear. Customer
orientation was positively related with the
importance attached to most measures except
financial and competitive measures. Competitor
orientation also influenced the importance of
competitor measures, but it was also a significant
predictor of the importance attached to measures
related to consumer behaviour, consumer thoughts
and feelings and innovativeness.

The US study was a survey conducted
amongst their members by the Marketing
Leadership Council (2001). By far the greatest

Table 21.1 The 10 most valuable
metrics according to Davidson 

(1999)

Market trend
Market share
Major brand trends
Customer retention levels
New products/services in the past 5 years as 
a percentage of sales

Unit volume trend (%)
R&D as a percentage of sales
Capex as a percentage of sales
Marketing as a percentage of sales
Distribution trend (%)
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pressure for improved marketing metrics (66 per
cent compared with 22 per cent for the next rea-
son) was the need to demonstrate the financial
impact of marketing; 71 per cent considered that
the topic was more important than it had been a
year before. This endorsed the Marketing Science
Institute (2000) decision to keep marketing met-
rics at the top of their priorities.

The use of metrics across different sectors is
shown in Table 21.3.

This shows a consistent number of metrics
across sectors at around 21 but with considerable
variation in selection across sectors although that
may also owe something to small sector sample
sizes.

The majority (63 per cent) of respondents
were dissatisfied with their marketing metrics,
the largest problem being the difficulty of meas-
uring brand equity (49 per cent). Lack of data (58
per cent), inconsistency over time (52 per cent)
and lack of expertise (50 per cent) were cited as
the main reasons.

Good and bad practice

This section returns the spotlight to the question
discussed earlier of silver metrics and the bench-
marks used for performance assessment. Metrics
are tools and, like any tool, are not necessarily use-
ful except for their intended purpose. I will show
why DCF, for example, is good practice as a plan-
ning metric but should be used with care for 
performance evaluation. ROI is a good tool for

comparing capital investments but a bad tool for
marketing planning and performance evaluation.

Discounted cash flow
DCF reduces the stream of forecast future cash
flows to a single net present value using discount
and risk factors to balance the time use and
uncertainty of the forecasts with today’s cash. As
discussed above, it is the most popular method
for brand valuation (Perrier, 1997) and is also the
underlying methodology for CLV (Venkatesan
and Kumar, 2004; Gupta and Lehmann, 2005),
customer equity (Rust et al., 2004).

When planning and therefore comparing
alternative marketing strategies, estimating the
likely cash flows is good practice. Furthermore,
the assumptions which need to be made for DCF
can be standardized so that the differences arise
from strategy rather than context such as market
and economic growth.

We have established that performance can be
assessed by adding the profits or cash flow for the
period under assessment to the change in the mar-
keting asset during the period. The question here,
therefore, is whether a DCF silver metric can be
used as proxy for the marketing asset.

While DCF is good practice for planning
there are at least three problems with using DCF
for performance evaluation in addition to the
uncertainty about any forecasts being correct:

1 The managers whose performance is being judged
are also usually responsible for the forecasts.

Table 21.2 Importance of metric categories for 
assessing performance

Mean T df Sig. t

Financial 6.51
Direct customer 5.53 �14.90 499 0.000
Competitive 5.42 �16.78 523 0.000
Consumer intermediate 5.42 �15.60 515 0.000
Consumer behaviour 5.38 �15.60 522 0.000
Innovativeness 5.04 20.13 524 0.000

Note: t-tests refer to the comparisons between financial measures and each of
the other categories.
Source: Kokkinaki and Ambler (1999).
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Table 21.3 Metrics usage reported by the Marketing Leadership 
Council (2001)

Metric B2B B2B B2C B2C B2C Packaged Pharma Total
Hi-tech Direct Telecoms Indirect goods

Market share 100 100 77 100 100 92 100 93.3
Sales revenue 81 100 81 100 95 100 100 89.5
Market growth 85 70 65 100 90 92 80 80.8
Satisfaction 85 80 85 80 55 67 40 74.3
Price level 77 90 69 100 60 75 80 74.0
Market size 77 60 58 80 80 92 80 73.2
Aided awareness 62 60 69 100 90 75 80 73.1
Overall awareness 65 60 69 100 85 67 80 72.0
Unit volume 65 70 73 100 70 83 60 72.0
Sales by channel 69 70 65 100 75 83 60 71.9
Unaided awareness 62 60 65 80 90 75 80 71.2
Market share by segment 65 70 58 60 80 75 80 68.3
Customer complaints 50 50 73 60 55 75 20 58.6
Customer preference 58 50 62 60 65 58 20 57.8
Perceived quality 62 60 65 60 50 67 57.8
Customer service levels 50 50 58 40 60 83 40 56.8
Number of customers 50 40 81 80 40 42 40 54.9
Number of new customers 50 30 73 80 50 50 40 54.8
Perceived value 42 60 46 40 60 58 40 49.8
Attitude 46 60 39 20 60 58 60 49.1
Purchase intent 46 60 42 40 55 67 20 49.0
Brand equity 39 40 42 40 65 67 40 48.2
Likelihood to recommend 50 60 54 40 40 33 20 46.2
Recall of brand attributes 35 40 42 60 60 42 60 45.3
Churn rate 39 40 73 100 20 33 44.3
Customer profitability 35 30 46 60 45 50 40 42.4
Brand value 31 40 42 40 60 42 40 42.3
Number of products per customer 19 10 62 60 45 50 20 39.5
Customer gross margin 35 30 46 40 40 42 20 38.6
Percentage of sales at discount 35 30 19 40 50 50 80 37.5
Price premium/discount 27 20 27 20 50 58 40 34.6
Number of transactions per 12 10 46 20 45 42 40 31.8
customer

Inclusion in consideration set 19 30 31 20 40 42 20 29.8
Customer acquisition cost 23 20 50 60 20 17 20 29.8
Average discount provided 27 30 15 20 35 42 60 28.8
Share of wallet 27 20 39 20 20 33 27.0
Cost to serve per customer 19 10 39 40 25 25 20 26.0
Price elasticity 15 27 40 30 50 24.0
Weight ratio (heavy/light users) 4 27 20 30 50 40 22.2
Customer lifetime value 12 10 35 40 10 8 17.5
n 26 10 26 5 20 12 5 104.0
Mean 45.8 46.9 52.7 57.7 54.0 56.6 49.0 52.7
Average measures per company 18.3 17.8 21.1 23.1 21.6 22.7 17.2 21.1
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2 Difficulty with distinguishing forecasting from
performance variance, for example is it good
performance but a bad forecast?

3 Taking credit early for future marketing
performance.

The difficulty of achieving independence in the
forecasts used is very real since independent fore-
casters (e.g. finance) will still rely on marketers’
knowledge about brand responses to marketing
activities.

The unsuitability of forecasts as benchmarks
is discussed later in this section but the point here
is related. Suppose there has been no real change
in the cash flow or marketing asset over the period
but the forecasters have a better, as also more
favourable, view of the cash outcome from that
asset. The DCF estimate will have increased but
that will be a forecasting, not a performance, vari-
ance. Yet in a silver metric evaluation it will look as
if performance has improved.

The final problem area is taking performance
credit before it is due. DCF includes future cash
flows but it also includes assumptions about future
marketing activities. In theory the DCF could be
based on no future marketing activities but in prac-
tice that would be difficult as there would be no
empirical data to ground it on. A DCF which
assumes higher marketing performance in the out
years will give the appearance of better marketing
performance in the period under review. In other
words, one cannot separate future improvements
due to future activities from future improvements
due to past activities.

The case for using DCF in planning is strong
but in performance evaluation it is mixed. It should
not be used as a silver metric but then no silver
metric should be used. As noted above, the analysis
of variance in changes in DCFs from period to
period can be illuminating. Furthermore, if DCF is
used in planning then executives will want to
review performance against that same DCF, or per-
haps the underlying forecasts and assumptions,
when performance is reviewed.

Return on investment
ROI is a tool for comparing capital projects, ROI
being the return divided by the investment or,
more correctly, the net incremental cash received
as a ratio of the net incremental cash outflow. Of
course, marketing expenditure is not an ‘invest-
ment’ in that sense and is treated as a monthly
expense in company accounts.

Srivastava and Reibstein (2005) drew attention
to the logical flaw with using ROI for performance
evaluation arising from dividing the profit by
expenditure whereas all other net benefit metrics
after subtracting expenditure. Division rather than
subtraction creates a conflict between cash flow or
profit (subtraction) and the ROI ratio (division).The
profit or economic value added or increase in
shareholder value from marketing all require the
costs to be deducted from sales revenue along with
the other costs.

The law of diminishing returns explains why
pursuing ROI causes underperformance and sub-
optimal levels of activity. After ROI is maximized,
further sales will still make profits but at a dimin-
ishing rate until the response curve crosses the
line into incremental losses, that is, the point of
maximum profitability. The exceptions are rare
and arise only when demand is fixed and incre-
mental costs do not increase.

A further problem with ROI, and a number of
other evaluation methods, is knowing what the
performance would have been without the market-
ing activity being considered. In other words, what
is the baseline used for comparison? Apart from
direct marketing where matching cells can be left as
controls, baselines are hard to determine, likely to
be subjective, and able to be manipulated by the
marketer. A brand that is regularly promoted will
have sub-normal (i.e. sub-baseline) sales in the
non-promotional periods as retailers and con-
sumers adjust their inventories and buying habits.

ROI has become a fashionable term for mar-
keting productivity: marketers rarely mean ROI
when they say ‘ROI’. As the director general of the
(UK) Institute of Public Relations observed, ‘Ask 10
PRs to define ROI and you’ll get 10 different
answers’ (Farrington, 2004, p. 15). The American
Marketing Association White Paper (American
Marketing Association, 2005, p. 8) on marketing
accountability identifies six ‘ROI Measures
Currently Used’ (Figure 8):

1 incremental sales revenue,
2 ratio of cost to revenue,
3 cost per sale generated,
4 changes of financial value of sales generated,
5 cost of new customer (sic),
6 cost of old customer retention.

None of these six is ROI.
Finally, ROI usually ignores the marketing

asset (brand equity) and the longer term for which
brand equity is a proxy. In theory brand valuations
can be factored in but that is not usual ROI practice.



In summary, ROI is flawed as a silver metric
both in theory and practical usage. It promotes
underperformance and short termism. The term
and the method should not be used.

Benchmarks
Most firms now operate in a rapidly changing envi-
ronment in which uncertainty, complexity and risk
are fundamental issues. There are four types of
benchmarking activity: internal, functional, com-
petitive and generic (Dence, 1995). Performance
evaluation ideally involves multiple comparisons
against past performance, business plan and goals
set, performance and procedures of other units in
the company, performance of similar units in other
organizations, against specific competitors and
other industries. Plan metrics are rarely used as
comparators in academic research where perform-
ance tends to be evaluated against subjective cri-
teria (Ambler and Kokkinaki, 1997) but they
provide the most popular managerial benchmarks
overall (Kokkinaki and Ambler, 1999) especially for
financial and innovativeness measures. On the
other hand, Kokkinaki and Ambler found that,
market share apart, plan and external benchmarks
were routinely used only by the minority of
respondent firms.

Benchmarks (i.e. comparative figures) have a
number of different uses. For example, when plan-
ning it is useful to establish benchmarks of what 
the outcomes would be without further marketing
activity, that is, the baseline. This enables alternative
plans to be compared with a zero base. When a plan
is established, it may well become the benchmark
against which actual performance is measured.

At the time the plan (what should happen) is
agreed it may well be the same figures as the fore-
cast (what will happen) but not necessarily. For
reasons of motivation or bonuses or politics, the
performance benchmark may differ from both
forecast and plan.

Using forecasts as performance benchmarks
has these drawbacks:

� Although there is typically just one formal plan, or
budget, per year, large firms typically forecast and
reforecast many times through the year in an
effort to minimize surprises.Which forecast should
be used?

� A forecast is an estimate of what will happen and
therefore any forecast/actual variance indicates a
poor forecast.The variance does not necessarily
say anything about performance quality.

� As with other benchmarks, variance in outcomes
need to be analysed between poor forecasting
(the benchmark was wrong) and good or poor
performance.Variances due to changing in market
and environmental factors can be attributed to
poor forecasting if the marketer could not have
been expected to adapt to them or to
performance if he could have adapted.

Considerable thought needs to be given to bench-
marks both for planning and performance evalu-
ation. In the latter case, the plan is conventionally
used but see the research noted above. Once plan-
ning is complete, consideration should be given
to whether it should be varied in any way before
being used as the indicator of good or poor 
performance and how changes in exogenous fac-
tors, like market growth, should be treated in per-
formance evaluation.

Future research

Theory and business practice shows that there can
be no single set of metrics which suits all sectors
and firms. Contextual determinants include the
sector, the size and age of the business and the rate
of change of the firms’ commercial environment.
To the extent that metrics represent milestones on
the firm’s chosen strategic path, the metrics will
vary accordingly. In particular each firm will have,
explicitly or implicitly, a business model linking
the use of resources with performance. Within
that, brand equity can be seen as a reservoir of
unrealized cash flow. It increases when business is
going well and cushions down turns. It allows
marketing budgets to be cut in the short term with-
out visible ill effect.

As discussed above, evidence seems to sug-
gest that the evolution of marketing performance
consciousness follows a sequence from non-
awareness to scientific assessment (Kokkinaki and
Ambler, 1999; Ambler, 2003). Further research is
needed to test this evolutionary perspective on the
measurement of marketing performance.

Probably of greater interest for practitioners is
the relationship between metrics development
and usage and performance. In other words, do
sophisticated metrics users perform better than
they otherwise would? In that case, causality could
run either way: better performance could provide
resources for more metrics development or more
metrics development could drive better perform-
ance. Some limited research in that area (Clark 
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et al., 2004) showed no direct relationships between
metrics, or use of metrics and performance but the
relationship was mediated by organizational learn-
ing. In other words, metrics should be seen as part
of learning which has long-term performance ben-
efit even if it has short-term net cost. This is consis-
tent with fast moving managers being reluctant
radically to improve their metrics systems. This
area for future research should be integrated with
future dashboard research.

Swartz et al. (1996) showed that firms tend to
perform better on those measures which are most
visibly tracked. For whatever reasons, companies
tend to get what they measure. Market share, for
example, tends to increase where that is the domi-
nant focus and customer satisfaction where that is
the most actively tracked measure. If this is borne
out by further research, then it would imply that
firms need to monitor a represent set of metrics of
the whole business model in order to maximize the
bottom line: selective measurement leads to partial
results.

Summary

Marketing performance measurement has trad-
itionally focused on top-line financial metrics such
as sales, market share and sales growth but
increasing attention is being given to the bottom
line expressed as net cash flow, profits or share-
holder value with demands also to express that in
a single financial indicator, or silver metric, such as
ROI. This chapter has concluded that using purely
financial metrics is inadequate because they do not
express the multidimensional nature of the mar-
keting asset, or brand equity. This asset is crucial in
both planning and performance evaluation as it
mediates marketing effects on ultimate cash flow.
Since ultimate cash flow cannot be measured
today, performance has to be judged by short-term
profit, or cash flow, together with any change in
brand equity.

This chapter dealt with marketing in the 
company-wide sense, that is, what the whole com-
pany does to satisfy customers and thereby maxi-
mize net cash flow. Departmental performance can
only be assessed against the goals they have been
assigned and these vary from firm to firm. Similarly,
marketing mix performance should primarily be
assessed for effectiveness against the assigned
goals. Efficiency should be assessed, like marketing
as a whole, it terms of profit contribution and any
impact on brand equity.

There seem to be four types of theory under-
lying marketing metrics: control, agency, institu-
tional and orientation. Control looks at variances
with a view to keeping performance as close to
plan as possible. Institutional and orientation the-
ories overlap in considering the kinds of metrics
which fit top management’s approach to driving
the business. Although agency theory has much
to tell us about the selection of metrics by man-
agers for higher levels or shareholders, that
aspect has not been covered in this chapter.

Brand equity requires non-financial as well as
financial metrics. It is a proxy for future cash flows
and therefore the key brand equity metrics are
those that predict those future cash flows. Brand
equity is a relatively recent consideration for man-
agers and is only just fitting in with the way met-
rics have evolved. The first attempts at metrics are
usually financial followed by the recognition that
non-financial metrics are needed too. This typic-
ally leads to excessive metrics in use and manage-
ment being overwhelmed by data. The most
sophisticated companies use quantitative tech-
niques to refine the variety of metrics down to a
dozen, or so, on a ‘dashboard’. Variances can then
be analysed in more detail.

Three examples of good and bad practice were
drawn. DCF techniques are important for planning
since they provide a means of comparing alterna-
tive forecasts. DCF methods include CLV, customer
equity and brand valuation. It is certainly reason-
able to retain the DCF for the chosen strategy to
compare with actual results as they materialize. On
the other hand, this chapter gave three reasons why
DCF should not be used for performance evalua-
tion and certainly not as a silver metric.

ROI is an inappropriate tool both for plan-
ning and performance evaluation. Its flaws
include ignoring brand equity and dividing rev-
enue by cost when they should be subtracted.

The third example of good and bad practice
concerned the benchmarks used for performance
comparison. Forecasts are likely to be poor com-
parators as they indicate what is expected to hap-
pen rather than what should happen as a result of
the marketing activities. Forecast error is con-
founded with performance variation.

In looking forward to new research, perhaps
the most important is the link between metrics
usage, for planning and evaluation, and actual
performance. Both practitioners and academics
need reassurance all this is worthwhile. This chap-
ter drew attention to two silver metrics that do not
work and probably there is no silver metric that
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can work because the short and long terms are
essentially separate considerations.
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CHAPTER 22

Implementing strategic change
LLOYD C. HARRIS

Introduction

Since the 1960s strategic marketers and those 
in allied disciplines have dedicated a significant
amount of time and effort to generating a better
understanding of the complex issues which sur-
round the development and implementation of
strategic marketing planning. During this period,
planning theory has evolved from what we used
to call ‘long range planning’ to ‘strategic planning’
to the present ‘hybrid’ of strategic marketing plan-
ning. The results of scholarly interest have been
twofold; first, the development of innumerable
and increasingly sophisticated planning models
and second, various analyses of the difficulties of
implementation. However, despite this level of aca-
demic attention, studies of practice continually
find that very few strategic marketing plans are
actually implemented successfully (the most com-
mon statistic cited being that fewer than 15 per cent
of plans are actually implemented – see Hoskin
and Wood, 1993). Somehow our grand plans and
carefully crafted strategies are being wasted.

Despite these rather limited chances of suc-
cess, practitioners and academics appear optimisti-
cally united in their agreement that the process of
planning is beneficial to organizations. Not only
is strategic marketing planning argued to assist in
the identification of internal strengths and frail-
ties but also help in generating insights into
potentially lucrative ‘strategic windows’; through
which opportunities are identified to redefine the
market or to capitalize on new technologies, seg-
ments and channels of distribution (Doyle, 1996).

Moreover, the process of planning is often for-
warded as a means through which conflict is
reduced, consensus is generated and ownership
of plans is accomplished. Indeed, one of our acad-
emy’s leading scholars, Nigel Piercy, has been
quoted as saying that if planning is done well then
‘it should be a gift from heaven’ because planning
should help managers to solve all their problems!
Given these, undeniable, advantages of strategic
marketing planning it is not surprising that the-
orists and practitioners continue to endeavour to
understand better how and why the implementa-
tion of our change efforts so frequently degener-
ates into fiasco and failure.

The aim of this chapter is to analyse these
problems and present some suggestions for over-
coming them. First, we need to appreciate why
implementation so commonly goes wrong and
what obstacles prevent us from achieving our aims.
This should be combined with an awareness of
what factors assist our efforts and what levers
exist for change. Focusing on the issue of organiza-
tional change, we need to get to grips with the
whole issue of market-oriented culture change and
develop an understanding of the unexpected con-
sequences of change as well as the responses of
individuals and groups to change efforts. These
insights lead us towards the conclusion that, 
paradoxically, the development of an externally
oriented market focus hinges on the astute manage-
ment of internal-organizational dynamics. There-
after, 10 levers for implementing strategic change
are examined. To conclude, a brief overview of
internal marketing is presented as a potential pack-
age for many of the levers of changes discussed.
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Problems with implementating change

In order to generate insights into how to implement
change successfully, we should first understand
how and why planned changes fail to materialize.
A useful framework for conceptualizing these
issues is presented in Figure 22.1. The central aim
of this figure is to highlight that it is crucial to
understand how and why organizational members
resist change efforts as well as the impact of such
efforts.

The barriers to implementing 
change

Although some academics disagree, in my view, 
a genuine understanding of implementation is
impossible without first considering how plans are
formulated. My view is very much influenced by
the work of Cespedes and Piercy (1996) who high-
light the formulation–implementation dichotomy.
They contend that much of the problems that we
encounter during implementation occur because,
so called, ‘conventional’ conceptions of marketing
planning typically present formulation and imple-
mentation as separate (albeit sequential) stages of
planning. This is argued to lead a myriad of poten-
tial difficulties that significantly reduce the prob-
ability that a given plan will actually happen.
Problems include:

� The potential that the process of formulation
ignores the idiosyncratic implementation skills and
capabilities of the organization and, as such, tends

to disregard the notion that plans can emerge
during the process.

� The assumption that the developed strategies and
plans are capable of being implemented.

� The risk that planning formulation becomes
myopically detached from the complex realities
and contingencies of the context.

� The massive underestimation of the importance
of the internal political and cultural infrastructure
of the organization.

Consequently, while many writers have pondered
the difficulties that occur within planning pro-
cesses, a small number of studies have contended
that formulation and implementation are interre-
lated, inseparable and at times indistinguishable.
One of the most persuasive studies can be found
in the work of Judson (1996) who discusses ten
major potential problems in implementing market-
ing strategy and concludes that the first nine poten-
tial problems can be perceived as the ‘upstream’
flaws in the planning process which cause the final
‘downstream’ implementation problem (it can be
argued that the reverse is also true). These 10 prob-
lems are presented in Figure 22.2.

In referring to conflicts with institutional con-
trols and systems, Judson (1996) concentrates on
conflicts between the developed plan and organ-
izational budgets, information systems, reward
structures and procedures of control. In my experi-
ence, Judson is right to highlight how the existing
systemic architecture of a firm acts as a brake on
implementation efforts. However, I would argue
that merely ‘fixing’ these internal artefacts does
rather smack of treating the symptoms of a prob-
lem rather than attempting to cure the underlying
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Figure 22.1 The Rationales, strategies, tactics and outcomes of resistance to change
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disease (e.g. if we do not really believe that our
reward systems based on levels of customer satis-
faction rather than sales, how likely is it that man-
agers will enthusiastically adopt this? how many
employees will circumvent this change? and how
many managers will simply disregard this after a
few months?). My view is that the systems and
structures of a firm are creations of that firm that

reflect its underlying culture attitudes and beliefs.
Thus, if we are to achieve long-lasting change,
should not our efforts focus on either generating
plans that are consistent with our intra-firm cul-
tural beliefs (i.e. plans in which we believe) or driv-
ing our culture so that the strategically imperative
becomes culturally acceptable? In this way, it seems
logical that we accept that implementation hinges

The nine upstream
barriers of

strategy process

The downstream
problem of

implementation

The faulty
definition
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Excessive
focus on
numbers

Imbalance
between external

and internal
considerations

Unrealistic
self-assessment

Insufficient
action dealing

Insufficient
effective

participation
across functions

Poor
management at

the face-off

Conflicts with
institutionalized

controls and
systems

The poor
preparation

of line
management

The faulty
definition of
the business

Figure 22.2 The barriers to successful plan formulation/implementation
Source: A diagrammatic representation of the list presented in Judson (1996, pp. 14–41).
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on developing a realistic and coherent plan which 
is tailored to the internal cultural peculiarities of
the firm.

Resisting the implementation of
change efforts

So, the key challenge for us is to develop strategic
marketing plans that are capable of being imple-
mented or that overcome cultural barriers to
change and, at the same time, meet the strategic
requirements of the firm. Although this sounds
deceptively simply, the evidence shows us that
this is far from the case. Two issues need to be con-
sidered. First, why, and second, how do employees
resist change efforts?

Why change is resisted
In Harris (2002a), people’s justifications for resist-
ing change were explicitly explored. The idea was
to uncover the rationale behind the beliefs and
actions of employees who (privately) admitted to
resisting a management-espoused change effort.
Four rationales for resisting market-oriented change
emerged.

The first justification for resisting efforts to
implement market orientation centres on the view
that such enhancements are politically motivated to
affect the authority or status of particular depart-
ments. This rationale was particularly prevalent
among middle managers and executives and was
rare among front-line staff. Unsurprisingly, where
market-oriented change was perceived negatively
to affect the status or authority of a manager’s or
executive’s ‘home’ department, resistance was
advocated whereas where change affected compar-
ative power positively, change was encouraged and
actively supported. Two interlinked varieties of
this justification emerged. First, there were cases
where market-oriented change was perceived as
disproportionately enhancing the power of depart-
ments previously considered comparatively
weaker. Second, there were cases where the change
initiative was perceived directly to reduce the sta-
tus, authority or power of an informant, an infor-
mal group, a department or even a business unit.
Interestingly, in the first scenario, the emphasis is
on relative departmental power while in the sec-
ond, reduced power is perceived in both collective
and individual terms. However, crucially, in both
varieties of authority-justified resistance, such
actions were consistently presented as deliberately

planned political manoeuvres. This perception
(whether accurate or not) appeared cognitively to
justify the view that resistance to market-oriented
change was a logical, defensive action.

The second rationale for opposing market-
oriented culture development initiatives centres on
the argument that such change should be resisted
since it negatively affects the resources available to
particular departments. Such views were typically
held by middle-to-top ranking managers whose
resource-based arguments were common among
those negatively affected and rare among those pos-
itively affected. Although a wide range of resources
have been linked with market-oriented culture
change (see Hooley et al. 1998), changes to scarce
financial and human resource allocations appear
to be the two most common triggers for resource-
based justifications for opposing market-oriented
change. In particular, where market-oriented
change involved the establishment of new depart-
ments or functions that were perceived to increase
the power of an existing function (typically the
Marketing Department), resistance to such change
was considered natural, rational and justified. In
contrast to authority-based justifications, this
rationale was not founded on beliefs that such
changes were necessarily politically motivated but
rather on the view that such alterations were fun-
damentally unfair.

Prioritization-based rationales for resisting
market orientation initiatives focus on the belief
that although an improved market orientation may
be ultimately worthwhile in the long term, other
more pressing objectives should be given a higher
priority, at least in the short term. This view was
more common at the lower management levels
and among front-line staff, possibly reflecting their
more operational focus. The range of alternative
short-term priorities espoused by informants were
understandably diverse given their range of per-
spectives. However, two main types of substitute
priorities emerged. First, there were arguments that
claimed that the espoused market-oriented change
programme caused operational inefficiencies and
impeded customer service. Second, resisting
change was justified on the basis that such pro-
grammes would reduce short-term profit margins.

Finally, there was a perceived exploitation-
based justification for opposing and resisting
management-espoused, market-oriented change
initiatives centred on beliefs that such changes
entailed unreasonable, subjugating or emasculat-
ing demands. As such, this rationale was pri-
marily found among front-line, customer-contact



employees whose experience of the market-
oriented change programmes was negative. In each
of the companies studied, the market-oriented
change initiative had, to varying degrees, led to
an escalation of the labour process of front-line
staff (see Gabriel, 1999). Such changes included
increased expectations, responsibilities, stress,
hours of work and higher standards of customer
service.

How is change resisted?
Next we need to consider how change efforts are
resisted. How do individuals and groups of indi-
viduals resist our efforts to implement change?
Surely, these employees must recognize our right
to dictate their working lives? Do they not know
that we pay their wages? Well, probably, but in my
experience it makes little difference; employees
can adopt a wide range of tactics to disrupt our
efforts. In a study (Harris, 1996), I found seven
tactics commonly used to impede change.

First, managers and employees can deflect the
process of implementation. This ploy hinges on
deflecting the process of planning away from its
original goals. In one company I looked at, a sen-
ior executive of the firm managed to derail a huge
effort towards market-oriented culture change
through forcing the change agents to focus on the
financial issues of the change, effectively turning
the planned change into a revised budgeting sys-
tem! In this case, the individual resisting was a
senior executive. However, this need not necessar-
ily be the case. I am forever surprised with the
extent to which even large organizations will
hugely important boundary spanning roles to rel-
atively junior or inexperienced employees.

Second, planned changes can be stopped if
those resisting simply move the goal posts a suffi-
cient number of times. A popular gambit here is to
impede change through supplying a continuing
(and if possible constant) barrage of alternative
short-term goals. A good idea here is to identify
areas of the company which you know senior
executives or (even better) owners consider to be
crucial to company success and in need of man-
agement attention. This is comparatively easy if
you listened to the last few speeches given at the
last annual company get-together. To conclude
events, either the firm owner or some senior man-
ager will have stood up and talked for rather too
long about the ‘future’ and at this point thrown in
a few fashionable management buzzwords. Once
you are in possession of these, it is relatively simply

to either move the goal post yourself (or encour-
age others to do so) through numerous alterna-
tive suggestions for company ‘crucial’ short-term
company targets.

Third, if the problem looks like people might
actually succeed, a good tactic is to make resources
scarce. Through the creation or identification of
‘more pressing’ short-term goals, you should be
able to stop members of your department partici-
pating in planning efforts through the allocation
or promotion of ‘important’ projects. A good ruse
is to limit financial resources. In another company
I looked at, a vociferous senior executive that 
I called ‘the Anti-planner’ held partial responsibility
for organizational internal finance allocation. Thus,
attempts at planning found severe limitations put
on their ability to, for example commission exter-
nal market research, significantly reducing their
ability to elucidate strategic options. Similarly,
constraints were put on off-the-job training, ham-
pering efforts to educate and enthuse employees
about the planned changes.

Fourth, a useful tactic at slowing down change
is to impede decisions. This comes in a variety of
forms. One form is what you could call ‘agenda
hijacking’. That is, the tabling of a significant num-
ber of ‘urgent’ matters for each relevant meeting.
This ploy is aided by concerted attempts to monop-
olize the avenues of discussion and devote con-
siderable time to the debate of such issues. The
idea here is that other managers and executives
slowly being to feel that such tabled issues must
be pressing and in need of attention thus divert-
ing their attention away from planning and dissi-
pating planning energy. Another variation can be
called ‘death by committee’. This tactic is designed to
attempt to delay decisions through allocating the
responsibility of a decision to a special committee.
Preferably, this special committee of working
group or cross-functional team (use the one that
sounds the best) will meet in many months time
and agree to dedicate considerable effort in
analysing the issues. If ‘away days’ in country
hotels can be arranged this will happen and many
working lunches will have to be taken. Eventually
the hope is that a tentative suggestion that further
research is needed will eventually be made (hope-
fully a good 6 months after the whole issue was
important).

The fifth tactic centres on attempts to damage
the credibility of strategic marketing planning. That
is, the use of judicious rumour and innuendo to
generate doubt in the minds of supporters and
provide a focus for distrust. Without wishing to
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be negative about people in general, it really is
surprising what people choose to believe. In miti-
gation, we are conditioned from an early age to
trust each other and generally to believe what
others tell us (particularly those in positions of
authority). Thus, when a senior and well-respected
colleague mentions over a cup of coffee that Jones-
in-accounts is really a transvestite, pigeon fancier,
eccentric millionaire with six toes, our first reac-
tion is to accept this (albeit sceptically, ‘I mean
how do you know s/he’s got six toes – I’d heard it
was seven’). As a ruse to impede the implementa-
tion of change, this can be very effective. A huge
amount of effort will need to be dedicated to coun-
teracting rumours (with varying grains of truth)
about our plans. Typically these rumours will focus
on fears: concerns about job losses, de-layering,
relocations, loss of privileges, the list is endless. The
idea is to find out what colleagues care about (ran-
ging from redundancy to the make of company
cars). In one company I studied the sales depart-
ment resolutely united against a proposed change
until somebody mentioned that the suggestion that
the company car scheme be changed was not going
to happen (not least since the firm had just signed
another 6 year contract) and so sales reps would
not be told to drive Ladas rather than rather plush
BMWs!

The sixth tactic that was found to be important
in efforts to resist change is that of ongoing tenacity.
That is, adopting ongoing efforts to restrict to
possibility of meaningful change. Employees who
truly believe that a proposed change is wrong are
much more likely successfully to prevent things
happening if they adopt multiple tactics and
make sure that their efforts are pursued from the
very start of the process right until the effort is offi-
cially given up as ‘not feasible under the prevail-
ing climate’ (i.e. even when directors accept that
the idea was a turkey and nobody did it anyway).

Finally, one (if not the) most effective way of
resisting the implementation of change is to form
a coalition. Given that those advocating change
have often persuaded others of the importance of
their support, those resisting change should also
take the time to consider who in the firm is likely
not to support this view and (more importantly)
which individuals or groups does the change need
to succeed. This analysis is likely to lead to the
identification of two or three departments whose
support is crucial. Thereafter, it is a relatively sim-
ply process of forming coalitions against this
change using a variety of means: education, col-
laboration, coercion, political manoeuvring (the

choice is really context specific). The goal is to
form a partnership of those who agree or who are
willing to be seen to agree with your views. This
alliance can persuade itself that their actions are
for the good of the firm and then happily obstruct
any implemented changes without feeling guilty
(after all, ‘it’s not just me that thinks this, look at
Jones-in-accounts he . . . err . . . she agrees with me’).

In a subsequent study (Harris, 2002a) the
whole issue of collective approaches for sabota-
ging market-oriented change efforts is examined
in more depth. Here it is argued that calling the
efforts of colleagues to prevent change, ‘resistance’
somehow created a falsely glamorous impression.
Hence, it was argued that the term sabotage was
more apt; referring to ‘planned behaviours inten-
tionally designed negatively to affect market-
oriented change efforts’. This study reveals five
collective approaches to impeding change. These
efforts may be viewed as largely ‘strategic’ in nature,
in that they represent a considered long-term plan
but also ‘tactical’, in that, in some cases, such efforts
are employed without such long-term objectives.
Figure 22.3 presents a continuum of approaches
that extends from the use of ‘rational argument’ to
‘direct conflict’ (a behaviour closer to ‘lay’ concep-
tions of sabotage – see Brown, 1977). The conceptu-
alization of these phenomena as a continuum
(rather than discrete activities) is intentionally used
to suggest that the extent of sabotage is a matter of
degree rather than a dichotomous activity.

The use of a lip-service approach to impede
change entails the overt and public acceptance
and oral agreement with the initiative, matched 
by the intentional obstruction of change by inactiv-
ity. In short, contributors acquiesce and publicly
support the change but collectively continue to
behave in whatever manner they see fit. This
approach may be viewed as a form of instrumental
compliance (see Legge, 1994) in that, in recogniz-
ing the legitimate authority of the hierarchy and
the benefits of continued employment, employees
overtly, orally conform but covertly resist change.
In some respects, this can be viewed as a collective
approach to impede decision making in a non-
confrontational manner. This approach was found
to be particularly prevalent among front-line
managers, supervisors and other customer-contact
employees. For such employees, change is often
manifested in disruption to operations including
alterations to existing working patterns, procedures
and policies. Consequently, for such employees
more confrontational approaches are unnecessary
and impractical.
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The second strategy designed to obstruct the
implementation of change focuses is that of 
prolonged argument. This approach involves the
tenacious use of vociferous and protracted oral
arguments upon all possible occasions to erode enthu-
siasm, support or agreement with the espoused
change. In many ways this collaborative effort
involves aspects of the individual tactics of ten-
acious, deflection the process of change aligned
with efforts to damage the creditability of the
change. This should be viewed as more active than
the lip-service approach since the argumentative
approach involves actively seeking opportunities
orally to attack, deride or otherwise disparage the
change programme. Although such actions may be
viewed by top management and their supporters as
dysfunctional (see Griffin et al., 1998) or ‘counter-
productive’ (see Kolz, 1999), those employing this
strategy consider their motives logical, justifiable
and largely a byproduct of contemporary organ-
izational politics (see Buchanan and Badham,
1999). This strategy of market-oriented culture
change sabotage was primarily managerial and
largely involved non-customer contact, middle
managers. In essence, the strategy pivots on three
issues. First, the approach depends on the ability of
saboteurs to create opportunities orally to attack the
logic, implementation, effectiveness or success of
the espoused initiative. Second, the vociferousness,

persuasiveness and mental deviousness of arguers
appears central to an effective argument approach.
Finally, this style of resistance requires tenacity
and perseverance and as such is often viewed as
a long-term strategy.

The hijack approach to resisting a market-
oriented culture change programme involves the
intentional attempt to derail, refocus, reorient or
subvert the content, processes or objectives of the
market-oriented change initiative originally con-
ceived. That is, opponents of the programme
endeavour to transform the espoused change into
something more ‘acceptable’ to their function, or
simply something more personally palatable. In
this sense, ‘hijacking’ can be viewed as a team effort
by individuals employing the process deflection
tactic. The hijack approach was employed, in a
variety of forms, among managers and executives
of all levels and was supported by a range of
rationales. At the higher managerial level, a hijack
approach was appreciably more sophisticated
and larger in scale. Typically, the top managers
endeavouring to resist market-oriented culture
change using this approach attempted to derail the
initiative at an early stage by transforming the
espoused change into a less ‘adventurous’ change.
However, managers at lower levels also used the
hijack approach. The ways in which this transform-
ation was attempted were diverse but commonly
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centred on the strict adherence to a particular
‘tenet’ (see Narver et al., 1998) of change as a ration-
ale for ignoring others.

The third approach focused on collective
efforts of scarcity creation, in effect sabotaging by
undermining the change effort. Whereas individ-
uals often employ similar tactics, joint efforts to
create scarcity of needed resources, if far more
effective. All attempts to implement change require
resources in the form of management time, finance,
information, personnel and even office space.
Consequently, through diverting, consuming or
restricting access to particular resources, the
effectiveness of market-oriented change may be
severely restricted. The calculated nature of this
approach to undermine espoused change consti-
tutes purposeful behaviour of a more confronta-
tional form. In this sense, the intentional creation of
scarcity in vital resources represents an approach
that is political in nature (see Harris, 1998) but that
also demonstrates sensitivity to the capabilities
and resources required during market-oriented
change (see Day, 1999). This form of impeding
change was typically adopted by middle-top man-
agers whose functions were thought to be nega-
tively affected by the change. Although a large
range of (often context specific) resources were
withheld, two main types of resources were most
commonly made artificially scarce in an effort to
obstruct change. First, in recognition that access
to information constitutes power and that market
orientation hinges on accurate information (see
Jaworski and Kohli, 1993), saboteurs restricted
access to information in numerous ways. Second,
again recognizing the need for expertise in market-
oriented change (see Nutt, 1998) and that expert
power constitutes a particularly concentrated
resource, managers with power over expertise
resources, restricted access in an effort to obstruct
change.

The final and most actively confrontational
approach to obstructing change focuses on
attempts to hinder the initiative through direct con-
flict. Direct conflict was more common during the
earlier phases of change, although top managers
frequently remained stalwarts of this approach
long after the early phases. Such resistance to
change reflects extremely pronounced personal
opposition to change as well as strongly en-
trenched cultural values that remain orthogonal to
the espoused initiative (see Harris, 1998) despite
prolonged efforts of persuasion, education and
communication. Middle-to-top managers adopting
a conflictual strategy commonly evoked authority

or resource-based justifications for their views.
Those continuing a strategy of direct conflict at a
junior level were either tacitly supported by direct
superordinates or ignored as eccentrics. At senior
levels, refusing to cooperate with change and
constantly challenging the initiative was viewed
as anachronistic behaviour that, ultimately, would
abate.

The unintended outcomes of resisted
change efforts

In discussing past planned changes with execu-
tives, it is common for them to refer to such efforts
in quite black and white terms. Changes either
happen or they do not and are quietly forgotten
about until somebody writes a cliché filled memo
explaining that such matters have been put on the
back-burner until an appropriate strategic win-
dow of opportunity arises (management speak
for ‘it did not work, we are quite embarrassed 
we even thought of it, so let us all forget about 
it’). However, change rarely happens this way.
Organizations can be incredibly complex and this 
complexity means that resistance to efforts to
change more typically lead to unexpected conse-
quences. In Harris and Ogbonna (2002) we uncov-
ered eight common unintended consequences of
change.

The first unintended consequence of culture
change initiatives involved the effects of the 
ritualization of change. While the implementation
programmes we studied varied tremendously in
application, it emerged that the more sophisti-
cated intervention efforts recognized that success-
ful change efforts required ongoing interventions.
A consequence of the recognition that frequent
interventions were needed was the development of
long-term plans for change, which when accounted
for on the standard annual basis, became rituals
which typically occurred but once-per-year. The
difficulty here is organizations need to balance
conflicting demands. On the one hand, successful
change typically requires multiple and ongoing
interventions. However, on the other hand, the
more routinized the interventions become, the
greater the likelihood that espoused changes will
be ignored or that lip service will be paid.

The second unanticipated outcome of change
centres on the extent to which the original aims and
process become hijacked and the course of change
diverted. Although those attempting to imple-
ment change expect to manage or manipulate the
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culture of their company, an unintended conse-
quence of their actions is the generation of an
opportunity for others to hijack this process for
their own (often orthogonal) reasons. All of the
change initiatives studied began with relatively
clear and unsullied change aims and objectives.
The setting of change targets was (in the first
instance) most commonly undertaken by senior
managements and sometimes specialist culture
change teams. However, often during the planning
process, these objectives tended to become adulter-
ated by non-specialists or hijacked by individuals,
departments or outlets for their own purposes. The
impact of such interference was either the subver-
sion of the process or the camouflaging of the
process so that change programmes degenerated
into cost cutting, customer service or de-layering
initiatives.

Another management action resulting in
unintended effects pivoted on the extent to which
the intervention initiative took the inevitable change
erosion into account (see Harrison and Carrol, 1991).
That is, the extent to which the espoused ideals
appeared eroded by subsequent events. While
the over ritualization of change (often into a once-
a-year, almost, ceremonial event) was potentially
damaging, it is also the case that attention to the
perpetuation of change was an important issue. In
many cases, programmes for change will change
what many employees do and also what some
employees think. However, the continuance of
such behaviours and the reinforcement of es-
poused beliefs tends not to happen over the long
term. In the short-term, people can be enthused by
proposed changes and change their behaviours
and attitudes accordingly. However, while man-
agements will take steps to sustain such changes,
those against will also tenaciously resist and
dampen enthusiasm, this combined with staff
turnover effects, can quickly lead to an erosion of
the change, sometimes into something entirely dif-
ferent from that which was originally intended.

In 8 per cent of the change programmes
investigated, the change effort was subverted by
reinvention. Cultural or change reinvention is used
to denote instances when a change effort results
in the espousal of attitudes and behaviours which
whilst appearing ‘new’ merely camouflage the
continued adherence to the old (and often more
comfortable) culture. In other words, the change
programme either intentionally or unintention-
ally repackages the ‘old’ culture under a veneer of
the ‘new’. Typically, old emphases on sales orien-
tations become thinly veiled under the guise of

service quality programmes while customer 
loyalty schemes are camouflaged as relationship
building programmes. This unintended conse-
quence is especially prevalent at the outlet level
where the change is closest to the demands of the
customer interface but furthest from the control
of culture change agents.

The fifth issue resulting in unexpected results
has been (variously) called ivory tower effects.
While cultural reinvention largely centres on the
reinterpretations of outlet-level employees, unin-
tended consequences also emerged where planners
designed changes without sufficient awareness
of the diversity of views throughout the organiza-
tion. Highly linked to the previously discussed
formulation–implementation dichotomy, intended
changes often fail to happen since the developed
plans are either divorced from organizational real-
ity or incapable of meaningful implementation.
Ivory tower planners are often ignorant of a series
of ‘realities’ ranging from motivation and commit-
ment levels through to practices and procedures.
Given such limitations it is not surprising that the
unrealistic and infeasible plans developed are resis-
ted by individuals and groups who (often, rightly)
seize on the flaws and inconsistencies to deride
and derail the changes expected by planners.

Unintended outcomes also arise because
those involved fail to pay sufficient attention to
symbolism during change. Dandridge et al. (1980, 
p. 77) define symbols as ‘those aspects of an organ-
ization that its members use to reveal or make compre-
hendible the unconscious feeling, images, and values
that are inherent in that organization’. We often talk
of changing the behaviours and attitudes of
employees but rarely acknowledge the importance
of symbolic meaning. Nevertheless, such organ-
izational myths and symbolic actions during
change can have a profound effect on the change
process. In particular, small actions and decisions,
which inconsistent with the espoused change,
can take on symbolic meaning and be quickly dis-
seminated through the grapevine. While such
symbols and symbolic impacts are obviously
organizational specific, the symbols often focus
on inconsistent management actions, customer
service issues and reward systems.

The penultimate unanticipated outcome
centres on the effects of uncontrolled and uncoordi-
nated change efforts. Whilst in the majority of
instances firms will be controlled or coordinated
change by a central agency or group, in some cases
unintended effects will be strongly linked to the
lack of centralized control. Without control and
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coordination planned changes are unlikely to be
implemented as conceived. Things will be inter-
preted in different ways, systems will be tailored
to local idiosyncrasies, objectives will be given dif-
fering priorities, in other words, things may
change, but not in the way planned. This is not
necessarily a bad thing. Often, things can be
implemented more effectively. However, if this is
not coordinated and fed back into the system,
efficiencies are lost and consistency eroded.

The final factor pivots on the issues of behav-
ioural and value compliance. Ogbonna (1993) notes
that many change interventions fail in their object-
ive of value or attitudinal change but do influence
the behaviours of organizational members. That 
is, they achieve the behavioural compliance object-
ives but fail change the values or attitudes of em-
ployees. This is dangerous for a variety of reasons
(not least being that compliance only tends to
occur when people are watching and when the
managerial eye turns elsewhere, employees will
quickly revert to their old habits). So, all too fre-
quently, while our plans detail the long-term aims
of changing the values, beliefs, opinions, all too
often the implementation of such programmes
degenerates into a farce where employees adhere
to our behavioural rules (at least when we are
watching) but blithely ignore the efforts to win
their hearts and minds.

Getting changes implemented

In reviewing the literature on what factors lead to
successful implementation it is comparatively
simple to uncover numerous bullet-point lists that
detail exactly what should be in place for a suc-
cessful implementation effort. Typically, they look
something like this:

� Sufficient resources should be available
throughout the entire planning effort.

� The implementation effort should be led by an
executive with good leadership skills.

� All employees should be enthusiastic supporters
of the planned changes.

� Consideration should have been paid to issues of
communication and coordination.

� The developed plan should recognize and deal
with any issues of existing structure.

� The existing culture of the firm should be taken
into account and any changes be well supported.

� The feedback systems for implementation should
be rigorous and robust.

On first inspection, these factors seem both rational
and deceptively, intuitively logical. While such
lists tend to give us warm feelings and satisfy our
need for a gratifying checklist against which we
can evaluate our efforts, other than as a comfort
blanket, such lists are not really much use.

In Harris (2002b) management approaches to
change were scrutinized. Briefly, it emerged that
five main emphases were stressed during change.

1 First, was an emphasis on ‘Hearts and Minds’
during change was found where the focus is on
the need fundamentally to change the existing
attitudes and beliefs of employees to those values
espoused by management.Typically such changes
were initiated by identifying and establishing a
series of management-espoused ‘ideal’ attitudes
and beliefs.To degree, this approach reflects the
Narver et al. (1998) programmatic learning
approach in that it pivots on the establishment of
appropriate principles.

2 Second, were approaches that centred on efforts
to change the behavioural and emotional display of
(largely) front-line staff to those display
prescriptions espoused by management. In many
regards, emphasizing behavioural and emotional
display could be considered a less ambitious, or
arguably a more realistic, emphasis than focusing
on employees’ values and beliefs.

3 Third, were change processes focusing on the
initiation and/or maintenance of reciprocal,
mutually beneficial long-term relationships with
customers in order to enhance comparative
customer orientation and improve
responsiveness to buyer needs, wants and
demands.

4 Fourth, in some firms developing an enhanced
market orientation was found to centre on
attempts to improve the organization’s
coordination of customer and competitor
responsiveness largely (but not exclusively)
through political manoeuvring designed to
persuade, cajole or coerce adherence to
espoused change.

5 Finally, were, effectively ‘follower’ type approaches
to change that focus on imitation (often of sector
leaders). Such an emphasis centres on the
identification of the key success factors of
competitors and the mimicking of such
characteristics (often relying on the generation
and appropriate use of market information).

These five approaches (and I am sure that are other
context specific ones not listed) gives us some
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insights into the approaches managements adopt
and the emphases on which they focus. In this
regard, this forms a categorization of the overall
strategies for implementing change. However,
what about the nitty-gritty tactics of change? For
this, we need are insights into how changes are
implemented at coalface. Unfortunately, the issue
here are not simple. To my mind, there is not a
magic wand, a checklist, an agenda that can be
adopted and everything will suddenly happen
(or, at least, is there is one, nobody has told me yet).
In contrast, there are levers and tools that should
be considered and can be employed, depending on
the contingencies of the change. In other words,
there is no ‘quick fix’ but there are tools and tactics
that can help at different times. Although, there are
an almost innumerable amount of tactics and
levers for implementing change, 10 seem especially
noteworthy (Figure 22.4).

Changing routines, rites and rituals
Routines, rites and rituals are akin to organiza-
tional-specific behavioural habits that reflect ‘what
we do around here’. These behavioural routines
are incredibly ingrained in most organizations and
act key barriers to change as managers grow ever
more committed to the comfort of the status quo
(see Geletkanycz, 1997). The behavioural patterns
of employees at work serve a number of different
functions (including security and as mechanisms

of control). However, most importantly such
behaviours are manifestations of influence and sta-
tus (see Ott, 1997), and as such are powerful levers
for change. Not only does changing how people
behave during work alter the ‘way we do things
around here’, but some commentators believe that
over time, what we do affects what we think. As
previously mentioned, simply because employees
are doing what management espouse, it does not
mean that their attitudes have changed. However,
a number of scholars have argued that enforced or
compulsory changes to behaviours can act as a
physical impetus to trigger reflective questioning
of existing beliefs, values and even basic assump-
tions (see Hatch, 1993).

Although planners typically prefer to think
about so called ‘high level’ strategy and leave the
petty minutiae to subsequent stages of implemen-
tation, the folly of such a position has previously
been highlighted during the discussion of the for-
mulation–implementation dichotomy. Here it is
emphasized that while planning should uncover
the key success factors and aims of change, plan-
ners should also encompass operational issues
which will involve alterations to the routines, rites,
rituals and ceremonies of employees. It is at this
level that a strategy is operationalized into changes
that affect how things are done. So, two issues are
imperative here. First, those at operational levels
(or certainly intimate knowledge of this level)
should be involved in the planning process to
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ground changes in organizational reality and iden-
tify the behavioural patterns that require chang-
ing. Second, that once changes are identified,
individuals need to be given the responsibility of
not only ensuring that the changes occur but also
that the changes are maintained. Hence, the suc-
cess of such changes are, in part, contingent on
concurrent control and surveillance systems to
monitor performance.

Attention to symbols and symbolic
meaning

Symbols can be thought of artefacts, events or
actions that connote meanings greater than their
intrinsic content. That is, they are imbibed with
subjective meaning which, in an organizational
context becomes shared as a natural outcome of
human social interaction. Such issues are import-
ant since symbols constitute an important means
through which we form our beliefs, attitudes and
even our basic assumptions about our working
lives. Thus, from a symbolic perspective, Smircich
and Morgan (1982) argue that ‘the key challenge for
a leader is to mange meaning in such a way that indi-
viduals orient themselves to the achievement of desirable
ends’. In this regard, symbols and the management
of symbolic meaning form an important lever
through which change can be implemented.

Turner and Spencer (1997) looked at just this
issue in their conceptual examination of symbols
could be employed to implement the marketing
concept. They argued that while symbolic mean-
ing can be found in a plethora of forms, language,
stories, ceremonies and physical symbols were
those that could most easily be employed to facili-
tate change. In terms of language, the terminology
and tone used by planners and change agents
sends out important and multi-layered signals
about a desired change and can have a key impact
of subsequent interpretations of change efforts.
For example, many professional service providers
go to extreme lengths to avoid the term ‘customers’
(they have ‘clients’, ‘patrons’ or ‘patients’), image
the symbolic impact of a CEO of a hospital ban-
ning the word ‘patient’ and replacing it with ‘cus-
tomer’. Second, language is not limited to the
spoken word, the language of an espoused vision
or mission should be designed to epitomize the val-
ues and aspirations of an organization. Stories are
also a powerful lever for change. Theoretically
based on true events (but more often devised by
astute managers) stories convey meaning and can

serve as illustrations of the espoused values of a
firm. Thus, shrewd storytelling via newsletters,
bulletin boards or e-mails can be used to high-
light and bring to life espoused corporate values.
Organizational ceremonies are conscious celebra-
tions of the beliefs and values inherent in a culture.
As such, these events are ideal for communicat-
ing and reinforcing values and generating shared
meaning. We tend to think of big events here (such
as annual company meetings or regional get-
togethers) but smaller more intimate occasions
can also be useful ceremonies for instilling or
reinforcing espoused virtues (induction and train-
ing sessions being good examples). Finally, physi-
cal symbols can also be used to trigger change.
One company I studied recently was facing huge
financial problems and was desperately trying 
to cut costs. Middle and Branch management
were successfully avoiding doing so since it was
widely (and inaccurately) believed that the cur-
rent emphasis on cost cutting was merely a ploy
to generate more profits for the owners. This posi-
tion was reversed overnight when the owner of
the firm publicly announced that the company
Rolls Royce was to be sold and that in the future
he would be using a second-hand Lada (inciden-
tally, he did drive the Lada for 2 years but sen-
sibly merely garaged the Rolls which, when
conditions improved, was brought back with much
ceremony).

Establishing and exploiting ownership
While I fully accept that leadership can aid the
implementation of change (indeed, leadership
could well be another lever for change), given the
choice between a good leader and a whole bunch
of folks believing in the change and feeling a sense
of ownership over what is happening, I would
always plump for ownership (somewhat spuri-
ously since the generation of ownership should
also lead to the identification of leaders).
Although different academics define ownership
in various ways, in this chapter, ownership refers
to the extent to which those implementing a plan
feel a sense of propriety over the plan. In this
regard, a sense of ownership is considered a nec-
essary precursor to a genuine sense of commit-
ment by those who execute plans.

A consistent theme throughout this chapter
is that during formulation, questions of imple-
mentation should be taken into account. One way
to facilitate the simultaneous consideration of for-
mulation and implementation issues is through
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broadening the base of involvement and ensuring
that for each strategy, tactic, operational or action
plan support already exists and an individual or
group is ready and willing to champion or lead
the process – not because we think that they
should (although it helps) but because they believe
in what needs to be done and feel a sense of propriety
over the change. It is important to contextualize
this before the matter of participation manage-
ment is discussed. First, it is almost impossible to
generate widespread ownership after a plan has
been developed. It is theoretically possible that 
a developed plan will be so perfect that it will 
be universally approved throughout a firm and
enthusiastically adopted by all; just not on this
planet. Widespread ownership will not happen
by chance or luck but requires careful design and
management from the very start of the process.
Unfortunately, executives and managers are typ-
ically unnerved with such ideas. As a rule, they
find it more comfortable if a process if made more
analytically sophisticated (preferably involving
some form of computer modelling with 3D graph-
ics accompanied by a pale, twitchy-look presen-
ter who uses lots of mathematical notation that
sounds really, really clever, and nobody really
understands – after all if we do not understand it
and we are really clever, then it must be good).
Establishing ownership makes managers uneasy
for a number of reasons. First, since it is based on
participation (which involves testing ideas with
those who will actually do them) mangers get jit-
tery about security (after all, all our competitors
really, really want to know what is going to hap-
pen to the accounts department) and loss of con-
trol (the problem here is that managers want to
manage and tend to feel that participative deci-
sion making lessens their worth). Nevertheless,
despite their misgivings managers need to be
educated and cajoled into managing participa-
tion and generating ownership properly (that is,
not just paying lip service). A few early successes
here can make a big difference and serve as a
symbolic illustration of the power of ownership.

As regards the management of the participa-
tion process, there are almost innumerable ways in
which it can be achieved. A very effective way is
for a core group of initial planners either to request
input from particular groups as the process pro-
gresses and/or for the core group to divided issues
amongst themselves, task each member with iden-
tifying others needed in implementation and
drawing such people into the group by testing
ideas via informal discussions or more formal

means of data collection (e.g. surveys, etc.). Care
should be taken to ensure that those participating
represent a wide range of interests. If the aims are
to reduce future resistance and increase the prob-
ability of implementation, we should include
those with a vested interest, the culture carriers,
the politically powerful as well as those func-
tional groups or hierarchical levels who will be
tasked with actually doing the work and (hope-
fully) taking leadership of each change.

Effective communication
In discussing the purpose and utility of commu-
nication programmes in leveraging change, many
commentators will casually mention the need for
systematic communications, largely on the basis
that everyone will need to be told about the plan to
garner their support. This makes me angry for a
number of reasons. First, communication is sup-
posed to be two-way – a dialogue wherein both
parties exchange views and listen. I have nothing
against autocratic management and am very fond
of some dictator-like managers. However (and
this is supposed to signify loud shouting) – NOT
DURING THIS PART OF PLANNING FORMULA-
TION/IMPLEMENTATION! Second, if the plan-
ning process has reached this stage without already
communicating with those who will be tasked with
implementing the plan, it is doomed to failure.
The reason that communications programmes are
important is that they should be fundamental to
our efforts concurrently to consider both formu-
lation and implementation. As highlighted earlier,
without such an iterative process, developed plans
are significantly less likely to be executed in a
meaningful way. In this regard, it can be argued
that, typically, planners misjudge (1) the need for
communicating the necessity for change, (2) the
need for communication to educate, illuminate and
cajole support from others, and arguably the most
important (3) facilitate the generation or plan own-
ership by those at the sharp end of change.

Given the idiosyncratic nature of most imple-
mentations, it is impossible to provide a quick fix,
one-size-fits-all guide to effective communica-
tion. Nevertheless, there are some issue that
should be considered in all cases. The first is the
need for an ongoing programme of communica-
tion. As stated above, effective communication is
needed from the very earliest stages of planning (to
ensure that plans are implementable). However, at
the other extreme, a communication programme
is also needed long after the change has been
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implemented – for reasons for control. The means
of communication should also be considered
carefully. Although impersonal media (such as
spam-like e-mails) have their uses, too much gen-
eralized, superficial information is likely to gen-
erate mistrust and erode ownership. Conversely,
too much individualized information may cause
overload and reinvention. In this sense, imple-
menters need to tailor their communications
according to the complexity or mundaneness of
the change. Finally, there is often the need to allo-
cate the responsibility of communication to an
individual. This is far from an easy, enjoyable or
even exciting role. Indeed, this places somebody
at the forefront of conflicts and disagreements.
Consequently, many firms give this to somebody
nobody likes, with little power and frequently
pretty lousy communication skills. This is not ideal.
Preferably, a senior manager and executive with
broad experience, social sensitivity and (if possi-
ble) personal charisma is really the individual
who should be targeted.

External assistance
External personnel can also be employed as a use-
ful lever for generating change. Unfortunately,
when discussions about external personnel and
implementing change begin, executives and man-
agers seem to develop a strange disorder (increas-
ingly known as David Brent Syndrome or DBS).
This compels the poor sufferers to employ man-
agement-speak, jargon-riddled cliché (for other
examples, please use a highlighter pen throughout
this chapter). Immediately, someone will explain
the need for a ‘change agent’ to ‘maximize the syn-
ergistic returns’ or more commonly the pressing
need for a ‘changemaster’ (changemistresses sim-
ply not sounding as funky) to ‘power our way’
through ‘old-timer thinking’, targeting ‘low-
hanging fruit’ into a ‘blue sky mindset’ (I actually
heard a Professor of Strategy use all of these terms
in one sentence). If this happens immediate action
needs to be taken. First, your (by now) over-
excited and slightly twitching management team
need to be calmed down. It needs to be explained
that an ‘external agent’ is neither (1) James Bond
or Tom Cruise (it depends on the age of the execu-
tive) or (2) someone who is going to be hired to
implement the unrealistic and unimplementable
plan that has already been developed. In other
words, an external agent is not going to be hired
(a) to do the impossible bit at the end of planning
(getting stuff to happen), (b) as a figurehead for

blame when things go wrong or (c) to be the poor
soul that gets bossed around by everybody else
and given 43 conflicting goals by 42 separate
managers!

Once folks are past this ‘mindset’ we can really
start addressing how external people can help us.
First there are obvious benefits of employing exter-
nal workers to fill specific skills gaps (by the way,
this means really specialist tasks and not things
like ‘change management’; that is just a cop out).
I accept that for some organizations, hiring firms
and consultants to help in communicating change
towards the end of a change process can be pro-
ductive (although I cannot help thinking that if we
have conducted the planning process with suffi-
cient attention to context, should not we already
know how to do this?). However, external per-
sonnel can also be (arguably) of more help during
the start of the process. Those external to the firm
should have no political bias and (hopefully) no
cultural baggage to impede their analysis. Such
they can generate unique and dispassionate in-
sights into the internal dynamics of the firm.
Hence, external personnel can be extremely useful
in aiding planners to formulate implementable
plans while questioning the utility and function of
existing cultural attributes.

HR/Marketing interface
I once attended a conference where a presenter
bemoaning the problems of implementing change,
noted that getting changes to happen really 
all goes wrong because ‘implementing changes
involves people’. This, seemingly obvious insight,
is not as superficial as you think. While, one would
hope that those in strategic marketing functions
are astute observers and managers of human
nature (after all our job is largely to be focused on
customers). Unfortunately our experience of, all
too many, planning groups is that this is far from
the case. These observations and arguments have
led a large number of commentators to contend
that the marketing/HR interface is crucial to suc-
cessful implementation efforts (see e.g. Piercy,
1998). First, strategic marketers need specialized
and specific skills in developing implementable
plans and executing them efficiently. Second, the
interaction and interface between HR and mar-
keting functions represents the alignment of mar-
keting strategies and workforce capabilities (see
Chimhanzi, 2004).

Unfortunately, while there are a plethora of
studies looking into the interaction of marketing
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with R&D, manufacturing, engineering and sales
(see Chimhanzi, 2004), very few studies have 
concentrated on the marketing/HR relationship.
Although many reasons have been forwarded for
this gap, personally I think it is because (deep
down) we are resentful that Personnel Departments
got all posh on us and started calling themselves
Human Resource Directorates (I have suggested
previously that to redress this imbalance, I sug-
gest that we re-brand ourselves as the Strategic
Marketing Overlords – this has yet to meet uni-
versal acceptance). More realistically, if we accept
that marketing’s interaction with HR can assist in
levering change, attention must be paid to this
interface. Jackie Chimhanzi (2004) looks at just
this issue. She theorizes that the extent of formal
and informal connectedness, communication and
conflict are linked with marketing strategy imple-
mentation effectiveness. While the empirical
results were a little confused, the central argu-
ment appears valid; if we can improve this inter-
face, then our skills are likely to improve and our
HR systems and procedures are likely to assist
our efforts to change rather than hindering them.
As such HR systems can provide a useful and
powerful mechanism to leverage change. The HR
function in most firms forms a key channel of
communication and education. New candidates
can be screened for desired skills or espoused
attitudes. Induction processes acculturize new
employees into the espoused way of thinking and
doing things. Training processes can be realigned
or refocused to concentrate on the change object-
ives (ranging from encouraging a customer orienta-
tion to training customer-contact employees in how
to be responsive to deviant consumer behaviour).
Appraisal and mentoring systems can be used to
gauge employee achievements and satisfaction. The
opportunities are endless but are all contingent on
ensuring that the HR function engages and collabo-
rates with the implementation process. It is worth
noting that the engagement of HR is significantly
enhanced if this involvement and cooperation
beings right at the very start of the planning
process. In this sense, the utility of the HR interface
in generating change is linked to the extent to which
such issue are considered during the concurrent
processes of plan formulation and implementation.

Budgeting and reward systems
A central argument to this chapter has been for
plans to be implemented successfully, then con-
gruence is needed with the existing context of the

firm. The discussion has primarily focused on
cultural attributes that form this context. Budgets
and reward systems are particularly important
artefacts of culture that can form monumental
obstacles to change. Judson (1996, p. 183) addresses
this topic and eloquently contends that budgets
are often insufficiently considered during the
development of plans, leading to post-formula-
tion conflict where ‘in most organizations, the budget
is a more deeply entrenched and respected than strate-
gic and operational planning. Thus it is the budget that
prevails and the plan that suffers’.

Consequently, Judson (1996) argues that
firms should adopt the radical idea to base budgets
on strategy. This may sound the obvious to stu-
dents for marketing strategy, who will assume that
corporations who bother to plan for their future
will budget accordingly. Unfortunately, even
today, this is often not the case. A strategy-based
budgeting system entails setting a minimum base-
line budget for each function/department fol-
lowed by a process of costs and returns analysis
for each action programme supporting the strat-
egy and operating plans. Thereafter, for each strat-
egy (and action programme), expenses and
revenues are totalled for each department and
layered on top of the baseline. This process should
assist greatly in ensuring that functions have the
resources needed for change and thus for getting
change to happen.

Judson (1996) also highlights the importance
of reward systems in facilitating the implementa-
tion of strategic change. Regrettably, strategic
marketers, typically, think that ‘reward systems’
are entirely systems of financial compensation.
Monetary rewards are important but should be
considered merely an element of reward. There
are much fewer forms of direct compensation
(salaries, bonuses, stock options, profit sharing,
etc.) that forms of intrinsic rewards ( job enrich-
ment, redesign, etc.) let alone indirect forms of
compensation (largely preferred treatments).
These forms or rewards are a potentially abundant
source of rewards for those involved in planning
and implementing change and as such form a
powerful lever of bribes, enticements, sweeteners
and incentives for encouraging (and this man-
aging) the implementation of change.

Power and politics
Power can be defined as the latent ability of an indi-
vidual or group to cause others to do things that
otherwise they might not have done. In contrast,
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organizational politics centres on activities to
increase power and pursue goals favourable to the
individual or group. As such, the acquisition 
and employment of power via internal political
manoeuvring constitutes a valuable mechanism for
leveraging implementation. Piercy (1989) theorizes
that the implementation of market-led strategic
change can be achieved through the successful
analysis and management of the corporate envir-
onment. He contends that corporate culture is a
political phenomenon and that an organization’s
culture can be operationalized through power and
politics (i.e. structure, information and process).
Thus, the central thesis of Piercy (1989) is that
implementation of market-oriented strategy is
dependent upon the management of internal power
and politics as symbols of culture.

The sources of power within organizations
are well documented. Of particular interest is
power derived from formal authority (also known
as legitimate authority), information control,
indispensability, control over rewards (including
everything from career progression to remuner-
ation to who decides the size of expense accounts),
referent power, expertise and success (power
accruing to winners). Each of these are sources of
power that can be pursued, gained and subse-
quently employed to achieve our ends. This
process necessarily involves an analysis of exist-
ing power structures and often illuminates the
real powers in organization.

With regard to politics, numerous scholars
have forwarded categorizations of organizational
political strategies. Personally, I have always
favoured Machiavelli’s three principles. First, estab-
lish whether you are sufficiently strong to stand
alone or need the help of others. Second, achieve
successes to keep those around you uncertain and
occupied. Third, cherish those with power but also
ensure that the rabble do not hate you. These prin-
ciples of politics give rise to innumerable political
mechanisms to facilitate change. In a recent study,
Harris and Ogbonna (2006), I looked at the tactics
that can be applied for personal gain and have
adapted them below to encompass individual and
group gain. These tactics highlight how political
manoeuvring can be used to construct power bases,
overcome resistance and accomplish compliance.

� Obligation creation and exploitation: A focus on
purposefully forming, maintaining and taking
advantage of perceived indebtedness.

� Personal-status enhancement: The approach of
intentionally improving the perceived standing or

position of an individual, group or function relative
to others.

� Information acquisition and control: The careful
collection of pertinent and advantageous
information and its judicious control to the
perceived benefit of an individual, group or
function.

� Similarity exploitation: A focus on deliberately
taking advantage of similarities with others
(almost exclusively influential superordinates) for
the purpose of gain.

� Proactive vertical alignment: The deliberate search,
identification, pursuit and development of close
personal relations with individuals in positions of
authority or influence to enhance individual, group
or function gain.

These five tactics provide a starting point from
which those seeking change can leverage their
position to the point where implementation is not
only politically desirable but also advantageous.

Judicious scaremongering
In part, judicious scaremongering can be viewed
as the riposte of planners to the efforts of anti-
planners to damage the credibility of change. This
lever for implementing change is partly political
in nature and involves an individual or group,
overtly or surreptitiously promoting a series of
future scenarios all of which are negative for the
organization, groups or even particular individ-
uals. However, this approach is also cleverly cul-
tural in origin in that is focuses on the controlled
creation/publicization of crises. Either through
describing general scenarios applicable to all, or
by tailoring their stories to the specific fears of
individuals, scaremongerers can manufacture/
highlight an atmosphere of impeding calamity or
crises. This is massively culturally important. It
was previously argued that most changes grind
against the existing culture and climate of a firm.
However, Martin (2002) builds on earlier work per-
suasively to note that cultures are especially sus-
ceptible to manipulation (even at the highest
cognitive levels) during periods of crises (a number
of different crises are mentioned including leader-
ship turnover as well as financial predicaments).

Hence, the logic for creating/stressing crises
is that (with appropriate and well-timed action)
either the desired change will become highlighted
as a solution (or part solution) to the crisis, a pre-
viously unacceptable change will become more
palatable (and thus less resisted) or planners can
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suggest desired changes as potential resolutions
to the looming predicament. Innumerable crises
can be used in this way including, the prospective
loss of major clients, plummeting customer satis-
faction/loyalty levels (interestingly, the statistics
for which should be generated and controlled by
marketers), the probable loss of senior personnel,
fears of sector-wide structural changes and the
establishment or the expansion or failure of major
competitors. Clearly, the successful use of judi-
cious scaremongering as a tactical response was
dependent on the skills (and deviousness) of the
scaremongers concerned. Frequently, driven by the
firm’s planning evangelist, scaremongering tactics
appear especially powerful where the advocate
employed or played upon individual, group or
organizational fears of collective or individual
failure.

Timing considerations
It has previously been mentioned that the timing
of change can have a big impact on the likelihood
of implementation success. Earlier, it was noted
that judicious scaremongering and other political
ploys could be used to create crises, during which
the successful implementation of change is more
probable. However, other aspects of timing can
also be important. While our goals and objectives
are (hopefully) long term, the implementation of
change is, more commonly, about the here-and-
now. Assume that we are at the stage where we
have generated implementable plans and that the
organization is enthused about the planned
change. At this juncture consideration should be
given to the symbolic and practical impact of vis-
ible successes. Ultimately, the aim is implement
all of the planned changes. However, during the
early stages of change, attention should be paid
to the need for achieving quick and noticeable
successes. It is crucial that, as Judson (1996, p. 189)
notes ‘a planning group should not rely on serendipity
to achieve early implementation successes. Rather, they
should make a deliberate effort when developing action
plans, to ensure that some early successes will indeed
occur’. In order, to maintain enthusiasm and counter
those resisting change, it is imperative that con-
spicuous accomplishments are not only made but
that the results of which are also disseminated
across the organization. The aim here is explicitly to
demonstrate that the planned changes are (1)
achievable (thus raising the credibility of the plan
and the moral authority of those involved in the
change), (2) beneficial to the firm and (where 

possible) employees, (3) directly linked to the
implemented changes (added to the perceived
value of the change programme). Such changes
should be designed to provide symbols of the aims
of change, generate focus and aid in the process of
garnering commitment and gaining momentum.

Timing considerations should also encompass
tactical issues regarding the scheduling or initia-
tion of change. Marketers have long since recog-
nized that there are some changes that, while
desirable, are at certain times not politically expedi-
ent. Nigel Piercy and Ken Peattie back in (1988)
refer to a number of tactics of implementation that
involve judicious timing (one being waiting for
eventual cultural change another being the applica-
tion of political ‘grease’ as a precursor to change).
In Harris (2000), evidence is also found that, for
some firms, for some elements of change a wait-
and-see or laissez-faire approach can be sensible.
That is, rather than attempting to force change,
where change is unlikely, pro-planning individuals
wait for an appropriate moment to suggest the
need for the desired change. This ploy was often
used in anticipation that future events will supply a
propitious time (such as the loss of a major client)
for such a proposal. It is important that this tactic is
not confused with not responding to change. A
decision or course of ‘action’ which centres on sim-
ply ignoring the pressures for change is clearly
unwise and likely to meet with failure. In contrast,
the laissez-faire tactical response involves a con-
scious decision by an individual or group that
responding to the pressures for change is inappro-
priate at that current time since the attempt at
change would be more damaging. Hence, firms
adopting a laissez-faire response frequently argued
that change in the near future was needed but at
present, environmental or organizational contin-
gencies were not propitious. Consequently, the
adoption of a laissez-faire response was commonly
premised on the assumption that internal barriers
could be eroded or removed over time and/or that
future environmental conditions would prove a
more appropriate context for change.

An internal marketing perspective

Many of the 10 levers for implementing change
discussed previously can be argued to be from an
internal marketing perspective, in that many of
these suggestions attempt to identify and over-
come, circumvent or acknowledge internal obs-
tacles to change. In this sense, a convenient way
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of packaging these levers of change is via internal
marketing programmes. Ahmed and Rafiq (2002)
argue that, while there are numerous models of
internal marketing, most can be considered to be
grounded in the work of two original pieces. First,
there are models which are largely based on the
work of Leonard Berry (1981). This way of thinking
about internal marketing centres on the assump-
tion that if employees are treated as customers, this
good treatment with increase employee satisfaction
and thence their service mindedness. To do this
means that we need to think of the tasks employ-
ees undertake as internal products while consider-
ing the needs, wants and demands of our internal
customers (employees). This contrasts with the
second way of thinking about internal marketing
traceable back to the work of Christian Grönroos
in (1985). This view argues that if service employ-
ees are to be genuinely customer conscious, the
recruitment procedures, reward systems and
management style of firms needs to be support-
ive of allowing customer-contact employees dis-
cretion during service encounters to capitalize on
opportunities. This focus on interactive exchange
is argued to lead to better-perceived service qual-
ity and ultimately higher sales and profits.

While both of these views have merit and
although internal marketing has been argued to
be different things by different people, the po-
sition that forwards internal marketing as the
implementation for strategic marketing plans
seems, by far, the most conceptually sound and
(more importantly) pragmatic. Nigel Piercy and
Neil Morgan, back in 1990, first presented this per-
spective through arguing that efforts to formulate
marketing programmes for external customers

should be developed alongside with programmes
designed for internal customers. A good way of
presenting this position is shown in Figure 22.5.

The idea is that programmes of external 
marketing are critically evaluated for necessary
changes, and internal marketing activities put in
place to maximize the probability of successful
implementation. It is also suggested that internal
marketing programmes supply grounded insights
back into the process of planning.

Most marketers feel uncomfortable dealing
with intra-organizational issues (after all, that is
why we have – Personnel – stop it! – HR Depart-
ments). Historically, the perspective of strategic
marketers has been (understandably) on the mar-
ketplace. Indeed, much of our training and most of
our marketing education relentlessly expounds the
virtues of outside-in perspectives, market focus and
customer orientation while warning us of market-
ing myopia and other such perilous predelictations.
While this has merit to a point, the consistently high
levels of failed implementation do rather leave one
with the impression that maybe, just maybe, mar-
keters have become too hyperopically focused on
extra-firm activities and grown scared of internal
analysis and retrospection. Internal marketing is a
direct challenge here. It requires us to turn our mar-
ket-focused eye (at least briefly) away from external
customers and to employ our marketing tools and
techniques on those inside the organization. If we
follow Piercy and Morgan’s (1990) suggestion we
can even package the programmes in similar ways
and using terminology with which we are comfort-
able (product, place, etc.). In the final analysis
nobody would argue that strategic marketers need
to stop being focused on market needs and acting
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Figure 22.5 An internal marketing perspective
Source: Adapted from Piercy and Morgan (1990).
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as the voice of the customer inside the firm.
However, there is a case to argue that marketers
should stop themselves being oriented towards a
merely external contexts and struggle to position
themselves, Janus-esque, with a dual internal and
external perspective.

Summary and conclusions

To begin I forwarded a series of observations and
theories that developed the case that implement-
ing strategic change was problematic and, all too
frequently, prone to failure. In order to explore
these issues, it was first highlighted that complica-
tions during implementation commonly stem
from the mistaken assumption that the processes
of plan formulation and implementation are sep-
arate. Accordingly, the arguments of a number of
commentators were synthesized and formula-
tion–implementation dichotomy highlighted as a
serious cause of difficulties. Subsequently, in order
to elucidate the main issues involved in imple-
menting strategic change, we examined two
broad issues. First, I focused on why and how
attempts to implement change go wrong. Rather
than assume that resistance to change is irrational,
a range of rationales for resisting change was
explored. This process revealed that many indi-
viduals resist change for logical and understand-
able reasons. This lead to a discussion of how both
individuals and groups react behaviourally to
change initiatives and consciously or uncon-
sciously resist the efforts of planners. Finally, the
outcomes of such efforts were examined and the
range of unexpected or unanticipated outcomes of
change highlighted. The second half of the chapter
concentrated on identifying suggested levers for
change. In this sense, the latter half of the chapter
is an effort to supply marketers with tools to over-
come or bypass the problems raised in the former
half. Ten levers for change were suggested, each of
which could be used to increase the probability of
implementation success. Finally, it was argued that
many of the levers discussed could be packaged
within an internal marketing programme.

In conclusion, this chapter has attempted to
identify and underscore both how and why change
goes wrong. As a discipline I have long argued
that we concentrate too much on the functional –
what goes right, what should be the best way, etc..
This is okay and understandable. However, this
focus is often detrimental to generating a genuine

understanding of why we get things wrong, why
our beautiful plans are rejected and our carefully
computer-modelled changes are met with deri-
sion. If we are truly interested in success we must
first delve into the less glamorous, less prestigious
and definitely less comfortable world of failure.

In an effort to redress the imbalance between
implementation success and failure, the latter
half of this chapter forwards a series of levers for
implementing change as well as a potential pack-
age for many of them. However, it must be
stressed, these are only suggestions. There are no
quick fix, universally applicable solutions. Each
change is limited by context and each context is
individual and idiosyncratic. Hence, levers for
change must be tailored and customized for each,
bespoke, individuality.
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CHAPTER 23

Exit services marketing – 
enter service marketing

EVERT GUMMESSON

Introduction

Services marketing – and marketing in general – is
in turbulent flux. This claim constitutes the vantage
point for this chapter. The chapter is a synthesis of
research, practical experience of marketer and con-
sumer and personal ideas about where marketing
is heading. For a more complete overview of con-
cepts, models, authors and cases in services mar-
keting, the reader is referred to textbooks and other
overviews. (See Recommendations for Further
Reading at the end of the Chapter).

When, in the 1970s, services immigrated to
Marketingland and applied for citizenship, it was
in protest against the hegemony of goods market-
ing. The initial sections of the chapter elaborate
on the distinction between services and goods
marketing, bearing in mind that goods (things)
and services (activities) always appear together.
So far, research in marketing and textbooks have
not been able to integrate this insight with gen-
eral marketing theory. The chapter proposes that
the time is ripe for a merger on a higher level of
validity and relevance.

Through the concept of the service-dominant
logic (Vargo and Lusch, 2004a; Lusch and Vargo,
2006), a daring and constructive effort has been
made to turn what we know so far into a tentative
synthesis. Their logic opened up an international
dialogue on the output of marketing as value
propositions rather than as goods or services. By
further appointing the customer co-creator of
value, the roles of supplier and customer become
blurred and require redefinition.

As Baker points out (2006, pp. 197–198), ‘. . . the
distinction between success and failure in compet-
itive markets may be reduced to two basic issues,
first, an understanding of customer needs, and,
second, the ability to deliver added value. . .’ This
is known as the marketing concept and is at least
half a century old. It is increasingly referred to as
customer-centricity but, despite its age, has only
been partially implemented. We may now have the
knowledge that allows us to turn the tide.

The chapter further brings in the marketing
mix and what it stands for today. It considers the
mix and the well-known value chain as primarily
supplier-centric. It dethrones the mix to the second
level of marketing and elevates networks of rela-
tionships in which we interact to the first level. So
far, relational approaches – relationship market-
ing, customer relationship management (CRM)
and one-to-one marketing – have been primarily
focused on the dyad: the customer–supplier 
relationship. The chapter suggests a transition
from customer-centricity to a balanced centricity
of the interests of multiple parties. This requires 
a network, many-to-many, approach to market-
ing. The chapter ends with a summary and an
epilogue.

‘There is no such thing as services 
marketing!’

In the late 1960s, an American PhD student wanted
to write his doctoral thesis on services marketing.
His professor’s response was instant: ‘There is no



such thing as services marketing!’ There was very
little written about services at that time; the spot-
light was on goods and manufacturing.

If you were asked to write a chapter on ser-
vices marketing in the late 1970s, you could draw
on a limited number of research findings and
practitioner cases. And there was resistance from
the marketing establishment. ‘Marketing services
is the same as marketing goods’, ‘Services are non-
important’, and ‘The service sector is retarded’
were some of the frequently voiced objections.

Despite the resistance, there were enough
stubborn pioneers who attracted a critical and rap-
idly growing mass of researchers and practition-
ers. Writing a chapter about services marketing in
the late 1980s, therefore, required considerably
more space and discernment than a decade before.

In the late 1990s, information technology 
(IT) entered the service arena with totally new
infrastructures – notably e-mail, the Internet, pow-
erful laptops and mobile telephony – but the serv-
ice applications were more hype and odd cases
than marketing reality. In the 2000s, although the
bulk of services remain the same as basic customer
needs have not changed dramatically, the ordering
and production of many services have changed. IT
applications have matured into working services
and new services have spawned totally new mar-
kets and strategies, and will keep doing so.

When venturing to write a chapter on ser-
vices marketing in 2007, the task is not that easy.
In some way, we are back where we started. But
we are back on a higher level of understanding
and technology. We could add another lesson,
which may stand out as shocking to some:

‘There is no such thing as goods marketing!’
Together with the statement in the heading,

this reflects a disturbing circumstance that has
been there all along: How should we handle the
dependency between goods and services? Take
any service and there are goods elements; take any
goods and there are service elements. Goods and
services are destined to live together and to
become competitive even to love each other. After
having worked with marketing in organizations
and done research in services for several decades, 
I dare now say with confidence that we begin to see
the light:

‘All marketing is about value propositions!’
This simply means that customers do not buy

goods or services; they buy something that they
perceive to be of value for them. As the proof of
the pudding is in the eating, value only springs up
in interaction with the customer and it does so in

countless, individual ways. For example, buying a
car is classified as the outcome of goods market-
ing, renting a car as the outcome of services mar-
keting. For each customer, however, value is
created in his or her interaction with the car. It is
driving to a desired destination; driving the car
well or badly; taking good care of it, or neglecting
its maintenance; praising its convenience, or curs-
ing traffic jams, absence of parking space, and the
rising gas price; enjoying music and the privacy,
or getting bored by long, lonely hours in the car;
and so on.

The car remains a value proposition whether
it is driver owned, owned by your employer,
bought with borrowed money, leased, rented or
owned by your parents. The actualization of
value is in the hands of the consumer. In the cur-
rent debate, the value proposition idea is gaining
ground. First, it stresses that what you sell should
add value to the customer, second that it is a
proposition and not the final outcome of business
and economic activity.

This may not be new, but eventually it seems
to be catching the imagination of marketers. It
could be the beginnings of a more general
approach to marketing management based on
better theory. Marketing theory today holds rem-
iniscences of inadequate microeconomic theory;
draws on sociology, psychology and other social
sciences; and offers fragmented research, practi-
tioner experiences, personal observations, suc-
cess stories and sometimes hype. There is as yet
too little effort in the direction of grand marketing
theory and a higher level roadmap. Natural sci-
ences strive to get deep into the secrets of nature,
discovering galaxies, atoms, genes, and so on,
which form the basis of life. Although knowledge
of marketing has grown tremendously over the
past half century, we have not [yet] found the
marketing genome.

Tricks definitions play

One might conclude from the discussion so far
that the terms ‘goods’ and ‘services’ should be
abandoned. This is not so, but they should be
used with more finesse.

Goods/services versus the 
service-dominant logic

There is no generally accepted and complete def-
inition of services. Services could basically be
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referred to as dynamic activities and processes,
while goods are static things. IBM, in their ongoing
research programme Services Science, lists a ran-
dom selection of efforts to define services from
the literature and suggests that services are 
‘a provider-client interaction that creates and 
captures value’. Another approach is to list servi-
ces, as is done in official statistics. Pauli (1987, 
pp. 33–34) suggested that ‘. . . perhaps it is not
necessary to have a clear, once-and-for-all defini-
tion. After all, GATT (General Agreement on Tariffs
and Trade) has never defined goods’. The follow-
ing case exhibits the reality of this uncertainty
and confusion in situations that we all experience
as consumers.

A visit to a supermarket reveals that goods are not
well defined. For example, muesli can be any-
thing from the original Swiss mixture of organic-
ally grown cereal, dried fruit and fibres, based on
ideas about health, to a candy mix that sends your
blood sugar to the moon for a brief spell of energy.
Very few of the hundreds of ‘yoghurt’ variants on
supermarket shelves and promoted as low-fat
diet products have a living yoghurt culture in
them. Further, food stores and restaurants offer
the service of making food conveniently avail-
able. A restaurant offers the service of ready-to-eat
food together with eating space and supportive
equipment. It also offers ambiance – a certain
atmosphere responding to a lifestyle – and there 
is any amount of variation of restaurants. Goods
are of two types: consumption goods (food and
drink) and durable goods (knives and forks,
chairs and tables). The services appear as waiters
and other staff, or it could be self-service, or a
combination. A pleasant waiter (services) may or
may not compensate for bad food (goods), and an
unpleasant waiter may or may not destroy the
pleasure of good food. So there is a contextually
dependent trade-off between goods and services.
However, you cannot run a restaurant without
goods, notably the food. There are also hybrids of
restaurants and food stores and physical stores, 
e-mail-order, Internet sales and direct selling (such
as Tupperware home-parties) increasingly com-
bine. For example, the same store may have a
website allowing you to ‘window-shop’ on your
computer screen, order from the website and get
the goods in the mail, go to the store to buy it, or
join a home-party hosted by the store.

Efforts have been made to get product accepted as
a joint term for goods and services and to use
offering, package or solution as all inclusive con-
cepts for what the customer buys. It has not
worked. When you read ‘products’ in a marketing

text, it generally means goods, and the other con-
cepts are only used in select cases.

The service-dominant logic suggests service (in
the singular) as the core concept replacing both
goods and services. A supplier offers a value
proposition, but value actualization occurs in the
usage and consumption process. Thus, value is
the outcome of co-creation between suppliers and
customers. This can be extended beyond the 
customer-supplier dyad. Consider the complex
and adaptive networks in which we are embedded
in society: intermediaries, competitors, friends,
government, the media and so on. The co-cre-
ation also includes customer activities during the
usage and consumption process. Although my
current perception of marketing is not in conflict
with the general ideas of the service-dominant
logic, the chapter offers my own interpretation
and combination of features.

The number of marketing situations are like
the stars in the sky. We cannot really count them
and allocate them to general categories which
consider the necessary details. The situations are
composed of both similarities and differences, of
modules that can be shared in different configur-
ations and customized or mass-customized to
take care of situations that closely resemble each
other.

When the terms ‘goods’ and ‘services’ are
used in this text, they represent a certain emphasis
or perspectives. They are used when either the
things aspect or the activities aspect is in focus for
analysis or action. We can also use the term ‘ser-
vices’ in a loose sense when we talk about hotel
services, railway services and so on. The term
‘service’ is used as synonymous with value. See
also the discussion about the meaning of services
in Grönroos (2007).

The service sector – fuzzy and fussy
Let us shift our view from the micro to the macro
level. Like the unicorn in James Thurber’s famous
fable, the service sector is a mythical beast. In offi-
cial statistics, economies consist of the service sec-
tor, the industrial (goods manufacturing) sector
and the agricultural sector. These sectors are play-
grounds for statisticians and economists who
revel in ambiguous categories. In reality, these stat-
istical ‘boxes’ are a procrustean compromise; the
focal phenomenon does not fill up the box at the
same time as part of it cannot be squeezed into it.

The sectors are fuzzy sets of things and activ-
ities. For example, when it is estimated that a
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company is getting 51 per cent of its revenue from
the sales of manufactured goods, it is classified as
a manufacturing company. If, instead, 51 per cent
of its revenue comes from repairing and main-
taining its products, it becomes a service com-
pany. If a manufacturing company turns its repair
and maintenance department into a subsidiary,
the service sector grows and the manufacturing
sector drops. The upsurge in incorporating internal
departments and outsourcing services gives the
impression that the service sector grows. It is
mainly the book-keeping of the sector that has
changed, and reality has only changed margin-
ally. These types of definitions have no validity
and no relevance in marketing, academic research
and practice alike. In addition, the statistics only
count the part of our economy which is repre-
sented by money. It does not count when two peo-
ple exchange goods or services for other goods or
services, the work done in families and between
friends and the black economy. The division in
sectors may have some meaning for politicians
and governments on a macro level, but I doubt it.
It is more likely a hindrance to more informed
and substantive understanding of the market and
marketing situations.

Today’s conventional truth is that the service
sector has grown and keeps growing, that the
goods sector is declining, and that the agricul-
tural sector in many countries is vanishing. We
allegedly left the agricultural era for the indus-
trial era and have entered the post-industrial era,
the information age, the knowledge-based soci-
ety, or the service economy; there are many
names that try to pinpoint our current situation.
The statistics are based on cost, price and employ-
ment data but not on consumption as value 
for customers. The sector definitions are totally 
product-centric and the customer is non-existent.

In contrast, a customer-centric view shows
us that we have never had as many products as
we have today and there has been sustaining
growth in shopping areas and Internet trade. For
example, in the 1950s, well-off people had one
car, and everybody had one radio set; two radios
were for the wealthy. Today, people have any
amount of radios, phones, computers, television
sets and cameras, and two-car households are
common. The fashion industry is booming, and
leisure products like ski equipment become
increasingly sophisticated and costly.

The alleged decline in food production is not
reflected in stores or people. We have never been
as fat as we are today. Obesity starts early, and

increasingly children get type 2 diabetes, a dis-
ease which used to strike the elderly. We have
never had so many agricultural products, but
unfortunately these increasingly include artificial
and chemical substances, which belong to manu-
facturing and are not linked to farming. Jamie
Oliver in the UK, known worldwide as the Naked
Chef on TV, has single-handedly managed to
raise the awareness of the hazardous eating
habits of schoolchildren – a case of social market-
ing extraordinaire.

We also use services which we could not
afford before or that did not exist in their current
form, like mobile telephony, entertainment and
travel. Many of the most important services,
however, are in short supply, such as proper edu-
cation, legal assistance, security in the streets and
homes, and not least health services. Home-care
services are not affordable in many ‘rich’ coun-
tries because of tax and employment laws.

Many services are people intense and should
remain so. However, the industrialization of ser-
vices keeps going on, made possible through new
or improved technology and systems. In his dis-
cussion on the industrialization of services, Levitt
was too early in asserting that developments in
service industries were hindered by inadequate
concepts (1972, p. 43): ‘Service thinks human-
istically, and that explains its failures . . . Manufac-
turing thinks technocratically and that explains
its success’. He was on to something but it is only
in the third millennium that technology has
become powerful enough to industrialize many
service operations. Others, like transportation
and electricity services, have been industrialized
for a century or more, and keep finding new 
solutions.

One example of misguided statistics is the
health-care sector, which is almost daily in the
news reporting medical breakthroughs, shortage
of doctors, skyrocketing costs and inefficient
organization. However, the health-care sector is a
nonsense category from the customer and mar-
keter perspective. It harbours the most complex
set of goods and services that you can think of.
You can buy a band-aid in a pharmacy and use it
if you cut yourself, or you can have trauma sur-
gery after a traffic accident, or be struck by cancer
that requires sophisticated treatment for years. In
between these are thousands of health-related situ-
ations that require different value propositions.
To make a credible generalization to health care,
we need detailed, substantive cases and meticu-
lous analyses – which we do not have.
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Another myth is sector-related employment.
We can read that the manufacturing and agricul-
tural sectors in developed countries add no new
net jobs. In relative terms, their employment has
been going down for decades because of automa-
tion; it is all done by machines. It is further claimed
that the new jobs come from the service sector, but
the category is so diverse as to render such ‘infor-
mation’ empty. Consider this case of new jobs and
the interdependence between the manufacturing
and service sectors (Mandel, 2006):

In the early 2000s the housing boom in the US 
created a million new jobs subdivided between
construction, building supplies, real estate and
mortgage brokers, furniture and appliance manu-
facturing and distribution, home-supply stores,
architects and interior designers. Simultaneously
the IT bust lay off even more people. New jobs
also came from health care services, but few from
producers of pharmaceuticals and none from the
medical equipment and supplies industry. Between
2001 and 2006 US health care added 1.7 million
new jobs subdivided between private and gov-
ernment hospitals, physicians’ offices, nursing
facilities, health insurers, and diagnostic labs. The
rest of the private service sector added none. The
government sector (except hospitals) added
700 000 jobs of which over half a million were in
education. These dramatic changes in service sub-
sectors are not visible in aggregated statistics. To
say that the service sector contributed all the new
jobs is meaningless as changes up and down were
caused by a few of its sub-sectors.

Goods, services, service, and the service sector
have fuzzy definitions for a very trite reason: they
represent fuzzy phenomena. It is time to put a
halt to all the fuss that these statistics are creating
in a wild goose chase and go for the real thing.

Goods/services differences – 
reality and myth

According to the mainstream literature, services
can be defined by comparing them to goods –
despite the fact that goods have not been gener-
ically defined. This is yet another wild goose
chase. It is an unfortunate example of a non-
scholarly stance and it is certainly not of help to
the practising marketer.

Philosophical contributions from three cen-
turies provided a set of ‘characteristics’ of services
that have now been claimed to distinguish them

from goods. The most famous are intangibility,
heterogeneity, inseparability and perishability, now
known as the IHIPs. In Scotland, Adam Smith
(1723–1790) discussed perishability of services; in
France, Jean-Baptiste Say (1767–1832) introduced
intangibility (immateriality) and inseparability;
and in England, Joan Robinson (1903–1983)
brought in heterogeneity. Services seem, then, to
have been dropped from the economics agenda,
but the interest was revived in management and
marketing. The earliest marketing references for
these characteristics appeared in the beginning of
the 1960s.

We shall take a critical but constructive look
at the IHIPs from what we know today. We can,
then, see that they do not discriminate between
goods and services but offer characteristics which
may sometimes be of interest for all value propos-
itions and sometimes are irrelevant.

It is claimed that goods are tangible and 
services are intangible, and intangibility has since
been used in the services marketing literature to
‘explain’ anything. I have rarely heard it in practi-
tioner discussions, though, and there is no empir-
ical evidence that the intangibility aspect has an
impact on marketing strategy or market behav-
iour that separates a good from a service. You can
argue for it in special cases, but there are equally
intangible properties of goods such as a car brand
and its symbolic value to an individual, and
romantic dreams triggered by a perfume. Judge
for yourself:

Who, being personally exposed to surgery, will
find it an intangible service? You are strapped to a
bed and wheeled into a room packed with costly
state-of-the-art technology, machines, tools and
disposable products. They put spotlights on you
like you were the star of a show – which in fact you
may be; the room used to be called an operating
theatre with future doctors and nurses watching
from the stalls. In a dizzy condition as you have
already been given sedatives through a syringe,
you see a team of ghostlike people, totally covered
in white except for the eyes. They are led by a guy
with a knife in his hand. He cuts open your belly,
messes around, even removes something. It may
take hours. You are perhaps luckier than Humpty
Dumpty and all the King’s doctors and all the
King’s nurses can get you together again.
Intangible, eh?

It is further claimed that goods are standardized,
that goods quality can be tightly controlled and
that the quality is easy to assess by the customer
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before purchase. Accordingly, services which are
the other way around and are in part performed
by human labour become heterogeneous and are 
of variable quality which is hard to control and
assess before purchase. Again, there are such
cases not only with services but also with goods,
and it is easy to find cases that argue the opposite.
For example, credit cards and cash machines offer
standardized and tightly controlled services, or
rather they are mass-customized because each
customer has a different credit status and with-
draws different sums of money.

Inseparability or simultaneity refers to the fact
that with many services, production, marketing,
purchasing, delivery and consumption are, at
least in part, performed with the customer pre-
sent and by the same employee. This aspect will be
discussed later as the service encounter and inter-
activity but is not limited to services. The general-
ity of the inseparability property for services is
limited, though. Many services are performed
when the customer is not present, for example
dry-cleaning, car repair or the transportation of
goods to a store. Other examples are the police,
the courts, the jails, the defence and road mainten-
ance. We profit from their services, but most of us
hope we will never get involved.

How about perishability? A prevalent idea is
that services cannot be stored for later use, resold
or returned. When a hairdresser has no cus-
tomers, the unused capacity is wasted and if there
are too many customers, they cannot be served
and income opportunities are lost. But service
companies store service capacity: a hotel is a store
of rooms; a hospital is a store of medical know-
ledge, equipment and procedures. When cus-
tomers are few, time can often be spent on the
maintenance of facilities and systems, adminis-
tration and reading up on new developments.
When demand follows predictable cycles, the size
of staff can be adjusted accordingly. It is claimed
that manufacturing does not have the perishabil-
ity problem, which is not at all true. Fresh prod-
ucts have a limited life. If the sales of garments
are lower than manufacturing capacity, a plant
can often go on producing and build inventory
for later sales. However, there is a limit to this.
One is financial; unsold products tie up capital
and storage space, and demand maintenance,
protection against damage and theft and insur-
ance. Another is that the product cycle is quicker
today because of both technology changes and
fashion. A computer cannot be stored very long,
and a dress made for the summer season has 

lost most of its value when the autumn leaves 
are falling.

In textbooks and education, the IHIPs are
presented as general for services, thus separating
them from goods. As we have seen, it is easy to
question them, as did Wyckham et al. in an article
as early as 1975. They pointed out that intra-group
variation (variation within the services and goods
categories) could be greater than inter-group vari-
ation (variation between the categories). Their
suggestion was that a company’s marketing strat-
egy should be based on a function of all the fea-
tures in the offering, irrespective of whether they
were services or goods. This makes the distinc-
tion goods-services immaterial and highlights 
the complete value proposition. It was not until
recently, mainly through two articles by Lovelock
and Gummesson (2004) and Vargo and Lusch
(2004b), that this flawed generalization was
exposed to a wider audience. Still, however, many
textbooks continue to carry the IHIP message,
thus misleading new generations of students.

The IHIPs can be used among a multitude of
other properties of the value proposition, but
they do not distinguish between goods and ser-
vices. Other characteristics have been largely over-
looked and one is the rental aspect and the absence
of ownership in service purchases (Judd, 1964;
Lovelock and Gummeson, 2004).

When and where marketing occurs

Services marketing developed the idea of the
service encounter, which was mentioned in the
paragraph on inseparability and simultaneity. 
The service encounter is characterized by interac-
tion between providers and customers. It is often
put forward in the mainstream literature as the core
of services marketing. However, there are also the
cases of no encounter. Then, there are numerous
variations and degrees of intensity in between the
close encounter and the no encounter.

To explain interactivity in the service
encounter, the model in Figure 23.1 will be used
(Gummesson, 2002). It shows different roles and
interactions that are critical in marketing and it
does so with the customer in focus. The service
encounter is not only about marketing but also
about production, delivery, innovation, com-
plaints, administration and whatever you can
think of. The same employee often fulfils several of
these functions. To emphasize the employee’s role
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in marketing, the concept of the part-time mar-
keter will be discussed later.

The service encounter
Interaction between the customer and
the contact person
The personal contact which service production
often gives rise to is an important part of the cus-
tomer’s perception of the quality of the service.
The customer interacts with contact staff –
cashiers, flight attendants, craftsmen – for all or
part of the time the service is being performed. At
the same time, the customer partially consumes
the service. The customer performs part of the
work, for example, for a hospital service by call-
ing to make an appointment, driving to the hos-
pital and parking, or preparing for tests by fasting
in the morning. During this personal encounter
and the service production, the customer makes
conscious and unconscious evaluations of the
quality of the supplier and decides whether or
not to remain a loyal customer. It is therefore
important to make the encounter a positive experi-
ence as this case spells out.

Christer Roth brought the local restaurant Ulla
Winbladh in Stockholm, Sweden, to success. He
was always there and his presence was felt. He
kept a close watch on guests and employees and
sensed the atmosphere, making sure that every-
thing ran smoothly and that the food was top

class. He quickly got to know guests who came
back, and he made them feel special. ‘You must
like your guests’, he said. ‘If you don’t, the job is
impossible’. He was not servile, constantly smiling
to guests. He could argue with them but he did it
in an open and sincere way that created respect.
Before joining the restaurant he worked in a rehabil-
itation centre for drug-addicts. My immediate
reaction was that this must have been very differ-
ent. ‘Not really’, he said. ‘In both cases you have to
be interested in your customers and show a genu-
ine concern’. He was right – both jobs are in the
hospitality business. Commitment and a positive
attitude is absolutely essential in business or gov-
ernment alike and Christer did not make a distinc-
tion between production, delivery and marketing;
it was all there as value-adding activities.

Customer-to-customer 
interaction (C2C)
The individual customer is also influenced by
other customers. A negative influence is queues
which are usually experienced as a nuisance.
Customers become an obstacle to each other in
getting the service performed. On the positive
side, customers can help each other (hospital), cre-
ate a pleasant atmosphere (restaurant) and pro-
duce a service together (disco). C2C interaction
and the customers’ role in both the value propos-
ition and value actualization is a growing area for
research and practical applications. It will, there-
fore, be treated at more length in a later section of
the chapter.
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Customer interaction with physical
products and servicescapes
The physical products include both durable, cap-
ital goods and consumption goods as was epitomized
earlier. The literature stresses the significance of
physical products in the services setting, the ser-
vicescape as Bitner (1992) calls it. The physical elem-
ents have, of course, a rational function such as
escalators in an airport and easy-to-read signs.
They also have a symbolic mission: an impression
of tranquillity and dignity (funeral parlour) of
professionalism (wigs on British judges), or
youthfulness (IT start-up with young people in
trendy offices).

Part of the industrialization of services is to
replace staff with automation (machines and IT),
generally with the objective of cost reduction but
sometimes also to improve service quality.
American psychologist Donald Norman (1988)
estimated that we are in contact with 20 000 prod-
ucts in our daily lives. He talked of the ‘psy-
chopathology of everyday things’, those that are
wrongly designed from the user’s viewpoint
such as faucets in bathrooms that are difficult to
turn if your fingers are wet and signs that can be
misinterpreted.

Customer-to-system interaction
From a customer and competitor viewpoint, the
service production system should be such that
customers understand it, accept it and are
attracted by it. This is especially important as cus-
tomers increasingly operate the systems them-
selves, for example websites and ticketing
machines. If the customers feel that a system is
too complicated or feel insecure, they will avoid
the purchase or find other ways. A severe prob-
lem today is customer-friendly websites and
security in payment systems.

Provider internal operations
So far, customer–supplier interactions have been
described. Within the provider system and organ-
ization, there are also support staff (back office, back-
room, backstage) and management. They are not
normally in contact with external customers but
only interact with internal customers. Manage-
ment is found on several levels but sometimes
may be one of several roles that a person plays. 
A manager in a service company helps a contact or
support person when needed, or switches between

tasks to balance capacity needs, for example a
hotel manager checks out guests if the morning
rush creates queues. In small service operations,
the same person fulfils all the roles. To handle the
many internal contacts in services firms, services
marketing spawned the concept of internal mar-
keting which is now thought to be applicable in all
types of organizations (see Ballantyne, 2003).

The environment
The environment of the service production sys-
tem is defined in the model as competition, society
and infrastructure. Lack of competition is the def-
inition of a monopoly. Until deregulation in the
1980s, railways, telecom, radio and television
were often state monopolies. In several cases, the
government sectors in practice have retained a
monopoly on services, even though deregulation
has been in progress for a long time. So have
some private industries, for example banks that
monopolize the money transaction infrastruc-
ture. Conjectured scarcity and waiting-lines are
the most ‘efficient’ ways for politicians, govern-
ment officials and service employees alike to
boost power and keep up prices.

The infrastructure is crucial for a service
company’s opportunities. Infrastructure includes
traditional elements like roads and waterways,
postal systems, airline networks, and radio and
television networks. A recent addition is broad-
band systems which increase the accessibility and
speed of e-mail and the Internet.

Political decisions on the mega level may be
of great importance to services. Here is a dilemma
that the European Union (EU) is trying to get to
grips with:

In 1958 the Treaty of Rome, predecessor to the EU,
put the Four Freedoms on the European trade
agenda: free movement of goods, services, money
and people across member state borders. The least
successfully implemented freedom is services. It
clashes with national culture, tradition, legisla-
tion, political power and local competition and
consequently is tough to handle in practice. The
service freedom has met with resistance and red
tape to hold the ‘foreign intruders’ at bay.
Eventually, on November 15, 2006, the EU Service
Directive was agreed. Its aim is to have the 
stumbling-blocks removed by 2010. Until then,
however, we will not know if the goal has been
reached. However, the reference to ‘services’ is
vague. The problem concerns certain, specific situ-
ations and it would make more sense to specify
these than to speak of services in general.
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The part-time marketer
Marketing cannot survive in isolation from other
functions. That is general and not only so in 
services marketing and the service encounter.
Marketing management usually does not address
the dependency between functions, although
many have over the years pointed to the inad-
equacy of functional silos. In practice, the market-
ing function is spread throughout the firm, and
the marketing and sales departments may even
play a limited role in the total marketing effort.
Especially in small firms, there is not even a 
marketing and sales department. Instead, each
and everyone is involved in marketing. This may
be perceived as an organizational dilemma, but 
is also an opportunity to enhance marketing
resources.

We can identify two types of marketers: 
full-time marketers (FTMs) and part-time marketers
(PTMs).

Full-time marketers are those who are hired
for working with marketing and sales tasks. They
are found in the marketing and sales departments
and among external providers of marketing services.
Outsourcing of marketing activities has increased
and these constitute reinforcements to the mar-
keting function. Distributors offer transportation,
wholesaling and retailing services, all strategic
and crucial for success in marketing. The market-
ing function also engages external professionals
such as advertising agencies, market research
institutes and management consultants.

Part-time marketers are all others in the com-
pany and those in its environment that influence
the company’s marketing. That is obvious in the
service encounter where, for example, a customer
meets a flight attendant whose job is not market-
ing but whose behaviour influences the cus-
tomer’s perception of the airline. Customers are
external PTMs; word-of-mouth is a traditional
expression for this. But the customers’ role in
marketing has increased as has been pointed out
already and will also be discussed later.

Note that FTMs cannot be at the right place at
the right time with the right customer contact and
right knowledge, but the PTMs can. Unsuccessful
marketing is not solely to blame on the marketing
and sales departments, but also on the marketing
function as a whole, its PTMs and lack of integra-
tion between functions. To promote inter-functional
cooperation, it would be beneficial for every mar-
keter to learn about operations management as
applied to services.

The distinction between FTMs and PTMs has
extensive consequences for the approach to mar-
keting. It makes it legitimate and imperative for
everyone to influence customer relationships.
Everybody is either an FTM or a PTM. Those
employees who do not influence the relationships
to customers full time or part time, directly or
indirectly, are redundant.

Marketing and money: Quality,
productivity and profitability

Marketing is not just about happy customers and
the revenue they generate. It is also about the cost
that is incurred and the bottom line, making sure
that revenue minus cost leaves a profit. Marketers
are often accused of not watching money closely
enough, or being too ignorant of financial
mechanics. This section is here to make sure that
marketers see their role in the whole.

Quality has been mentioned several times. It
had degenerated into an empty word but this
changed during the 1980s. Services marketing
became dominated by service quality issues, pri-
marily defined as customer perceived quality
which added a fresh angle to customer satisfac-
tion and customer-orientation. The bulk of service
researchers got engaged in questionnaire studies
of customer satisfaction, and many keep doing so.

That was also the period when the West
started to take goods quality more seriously,
forced by the Japanese and their success in the
markets for cars, television, cameras and a host of
other products. Characteristic of the Japanese
approach was that quality and productivity were
approached simultaneously. It is nowhere as obvi-
ous as in the case of Toyota that has become the
world leader in car quality, productivity, innov-
ation and marketing. It has also extended its inter-
est in quality and productivity to the customer
and customer service. In 2007, Toyota overtook
General Motors as the biggest car manufacturer in
the world, and it is also the most profitable.

The following proposition forms the vantage
point for the section: ‘Quality, productivity and
profitability are triplets; separating one from the
other creates an unhappy family’ (Gummesson,
1998, p. 6). The ‘triplets’ all serve the purpose of
making operations efficient, both to the supplier
and to the customer.

A misleading but recurrent statement claims
that service productivity is lagging behind goods
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and manufacturing productivity. The statement is
based on lack of understanding for service prod-
uctivity, trying to manage and measure it on the
terms of manufacturing. There is also a political
and ideological debate on the productivity of the
government sector as compared with the private
service sector.

The interconnection between productivity,
quality and profitability – the triplets at play – is
graphically shown in Figure 23.2. At the top of the
figure is quality, defined as 1 producing a defect-
free product or service right from the beginning;
and 2 producing a value proposition that cus-
tomers need and want. If quality improves in this
sense, it can have a positive impact on revenue
(left section of the figure), cost (middle section) and
capital employed (right section). When function and
reliability improve, they boost the image in the
market, customer retention and share of customer
(i.e. the percentage of a customer’s purchase of a
certain product which is made from a specific sup-
plier). These changes stimulate sales volume
growth, differentiate a supplier from the competi-
tion and make the supplier less dependent on price
competition. When sales and share of customer go
up, the supplier can profit from scale economics
(up to a certain level), and production costs per unit
go down. This affects both productivity and prof-
itability. Further, service costs for machinery go

down, and so do the costs of inspection, testing,
rework, scrap, complaints and warranties. The cap-
ital employed is reduced as less inventory needs to
be kept; accounts receivable go down because pay-
ment comes earlier and less payment is delayed
because of complaints; and reduction of processing
time frees resources. As the cash flow becomes
quicker, the money can be used elsewhere and 
capital costs are reduced. Improved productivity
becomes an antecedent to profitability.

The figure is conceptual and its interpret-
ation goes as far as to conclude that something
may go up or down. There is always a desire and
need to measure, preferably precisely, the finan-
cial consequences of marketing strategies. This
has been tried for at least 50 years without any
remarkable progress. Currently, fresh efforts are
being made (Ambler, 2000; Rust et al., 2000) (See
also, Chapter 21).

Re-casting supplier and 
customer roles

A legacy from economics states that there are sell-
ers and buyers who enter into exchange.
Mainstream marketing management considers
the seller the active party persuading the passive
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customer. Relational approaches to marketing
(see further below) have partially managed to
change this view. In 1980, futurist Alvin Toffler
minted the concepts ‘prosumer’ and ‘prosump-
tion’ as composites of producer, consumer and
consumption. The concepts say that the customer
is an integral part of the production system and
that the borderline between supplier and cus-
tomer has been at least partly erased. It is not
new; do-it-yourself is a big market and IKEA has
built 60 years of unbroken success on customers
doing transportation and assembly jobs.

However, the American Marketing Associa-
tion’s new definition of marketing from 2004
states that marketing delivers value to customers
and manages customer relationships. So officially
marketing is still locked in the supplier/customer
and active/passive trap (see further a critical dis-
cussion in Grönroos, 2006).

Within the service-dominant logic, the cus-
tomer is a prosumer and co-creator of value. The
reality of this condition is progressively being
demonstrated both in practice and theory. It has
already been seen in Figure 23.1 and in the service
encounter section. Two types of interaction were
especially stressed there: contributions from the
supplier and the customer in interaction and con-
tributions from C2C interaction. There are also
independent contributions from both the supplier
and the customer. There is further individual cus-
tomer interaction with the value proposition to
arrive at value actualization and individual satis-
faction. In all these instances, both customers and
suppliers contribute to quality and productivity.

When quality and productivity are measured
and displayed in statistics, only the supplier input
and output are considered. This may sometimes
be motivated from the supplier’s point of view
and especially in manufacturing. No wonder that
service quality is mostly measured as the black
box concept ‘customer satisfaction’ and technical
aspects such as punctuality or relations aspects
such as communication with customers. The prod-
uctivity concept from manufacturing does not fit
when activities are performed by customers. No
wonder that engineers, statisticians and econo-
mists express frustration about service productiv-
ity and complain about it. However, they are
locking themselves up in mental prisons and
nothing – except their prejudices – stop them from
getting out.

Goods manufacturing can also be inter-
active and is increasingly so through outsourcing
and the building of networks organizations. 

In business-to-business (B2B) marketing, com-
panies may develop, produce and finance products
in joint ventures.

We have already become familiar with C2C
interaction. IT has expanded the opportunities
for business customers and consumers to com-
municate with companies and with other cus-
tomers. The Internet could be considered an
enabler of C2C interaction. But C2C interaction
occurs in a physical encounter in the marketplace
as well as in the virtual IT-mediated encounter in
marketspace.

Nicholls (2005) has classified physical C2C
interaction by studying critical incidents of both
positive and negative customer involvement in
several services in Poland. He finds a great var-
iety of events that can be related to time, place,
conversation and need for information and help
or turning down help. Most concern one-to-one,
but some occur in a public environment and
involve all those present. A context of many-
to-many is created. This is also the case in a study by
Harris and Baron (2004) who examined conversa-
tion between strangers on trains in England. In a
model for C2C, they expose the consequences for
consumers and providers. Among other things,
they show that conversation between passengers
on trains has a stabilizing effect on the mood of
the passengers when, for example, delays occur.
The results also show that when employees are
not available, passengers perform their tasks. It
can be information about the timetable or where
to change trains. From the railway company’s
perspective, the passenger is an unsalaried part-
time employee. The interaction can also be seen
as a purely social act, for example, the joy of help-
ing somebody or telling about something you
know. Customers co-create the value of the ser-
vice to the benefit of themselves and the service
provider. Unfortunately, the providers may not
see the contribution of this involvement and fail
to support it.

How the customers’ active involvement
affects marketing is gradually being learnt. Even
advertising agencies, who traditionally embody
mass marketing, are rethinking (Creamer, 2007):

Consumers were recently recognised to have a
more influential role in marketing than the profes-
sional marketers. Every year the American jour-
nal Advertising Age nominates the best advertising
agency. In 2006 the award did not go to a trad-
itional agency but to the consumer! Through the
Internet, email, mobile phones and other IT
media, individual customers and C2C interaction
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through communities reach out in the world.
Consumers control the brands more than the legal
brand owners do. Web-based chat groups, hate
sites and fan clubs have been around for some
time. Now we also have blogs and the TiVo
(which keeps commercials off your TV). In an
instant, YouTube, which lets anybody show their
videos on the Internet, has become a smashing hit.

Gatarski and Lundkvist (1998) have analysed actors
and interaction on the Internet where conversation,
dialogue, and interaction – chatting – have become
part of the social life. It can be chatting between 
a customer and a supplier, that is business-to-
customer (B2C) interaction, or between customers
C2C. An example of this is found in the next case,
which is a modern – or perhaps postmodern, but
true – success story. It is about the Linux operat-
ing system. It is about C2C interaction that devel-
ops Linux in a network context and customers
who constitute an informal but highly efficient
R&D department.

In 2003, Linus Torvalds from Helsinki, Finland,
became No. 3 on Fortune’s list of the most influen-
tial people under 40 in the US, where he now
lives. It began in 1991 with an e-mail to other com-
puter geeks asking them to react to a new idea 
of an operating system for computers: . . .’just a
hobby, won’t be big and professional. . . Any sug-
gestions are welcome, but I won’t promise I’ll
implement them’.

The Linux operating system was born. It was
developed on cheap hardware through inter-
action between users, C2C. An operating system
is a service infrastructure for the digital world. 
Bill Gates became the world’s richest man on
Microsoft’s operating system, which in practice
has had a monopoly and exists in every computer.
Torvalds went another way through an open
source code, free to anyone to enter the system,
use it and influence it. He did not earn money on
the system; his curiosity drove him.

Linux did not just become a short-lived hap-
pening. Its market share in servers rose from 
6.8 per cent in 1997 to 24 per cent in 2003 and it
keeps rising. In 2005, it was almost everywhere.
For example, Google, Motorola, and Volvo use it
in some of their products and services, and 
Dell, HP, and IBM run it in servers and personal 
computers (PCs).

What happens when such a network grows?
The original community consisted of some hun-
dred enthusiasts in a self-organizing system with
Torvalds as the hub, keeping the network of con-
tributors together. In 1999, the informal organiza-
tion approached a critical tipping point. There

were thousands of contributors to the system and
Torvalds could not handle them all without big
delays. He had to delegate. The former network
captain now has a team of lieutenants. In 2005,
IBM, HP, Intel and others contributed thousands
of programmers. But Linux is still a network with
no official headquarters, no CEO and no employ-
ees. Companies in the network profit from selling
Linux packages, user manuals, updates and other
services, and manufacturers preload Linux in
servers and PCs.

The Linux case is a remarkable instance of C2C
interaction creating a new computer service, per-
formed in a way that defies all traditional the-
ories of innovation processes and management.
There is no plan but there is an obsession in the
minds of the customers. Service design/engin-
eering and service production/delivery work
hand in hand. The considerable size of Linux
today has not forced it into a traditional corporate
structure. It stays a C2C network supplemented
by alliances with different clusters of suppliers.

In B2B marketing, we cannot tell which B
means supplier and which means customer. The
design of the B2C acronym is plain, however; it is
business-to-customer and not the other way
around. To avoid falling back into the marketing
management and mix ambush of considering the
supplier active and the customer passive, I advo-
cate an extension of the acronym to B2C/C2B.

The tech and human balance:
High tech/high touch – and low tech

There is a strong trend in management and mar-
keting to propose IT systems as a cure-all for eco-
nomic ills. High tech is highly regarded; low tech
has a lowly status. And the human being is too
costly, too messy and too unreliable. Let us take a
look at this trend. Traditional products like
tabloids and hot dogs are bigger than ever in the
marketplace – and they represent low tech. Basics
needs and instincts such as love, social contact,
sleep, nutrition and air cannot be taken over by
high tech to the benefit of customers, even if
efforts are made. The human being is instrumen-
tal in designing the smart systems and the soft-
ware and controlling them. Consumers, we learn,
are not buying products and services but experi-
ences and dreams, driven in their choice of sup-
pliers by something as mushy and woolly as
brands and their symbolic value. So we have to
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look for a balance. Consider the case of Harley-
Davidson (H-D), its general value proposition, its
co-creation of value and the importance of C2C
interaction. It is high tech/high touch.

Who wants a Harley-Davidson motorbike? The
common idea seems to be that it is a younger man
with an unconventional lifestyle. The classic
movie Easy Rider with Jack Nicholson and Dennis
Hopper inspired a whole generation of young
people of the 1960s and Robert Pirsig’s Zen and the
Art of Motorcycle Maintenance became a cult book.
Some bikers unfortunately form criminal gangs
which have given rise to globally organized crime.

This widespread image is only marginally true
for H-D, and the retailers should have understood
it. Perhaps they knew, but nobody at the factory
listened. H-D is expensive to buy and to maintain,
and expensive to protect against theft. So the
owner needs some money.

When the company finally studied its buyers
systematically, they came up with a different pic-
ture. Those who really wanted an H-D were middle-
aged males (and some females). They were
married, had children, a good job and their own
house. They wanted to hit the road and feel the
freedom – but they wanted to do it in style. They
could afford it. Perhaps it was a dream from
younger days when they could not afford it. They
hid their H-D in the garage where they served it
and polished it. They hit the road sometimes
when it was dark and the neighbours could not
see them. But these enthusiastic customers missed
something. They wanted company, they wanted
to be with others who shared their interest in H-D,
discuss motorbikes, feel the freedom, and do
something thrilling which took them away from
the responsibilities of the workday.

H-D management had to take some coura-
geous decisions and expedite the implementation:
upgrade the technical quality keeping the sound
and other unique features; direct their marketing
to the right target groups; and create opportun-
ities for H-D owners to interact with H-D and
between themselves.

Today, H-D is a profitable company which, in
2006, shipped 350 000 motorbikes. Harley Owners
Group (H.O.G.) has one million members in 1200
local chapters ‘. . . united by a common passion:
making the Harley-Davidson dream a way of life’.
The club mission is ‘to ride and have fun’.
Through H.O.G., the H-D owner establishes a net-
work of relationships with others with a shared
lifestyle. We are reminded of the idea of the dream
society where you buy a story, an experience, an
identity, a lifestyle, and not in the first place a
physical product even if the access to such a prod-
uct is a necessary antecedent to all the others.

The conclusion is that the customer does not buy an
H-D, but a membership in a network where a motor-
bike is included and opens the opportunity for experi-
ences and dreams. From this value proposition,
customers co-create value to satisfy their individual
needs and wants. This is a general conclusion. Now
consider a specific situation.

My colleague at Stockholm University, Ola Feurst,
bought an H-D after a traffic accident and
burnout. He needed to do something else than
just work. It was also a dream from his teens
which could now be fulfilled. The motorbike has
become part of his brand identity. He bought a
black leather suit and grew a beard; he already
had a ponytail. He keeps the suit on in the class-
room which helps maintain his brand. When
Philip Kotler, the well-known marketing profes-
sor, at the age of 70 gave a guest lecture for us, we
offered him a tour on Ola’s H-D. He got excited
and gave yet another reason for buying an H-D.
‘I’d put it in my living room’, he said. ‘It’s so beau-
tiful. It’s a sculpture’. It would add neatly to the
large collection of glass sculptures already giving
Kotler’s living room a unique atmosphere.

The concept of high tech/high touch was
launched by Naisbitt (1982) twenty-five years
ago, but seems more topical than ever. Perhaps
just tech/touch would be enough to leave space
for low tech and less flashy human needs. To find
this, optimal balance between technology and
human aspects should be an important part of
marketing strategy.

The marketing mix:The 4Ps are 
neither 4 nor Ps

The marketing mix consists of those marketing
strategies that companies use to persuade and
manipulate the market. An inventory of market-
ing mixes and their various applications show
that there is a rich variety and little coherence
(Constantinides, 2006) (See also Chapter 12). They
are most popularly represented by the 4Ps: prod-
uct, price, promotion and place. They offer an easy-
to-remember simplification.

The 4P logic is straightforward. A supplier
needs products, needs to price them, to promote
them and distribute them to the place where 
the customer can buy them. The 4Ps have been
extended into 5Ps by adding people (Judd, 1987),
and 6Ps by adding political power and public opinion
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formation (Kotler, 1984). Booms and Bitner (1981)
suggested the 7Ps for services marketing, the ori-
ginal ones plus participants, physical evidence and
process. The three new service Ps stress that the
customer is a participant in production and
through this exposed to marketing, that goods
influence services marketing, and that services are
a series of activities and not static objects. This is
an informed effort to adapt the Ps to services, but
the pedagogical beauty of the P format may curb
more visionary attempts to develop marketing
theory.

There is a lot of truth in the 4Ps and other
mixes, and they are a good start. The major prob-
lem is that they are supplier-centric first, and only
secondarily consider customer needs.

Let us see what the marketing mix includes
today. Every strategy is a large topic in itself and
here I can only touch on some aspects. Pricing ser-
vices is such an intricate and not well-researched
area and so is the distribution of services (place).
They deserve future attention. I will expand on the
two Ps that I have studied more in depth – product
and promotion. They are not so easy to tell apart.

Originally ‘product’ was goods and later ser-
vices were added. Marketing makes many efforts
to find a deeper meaning behind what we are
buying and consuming. Value proposition has been
advanced here, supported by the service-dominant
logic. We are also known to seek experiences, kicks,
and dreams through motorcycles, parties, diving
in the Barrier Reef, or visiting the Vatican Museum
to marvel at Michelangelo’s paintings. The product
can also be an international event like the European
Song Contest or a local exhibition of roses. Their
product is also defined through storytelling; we
buy a story rather than the product itself. For
example, all stories about the love lives of celebri-
ties help build fame and sell tickets to theatres. The
product today is also information where websites
and search engines such as Google have opened
up a new marketplace.

‘Promotion’ once consisted of advertising,
personal selling and sales promotion. Today, the
forms for promotion have become more sophisti-
cated. Advertising pops into our homes through
television, radio and computers. It enters music
through music videos and movies through prod-
uct placement. What car James Bond will drive in
his next film and what mobile phone he will use
to call his girlfriends depends on which manufac-
turer pays the most.

Advertising through the mass media and
direct mail is supplemented by public relations

(PR), with the aim to create a positive image of a
company in the market and society, preferably
through editorial text and documentaries to make
it stand out as more credible. A lot is about brand-
ing and loading offerings with perceptions about
the suppliers and their products. In a Formula 1
race, the cars are covered by logotypes and World
Cup skiers are advertising pillars. Events are
increasingly dependent on such sponsorship. A
cultural or sports event gives the sponsoring
companies an opportunity to expose themselves
to the market and even get in personal contact
with customers. They become associated with the
event and the glory of the winner of an Olympic
gold medal is reflected on them.

On a mega strategic level, politics, lobbying
and public opinion come in. These means are used
in both honest and dishonest form. Public opin-
ion sometimes acts with common sense, some-
times not. For example, lobbyists can educate
ignorant politicians but they can also corrupt
them for selfish reasons and circumvent the demo-
cratic process.

Scientific research and education have also
received growing attention by companies. The
most obvious example is the pharmaceutical
industry and their influence over medical research.
Scientists are dependent on their sponsorship and
pharmaceutical companies need the knowledge
produced in research hospitals, but also to bask in
the prestige of science, thus adding to their credibil-
ity in the public eye.

IT has given rise to call centres which compa-
nies themselves run as marketing concept and help
desks or outsource to specialized call centre com-
panies. Telemarketing has entered into a new phase.
Both these operations require plenty of staff and
add employment opportunities, but are equally
dependent on IT. E-mail and web sites, mobile phones
and text messaging have redesigned the market-
ing landscape. The dissolution of the boundaries
between telephones, TV and computers is spawn-
ing a new world for marketers and customers. IT
also causes problems. The Internet architecture is
not built to protect against dishonesty and today
30 per cent of the cost of a computer and its soft-
ware goes to patching unsafe systems and contin-
uously developing new security programmes to
curb criminality. Spam and pop-up windows are
annoying elements, but even worse is the finan-
cial fraud that customers get exposed to.

The major criticism against the marketing
mix is that it counteracts the customer concept
and is more manipulative than oriented towards

464 The Marketing Book



the real needs of the market. The marketing mix
is supplier-centric with a half-hearted effort to
adjust to customers.

Several of the marketing strategies listed
above involve relational issues, and marketing
increasingly is becoming recognized as dealing
with relations in various forms rather than with
mass exchange. This will be discussed in the next
section.

The core of marketing: Relationships,
networks and interaction

Relationship marketing, one-to-one marketing and
Customer Relationship Management (CRM) – all
with approximately the same essence but in part
with different origin and emphasis – are estab-
lished concepts today. Most commonly, relation-
ship marketing is defined as a variant on the
theme ‘create long-term relationships with loyal
customers’. My definition is broader and more
abstract with the general purpose of trying to find
the DNA of marketing. The definition is,

Relationship marketing is interaction in net-
works of relationships.

Relationships bring people or organizations
together, temporarily or long term. From personal
experience, we have an intuitive understanding 
of what relationships are. When relationships
embrace more than two people, they quickly
become complex networks; we talk about networks
of relationships. What happens in relationships is
interaction through communication and activities.

To make relationships more concrete and to
emphasize their ubiquity and complexity – and in
opposition to the simplistic 4Ps – I developed the
30 relationships (the 30Rs) (Gummesson, 2002).
The 30 Rs organized themselves naturally into
three groups. Market relationships embrace rela-
tionships and their properties in the market, pri-
marily with customers, suppliers, intermediaries
and competitors. We have noted that politics, lobby-
ing, public opinion and scientific research also
influence marketing; they offer mega relationships.
These appear above the market relationships and
marketing departments and are handled by the
board of directors and top management. Among
them are alliances, international relationships
and the media. Nano relationships (‘nano’ means
very small) embrace a company’s inner relation-
ships, how it is organized and how employees
and departments interact. But all levels of 

relationships are interlinked. For example, the
mega level determines certain conditions for the
market and nano levels. Only considering market
relationships – which is typical of most relational
approaches – restricts marketing to tactics; over-
riding strategies, organizational structures and
processes are lost.

The expression one-to-one marketing empha-
sizes that customers – people or organizations –
are individuals with unique properties; there is
even the expression segment of one (Peppers and
Rogers, 1993). In opposition to reminiscences of
microeconomics, it is time to recognize that an
individual supplier is selling to an individual
customer. The reigning strategy within the 4Ps is
mass marketing and standardization. Customers
are not statistics and grey masses. There is a myth
about mass influence and mass distribution as
cost-effective at the same time as the effect on the
bottom line eludes measurement. Mass market-
ing will always be around in symbiosis with rela-
tional approaches, but it constitutes a limited part
of all marketing. While mass marketing divides
customers in markets, segments and niches, rela-
tionship marketing builds communities of indi-
viduals with similar needs and behaviour.

Customer Relationship Management is cur-
rently the most used concept. A comprehensive
definition is provided by Payne (2006, p. 4) (See
also, Chapter 20).

CRM, also recently called customer management,
is a business approach that seeks to create,
develop and enhance relationships with carefully
targeted customers in order to improve customer
value and corporate profitability and thereby
maximize shareholder value. CRM is often associ-
ated with utilizing information technology to
implement relationship marketing strategies. As
such, CRM unites the potential of new technolo-
gies and new marketing thinking to deliver prof-
itable, long term relationships.

Customer Relationship Management is only
partially successful. Too many companies believe
that software and technology will solve all prob-
lems and have not understood the need for a high
tech/high touch balance.

So far, relationships and interaction have been
the focus for attention, but it is now time to take
the step towards networks. Relationships in one-
to-one and CRM are usually two-party supplier-
customer relationships. But we live in complex
networks which we influence and are influenced
by. I, therefore, want to extend one-to-one to
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many-to-many marketing (Gummesson, 2006). The
definition is,

Many-to-many marketing describes, analyzes
and exploits the network properties of marketing.

The approach offered by many-to-many
marketing and general network theory is equally
applicable to all kinds of marketing situations.
Here is a case of a B2B network organized by local
hotels (von Friedrichs Grängsjö and Gummesson,
2006).

In the beginning of the 1990s the hotel sector in
Sweden suffered a reduction in room reserva-
tions. The hotels in the town of Östersund were
hit hard and the managers of two of the largest
hotels decided to start a local hotel network, the
Hotel Group. There were 12 hotels and 2 guest-
houses in Östersund varying in size from 7 to 177
rooms, all but one being privately owned, and 7
belonging to chains. All the hotels in town joined
the Hotel Group. In addition, the Tourist and
Congress Office, operated by the local govern-
ment, became member of the group. The network
has been successful in balancing the interests of its
members to jointly market their town as a destin-
ation, but at the same time keeping individual
freedom to compete for guests. The members agree
that three basic principles are vital for the net-
work: show enthusiasm, give time and participate
actively, and contribute to financing. The outcome
was increased reservations of available rooms
from 48% in 1996 to 57% in 2002, considerably
more than in the rest of Sweden. The Hotel Group
was awarded the local prize ‘Businessman of the
Year’ for attracting visitors to the benefit of not
only the hotels but all local business.

The case shows how important relationships with
competitors could be. Although competition is still
the mantra of market economists, competition and
cooperation have a yin and yang relationship –
one cannot survive without the other. Like the
hotels, companies in general can choose to com-
pete on certain issues and cooperate on others.
There is an optimum which is to the advantage 
of each company as well as to customers and 
society.

Despite its significance, network is a rare
word in general marketing management text-
books, most of them founded on a consumer
goods paradigm. There may be a word trap here;
perhaps, networks are hidden behind other terms
and concepts. In books on consumer behaviour,
consumers are analyzed in the context of opinion
leaders, reference groups and word-of-mouth.
Consumers relate to family and friends, and to

social, cultural, political, religious and ethnic
belonging. They buy from many suppliers and
live in a network of suppliers and others. They
assume many roles, among them those of buyer,
payer and user. So B2C/C2B networks exist, but
in the traditional literature they are rarely ana-
lyzed through the many-to-many eye-glasses
using network theory.

Customer, dyadic or network 
centricity?

The topic for the final sections concerns the via-
bility of the marketing concept and customer-
centricity. Does marketing need a new and more
realistic credo? I will start with the traditional
value chain and proceed with lean production
and lean consumption to end up with the net-
work approach and many-to-many marketing.

The value chain
Porter’s (1985) value chain is unabashedly 
supplier-centric. It starts with inbound logistics
(material), proceeds with operations (manufactur-
ing and assembly) and outbound logistics (mar-
keting and sales), and ends with service (spare
parts with surrounding activities). The process is
supported by the company infrastructure, human
resource management, technology development
and procurement.

The chain imposes several restrictions on
marketing. It is limited to goods and manufactur-
ing; value-added becomes a euphemism for cost-
added; and its stages are sequential, while to
produce a desired outcome an iterative mode is
required. But most important: by ceasing when
the customer enters, supplier operations become
separated from the consumption context.

In the supplier value chain, a car is a manu-
factured product with fairly objective properties.
For the customer, the car is an individually man-
aged and subjectively interpreted phenomenon.
The supplier chain is designed for standardized
mass manufacturing, while the customer value
process is characterized by individual flexibility
with its shape and content varying from one
moment to another.

The lean solution
Lean production has much in common with the
value chain. It goes far back, but was especially
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brought to the fore in the car industry in the 1970s
and 1980s. The Japanese had boosted productivity
and quality and took the global lead in car design
and manufacturing. Lean production is common-
sensical and basic: Do not waste anything be it
money, material, worker’s time, or storage space,
and apply hands-on strategies such as continuing
improvements, do it right the first time, and man-
agement commitment! What makes Toyota – the
exemplar of lean production – continually suc-
cessful is ‘the brilliant focus on core processes’
(Womack and Jones, 2005a, p. 1).

Lean production pioneers have begun to
inquire about what happens at the customer end.
One service to customers is respect. For example,
customer time is not free, although it may seem so
as customers are not on the payroll. Letting cus-
tomers queue up at airports or on the telephone to
speak to a computer supplier’s help desk is rarely
necessary; still it is standard procedure. The sup-
plier process may have become lean, but how
about lean consumption? And do the two processes
provide a joint lean solution? Traditional service
industries, such as the super-performing British
retailer Tesco, are successfully trying the lean idea.

The new knowledge has emerged out of
inductive empirical research and a trial and error
process. From that, the following lean consump-
tion principles have been derived (Womack and
Jones, 2005b, p. 61):

1 Solve the customer’s problem completely by
ensuring that all the goods and services work,
and work together.

2 Do not waste the customer’s time.
3 Provide exactly what the customer wants.
4 Provide what is wanted exactly where it is

wanted.
5 Provide what is wanted where it is wanted

exactly when it is wanted.
6 Continually aggregate solutions to reduce the

customers time and hassle.

Lean production worked because it was grounded
in reality. So is lean consumption, and it fits the
service-dominant logic and the customer’s role as
co-creator. That the lean solution is far from imple-
mentation today became blatant in a study of car
repair. Womack and Jones (2005a, pp. 43–45) found
that for a service provider to repair a specific cus-
tomer’s car, 220 minutes were spent of which only
35 minutes represented value-creating time (16 per
cent). Parallel to that, the customer had to spend
210 minutes, 58 being value-creating (28 per cent).

The lean solution implies that we question
the realism of the marketing concept and customer-
orientation. We cannot discard product-centricity
because it is a reality that creates value proposi-
tions, and new technology without any obvious
links to customer needs and wants will continue
to capture the minds of entrepreneurs. Confining
suppliers and customers to separate research 
traditions such as operations management and 
consumer behaviour deprives them of their inter-
dependent context.

We may, however, not stop here, but aim for
a broader view as is spelled out in the next and
final section.

Networks, many-to-many marketing
and balanced centricity

Value-creation takes place in a network of activ-
ities involving not just two, but multiple stakehold-
ers. Among these are intermediaries, employees,
shareholders, the media, citizens and society. Not
only consumers should be good citizens but so
should corporations. Today’s wide-spread dogma
that businesses are free-wheeling entities that can
do anything to maximize shareholder value as
along as they can get away with it does not add
value in this stakeholder context.

This means that the degree of complexity of
marketing theory increases. But reality is complex
and we cannot just pretend it is not, if we want to
develop marketing scientifically. Here network
theory comes in handy. A network consists of
nodes and relationships within which interaction
takes place. It can accommodate movement in any
direction; it allows iterations back and forth; it can
change into any number of shapes; it is scale-free;
it defines not only structure but also process and
change. Its nodes can include people, organiza-
tions, machines, events or activities. We can choose
to focus on any of its parts without losing sight 
of the systemic context. A network can support a
strict mode of operation which is cost-effective 
in mass production, but it can equally well be flex-
ible to a customer’s individual value-creation. 
I have found no theoretical and methodological
alternative that can match network theory.

In adopting a network perspective, we leave
the one-party orientation and the two-party bal-
ance to arrive at a multiparty balance as the basis
for marketing. By naming my effort to develop
general, network-based marketing theory many-
to-many marketing, the emphasis is put on inter-
action between multiple parties.
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Contrary to the recommendation by Shah 
et al. (2006) that customer-centricity can be imple-
mented by the application of smarter strategies,
my contention is that customer centricity as the
prime target for business is non-implementable and 
not fit to form the foundational credo of marketing.
Satisfied customers are not the only drivers of suc-
cess. A balance of interests can only be actualized
in a context of many stakeholders. We move to bal-
anced centricity. It means that in long-term rela-
tionships and a well-functioning marketplace, all
stakeholders have the right to satisfaction of
needs and wants.

I am perhaps talking about the best of all
worlds, a Utopia, but why not? Even if we never
quite get there, moving in its direction seems to
be the best of all strategies. Arming marketing
with network theory, the service-dominant logic
and the lean solution opens up for a possible
breakthrough.

Summary

This has been an account of my travels and
adventures in Marketingland. As the reader has
probably noticed, the terminology and the logic
are not yet sufficiently consistent and complete.
However, the lookouts that we camped at during
the journey offered fascinating sights waiting to
be converted to insights and adapted to unique
marketing situations, be it B2B or B2C/C2B.

During the journey we have encountered
these issues:

� Goods, services and the service sector are ill-defined
categories.The definitions become fuzzy for the
very reason that they represent fuzzy phenomena.
This has to be accepted as a springboard for
creative and scholarly work, and the mock images
of economic reality have to be weeded out.When
the terms ‘goods’ and ‘services’ are used in this
chapter, they represent perspectives.The focus can
be on either the things or activities aspect.

� In alignment with the service-dominant logic, the
term ‘service’ is used as synonymous with value.
A supplier has a value proposition, but value
actualization takes place during the customer’s
usage and consumption process. Suppliers and
customers are co-creators of value.

� The IHIPs – intangibility, heterogeneity,
inseparability and perishability – can be applied
very well among a multitude of other properties

to characterize a value proposition.They may help
to identify specific marketing situations, but they
do not separate services from goods.

� What is labelled as general marketing management
is both pseudo-general and pseudo-specific.
Marketing is stuck in the middle. It is neither
concrete enough to embrace the multiple details
of real-world marketing situations, nor abstract
enough to furnish theories that help uncovering
the components of the marketing genome and a
future grand theory.

� What we have learnt about interaction in the
service encounter has been extended and
becomes applicable to all marketing situations.
Relationships, networks and interaction have been
proposed at the top level of marketing with the
4Ps and the marketing mix demoted to the next
level.The marketing mix is supplier-centric and
manipulative first and customer-centric second. It
still has its mission as a set of strategies for the
supplier to act.

� With quickly expanding technology, especially IT,
and the prevailing idea that high-tech and
integrated systems are more productive than
people, attention to the high tech/high touch
balance becomes progressively critical. Our
fascination for high tech must not obscure the
fact that our lives are dominated by human and
social behaviour – and low tech. On the ‘touch’
side, marketing increasingly honours experiences,
events, storytelling and brands as value
propositions.

� The understanding of the customer’s active
involvement in value-creation is growing. Services
marketing, the service-dominant logic, relational
approaches to B2B marketing, developments on
the Internet and increased understanding of C2C
interaction all provide heavyweight empirical and
conceptual evidence for re-casting supplier and
customer roles.

� Marketing is the revenue-generating function of a
firm. It is easily forgotten by practising marketers
and marketing theorist alike that the ultimate test
of success is a profit level that allows a firm to
prosper in the long run.Therefore, marketing
needs to focus not only on revenue but also on
cost and capital. In this process, quality, or value as
perceived by the customer, productivity and
profitability become triplets. All this is reflected in
the current boom in marketing metrics.

� Complexity must be recognized in marketing
theory and research methodology. Network theory
offers the most constructive attitude and
manageable techniques for approaching
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complexity. Many-to-many is a concept for merging
network theory and marketing reality.

� The traditional value chain is blatantly supplier-
centric.The developments of lean solutions,
encompassing lean production and its extension
into lean consumption, offer a balance between
supplier and customer interests.

� The marketing concept and customer-orientation
form a recurrent theme in the text. I have
concluded that customer-centricity has not 
been well implemented simply because it is not
implementable. A more realistic alternative is 
to leave one-party centricity – either supplier-
centricity or customer-centricity – in favour of two-
party centricity (supplier–customer win-win
relationships), and eventually strive for balanced
centricity, a stakeholder and network approach
where the interests of multiple parties are
mediated.

� Marketing as an academic discipline should
provide general strategies.The specific configuration
of strategies has to be adapted to each unique
situation. Sometimes a marketing situation is
‘uniquely unique’ and sometimes marginally
unique, but it is not differences between goods
and services that determine the uniqueness.

� Although we have not yet got it conceptually and
consistently together, I am prepared to say that a
paradigm shift is taking place in marketing that
needs to be reflected in research priorities,
textbooks and education at a faster pace than
today. Time to market is too long drawn out.

Epilogue

In writing this chapter, I recurrently found myself
thriving on a process of tacit knowing. The out-
come, tacit knowledge, can only be communicated
and understood through first-hand experience
and intuition. I have tried hard to find words and
structures and offer something more coherent and
elegant, even new theory. Our explicit knowledge
is not adequate and the tacit touch is needed to
make the marketing bumblebee fly.

The process of transforming services market-
ing into general marketing with service/value in
focus rather than goods/services, and balanced
centricity rather than customer-centricity, reminds
me of Paulo Coelho’s bestselling novel The
Alchemist (1995). Just like the alchemist, the mar-
keter tries to make gold. The book is about a shep-
herd who set out on a strenuous journey to find 

a master alchemist with genuine knowledge. He
learnt that the real gold of life was not the metal as
such; gold represented value. The answer lay on
his doorstep, but he needed the many aggravating
experiences from the journey to see the obvious.
And above all, he had learnt that you must listen
to your heart, read the signs and follow your
dreams.

Perhaps, we need all the detours of market-
ing models to find the genome of marketing. 
We have not arrived yet, but if we listen to our
hearts, read the signs and follow our dreams
rather than get stuck on received theories and
methodological rituals, we may succeed to
advance marketing.
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CHAPTER 24

International marketing
ANGELA DA ROCHA and

JORGE FERREIRA DA SILVA

The forces of globalization have changed the ways
in which companies compete. The opening of
national borders during the last decades brought
international competitors into almost every domes-
tic market in the world, leaving local firms with the
challenge of improving their operations, or disap-
pearing. At the same time, firms from developed
countries had to face competitors from emerging
markets, which compete based on country-specific
factor endowments. As a result, the configuration
of world markets is changing, as well as the nature
and direction of trade, investment and technology
flows. In this new business geography, marketers
are faced with huge opportunities in different
parts of the world. More and more, domestic firms
are internationalizing to take advantage of these
opportunities.

However, to operate effectively in interna-
tional markets is not a simple task. It requires 
managers with a global mind-set, prepared to
understand and deal with different cultures and
systems. It also demands specific marketing capa-
bilities, which are not always available to the firm.

This chapter presents a discussion of this new
environment, analysing some of the major trends
and challenges faced by international marketers.
The international expansion of firms is analysed,
highlighting organizational motives and processes.
Strategic aspects of international expansion are
discussed, such as foreign market selection, and
modes of entry and operation in foreign countries.

Finally, marketing strategies designed to serve for-
eign markets are examined.

The international environment:
challenges and opportunities

The environment of international marketing is
much more complex than the domestic one, both
because of the heterogeneity of cultures and of
the diverse economic, social, political and institu-
tional systems. This complexity is the main rea-
son why firms that internationalize face higher
risks than those that remain only in their domes-
tic market. But although this has also been true in
the past, internationalization has become over the
last decades less of an option and more of an
imperative, at least for firms that do not want to
play only a marginal role. The major force behind
these changes is the phenomenon of globaliza-
tion, which can be briefly conceptualized as an
enlargement of the social space by economic and
technological forces, in such a way that changes
in one part of the world affect people and coun-
tries in another part.

This new international marketing environ-
ment is characterized by the action of global forces
and poses new challenges as well as creates new
opportunities for international marketers. Yet, to
effectively respond to these challenges and exploit
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such opportunities, marketers need to develop a
good understanding of these forces, and of how
they are shaping the world we live.

The cultural environment
The cultural environment is probably the most
important aspect of the macroenvironment to be
understood when a firm enters international mar-
kets. Many marketing managers and firms have
learned that the costs of not giving attention to cul-
tural differences may be extremely high. In con-
trast, the advantages of being culturally sensitive
can be enormous: successful products and services
delivered to the marketplace, satisfied customers
and higher profits. Ultimately, understanding cul-
tural values can be the divide between success and
failure in a foreign market.

Yet it is extremely difficult to understand
people from other cultures, even if we master their
language. This is because we lack the knowledge
of the meanings behind their words. We suffer of
cultural blindness; we are prisoners of our own
values, beliefs, codes and norms, which cannot be
successfully applied to different cultures. Worst of
all, we are not aware of this limitation. Unless one
is trained to understand cultural differences and
respect them, the most typical reaction when faced
with a different culture is to apply one’s own cul-
tural standards, which may result in rejection
because it is considered to be threatening, strange,
impossible to understand or even comic. This cul-
tural bias is called ethnocentrism.

Culture defined
Culture has been referred to as a web of meanings, or,
in a more operational way, as ‘whatever it is one has
to know or believe in order to operate in a manner
acceptable to [a society’s] members’ (Goodenough
apud Geertz, 1973). A business scholar conceptual-
ized it as ‘the collective programming of the mind,
which distinguishes the members of one group […]
from another’ (Hofstede, 1991).

� Culture is learned: People are socialized into a
culture, which means that they have to learn
values, beliefs, codes and symbols to be able to
effectively operate in that culture.The process of
cultural socialization is both formal and informal.
Formal socialization is carried out by the family,
schools and universities, churches, etc. Informal
processes are embedded in everyday life; people
learn by social interaction.

� Culture is shared: Culture is an in-group
phenomenon, and it is thus shared by its
members.As a consequence, meanings associated
to attitudes and behaviours – the social structures
of significance – are subconsciously apprehended
by other members of the same group.

� Culture is long standing: Culture does not change
easily. It can take generations to change cultural
values, even when these values become ineffective
and cannot serve the group well.

� Culture is pervasive: Culture encompasses every
aspect of human life: work and leisure, love and
war, industry and arts. It influences issues as
diverse as food acquisition, clothing, sexual
practices, division of labour, child raising, power
and authority, communication and consumption.

Cultural dimensions
Several lists of cultural dimensions have been
suggested, and there is no consensus among schol-
ars of which list offers the most important dimen-
sions. Table 24.1 presents two well-known lists,
which have the advantage of combining several
variables into more general factors. The two lists
are very similar, although not exactly the same.

The first set of variables has to do with the
emphasis society places on the satisfaction of
individual or group needs. Collectivist societies
prioritize group interests, based on the belief that
individual welfare is a consequence of social wel-
fare. Individualist societies, on the other hand,
believe that social welfare is attained by serving
individual interests. Most societies in the world
are collectivist, and only in a few societies the
interests of the individual prevail. In collectivist
societies, group membership defines one’s iden-
tity and social status. The most important group
to which one belongs is often the extended family,
or even the clan. The main function of the group is
to protect its individual members. These groups
are characterized by strong cohesion and lifetime
loyalty of its members. Because of these obliga-
tions towards the group, one has to favour other
group members (particularism) instead of apply-
ing general rules to them. In contrast, individual-
ist societies favour general rules to be applied 
to all individuals (universalism). The degree of
involvement one accepts in a relationship also
varies from one society to the other. More individ-
ualist societies tend to see interactions among peo-
ple as separate, specific events, while people in
collectivist societies tend to engage in more diffuse
relationships.
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Another cultural dimension has to do with
inequality, referring to issues such as power,
authority and status. Hofstede’s Power Distance
dimension is defined as a measure of dependence
relationships, including how people in a society
deal with authority and power. Countries with
small power distance consider it important to
minimize inequalities among people and value
interdependence, while those in countries with
high power distance consider inequalities and
dependence as a natural part of life, and could
even have mechanisms to make social differences
more obvious, such as the use of status symbols.
Trompenaars looks at the status issue from a nar-
rower but related perspective: whether one’s status
is attributed by the group (e.g. family, gender or
ethnic status) or is based on personal achievement.
He found evidence that Protestant cultures tend to
favour achievement, while in Catholic, Buddhist
and Hindu countries status attribution prevails.

Control issues are considered in another cul-
tural dimension called uncertainty avoidance by
Hofstede. This dimension captures how societies
deal with uncertainty. Certain societies have high
tolerance to uncertainty, while others do not. The
latter tend to be less prone to adopt innovations,
and more strict in terms of precision and punctual-
ity. Mechanisms of control are important in a soci-
ety with strong uncertainty avoidance. In a similar
manner, Trompenaars sees the need for control
under two categories: whether one is controlled by
external events (external control) or one controls
his own life (internal control). It seems that societies
with lower uncertainty avoidance would tend to
see life events as more internally controlled.

Affective behaviour is involved in yet another
cultural dimension. Hofstede uses the terms 
masculinity–femininity to represent a continuum
in which masculine cultures are more assertive,
and value recognition, earnings, advancement and
challenge, while feminine cultures tend to give
more importance to relationships, cooperation,
harmony, and security. Trompenaars uses the term
neutral to designate cultures in which emotions are
not easily displayed, and Affective, to represent
those cultures in which people are stimulated to
express their feelings. There seems to be some cor-
respondence between neutral and masculine cul-
tures, and between affective and feminine cultures.

Finally, both classifications consider time ori-
entation. Hofstede looks at a society’s time per-
spective, that is, whether it focuses on the short or
the long term. Trompenaars recognizes that time
assumes different meanings in different societies,
and that people project themselves into the past,
the present or the future in ways that differ from
one group to the other.

These cultural dimensions can be found in
social values and beliefs, but also in social practices.
This is to say that culture encompasses every
aspect of human life, from the most basic values
expressing one’s relationship to the world to every-
day practices.

Cultural clusters
A number of studies have identified clusters of
societies according to their cultural values. These
studies can help marketers in various ways. One
is the selection of international markets to enter.

Table 24.1 The dimensions of culture

Hofstede (1991) Trompenaars (1993)

Individualism versus collectivism Individualism versus collectivism
Universalism versus particularism
Specific versus diffuse

Power distance Status attribution versus conquest

Uncertainty avoidance Internal versus external control

Masculinity versus femininity Neutral versus affective

Long-term versus short-term orientation Past, present and future orientation

Source: Extracted from Hofstede,G. (1991) Cultures and Organizations: Software of the Mind,McGraw-Hill Book
Company, London and Trompenaars, F. (1993) Riding the Waves of Culture,The Economist Books, London.



International marketing 475

For example, a company deciding to expand its
international activities may consider entering
markets that are more similar to its domestic mar-
ket in terms of cultural values. Another application
is the identification of countries in which stan-
dardized marketing strategies can be adopted,
because their cultural values are congruent and rel-
evant for the product the company sells. Corres-
pondingly, it permits the identification of countries
whose cultural values are dissimilar, thus inviting
the adaptation of marketing strategies.

Country clusters vary according to the theoret-
ical model and the methodology adopted in each
study, but they tend to be consistent with each
other. Table 24.2 presents three studies that identi-
fied cultural clusters using different types of coun-
try data. Differences are more often the result of
inclusion of certain countries in one study but not
in another. For example, Sub-Saharan countries
(Namibia, Zambia, Zimbabwe, South Africa and
Nigeria) were only included in the GLOBE study.

Not surprisingly, the examination of specific
regions of the world in more detail may allow fur-
ther identification of similarities and differences
within a cluster. For example, one study formed
clusters of Latin American countries (Lenartowicz

and Johnson, 2003). Three clusters were identified
and three countries could not be classified in any
cluster:

� Southern Cone countries: Argentina, Chile, Paraguay
and Uruguay

� Andean countries: Bolivia, Ecuador and Peru
� Northern South American countries:Venezuela and

Colombia
� Not classified: Brazil, Mexico and Puerto Rico.

European countries could also be clustered in
more detail. A study identified six clusters, which
were combined in two mega clusters (Brodbeck 
et al., 2000):

� Mega cluster 1: Northern/Western European,
combining Anglo, Nordic and Germanic countries

� Mega cluster 2: Southern/Eastern Europe,
combining Latin European,Arab and
Central/Eastern European countries.

Culture and international marketing
Culture can have a huge impact on marketing
activities as a firm enters foreign markets (Box 24.1).
Table 24.3 lists some marketing variables that can
be strongly influenced by culture.

Table 24.2 Cultural clusters

Cattell Ronen and Shenkar GLOBE

Clusters Catholic homeland Latin European Latin Europe
Catholic colonial Latin American Latin America

Nordic Nordic Nordic Europe
Germanic Germanic Europe
Anglo Anglo cultures

Eastern European Eastern Europe
East Baltic

Islamic Arabic Arab Cultures
Hamitic Near Eastern

Sub-Saharan Africa

Oriental (India, China) Far Eastern Southern Asia
Confucian Asia

Countries not France, Germany, UK, Brazil, Japan, India, Israel
classified US, Soviet Union, Japan

Source: Extracted from Gupta,V., Hanges, P. J. and Dorfman, P. (2002) Cultural clusters: methodology and findings, Journal
of World Business, 37, 11–15.
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Box 24.1 A clash of cultures: the Danish cartoons and the Muslim reaction

Following the appearance in the Danish press of cartoons satirically depicting Prophet Muhammad,
a number of Scandinavian companies faced a Muslim consumer boycott. In fact, firms such as the
Arla Foods, a manufacturer of dairy products; Nodo Nordisk, an insulin maker and Lego, a toy-
maker, reported a negative impact on their sales to the Middle East. Trying to avoid a consumer boy-
cott that could escalate into political risk, other European companies adopted pre-emptive actions.
For example, Carrefour voluntarily pulled products made in Denmark from its shelves in its Middle
East stores, and Nestlé placed informative ads explaining that its products were not manufactured in
Scandinavia.

A survey with consumers from four Muslim countries shortly thereafter showed that
Denmark’s reputation as a whole was affected. For example, while almost 50 per cent of Egyptians
considered Danes trustworthy before the cartoons were published, the percentage of people hold-
ing the same opinion fell to only 19 per cent after the publication. Norway, a country that defended
Denmark publicly, also suffered an impact on its image, although not as intense as Denmark’s.

Sources: When markets melt away. The Economist, 378 (8464), 11 February, 2006, 56 and Global Market
Insite. Denmark’s international image. The Anholt Nation Brands Index Special Report Q1 2006 (available
at http://www.nationbrandindex.com/allreports.phtml, access on 13 January 2007).

Table 24.3 Examples of how culture impacts marketing practices

Marketing variable Impacts on:

Consumer behaviour Firm behaviour

Customer relationships Emphasis on relationships versus Emphasis on relationships versus 
transactions transactions

Marketing research Intentional response bias Preference for formal or 
informal methods

Product Time for new product adoption Product quality
Positioning issues Delivery speed
Importance of warranties Service quality
Brand loyalty

Pricing Price sensitivity Emphasis on short- versus long-
Preference for credit term profitability

Channels of distribution Waiting lines Emphasis on networking or 
Preference for retail formats contracts

Advertising Advertising appeals (e.g. rational Preference for advertising versus 
versus emotional; objective versus personal selling
subjective)
Ads length (longer versus shorter)
Use of people (women, children) in ads

Personal selling Preference for advertising versus Length of salespeople contacts
personal selling Conduct of meetings
Loyalty to salesperson versus firm Negotiation styles

Salespeople compensation



International marketing 477

This list does not intend to be complete, but to
highlight to what extent cultural aspects may inter-
fere in marketing practices. For example, in rela-
tional cultures marketing researchers have to be
even more aware of intentional response errors, as
a result of the respondent’s concern in giving the
‘right’ answer. Also, firms may prefer to use more
formal methods of marketing research, such as 
surveys, or adopt less formal methods, such as 
in-depth interviews, participant observation, etc. In
Japan, for example, companies use interviews with
salespeople in retail stores much more intensely
than in the United States or in Western European
countries. More relational or collectivist cultures
may also favour longer contacts between customers
and salespeople. Customers may be more loyal to
the salesperson than to the store or firm selling the
product.

Time orientation may also interfere in market-
ing practices. For example, tolerance for long wait-
ing lines is higher among cultures that do not give
an economic value to time. In Anglo cultures,
people tend to believe that ‘time is money’ and
thus be quite impatient when waiting for extended
periods of time. Disney parks – owned by a US
company – are known for their ability to create the
illusion of shorter waiting lines.

Another area in which culture plays an impor-
tant role in international marketing is negotiation.
When two parties of different cultural background
negotiate, misunderstandings can easily happen
and jeopardize the whole process. To avoid misin-
terpretation, a manager has to master cross-cultural

etiquette before he/she can really engage in inter-
national negotiations. Box 24.2 presents a series of
Dos and Don’ts in cross-cultural negotiations.

Three types of influence strategies (assertive,
persuasive and relationship based) can be used in
negotiations. Assertive strategies comprise persist-
ence, pressure and appeal to someone with higher
authority; persuasive strategies include rational
persuasion, emotional appeal and consultation;
and relationship-based strategies consist of gift giv-
ing, informal engagement, personal appeal, social-
izing and offering something in exchange. The
preference for a specific influence strategy is pre-
disposed by cultural values and social beliefs, and
thus varies across countries, as shown in Table 24.4.

The social and economic environment
The world population went up from 2.5 billion in
the early 1950s to 6.5 billion in 2006, and is contin-
uing to grow. This increase in population is hap-
pening mainly in the developing world, where 
95 per cent of the growth occurs, while population
in developed countries remains stable or declines.
Nonetheless, the growth rate of the world popu-
lation has been consistently falling in the last
decades and will continue to fall. The following
are some of the demographic trends that will
shape the future of the global society and provide
new opportunities for international marketers:

� Expected increase of the world’s population to 
9.1 billion by 2050, with population increases almost
entirely concentrated in the developing world.

Box 24.2 Dos and don’ts in cross-cultural etiquette

Sebenius (2002) proposes the following list of dos and don’ts when negotiating with foreigners:

Greetings – How do people greet and address one another? What role do business cards play?
Degree of formality – Will my counterparts expect me to dress and interact formally or informally?
Gift giving – Do businesspeople exchange gifts? What gifts are appropriate? Are there taboos
associated with gift giving?
Touching – What are the attitudes toward body contact?
Eye contact – Is direct eye contact polite? Is it expected?
Deportment – How should I carry myself? Formally? Casually?
Emotions – Is it rude, embarrassing or usual to display emotions?
Silence – Is silence awkward? Expected? Insulting? Respectful?
Eating – What are the proper manners for dining? Are certain foods taboo?
Body language – Are certain gestures or forms of body language rude?
Punctuality – Should I be punctual and expect my counterparts to be as well? Or are schedules and 

agendas fluid?

Source: Sebenius, J. K. (2002) The hidden challenge of cross-border negotiations, Harvard Business Review,
March, 80.
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� Increase in life expectancy from 65 years in 2005
to 75 years in 2050 (82 years for developed
countries and 74 years for developing countries),
with a sharp rise in the proportion of the elderly
in the total world population.

� Fall in mortality rates in many countries, creating a
new generation of baby boomers, with more
young people in the population than in the
previous generation.

� Reduction in fertility rates, from 2.5 children born
per woman in 2005 to about 2 by 2050, at the
same time as women are faced with more
education and job opportunities.

� Continued increase in the world’s urban
population, which will surpass the rural population
by 2007 (Bloom and Canning, 2006). For example,
around 150 million people have migrated from
rural to urban areas in China during the last
decade. It is expected that another 300 million
will migrate during the next two decades.1

Social and demographic changes have been
accompanied by changes in the economic and

financial systems. The forces of globalization are
shaping the world economy in a way that radi-
cally differs from the past. Economies are now
much more interdependent, and changes in one
region of the world may severely impact coun-
tries in another region, as it was seen during the
Asian 1997–1998 financial crisis.

The pace of economic growth has changed
substantially during the last decades. In the years
that followed World War II, the United States and
Western European countries benefited from high
growth rates, while the GDP of most Third World
countries grew at much lower rates. Asian coun-
tries, in particular, were poor and backward, lacked
critical natural resources and had high popula-
tion growth rates. In contrast, resource-rich Latin
America was the most developed region of the
Third World, showing rapid increases in GDP per
capita in the immediate post-war years (Elson,
2006).

In the last 50 years, Asia totally changed its
economic importance in the world economy,
growing at an average rate that almost doubled
that of the rest of the world (Burton et al., 2006).
The first evidence of change in Asia was the trans-
formation of Japan from a country devastated by
war into the second largest economy in the world.

Table 24.4 Ranking of perceived effectiveness of influence 
strategies by countries

Country Assertive Persuasive Relationship 
based

China 7 10 2
France 1 2 8
Hong Kong 3 8 7
India 4 3 4
Japan 2 5 12
Mexico 7 7 6
The Netherlands 8 6 11
New Zealand 10 4 10
Taiwan 5 9 1
Thailand 2 6 5
Turkey 9 1 9
United States 6 5 3

Source: Adapted from Fu,P.P.et al. (2004) The impact of societal cultural values and individual social
beliefs on the perceived effectiveness of managerial influence strategies: a meso approach, Journal
of International Business Studies, 35, 284–305.

1 This is considered the fastest migration movement in his-
tory, although 800 million of the 1.3 billion Chinese are still
living in rural areas. It has happened and continues to happen
despite the existence of laws discouraging these movements.



International marketing 479

Following Japan’s example, other Asian countries
such as Hong Kong, South Korea, Singapore and
Taiwan accelerated their growth rate in the 1960s
and 1970s, followed by Thailand, Malaysia and
Indonesia, and, more recently, by China and India.
This extraordinary economic performance was
temporarily halted at the end of the 1990s by the
Asian financial crisis, but these economies have
recovered as indicated by their real GDP growth
rates in recent years (Table 24.5). In fact, Asian
countries came out stronger of the financial crisis,
thanks to a combination of thorough restructur-
ing of their industrial and financial sectors and
the adoption of sound macroeconomic policies.

Asia’s growth is also a result of the region’s
integration into the global economy. Asia received
a large share of the total net private capital flows
to emerging markets, and it benefited more than
any other region of the world from global trade.
Another factor was the ability to take advantage
of the globalization of production, due to its dis-
ciplined and low-cost labour force. Compared to
Latin American countries, it is clear that Asian
countries have developed a number of strong
competitive advantages, including the ability to
integrate into a regional supply chain, as well as

extensive intraregional trade. Latin America, in
contrast, was unable to sustain its earlier rates of
economic growth. In fact, during the 1980s the
region faced the so-called ‘lost decade’, with its real
GDP per capita falling around 1 per cent (Elson,
2006). Latin American countries lagged behind in
terms of technology, education, industrial compet-
itiveness and integration with the global economy.
Nonetheless, this picture seems to be changing in
the last few years, with the region taking advan-
tage of global trends.

Other changes are still underway. Africa, the
lost continent, which has remained apart from the
benefits of globalization until recently, is showing
a few spots of success, with a number of countries
appearing in the list of the 10 fastest-growing
economies in the world, although others are in the
list of the slowest growing (Table 24.6). Most of the
African countries showing high economic growth,
such as Angola, are benefiting from China’s need
for raw materials.

In fact, China’s and India’s accelerated growth
rates have created huge opportunities for marketers
all over the world. On one side, these countries
can be seen as factories producing a diversified
set of low-cost products to be exported to other

Table 24.5 Real GDP growth (per cent)

Region 2005 2006 2007*

Asia and Australasia 5 5.4 4.6

Europe and Eurasia
Commonwealth of independent states 6.4 7.0 6.3
Euro 12 2.1 2.2 2.1
EU25 2.1 2.2 2.2
South-Eastern Europe 4.8 5.9 5.1

The Americas
Latin America 4.3 4.7 3.9
North America 3.2 3.2 3

Middle East and North Africa 6.0 5.8 5.9

Sub-Saharan Africa 5.6 4.3 4.7

World (at market exchange rates) 3.5 4.0 3.2
World (at parity purchasing power exchange rates) 5.0 5.4 4.7

* Forecasts.
Source: Economist Intelligence Unit (2006) http://www.eiu.com/site_info.asp? (accessed on 18 January 2007).
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countries, while on the other their accelerated
growth is also creating new and large domestic
markets, as millions of Chinese and Indians cross
the poverty line and start to participate in the con-
sumer market.

Trade flows
The 1990s saw a continuous increase of world trade,
at an average rate that exceeded 6.0 per cent. This
high performance did not continue in the early
2000s, although there was a significant recovery
after 2003, mostly due to China’s massive imports,
which grew 40 per cent in 2003 alone. Developing
countries have benefited unevenly from trade
growth. Table 24.7 shows the evolution of exports
and imports in the world since 1990.

The most interesting patterns of world trade
in recent years are:

� Persistent growth of the US imports, and
continued widening of its trade deficit.

� Weak export dynamism in developed countries.
� Continued expansion of the external trade of the

transition economies (Central and Eastern
European countries).

� Rapid increase of China’s presence in international
trade.

� Substantial increases in the price of certain
commodities fuelled by China’s needs for
industrial raw materials, energy and food,

benefiting resource-rich countries in Asia, Latin
America and Africa (oil).

� Substantial increase in intraregional trade in Asia,
due to the formation of an intraregional supply
chain, which has produced positive spillovers to
other countries in the region.

Foreign direct investment flows
Foreign Direct Investment (FDI) is also accelerating
the pace of globalization. There are three types of
flows: equity investments, intracompany loans and
reinvested earnings. In the last decade, equity
investments have dominated, both from devel-
oped and developing countries’ firms. In fact, FDI
outflows from developing countries rose from ‘a
negligible amount’ (UNCTAD, 2005) in the early
1980s to US $83 billion in 2004.

There are a number of reasons why companies
make cross-border investments. Dunning (1994)
classified firm motivations to FDI in four cate-
gories: market seeking, resource seeking, strategic
asset seeking and efficiency seeking. All of them
can explain the increase in FDI flows since the early
1990s. Competitive pressures are forcing corpora-
tions all over the world to move their plants to
low-cost producing countries (efficiency seek-
ing), and to resource-rich countries (resource-
seeking motives). Strategic asset-seeking motives
can be found in the need to have access to distri-
bution networks, and market-seeking motives

Table 24.6 Fastest- and slowest-growing economies 
in the world, 2006

10 fastest-growing Real 10 slowest-growing Real GDP 
economies growth (%) economies growth (%)

Azerbaijan 18.0 Zimbabwe –2.7
Sudan 11.8 Iceland 0.6
Angola 10.3 Italy 1.2
Mauritania 10.3 Côte d’Ivoire 1.4
Liberia 10.0 Germany 1.4
Kazakhstan 9.7 Portugal 1.4
China 9.6 Seychelles 1.5
Armenia 9.0 Swaziland 1.5
Estonia 8.9 France 1.8
United Arab Emirates 8.5 Malta 1.8

Source: Economist Intelligence Unit (2006).
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convey the desire to take advantage of a rapidly
growing middle class in emerging markets.

The main trends in FDI in recent years can be
summarized as follows:

� Increased share of developing countries in world’s
FDI, reaching 11 per cent of the world’s stock in
2004 (approximately US $1 trillion, of which 271
billion from Latin America and 718 billion from
Asia), with Asia and Oceania becoming important
sources of FDI.

� Substantial increase in FDI flows from the
developed world to the developing countries.

� Decline of FDI flows to developed countries, with
the US as the most important exception to this
trend.

� Continued growth of international investments in
services accounting for 63 per cent of total value
of mergers and acquisitions in 2004.

The 2005 UNCTAD Survey on FDI Prospects
asked FDI Experts and executives from transna-
tional corporations to indicate the most attractive
business locations in the world. The two groups
agreed in 7 out of 10 countries. Four of the top
five countries are located in the developing world
(see Table 24.8), the only exception being the US,

which remains as one of the most attractive loca-
tions for FDI.

Although China appears as the most attrac-
tive country for FDI in both lists, some political
analysts have claimed that China represents a high
political risk, and that projections of the future of
China should not be based on the past. They
believe the probability of political unrest will
increase in the future, as the country faces eco-
nomic change and moves towards an open econ-
omy (Bremmer, 2005).

Social and economic trends and
international marketing
Changes in demographics can create or increase
the size of certain market segments, providing 
a whole set of new opportunities. Take for example
the elderly market. The expected sharp increase
in the percentage of older people in the popula-
tion will be accompanied by an increase in the
demand for several products and services related
to health, retirement, leisure, etc. In developed
countries, the elderly may present a new set of
market opportunities to those firms that target
this market segment. The huge increase in the

Table 24.7 Growth rates in external trade, 1990–2003 (per cent)

Region and economic grouping Export volume Import volume

1990– 2001 2002 2003 1990– 2001 2002 2003
2000* 2000*

World 6 �0.2 2.6 4.9 6.7 �0.2 2.7 6.0

Developed economies of which: 5.3 �0.9 0.6 1.5 6.2 �1.3 1.4 3.5
Japan 2.6 �9.5 7.9 4.9 5.3 �2.0 2.0 7.1
United States 6.7 �5.7 �4.1 2.7 9.1 �2.9 4.6 5.5
Western Europe 5.4 1.8 0.6 0.8 5.0 �0.4 �0.5 2.0

Developing economies of which: 7.6 0.6 6.2 10.8 8.0 0.4 5.3 11.7
Africa 3.4 2.2 0.8 7.5 4.2 6.1 2.0 7.9
Latin America 9.3 2.7 0.2 5.2 11.6 1.3 �7.5 2.3
West Asia 5.3 3.3 �5.0 3.3 3.2 7.6 2.7 1.2
East and South Asia 8.1 �0.8 10.5 14.0 7.8 �1.7 9.8 15.9

Transition economies 6.6 8.2 8.1 12.4 6.0 15.0 7.3 11.0

Source: UNCTAD (United Nations Conference on Trade and Development) (2004) Trade and Development Report,
Geneva, p. 45.
*Average.
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number of consumers aged 45–65 will impact the
consumption of luxury products, since this is the
group with higher earnings in the population.

In addition, the fast aging of the population in
the developed world may force countries to accept
more immigrants to keep its labour force balanced
in terms of age, thus reducing the negative impact
of population aging on the cost of pension funds
and health care. These fast-growing immigrant
segments – such as Muslims in Europe, Hispanics
in the US – will increase the market for ethnic
products.

The demographic growth of developing
countries is also a challenge for firms to adapt their
marketing strategies to serve populous markets
in which the average per capita income is much
lower. Although sales per capita in these markets
can be quite low, the numbers are impressive (see
Figure 24.1). For example, forecasts show that 800
million people will be entering the consumer
market in the next 10 years in the BRIC countries
alone (Brazil, Russia, India and China).

In an often-quoted article, Prahalad and
Hammond (2002) claim that most Western compa-
nies focus on the upper segment of the global pop-
ulation, which is quite restrictive in terms of the
number of people, compared to the potential of the
two other segments in the middle and bottom of
the pyramid. Consider, for example, the Chinese
market. Upper-class consumers represent approxi-
mately 5 per cent of urban consumers in China.
They tend to buy luxury goods and to have 

a preference for Western brands. Multinational
firms selling their products in China tend to target
this segment because of its similarity to middle-
class consumers in developed countries, but this
approach clearly limits their ability to tap into the
full market potential of the Chinese market (Cui
and Liu, 2001).

New marketing opportunities will come
from developing products and services specifi-
cally designed to serve these poorer consumers in
emerging markets (see Box 24.3).

This means not only developing affordable
products and services that deliver value to the
consumer, but also finding the right kind of dis-
tribution channels and designing credit systems
to permit the access of the poor to financial serv-
ices. Furthermore, consumer decision-making
processes and cognitive preferences may differ
because of lower education levels. For example,

Table 24.8 Country attractiveness for FDI

Responses from experts (%) Responses from transnational 
corporations (%)

1 China (85) 1 China (87)
2 United States (55) 2 India (51)
3 India (42) 3 United States (51)
4 Brazil (24) 4 Russian Federation (33)
5 Russian Federation (21) 5 Brazil (20)
6 United Kingdom (21) 6 Mexico (16)
7 Germany (12) 7 Germany (13)
8 Poland (9) 8 United Kingdom (13)
9 Singapore (9) 9 Thailand (11)

10 Ukraine (9) 10 Canada (7)

Source: UNCTAD (2005).
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Figure 24.1 The global market pyramid
Source: Prahalad and Hammond (2002).
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functionally illiterate consumers rely much more
on concrete reasoning and pictographic informa-
tion than literate adults, suggesting that compa-
nies should use pictorial depictions of product
attributes, avoid changes in packaging and logos,
and explain uses clearly (Viswanathan et al., 2005).
Table 24.9 presents alternative approaches to the
marketing of products to poor consumers.

High-technology products provide an inter-
esting example of how emerging markets represent
attractive opportunities. Some emerging countries
have already adopted high-technology products 
to an extent that is comparable to the leading 
developed countries. For example, in South Korea,
20 per cent of the transactions are online, 77 per cent
of the homes have broadband and 85 per cent have
access to the Internet. The four BRIC countries
alone bought 17 per cent of all computers sold in
the world in 2005.

To support digital inclusion and expand
emerging markets potential, multinational corpo-
rations in the computer industry are investing in
new marketing projects. Intel, for example, was

planning to invest $1 billion starting in 2006 to sup-
port the production of low-cost personal comput-
ers and wireless access to the Internet. Microsoft
was conducting a pilot project in Brazil, using the
domestic retail chain Magazine Luiza, to test the
selling of pre-paid computers to low-income con-
sumers (Blecher, 2006).

In addition, to take advantage of local avail-
ability of large pools of engineers and scientists at
much lower cost, multinational corporations are
increasingly placing R&D facilities in selected
emerging countries, such as Motorola’s R&D cen-
tre in China, and Microsoft’s and Intel’s centres in
India. This global displacement of R&D centres to
emerging countries is reducing the costs and
increasing the speed of innovation around the
world.

The political and institutional
environment

The success of a country in terms of attracting 
foreign business also seems to be related to a

Box 24.3 Creating products to serve the Indian market

The second largest country in population in the world, India faces the challenge of creating prod-
ucts and services to serve its domestic market, in which 70 per cent of the population is poor. Here
are some examples of how domestic and multinational companies in India are serving this huge
market segment.

� Tata Motors is developing a compact car to be sold for $2200, which is expected to be launched by
2008.

� Bajaj sells low-cost durable motorcycles, scooters and mopeds to Indian consumers, with a large
service network available in every part of India.

� Tata Consultancy Services, another company of the Tata Group, developed computer-aided literacy
programme, which permits illiterate adults to learn to sign their name and to read simple texts in 10
weeks.

� The Aravind Eye Care Centre of Marudai uses the equivalent of an assembly line to do cataract surgery
in a large number of patients at a cost varying from $50 to $300, with a $5 domestically manufactured
intraocular lens included.

� ICICI, the largest bank in India, reduced the cost of microfinance loans by securitizing them.
� Nokia India developed a customized mobile phone to serve specific Indian needs, including an in-built

flashlight and a dust-resistant pad.
� Samsung washing machines come with a memory backup to face power outages, which are frequent in

India, and its washing machines have special features to wash saris.
� Electrolux sells a refrigerator that keeps the food frozen even after 6 hours of power outage.

Sources: Getting the best to the masses, Business Week, 11 October 2004, 174–178 and Bharadwaj, V. T.,
Swaroop, G. M. and Vittal, I. (2005) Winning the Indian consumer, The McKinsey Quarterly, Special
Edition, 42–51.
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number of characteristics of its political and 
institutional environment. An attractive political
and institutional environment has the following 
characteristics:

� Rule of law (extent of contract enforcement,
property rights, punishment of theft and crime,
etc.)

� Political stability (absence of social unrest, ethnic
conflicts, terrorism, etc.)

� Adequate regulatory burden (low government
intervention in the economy, fair taxes, limited
restrictions to capital flows, etc.)

� Government effectiveness (effective bureaucracy,
adequate public infrastructure, etc.)

� Low levels of corruption
� Voice and accountability (civil liberties, political

rights, free press, etc.)
� Economic freedom (freedom in terms of trade,

fiscal and monetary policies) (Globerman and
Shapiro, 2003a).

In selecting a foreign market to export to or to open
a branch or a subsidiary, these characteristics are
very important in the firm’s decision making. They
have an impact on business practices, but they also
impact business costs.

Legal system
The type of legal system is also part of a country’s
business attractiveness. Legal systems in the
world can be classified in four different groups:

1 Legal systems based on Common Law, in which
case law is dominant.

2 Legal systems based on Civil Law, which give
primacy to written law.

3 Legal systems based on Muslim Law.
4 Mixed legal systems (Globerman and Shapiro,

2003b).

Countries such as the United Kingdom, the
United States and Canada adopt legal systems
based on the English Common Law. In this sys-
tem, general legal statutes, common practice and
tradition are applied to specific cases. Germany,
Scandinavian countries, Latin European coun-
tries and many former Socialist countries adopt
the Civil Law system, based on the Roman legal
heritage, in which all possible foreseeable situa-
tions to which the law could apply are written.
Some Muslim countries adopt exclusively Muslim
Law, although most tend to mix it with elements of
Civil or Common Law. The type of legal system
adopted by a foreign country can have a number of

Table 24.9 Marketing to the poor

Marketing mix Alternative approaches

Product Simpler designs and models
Smaller packages with less volume
Larger packages
Cheaper packages
More efficient products
Second brands

Pricing Longer financing
Pre-paid schema
Rent instead of purchase
Shared products

Channels of distribution Microretailers
Door-to-door
Low-cost retailing chains

Communications Pictorial depictions of product 
information
Simple and clear instructions
Consumer education



International marketing 485

implications for companies wishing to do business
abroad, including the areas of intellectual property
rights (patents, trademarks, logos, design), con-
tracts with local agents and representatives, estab-
lishment of joint ventures, etc.

Regulatory issues
Other regulations may be of paramount impor-
tance to a foreign market operation. For example,
quantitative restrictions to imports, such as quo-
tas, limit the firm’s export volume. Other regula-
tions can include:

� Product specifications
� Content rules
� Requirements for packaging and labelling
� Procedures for product approval
� Need for safety checks, etc.

The international expansion
of the firm

Internationalization has been defined as ‘… the
process of increasing involvement in international
operations’ (Welch and Luostarinen, 1988), and an
international enterprise as ‘a firm which services
foreign markets’ (Dunning, 1980). Internationaliza-
tion is a risky business. The firm leaves the well-
known domestic environment to face realities that
can substantially differ from those of the home
country. Yet the rewards can be overwhelming.

But how and why do firms go international?
This question has been extensively researched,
although results are by no means convergent. 
Two types of explanations compete: objective or
rational motives versus subjective or non-rational.

Economists claimed that business decisions
are rational even if not all possible alternatives
are necessarily considered in the decision-making
process, which tends to be limited to a certain sub-
set. Such ‘bounded rationality’ would result from
cognitive limitations of the decision makers in
their information processing and communications
capabilities, even if they intended to be fully
rational. Early work suggested that companies
would invest in international production for at
least three reasons: to neutralize competitors, to
exploit unique competitive advantages and to
diversify. Proponents of this explanation saw firms
and markets as governance structures, with 
different transaction costs. Investment decisions

would result from a favourable position in terms
of transaction costs when using a firm’s own struc-
ture, as compared to the use of external partners or
intermediaries. Many international business theo-
rists followed this approach, and have developed
extensive theoretical and empirical work in sup-
port of these views, among which the best known
are internalization theory and the eclectic para-
digm of international production. The eclectic par-
adigm suggests that in order to internationalize a
firm must develop certain competitive advantages
(ownership advantages), which can be better cre-
ated, acquired or exploited by establishing itself
(internalization advantages) in a foreign country
that offers certain geographical advantages (loca-
tion advantages) (Dunning, 1988).

Some empirical studies have shown, however,
that companies often do not make foreign invest-
ment decisions in a rational and systematic way.
Early research on FDI processes found that the FDI
decision-making process could not be described
by a careful and rational consideration of alterna-
tives but rather as isolated decisions based on
whether a given alternative was considered satis-
factory. Scholars from the School of Uppsala pro-
posed that internationalization is not ‘the result
of a strategy for optimum allocation of resources
to different countries’ but rather ‘the consequence
of a process of incremental adjustments to chang-
ing conditions of the firm and its environment’
(Johanson and Vahlne, 1977). Managers would con-
sider each problem as unique and make decisions
based on the specific problem’s context. When
faced with a given foreign market opportunity,
‘commitments to other markets are not explicitly
taken into consideration, resource allocations 
do not compete with each other’ (Johanson 
and Vahlne, 1977). Internationalization is seen as 
a gradual process by which a company increases
its commitment to foreign markets based on 
ongoing influences and learning effects, as well as
other situational influences. Internationalization
proceeds by stages, starting with uncommitted
exports, proceeding to active exporting and even-
tually moving to the establishment of subsidiaries
abroad.

Neither perspective seems to fully apprehend
the variety of internationalization processes. Some
companies, especially large, multinational firms,
tend to take more rational, objective decisions, fol-
lowing plans and making rigorous assessment of
the economic outcomes of each entry decision,
while others, such as smaller and less experienced
firms, tend to follow the gradual approach.
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More recent theoretical developments have
explored two other possibilities in terms of motives
in the internationalization process: network theory
and the born-global approach.

Network theory was initially developed in
the context of industrial marketing to explain how
firms connect to each other and develop long-term
relationships, in opposition to the traditional
transaction-only approach dominant in marketing
theory, and was later extended to explain how and
why firms enter international markets. According
to this perspective, many firms do not enter inter-
national markets as stand-alone actors, but are
instead part of a network of other firms, which
can help, stimulate or even make it mandatory to
internationalize. For example, the auto parts indus-
try was forced to internationalize following the
globalization of the car industry. In fact, very often,
when a firm is part of a supply chain, the interna-
tionalization of the leading firm in the supply
chain forces suppliers to go international. Also, it is
not uncommon that firms belonging to industrial
clusters, such as many Italian and Brazilian firms,
become exporters following the example of flag-
ship firms in their clusters (Bonaccorsi, 1992).
Belonging to a network can bring several benefits
to a firm in its internationalization:

� The network can provide physical facilities to a
member firm: For example, a smaller firm may use
the offices of a large network member in its first
steps in a foreign market.

� The network can provide business contacts to the new
entrant: It is very difficult for an unknown firm to
make initial business contacts in a new foreign
market. Network members already operating in
this market may facilitate these contacts.

� The network can provide foreign market knowledge:
More experienced network members may 
deliver relevant market information to other
members.

� The network can attract foreign buyers:As innovative
firms in a network start to export, foreign buyers
may be stimulated to search for other suppliers
within the network.

The network approach is quite useful to under-
stand how and why smaller firms, firms in an
industrial cluster and even born-global firms start
their internationalization process.

The born-global approach was the result of
empirical observations that many firms see the
world as their market since their inception. The
increasing number of ‘born globals’ is apparently

related to the phenomenon of globalization (Knight
and Cavusgil, 1995; Madsen and Servais, 1996):

� The emergence of homogeneous market
segments across the world, permitting increased
specialization and segmentation.

� The reduction of costs to access international
markets, such as travelling costs and
telecommunication costs, making it easier to
contact prospects and customers.

� Technological innovations, especially the Internet,
permitting fast and cheap contacts with potential
buyers, and customer contact.

� New production technologies, facilitating the
production of smaller lots.

� The development of international supply chains,
facilitating international business contacts.

� The globalization of financial markets, improving
the access of smaller firms to cheaper venture
capital.

These changes have allowed smaller and inexperi-
enced firms to overcome the limitations of size and
age, and enter international markets. Also, these
firms are typically managed by new entrepreneurs,
with a different profile from that of traditional firms:
more internationally oriented, and often having
personal networks in other countries. It is believed
that such firms appear more often in small markets,
because of a need to find global market segments,
and in high-technology industries.

Selecting a foreign market

One of the most complex decisions in international
marketing is the selection of a foreign market to
enter, especially when a firm is starting its interna-
tionalization process. In fact, managers can be
overwhelmed with the large number of attractive
markets. To deal with this complexity, it is advis-
able to move in two steps: first, do a preliminary
screening to filter a limited number of more inter-
esting targets; second, develop a more detailed
analysis for each pre-selected country.

Preliminary screening or ‘which
markets are attractive?’

Preliminary market selection can be based on 
various measures of country attractiveness, such
as economic development indexes, investment
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attractiveness indexes, political risk indexes, etc.
The choice of specific indexes and variables to be
used in foreign market screening depends on the
decision makers’ understanding of what makes a
country attractive for international business and
on data availability. Methods based on macroindi-
cators typically use the following procedure:

� Choose the relevant macrovariables (those that
make a country attractive).

� Give weights to these variables, according to the
perceived importance of each one in making a
foreign market attractive.

� Compute an overall index for each country.
� Choose countries whose indexes better fit the

company’s offer.

Statistical techniques for data reduction and
agglomeration can be used to facilitate this process.
For example, if the number of variables considered
in defining market attractiveness is too large, one
solution is to reduce them to a smaller number of
factors using factor analysis. Also, different market
attractiveness variables can be combined to group
target countries according to their similarities
using cluster analysis. An interesting approach to
the use of clustering and ranking methods to sup-
port preliminary marketing screening was recently
developed by Cavusgil et al. (2004), who offered 
a detailed methodology to assess market attrac-
tiveness.

Foreign market selection can also benefit from
evaluating how familiar customers are in a target
country with product categories coming from cer-
tain source countries. One method, to be employed
by industrial marketers, was developed by
Shankarmahesh et al. (2005) using a 2 � 2 matrix.
Figure 24.2 portrays the suggested matrix.

The matrix is based on two dimensions. The
first dimension is called product category, and

measures the share of distinct product categories
in a country’s export portfolio, ranging from 0 to
100 per cent. The second dimension is called trading
partner, and measures the share of different trading
partners in a country’s export portfolio. These are
combined in four quadrants. If a company’s prod-
uct is located in the upper-left quadrant, for exam-
ple, it can benefit from the awareness of its country
of origin in the target market, but if it is in the
lower-left quadrant, the marketing task is much
more complex. The easiest situation is the one in
the upper-right quadrant, in which both the
product and the country of origin are well known
and accepted by customers in the target country.

Managers can also consider the stage in the
product life cycle (PLC) to select in which markets
to enter (Figure 24.3) and with what products. It is
often the case that products facing a mature or sat-
urated market in a developed country can find
new markets in the introduction or early develop-
ment phases in emerging markets. McDonald’s
entry in new markets such as Brazil, Russia and
China is a good example of how a company whose
original domestic market was saturated can bene-
fit from global expansion to countries in earlier
phases of the PLC. Interestingly, target customers
in a country in an early life cycle stage may differ
from those in a country in a more advanced stage.
For example, when McDonald’s entered the
Brazilian market, it first attracted upper-middle-
class urban consumers who already knew the chain
when travelling to the US. After a rapid diffusion
process, McDonald’s broadened its customers’ pro-
file, reaching a wider range of different market seg-
ments.

Another consequence of entering markets at
different life cycle stages is the need to adapt the
marketing mix. For example, in the initial stages of
the PLC it may be necessary to educate consumers
to use the product, requiring specific instructions
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in product packaging, more use of advertising to
expand primary demand and a more intensive use
of in-store personal selling to help consumers in the
initial adoption stages. Also, the firm may need to
use sales promotions to stimulate trial. During the
market development stage, firms should focus
their advertising efforts in building selective
demand, and personal selling tends to be more
directed towards obtaining market coverage. Once
the market matures, advertising tends to concen-
trate in enhancing brand image, since consumers
are already aware of the existence of the product
and understand its attributes and functions, and
personal selling is often restricted to in-store mer-
chandising. Given these differences, if a company
chooses to enter a market at a different stage of
the PLC than its original market, it will be difficult
to use the same marketing programme.

Detailed market analysis or ‘how
attractive is this market, really?’

Once a limited number of countries are selected 
in the preliminary screening phase, the next step
includes detailed market analysis. This is often
very expensive, because the data necessary to per-
form this type of analysis is not publicly available,
and marketing research needs to be conducted.
The following information should be gathered to
take the final decision on the choice of foreign
markets:

� Market: size and growth, product exports and
imports, countries of origin;

� Regulation: tariff and non-tariff trade barriers,
industrial regulations, product standards, other
requirements;

� Competition: number, size, market share, strategies
adopted, relations with government;

� Consumers: characteristics, differences from home
country, made-in images;

� Product: competitive products, substitute products,
packaging requirements, labelling;

� Distribution: number and levels of channels, physical
distribution and logistics problems, distribution
practices;

� Promotion: advertising and sales promotion
practices, regulations, limitations;

� Pricing: competitors’ prices, prices of substitute
products, pricing practices in the industry, price
controls, credit.

Psychic distance or ‘how much affinity
we feel towards this market?’

When a firm selects a new market to enter, this
decision is often influenced by a phenomenon
known as psychic distance (PD).

Economists have always considered distance
as an important element in promoting or discour-
aging trade between nations, because of trans-
portation costs. Since the 1950s, however, there
has been a growing recognition that the choice of
a given foreign market by a firm had less to do
with the actual physical distance to that market,
and more with the perception of similarities with
the firm’s domestic market. This phenomenon was
called psychic distance (Beckerman, 1956) and
defined as ‘the distance between the home market
and a foreign market resulting from the perception
and understanding of cultural and business differ-
ences’ (Evans et al., 2000).

PD is both an individual and a collective phe-
nomenon. It is an individual phenomenon because
it refers to how an individual perceives the world.
But it is also a group phenomenon since people
belonging to the same culture tend to share similar
perceptions of similarities and differences between
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their own country and foreign countries. This phe-
nomenon can be explained by ethnocentrism, the
social construction of stereotypes of other groups,
due to common cultural filters. PD is then a cultur-
ally determined bias in the ways of seeing people
belonging to other groups.

Although individual and national percep-
tions of PD tend to be closely related, they may dif-
fer because of specific international experiences
accumulated by the individual during his life,
such as cultural background, travel abroad and
international experience, among other factors. For
example, an American citizen of Japanese origin
may perceive Japan as being psychically closer to
the United States than a typical American without
this cultural inheritance. A French manager who
lived for many years in Brazil may feel closer to
Brazil than his French counterparts that never vis-
ited the country.

If one looks at organizations as cultural
groups, it can be expected that people from differ-
ent firms may have different perceptions of other
countries, given the firm’s specific organizational
culture, history and experiences. The organiza-
tional cultures in which managers are embedded
influence their individual perceptions of similari-
ties and differences with other countries. Also,
relevant individuals within the firm (such as
founders, owners or top managers) may transfer
to the organization elements of their individual
PD. Firms are repositories of individual and col-
lective experiences of its members, which are fil-
tered, selected, interpreted and stored in different
ways, including in the firm’s structure, processes,
routines, policies and traditions. The international
experiences acquired by a firm as well as the indi-
vidual experiences of its members can therefore
modify an individual’s PD. Figure 24.4 summa-
rizes this discussion.

The following are some aspects of the firm’s
or the manager’s international experience that
seem to influence PD:

� Firm’s direct experience in the specific foreign market
or in similar markets:When managers have direct
experience in that market PD tends to be
reduced, probably because of a better
understanding of the ‘true’ distance between the
domestic and the foreign market.This is followed
by experience in similar markets, or markets
within the same cultural cluster.

� Firm’s inward internationalization:A firm’s 
experience with inward international activities –
such as importing, master franchising or 

licensing – tends to reduce PD to foreign markets
where the firm has already developed these
inward forms of business.

� Manager’s education and knowledge of foreign
languages: Education and knowledge of foreign
languages tend to reduce PD, probably because
these factors facilitate cross-cultural learning and
understanding.

� Manager’s international business experience:
Managers’ international business experience
reduces PD, probably by developing the ability 
to understand other cultures.

� Education abroad: Overseas education or
professional management training tends to reduce
PD to the specific country, because of the contact
with another culture.

� Living abroad and trips overseas: Living abroad and
frequent trips overseas tend to reduce PD,
probably by making managers feel more at ease
with foreign locals.

� International orientation: Less ethnocentric
managers are less influenced by PD considerations
when choosing a new market to export.

� Social ties in the foreign market: Social ties between
managers and individuals in foreign markets tend
to reduce PD.

Choosing modes of 
entry and operation

A firm operating in an international market faces
risks that do not exist in the domestic market,
including, on the one hand, the possibility of losing
control over its international marketing mix due to
opportunistic behaviour of foreign partners, and,
on the other, the risks of failure when operating
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Figure 24.4 A conceptualization of national and
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directly in an unknown environment. Accordingly,
the choice of modes of entry and operation by the
international firm involves a trade-off between risk
and control. The modes chosen to enter and oper-
ate in foreign countries can also be seen as an indi-
cation of the firm’s commitment to international
operations. Modes of entry and operation can thus
be portrayed in a continuum from less to more con-
trol, risk and commitment (Figure 24.5).

Firms can move from one mode to another in
their international trajectory. They can use simulta-
neously distinct types of modes of entry and oper-
ation in different markets. In addition, industry
specificities can limit the mode choice. For exam-
ple, firms in many service industries cannot export
their products, because of the inseparability
between production and consumption.

Exporting
Exporting is the most common way by which firms
enter international markets, and it is the preferred
mode of operation for many firms. There are a
number of reasons why a firm may prefer export-
ing to other modes of entry and operation:

� The firm is a neophyte in international activities
and this is the simplest and less risky way to learn
about foreign markets and foreign operations.

� The firm is an experienced exporter, but its
export intensity does not justify investments in
foreign distribution or warehousing facilities.

� The firm is an experienced international marketer,
but there are no competitive advantages in
producing in a location other than the domestic
due to country-specific advantages, such as the

access to low-cost or scarce raw materials, low-
cost or highly skilled labour, or to the size of
foreign markets.

� The firm has a number of production sites
strategically located in different parts of the
world, and exports from these areas to
geographically close markets.

� The firm combines different modes of entry and
operation depending on market specificities.
Markets that are small or too risky are
approached by exporting.

The firm can respond to unsolicited export orders,
it can use export marketing intermediaries in the
home country (indirect exporting) or joint export
marketing groups (cooperative exporting) or it can
send its products directly to the customer in the for-
eign market, using foreign agents, distributors or
its own representative (direct exporting). Anumber
of different types of intermediaries can be used in
each type of exporting. Table 24.10 offers a list of
the most common export marketing intermediaries
that may be used by firms when exporting to a for-
eign market.

Firms often start exporting unintentionally
responding to unsolicited orders coming from for-
eign countries. Although this would technically be
a case of direct exporting, since the transaction is
made without intermediaries, it actually implies
less commitment and control over the export mar-
keting mix. Ultimately, it can be said that a firm that
only serves sporadic unsolicited export orders is
not yet an exporter.

Nevertheless, unsolicited orders are fre-
quently the first step in international business.
They are often an indication of the export potential

More

Less

Control
Risk

Commitment

Resident buyers
Trading companies
Non-exclusive representatives
Exclusive representatives
Export consortia

Licensing
Franchising
Non-equity partnerships

Commercial office
Warehouse/distribution
 facilities
Assembly facilities
Production facilities

Exporting
modes

Contractual
modes

Investment
modes

Minority joint venture
50-50 joint venture
Majority joint venture
Wholly owned

Figure 24.5 Entry and operation modes: a continuum of risk, control and commitment
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of a product. If the firm receives repeated unso-
licited orders from a given country, or from the
same importer, this can call management’s atten-
tion to foreign market opportunities.

Resident foreign buyers established in the
source country are probably the easiest and less
risky way in which a domestic firm can initiate its
exporting activities, but it is also the one that per-
mits less control over the export marketing mix.
This is common practice in many industries, such
as the footwear, apparel and furniture industries.
These intermediaries have had a significant influ-
ence in starting many firms in exporting. In fact,
these intermediaries have often the role of initiating
a whole industry or industrial cluster in exporting
(see Box 24.4). Typically these foreign buying agents
have offices close to the production sites. They can
perform many functions for the exporting firm and

for their foreign customers, including: to supply
the exporting firm with product specifications,
designs, models or prototypes; to negotiate prices
and conditions with the exporting firm; to carry out
quality checks before the product is shipped; to
take care of all bureaucratic procedures and to ship
the order to its final destiny.

International trading companies can be
another valuable intermediary for companies that
are starting to export, or to those that export to
markets with very high political risk, or very high
risk of default. They are also often used for the
exporting of commodities. The most famous and
reliable are the Japanese trading companies
because of their long-term presence in world mar-
kets, but other trading companies have been estab-
lished in other parts of the world following the
Japanese model, or adopting indigenous models.

Table 24.10 Principal marketing intermediaries in exporting

Export intermediaries in the Export intermediaries in the Distributors in the foreign
home country foreign country country

Resident foreign buyer Foreign agent /representative Wholesaler
Trading company Company representative Industrial distributor
Export management company Retailing chain
Export consortia

Box 24.4 The role of foreign buying agents in the development of the International
Footwear Industry in Brazil and China

In the 1970s, buying agents of US wholesalers searching for new suppliers of leather footwear estab-
lished themselves in the Brazilian footwear cluster of the Sinos Valley, opening new export opportuni-
ties for small- and medium-sized local manufacturers. These agents played a crucial role in the cluster
development, bringing product specifications, models, designs and styles. They helped these firms to
improve their production processes and quality control practices. Two decades later, the cluster had
expanded to become one of the largest in the world, supported by an integrated supply chain includ-
ing suppliers of raw materials, machinery and all types of service providers. It was also characterized
by the presence of large firms.

This tale of success was interrupted in the 2000s by low-price competition from Chinese firms.
Chinese footwear exports threatened Brazilian manufacturers since the 1990s, but the devaluation of
the Brazilian currency – the real – in the late 1990s helped firms to remain competitive, until new
changes in exchange rates by 2004 made it very difficult for Brazilian firms to compete on price.

The rise of China as a major producer of footwear, on the other hand, was also stimulated by
export agents, who played the same role in developing the Chinese footwear industry they had played
decades before in Brazil. They developed these new suppliers, transferring technical know-how to
Chinese firms.
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They can be general or specialized. General trad-
ing companies operate with a full range of prod-
ucts, while specialized companies have a narrow
product focus (e.g. steel products, chemicals,
agricultural commodities, etc.). Typically, these
companies have detailed knowledge of market
conditions, including the economic, political and
institutional environment, changes in supply and
demand, consumer tastes and preferences, etc.
They are also often able to give access to export
financing because of their connections with banks
and other financial institutions.

Export management companies vary in size,
but tend to be quite small, and are typically domes-
tic. They offer international marketing services 
to non-competitive firms, substituting or comple-
menting the activities of these firms’ own export
departments. Because of their smaller size and
same country of origin as the exporting firm, their
use permits the manufacturer to have more control
over its international marketing activities than
other types of intermediaries established in the
home country.

Joint export marketing groups, or export con-
sortia, cannot be characterized as indirect export-
ing, since these organizations are not part of the
manufacturer’s marketing organization; neither
can they be considered direct exporting, since the
manufacturer does not have full control over its
export marketing activities. They can be conceptu-
alized as an association of independent manufac-
turers with the purpose of jointly developing their
export activities. Cooperative exporting is not a
new concept, since producers of agricultural prod-
ucts have long used cooperatives to export their
output. Yet the formal organization of export con-
sortia by groups of manufacturing firms is rela-
tively recent. Many national governments have
promoted the formation of such groups. Some
examples are Argentina, Brazil, Colombia, India,
Israel and Kenya, among others. The results of
these experiences are mixed; while some have been
very successful, others have failed.

A firm increases control over its marketing
activities when it takes the responsibility of man-
aging its export operation by exporting directly 
to foreign customers. Even so, there are different
degrees of control, depending on the specific type
of intermediary used. Manufacturers may use a
foreign agent or representative, non-exclusive or
exclusive, or they can have their own representa-
tive abroad (e.g. a person working in a home office
or a shared office in the target foreign country who
is employed by the manufacturer in the home

country). Manufacturers can also sell directly to
wholesalers, distributors or large retailing chains
in the foreign target market. Finally, it is also possi-
ble to export directly using mail order systems and
the Internet.

Contractual modes
This type of entry and operation mode is character-
ized by a non-equity arrangement, by which firm-
specific knowledge or capabilities are transferred
from the firm in the home country to a partner in a
foreign market. It differs from investment modes
mainly because there is no investment involved.

Licensing involves the transfer by contract of
products, technologies, expertise and/or patents to
a foreign firm which has local market knowledge.
Even though licensing requires very limited
resources from the licensor, and thus is generally
considered as less risky than foreign investment,
ultimately it can threaten the firm’s intangible
assets, by transferring to a competitor firm-specific
knowledge and capabilities that could be later used
against the licensor. The reason for this is that even
though licensing contracts have specific clauses 
to protect the licensor, it is not uncommon that
national governments will allow domestic firms to
end a licensing agreement and take advantage of
the knowledge acquired. This type of situation has
happened in Japan in the late 1970s and early
1980s, as the country moved from being a lower-
quality imitator to become the marketer of prod-
ucts that were superior in quality, specifications
and design to many of its international competi-
tors. Licensees can also be less motivated than the
licensor to invest in the development of the prod-
uct’s brand name in the target foreign market.

Franchising is a system by which a company
(the franchisor) grants another (the franchisee) for a
specified period of time and in a specified area the
right to operate a business format. Franchising con-
tracts allow rapid expansion with very limited
investment, but the sales and profits are also much
smaller than they would be if the company had
started its own operations. In the case of interna-
tional franchising it is common practice to estab-
lish a master franchisee in a foreign country, with
the right to sign franchising contracts with other
firms or individuals in that market. In a sense, the
master franchisee acts almost as an intermediary
between the franchisor in the home country and
the group of individual franchisees in the target
market. Franchising is often used by fashion retail-
ers and fast food and restaurant chains, but it has



also been used in a variety of services industries,
mainly those that require a sales outlet. Among the
firms that intensively used franchising as a mode
of entry or operation in foreign markets are the
American sandwich chain Subway, the Swedish
furniture manufacturer and retailer Ikea, and the
Italian fashion manufacturer and retailer Benetton.

Non-equity partnerships are contractual strate-
gic alliances, in which partners intend to learn or
acquire from each other technology, know-how,
products or competencies, in order to create or 
sustain competitive advantage. Vertical strategic
alliances are those between firms in different stages
of the supply chain, and horizontal alliances are
those between firms that have no supply or distri-
bution relationship. Examples of vertical alliances
are those in marketing, logistics or purchasing.
Horizontal alliances are often related to technology
and product development.

Investment modes
There are different types of foreign investment a
firm can make: commercial offices or branches,
warehousing and distribution, assembly and 
production facilities are the most common, but
depending on the industry, specific types of invest-
ment may be necessary, such as stores in retailing,
hotels and other facilities in the tourism industry,
etc. Commercial offices or branches, warehousing
and distribution facilities are often made by
exporting firms, which need them to support their
export operations. These firms may not consider
assembly or production facilities because foreign
markets may be too small or too risky, or because
they can only manufacture their products in coun-
tries with specific factor endowments.

Regardless of the type of facilities, when a firm
enters a foreign market by direct investment, it can
choose between a greenfield (new) investment or
an acquisition, and, in terms of ownership struc-
ture, between a sole venture or a joint venture.

A greenfield investment is a new operation,
contrary to an acquisition, in which tangible and/
or intangible assets are transferred to the acquir-
ing company. The choice between green field
investments or acquisitions depends on several
factors. One is, of course, the availability of exist-
ing businesses to be acquired. In mature concen-
trated industries, such as the steel or the cement
industry, acquisitions are the most common entry
mode. Retailers are also forced to enter saturated
markets by acquisition, since there are very few
good locations available to open new stores. For

example, Wal-Mart entered Germany, Canada and
the United Kingdom acquiring existing retailing
chains, but started with green field investments
in Brazil and Argentina. Another factor is the type
of international strategy adopted by the firm.
Multinational firms tend to use more acquisitions,
while firms that follow a global strategy prefer
greenfield investments. This is consistent with the
fact that acquired firms tend to maintain some of its
idiosyncratic behaviour, making it more difficult to
standardize marketing and business practices.

A sole venture, or wholly owned subsidiary,
is an international operation whose ownership is
totally controlled by the mother company. A joint
venture, on the other hand, is an independent
operation in which two or more firms share the
control. They can be majority, 50-50 or minority
joint ventures, depending on the proportion of
equity in the hands of a given partner. The choice
of operating or not with a partner is sometimes a
managerial decision, but it is often a result of envi-
ronmental conditions.

Why do firms choose one mode 
over another?

Theorists have proposed a variety of reasons why
firms prefer one entry mode over another, of which
the most well known are:

� Incremental: Firms can follow an incremental
pattern of internationalization, moving from
lower-commitment entry modes (such as
exporting) to higher-commitment (e.g. a wholly
owned production subsidiary) as they acquire
more experience in international markets
( Johanson and Vahlne, 1977).

� Case specific: Firms may adopt a zig-zag pattern,
choosing the most appropriate pattern according
to the specific situation (Okoroafo, 1997).

� Cultural: Firms choose entry modes according to
the perceived cultural or PD to the foreign target
market. In general, the larger the cultural or PD,
the higher the probability of choosing a joint
venture instead of a wholly owned subsidiary as
an entry mode (Kogut and Singh, 1988).

� Transaction costs: Firms may take entry mode
decisions on more rational bases, seeking to
balance control, risk and return issues, as is
suggested by transaction-cost theorists.According
to this perspective, transaction-specific assets,
unpredictability of the external environment,
unpredictability of the results to be obtained and
the difficulty to verify compliance to agreements
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affect the choice of entry modes (Anderson and
Gatignon, 1986; Rindfleisch and Heide, 1997).
Higher levels of uncertainty are associated with
low-control FDI modes, especially for smaller
firms, but increased uncertainty could take larger
firms use high-control FDI entry modes (Erramilli
and D’Souza, 1995).

� Strategic:According to this perspective, the choice
of entry mode is associated to the strategies
adopted by the firm to manage its capabilities and
geographic scope (Gomes-Casseres, 1989).

� Organizational capabilities:This perspective suggests
that the nature of organizational capabilities can
explain why firms choose an entry mode over
another.When a firm’s know-how is easily copied,
and when the probability of the know-how being
imitated is perceived as larger than the difficulties
to adapt to the host country, high-control entry
modes are preferred. If firm advantages are
country specific and cannot be easily transferred
and when the motivation for entry is the
development of future capabilities, then firms
prefer cooperative (lower-control) modes, such as
joint ventures (Madhoc, 1997).

� Eclectic: Firms take entry mode decisions based on
a combination of three sets of factors: strategic,
environmental and transaction costs.Three
strategic factors (industry concentration, global
synergies and global strategic motivations) are
considered. High levels of concentration in the
global industry, the potential for global synergies
among business units and global strategic
motivations favour the choice of higher-control
entry modes.As to environmental variables
(country risk, location unfamiliarity, demand
uncertainty and intensity of competition), when
country risk is low, demand uncertainty is high,
locations unfamiliar and the greater the intensity of
competition in the host market, firms would tend
to choose low-control modes.Also, the greater the
value of firm-specific know-how and the greater
the tacit component of such know-how, the higher
the probability of choosing higher-control entry
modes (Kim and Hwang, 1992; Hill et al., 1990).

Marketing strategy: global or local?

The adoption of global marketing strategies –
strategies that are standardized across national
markets – is very attractive for most firms, because
of its cost advantages and coordination and simpli-
fication benefits. Many contend, however, that

standardization of marketing strategies may be
ineffective when markets are very dissimilar. Advo-
cates of adaptation claim that it permits enhance-
ment of the value delivered to customers, and gives
flexibility to subsidiaries or local representatives to
adjust to local needs.

When should a company decide in favour of
adaptation or standardization? Although a very
large number of factors can play a role in influ-
encing one way or another, there are four sets of
factors that need to be examined before a decision
is made (Griffith et al., 2003; Alashban et al., 2002):

� External environment similarity: Similarity between
the cultural, social, economic, political and
institutional aspects of the home country and the
host country favours standardization.

� Market similarity:The existence of homogeneous
global segments, with similar attitudes and
behaviour, favours standardization.

� Industry structure: High levels of rivalry, large
number of buyers, and large number and levels of
distribution channels favour adaptation.

� Organizational compatibility: Homogeneity in firm
processes in different parts of the world and
compatibility of the organizational structure are
pre-conditions to adopt a standardization strategy.

Whether using standardization or adaptation, not
necessarily all the elements of the marketing mix
need to be standardized or adapted. Often com-
panies choose to replicate some elements of a
marketing strategy in its foreign markets, but to
adapt others.

If the environment shapes to a large extent the
standardization–adaptation decision in interna-
tional marketing, the nature of the organization
itself can play an important role in this decision.
Solberg (2002) proposed that two variables – the
headquarters’ knowledge of foreign markets and
the decision-making centre (local representatives
or headquarters) – have an influence on whether
the organization will favour standardization or
adaptation. Four types of situations are portrayed
in Figure 24.6, suggesting that depending on the
combination of these two variables, the organiza-
tion will adopt a different approach, with specific
consequences on its level of learning and control.
The adoption of centralized marketing decisions
seemed to generate more conflict with intermedi-
aries, while a more relaxed approach to standardi-
zation, leaving some decision power to local
representatives seemed to be conducive to better
relationships with them.
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The international marketing 
programme

Firms need to decide on the elements of the 
marketing programme, independently of whether
they intend to standardize or adapt their market-
ing strategy, since even when taking the stan-
dardization decision, there are elements that need
to be at least to some extent adapted.

International product policy
Firms may need to do adaptations on their prod-
ucts to be successful in certain markets. These
adaptations can vary in degree, from simple
adaptations in the packaging used for shipping the
product to a complete redesign of the whole prod-
uct line. The first step is, of course, to determine
the extent to which products need to be adapted.
Changes may include:

� breadth and scope of the product line;
� design;
� brand names;
� packaging and labelling.

Changes in the product line may imply the addi-
tion or elimination of specific sizes, changes in
format and content. For examples, countries in
which extended families live together may need
larger sizes than countries in which nuclear fami-
lies are dominant.

Brand names are a critical area for adapta-
tion. When entering a new market, companies

have a choice of using an existing brand name or
creating a new one. Even when a company uses
the same brand name, there are two alternatives:
to make a direct translation in order to keep the
meaning, or a phonetic translation for the pronun-
ciation. Whatever the decision, brand name stan-
dardization can be problematic (see Box 24.5).

One reason to standardize the brand name is
the desire of having a global brand that appeals to
consumers in different countries. In fact, global
brands today have a dominant share of interna-
tional sales in many industries, such as consumer
electronics, cars and cellular phones. Arecent study
with more than 17 000 highly profiled consumers
worldwide investigated levels of brand recogni-
tion (Table 24.11) for the 15 leading consumer
electronics brands. According to the study, Sony
was the most popular brand, and Sanyo the least
popular, but the levels of brand recognition were
very high for all brands studied.

If the company uses the same brand name for
its products all over the world, product standardi-
zation is a concern, because consumers will expect
to find the same or similar products under the same
brand name in different countries.

Another issue has to do with the country
where the product is manufactured. In most mar-
kets in the world, products such as French per-
fumes, Italian shoes, Scottish whisky, Colombian
coffee, Swiss chocolates, Japanese cars or Egyptian
cotton have very high prestige, indicating that these
countries are recognized for producing the best in
the specific product category, to the point that con-
sumers take the country of origin as an indicator 
of product quality. The ‘Made in’ information is
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sometimes the only relevant information for con-
sumers to make a decision about whether they
should buy a product or not. Nation brands are also
important in attracting investments, tourism and
immigration.

The value of the ‘Made in’ is so important to
certain products, that often domestic firms in
emerging markets create brand names that mimic

brands from other countries, trying to transfer this
made-in effect to their own brands. This is the case
of Romanson, a Korean brand of wristwatches,
which tries to position itself as a Swiss-like watch,
or the Hong Kong brand Giordano, which tries to
capture the Italian fashion glamour (Han and Kim,
2003). Also, many Chinese apparel producers use
Latin-like brand names, and Brazilian fast food
chains adopt Americanized names.

Country-of-origin images reflect to some
extent ethnocentric views of one’s own country
and others’, cultural stereotypes and PD. For
example, Americans tend to rate their own coun-
try as first in every regard, although this view is
not shared by consumers in many other countries.
The British rank themselves as the top nation
brand, followed by other Anglo heritage countries
(Canada, Australia, the United States and New
Zealand). The French elect France as the most
prominent country brand name, followed by
Canada, Germany, Spain and Italy, showing some
preference for the Latin European cluster (Global
Market Insite).

Packaging and labelling are elements that fre-
quently need some adaptation to accommodate to
local needs and practices. Even when the product
is the same, if the firm entered a market in the ini-
tial stages of the PLC, more information may be
required in the packaging to educate consumers
on product usage. Labels may have to follow local
regulations.

Packages and labelling may also need to have
their colours changed to fit local symbolism.
Although there seems to be some universality in
colour associations for certain products, more 

Box 24.5 The risks of international brand standardization

When transferring a brand name from a country to another, language problems may be a night-
mare to standardization. Some examples:

� When entering China, Coca-Cola was translated as ‘Ke-Kou-Kela’, which had phonetic similarity with
the original brand name, but an unusual translation in Chinese, something like ‘a horse full of wax’.

� Chevrolet’s Nova had an unfortunate association in Spanish with the expression ‘no va’, meaning ‘it
doesn’t go’.

� Unilever’s Le Sancy soap sounded in certain Asian dialect as ‘death to you’.
� Volkswagen’s Fox was launched in Mexico under the name Lupo to avoid confusion with Mexican

President Vincent Fox’s family name.
� Jolly Green Giant, a Pillsbury brand, was originally translated in Saudi Arabia as ‘intimidating green ogre’.
� Hyundai had difficulty in making its brand name to be correctly pronounced by US and Brazilian consumers.

Source: Alashban et al. (2002) and Exame, 11 November 2004, 78.

Table 24.11 Brand recognition in
consumer electronics

Brand Recognition (%)

Microsoft 95.42
Sony 95.24
Canon 95.17
Panasonic 94.48
Philips 93.72
Toshiba 92.85
Nokia 92.40
HP 90.31
Casio 90.19
Sharp 88.48
Apple 86.51
Sanyo 85.04
Pioneer 84.61
Dell 84.09
Hitachi 74.11

Source: www. brandbarometer.com.
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typically the preference for the use of different
colours, as well as their association with different
products and meanings, vary from one culture to
another. For example, although vegetables are nat-
urally associated with green in most places, soft
drinks are associated with different colours in dif-
ferent countries (Table 24.12).

Grey in Japan and China is associated with
inexpensive products, while it is associated with
high quality, dependable and expensive products
in the US.

International pricing
International pricing may include: the decision on
export prices, if the firm is an exporter; or the deci-
sion on prices to the customer in each foreign mar-
ket, if the firm manufactures its products abroad.
Pricing decisions should take into consideration:

� Consumers’ price sensitivity.
� Prices of competitive and substitute products.
� Firm’s strategic objectives, including market-share

objectives and the desire of achieving slower or
faster market penetration.

� Product positioning, taking into consideration the
meanings of price to specific target segments.

� Costs, including production costs, shipping costs,
tariffs, margins of various channel members, taxes
and exchange rate effects.

� Firm pricing policies, including transfer prices and
price coordination across foreign markets.

Even when prices are standardized, they may have
disparate meanings to customers in different coun-
tries, due to factors such as differences in purchas-
ing power, relative prices, relative perceptions of
value of the product compared to others, etc. This
is why pricing is the most difficult element of the
mix to standardize.

International promotion
Two types of international promotion can be con-
sidered in international marketing. One has to 
do with promotional efforts to develop an export
business; the other with promotional campaigns to
consumers in target foreign markets.

The first type of promotion includes partici-
pation in international trade fairs and exhibitions,

Table 24.12 Association between colour perceptions and product packaging

Product packaging Chinese Korean Japanese American

The label on a can of vegetables Green Green Green Green

The wrapper of a bar of hand soap Yellow Yellow Yellow Yellow
Green

A box of laundry detergent Yellow Blue Yellow Yellow
Green Red

A box of candy Yellow Yellow Yellow Yellow
Red Red Red Brown
Purple

A soft drink label Brown Yellow Yellow Red
Purple

A packet of cigarettes Brown Grey Grey Black
Brown

A box of headache remedy Grey * Grey Red
Blue

Source: Jacobs, L., Keown, C. and Worthley, R. (1991) Cross-cultural colour comparisons: global marketers beware!
International Marketing Review, 8 (3), 21–30.
*No significant association.
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and sending product samples and promotional
materials to potential foreign buyers. Trade fairs
and exhibitions are a valuable marketing tool to
smaller firms interested in developing foreign
markets. For many, these events are extremely
important, because of all that happens ‘behind the
scenes’: networking, sales contacts and even con-
tacts with potential foreign partners. The partici-
pation in international trade shows can bring the
following benefits (Rice, 1992):

� Evaluate export marketing opportunities before
investing heavily in exporting.

� Obtain feedback from potential customers on
product potential.

� Evaluate reactions to a new product.
� Get information about competitors’ product lines

and new products.
� Develop relationships with potential customers.
� Identify joint venture partners.
� Improve the company’s image.

Foreign catalogues are also used by firms to pres-
ent their products to potential foreign buyers.
Although most firms do have some sort of printed
materials to send to foreign markets, these cata-
logues often lack the quality and care needed.
Exporters should be reminded that sales materials
are often the only clue a foreign buyer has to the
company’s reputation and capabilities. This also
holds for exporters’ sites in the Internet.

When a firm is established in a foreign mar-
ket, it has to develop its promotional campaign,
and the possibility of using the same materials and
content developed for the domestic market or
other foreign markets is often considered. When
developing an advertising campaign or evaluating
the adequacy of an existing one to a target foreign
market, managers should give special attention to
the following considerations:

� Language differences, not only in terms of which
languages or dialects are spoken in the country,
but also to differences when the language spoken
is the same as in the home country – for example,
when the Brazilian perfume company O Boticário
entered the Portuguese market, it did not expect
to find significant differences in the language
spoken in Portugal compared to Brazil. After a
number of problems, managers’ finally understood
that the same words in Portuguese could have
different meanings in one country and another.

� Cultural preferences and limitations to the content
of communication – Japanese ads tend to be much
more subtle and indirect than Western ads.

� Cultural or religious taboos in the representation
of human bodies – the use of female images in
advertising is considered unacceptable in some
Muslim countries, such as Iran.

� Regulatory limitations – many countries have
regulations concerning children and teenagers
advertising, and limit or restrict the advertising of
certain products, such as medicines, tobacco,
liquor and toys, among others.Truth in advertising
is the object of regulation in most countries.

� Media availability – certain types of media may not
be available, or space may be limited.This is typical
of countries where the state owns and operates
broadcast media. Literacy levels may also affect
media availability.

� Media costs – media costs can vary substantially
from one country to another.

As to sales promotion, differences can be expected
in the use of certain types of incentives or special
offers. For example, consumers may not be famil-
iar with coupons and rebates, as in many Latin
American countries. Point-of-purchase materials
are often regulated.

The use of personal selling is a key element in
a firm’s effort to develop a foreign market. This is,
however, an area were cross-cultural misunder-
standings can easily occur, because a firm has to
rely on uncontrollable personal interactions. The
solution would be to employ local salespeople,
whenever possible. Table 24.13 compares the
advantages and disadvantages of using local sales-
people or expatriates.

Local salespeople, besides the evident advan-
tages of being part of the cultural setting, tend to
be less expensive than to bring salespeople from
the firm’s home country. Nevertheless, the use of
local salespeople should not be seen as a panacea.
They can be more difficult to control, less loyal to
the firm and may not have the required back-
ground (e.g. in many countries it may be difficult
to hire sales engineers).

International distribution
We have already discussed in a previous section
the alternatives available in terms of export chan-
nels to a manufacturer wishing to sell its products
in a foreign market. But a firm that starts direct
operations in a foreign market may have to face
the challenge of developing its own distribution
network.

When entering an international market, the
first task in developing a distribution network is
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to get a good understanding of the distribution
systems in the foreign country. This requires the
knowledge of:

� types of distributors available for the product;
� levels of distribution typically involved;
� relationships between manufacturer and other

members of the distribution channel;
� reactions of distribution channel members to a

foreign manufacturer;
� cultural aspects associated with the 

manufacturer–distributor relationship;
� commissions and margins applicable;
� legislation and regulation involving the

manufacturer–distributor relationship.

Japan is an excellent example of how distribution
can become a nightmare and a serious deterrent to
a firm’s ambitions to gain market share. Because of
keiretsu practices in Japan, most wholesalers and
distributors, as well as small retailers, are already
part of the distribution network of an existing
competitor. Since loyalty to the network is a sacred
value in Japan, Western companies have had seri-
ous problems in penetrating the Japanese distribu-
tion system.

Once the firm decides on the type of channel
it intends to use, the next step includes the selec-
tion of specific intermediaries. Typical selection
criteria include:

� size of potential intermediaries;
� geographic coverage and market penetration;

� intermediaries resources and experience;
� commercial conditions offered.

It should be noted that conflict within the distri-
bution channel is amplified by cultural differences.
It can be extremely difficult for foreign manufac-
turers to build trust with local distributors, requir-
ing a long period of investment to develop
relationships.

Final considerations

Industries and markets are changing at an unprece-
dented pace, and there are no indications that this
process will come to an end in the foreseeable
future. As industry and market configurations
change, there will be winners and losers. Winners
will be those firms with the ability to adapt to
global transformations, which adopt effective 
marketing and business strategies to deal with the
new realities. Losers will be those that refuse to
understand the long-term implications of present
changes, and do not prepare themselves for the
future.

To survive in the global marketplace compa-
nies need to develop sustained competitive advan-
tages that will permit them to face domestic and
foreign competition. In most cases, international-
ization becomes an imperative for those firms
that do not want to remain as marginal producers
in the domestic market, filling small niches that

Table 24.13 Using local salespeople versus expatriates

Locals Expatriates

Better understanding of local business etiquette, Better knowledge of firm’s culture, business 
practices and protocols practices and protocols

Better knowledge of local language, including Better knowledge of firm’s products
local meanings

More experienced with selling in the local market More experienced with selling the firm’s products

Already know distributors, retailers or industrial Do not have local contacts
customers

More difficult to control Easier to control

Less loyal to the firm More loyal to the firm

Less expensive More expensive
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are not attractive to larger ones. Exceptions are
those industries in which globalization pressures
are still low.

As a firm internationalizes, the complexity of
its operations increases substantially. In fact, the
more committed a firm is to internationalization,
as measured by the amount of resources in inter-
national markets, the higher the level of its oper-
ational complexity. Marketing is no exception; a
firm that operates in different markets faces the
challenge of understanding these markets and
developing effective marketing strategies to deal
with each one of them. As a result, international
marketers need to master not only the traditional
marketing tools but also a new set of abilities,
including cross-cultural sensitivity, negotiation
skills and language capabilities.
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CHAPTER 25

E-marketing
DAVE CHAFFEY

Introduction

In a short period of time, e-marketing has become
a facet of marketing that cannot be ignored. With
some enthusiastic adopters of digital technologies
such as Cisco, easyJet and IBM now achieving the
majority of their leads and customer service online,
many organizations are actively examining how
they can best make use of this new medium. How-
ever, the success of the early adopters has not gone
unnoticed and competition is now fierce to gain
visibility for a brand within the search engines 
and other online media sites. Consequently, mar-
keters need to carefully assess the significance of 
e-marketing and assimilate it, as appropriate, into
all aspects of marketing from strategy and plan-
ning to marketing research, objectives setting,
buyer behaviour, marketing communications and
the marketing mix. The key phrase here is ‘as appro-
priate’. The impact of new technologies such as the
Internet will vary greatly according to the existing
product, market, channel structure and business
model of each organization.

This chapter outlines an approach to 
e-marketing planning, which can be applied to all
organizations. The approach used will be a familiar
one, based on careful assessment of the opportuni-
ties and threats, clearly defined objectives and
strategies and selection of appropriate e-marketing
tactical tools and resources to achieve these strate-
gies. I will highlight the specific challenges and
opportunities the Internet raises.

What is e-marketing?

E-marketing can be simply expressed as the use of
electronic communications technology to achieve

marketing objectives (see, e.g. McDonald and
Wilson, 1999). The electronic communications tech-
nology refers to:

1 The use of Internet-based (TCP/IP) network
technology for communications within an
organization using an intranet; beyond the
organization to partners such as suppliers,
distributors and key account customers using
password-based access to extranets and the open
Internet where information is accessible by all
with Internet access.

2 The use of web servers or websites to enable
informational or financial exchanges as e-
commerce transactions.

3 The use of other digital access platforms such as
interactive digital TV, wireless or mobile phones
and games consoles.

4 The use of e-mail for managing enquiries (inbound
e-mail) and for promotion (outbound e-mail).

5 Integration of the digital access platforms and 
e-mail with other information systems such as
customer databases and applications for
customer relationship management and supply
chain management.

To illustrate some of the opportunities of 
e-marketing, it is useful to re-apply the definition
of marketing from the Chartered Institute of
Marketing:

e-marketing can identify, anticipate and satisfy
customer needs efficiently.

Taking a website as a major part of e-marketing,
consider how a website can fulfil these require-
ments of marketing. It can:

� Identify needs from customer comments,
enquiries, requests and complaints solicited via 



E-marketing 503

e-mail and the website’s contact facility, forums,
chat rooms, online searches and sales patterns
(seeing what is selling and what is not, recorded in
the web log which reveals insights into interests
determined by pages visited). Online surveys ask
how to improve the site or products. Finally, there
is a proliferation of online secondary sources of
research, many of which provide free in-depth
insights into customer needs.

� Anticipate customer needs by asking customers
questions and engaging them in a dynamic
dialogue built on the trust of opt-in e-mail.
Collaborative filtering, as used by Amazon helps to
identify and anticipate what customers might like
given that buyers of similar books have similar
interests. Profiling techniques allow many
companies to perform data mining to discover
and anticipate buyer’s needs. Cookie-based
profiling allows companies to analyse a visitor’s
interests without even knowing your name –
courtesy of a piece of code sent to the visitors
PC. It recognizes your PC and records which
types of sites (interests) you have and can serve
adverts and offers based on predicted interests.

� Satisfy needs with prompt e-mail responses,
punctual deliveries, order status updates, helpful
reminders, after sales services and added value
services combine with the dynamic dialogue.
The dialogue maintains permission to continue
communicating and then adds value by delivering
useful content in the right context (right time and
right amount).

� Efficiently means in an automated way (or partially
automated) . . . an efficient, yet hopefully not
impersonal, way (i.e. it allows tailor-made
technology to improve service quality, increase
the marketers memory to help maintain the
customer relationship through time).

It is apparent from these applications, that 
e-marketing extends beyond the website to include
all use of digital technology to manage the cus-
tomer relationship. Databases are increasingly
used to manage and record all interactions with
customers, whether sales transactions, inbound
enquiries via phone or e-mail and outbound com-
munications such as a mail-shot or e-mail shot.

An alternative perspective on e-marketing is
provided by the term ‘Internet marketing’ which
has been described simply as ‘the application of the
Internet and related digital technologies to achieve mar-
keting objectives’ (Chaffey et al., 2006). In practice
Internet-based marketing is a subset of e-marketing
that will include the use of a company website in

conjunction with promotional techniques such as
banner advertising, direct e-mail and links or services
from other websites to acquire new customers and
provide services to existing customers that help
develop the customer relationship.

Digital marketing is yet another term similar
to Internet marketing. We reference it here, because
it is a term increasingly used by specialist 
e-marketing agencies and the new media trade
publications such as New Media Age (www.nma.
co.uk) and Revolution (www.revolutionmagazine.
com). The Institute of Direct Marketing has also
adopted the term to refer to its specialist profes-
sional qualifications.

‘Digital marketing’ has a similar meaning to
‘Electronic marketing’ and is increasingly used by
media agencies and their clients. To help explain
the scope and approaches used for digital mar-
keting I have developed a more detailed explan-
ation of digital marketing:

Digital marketing involves: Applying these tech-
nologies which form online channels to market:
Web, e-mail, databases, plus mobile/wireless &
digital TV)

To achieve these objectives:

Support marketing activities aimed at achieving
profitable acquisition and retention of customers . . .
within a multi-channel buying process and cus-
tomer lifecycle

Through using these marketing tactics:

Recognising the strategic importance of digital tech-
nologies and developing a planned approach to
reach and migrate customers to online services
through e-communications and traditional commu-
nications. Retention is achieved through improving
our customer knowledge (of their profiles, behav-
iour, value and loyalty drivers), then delivering
integrated, targeted communications and online
services that match their individual needs.

The first part of the description illustrates the range
of access platforms and communications tools that
form the online channels which e-marketers use to
build and develop relationships with customers.

The second part of the description shows that
it should not be the technology that drives digital
marketing, but the business returns from gaining
new customers and maintaining relationships with
existing customers. It also emphasizes how digital
marketing does not occur in isolation, but is most
effective when it is integrated with other communi-
cations channels such as phone, direct mail or face-
to-face. Online channels should also be used to
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support the whole buying process from pre-sale to
sale to post-sale and further development of cus-
tomer relationships.

The final part of the description summarizes
approaches to customer-centric e-marketing. 
It shows how success online requires a planned
approach to migrate existing customers to online
channels and acquire new customers by selecting
the appropriate mix of e-communications and trad-
itional communications. Retention of online cus-
tomers needs to be based on developing customer
insight by researching their characteristics, behav-
iour, what they value, what keeps them loyal and
then delivering tailored, relevant web and e-mail
communications.

Web 2.0
Since 2004, the Web 2.0 concept has increased in
prominence amongst website owners and develop-
ers. The main technologies and principles of Web
2.0 have been explained in an influential article
by Tim O’Reilly (O’Reilly, 2005). It is important to
realize that Web 2.0 is not a new web standard or
a ‘paradigm shift’ as the name implies, rather it is
an evolution of technologies and communications
approaches which have grown in importance
since 2004–2005. The main characteristics of Web
2.0 are that it typically involves:

� Web services or interactive applications hosted
on the web such as Flickr (www.flickr.com),
Google maps (http://maps.google.com) or
blogging services such as Blogger.com or Typepad
(www.typepad.com).

� Supporting participation – many of the
applications are based on altruistic principles of
community participation.

� Encouraging creation of user generated content –
blogs and sites like Myspace (www.myspace.com)
and YouTube (www.youtube.com) are the best
examples of this.Another is the collaborative
encyclopaedia Wikipedia (www.wikipedia.com).

� Enabling rating of content and online services –
services such as delicious (http://del.icio.us) and
traceback comments on blogs support this.These
services are useful given the millions of blogs that
are available – rating and tagging (categorizing)
content help indicate the relevance and quality of
the content.

� Ad funding of neutral sites – web services such as
Google Mail/GMail and many blogs are based on
contextual advertising such as Google Adsense or
Overture/Yahoo! Content Match.

� Involve data exchange between sites through
XML-based data standards. RSS Feeds based on
XML are used by sites such as the BBC to provide
up-to-the-minute alerts on granular topics.
An attempt by Google to facilitate this which
illustrates the principle of structured information
exchange and searching is Google Base
(http://base.google.com).This allows users to
upload data about particular services such as
training courses in a standardized format based
on XML. New classes of content can also be
defined.

� Use rapid application development using
interactive technology approaches known as
AJAX (Asynchronous JavaScript and XML).
The best known AJAX implementation is 
Google Maps which is responsive since it does
not require refreshes to display maps.

E-marketing is undeniably the fastest moving area
of marketing tactics, early adopters can gain 
competitive advantage. The authors’ site, Dave
Chaffey.com (www.davechaffey.com) shown in
Figure 25.1, has regularly updated content 
available via blog, RSS feed and e-newsletter 
to help keep you up-to-date with e-marketing
developments.

Digital media communications
characteristics

Through understanding the key communications
characteristics of the digital media we can exploit
these media while guarding against their weak-
nesses. The six key changes in moving from trad-
itional media to new media are:

1 From push to pull:Traditional media such as print,
TV and radio are push media, a one-way street
where information is mainly unidirectional, unless
direct response elements are built-in. In contrast,
the web is a pull medium.This is its biggest
strength and its biggest weakness. It is a strength
since pull means that prospects and customers
only visit your site when it enters their head to
do so – when they have a defined need – they are
pro-active and self-selecting. But this is a
weakness since online pull means we have less
control than in traditional communications where
the message is pushed out to a defined audience.
What are the e-marketing implications of the pull
medium? First, we need to provide the physical
stimuli to encourage visits to websites.This may
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mean traditional ads, direct mail or physical
reminders. Second, we need to ensure our site is
optimized for search engines – it is registered and
is ranked highly on relevant key word searches.
Third, e-mail is important – this is an online push
medium, it should be a priority objective of
website design to capture customer’s e-mail
addresses in order that legal, opt-in, permission-
based e-mail marketing can be used to push
relevant and timely messages to customers.

2 From monologue to dialogue: Creating a dialogue
through interactivity is the next important
feature of the web and new media.A website,
interactive digital TV and even a mobile phone
enables us to enter dialogue with customers.
These can be short term – perhaps an online
chat to customer support, or long-term, lifelong
dialogues discussing product and supply
requirements.These dialogues can enhance

customer service, deepen relationships and trust
and so build loyalty.

But digital dialogues have a less obvious benefit
also – intelligence. Interactive tools for customer
self help can help collect intelligence – clickstream
analysis recorded using web analytics systems can
help us build up valuable pictures of customer
preferences. If we profile customers, placing them
into different segments then build a more
detailed picture that is used to refine our
products and offers.

3 From one-to-many to one-to-some and 
one-to-one: Traditional push communications are
one-to-many. From one company to many
customers, often the same message to different
segments and often poorly targeted.With new
media ‘one-to-some’ – reaching a niche becomes
more practical – e-marketers can tailor and
target their message to different segments

Figure 25.1 DaveChaffey.com (www.davechaffey.com)
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through providing different site content for
different audiences through mass customization.
We can even move to one-to-one communications
where personalized messages can be delivered
according to customer preferences.

4 From one-to-many to many-to-many communications:
New media also enable many-to-many
communications. Hoffman and Novak (1996)
noted that new media are many-to-many media.
Here customers can interact with other
customers via your website or in independent
communities.The success of online auctions such
as eBay also shows the power of many-to-many
communications. However, online discussion
groups represent a threat since it is difficult to
control negative communications about a
company. So, the e-marketing actions of many-to-
many communications are to consider whether
you should set up online communities on your
site, or whether you can tap into other
independent communities on specialist 
portals.

5 From ‘lean-back’ to ‘lean-forward’: New media are
also intense media – they are lean-forward media
in which the website usually has the visitor’s
undivided attention.This intensity means that the
customer wants to be in control and wants to
experience flow and responsiveness to their
needs. First impressions are important. If the
visitor to your site does not find what they are
looking for immediately, whether through poor
design or slow speed they will move on, probably
never to return.

6 Integrated:Although new media have distinct
characteristics compared to traditional media,
this does not mean we should necessarily
concentrate our communications on new media.
Rather we should combine and integrate new and
traditional media according to their strengths.We
can then achieve synergy – the sum is greater
than their parts. Most of us still spend most of
our time in the real-world rather than the virtual
world, so offline promotion of the proposition of
a website is important. It is also important to
support mixed-mode buying through a ‘web
response’ direct response approach. For example,
a customer wanting to buy a computer may see a
TV ad for a certain brand which raises awareness
of the brand and then sees an advert in a print ad
that directs him across to the website for further
information. However the customer does not
want to buy online, preferring the phone, but the
site allows for this by prompting with a phone
number at the right time. Here all the different

communications channels are mutually supporting
each other.

Similarly, inbound communications to a company
need to be managed. Consider if the customer
needs support for an error with their system. They
may start by using the onsite diagnostics which do
not solve the problem. They then ring customer
support. This process will be much more effective if
support can access the details of the problem as
previously typed in by the customer to the diag-
nostics package.

E-marketing planning

Is a separate e-marketing plan
necessary?
I have found when helping companies introduce a
structured approach to e-marketing that if there is a
specific resource for e-marketing activities such as
an e-marketing or e-commerce manager, then 
they will be responsible for the e-marketing plan.
However, where there is no identified responsibil-
ity for e-marketing, which is still the case in many
small and medium organizations, there is likely to
be a lack of a coherent e-marketing plan. This often
occurs when marketing managers have limited
resources or other priorities and a lack of recogni-
tion that a separate e-marketing plan is valuable. 
Is a plan still needed? I would argue yes, as a short-
term device to ensure that the integration of the
new channel is managed in a structured way. In the
longer term, e-marketing will become Business As
Usual and will be integrated into the normal mar-
keting planning process. I say this because of these
common and serious problems if there is not the
focus that a separate e-marketing plan brings:

1 Customer demand for online services will be
underestimated if this has not been researched
and it is under-resourced and no or unrealistic
objectives are set to achieve online marketing
share.

2 Existing and startup competitors will gain
market share if insufficient resources are
devoted to e-marketing and no clear strategies
are defined.

3 Duplication of resources will occur, for
example, different parts of the marketing
organization purchasing different tools or
different agencies for performing similar online
marketing tasks.
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4 Insufficient resource will be devoted to planning
and executing e-marketing and there is likely to
be a lack of specific specialist e-marketing skills
will make it difficult to respond to competitive
threats effectively.

5 Insufficient customer data is collected online as
part of relationship building and this data is not
integrated well with existing systems.

6 Efficiencies available through online marketing
will be missed, for example lower
communications costs and enhanced conversion
rates in customer acquisition and retention
campaigns.

7 Opportunities for applying online marketing
tools such as search marketing or e-mail
marketing will be missed or the execution may
be inefficient if the wrong resources are used or
marketers do not have the right tools.

8 Changes required to internal IT systems by
different groups will not be prioritized
accordingly.

9 The results of online marketing are not tracked
adequately on a detailed or high-level basis.

10 Senior management support of e-marketing is
inadequate to drive what often needs to be a
major strategic initiative.

What should an e-marketing plan
contain?
Clearly e-marketing plans should be informed by,
and integrate with the objectives and strategies of
the marketing plan. Plans should be integrated
such that developing the e-marketing plan may
give insights that result in the other plans being
updated. Smith and Chaffey (2005) use the
SOSTAC® framework to suggest an approach to 
e-marketing planning, and a similar approach will
be adopted here. SOSTAC stands for: Situation,
Objectives and Strategy, Tactics, Action and Control.

When developing a plan, it should be remem-
bered that e-marketing strategy is a channel 
marketing strategy which defines how a company
should set channel-specific objectives and develop
a differential channel-proposition and channel-
specific communications consistent with the char-
acteristics of the channel and consumer usage of it.
The e-marketing strategy determines the strategic
significance of the Internet relative to other com-
munications channels which are used to communi-
cate directly with customers at different customer
touchpoints. Some organizations such as low-cost
airlines will decide to primarily use virtual chan-
nels such as the website and e-mail marketing for

delivering services and communicating with cus-
tomers. Others may follow a strategy where the use
of face-to-face, phone or direct mail communica-
tions remain important.

So the focus of e-marketing strategy is deci-
sions about how to use the digital channels to 
support existing marketing strategies and how to
exploit its strengths and manage its weaknesses
and to use it in conjunction with other channels as
part of a multi-channel marketing strategy. This
multi-channel marketing strategy defines how dif-
ferent marketing channels should integrate and
support each other in terms of their proposition
development and communications based on their
relative merits for the customer and the company.

Situation analysis
Situation analysis is the first part of the e-marketing
plan. It explains ‘where are we now?’ This includes
analysis internally within the organization, and
externally, of the business environment. These trad-
itional analytical areas should also be assessed
from an e-marketing perspective as follows:

� KPIs: Key Performance Indicators which identify
the business success criteria, results and
performance against targets and benchmarks.

� SWOT analysis: Identifying e-marketing specific
internal Strengths, and Weaknesses, as well as
external Opportunities and Threats. For instance
are resources adequate, what are the SWOT
elements for the current online presence
compared with competitors.

� PEST: Political, Economic, Social and Technological
variables that shape your marketplace. Legal
constraints on e-marketing are particularly
significant in controlling use of customer data for
direct marketing, for example through e-mail and
the introduction of new laws should be carefully
monitored.

� Customers:How many are online, how many prefer
different platforms such as iTV and mobile or
wireless? Are there new channel segments emerging?

� Competitors:Who are they? What is their online
proposition? How successful are they online? Are
there new online adversaries?

� Distributors:They are new, online, intermediaries
emerging while old offline distributors being
wiped out (disintermediation)? What are the
potential channel conflicts?

Naturally, the KPIs and marketplace dynamic will
vary according to the type of online presence. Four



of the major different types of online presence of
which most sites have some components are:

1 Transactional e-commerce site: Stage models as
described above. Examples:A car manufacturer
such as Vauxhall (www.buypower.vauxhall.co.uk)
or retailers such as Tesco (www.tesco.com).

2 Services oriented relationship building website: For
companies such as professional services
companies, online transactions are inappropriate.
Through time these sites will develop increasing
information depth and question and answer
facilities. Examples: PricewaterhouseCooper
(www.pwcglobal.com),Accenture
(www.accenture.com) and Arthur Andersen
KnowledgeSpace (www.knowledgespace.com).

3 Brand building site:These are intended to support
the offline brand by developing an online
experience of the brand.They are typical for 
low-value, high volume Fast Moving Consumer
Goods (FMCG brands). Examples:Tango
(www.tango.com), Guinness (www.guinness.com).

4 Portal site: Providing a gateway to other web
content. Examples:Yahoo! (www.yahoo.com) and
Vertical Net (www.e-consultancy.com).

External analysis
We will concentrate on the micro-environment fac-
tors of customers (demand analysis), competitors
and distributors.

Demand analysis
For customers, market research should identify
which customers are online – what are their pro-
files in terms of geo-demographics and for B2B
their position in the decision making unit. To build
demand estimates, we need to know the propor-
tion of customers in each market and segment who:

1 Have access to different channels: Compilations
show that e-channel adoption still varies
markedly by media type and media. Important
trends are the increased use of broadband,
adoption of 3G for mobiles and the increase in
digital TV.

2 Are influenced by using which channel or channels?:
Although the proportion of e-commerce
transactions for all purchases is low, the role of
the Internet in influencing purchase is significant
for high involvement purchases such as financial
services, holidays or cars. For example, it is now
estimated that nearly three quarters of the
purchasers of new cars in some western

countries will research the purchase online even
though the proportion purchasing entirely online
is only in single figures. Understanding the reach
of a website and its role in influencing purchase is
clearly important in setting e-marketing budgets.

3 Purchase using which channel or channels?:
The propensity to purchase online is dependent
on different variables over which the marketer
has relatively little control. However, factors
which affect the propensity to purchase can be
estimated for different types of products. De
Kare-Silver (2000) suggests factors that should be
considered include product characteristics,
familiarity and confidence and consumer
attributes.Typical results from the evaluation are:
Groceries (27/50), Mortgages (15/50),Travel
(31/50) and Books (38/50). De Kare-Silver states
that any product scoring over 20 has good
potential, since the score for consumer attributes
is likely to increase through time. Given this, he
suggests companies will regularly need to review
the score for their products.

It is also important to understand the barriers and
motivations that affect the use of digital media by
consumers. The reasons, aspirations and expect-
ations can then be reflected in your communica-
tions.

Competitor analysis
For competitors, benchmarking will reveal how
digital media are being exploited. Criteria include
ease of use, communication of value proposition,
customer confidence, for example availability,
depth, and breadth of customer service options,
including phone, e-mail, and branch locations,
onsite resources, relationship services and overall
cost. The success of different companies in, and out
of sector in achieving online sales should also be
benchmarked.

Intermediary analysis
For distributors and intermediaries, a key influ-
ence of the Internet is its impact on channel struc-
tures. These marketplace phenomena should be
assessed and then evaluated as part of strategy:

� Disintermediation:The removal of intermediaries
such as distributors or brokers that formerly
linked a company to its customers.A car
manufacturer selling direct to customers rather
than through a dealership is an example of this.

508 The Marketing Book
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� Reintermediation:The creation of new
intermediaries between customers and suppliers
providing services such as supplier search and
product evaluation. Many new brokers offering
discounted cars have had a significant impact on
the car market.

� Countermediation:A brand becomes part of an
online intermediary through purchase, partnering
or creation. Here an existing player or players
form a new intermediary to compete against new
intermediaries.

It is important for marketers to understand the
dynamics and power of new and online intermed-
iaries in any online marketplace and to create an
e-marketplace map. The main intermediary types
I identify when understanding the online market-
place are:

� Mainstream news media sites or portals
(traditional, e.g. NYT.com, FT.co or 
Times or Pureplay, e.g. Google news an
aggregator).

� Niche/vertical media sites, for example 
e-consultancy, ClickZ.com in B2B.

� Aggregators/price comparison sites, for example
Kelkoo, Shopping.com, uSwitch, etc.

� Superaffiliates – second tier aggregators who are
more focused than those above, but can be
significant in any marketplace.Affiliates gain
revenue from a merchant they refer traffic to
using a commission-based arrangement based on

the proportion of sale or a fixed amount.They are
important in e-retail markets, accounting for tens
of percent of sales.

� Niche affiliates – typically individuals.

Internal analysis
Internal analysis involves assessment of the 
current status of e-marketing implementation.
Figure 25.2 shows a stage model I developed for
an E-consultancy (2005) report on managing an 
e-commerce team which can be used to assess
evolution of e-marketing capabilities.

The internal analysis also looks at KPIs of 
e-marketing. Common KPIs used to assess online
the significance of e-marketing activities include
traditional measures such as:

� Enquiries
� Sales
� Market share
� ROI (return on investment)

Other KPIs are specific to e-marketing:

� Online revenue contribution (see section on
objective setting).

� Unique visitors:The number of separate, individual
visitors who visit the site (typically over a month).

� Total numbers of sessions or visits to a website
(note that ‘hits’ are a spurious measure. Since
when a web page is downloaded to the PC,
a number of separate data transfers or hits take
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place, usually one for each HTML and graphics file.
Marketers should measure page impressions
because they are a real measure of customer
traffic to your site and for an advertiser, this
equates with other familiar measures such as
‘opportunities to view’).Attraction efficiency
(Figure 25.3) indicates the proportion of your
target audience you attract to site or its reach.

� Repeat visits:Average number of visits per
individual.Total number of sessions divided by the
number of unique visitors. Update your site more
often and people come back more often. Cookies
can help track repeat visits.

� Duration:Average length of time visitors spend on
your site (but remember that for some areas of
the site such as online sales or customer service
you may want to minimize duration).A similar
measure is number of pages viewed per visitor.

� Subscription rates numbers of visitors subscribing
for services such as an opt-in e-mail and
newsletters.

� Conversion rates:The percentage of visitors
converting to subscribers (or becoming
customers).This is critical to e-marketing, let us
take an example. Say 2 per cent of 5000 visitors
to a site in a month convert to 100 customers
who place an order. £10 000 cost divided by 100
conversions � £100 cost per order. Now imagine
you can double your conversion rate, or better
still quadruple it to 8 per cent, you then get £25
cost per order.The leverage impact caused by

improved conversion rates is huge – revenues go
up and percentage of marketing costs go down.
Figure 25.3 provides a summary of different
aspects of conversion from Chaffey (2001) which
is adapted from Figure 2 in Berthon et al. (1998).
It also highlights the importance of measuring
return visitors to the site.

� Attrition rates through the online buying process.
� Churn rates: Percentage of subscribers withdrawing

or unsubscribing.
� Click Through Rates (CTR) from a banner ad or web

link on another site to your own.

E-marketing objectives
Objectives clarify the purpose and direction of 
e-marketing. Smith and Chaffey (2005) suggest
there are five broad benefits, reasons or objectives of
e-marketing. These can be summarized as the 5S’s
of e-marketing objectives. Marketers will decide
whether all or only some will drive e-marketing:

1 Sell: Grow sales (through wider distribution to
customers you cannot service offline or perhaps
a wider product range than in local store, or
better prices).

2 Serve:Add value (give customers extra benefits
online: or product development in response to
online dialogue).

3 Speak: Get closer to customers by tracking them,
asking them questions, conducting online
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interviews, creating a dialogue, monitoring chat
rooms, learning about them.

4 Save: Save costs – of service, sales transactions and
administration, print and post. Can you reduce
transaction costs and therefore either make
online sales more profitable? Or use cost savings
to enable you to cut prices, which in turn could
enable you to generate greater market share?

5 Sizzle: Extend the brand online. Reinforce brand
values in a totally new medium.The Web scores
very highly as a medium for creating brand
awareness and recognition.

Specific objectives are created for each.
Consider Sales – a typical objective might be:

To grow the business with online sales e.g. to gen-
erate at least 10% of sales online. Within 6 months.

Or

To generate an extra £100 000 worth of sales online
by December.

These objectives can be further broken down for
example to achieve £100 000 of online sales means
you have to generate 1000 online customers spend-
ing on average £100 in the time period. If, say, your
conversion rate of visitors to customers was a high
10 per cent then this means you have to generate
10 000 visitors to your site.

Objectives should also be set for the percent-
age of customers who are reached or influenced by
each channel (indirect online revenue contribution or
brand awareness in the target market). The online
revenue contribution should also consider cannibal-
ization – are online sales achieved at the expense of
traditional channels? Another major online object-
ive might be to consolidate relationships and
increase loyalty from 50 to 75 per cent among a
high-spending customer segments during the year.

Strategies
Strategy summarizes objectives and establishes
how they will be achieved. Many of the key ques-
tions that an e-marketing strategy should answer
are common to those for a marketing strategy,
namely:

� Which Segments, and selected Target Markets are
being targeted.

� Positioning (P) is a fundamental part of the overall
customer proposition or offering for example
what exactly is the product, its price and
perceived value in the marketplace.

� Source of differentiation – what is the value
proposition?

� Which access platforms should e-marketing be
achieved through. For most organizations
websites or e-mail marketing will be
appropriate, but mobile marketing or
interactive TV (iTV) are further options? For
each platform, different stages of online services
should be identified for future rollout as
discussed in the section on situation analysis.
For example, what level of interaction onsite –
brochure, two-way interactive sales support,
online sales or full e-CRM?

� Should new or existing products be sold into all
existing segments and markets, or can specific or
new segments and markets should be targeted?

� What resources are appropriate? For example,
what is the split between online and offline e-
marketing and budget and how are resources
split between website design, website service
and website traffic generation.

In this section some of the key strategic e-marketing
decisions are outlined based on more detailed
discussion in Chaffey et al. (2006):

Decision 1: Market and product develop-
ment strategies
The Ansoff matrix is a useful analytic tool for
assessing online strategies for manufacturers and
retailers. It can help companies think about how
online channels can support their marketing
objectives, but also suggest innovative use of
these channels to deliver new products and more
markets. Options to review are summarized in
Figure 25.4.

Decision 2: Business and revenue models
Evaluating new models is important since if com-
panies do not review opportunities to innovate
then competitors and new entrants certainly will.
Andy Grove of Intel famously said: ‘Only the para-
noid will survive’ alluding to the need to review new
revenue opportunities and competitor innovations.
A willingness to test and experiment with new
business models is also required. New revenue
models, for a publisher, for example can include:

� advertising (on a fixed, cost per ad viewed or cost
per click based);

� affiliate revenue (based on sales resulting from a
site visit);
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� Pay Per View and bundling models;
� subscription models;
� e-mail list, data and audience research services.

Companies at the bleeding edge of technology
such as Google and Yahoo! constantly innovate
through acquiring other companies and internal
research and development (Witness Google Labs
(http://labs.google.com) and Yahoo! Research
(http://research.google.com)).

Decision 3: Target marketing strategy
Deciding on which markets to target is a key strat-
egic consideration for Internet marketing strategy
in the same way it is key to marketing strategy. 
For e-channels, we select segments for targeting
online that are most attractive in terms of growth
and profitability. These may be similar or different
according to groups targeted offline. Some 
examples of customer segments that are targeted
online include:

� the most profitable customers – using the Internet
to provide tailored offers to the top 20 per cent
of customers by profit may result in more repeat
business and cross sales;

� larger companies (B2B) – an extranet could be
produced to service these customers, and
increase their loyalty;

� smaller companies (B2B) – large companies are
traditionally serviced through sales
representatives and account managers, but smaller
companies may not warrant the expense of
account managers. However, the Internet can be
used to reach smaller companies more cost
effectively.The number of smaller companies that
can be reached in this way may be significant, so
although individual revenue of each one is
relatively small, the collective revenue achieved
through Internet servicing can be large;

� particular members of the buying unit (B2B) – the
site should provide detailed information for
different interests which supports the buying
decision, for example, technical documentation for
users of products, information on savings from 
e-procurement for IS or purchasing managers and
information to establish the credibility of the
company for decision makers;

� customers who are difficult to reach using other
media – an insurance company looking to target
younger drivers could use the Web as a vehicle
for this;

Market development strategies
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� customers who are brand loyal – services to appeal
to brand loyalists can be provided to support
them in their role as advocates of a brand;

� customers who are not brand loyal – conversely,
incentives, promotion and a good level of service
quality could be provided by the website to try
and retain such customers.

The segmentation and targeting approach used
by e-retailers is based on five main elements which
in effect are layered on top of each other.

1 Identify customer lifecycle groups: Figure 25.5
illustrates this approach.As visitors use online
services they can potentially pass through seven
or more stages. Once companies have defined
these groups and setup the customer relationship
management infrastructure to categorize
customers in this way, they can then deliver
targeted messages, either by personalized on-site
messaging or through e-mails that are triggered
automatically due to different rules.

2 Identify customer profile characteristics:This is a
traditional segmentation based on the type of
customer. For B2C e-retailers this will include
age, sex and geography. For B2B companies, this
will include size of company and the industry
sector or application they operate in.

3 Identify behaviour in response and purchase: As
customers progress through the lifecycle by
analysis of their database, they will be able to
build up a detailed response and purchase history
which considers the details of recency, frequency,
monetary value and category of products
purchased.

4 Identify multi-channel behaviour (channel preference):
Regardless of the enthusiasm of the company for
online channels, some customers will prefer using
online channels and others will prefer traditional
channels. Customers that prefer online channels
can be targeted mainly by online communications
such as e-mail, while customers who prefer
traditional channels can be targeted by traditional
communications such as direct mail or phone.
We can use ‘right channelling’ to target
customers using the combination of channels
which is most efficient for the organization and
consumer.

5 Message tone, style and offer preference: In a similar
manner to channel preference, customers will
respond differently to different types of message
and offer. Some may like a more rational appeal in
which case a detailed e-mail explaining the
benefits of the offer may work best. Others will
prefer an emotional appeal based on images and
with warmer, less formal copy.

Decision 4: Positioning and differentiation
strategy
Companies can position their products relative to
competitor offerings according to four main vari-
ables: product quality, service quality, price and
fulfilment time.

Strategies should review the extent to which
increases in product and service quality can be
balanced against variations in price and fulfilment
time. Chaston (2000) argues that there are four
options for strategic focus to position a company
in the online marketplace. It is evident that these
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are related to the different elements of Deise et al.
(2000). He says that online these should build on
existing strengths, and can use the online facilities
to enhance the positioning as follows:

� Product performance excellence: Enhance by
providing online product customization.

� Price performance excellence: Use the facilities of
the Internet to offer favourable pricing to loyal
customers or to reduce prices where demand is
low (e.g. British Midland Airlines uses auctions to
sell underused capacity on flights).

� Transactional excellence:A site such as that of
software and hardware e-tailer dabs.com offers
transactional excellence through combining
pricing information with dynamic availability
information on products, listing number in stock,
number on order and when they are expected.

� Relationship excellence: Personalization features to
enable customers to review sales order history
and place repeat orders.An example is RS
Components (www.rswww.com).

The online value proposition
In an e-marketing context the differential advan-
tage and positioning can be clarified and commu-
nicated by developing an online value proposition
(OVP). Developing an OVP, involves:

� Developing messages which:
� reinforce core brand proposition and credibility,
� communicate what a visitor can get from an

online brand that:
� they cannot get from the brand offline?
� they cannot get from competitors or

intermediaries?
� Communicating these messages at all appropriate

online and offline customer touch points in
different levels of detail from strap lines to more
detailed content on the website or in print.

Companies such as Dell, Kelkoo and Expedia have
clearly defined value propositions.

Decision 5: Multi-channel distribution 
strategy
Decisions 5 and 6 relate to channel prioritization
which assesses the strategic significance of the
Internet and e-mail relative to other communica-
tions channels. In making this prioritization it is
helpful to distinguish between customer commu-
nications channels and distribution channels.

Distribution channels refers to flow of prod-
ucts from a manufacturer or service provider to the

end customer. These may be direct-to-consumer
channels or more often, intermediaries such as
retailers are involved. Internet distribution channel
priorities have been summarized by Gulati and
Garino (2000) as ‘getting the right mix of bricks and
clicks’. The relationships and partnering potential
with different forms of online intermediary can be
reviewed at this point.

Decision 6: Multi-channel communications
strategy
As part of creating an Internet marketing strategy,
it is vital to define how the Internet integrates with
other inbound communications channels used to
process customer enquiries and orders and out-
bound channels which use direct marketing to
encourage retention and growth or deliver cus-
tomer service messages. For a retailer, these chan-
nels include in-store, contact-centre, web and
outbound direct messaging used to communicate
with prospects and customers. Some of these chan-
nels may be broken down further into different
media – for example, the contact-centre may
involve inbound phone enquiries, e-mail enquiries
or real-time chat. Outbound direct messaging may
involve direct mail, e-mail media or web-based
personalization.

� The multi-channel communications strategy must
review different types of customer contact with
the company and then determine how online
channels will best support these channels.
The main types of customer contact and
corresponding strategies will typically be:

� Inbound sales-related enquiries (customer
acquisition or conversion strategy).

� Inbound customer-support enquiries (customer
service strategy).

� Outbound contact strategy (customer retention
and development strategy).

For each of these strategies, the most efficient mix
and sequence of media (a multi-channel touch or
contact strategy) to support the business object-
ives must be determined. Typically the short-
term objective will be conversion to outcome
such as sale or satisfactorily resolved service
enquiry in the shortest possible time with the
minimum cost. However, longer-terms objectives
of customer loyalty and growth also need to be
considered. If the initial experience is efficient,
but unsatisfactory to the customer, then they may
not remain a customer!
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Decision 7: Online communications budget
and mix
The decision on the amount of spending on online
communications and the mix between the differ-
ent communications techniques such as search
engine marketing, e-mail marketing and online
advertising is closely related to the previous one.
Varianini and Vaturi (2000) suggest that many 
e-commerce failures have resulted from poor con-
trol of media spending. They suggest that many
companies spend too much on poorly targeted
communications. They suggest the communica-
tions mix should be optimized to minimize the
cost of acquisition of customers. It can also be
suggested that optimization of the conversion to
action onsite is important to the success of market-
ing. The strategy will also fail if the site design,
quality of service and marketing communications
are not effective in converting visitors to prospects
or buyers. Traditional control techniques such as
adopting a defined allowable cost per action (or
acquisition), lifetime value modelling and media
mix optimization can assist here.

In addition to campaign-based e-communi-
cations we also need continuous e-communications.
Organizations need to ensure that there is suffi-
cient investment in continuous online marketing
activities such as search marketing, e-newsletters,
affiliate marketing and sponsorship.

Decision 8: Organizational capabilities
A useful framework for reviewing an organiza-
tion’s capabilities to implement Internet market-
ing strategy is shown in Table 25.1 applied to
Internet marketing. This 7S framework was

developed by McKinsey consultants in the 1980s
and summarized by Waterman et al. (1980).

Tactics
Tactics are the details of strategy. E-marketing tac-
tics define the different e-marketing tools to be
used and their sequence or stages. The main tools
used to implement the e-marketing tactics are:

1 The website and ideally, an integrated database.
2 Customer relationship management tools,

principally the integrated database.
3 Opt-in e-mail, again linked to the CRM database.
4 Online communication tools such as banner

advertising, sponsorship, links and PR.
5 Traditional offline communication tools such as

advertising and PR.

One approach to defining e-marketing tactics,
which we will use here, is to re-examine the
options that e-marketing provides through these
tools for varying the marketing mix. We will focus
on the ‘4Ps’ of Product, Price, Place, Promotion
defined around the start of the 1960s by Canadian
Jerome McCarthy (McCarthy, 1960) together with
the extended mix of the American academics,
Booms and Bitner (1981). They considered the extra
Ps crucial in the delivery of services – people,
processes and physical evidence.

Some feel that for interactive marketing
Pepper and Rogers 5Is (Pepper and Rogers, 1997)
should replace the 7Ps in the information age. 
The 5Is do not supplant the 7Ps but rather are
complementary to it since the 5Is defines the
process needed, whereas the 7Ps are the variables
which the marketer controls.

Table 25.1 Online executions of different communications tools

Communications tool Online executions

1 Advertising Display ads, pay per click marketing, search engine optimization
2 Selling Virtual sales staff, affiliate marketing, web rings, links
3 Sales promotion Incentives, rewards, loyalty schemes
4 PR Online editorial, ezines, newsletters, discussion groups, portals
5 Sponsorship Sponsoring an online event, site or service
6 Direct mail Opt-in e-mail and web response
7 Exhibitions Virtual exhibitions
8 Merchandizing Shopping malls, e-tailing, the interface
9 Packaging Real packaging is displayed online and refers to websites

10 Word-of-mouth Viral, affiliate marketing, e-mail a friend, web rings, links
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These are:

1 Identification – customer specifics.
2 Individualization – tailored for lifetime purchases.
3 Interaction – dialogue to learn about customers’

needs.
4 Integration – of knowledge of customers into all

parts of the company.
5 Integrity – develop trust through non-intrusion as

in permission marketing.

Although the mix provides a useful framework for
marketers, other factors also need to be considered.
Decisions on the mix are not made until marketing
strategy first determines target markets and
required brand positionings. New marketers also
need to know how to manage alliances or partner-
ships and build customer relationships to build
lifetime value through using customer knowledge
stored in databases. We will now review how the
implications of the new media for the different
elements of the marketing mix.

Product
The online world offers a host of new opportun-
ities and prompts these product-related questions:

� What benefits do you deliver to your customers?
� Can they be delivered online?
� What other benefits might your customers like?
� Can these benefits be delivered online?
� What is your business? Can it be delivered online?

Ghosh (1998) suggested companies should con-
sider how to modify product and add digital value
to customers. These are huge questions that can
reshape your whole business. Ghosh talks about
developing new products or adding digital value
to customers. He urged companies to ask:

� Can I afford additional information on or
transaction services to my existing customer base?

� Can I address the needs of new customer
segments by repackaging my current information
assets or by creating new business propositions
using the Internet?

� Can I use my ability to attract customers to
generate new sources of revenue such as
advertising or sales of complementary products?

� Will my current business be significantly harmed
by other companies providing some of the value 
I currently offer?

He suggests you need to analyse each feature of
your product or service and ask how can each of

these features be improved or adapted online?
Developing these online services should be 
customer-led by asking what information do my
ideal target customers seek? ‘How can I excel at giv-
ing them this online?’ Communities of customers
can be tapped into to help answer this question.

The different elements of extended product
can also be highlighted or delivered online.

Often extended product contributes greatly
to quality. Think about these aspects of extended
product which can be highlighted or delivered
online:

� Endorsements
� Awards
� Testimonies
� Customer lists
� Customer comments
� Warranties
� Guarantees
� Money back offers
� Customer service (see People and Process).

Extended product also includes incorporating tools
to help users during their use of the product. For
example, engineers can be provided with technical
diagrams and updates on regulations to assist them
with their work.

Price
The changes to pricing and price models introduced
by the advent of the Internet have been significant.

New buying models require new pricing
approaches which have forced marketers to 
radically rethink their pricing strategies. There
have been many experiments, some successful,
others less so. Examples include customer unions
such as LetsBuyit (www.letsbuyit.com) and Name
your price services such as Priceline (www.
priceline.com), transparent pricing and global
sourcing (particularly by giant procurement merg-
ers like Ford and Chrysler). Kelkoo.com has sur-
vived from the Dot.com days and is now part of
Kelkoo.

A growth in competition is caused partly by
global suppliers and partly by globalized customers
searching via the web to add further pressure on
prices. Many online companies enjoy lower mar-
gins with more efficient web enabled databases
and processes which cut out the middleman and
his margin. These online cost savings which can be
passed to customers to give further downward
pressure.

Pricing is also under pressure through the
trend towards commoditization. Once buyers can (a)
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specify exactly what they want (b) identify 
suppliers – they can run reverse auctions. Price trans-
parency is another factor. As prices are published on
the web, buyer comparison of prices is more rapid
than ever before. Storing prices digitally in data-
bases also enables shopping bots to find the best 
price. This customer empowerment creates further
downward pressure on prices.

Prices are complex, options for the price pack-
age include:

� Basic price
� Discounts
� Add-ons and extra products and services
� Guarantees and warranties
� Refund policies
� Order cancellation terms
� Revoke action buttons.

A final consideration is the move from fixed prices
to rental, and leasing prices. Cars, computers, flight
simulators and now even music can be hired or
leased.

Place
Place involves the place of purchase, distribution
and in some cases, consumption. Some products
exploit all three aspects of Place online, for example
digitizable products such as software, media and
entertainment. Esther Dyson has drawn this anal-
ogy with the electronic marketspace, she says:

You put coke machines in places where you think
people might want to drink a Coke. On the Internet
you put Amazon buttons in places where there
might be people inclined to buy books.

But it is not just digitizable products and services –
all products and services can extend themselves
online by considering their online representation
for place of purchase and distribution. Other
products, such as cars, are partially sold online
and eventually bought offline using mixed-mode
buying where some activities of the buying process
are completed offline and some online.

Offline marketing communications and online
marketing communications through the website
should support channel switching as shown in
Figure 25.6. Common buying modes include:

� Online purchase: Some customers want to search,
compare and buy online. Does your website
accommodate all stages of the buying process?
Few products can be delivered online so fulfilment
is usually offline.

� Online browse and offline purchase: Mixed-mode
buying is when customers like to browse, look or
research, online and eventually purchase offline in a
real store or in a real meeting. Some of these
customers might like to browse online but
purchase via fax or telephone because of security
and privacy issues. Does your site have fax forms
and telephone numbers for placing orders or
taking further enquiries? Does your site integrate
with other communications channels? Some sites
also have ‘call back facilities’ which allow visitors to
request a telephone call from a sales staff to
complete the purchase.

Here are a few examples of other concepts of
place which have been changed online:

� Disintermediation:This is removing the middleman
to deal direct with customers instead of through
agents, distributors and wholesalers. Note that
this can create channel conflict as middlemen feel
the squeeze. For example, Hewlett Packard (HP)
sell a lot of equipment to hospitals. But, when
hospitals started going directly to the HP site for
firstly information and then secondly to place
orders, it posed a big question: do we pay
commission to the sales representative for this?

� Re-intermediation:This is the emergence of new
types of middlemen who are brokers such as
Bizrate that unite buyers with sellers.

� Infomediation:A related concept where middlemen
that hold data or information to benefit
customers and suppliers.

� Channel confluence:This has occurred where
distribution channels start to offer the same deal
to the end customer.

� Peer-to-peer services: Music swapping services such
as Napster and Gnutella opened up an entirely
new approach to music distribution with both
supplier and middleman removed completely

Choose Choose

Offline Online

Buy Buy

Fulfil
Fulfilment
(digital)

Figure 25.6 Alternative buying modes
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providing a great threat, but also opportunity to
the music industry.

� Affiliation:Affiliate programmes can turn customers
into sales people. Many consider sales people as
part of distribution. Others see them as part of
the communications mix.

Excellent distribution requires a deep understand-
ing of when and where customers want products
and services. Partnership skills are also required
as much distribution is externally sourced
whether order fulfilment, warehousing, logistics
or transport.

Promotion
The Internet can be used to extend and integrate
all communications tools as summarized in 
Table 25.2.

Although websites can be considered a sep-
arate communications tool, they are perhaps, best
thought of as an integrator of all 10 tools shown
in the table.

The following are offered as guidelines for
effective promotion tactics:

1 Mix: E-marketers need to mix the promotional
mix.This involves looking at the strengths and
weaknesses of the promotional tools in the
context of an organization and deciding on the
optimum mix for different online promotional
tools.

2 Integration: Both online and offline
communications must be integrated.All
communications should support the overall
positioning and Online or Internet Value
Proposition which the e-marketing strategy
defines.A single consistent message and a single
integrated database are needed – which
recognizes and remembers customers’ names and
needs regardless of which access devices are
being used (TV, telephone or PC).

3 Creativity:Today’s marketer can exploit the
creative opportunities presented by the Internet.
For example, sending opt-in e-mails that make
customers sit up and take notice, developing an
online virtual exhibition or seminar.

4 Interaction: Next comes the extra layer of
creativity – interaction.This enhances the
experience and deepens the communications
impact (and it also collects customer data).

5 Globalization:Then of course there are the added
complications of a global audience.Websites open
your window to the world.When global audience

look in (to your site) they may not like what they
see.

6 Resourcing:The online communications
opportunity is infinite. However resources to
design and maintain the content, interactions and
the database are not infinite. Resources are also
needed to service customer enquiries whether
online or offline (Table 25.3).

People
In services marketing, people or staff, are con-
sidered a crucial element of the marketing mix. As
more products add online services to enhance their
offerings ‘People’ become more important. In an
online context, ‘People’ corresponds to customer
service whether delivered through the website as
‘customer self-service’ or through interaction with
staff. Automated self-service options include:

� Autoresponders:These automatically generate a
response when a company e-mails an
organization, or submits an online form.

� E-mail notification:Automatically generated by a
companies’ systems to update customers on the
status of their order, for example, order received,
item now in stock, order dispatched.

� Call-back facility: Customers fill in their phone
number on a form and specify a convenient time
to be contacted. Dialling from a representative in
the call centre occurs automatically at the
appointed time and the company pays which is
popular.

� Frequently Asked Questions (FAQ): For these, the art
is in compiling and categorizing the questions so
customers can easily find (a) the question and 
(b) a helpful answer.

� Onsite search engines:These help customers find
what they are looking for quickly are popular
when available. Site maps are a related feature.

� Virtual assistants:They come in varying degrees of
sophistication and usually help to guide the
customer through a maze of choices.

Customer contact strategies also need to be con-
sidered we need to ask whether all customers want
to conduct all their interactions online. Many com-
panies use an inbound contact strategy of customer
choice or customer preferred channel – offering cus-
tomers a range of contact options. But a more cost-
effective contact strategy may involve steering
customers towards using the web as a contact tool.

Of course staff need to be trained and motiv-
ated whether they man the website, the tele-
phones, the field sales, the reception. What
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Table 25.2 The 7S strategic framework and its application to digital 
marketing management

Element of 7S model Relevance to Internet marketing capability Key issues

Strategy The contribution of digital marketing in � Gaining appropriate 
influencing and supporting organizations’ budgets and demonstrating/
strategy delivering value and ROI from 

budgets.Annual planning 
approach.

� Techniques for using Internet 
marketing to impact 
organization strategy.

� Techniques for aligning 
Internet marketing strategy 
with organizational and 
marketing strategy.

Structure The modification of organizational � Integration of team with 
structure to support Internet marketing. other management, marketing 

(corporate communications,
brand marketing, direct 
marketing) and IT staff.

� Use of cross-functional teams 
and steering groups.

� Insourcing versus outsourcing.

Systems The development of specific processes, � Campaign planning approach 
procedures or information systems to integration.
support Internet marketing. � Managing/sharing customer

information.
� Managing content quality.
� Unified reporting of digital 

marketing effectiveness.
� In-house versus external 

best-of-breed versus external 
integrated technology 
solutions.

Staff The breakdown of staff in terms of their � Insourcing versus 
background, age and sex and characteristics outsourcing.
such as IT versus marketing, use of � Achieving senior management 
contractors/consultants. buy-in/involvement with 

digital marketing.
� Staff recruitment and 

retention.Virtual working.
� Staff development and training.

Style Includes both the way in which key � Relates to role of the Internet 
managers behave in achieving the marketing team in influencing 
organization’s goals and the cultural style strategy – is it dynamic and 
of the organization as a whole. influential or conservative 

and looking for a voice.
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Table 25.2 Continued

Element of 7S model Relevance to Internet marketing capability Key issues

Skills Distinctive capabilities of key staff, but can � Staff skills in specific areas:
be interpreted as specific skill-sets of team supplier selection, project 
members. management, content 

management, specific 
e-marketing approaches 
(search engine marketing,
affiliate marketing, e-mail 
marketing, online 
advertising).

Superordinate The guiding concepts of the Internet � Improving the perception of 
goals marketing organization which are also part the importance and 

of shared values and culture.The internal effectiveness of the digital 
and external perception of these goals marketing team amongst 
may vary. senior managers and staff it 

works with (marketing 
generalists and IT).

Table 25.3 Summary of the strengths and weaknesses of different 
communications tools for promoting an online presence

Promotion technique Main strengths Main weaknesses

Search engine optimization Large online reach – used by a Works best for specialist 
(SEO) – gaining visibility in the high proportion of web users products rather than generic 
natural listings of search engines Highly targeted – visitors are products for example 

self-selecting and have high insurance. Cost – search 
purchase intent. Relatively low engine optimization is 
cost, but increasing competition continuous as techniques 
makes it difficult to appear change
on the all important first 
pages 

Paid search marketing – gaining Relatively low cost compared to Setting up and managing a large
visibility in the sponsored some offline media with low number of key words and 
listings sections of search wastage and again good effective copy is complex and 
engines or their content targeting can be time consuming.
network.Typically, a pay per Increasing competition has led 
click arrangement with position to bid inflation and reduced 
based on amount bid and quality ROI. High dependence on 
score indicated by CTR and Google
other factors
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happens if a web transaction fails and the cus-
tomer calls the centre – can call centre staff access
the web database to complete the transaction, or
do they have to collect all the details again – a
seamless, integrated contact databases is required.

Physical evidence
When buying intangible services, customers look
for physical evidence to reassure them. In the
offline world this includes buildings, uniforms,
logos and more. In the online world the evidence

Table 25.3 Continued

Promotion technique Main strengths Main weaknesses

Affiliate campaigns Payment is by results (e.g. 10 Further payment to affiliate
per cent of sale by merchant network manager (network 
goes to referring site) override) required for large-

scale campaigns. Requires 
micro-management for best 
effect. Reputation on third 
party sites needs to be 
managed

Display advertising Does offer a direct response Response rates have declined
model but achieves brand uplift historically to banner 
also and can extend reach blindness
beyond other techniques

Sponsorship Most effective if low-cost, long- Relatively difficult to track 
term co-branding arrangement brand impact.Traditionally 
with synergistic site. expensive and low-response 
Sponsorship of tools on media compared to search 
sites and tenancies possible also. marketing, but new ad formats 
Targeting by site and and pricing models such as ad 
behavioural targeting possible networks have improved this

E-mail marketing Push medium – cannot be ignored Requires opt-in list for 
in users’ in-box. Can be used for effectiveness. Best for 
direct response link to website customer retention rather 

than acquisition with cold 
lists. Message diluted amongst 
other e-mails and spam

Viral or buzz marketing With effective creative possible Risks damaging brand since 
to reach a large number at unsolicited messages may be 
relatively low cost received. If ‘viral agent 

ineffective’ then poor return 
on investment

Online PR Relatively low-cost vehicle for Offline PR may give higher 
PR. Many alternatives for impact and reach
innovation. Can benefit SEO

Traditional offline advertising Larger reach than most online Targeting arguably less easy 
(TV, print, etc.) techniques. Greater creativity than online.Typically high 

possible leading to greater impact cost-of-acquisition



is digital – primarily through websites but also
through e-mail. In the online world, customers
look for other cues and clues to reassure them-
selves about the organization.

So firstly, a reassuring sense of order is
required. This means websites should be designed
with a consistent look and feel that customers feel
comfortable (see Site Design Chapter in Smith and
Chaffey (2005)). But onsite reassurance can extend
far beyond this, particularly for an e-tailer by using:

� Guarantees
� Refund policies
� Privacy policies
� Security icons
� Trade body memberships
� Awards
� Customer lists
� Customer endorsements
� Independent reviews
� News clippings

Physical evidence can also help to integrate the
online and offline world. Some white goods retail-
ers use coupons printed out online which can be
redeemed for a discount at a store. This helps 
conversion-to-sale rates and also tracks how the
online presence is impacting offline sales.

Process
Process refers to the internal and sometimes exter-
nal processes, transactions and internal communi-
cations that are required to run a business.

Excellent processes are devised as part of 
the move towards e-business. Un-integrated 
e-commerce sites create problems as witnessed by
US online toy stores whose websites and associated
processes did not link into an information system
explaining to customers when stocks were unavail-
able. A well-managed process integrates into the
business processes and systems which, in turn,
shave costs and slash inventories.

Online services and their process of produc-
tion are not as visible since much of the processes
operate in systems unseen by the customer. Some
of the process, or system, is on view, like menus,
form filling, shopping baskets, follow up e-mails
and of course the interactions on websites – are
all visible. It is on this part of the process and its
outputs that customers will judge service.

It seems that many companies have not yet
learnt how to optimize these processes – 98 per
cent of potential buyers exit before they make

their purchase. This suggests ordering is too com-
plicated or confusing or, the system simply does
not work smoothly.

Optimization also involves minimizing the
people involved with responding to each event
and providing them with right information to
serve the customer. Minimizing human resources
can occur through redesigning the processes and/
or automating them through technology. Processes
continue beyond the sale with feedback, upselling,
cross selling, product development and improve-
ment built in as part of the processes.

Controlling tactics
Who has control of these tactics and implementa-
tion is a big question and the e-marketer must win
the ownership argument. Take the website: is it
controlled by marketing or by technical or some
other function. Many websites actually damage the
brand with their broken links, dead ends, cumber-
some downloads, out-of-date content, impossible
navigation and unanswered e-mails. Regular
reviews should not be devoted to reviewing the lat-
est technology but rather, they should be focused
on customer reviews.

Actions
Tactics break down into actions. In fact a series of
actions, for example to build a website or run an
online advertising campaign. Each tactic becomes
a mini project.

Each tactical e-tool requires careful planning
and implementation. Whether building a web-
site, a banner ad, an iTV ad, a viral campaign or
an opt-in campaign, good project management
skills and diligent attention to detail is required.

These are typical actions that may be pur-
sued for achieving different website objectives:

1 Traffic building actions:To generate visits and/or
traffic to your website or portal or iTV channel –
you will probably be using links or banners on
other sites, sponsoring other online activities,
possibly using competitions or creative content
ideas to generate interest.You will need creative
input and a budget to buy media space.

2 Actions to achieve customer response:To capture
user enquiries – thus turning visitors into sales
prospects, capturing data, using enquiry data to
analyse customer needs, plan development – you
will need a response mechanism for customers to
enter their data online and a database logging and
processing the data as it comes in.
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3 Actions to gain sales: For collecting sales orders:
use iTV or website to generate actual sales,
handle money transaction, initiate order process
system.

4 Fulfilment actions: Efficient data transfer to
warehouse to get product off shelf and into the
box for despatch . . . Orders might be one off
products or subscription services. More software
and hardware solution to implement here: ideally,
dovetail into parent’s existing systems used for
mail order and phone order businesses – then
you know the processes which are invisible to
the customer have been installed, tested and
proven already.

5 e-CRM actions:To build better relationships by
creating dialogue with customers . . . you might be
running online polls, using rewards and
competitions to secure commitment and
response; you could also set up and moderate an
online user group: in this way you empower
customers by means of interactivity – feedback,
listen to customer response and visibly act on it.

Success in all these actions requires good imple-
mentation. It is possible to have a poor strategy but
to mask it with outstanding actions which bring the
company success; but the best strategy in the world
will achieve nothing if it is not implemented well.

Action, or implementation, also requires an
appreciation of what can go wrong from cyber libel
to viruses, to mail bombs, hackers and hijackers to
cyber squatting and much more . . . contingency
planning is required. What happens when the
server goes down or a virus comes to town? What
happens if one of the e-Tools is not working, or is
not generating enough enquiries? Something has
to be changed. A risk management approach to 
e-marketing is useful, this involves:

� Brainstorming a list of all the things that could go
wrong.

� Assessing their impact and likelihood.
� Taking actions to minimize the risk of the most

highest impact, most probable risk.
� Revising and refining according to lessons learnt.

Control
Without control mechanisms, e-marketing depends
on luck. It is a bit like playing darts in the dark.
How do you know if you are hitting the target or
are just shooting blindly and wildly? How do you
know if you are targeting the right customers?
Who are they? What do they like and not like?

How many of them become repeat customers?
Which e-marketing tools work best? How much
does each customer actually cost you? Control
also includes monitoring your competitors – what
they are doing; what they are repeating; what
works for them; what they are stopping doing.

To answer these questions, an e-marketing
performance measurement system is required.
The requirements for this have been summarized
by Chaffey (2001). These are:

1 A performance measurement process:This defines
responsibilities for the different measurement
activities such as objective setting, metrics
collection and reporting, analysis, diagnosis and
changing e-tactics, or even strategy through
corrective action if necessary.

2 A metrics framework:You need to determine what
data you will look at each day, each week, each
month, each quarter.Time has to be made for a
regular review of what is working and what is 
not – performance diagnosis. Performance is
measured against detailed targets, based on the
objectives and strategy. So you need to measure
the KPIs which were detailed in the section on
Situation Analysis and Figure 25.3.

So where do you get this information? Many of the
metrics concerning visitor behaviour are available
from web analytics tools such as Webtrends and
Google Analytics which summarize the click-
streams of different site visitors. Collection by
other information systems or processes is required
for key measures such as sales, subscriptions, con-
version and attrition rates. Standard practise
should ensure data from the different sources is
compiled into a monthly or weekly report and is
delivered and reviewed by the right people. Decide
which metrics need to be reviewed daily, weekly
or monthly and by whom. The e-marketer must
know which tools are working that is why ‘source
of’ sales or enquiries is useful – if, a particular ban-
ner ad does not pull customers drop it and try
another until you find one that does.

Remember all forms of measurement – or met-
rics – cost money – you will have to factor in
budgets and resources for the following mecha-
nisms:

� monitoring customer awareness,
� monitoring customer satisfaction,
� monitoring customer attitudes.

Other forms of control like sales analysis require
only that you allocate quality time. So how do



you know if things are going well? Some object-
ives are easy to state and easy to measure: exist-
ing recording systems in the organization will
produce the data to answer the question: so if the
objective is to grow sales . . . well what was the
target for growth and the timetable for achieving
it . . . and did you make it?

Chaffey (2001) has suggested that control
should consider the effectiveness of e-marketing
in five key areas shown in Figure 25.3. Each 
e-marketing channel such as web or iTV should be
considered separately against traditional channels
using this framework.

Resourcing
A further question is what to outsource. For
example, do you design the website or produce
content in-house or contract out to an agency?
And what balance should you strike between
resources allocated to building the site and those
required to maintain it on a regular basis and
leaving a budget for a complete review and
upgrade in 3, 6 or 9 months? Other resources to
consider include promotion, telesales: additional
staff required or can the in-house team do it? Who
will do the e-marketing research? Who is going 
to analyse the data you get from the customer
feedback, and, who is going to produce the rec-
ommendations. Is it the existing team, or a new
position? If customers show there is need to change
procedures, do we have the people to react and
respond?

Summary

We have seen that well-established approaches to
marketing strategy and planning can be applied
to e-marketing. It can be argued that the main
challenge of e-marketing is assessing its future 
significance to an organization and resourcing
accordingly. Companies that have business models
and products that can be readily migrated to the
Internet have already successfully turned the
Internet into their main sales, distribution and serv-
ice channel. However, such organizations are in the
minority. For the majority, the Internet simply rep-
resents another channel to market which must be
integrated, but treated in a different way with new
propositions and customer touch strategies. For
these organizations, the difficulty is deciding how
to resource it and mastering the new e-tools.

A further challenge for e-marketers is finding
the staff or agency skills needed to select and
deploy new e-marketing tools which may have a
short-term future. For example, at the time of writ-
ing, viral marketing and e-mail marketing are in
vogue, but new legislation and negative consumer
reaction may reduce their effectiveness in future.
Despite these challenges, the significance of e-mar-
keting seems likely to increase in the future, regard-
less of industry or sector.
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CHAPTER 26

Marketing for nonprofit 
organizations

ADRIAN SARGEANT

Introduction

Although historians have now taught us that the
idea of applying marketing ideas to key nonprofit
contexts such as fundraising has a tradition span-
ning centuries (Mullin, 1995), it was not until the
late 1960s that academic interest in the topic first
began to emerge. Kotler and Levy (1969) are cred-
ited with opening the academic debate on this issue
arguing that marketing had for too long been
regarded as a narrow business function and rebuk-
ing both academics and practitioners for ignoring
the broader relevance of our ideas. At the time their
perspective gave rise to much discussion, particu-
larly in the early 1970s (see e.g. Luck, 1969; Ferber,
1970; Lavidge, 1970). Lovelock and Weinberg
(1990) argued that this early debate ‘fizzled-out’
in the latter part of that decade as marketers
became more concerned with other variants of
their discipline and in particular turned their
attention to the issue of whether service market-
ing might be any different from the marketing of
products. By the end of the 1970s, Kotler and
Levy’s revised definition of marketing as ‘serving
human needs and wants sensitively’ (p. 15) was
no longer controversial.

A number of landmarks have been passed
since then. In 1971, the Journal of Marketing
provided an entire issue devoted to marketing’s
social/environmental role and the first empirical
studies then followed (see e.g. Meade, 1974; Miller,
1974). In the early 1980s, the first generic nonprofit
marketing textbooks appeared, with work by

Rados (1981), Kotler and Andreasen (1982) and
Lovelock and Weinberg (1989) being particularly
noteworthy. Textbooks also began to appear in
the specific fields of healthcare (Cooper, 1979;
Frederiksen et al., 1984; Kotler and Clarke, 1986)
education (Kotler and Fox, 1985), the Arts (Mokwa
et al., 1981) the marketing of ideas (Fine, 1981)
social marketing (Manoff, 1985; Kotler and Roberto,
1989) and most recently, fundraising (Sargeant
and Jay, 2004).

The 1980s and early 1990s saw the introduc-
tion of a number of scholarly journals, including
the generic Journal of Nonprofit and Public Sector
Marketing and the International Journal of Nonprofit
and Voluntary Sector Marketing. Sector-specific
journals also emerged including New Directions in
Philanthropic Fundraising, The Journal of Educational
Advancement, Health Marketing Quarterly, the
Journal of Health Care Marketing, the Journal of
Marketing for Higher Education and the Social Mar-
keting Quarterly. It was also not unusual to find
journals from other disciplines printing studies
from the field of nonprofit marketing. Andreasen
and Kotler (2004) note studies in fields as diverse
as library science, art history and hospital man-
agement.

In this brief chapter, it would be impossible
to do justice to the full range of this scholarly
enterprise, but nor is it necessary to do so in a 
volume comprising the best of current marketing
thought. Many marketing ideas, models and frame-
works have as much relevance to the nonprofit as
the for-profit domain. Indeed, the eminent mar-
keter scholar Shelby Hunt (1977) argued that 
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a profit/nonprofit dichotomy would only be
valuable until:

� The broadening of the marketing concept was no
longer regarded as controversial.

� The nonprofit sector and the issues that must be
addressed therein was completely integrated into
all marketing courses and not treated as a
separate subject.

� Nonprofit managers perceived their organizations
as having marketing problems.

� Nonprofits established marketing departments
(where appropriate) and employed marketing
personnel.

Since the adoption of marketing ideas in the non-
profit arena is no longer controversial and many
nonprofits now employ marketing personnel to
address marketing issues, the second of Hunt’s
tests seems the only area of difficulty. Nonprofit
marketing has yet to be properly integrated into
‘mainstream’ marketing courses, quite possibly
because it is seen as being of less interest to the
majority of marketing students and/or employers.
While this may seem intuitive, it fails to reflect the
pattern of the majority of modern careers, where
many individuals will now work for a variety of
employers and quite possibly in a variety of differ-
ent contexts. The need for a broader perspective on
the subject has, therefore, never been greater.

That is not to say, however, that we should
necessarily agree with Shelby Hunt that it is
desirable that nonprofit and for-profit marketing
be merged should this latter criterion be met.
While greater coverage of nonprofit marketing in
generic marketing modules would be applauded,
the body of knowledge that comprises nonprofit
marketing is beginning to develop to a point
where it would be difficult to do more than merely
scratch the surface of the topic in any generic
course. The bodies of knowledge, in particular,
for fundraising/volunteering and social market-
ing are now very well developed, as is the evi-
dence that simply applying for-profit ideas to
these contexts would be inappropriate. Nonprofit
organizations share a number of characteristics
that make the adaptation of marketing thought
essential and in this chapter we will, therefore,
conduct a review of these factors and suggest how
marketing tools and ideas may be adapted to make
them more suitable for the nonprofit context.

We begin, however, by defining what we
mean by the term ‘nonprofit’.

Defining the nonprofit sector

Over the years, many authors have developed
widely differing terminology for what is osten-
sibly the same cohort of organizations. Labels
such as the third sector, independent sector, not-
for-profit sector, nonprofit sector, charitable sector
and voluntary sector are used with varying fre-
quency in different countries. Unfortunately, they
are all too often used interchangeably and with a
rather different emphasis on meaning, making it
impossible to be clear, with any degree of cer-
tainty that any two writers are addressing the
same facet of society. Our first task must, there-
fore, be to navigate a way through this complexity.

The notion of a third sector is illustrated in
Figure 26.1. The third sector is distinguished by
being somehow different from either government
or the private sector. All three sectors are import-
ant facets of human society and all three have a
role to play in the satisfaction of human need.

The private sector or ‘market’ caters for the
majority of human need, certainly in the developed
world, matching the supply of producers with
consumer demand for goods and services. This
market ensures that people can obtain much of
what they want and need from others at a reason-
able price – or at least those with money are facili-
tated in doing so! Economists argue that the
market works since suppliers are prevented from
charging excessive prices by the knowledge that
others will enter the market to cater for the need if

Government

Private sector
enterprise

Third
sector

Figure 26.1 The role of nonprofits in society



528 The Marketing Book

they do so. Similarly, the market ensures that a
multitude of different needs are met, by ensuring
that a reasonable profit will be available to sup-
pliers in each case. There is no philanthropy at
work here. The market works purely on the notion
of self-interest. As Smith (1776, p. 119) noted,

It is not from the benevolence of the butcher, the
brewer, or the baker that we expect our dinner,
but from their regard to their own self-interest. We
address ourselves, not to their humanity but to
their self-love, and never talk to them of our own
necessities but of their own advantages.

There are instances, however, where this market
mechanism fails and where governments may be
compelled to intervene to ensure that certain
minimum standards of consumption are met for
all individuals in a given society. During and
immediately after the Second World War, many
governments had to introduce food rationing to
ensure that those on low incomes were not priced
out of the market and starved as a consequence.
Equally, the National Health Service established
in the UK in the immediate post-war period had
as its goal the provision of healthcare to all, irre-
spective of the ability to pay. The term ‘public sec-
tor’ is typically used to refer collectively to those
institutions a society considers necessary for the
basic well being of its members. Smith (1776, 
p. 122) defined the public sector as,

…those public institutions and those public works,
which though they may be in the highest degree
advantageous to a great society, are, however, of
such a nature that the profit could never repay the
expense to any individual, or small number of indi-
viduals; and which it, therefore, cannot be expected
that any individual or small number of individuals,
should erect or maintain.

Such institutions are both founded and funded by
the State, both with its own interests in mind (to
prevent civil unrest and to facilitate re-election)
and those of its citizens. The funds to provide these
institutions and works are derived from taxation
(either local or national) and the funding each
receives is a function of allocation, rather than the
level of use per se. Thus, in State provided health-
care, it may be appropriate to allocate considerable
funding to highly experimental and innovative
forms of treatment that, if successful, will benefit
only a very small number of people.

In the public sector, the State takes legal
responsibility for institutions and the work they

undertake. Indeed, as Chapman and Cowdell
(1998, p. 2) note,

it is one of the characteristics of public sector
organizations that they are bounded by and oper-
ate within extensive legislation which creates an
often creaking bureaucracy, much of which is con-
cerned with the ‘proper’ use of public monies.

This notion of ‘proper’ use warrants elaboration.
In a democracy, what may be deemed proper use
will be subject to change. As various parties stand
for election, they map out in their manifestos the
role that government should play in all aspects of
social life, but in particular in balancing the needs
of society for the provision of public services,
against the burden of the additional taxes that
would be needed to pay for them. While it would
be ideal for government to meet every basic human
need, it is probably unrealistic to expect that wage
earners in a given society would be willing to fund
such comprehensive social provision through tax-
ation and in practice a balance is, therefore, created
with only the most widespread, popular and/or
fundamental needs, being met in this way. Other
facets of need are simply neglected.

It is within this neglected space, where neither
government nor private sector enterprise is willing
to engage, that the so-called third sector has a cri-
tical role to play. The Third Sector is distinctive
since it comprises individuals or groups of individ-
uals coming together to take ‘voluntary’ action. In
other words, the sector comprises people electing
to help other people resolve issues or concerns.

The essence of voluntary action is that it is not
directed or controlled by the State and that in the
main it is financed by private, in contradistinction
to public, funds. It embodies the sense of respon-
sibility of private persons towards the welfare of
their fellows; it is the meeting by private enter-
prise of a public need.

(Nathan, 1952, p. 12)

It is the notion that the sector is not controlled by
the State or by business that leads to the descrip-
tion of the sector in the US as the ‘Independent
Sector’. Whilst organizations in this sector may
indeed be free of direct control, the difficulty with
this terminology is that in financial terms, they can
often be far from independent, drawing financial
support from a plethora of government depart-
ments and/or private businesses. This has been a
particular issue in the past 30 years as government
has sought to withdraw progressively from many
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facets of social life leaving the third sector to
shoulder the burden (albeit with support from
often large government grants).

The fact that the sector occupies this third
space means that the activities it undertakes can
be quite unique. Third sector or ‘voluntary sector’
organizations often deal with local issues, politic-
ally unpopular issues, or with facets of life that
attract little interest from politicians, often because
few votes hang on the issue. Nevertheless, these
can be critical issues for a society to address and
the need is none the less pressing simply because
the state or private sector enterprise fails to take
an interest. In the UK alone, there are estimated to
be well over 500 000 voluntary organizations, the
label emphasizing the non-compulsory nature of
participation.

The term ‘charity’ is also in common usage.
Under English law, this has a very specific meaning
and applies to that small subset of organizations
whose work is considered so desirable by the State
that a number of tax concessions are conferred to
make it easier for these organizations to operate.
Charities were first recognized in the Charitable
Uses Act of 1601, the preamble to which delineated
the following legitimate objects of charity:

Some for the Relief of aged, impotent and poore
people, some for Maintenance of sicke and maymed
Souldiers and Marriners, Schooles of Learninge,
Free Schooles and Schollers in Universities, some
for Repair of Bridges, Ports, Havens, Causewaies,
Churches, Seabanks and Highwaies, some for
Educacion and prefermente of Orphans, some for
or towards Reliefe Stocke or Maintenance of
Howses of Correccion, some for Mariages of poore
Maides, some for Supportacion, Ayde and Help of
younge tradesmen, Handicraftesmen and persons
decayed, and others for releife or redemption of
Prisoners or Captives, and for the aide or ease of any
poore inhabitants concerninge paymente of Fif-
teens, setting out of Souldiers and other Taxes.’

It perhaps bears testimony to the quality of work
undertaken by these early charity legislators that
this Elizabethan Act was only recently repealed.
English law now defines a charity as having one
or more of the following purposes:

1 The prevention and relief of poverty
2 The advancement of education
3 The advancement of religion
4 The advancement of health
5 Social and Community advancement
6 The advancement of culture, arts and heritage

7 The advancement of amateur sport
8 The promotion of human rights, conflict

resolution and reconciliation
9 The advancement of environmental protection

and improvement
10 Other purposes beneficial to the community.

The notion of public benefit has also been made
much more critical to the definition of charity by
the Charities Act 2006, and organizations seeking
to acquire charitable status must now demon-
strate that they offer value to our wider society.

In the US, nonprofit organizations are defined
by the Internal Revenue Code and largely section
501. Table 26.1 provides a summary and indicates
the balance of organizations in each category. As the
reader will appreciate 501(c)3 and 501(c)4, organiza-
tions predominate. Both categories are exempt from
income and other forms of taxation, but only the
‘public benefit’ organizations that comprise 501(c)3
are able to receive tax-deductible contributions
from individuals and corporations. To qualify for
this additional benefit, organizations must operate
to fulfil one of the following broad purposes: chari-
table, religious, scientific, literary or educational. A
number of narrower purposes are also included:
testing for public safety and prevention of cruelty to
children or animals. The code also requires that no
substantial part of an organization’s activity should
be focused on attempts to influence government,
either directly or through participation in political
campaigns. 501(c)4 organizations, by contrast, may
contain advocacy groups and engage in substantial
campaigning activities which 501(c)3 organizations
are not permitted to do.

In this chapter, we adopt this latter term ‘non-
profit’ by virtue of the range of organizations it
encompasses and the fact that it may usefully
embrace a number of public sector organizations
whose approach to marketing will also be distinc-
tive in many of the ways described below. In
employing this terminology, however, it is impor-
tant to recognize two key weaknesses. First, it
implies that this cohort of organizations will not
make a profit. While this is technically true, many
so called nonprofits can and do generate a very
healthy surplus each year. What distinguishes
them from businesses is merely that this surplus is
ploughed back into the development of mission-
related activities and not dispersed to the ‘owners’
or shareholders of the organization. Second, the
term also suffers from an unfortunate predilection
to define the sector by what it is not. Young (1983)
famously asks ‘if not for profit – for what?’
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Is nonprofit marketing really different?

Having defined our terminology, we may now
return to the central issue of this chapter, namely
whether for-profit and not-for-profit marketing
are in reality any different. Over the years, vari-
ous authors have discussed this issue and there is
considerable debate about whether any differ-
ences are as real as they might at first appear
(Sargeant, 1999). Nevertheless the following eight
characteristics of nonprofits may help explain
some of the complexities the marketing function

in a typical organization may encounter.

1 Two distinct markets
2 Multiple constituencies
3 Need for societal, not-market orientation
4 Non-financial objectives
5 Services and social behaviours rather than

physical goods
6 Collaboration, not competition
7 Public scrutiny/non-market pressures
8 Higher ethical standards

We will consider each in turn.

Table 26.1 Active entities on IRS Business Master File of Tax Exempt
Organizations, 1998

Tax Code Number Type of Tax Exempt Organization Number in 
1998

501(c)1 Corporations organized under an act of Congress 14
501(c)2 Totle Holding Companies 7125
501(c)3 Religious, charitable and similar organizations 733 790
501(c)4 Social welfare organizations 139 533
501(c)5 Labour and agricultural organizations 64 804
501(c)6 Business leagues 79 864
501(c)7 Social and recreational clubs 66 691
501(c)8 Fraternal beneficiary societies 84 507
501(c)9 Voluntary employees’ beneficiary societies 14 240
501(c)10 Domestic fraternal beneficiary societies 21 962
501(c)11 Teachers’ retirement fund 13
501(c)12 Benevolent life insurance associations 6423
501(c)13 Cemetery companies 9792
501(c)14 Credit unions 4378
501(c)15 Mutual insurance companies 1251
501(c)16 Corporations to finance crop operation 25
501(c)17 Supplemental unemployment benefit trusts 533
501(c)18 Employee-funded pension trusts 1
501(c)19 War veterans’ organizations 35 682
501(c)20 Legal services organizations 56
501(c)21 Black lung trusts 28
501(c)23 Veterans’ associations founded prior to 1880 2
501(c)24 Trusts described in section 4049 of ERISA 1
501(c)25 Holding companies for pensions and so on 1017
501(d) Religious and apostolic organizations 118
501(e) Cooperative hospital service organizations 43
501(f) Cooperative service organizations of operating educational 1

organizations
521 Farmer’s cooperatives 1442
Total 1 273 336

Source: Weitzman et al. (2002) © Independent Sector. Used by permission of Jossey Bass & Sons Inc.
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Two distinct markets
In a for-profit context, the marketing function is
concerned with developing goods and services
which will, then, be sold to customers. This will
generate revenue which can in turn be used to
purchase the raw materials necessary to produce
the next generation of goods and services, and so
on. In short, there is only one primary constituency
that needs to be addressed by the marketing func-
tion, namely the customers of the organization. In
many nonprofits, however, there are two con-
stituencies, since the funders of the organization
are frequently not its service users. Funders
merely pay for, or subsidize, the provision of ben-
efits for others. Many nonprofits, therefore, have
to employ marketing ideas in two distinct con-
texts: the market for resource attraction and the
market for resource allocation.

Of course, one might argue that this difference
between the two sectors is illusory. Some busi-
nesses draw income from a variety of sources, not
necessarily just their primary customer group(s).
Some may even attract significant government
funding or seek occasionally to raise funds from a
new issue of shares. Thus, marketers in business
organizations can also find themselves dealing
with multiple constituencies. It does seem safe to
conclude, however, that the division between
resource attraction and resource allocation is rarely
so clear-cut as it is in the majority of nonprofit
organizations.

This difference is highly significant for two
key reasons. First, nonprofit managers have to
balance their desire to provide mission-related
products and services with their ability to sustain
the income necessary to support them. Sadly,
some activities may be highly relevant to the orga-
nization’s mission, but they may be more difficult
to fund than others that are perhaps more tangen-
tial. This makes the management of an appropri-
ate portfolio of activities much more complex than
would be the case in the for-profit environment.

Second, the majority of scholarly marketing
thought has been focused on exchange of tangible
goods or services. This tends to form the core 
of marketing thought taught in our business
schools and reported in our textbooks. While
understandable it neglects the growing body of
work conducted into the market for resource
attraction, much of which delivers real practical
value for nonprofit managers, enhancing their
understanding of the operation of this market and
the manner in which it could best be approached.

We will examine each of these issues in turn.

1 Nonprofit Portfolio Management
While a variety of portfolio models have been
employed over the years, these have largely been
developed in the business context and are, thus,
difficult to apply to the context of nonprofit mar-
keting. In particular, nonprofit marketers should
studiously avoid any portfolio model that has as its
base the concept of market share (e.g. the Boston
Box), since this notion cannot be meaningfully
applied to the nonprofit context. This is the case for
three reasons:

1 The sheer scale of the nonprofit sector and the
fact that service and/or fundraising performance
is usually reported in aggregate terms only means
that it would be impossible to meaningfully
quantify market share for most organizations.

2 Portfolio models employing market share assume
that the performance of a product or service is
related to market share (i.e. that there are
economies of scale).This is simply not the case in
most nonprofit contexts.

3 Finally, market share is employed in many
portfolio models because it indicates the position
of each competitor in a given market. Since many
nonprofits do not compete, the use of such
models is again problematic.

For these reasons, the portfolio model in Figure
26.2 is to be preferred. Its adoption would provide
nonprofit managers with a clearer perspective on
the overall health of their portfolio and offer gen-
eral guidance in respect of where future invest-
ment and effort may be targeted.

Internal appropriateness

External
attractiveness

H

H

M

M

L

L

Figure 26.2 Nonprofit portfolio analysis
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To utilize the model, it is necessary to begin by
examining in detail the components of the two
axes, namely external attractiveness and internal
appropriateness. If we consider first the question of
external attractiveness, this relates to a particular
organization’s ability to attract resources. Not all
the services of an organization will be equally
attractive to potential funders and whilst most
charities would not exclude the provision of a ser-
vice, simply because it was perceived by donors as
unsavoury, few would argue that the ability to raise
funds was not an issue. Whilst the specific factors
will undoubtedly vary from one organization to
another, the degree of support donors are willing to
give a particular activity is likely to depend on

� the level of general public concern
� likely trends in public concern
� numbers of people aided
� immediacy of impact on beneficiary group.

It is important to recognize that this list is not
exhaustive, and the beauty of this model is that
organizations can utilize whatever factors they
perceive as being relevant to their own environ-
ment and circumstances.

Turning now to the question of internal
appropriateness, this relates to the extent to which
the service ‘fits’ the profile of the organization pro-
viding it. In other words, is provision appropriate
given the skills, expertise and resources available
within the organization. Relevant factors here
might include:

(a) The level of previous experience with the activity
(b) The perceived importance of the activity
(c) The extent to which the activity is compatible

with the organization’s mission

(d) The extent to which the organization has unique
expertise to offer.

Once again this list can be expected to vary from
context to context and an organization would look
to identify those factors which are most pertinent
to its particular circumstances.

Having now defined the components of inter-
nal appropriateness and external attractiveness,
the reader will appreciate that not all the factors
identified could be seen as having equal import-
ance to a given organization. For this reason, it is
important to weight the factors according to their
relative importance. This is illustrated in Table 26.2.
The reader will note that the weights for the com-
ponents of each axis should all add up to 1. In the
example given, the numbers of people the organ-
ization can aid is seen as being a more important
determinant of external attractiveness than the
question of how immediately the assistance can
be provided. Donors to this organization do not
appear to have any difficulty in taking a long-
term view of the impact of their support.

The next step is to take each activity in which
the organization is engaged and give it a score
from 1 (Very Poor) to 10 (Excellent) in terms of
how it measures up against each of the compon-
ents listed. To make this process clear, a fictional
example (let us call it Activity A) has been worked
through in Tables 26.2 and 26.3. Considering first
the question of how externally attractive this activ-
ity might be, it is clear that public support for it
looks set to decline in the future and it is for this
reason that a relatively low rating of 3 has been
awarded against this factor. The activity does have
the merit, however, of having an immediate and
beneficial impact on a large number of people and
somewhat higher ratings are, therefore, awarded
for these factors. Multiplying the weights by the

Table 26.2 External attractiveness

Factor Weight Rating Value

The general level of public concern 0.2 5 1.0

Likely trends in public concern 0.3 3 0.9

Number of people aided 0.4 8 3.2

Immediacy of impact on the beneficiary group 0.1 7 0.7

Total 1.0 5.8
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ratings assigned produces a value for each factor.
Summing these values gives an overall score for
(in this case) the external attractiveness axis of 5.8.

Similarly in the case of the internal attract-
iveness axis, each factor is assigned a weight.
Each activity in which the organization is engaged
is given a rating according to its performance in
respect of each factor. Once again 1 � Very Poor,
10 � Excellent. Returning to our analysis of activ-
ity (A), Table 26.3 makes it clear that the charity
has only moderate experience to offer and does not
view its provision as being particularly important
(even though it would appear to come within the
organization’s mission). The charity does, how-
ever, have fairly unique expertise which it could
offer to recipients. The result is an aggregate score
of 5.3 on the internal appropriateness axis.

These figures can now be plotted on the
matrix in Figure 26.3, where the position of activ-
ity (A) has been clearly indicated. If it is conceptu-
ally useful, some organizations choose to progress
the analysis one stage further and draw a circle
around the plotted position, the diameter of
which is directly proportional to the percentage of
overall expenditure that is allocated to each activ-
ity. In this way, managers can see at a glance how
funds are allocated between each of the services in
the portfolio. Of course for this to happen, all the
services that a particular organization provides
would be plotted in this way and then an analysis
undertaken of the health (and balance) of the port-
folio as a whole. Depending on the location of
each activity within the matrix, the organization
can, then, either look to invest further in its devel-
opment, divest the activity and use the resources
elsewhere, or subject the activity to further evalu-
ation if the position still remains unclear.

Activities falling in the top left hand corner
of the matrix are clearly those which are perceived
as fulfilling an important need in society and the
attraction of funding is unproblematic. The organi-
zation also appears well placed to provide these
services as it has the necessary expertise and/or
experience in house. The activities are also more
likely to be seen as being compatible with the orga-
nization’s mission and are, hence, excellent candi-
dates for continuing investment.

Activities falling in the bottom right hand cor-
ner, however, are clearly activities which could be
causing an unnecessary drain on resources. They
are not seen as being important by society and are
not compatible with the organization’s mission.
Indeed, there may be other potential providers
who could provide a much higher quality of serv-
ice. Activities in this area of the matrix should then
be scrutinized with a view to divestment. After all,

Table 26.3 Internal appropriateness

Factor Weight Rating Value

Level of previous experience with the activity 0.1 5 0.5

Perceived importance of the activity 0.2 2 0.4

Extent to which the activity is compatible with the 0.5 6 3.0
organization’s mission

Extent to which the organization has unique 0.2 7 1.4
expertise to offer

Total 1.0 5.3
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Figure 26.3 Example portfolio analysis
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if the activity is difficult to raise funds for, and the
organization is not good at providing the service
anyway, what could the rationale possibly be for
continuing? Of course, this is only a model and the
activity would have to be scrutinized very care-
fully before a divestment decision was taken, but
the analysis has at least yielded considerable
insight into the potential for valuable resources to
be conserved and perhaps put to other, more
appropriate use.

This leaves the question of activities falling
within the central diagonal, such as the one in our
fictional example. These should be carefully evalu-
ated as they are only moderately appropriate for
the organization to provide and they have only
limited external attractiveness. It may be that there
are very good strategic reasons for continuing to
offer these services, or it may equally be that they
could comfortably be left to another better quali-
fied organization to supply. Further analysis would
clearly be warranted.

2 Understanding Donor Markets
Nonprofits typically derive their voluntary income
from one or more of the following sources:

� Individual donors
� Corporate donors
� Trusts/foundations

Government funds also form a significant source
of income for the sector, but this is frequently in
the form of a contractual relationship for the pro-
vision of specific goods or services and therefore
not regarded as a ‘voluntary’ contribution. Gifts
from living individuals form the majority of a
typical organization’s voluntary income. In the
US, for example, total giving to the nonprofit sec-
tor in 2004 stood at US $248.52 billion. A stagger-
ing 90 per cent of Americans offered donations to
nonprofits with people giving on average two
percent of their income and contributing 76 per
cent of the total income accruing to the sector (the
balance coming from corporations, foundations
and bequests) (AAFRC Trust, 2005).

Gift giving by individuals has, therefore,
been the focus of much research, with contribu-
tions emerging from the fields of economics, clin-
ical psychology, social psychology, anthropology
and sociology. A key contribution from the dis-
cipline of nonprofit marketing has been the devel-
opment of composite models of helping behaviour
whose goal has been to explain the donation of
money, time and even body parts. (Burnett and
Wood, 1988; Guy and Patton, 1989; Bendapudi et al.,
1996; Sargeant, 1999). Sargeant and Woodliffe’s
(2007) model of individual giving is illustrated in
Figure 26.4. It illustrates the wide range of factors
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with the potential to influence gift giving and
speculates on the manner in which they may be
interrelated. All such composite models make a
valuable contribution in that they comprise litera-
ture reviews that open up the wealth of academic
research to managers who may use it to inform
their professional practice.

Source
As the model indicates, there are five key facets to
donor communication that warrant consideration.
Choices must be made about the media that will
be used and the manner in which the appeal will
be framed. The profile of donors recruited will
reflect these choices. Donors recruited by direct e-
mail tend to be older than those recruited from tel-
evision advertisements and much older than
those recruited through face-to-face solicitation on
the High Street. Donors who agree to give one-off
donations tend to be 10 years older on average
than those who are willing to sign up for a regular
monthly gift (Sargeant and Jay, 2004).

The model also recognizes that these solicita-
tions are unlikely to take place in a vacuum.
Whether it chooses to manage them or not, the
organization’s image and reputation will be com-
municated to a donor to a greater or lesser extent
depending on their ambient level of awareness.
There is a wealth of evidence that branding can
impact on an organization’s ability to successfully
raise funds. As Tapp (1996, p. 335) notes, while
‘charities do not describe much of what they do as
“branding”, organizations have long been con-
cerned with maintaining a consistent style and
tone of voice and conducting periodic reviews of
both policies and actions to ensure that a consis-
tent personality is projected”. In his view, the clar-
ity with which this ‘personality’ is projected will
have a direct impact on an organization’s ability
to fundraise. Sargeant and Hudson (2005) argue
that achieving this clarity is considerably more
difficult in the charity context since many facets of
charity personality are, in fact, shared by the sec-
tor as a whole. Charities are generally regarded,
for example, as being caring, sympathetic and
compassionate. Donors appear to start from this
assumption unless and until evidence appears 
to the contrary. Only values characteristics linked
to ‘emotional stimulation’, ‘service’, ‘voice’ and
‘tradition’ are capable of distinguishing between
organizations. Organizations perceived as distinc-
tive command a higher share of a donor’s charit-
able wallet than those lacking such differentiation.

Perceptual reaction
Whether the solicitation will be perceived as rele-
vant to the donor will be a function of these inputs
and the fit of portrayal of the beneficiary group
with a given individual’s self image. Coliazzi 
et al. (1984) noted that individuals are more likely
to help those that are perceived as being similar
to themselves. They will, thus, tend to filter those
messages from nonprofits existing to support dis-
parate segments of society. There is also evidence
that donors will filter messages on the basis of
normative concerns (Morgan et al., 1979). People
appear to pay considerable attention to what others
contribute within their respective societal group.
The knowledge that others are contributing legit-
imizes contribution, and Reingen (1978) identi-
fied that showing prospective donors a fictitious
list of previous donors led to higher donations
and increased compliance. It is interesting to note
that the length of the list of previous contributors
is also an issue with longer lists outperforming
shorter ones.

Processing determinants
The model, then, suggests that potentially rele-
vant messages will be subjected to a further and
perhaps more cognitive decision-making process.
Two key factors warrant consideration here: an
individuals past experience with an organization
and the decision-making criteria they will apply.

In respect of the former, once a link is forged
with a nonprofit, a given individual will be signifi-
cantly more likely to help again in the future and to
help in a variety of different ways (e.g. Kaehler and
Sargeant, 1998). A good source of ‘new’ donors can,
therefore, be individuals who have given in the
past, or individuals who have been engaged in
other ways, perhaps in campaigning/ lobbying,
volunteering or even as service users of the organi-
zation. Of course, this pre-supposes that the indi-
vidual’s experience will have been a happy one, if
they were dissatisfied in some way they are highly
unlikely to wish to renew their association.

In respect of the conscious decision-making
criteria that might be applied, there is a clear link
between the individual’s motives for support
(which we shall discuss below) and whether the
individual believes these personal needs are likely
to be met. Individuals might also evaluate poten-
tial recipient organizations on the basis of the
extent to which they believe that the organization
is doing good work and having the promised
impact on the beneficiary group. There is evidence



that the perceived efficiency of the organization
(i.e. not ‘squandering’ resources on fundraising
and administration) can also have a role to play in
deciding whether support will be offered (Sargeant
and Jay, 2004).

Individual characteristics
A variety of demographic factors can influence
giving. Variables such as age (Halfpenny, 1990;
Nichols, 1992; Pharoah and Tanner, 1997), gender
(Mesch et al., 2002; Hall, 2004), social class (Jones
and Posnett, 1991; Bryant et al., 2003; McClelland
and Brooks, 2004) and degree of religious convic-
tion (Halfpenny, 1990; Pharoah and Tanner, 1997;
Jackson, 2001) have all been shown to impact on
giving behaviour. The core of charity donors tends
to be aged between 55 and 70 with a higher per-
centage of women being prepared to give than
men. The amounts donated, not surprisingly,
have been shown to vary by socio-economic
group, and Kottasz (2004) suggests that an indi-
vidual’s profession may also be associated with
their giving behaviour. In her study of high-
earning male professionals, lawyers tended to
donate larger amounts of money to charity and on
a more regular basis than respondents working in
financial services. She speculates that this may be
because the former group were significantly more
empathetic than the latter, an empathetic disposi-
tion being positively associated with giving.

The utility of lifestyle variables in predicting
giving behaviour has also been explored.
Yankelovich (1985), for example, reported that the
most important characteristics of the generous
giver are all related to the donor’s perceptions and
values. Perceptions of financial security, discre-
tionary funds, attendance at religious services and
whether an individual volunteers time for charity
were all shown to be good indicators of a propen-
sity to give.

External influences
Schervish and Havens (1997) argue that models
and experiences from one’s youth shape future
adult giving behaviour. Thus those growing up in a
family with a strong tradition of charitable support
will be significantly more likely to exhibit such
behaviours themselves. Communities of participa-
tion are a further influence which Schervish (1993)
defines as networks of formal and informal rela-
tionships entered into either by choice or by circum-
stance (e.g. schools, soup kitchens, soccer groups)

that bring an individual into contact with need.
Schervish argues that a basic connection to a cause
(e.g. being a graduate of a University) is not enough
in itself to prompt subsequent donations to that
University and that some degree of socialization is
required. This, the author argues, is experienced
through communities of participation and, thus,
donors will be predisposed to give to causes con-
nected in some way with these communities.

Motives
The wide variety of donor motives are also empha-
sized in the model and can assist donors in filtering
out those charity appeals that are likely to be of
most relevance and structuring the evaluation
process that will subsequently be conducted to
define the pattern of support exhibited. Histor-
ically, economists have attempted to explain giving
by reference to the benefits that will accrue to the
donor as a consequence of their gift. In this sense,
the process is rational and the donor simply evalu-
ates the costs and benefits of engaging in a particu-
lar donation. However, this fails to explain a large
proportion of gifts where no direct benefit accrues
to the individual and where perhaps the gift may be
made anonymously (Walker and Pharoah, 2002).
Economists such as Andreoni (2001) explain this by
arguing that the utility deriving from a gift can take
a variety of different forms including purely psy-
chological utility resulting from the satisfaction of
an emotional need. Donors, therefore, derive bene-
fit from resolving the dissonance created when they
experience feelings of guilt, pity, empathy, etc.

For many high value donors, the prestige asso-
ciated with offering a major gift will be a significant
issue. Harbaugh (1998) defines prestige as the utility
that comes from having the amount of a donation
made publicly known. Being seen to give may
enhance a donor’s social status, or serve as a sign of
wealth or reliability. Donors may also wish to access
a particular group, and thus desire to be defined by
their philanthropic activity (Ostrower, 1996).
Prestige is clearly about recognition and thus to
respond to the motive of prestige, charities can cre-
ate gift categories and then publicly disclose donors
who achieve various levels of contribution. These
categories normally carry titles, such as ‘friend’, ‘fel-
low’, or ‘patron’ depending on the size of the gift.

Finally, the issue of whether tax breaks may
incentivize giving has received much attention.
Although findings vary, the responsiveness of indi-
vidual giving to changes in taxation appears rela-
tively great. Okten and Weisbrod (2000), for
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example, calculate that a change in the price of
donating of a given percentage results in a 24 per
cent greater percentage change in donations. Tax
relief is, therefore, considered by many to be an
important motive for charitable support (Ostrower,
1996) although perhaps as Sargeant and Jay (2004,
p. 100) note, no matter how great the relief ‘it is
important not to overstate the influence of taxation
… donors will always be better off not making a
donation’.

Inhibitors
A number of factors have been shown to inhibit
individual giving. Riecken et al. (1994) contend that
lack of money, time or ego risks are the most
notable of these. In respect of the latter, Steffey and
Jones (1988) concur that some donors may experi-
ence anxiety over ridicule that may result from the
support of unpopular or ‘fringe’ causes (see also
Yavas and Riecken, 1985). A further notable barrier
to giving has been shown to be doubts over the
worthiness of the cause (Wagner and Wheeler, 1969)
and in particular concerns in respect of how the
donated resources will actually be used (Shuptrine
and Moore, 1980).

Feedback
The impact of labels will be particularly potent
when there are concrete prior behaviours to be
labelled and when the label stresses the uniqueness
of the donor’s behavior (McGuire and Padawere-
Singer 1976). Labels have been found to work
only where the donor accepts the label (Allen
1982), emphasizing the need for the label to be
credible and be supplied by a credible source.
Having decided to offer a donation to a nonprofit,
donors will typically be thanked by the respective
organization in the hope that this will be the first
stage in building an ongoing relationship with 
the individual concerned. The literature suggests
that there are two significant components of this
feedback process that fundraisers should seek to
address. First, in thanking donors for their gift
organizations often append labels to the donor
such as kind, generous and/or helpful. Work by
authors such as Swinyard and Ray (1977) have
implied that this elicits a greater motivation to
help and fosters favourable attitudes on the part
of the donor (Moore et al., 1985). The impact of
labels will be particularly potent when there are
concrete prior behavior to be labelled and when
the label stresses the uniqueness of the donor’s

behavior (McGuire and Padawer-Singer, 1976).
Labels have been found to work only where the
donor accepts the label (Allen, 1982), emphasizing
the need for the label to be credible and be 
supplied by a credible source.

The fundraising literature is also replete 
with references to the need for adequate donor
recognition (e.g. Warwick and Hitchcock, 2001;
Irwin-Wells, 2002). Failure to provide adequate
and appropriate recognition, it has been argued,
will lead to either a lowering of future support or
its complete termination (Boulding, 1973).
Sargeant et al. (2001) provide the first empirical
support for this proposition indicating a link
between the perception of adequate recognition
and the level of gifts/lifetime value.

Corporate giving
Business giving, too, has been the focus of much
research, particularly in relation to the issue of their
motives for the support of nonprofits. The litera-
ture suggests that there are broadly four categories
of such motives, namely dual agenda motives,
altruistic motives, taxation and the influence of the
personal motives of the managers involved.

In respect of the former, Friedman (1970)
argued that the business of business was to make a
profit and that senior managers should leave the
issue of how to disperse their earnings to the share-
holders. Managers should simply serve the inter-
ests of business owners by making more money
while playing by the basic rules of society. 

Corporate giving from this perspective
should be viewed as instrumental, in that it should
be undertaken only to achieve specific business
benefits. Inevitably there has been considerable
academic interest in delineating what these might
be and extant work has highlighted variables as
diverse as brand differentiation, enhanced brand
image, improved employee recruitment, morale
and retention, enhanced government relations and
the ability to reach new customer segments (e.g.
Andreasen, 1996; Drumwright, 1996; Sagawa,
2001; Porter and Kramer, 2002; Wymer and Samu,
2003). Ricks (2005) also highlights increasing visi-
bility, enhancing corporate image and thwarting
negative publicity as important marketing reasons
for corporate philanthropy.

Lee (1996), however, argued that genuine
philanthropy lies at the heart of the majority of
corporate charitable contributions. He based this
on data from a survey of the top 400 donating
companies in the UK which highlighted that 
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60 per cent of managers did not expect joint promo-
tions to lead to higher sales, that only 40 per cent
thought that donations would lead to increased
public awareness and that 67 per cent of managers
felt that there was no need for charities to be linked
to the company’s products in order to develop
worthwhile relationships. Indeed, altruistic motives
have been identified in many empirical studies
(Neiheisel, 1995; Sharfman, 1994; Campbell et al.,
1999) and altruism is typically the most frequently
cited reason for support (Meijer et al., 2006).

Multiple constituencies
The second key difference between for-profits and
nonprofits follows from the first. Although there
are typically two primary markets to be addressed
by nonprofit marketers, there are a much wider set
of constituencies or ‘publics’ that a typical non-
profit must take account of in the design of 
strategy. Kotler and Andreasen (1991, p. 89) use the
term ‘publics’ to refer to ‘a distinct group of peo-
ple, organisations, or both, whose actual or poten-
tial needs must in some sense be served’.

The term ‘public’ is, therefore, more general
in its meaning than the concept of ‘customer’ and
embraces every group whose needs must be taken
account of by the focal organization. For a charity,
this might typically include individual donors,
corporate donors, trusts/foundations, legislators,
the local community, the general public, local and
national media, recipients of goods and services,
the organization’s own staff, volunteers, etc.
While businesses, too, may serve a number of dif-
ferent publics, the power and relative significance
of each is rarely so diffuse as it is in the nonprofit
context. At a very practical level, the views of a
much wider number of audiences must continu-
ally be addressed.

Societal not market orientation
A further key difference relates to the nature of
some nonprofit missions. Many nonprofit organi-
zations are compelled by their mission to take a
long-term view of their relationships with their
target markets. Health and welfare groups in the
Third World, for example, may be promoting 
the use of contraception in direct conflict with the
established patterns of local belief and culture.
Similarly, many theatres and arts centres have a
mission to explore a wide range of art forms, not
just to provide those forms of entertainment that
they know will be well patronized by their local

community. There is, therefore, a tension between
the satisfaction of current customer needs and the
fulfilment of a particular organization’s mission.
Short-term customer satisfaction may often have to
be sacrificed by nonprofits as they take a longer-
term view of the benefit they can offer to society as
a whole. This matters because it reveals a deep
philosophical difference between the application of
marketing in the for-profit context and the applica-
tion of marketing in nonprofit organizations.

Since the 1950s, practitioners and academics
have sought to explain what it means for an
organization to fully grasp and implement the
marketing concept. More recently, firms that suc-
cessfully operationalize the marketing concept
have come to be labelled ‘market oriented’ (Kohli
and Jaworski, 1990; Narver and Slater, 1990).
While perspectives on what this means in practice
do vary, a number of common themes have now
emerged including a focus on customers, a focus
on competitors and the development of a culture
that facilitates the sharing of market information
around the organization to ensure it has the maxi-
mum possible influence on strategy. The level of
market orientation attained matters because
numerous studies have linked this with the level
of performance (e.g. market share, performance,
customer loyalty) that an organization is able to
achieve (see e.g. Jaworski and Kohli, 1993).

One might, therefore, be tempted into arguing
that the achievement of a market orientation would
be a good thing for nonprofits and for-profits alike
and, indeed, many studies have now explored
market orientation in the nonprofit context (e.g.
Bennett, 1998; Caruana et al., 1998). There are, how-
ever, a number of good reasons why this assump-
tion should be questioned.

First, the market orientation construct was an
attempt to operationalize for-profit definitions of
marketing that were developed in large commer-
cial organizations in the mid 1960s. Very different
definitions of marketing have been developed in
the nonprofit context and attempting to opera-
tionalize Kotler and Levy’s ‘sensitively serving
and satisfying human need’, for example, is likely
to have a very different outcome from operational-
izing the definition of marketing provided by the
Chartered Institute of Marketing.

Similarly, some of the terminology used in
the for-profit context does not transfer well to the
nonprofit arena. The very term ‘market orientation’
implies an orientation towards markets. Even
though it has already been argued that nonprofits
have a market for both resource acquisition and
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resource allocation, these are often not markets 
in the economic sense of the term. In fact, as
Hansmann (1980) notes, nonprofits can often be
seen as a response to a very particular form of
market failure.

The second key argument for revising the 
terminology in this context is that the notion of
‘market’ implies some form of exchange which will
take place between the supplier and the recipient of
goods and services. There are a plethora of occa-
sions when nonprofit organizations do exchange
monetary value with the recipients of their goods
or services (or even a warm feeling in return for
donations); however, there are also many occasions
when the notion of exchange has little meaning.
The recipients of international aid exchange noth-
ing except their need and gratitude with their 
supplying organization.

The components of market orientation are also
problematic in the nonprofit context. Whilst a focus
on customers is still important, in the nonprofit
context (as was explained earlier) organizations are
often less concerned with customer satisfaction 
per se than they are with the notion of longer-term
benefit to society. It is, thus, necessary to broaden
the focus on customers to address the needs of a
wider range of stakeholders and perhaps even soci-
ety as a whole.

Competition is also different in the nonprofit
arena. Demand for nonprofit goods and services is
often so insatiable that to regard other organiza-
tions as direct competitors would be ludicrous
(Bruce, 1995). Naturally there are occasions when
competition is of significance, as when, for exam-
ple, organizations compete for funds, but it is often
the case in relation to service delivery that potential
collaboration between organizations is more of an
issue than competition per se.

It has also been argued that to sensitively
serve the needs of society, nonprofits must be
responsive to such needs. Whilst businesses, too,
must be responsive, in the nonprofit context it is
the rapidity of this response that defines many
organizations. This is accomplished because there
is no requirement to consider either the political
consequences of action or the financial returns
that might accrue to shareholders. Nonprofits
have the necessary freedom, flexibility and moral
imperative to respond quickly to the dictates of
social need and must ensure that they do so if the
maximum benefit to society is to accrue (Jordan,
1964; Dahrendorf, 1997).

In recognition of these difficulties, Sargeant 
et al. (2002) propose the alternative framework of
‘societal orientation’ illustrated in Figure 26.5. The
model is offered as an attempt to operationalize the
Kotler and Levy definition of marketing referred to
earlier. In this case, the authors have delineated the
societal orientation construct itself and included
what they regarded as the antecedents of a societal
orientation and the benefits and consequences
thereof.

Considering first the antecedents, the authors
argue that nonprofits will only be able to achieve a
societal orientation if they have a strong, clear 
mission that reflects the goals of the organization’s
key stakeholder groups. Similarly, these goals
should be common (i.e. shared) across all the
stakeholder groups and the nonprofit must have
established appropriate systems and structures to
ensure that they are in a position to be achieved.

In respect of consequences, the authors posit
that societally oriented organizations will achieve
significantly higher performance than those 
without such an orientation. In the nonprofit con-
text, this means that nonprofits would be more
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effective in achieving their mission and make a
more efficient use of resources in doing so.

According to the authors, however, these
should not be viewed as the only outcomes from
the successful attainment of a societal orientation.
An additional dimension derives from the division
between resource acquisition and resource alloca-
tion. Those individuals that supply an organiza-
tion’s funding are not necessarily those that will
derive the primary benefit. One of the primary
outcomes from the attainment of a societal orienta-
tion can, therefore, be the bringing together of
these two groups, resulting in a mutual exchange
of values, ideas and a shared sense of identity. The
authors refer to this as reciprocity and mutuality.

Non financial objectives
Nonprofits also differ from their for-profit counter-
parts in that the derivation of appropriate organ-
izational and thus marketing objectives is markedly
more difficult. As Drucker (1990, p. 107) notes,

performance is the ultimate test of any institution.
Every non-profit institution exists for the sake of
performance in changing people and society. Yet,
performance is also one of the truly difficult areas
for the executive in the non-profit institution.

Setting objectives which can then be used to moni-
tor nonprofit performance is problematic because
of the intangible nature of much of the service pro-
vided. It is also a problem because, as Drucker goes
on to note, the results of a nonprofit institution are
always outside the organization. Traditional inter-
nal measures such as return on investment (ROI)
and profit have no meaning in this context. Their
results are, therefore, inherently more difficult to
measure. This is not to suggest, however, that non-
profit organizations should not at least try to set
targets. As Drucker (1990, p. 107) makes clear,:

In a non-profit organisation there is no such (thing
as a) bottom line. But there is also a temptation to
downplay results. There is the temptation to say:
We are serving a good cause. We are doing the
Lord’s work. Or we are doing something to make
life a little better for people and that’s a result in
itself. That is not enough. If a business wastes its
resources on non results, by and large it loses its
own money. In a non-profit institution though, 
it’s somebody else’s money – the donor’s money.
Service organisations are accountable to donors,
accountable for putting the money where the
results are, and for performance. So, this is an area
that needs special emphasis for non-profit execu-
tives. Good intentions only pave the way to Hell!

Objective setting is also difficult because a non-
profit can have amorphous goals (Newman and
Wallender, 1978). What Dahrendorf (1997) refers to
as the creative chaos of the voluntary sector may
well be a strength, but this feature complicates the
delineation of appropriate measures of perform-
ance. Indeed, authors such as Weick (1977) have
cautioned against the use of performance meas-
ures adopted from business, since if efficiency 
and production measures predominate, then the 
random ‘deviant’ behaviours that enhance an
organization’s ability to develop creative responses
may be lost.

Work in this field has, therefore, suggested
employing multiple measures of performance, con-
sidering both effectiveness and efficiency. An
assessment of the former might begin with an
analysis of ‘mission directedness’ or the extent to
which an organization might be said to be fulfilling
its mission (Sheehan, 1996). It could also be assessed
by the extent to which specific operational objec-
tives have been met or exceeded (Hall, 1978). These
may be written in terms of maximizing inputs and
outputs, but in respect of service delivery they may
also be couched in terms of the quality of interven-
tion achieved. Both are important. While a drug
rehabilitation centre may have an objective to
increase the throughput of clients, it will be at least,
if not more concerned with the quality of care it is
able to supply to these individuals. Increasing
throughput at the expense of the quality of the inter-
vention would ultimately be self-defeating.

Nonprofit efficiency is also very much an
issue. Fundraising and administrative efficiency
have generated a lot of interest of late, certainly in
the popular press (Sargeant and Kaehler, 1998).
Donors now appear to have a clear idea of what
represents an acceptable percentage of income that
may be applied to both administration and
fundraising costs and organizations exceed these at
their peril. Warwick (1994) identified that donors
expect that the ratio between administration/
fundraising costs and so-called charitable expendi-
ture would be 20:80. It is interesting to note that,
despite this expectation, most donors believe that
the actual ratio is closer to 50:50. For example,
Bennett and Savani’s (2003) research shows that
respondents perceived that only 46 per cent of the
focal charities’ expenditures reached beneficiaries,
when in reality the average figure was 82 per cent.
This matters because research has consistently
shown a link between such perceptions, the
longevity of the donor-nonprofit relationship and
the percentage of an individual’s charitable pot that



they may be willing to give to a given organization.
In objective writing, organizations may, therefore,
want to concern themselves as much with percep-
tions of their performance as with the reality
thereof. These concerns seem peculiar to the non-
profit context. Consumers in the commercial world
rarely concern themselves with how well they per-
ceive a manufacturer to be managed or issues such
as the salaries of senior staff.

Services and social behaviours rather
than physical goods

The majority of nonprofits produce services rather
than physical goods. Day-to-day nonprofit mar-
keting, therefore, has much more in common with
the marketing of services than the marketing of
consumer products. Nonprofit marketers, there-
fore, have to deal with the added complexities
envisaged by Zeithaml (1996) including:

(a) Intangibility:When a customer purchases a physical
item or service he/she can assess it by its
appearance, taste, smell, etc.They can, therefore,
‘confirm’ their expectations about the properties of
the product they are going to receive.With a
service, however, the consumer has no way of
verifying the claims of the producer until the
service has actually been purchased.This is all the
more problematic in the nonprofit context, because
funders may well be purchasing services that will be
consumed by an entirely different societal group.

(b) Inseparability: Physical goods are produced and then
purchased by the customer.With services the
process is the other way around. Services are sold
first and then produced at the time of consumption
by the customer. (In this sense, production and
consumption are said to be inseparable).This
means that producer and consumer have to
interact to produce the service. Marketing a
service, therefore, involves not only facilitating an
exchange process, but also facilitating an often quite
complex producer/ consumer interaction.

(c) Heterogeneity:Allied to the previous point, since
production and consumption are inseparable,
there are few chances for a service supplier to
carry out pre-inspection or quality control in the
same way that one can with physical goods.
Indeed, monitoring and control processes are of
necessity considerably more complex in the
context of services.

(d) Perishability: Services cannot be stored in the same
way that one can store food or electrical items in

a retail outlet. If a theatrical performance begins
with a half empty house, or there are last minute
cancellations of a physician’s appointments, those
services have been lost forever. Marketers,
therefore, have a more complex balancing
operation to perform to ensure that their services
remain as optimally utilized as possible.

Some nonprofits do not even produce a service
that one could clearly define. They exist to attempt
to alter some form of social behaviour either
through direct communication with the target
group, or indirectly through the lobbying of gov-
ernment. When it was first recognized in the
1970s that marketing tools could be applied equally
well to the marketing of social ideas (Kotler and
Zaltman, 1971), a new discipline of ‘social mar-
keting’ was born.

Since then, Andreasen (1995) notes that social
marketing has tended to be employed where indi-
vidual members of the public engage in unsafe,
resistant behaviours and where, as a consequence,
behaviour change would improve their personal
welfare and that of wider society. Much of the
early research in this field focused on the promo-
tion of products associated with such behaviour
change and, thus, on the marketing of pharmaceu-
ticals, condoms, oral rehydration tablets, etc.
(Andreasen, 2002). More recently, work has
focused on specific issues such as HIV infection
and sexual responsibility (e.g. Cohen et al., 1999;
Reichert et al., 2001; Moore et al., 2002), smoking
(e.g. McKenna et al., 2000; Zucker et al., 2000), drink
driving (e.g. Braus, 1995), pollution/ business
ethics (e.g. Abratt and Sacks, 1988), recycling/
energy conservation (McKenzie-Mohr, 1994),
radon testing (DiPofi et al., 2001), skin cancer pre-
vention (Peattie et al., 2001), and drug, solvent or
alcohol abuse (e.g. Smith, 1992; Stanton et al., 2000).

Other more generic work has focused on the
development of frameworks and approaches
drawn from successful professional practice
(Goldberg, 1997; Rothschild, 1999), alternative con-
sumer behaviour models (Hornik, 2001), market
segmentation (Donovan, 1999) and the nature of
successful communication messages (Maibach and
Cotton, 1995; Pechmann and Reibling, 2000).

Collaboration, not competition
The fifth key difference between for-profit and
nonprofit marketing has already been alluded to
above. Competition is a key strategic issue for
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many nonprofits, but collaboration is an equally
important facet of their relationship with other
organizations. Many Third World agencies, for
example, will share transportation channels to
maximize the distribution and impact of aid, whilst
minimizing cost. Indeed, in addition to other simi-
lar organizations, nonprofits may be able to iden-
tify suitable opportunities for collaboration with
both public and private sector bodies (Andreasen
and Kotler, 2004). In the fundraising context, it is
also commonplace for nonprofits to share lists of
lower value donors with other organizations, in
the hope that every participant in the exchange
will benefit from the sharing of these resources
(Sargeant and Jay, 2004).

Thus in conducting a fundraising or market-
ing audit, it is instructive to consider examples of
where organizations have collaborated success-
fully in the past and the factors that led to that suc-
cess. The nonprofit should look to see what it
could learn from these collaborations and whether
there might be any way in which it itself could
work in partnership with others. If this is felt to be
desirable, it will be instructive to conduct back-
ground research into potential partners and to
explore how such relationships might develop. An
approach to one or more partners could then be
included in the marketing strategy/tactics.

The content of a competitor analysis would
also vary in the nonprofit context. When conduct-
ing an assessment of competitors, there are essen-
tially three categories of organizations who are
worthy of investigation.

Competitors For Resources – that is, other
nonprofit organizations who seek to attract
resources from the same sources as the nonprofit in
question. Typically, nonprofits might look at the
fundraising undertaken both by other organiza-
tions of a similar size and by organizations working
with the same issue or cause. A brief examination
of a third category, namely those engaged in new
fundraising media, or with new donor audiences,
would also be warranted.

Competitors for provision of nonprofit serv-
ices - nonprofits may encounter competition from
other organizations who seek to provide the same
services as themselves. Increasingly this competi-
tion may come from for-profit organizations who
may decide to compete for example, for govern-
ment service contracts.

Organizations with competing missions –
Many nonprofits now exist whose primary goal 
is to persuade society to adopt new forms of 
purchasing, smoking or sexual behaviours. Such

nonprofits typically encounter opposition from
other organizations which exist to further exactly
the opposite forms of behaviour. In the US, for
example, the campaigning organization Planned
Parenthood frequently finds itself in competition
for a share of the media voice with the Catholic
church or ‘pro-life’ bodies opposed to its stance
on abortion. In such circumstances, these organi-
zations should clearly be regarded as competitors
and subject to an equally detailed level of 
analysis.

Public scrutiny/non-market pressures
Certain categories of organization within the
nonprofit sector are open to intense levels of pub-
lic scrutiny. The emergency services, local author-
ities, hospitals and even universities are subject to
regular public scrutiny. UK universities, for
example, are comprehensively audited on the
quality of their teaching and research every 4
years. In the healthcare sector, the government
White Paper ‘Working For Patients’ introduced
an independent body, the Audit Commission,
into the UK healthcare framework. The commis-
sion (which had been performing a similar func-
tion for Local Authorities for some years) now
has responsibility for ensuring that the National
Health Service continues to provide ‘value for
money’.

The charity sector is also subject to enhanced
scrutiny. In the UK, fundraisers must abide by the
Codes of Professional Practice laid down by the
Institute of Fundraising, and individual members
of the public who are dissatisfied with a fundrais-
ing solicitation may now complain to a new
Fundraising Standards Board, a self-regulatory
body established by the industry in an attempt to
bolster public trust and confidence in the profes-
sion. Fundraising, therefore, becomes one of the
few forms of marketing singled out for enhanced
public scrutiny.

It is interesting to note that the Fundraising
Standards Board has felt it necessary to move
beyond the baseline laid down by the Codes of
Fundraising Practice and to offer donors a new
‘Fundraising Promise’, providing a number of
enhanced rights, such as not to be subject to ‘undue
pressure’ at the point of solicitation. This move has
brought the UK closer to the model adopted in the
US where the Association of Fundraising Profes-
sionals (AFP) has long committed to a Donor Bill
of Rights.
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Nonprofits also have to contend with a variety of
other non-market pressures. Whilst no one would
claim for a moment that it is easy for a business
organization to be able to forecast demand for its
products, demand for the services of a nonprofit can
fall away to nothing or literally double overnight.

The nature of Oxfam’s work overseas with Third
World countries can change radically from year
to year depending on political, economic and cli-
matic conditions. The very nature of a focus on the
disadvantaged makes it almost impossible to know
where future priorities might lie.

The instability of the environment in which
many nonprofits operate, thus, contributes to the
fact that such organizations often have less control
over their own destiny than their counterparts in
the for-profit sector. Marketers in nonprofits, there-
fore, have a much more complex role to perform.

Higher ethical standards
The final critical difference between the two sectors
lies in the standards of professional behaviour
that society has a right to expect. While it is
undoubtedly true that ethical considerations are
becoming increasingly important for business, the
very nature of nonprofit organizations imposes
additional moral responsibilities. Indeed, one of
the distinguishing characteristics for many non-
profit organizations is the ethical nature of their
operations. Since they do not have to seek to max-
imize profit, they can (and perhaps should) take
decisions that seek to maximize the benefit that
accrues to society as a whole. In other words, they
are freed up to ‘do the right thing’ or take ‘the
right decision’. Of course, it is then necessary to
decide what exactly the ‘right’ decision might be.

The study of ethics is essentially involved in
determining right from wrong. Such decisions will
be driven by an individual’s own beliefs and values,
those of the organization and those of the wider
society in which they live. In Judeo-Christian soci-
ety, for example, these values may be derived from
respect and compassion for the individual and a
wider concern for the impact of one’s actions on
others. Ethics operate at a different level from the
laws of a particular society, since laws frequently
provide for minimum standards of behaviour.
They deal with the worst excesses of a society and
with aspects of that society that are of wider inter-
est and concern. They also reflect the prevailing
view of the government, which one hopes in a
democracy would in turn reflect the views of the
majority of the members of that society.

Ethics by contrast operate at a ‘higher’ level.
Whilst a particular action may not be illegal, it may
nevertheless be regarded by a given individual as
wrong because it indirectly harms others, or is not
in the best interests of the organization that
employs them. It is this grey area beyond the
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The donor bill of rights

Philanthropy is based on voluntary action for
the common good. It is a tradition of giving
and sharing that is primary to the quality of
life. To ensure that philanthropy merits the
respect and trust of the general public, and
that donors and prospective donors can have
full confidence in the nonprofit organizations
and causes they are asked to support, we
declare that all donors have these rights:

(i) To be informed of the organization’s
mission, of the way the organization
intends to use donated resources, and of
its capacity to use donations effectively for
their intended purposes.

(ii) To be informed of the identity of those
serving on the organization’s governing
board, and to expect the board to exercise
prudent judgment in its stewardship
responsibilities.

(iii) To have access to the organization’s most
recent financial statements.

(iv) To be assured their gifts will be used for
the purposes for which they were given.

(v) To receive appropriate acknowledgement
and recognition.

(vi) To be assured that information about their
donation is handled with respect and with
confidentiality to the extent provided by law.

(vii) To expect that all relationships with
individuals representing organizations of
interest to the donor will be professional
in nature.

(viii) To be informed whether those seeking
donations are volunteers, employees of
the organization or hired solicitors.

(ix) To have the opportunity for their names
to be deleted from e-mailing lists that an
organization may intend to share.

(x) To feel free to ask questions when making
a donation and to receive prompt, truthful
and forthright answers.

Reproduced by kind permission of the Association
of Fundraising Professionals.



544 The Marketing Book

realms of the law that is the domain of ethical
judgements and where the fundraising profession
in particular has invested considerable time and
effort to determine what does and does not consti-
tute appropriate behaviour.

Since few donors are able to assess directly the
impact their donation has had on the cause or ben-
eficiary group, they must trust the nonprofit to
deliver on its promises. The non-distribution clause
requires nonprofit organizations and those associ-
ated with them to commit to the public good. Costs
must be kept to a minimum and any surplus gener-
ated over operating costs must be ploughed back
into the achievement of the organization’s mission.
Robert Payton suggests that those working in the
nonprofit sector should regularly pose the question
of themselves ‘do we live for philanthropy, or do
we live off philanthropy?’ (Tempel, 2006, p. 33).
Independent Sector (a leadership forum for chari-
ties, foundations and corporate giving programs in
the US) is, no doubt, on this issue. Those who 
presume to serve the public good must assume the
public trust and to achieve this, it argues, that non-
profit professionals should integrate nine commit-
ments directly into their work.

1 Commitment to the public good
2 Accountability to the public
3 Commitment beyond the law
4 Respect for the worth and dignity of individuals
5 Inclusiveness and social justice
6 Respect for pluralism and diversity
7 Transparency, integrity and honesty
8 Responsible stewardship of resources
9 Commitment to excellence and to maintaining

the public trust.
(Source: Independent Sector, 2007).

Organizations need to decide what constitutes
appropriate behaviour and delineate what they are
and are not prepared to do. Many nonprofits now
enshrine this in an ethical policy which explicitly
deals with the most common ethical issues likely to
be encountered by staff. The document specifies
both the general principles that will be applied and
how staff should deal with specific examples.
Many nonprofits also encourage their staff to join
the relevant professional association and to adopt
the code of ethics that their particular profession
feels is appropriate. The ethical code developed by
the AFP in the US for example is reproduced below.

AFP members aspire to:

� Practice their profession with integrity, honesty,
truthfulness and adherence to the absolute
obligation to safeguard the public trust.

� Act according to the highest standards and visions
of their organization, profession and conscience.

� Put philanthropic mission above personal gain.
� Inspire others through their own sense of

dedication and high purpose.
� Improve their professional knowledge and skills, so

that their performance will better serve others.
� Demonstrate concern for the interests and well-

being of individuals affected by their actions.
� Value the privacy, freedom of choice and interests

of all those affected by their actions.
� Foster cultural diversity and pluralistic values, and

treat all people with dignity and respect.
� Affirm, through personal giving, a commitment to

philanthropy and its role in society.
� Adhere to the spirit as well as the letter of all

applicable laws and regulations.
� Advocate within their own organizations,

adherence to all applicable laws and regulations.
� Avoid even the appearance of any criminal offence

or professional misconduct.
� Bring credit to the fundraising profession by their

public demeanour.
� Encourage colleagues to embrace and practise

these ethical principles and standards of
professional practice.

� Be aware of the codes of ethics promulgated by
other professional organizations that serve
philanthropy.

Any readers interested in a further exploration of
the topic of ethics in nonprofit management are
advised to consult Anderson (1996) for a consid-
eration of ethics in fundraising, Malaro (1994) for
ethics in arts management and the Humanitarian
Studies Unit (2001) for ethics in aid and develop-
ment. The ethical literature in relation to health-
care and education are perhaps the most well
developed. (see, for example, Weber, 2001; Nash,
2002).

Conclusions

In this brief review, we have focused on the key
differences between for-profit and nonprofit mar-
keting and used these as a vehicle for exploring
the wider nonprofit literature. As the reader will
by now be aware, the discipline of nonprofit mar-
keting embraces a diverse range of contexts and
categories of organization. Since its inception at
the end of the 1960s, nonprofit marketing has
come a long way. It has gained widespread
acceptance as a distinctive sphere of marketing



practice and the relevance of marketing ideas to
the nonprofit domain is no longer in dispute. The
critical issue that remains to be addressed is the
dissemination of this body of knowledge to the
professionals who may benefit. As this brief
review has shown, blindly applying for-profit
ideas is at best counter-productive and at worst
may actually injure the organization the marketer
is attempting to assist.
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CHAPTER 27

Marketing ethics
ANDREA PROTHERO

Introduction

We are not proposing that marketers take the moral
high ground on every issue. But when marketers
are considered about as trustworthy as used-car
salespeople, it would be a major step for marketers
to lead the revolt against immoral practices and 
the cynical misuse of ethical policies. This way, 
the standing of the profession as a whole can be
increased and we can work towards a fairer, more
decent society – whilst still ensuring that the econ-
omy thrives.

(Chartered Institute of Marketing, 2004).

The most startling point from the above quote is
not the quote itself, but rather its source – the
Chartered Institute of Marketing, the professional
body for marketers in the UK. In the twenty-first
century, marketers themselves have recognized
the importance of ethics to marketing practice.
Consequently, the study of marketing ethics is
important as society, business and marketers begin
to further reflect on ethical issues of importance –
be they global concerns over the warming of the
earth and humans’ responsibility for the destruction
of our natural environment or more micro, firm-
based issues which focus on unethical business
and marketing practices. Trust for both business
and marketing activities is declining, particularly
following large corporate scandals such as the
Arthur Andersen, Enron and WorldCom affairs.
As such, it seems imperative in the twenty-first
century that a text such as The Marketing Book
focuses on the subject of marketing ethics. Indeed,
marketing ethics is not a new topic and has been
debated, contested and explored in detail since
the 1950s in academic texts and articles (see, for
example, Adler et al., 1981; Tsalikis and Fritzsche,

1989; Jacobsen and Mazur 1995; Davidson, 2003;
Murphy and Laczniak, 2006) as well as in more
mainstream texts such as Vance Packard’s cri-
tique of advertising, The Hidden Persuaders (1957)
and critiques of consumer society (Fromm, 1955;
Marcuse, 1964; Debord, 1977).

Marketing ethics in context

Before exploring marketing ethics and its impli-
cations for our understanding of both the theory
and practice of marketing, it is firstly important to
place it into a wider ethical context, as such it is
necessary to briefly highlight the areas of ethics
generally and more specifically business ethics
and corporate social responsibility.

Ethics

Ethics itself has a deep, varied and rich history and
focuses on questions of good and bad, right and
wrong, and what it means to have or take responsi-
bility, or promote human flourishing. Famous and
influential philosophers, such as Plato, Aristotle,
Immanuel Kant and John Stewart Mill, all felt that
ethical questions were central to human life and
human interactions, including public life. There are
various ethical theories which have been develop-
ed over a long period of time ranging from abso-
lutist theories – that focus on universal ethical
principals regarding what everyone should do in
all situations – to relativist theories focused upon
subjective concerns in particular contexts and 
particular moments. Consequential ethical theories
are concerned with the intended outcomes of
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actions and include utilitarian ethics that focus in
various ways on the greatest good for the greatest
number of people. Non-consequential theories 
consider the decision makers’ motives and include
deontological ethics’ concern with one’s ‘duty’ and
the ethics of rights and justice. There are also con-
temporary ethical theories such as environmental
ethics and feminist ethics, invoking values and con-
cerns often ignored or left out of long-standing tra-
ditional views. Which perspective you decide to
explore ethics from and what types of concerns you
consider impact on the way you see the study and
implementation of marketing ethics.

Business ethics and corporate social
responsibility (CSR)

A key joke among students, at all levels, when
taught business ethics and corporate social respon-
sibility has been ‘Business Ethics: I didn’t know
there were any’. It is, however, accepted that the
ethical practices of business are under scrutiny
now more than ever and ethical business practices
and CSR are the ways of thinking for all businesses
in the twenty-first century. Many have argued that
ethics and CSR are fad topics and as such will
move up and down the corporate agenda as ethics
moves and sways in certain directions. However,
most would argue that the ethical conduct of busi-
nesses and the people who make up those busi-
nesses are only going to increase in importance
into the future. As Digby Jones, Director General of
the CBI, emphasized in 2002, ‘people like working
for and buying from companies who are seen to be
taking their responsibilities seriously’.

Thus, it is fair to suggest that business and
ethics are intrinsically linked, and will remain so,
well into the next century, and as such CSR, and
the manner in which organizations conduct their
activities, will continue to play an important role in
society. This is not least because it has been well
documented both academically and in the popular
press that doing ‘bad’ is ‘bad’ for business. Nike’s
share price, for example, plummeted after it
admitted abuse at its Indonesian plants in 2001.
Newspapers themselves like nothing better than to
criticize poor behaviour, as evidenced in coverage
of the unethical practices of individuals such as
Martha Stewart, Kenneth Lay and Jeffrey Skilling of
Enron, as well as being critical of organizations, and
the key individuals within these same companies,
who market themselves as socially responsible.

For instance, criticisms against the Body Shop and
its founder Anita Roddick were intense during the
1980s and early 1990s, at a time when it was gener-
ally recognized that the Body Shop’s ethical and
environmental actions were far superior to many
others in the cosmetics industry, on a number of
fronts. As well as popular press criticism of uneth-
ical practices, there are also a number of anti-
corporation best sellers such as Naomi Klein’s 
No Logo, which depict business in a bad light.
Similarly, there has been a plethora of successful
film documentaries criticizing business activity –
see, for example, Super Size Me, The Corporation and
most recently the award-winning An Inconvenient
Truth. Movies themselves have also raised impor-
tant issues about various ethical practices – recent
examples include Blood Diamond, The Insider and
Erin Brockovich. Companies are also targeted by
pressure groups, consumers, lawyers and their
employees who question the ethics of business
strategies and practices. All of this public scrutiny
has led organizations to continually redress their
impact on society and all its stakeholders, at a time
when ethical problems are also becoming more
complex. Thus, all business activities can be sub-
jected to public scrutiny – be they related to work-
place, community, environmental or marketplace
issues. Consequently, these issues have significant
implications for marketing activities, an area of
business, which has been seen to be responsible for
significant unethical practices.

A key definition of business ethics has been
provided by Crane and Matten (2004, p. 8).

Business ethics is the study of business situations,
activities, and decisions where issues of right and
wrong are addressed.

It is these issues of right and wrong which have
their roots in our understanding of the various
ethical theories discussed above, which, then,
transcend into our assessment of marketing ethics
by focusing on issues of right and wrong in relation
to marketing as a discipline and marketing as a
practice. Indeed, these issues of ‘good or bad’ and
‘right and wrong’ often result in legal concerns
alone.

Marketing ethics

Although in recent years many of the major eth-
ical controversies in business have been related to



the accountancy and finance areas, marketing has
very often been the business function most asso-
ciated with unethical behaviour (Tsalikis and
Fritzsche, 1989; Armstrong and Sweeney, 1994;
Nantel and Weeks, 1996). It is therefore imperative
that a book such as this devotes attention to the
study of marketing ethics. In their excellent text
on marketing ethics, Laczniak and Murphy (2003)
stress that from a marketing perspective we are
exploring how ethical issues affect ‘marketing 
decisions, behaviors and institutions’ and to fully
understand marketing ethics, we must explore
these issues in a systematic manner. Consequently,
all of the aspects of marketing covered in this 
book can and should be examined from an ethical
perspective.

There have been a number of attempts to
develop ethical marketing theories in the 1980s
(Ferrell and Gresham, 1985; Hunt and Vitell, 1986;
Dubinsky and Loken, 1989) and 1990s (Laczniak
and Murphy, 1993) and more recently in the 2000s
with an update of Hunt and Vitell’s general the-
ory of marketing ethics (Hunt and Vitell, 2006)
and a normative offering from Laczniak and
Murphy (2006). These theories explore marketing
ethics from different theoretical perspectives and
as such are dependent on how one views and
examines ethics generally, as discussed in the
ethics section above. In recent years, there have
been some excellent texts and case studies focus-
ing specifically on ethical marketing issues
(Murphy et al., 2005; Murphy and Laczniak, 2006)
and also articles which consider ethical marketing
across cultures (Nill and Shultz, 1997; Srnka, 2004)
and the influence of ethical issues upon marketing
students (Singhapakdi, 2004; Nill and Schibrowsky,
2005). Regardless of how one decides to explore
ethics and which perspective is taken, from a prac-
tical viewpoint all exchanges have an impact on
society and as such every transaction can be con-
sidered through an ethical lens (Laczniak and
Murphy, 2006). Consequently, when one is explor-
ing the various marketing strategies and practices
detailed throughout the book, it is necessary 
to explore and assess these from an ethical 
perspective.

Macromarketing

When exploring marketing ethics, one can begin
by asking two basic questions: First, what impact
does marketing have on society and second, what

impact does society have on marketing? By doing
so, we are then able to explore marketing from a
macro, societal, rather than a micro, firm level. As
such we will then want to consider not only the
ethical practices of marketers at a firm level, but
also implications for marketing activities on a
much wider, societal level. In this context, we can
explore marketing from a macromarketing per-
spective and argue that marketing is not just a set
of managerial practices or, indeed, an organ-
izational philosophy, but moreover, a social institu-
tion. Macromarketing itself is a discipline that
predates the term and has been a topic of investiga-
tion for as far back in time as the Greek philoso-
phers Plato and Socrates. Terms such as ‘marketing
in/and society’ are used regularly by academics
and in essence we can substitute this term for
macromarketing, a term first coined by George
Fisk in 1962. When focusing on macomarketing,
one is exploring issues relating to ‘ethics, market-
ing systems, public policy, and social responsibil-
ity’ (Hunt and Vitell, 2006). In order to explore
marketing ethics, then it is important to consider
ethical issues from a broad societal perspective,
rather than a simple narrow firm perspective.

What is important is to begin to explore and
ask questions concerning what are marketing’s
impacts on society and what are the ethical impli-
cations of this? With a macro focus, we can ask
questions such as ‘is marketing inherently bad’,
before focusing more specifically on the unethical
strategies and practices of marketing departments
and managers themselves. This allows us to con-
sider marketing activities from both an absolutist
and a relativist perspective.

Macromarketing sins

The use of marketing by businesses, and indeed
governments and non-governmental organiza-
tions (NGOs), has been severely criticized by many
in society for many decades now. One central key
macro argument is that ultimately the use of mar-
keting is inherently ‘bad’ for society and it is some
of these macro arguments that are further explored
below:

� Marketing purports to the pursuit of happiness
through consumption: It is well documented in the
literature that marketing is concerned with
exchange relationships and the satisfaction of
consumer needs and wants; and it these goals that
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marketers attempt to achieve. However, there
have also been critical assessments of pursuing
the notion of satisfying consumers, most notably
as a result of such activities not necessarily leading
to satisfied and happy consumers. It is argued that
the pursuit of happiness through consumption
ultimately leads to perpetual dissatisfaction, where
consumers’ needs are never fully met as there are
always more goods to buy, or more services to be
experienced. As Blackburn commented in 2004,
‘At a time when materially “we’ve never had it so
good”, we feel more anxious and unhappy than
ever’, where it is suggested that the generation
born in the 1970s are the unhappiest ever. Many
of these criticisms are, indeed, a criticism not only
of marketing but of business and the pursuit and
capitalism.As such, when engaging in a critique of
marketing principles and practices very often, this
also leads to a debate of the role of capitalism in
society.

� Marketing leads to the pursuit of the ideal self through
consumption, and this ideal self is promoted through
marketing communications campaigns: Recently
there has much debate surrounding the ideal self
and how marketers use notions of this ideal self
to tempt consumers into buying more goods and
services.This ideal self is then promoted through
various marketing communications campaigns,
such as ‘buy this product and you will look/be like
me’, thus leading to much consumer dissonance
when the ideal self is not achieved. Similarly,
authors have questioned who determines what
the ‘ideal self ’ should look like, thus forming
another contentious issue. It is argued that
marketing communications leads to an idealized
notion of what a ‘good life’ should be while at the
same time also reinforcing social stereotypes.

� By the use of various marketing activities marketing
stereotypes consumers: Connected to the
discussion above, many have argued that
marketers stereotype consumers in particular
ways. For instance, in their advertising campaigns
companies have been criticized for various
stereotyping actions – for instance, an over-
reliance on white-middle classed families; only
using the ‘traditional’ family in ads; not using
enough older consumers in ads; only showing
beautiful, thin,‘perfect’ consumers in ads, etc. Such
stereotyping, it is argued, leads to dissatisfaction
and isolation for those in society who do not
conform to particular stereotypes.

� Marketing targets vulnerable groups in society:
Companies have been criticized in many diverse
product ranges for targeting vulnerable groups – for

instance, by promoting smoking or encouraging the
use of formula rather than breast milk in developing
nations. In developed nations, unscrupulous
companies have also been criticized for targeting
vulnerable groups – for instance, the use of door-to-
door salespeople to encourage elderly people to
buy expensive home security systems. Marketers
have also been subject to much recent
condemnation over its marketing campaigns to
children and teenagers.

� Marketing actively excludes potential customers from
the marketplace: In many situations, companies
wish to maintain exclusivity about their products
and as such actively discourage some groups from
buying their products.An obvious way to do this
is to price goods at a significantly high level to
allow companies to maintain such exclusivity.

Micromarketing sins

At a firm, micro-level companies have been criti-
cized for many unscrupulous marketing activities,
both at a strategic and a tactical level. Activities at a
micro level can also have long-term implications
for society, and macro criticisms can also be applied
at micro, firm level. Thus, it is imperative that both
micro and macro concerns are considered together.
Some examples of firm-level sins include:

� Price fixing, excessive pricing, deceptive pricing: Pricing
irregularities are a common occurrence in
business and many companies have been criticized
for their pricing strategies. Sometimes, there is
collective condemnation for a number of
companies such as in the use of cartels, for
instance. Recently, in the Republic of Ireland
retailers were criticized by the Consumers’
Association of Ireland following the removal of
the countries Groceries Order.While prices of
goods covered by the Order had fallen slightly,
other products not covered, such as meat and
fish, and fruit and vegetables, had actually
increased in price. British Airways is currently
being investigated by the Office of Fair Trading in
the UK and the Department of Justice in the USA
over alleged price fixing on its fuel surcharges.The
company has seen a decrease in consumer
confidence as a result and also saw both its
Commercial Director and Head of
Communications resign in 2006.

� Selling dangerous products and product recalls: For
centuries, companies have been disparaged for
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selling dangerous products ranging from cigarettes
and alcohol, to the sale of weapons of mass
destruction.There are also concerns over the sale
of unsafe products. In the European Union (EU),
product recalls have increased significantly
recently, and it has been suggested that this is due
to new legislation governing unsafe products.An
average of two product recalls a day are listed on
the European Commission website, with main
offenders being children’s toys and electrical
goods. Details of product recalls in the UK are
updated regularly on the Trading Standards
website (http://www.tradingstandards.gov.uk/).A
very visible recall in 2006 was the withdrawal of
one million bars of chocolate by Cadbury’s
following a salmonella scare. Reports suggest the
recall cost the company between twenty to thirty
million pounds sterling as well as a temporary
removal of the companies sponsorship of
Coronation Street, the removal of other
marketing communications activities and a
temporary hold on the launch of new products
within the company. Following the reintroduction
of marketing communications, the company also
increased its advertising spend by £7 million.
Subsequent to the product recall there was an
initial decrease in sales of Cadbury’s products,
but suppliers were soon reporting sales back to
their pre-recall levels.There is still a possibility
that the company will face prosecution in the UK
and the EU for selling food unfit for human
consumption and for not disclosing the food scare
earlier.

� Misleading consumers as to the benefits of their
products: Companies have long been said to
exaggerate the benefits of their products to
consumers.This may be in a very suggestive way,
by perhaps alluding that using a particular product
will make you more attractive, or more beautiful
in some way, for instance; or a company can make
unsubstantiated claims about their products, by
suggesting that a diet product will make you
thinner, for example without emphasizing that this
has to be in conjunction with a change in diet and
regular exercise.

� Adopting dubious and unethical marketing
communications strategies: One of the biggest
criticisms of marketing activities is in the use of
company marketing communication strategies.
These range from deception and negative
advertising to the use of misleading advertising
claims. Companies can be criticized by the general
public or by competitors.The most complained
about ad ever in the UK was a 2005 television

commercial from food company KFC.The ad
showed people eating with their mouths full and
drew complaints from 1671 consumers.The
Advertising Standards Authority (ASA) did not
uphold the complaint as it disagreed with the bulk
of objections where people felt the ad
encouraged bad manners in children. Complaints
from competitor companies have included both
Morrison’s and Tesco complaints to the ASA
about misleading pricing claims by rivals Asda,
while at the same time Argos complained to the
ASA about Tesco’s price comparison claims with
its electrical goods products, claiming Tesco’s
leaflets were misleading. Sometimes, government
agencies and/or consumer watchdogs also make
complaints to the ASA. Recently the food
company Heinz had to remove press and poster
ads for its ‘5-a-day the Heinz Way’ campaign
following complaints by the Food Commission. It
was emphasized that Heinz’s claims that its
canned tomato soup contained two portion of
the recommended five a day for fruit and
vegetables was misleading. Negative advertising
seems to be playing a significant role in the
political campaigns of political parties, particularly
in the lead up to a general election, and many have
suggested that such negative campaigns are both
damaging to the individual politicians and political
parties involved, but also lead to negative
consequences for society – through voter turn-off
and a low election turn-out, for example.

One area of recent concern is over the use of food
labelling and in particular the possibility of mis-
leading and/or confusing consumers with infor-
mation provided on food labels. Companies have
been criticized for using terms such as ‘fresh’, 
‘natural’, ‘organic’ and ‘pure’ inaccurately, as well
as for the use of confusing labels highlighting 
a product’s fat, sugar and salt contents. The Food
Standards Agency (FSA) has introduced a volun-
tary traffic light system for the labelling of foods
and a number of high profile retailers such as the
Co-Op, Marks & Spencer, Sainsbury’s and Waitrose
have introduced the system. The FSA is hoping
that with added pressure from consumers, other
companies will also follow suit and help make
labels easier for consumers to understand.

� Intruding into people’s lives via the use of database
and direct marketing:The use of data base and
direct marketing has increased exponentially in
recent years, and along with it so have the number
of complaints about the use of these particular



marketing strategies. Environmentalists, for
example, complain about the waste of paper
following direct market campaigns, while
consumers complain about intrusion into their
everyday lives by marketing activities – be this
through cold calling on the telephone, or more
recently through the use of spam e-mails selling
various goods and services, for example.

Consumer sins

At the same time as considering marketing’s
impact on society, it is also important to recognize
that consumers commit sins also. Consumer theft
is a major issue for companies large and small and
such theft can also occur on small or grand scales.
Consumer frauds, such as Internet cons and tele-
marketing scams, are a major worry for consumers
and companies alike and will ultimately have an
impact on all consumers in the forms of higher
prices to offset company losses. Whether con-
sumer theft involves an individual stealing from a
supermarket or a large-scale consumer fraud 
ultimately all agree it is the consumer who pays
the price for the illegal activities of others. The
increased use of online shopping and the use of the
Internet for various exchange activities such as
online banking has led to new ways in which con-
sumers can be caught out by the actions of others –
phishing, through the use of misleading e-mail 
and websites allows illegal access to online bank
accounts and is the fastest growing form of con-
sumer theft in the USA and such trends are set to
continue.

The ‘black’ or ‘underground’ market is
another example of unethical and illegal consumer
activities. The selling of illegally acquired products
or the counterfeiting of other companies products
is a very lucrative business, particularly in devel-
oping nations. According to the International
AntiCounterfeiting Coalition, the global counterfeit
market is worth approximately US $600 billion
annually and accounts for approximately 5–7 per
cent of world trade sales. In the USA alone, the
coalition states counterfeiting costs American
businesses between US $200–250 billion a year
and is responsible for the loss of over 750,000 jobs
in the USA (see: http://www.iacc.org/counterfeit-
ing/counterfeiting.php). Markets range from the
selling of illegal drugs and prostitution through to
the use of copyrighted media, such as music,
movies and video games. Questions of ethics

become important here, as does people’s percep-
tions of what is ethical and what is not. For
instance, many consumers will not think that they
are doing anything wrong when purchasing an
illegal copy of a movie, CD or DVD while on holi-
days, even though their actions are in fact illegal,
and a significant number of British teenagers drink
alcohol before the age of 18. It is when exploring
areas such as consumer theft and underground
markets that we can engage in interesting debates
about ethics and ‘right and wrong’. Very often
individual opinion does not follow legislative
requirements and vice versa and thus discussions
can very quickly become both complex and con-
troversial. For example, an individual might think
that the use of cannabis is an illegal activity, but
would make an exception for someone who is
using the drugs to help with a medical illness such
as Multiple Sclerosis, for example, even though
this individual would be deemed in law to be act-
ing illegally.

Consumer responses

Consumers themselves have responded to the
unethical practices of business and marketers in
many different ways. Perhaps the most significant
has been the actions by some consumers to opt out
of the marketplace, as a recognition of the fact that
consuming goods and services does not necessarily
lead to consumer happiness. There is much talk,
for example, of consumer downsizing and volun-
tary simplicity in developed nations, as well as
alternative consumer societies setting up (see, for
example, McDonald et al., 2006). Other examples
of consumer resistance to the marketplace include
groups who continue to work and live within
society, but who opt out of the market in particu-
lar ways. For instance, in 2006 a small group in
San Francisco called The Compact, one of whose
founders was a marketing executive, took the
decision to opt out of the retail rat race for the year.
Other than food and health and safety products,
the group decided not to make any other new pur-
chases, but instead relied on borrowing, making
themselves, or purchasing second-hand products.
The group made national and international news
and has set a new international trend in consumer
behaviour. Other examples include consumers
who engage in activities such as ‘Buy Nothing Day’
or perhaps boycott particular products, as a result
of company activities.
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Consumer boycotts

One very visible way in which consumers can
apply ethical principles to their everyday behav-
iour is to boycott the purchase of goods from par-
ticular companies and/or countries. This option
has been available to consumers for hundreds of
years and one of the first campaigns was organized
by the National Negro Convention in the 1800s that
called for the boycott of slave-produced goods.
Consumer boycotts can range from small-scale
local boycotts of companies products to much
larger international boycotts. In 2004, it was esti-
mated that boycotts cost UK firms £3.2 billion, up
£600 million on 2003 estimates (Hickman, 2005). In
some instance, the boycott can be where the com-
pany itself has not actually behaved unethically.
Sales of dairy products made by the Arla Foods
company of Denmark in the Middle East, for exam-
ple, plummeted as a result of the boycotting of
Danish products by Muslims, following the pub-
lishing of cartoons featuring Mohammed in a
Danish newspaper. It has been estimated that sales
of Danish goods worth over DKK 10 billion per
annum could be at risk in Muslim countries (The
Economist, 2006). Other recent boycotts of particu-
lar countries include the Boycott Japan campaign as
a result of the countries policy on the killing of
whales and a boycotting of French products in the
USA because of the its stance on the Iraq war.
Current boycotts in the UK include boycotts of
Adidas, Asda and Wal-Mart, the Body Shop and
L’Oreal, Boycott Bush (and companies who sup-
port the Republican Party Leader) and the Burma
Campaign, UK (see http://www.ethicalconsumer.
org/boycotts/boycotts_list.htm for details of indi-
vidual campaigns). Boycotts themselves have
mixed results, with some notable successes includ-
ing the boycotting of various companies such as
Barclays Bank in the 1980s, due to its dealings in the
then Apartheid South Africa, and Shell’s decision
to not proceed with the sinking of its Brent Spar
platform. As ethical issues continue to maintain a
high prominence in society, one can expect boy-
cotts to remain a visible and easy tactic for con-
sumers to target unethical business practices.

Ethical consumers

An alternative to consumer boycotts is the pur-
chase of ethical and fairly traded produce; both

categories are increasing in significance in 
all developed nations. According to the Ethical
Consumer organization (www.ethicalconsumer.
org), the ethical market in the UK was worth
£29.3 billion in 2005, up from approximately £8
billion in 1999, with more money spent on ethical
products in 2005 than was spent on tobacco and
alcohol. In 2004, the fair trade market was said to
have a retail value of £140 million in the UK (Moore
et al., 2006), with sales in Europe reaching € 560
million (Connolly and Shaw, 2006), and as with
ethical products this market is expected to continue
to grow in the longer term. There are many who
support such products, but they have also received
criticism from some who suggest that many com-
panies are jumping on the ethical bandwagon
without substantially changing their activities. If
implemented properly, however, many agree that
the sales of ethical and fairly traded products will
increase in the future and will be good for both
business and the consumer. Ethical product ranges
are diverse and range from banking and ethical
investment products and services to beauty and
cosmetics product ranges. Small ethical companies
such as the Innocent fruit smoothie company and
Green and Black chocolate company are very suc-
cessful in the marketplace and hold a sizeable
market share in their product categories. While
ethical and fair trade spending is still compara-
tively low, many expect these niche markets to
continue to grow as consumers become ever more
conscious about what they spend their money on
and also critical of companies who only pay lip-
service to ethical issues, rather than embrace the
concept into all business activities.

As with ethical activities, however, what it
means to be an ethical consumer is contested. What
is ethical consumption to one consumer may
indeed be unethical to another. For example, one
person may consider their consumption to be 
ethical because they recycle their products, whereas
another consumer may question the need for the
recycled products in the first instance. Does to
buy ethical mean, for example, to buy local; to buy
organic; to buy fair trade or to buy all of these –
what then of conflicts? For instance, is a con-
sumer being more ethical by buying only locally
produced products and thus reducing trans-
portation and environmental costs as a conse-
quence, or by buying a fairly traded product from
a developing nation? Barnett et al. (2005) suggest
that ‘ethical consumption, then, involves both a
governing of consumption and a governing of 
the consuming self’, and this is perhaps a good



definition to help us begin to explore the com-
plexities involved when attempting to under-
stand what one means by ethical consumption.
According the Ethical Consumer organization,

Ethical purchasing put simply is buying things
that are ethically by companies that act ethically.
Ethical can be a subjective term both for com-
panies and consumers, but in its truest sense
means without harm to or exploitation of humans,
animals or the environment. (http://www.ethical-
consumer.org/aboutec/whybuyethically.htm)

Ethical products companies have also been success-
ful in redefining their product ranges in other ethi-
cal ways. By far, the biggest success in this category
was the relaunch of Dove skin care products in 2003
and 2004. Rather than change their products signif-
icantly, Dove took a risk and significantly changed
the way in which beauty products for women are
advertised. The company broke the mould in the
cosmetics industry by using real women in their
marketing communications campaigns and by
doing so challenged the stereotypical view of the
‘perfect’ woman utilized by advertisers and as a
result reignited an international debate on beauty.
The company defined its beauty theory as,

Dove makes it clear it sees beauty in imperfections
and doesn’t worship stereotypes. Dove’s beauty is
self-defined, beauty with brains, democratic. Dove
recognizes not only the exterior, but also the
woman within. There is a depth of character behind
the eyes, a strength of vitality and personality
showing through.

(Johnson, 2005)

The initial campaign and subsequent ones which
have followed have been hugely successful for
the company that has seen significant increases in
the sales for its products; its cleansing brand has
become brand leader in the marketplace, and
global sales of the product have increased from 13
to 25 per cent (Kolstad, 2007). The company’s
Campaign for Real Beauty has also been a universal
success and illustrates how companies and con-
sumers can work together in changing people’s
perceptions of what beauty means. Dove, owned
by large multi-national Unilever, also made a
number of other commitments by creating the
Dove Self-Esteem Fund, a charity which helps vari-
ous women’s causes; the company even adver-
tised the fund rather than the product range
during the 2005 Super Bowl final, one of the most
expensive global advertising slots. While the 

company could have received criticism for ulti-
mately selling beauty products, which some could
consider unnecessary, by and large the publicity
for its new efforts was mainly positive with many
believing the company has successfully managed
the relationship between a particular cause, in this
case perceptions of beauty, and selling products.

Marketing’s response – ethical and
legal requirements, codes of practice

The reaction of businesses and marketers to their
critics is that their activities are subject to both
stringent professional codes of conduct and leg-
islative requirements. There are many profes-
sional marketing associations and most will have
their own codes of conduct, some of which will be
subject to legislative requirements and others that
are stipulated as best practice for marketers to fol-
low. In the UK, the Chartered Institute of Mar-
keting, for instance, has a professional code for its
members. Many individual organizations also have
a company wide ethical policy, which will include
ethical marketing policies. Consequently, many of
the unethical activities, such as direct marketing
and misleading advertising, discussed above, are
covered by codes of conduct and legal require-
ments. Marketers’ response to such criticisms is
that it is only a small minority who do not follow
codes and/or legal requirements, and if they con-
tinue these practices, they will be punished in the
long term.

Legislative acts enforced by trading standards
officers, which marketers are affected by, include,

� Consumer Credit Act, 1974
� Consumer Protection Act, 1987
� Food Safety Act, 1990
� Prices Act, 1974 and 1975
� Trade Descriptions Act 1968.

Examples of marketing communications codes
include the British Code of Advertising, Sales
Promotion and Direct Marketing (2003) and more
recently in Ireland the Children’s Advertising
Code, introduced by the Broadcasting Commission
of Ireland in 2005. There are also independent bod-
ies that regulate very specific business practices –
for example, the Independent Committee for the
Supervision of Standards of Telephone Information
Services (ICSTIS) is responsible for premium rate
telephone communication services. ICSTIS is 
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currently investigating the overcharging for pre-
mium rate calls by a number of different television
channels, including popular television pro-
grammes such as ITVs X Factor and the Richard and
Judy show on Channel 4. There are also preference
services available for mail, telephone and e-mail for
people who do not wish to receive unsolicited
direct marketing mail, telephone calls or e-mail
messages.

Consequently, marketers argue that with gov-
ernment legislation, self-imposed regulatory bod-
ies and individual company codes of ethics, it is
only a small minority who damage reputation of
marketing. Critics would counter that both legisla-
tion and self-imposed regulations do not always go
far enough to protect consumers, animals and/or
the environment.

Conclusions

There is no doubt that in today’s business world,
ethics and responsibility are core components for
any business, small or large. While there is much
debate and public controversy over how specific
responsibilities are defined and played out in the
marketplace, there is no doubting their importance.
As such there are both challenges and opportun-
ities for business in dealing with ethical issues in
today’s global marketplace. These opportunities
and challenges can also be found in our exploration
of marketing practices in the twenty-first century.
While it is true to say that different companies will
be affected in different ways, it is also true that 
no company will be immune to issues of ethical
importance. Documentation for Business in the
Community, Ireland sum up the importance of CSR
as follows:

The constantly challenging goal is to ensure that
responsible business is integrated and embedded
in the decision making culture rather than con-
fined to a progressive individual, area or division.

Such a shift in business culture will have a pro-
found effect on the marketing strategies and prac-
tices of all businesses for the foreseeable future.
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CHAPTER 28

Green marketing
KEN PEATTIE

Introduction

It is 20 years since the publication of the Brundtland
Report ‘Our Common Future’ (WCED, 1987) brought
the concept of ‘Sustainable Development’ into the
mainstream of business and political debate. It
put forward a convincing case that the economic
growth that had characterized much of the twenti-
eth century was not sustainable in environmental,
social and ultimately economic, terms. In the 
wake of the Earth Summits at Rio in 1992 and
Johannesburg in 2002, the World’s governments
and major corporations have generally adopted the
pursuit of sustainability as a strategic goal. The
challenge lies in turning these good intentions into
meaningful progress in the face of powerful vested
interests, an entrenched and environmentally hos-
tile dominant social (and management) paradigm
and a global economy with tremendous momen-
tum on a trajectory that pursues conventional eco-
nomic growth.

For marketing, the challenge is two-fold. In the
short term, ecological and social issues have become
significant external influences on companies and
their markets. Companies have to react to changing
customer needs, new regulations and a new social
zeitgeist which reflects increasing concern about
the socio-environmental impacts of business. In the
longer term, the pursuit of sustainability will
demand fundamental changes to the management
paradigm which underpins marketing and other
business functions (Shrivastava, 1994). This chap-
ter aims to illustrate how the ‘green challenge’ is
exerting an influence on current marketing practice,
and how its implications will eventually require 

a more profound shift in the marketing mindset, 
if marketers are to continue delivering customer 
satisfaction at a profit.

Green marketing in context

Management theory is firmly rooted in an eco-
nomic and technical systems perspective which
concentrates on exchanges, products, production
and profits. Over time it has evolved to become
more ‘human’ with the emergence of disciplines
like organizational behaviour, human resource
management, business ethics and societal market-
ing. The fact that businesses are physical systems
existing within a finite and vulnerable natural envir-
onment has, until recently, been largely ignored as a
management and marketing issue.

The emergence of the physical environment
as a strategic marketing issue has evolved through
several stages. In the 1970s a wave of environ-
mental concern linked to the oil ‘shocks’ of the
period, several major pollution incidents and evi-
dence of the human and environmental impacts of
chemicals such as DDT and pollutants such as air-
borne lead, spawned the concept of ‘ecological
marketing’ (Hennison and Kinnear, 1976). This
was largely concerned with those industries with
the severest environmental impacts (including
oil, cars and chemicals), and with the need for new
technologies to alleviate particular environmental
problems.

During the 1980s concern about the environ-
mental impacts of business resurfaced following
several major environmental incidents such as
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the Exxon-Valdez oil spill and the chemical plant
explosion at Bhopal and mounting evidence of
man-made stress in global environmental sys-
tems (including evidence of rainforest depletion,
global warming and a hole in the stratospheric
ozone layer). This concern led to consumer boy-
cotts, new environmental legislation and a grow-
ing demand for ‘green’ products such as recycled
paper, unleaded fuel, energy efficient appliances
and organic food. These developments affected a
much broader range of industries than during the
1970s, and there was widespread discussion about
the implications of environmental concern for mar-
keting using labels including ‘green marketing’,
‘greener marketing’ and ‘environmental market-
ing’. This discussion was largely an extension of
the societal marketing concept, with a focus on the
responsibilities of marketers and the need to con-
strain and ameliorate the environmental impacts
of marketing activities through product innova-
tions and adapted production processes.

During the 1990s academics within the mar-
keting discipline began to seriously discuss the
physical implications and sustainability of market-
ing (e.g. O’Hara 1995; van Dam and Apeldoorn
1996), and to consider the environmental, social
and economic dimensions of marketing in a more
integrated way. The original ‘managerialist’ stream
of research discussing how sustainability issues
could be integrated into marketing practices was
complemented by more critical and challenging
work, which questioned some of the more funda-
mental assumptions about marketing (Kilbourne
and Beckman, 1999). Moving into the new millen-
nium, far more radical ideas about the integration
of marketing and the environment began to emerge.
Fuller’s (1999) concept of ‘sustainable marketing’
examined marketing from the physical systems per-
spective of industrial ecology, and set out a practical
approach to marketing as a closed-loop system that
creates no waste and does not degrade natural sys-
tems or resources. Belz (2006) envisions the ultimate
evolution of marketing towards ‘transformational
sustainability marketing’ in which social and phys-
ical problems are as much a starting point of mar-
keting thought processes as customer needs. The
fundamental difference in such visions of market-
ing, is that they do not think in terms of social and
environmental ‘issues’ that must be audited, under-
stood and accommodated within the conventional
marketing strategy process. Instead, sustainability
represents a different approach to thinking about
the economy, business, marketing, consumption
and production.

The key differences between sustainability
orientated concepts of green marketing (to choose
and use one of the most popular labels) and the
existing societal marketing concept lie in:

� an emphasis on the ultimate physical sustainability
of the marketing process, as well as its social
acceptability;

� a more holistic and interdependent view of the
relationship between the economy, society and
the environment;

� an open-ended rather than a long-term
perspective;

� a treatment of the environment as something with
intrinsic value over and above its usefulness to
society;

� a focus on global concerns, rather than those of
particular societies;

� an emphasis on socio-environmental issues as a
potential source of innovation and opportunity
for marketers, rather than just as a set of
constraints and potential costs.

The concept of sustainability allows the apparently
paradoxical integration of environmental concern
(which traditionally involves encouraging con-
servation), with the discipline of marketing (which
is based on seeking to stimulate and facilitate con-
sumption). A sustainable approach to consump-
tion and production involves enjoying a material
standard of living today, which is not at the
expense of the standard of living and quality of
life of future generations. It is a deceptively simple
concept involving two key principles:

1 Using natural resources at a rate at which
environmental systems or human activity can
replenish them (or in the case of non-renewable
resources, at a rate at which renewable
alternatives can be substituted in).

2 Producing pollution and waste at a rate which can
be absorbed by environmental systems without
impairing their viability.

The nature of green marketing can therefore be
summarized as ‘The holistic management process
responsible for identifying, anticipating and satisfying
the needs of customers and society, in a profitable and
sustainable way’ (Peattie, 1995). Green marketing’s
key concepts of sustainability and holistic thinking
are both apparently simple, but can be extremely
difficult to translate into action. This is because
conventional management wisdom emphasizes
reductionalism and specialism, and is founded on
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economic theories which mistakenly treat environ-
mental resources as limitless, free (beyond the cost
of extraction) or, for commodities like stratospheric
ozone without a market, worthless. Green market-
ing attempts to relocate marketing theory and prac-
tice away from the economic hyperspace it has
evolved in, and bring it back down to earth and
reality.

Reconceputalizing the marketing
environment

Companies benefit from a marketing orientation
in many ways, one of the most important being
the external focus on the marketing environment
it encourages. However, marketing theory has fol-
lowed the tradition of mechanistic economic mod-
els, which ignore the ecological contexts in which
economic activity occurs (Capra, 1983). So the
‘marketing environment’ is frequently considered

in social, cultural, technological, economic and
political terms, whilst ignoring the underlying nat-
ural environment. At best, the response to increased
environmental concern has been to accommodate
it within existing models of the environment (of the
PEST type) by discussing it as a political pressure,
an influence on the economics of business, a social
trend or a technological challenge. The reality is
that the physical environment is the foundation on
which societies and economies are based. Figure
28.1 visualizes the marketing environment as com-
posed of layers of issues and interactions.

The most immediate issues for marketing
managers are typically internal ones related to
product management and the internal company
environment, and externally to customers. Beyond
this, the analysis of the environment broadens out
through different, but interwoven, levels of envir-
onment. Each level has important implications for
marketing, but dealing with the deeper levels of the
environment is perhaps a more difficult strategic
challenge, due to their increasing breadth and

Product
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Competitors

Industry structure

Economy

Society

Global socio-economic system

Global physical environment

Increasing sophistication
of strategic challenges

Increasing breadth of
strategic vision

Figure 28.1 The physical environment as the foundation of the marketing environment



complexity, and their decreasing proximity to the
company itself. The physical global biosphere
may seem distant to many companies’ daily activ-
ities, but ultimately all business activity depends
upon it, and its continuing stability and viability.
Problems in the underlying global physical envir-
onment will impact firms, and their products and
strategies, through interactions with each layer of
the model.

Global physical environment
At the simplest level the environment affects busi-
nesses because it represents the physical space
within which they and their customers exist, and it
provides the resources upon which they depend.
The human economy also ultimately depends
upon the ‘services’ that the biosphere, and the
ecosystems within it, provides. The UN’s ‘Millen-
nium Ecosystem Assessment’ provided an audit
of scientific evidence concerning ecosystems. It
showed that the unparalleled economic growth
of the previous 50 years had ‘resulted in a substan-
tial and largely irreversible loss in the diversity of life
on Earth’ and that ‘gains in human well-being and
economic development, . . . have been achieved at grow-
ing costs in the form of the degradation of many
ecosystem services . . . and the exacerbation of poverty
for some groups of people. These problems, unless
addressed, will substantially diminish the benefits that
future generations obtain from ecosystems’.

For some companies there is a very direct rela-
tionship between the health of the environment
and their business prospects. The fishing industry’s
agenda, for example, is dominated by the need to
protect stocks from over-fishing. An authoritative
international study published in Science during
2006 demonstrated that one-third of existing
global fisheries had ‘collapsed’, and the impact of
current fishing practices on marine ecosystems
would destroy the others by 2050. In early 2007
the report of the Intergovernmental Panel on
Climate Change, largely ended the debate about
climate change and man’s contribution to it, and
demonstrated that carbon dioxide levels had rap-
idly climbed to their highest point in 650 000
years. The likely direct effects in terms of climate
disruption now pose a serious threat to compa-
nies in tourism, agriculture, insurance or simply
to those situated in coastal zones and on flood
plains.

Although global issues such as climate change
dominate the headlines, the green agenda contains

a range of issues, each creating marketing oppor-
tunities and threats. Concerns about carbon diox-
ide emissions and climate change constitute a
major threat for car and oil companies but an
opportunity for those working in alternative
fuels and energy efficiency devices. All of the
other major industries in the world also face
important environmentally related challenges. In
tourism, destinations need to be developed sus-
tainably to prevent them being degraded by their
own success in attracting visitors, and to safe-
guard the cultures and lifestyles of the local popu-
lation. Carbon emissions linked to holiday travel
and cheap flights, and pollution impacts linked to
the growing number of cruise ships visiting envi-
ronmentally sensitive areas, are also placing the 
industry under pressure. For the car industry, air
pollution, global warming and the fate of cars at the
end of their working lives are key issues. For elec-
tronics companies end-of-life products (especially
the export of e-waste to poor countries), energy
consumption and the use of solvents are pressing
issues. For agriculture, forestry and fishing, the
consequences of unsustainable production in terms
of loss of biodiversity, deforestation and soil ero-
sion are crucial issues for the future. Even in the
apparently abstract world of financial services
there is increasing concern about environmental
instability as a source of risk and insurance claims.

Global socio-economic system
The biosphere is effectively a single complex global
system that transcends geo-political boundaries.
Recent decades have also seen a more global social
perspective reflected in global companies, mar-
kets, technologies and socio-cultural trends. The
political response to the green challenge has also
become more globalized through international
environmental legislation and agreements (such as
the Montreal Protocol to reduce CFC use, or the
resolution on climate change signed by 20 of the
largest countries early in 2007), and intergovern-
mental conferences. Although issues of social con-
cern vary over time and between countries, survey
data reveals that concern about the state of the
environment is spread across the planet, and (con-
trary to many peoples’ expectations) is shared by
the populations (if not always the governments)
of the less-industrialized as well as the industriali-
zed nations.

There is also growing concern about the
power, influence and accountability of global cor-
porations. In a world still largely governed through
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national laws, it is a considerable challenge to
ensure that the behaviour of trans-national corpo-
rations, of which over 60 000 now exist, does not
sacrifice the social and environmental interests of
citizens in some countries for the benefits of
shareholders and consumers others.

The global socio-economic system is highly
complex and has a complex relationship with the
physical environment. Initiatives aimed at tackling
one problem can often exacerbate another. During
2006 many American farmers took advantage of a
growing demand for alternative fuels by selling
their corn crop for ethanol production. This led to
a shortage on the corn market which pushed up the
prices of tortillas, the staple food for the poor
within Mexico, by over 400 per cent sparking wide-
spread social protests. The relationship between
global trade liberalization, poverty alleviation and
environmental degradation is complex, contro-
versial and goes beyond the scope of this chapter.
What is clear is that the economies of countries
such as India and China are expanding rapidly.
The Goldman Sachs Group forecast per capita GDP
in China to rise from US $1324 in 2005 to $4965 by
2020, and in India from $559 to $1622 by 2020.
These increases of 375 and 290 per cent respectively
in per capita consumption growth, within coun-
tries that are also experiencing rapid population
expansion, will be environmentally disastrous if
the systems of consumption and production they
develop mirror those that have emerged in recent
decades in industrialized economies such as the
UK and USA.

Society
Concern about the socio-environmental impacts
of business is generally increasing, and is being
reflected in a number of ways including:

� Changing values and attitudes:There is increasing
public concern about the environment and
declining levels of trust placed in companies and
other institutions.A 2005 TNS/6th Dimension
survey of European countries showed that almost
60 per cent of Europeans favoured tough
international legislation to restrict environmental
damage by companies, and only 6 per cent
believed environmental threats had been
‘overhyped’.

� Pressure group activity:The size, budgets and
sophistication of pressure groups concerned with
the socio-environmental impacts of businesses
have increased significantly over the past 20 years.

Many of their communications campaigns are now
produced by the same agencies that work for
major corporations.As the experience of
companies like Nike and Gap has shown in
relation to international labour standards,
companies with the most famous brand names are
the most likely to be targeted, even though they
may not be the worst offenders.There has also
been a recent trend towards partnership
approaches between pressure groups and
companies, often as part of cause-related
marketing initiatives.The Marine Stewardship
Council (MSC) scheme to manage the world’s fish
stocks more sustainably was established in 1995
through a partnership between Unilever and the
World Wide Fund for Nature (WWF).

� Media interest: News stories relating to current or
impending crises such as climate change,
deforestation or global poverty can increase levels
of awareness, perceived salience and urgency
amongst the public. Entertainment through factual
films such as Al Gore’s ‘Inconvenient Truth’ and
fiction such as ‘The Day After Tomorrow’ have
also raised awareness about climate change
amongst audiences unlikely to take an interest in
the scientific debate. However, there is a tendency
for ‘boredom’ to set in regarding an issue, and the
media’s supportive interest in the emergence of
an alternative green business or product will often
change to destructive criticism once it is
established (Thrørgersen, 2006).

� Political and legal interest: Government policies
across the world are seeking to promote the
development of more sustainable production and
consumption systems.The quantity and
complexity of social and environmental legislation
faced by companies therefore continues to grow.
Businesses in Europe are now affected by over 80
EU environmental directives and regulations.
Regulations in several industries are imposing
extended producer responsibility and requiring
companies to undertake collection and
responsible reuse or disposal of end-of-life
products. Examples such as the End-of-Life
Vehicles (ELV) Directive or the Waste Electronic
and Electrical Equipment (WEEE) Directive are
profoundly affecting the automotive and
electronics industries. Companies that rely on
mere compliance risk being left behind by the
upward ‘ratcheting’ of legislation. In the USA, the
trend towards forcing the CEOs of polluters to
make personal court appearances, and in some
cases jailing them, has helped to focus corporate
minds.
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The economy
Investments in environmental protection were con-
ventionally viewed as involving a trade-off with
economic growth and competitiveness (Porter and
van der Linde, 1995). Recognition is growing that
these issues are interlinked in complex ways, and
that long-term economic growth will be dependent
on better environmental protection. Many business
opportunities are now emerging for technologies,
goods and services that address environmental
problems, or at least make less of a contribution
towards them. The European Commission esti-
mates that by 2010 ‘environmental industries’ will
be worth $640 billion, and that their growth will
provide an additional half million European jobs.

Key areas where environmental concern is
influencing economic issues include:

� Production economics: Environmental considerations
are radically altering the production economics of
‘front-line’ industries such as cars, electronics,
chemicals and power generation. Rising landfill
costs, and tougher regulations on emissions mean
that production costs are increasingly influenced,
not by what has gone into a product, but by what
is discarded when making it.

� Investor interest: Interest in ethical and
environmental investment has grown with
initiatives such as the FTSE4Good index of
socially responsible companies, and changes to
legislation requiring institutional investors to focus
more on the social and environmental
performance of holdings.According to the Social
Investment Forum the total value of socially
responsible investments in the UK rose from £23
billion in 1997 to £225 billion in 2001, whilst in
the USA it had reached over $2.3 trillion.

� Green taxes:A new generation of environmentally
related taxes including landfill taxes, climate
change levies, air passenger duties and road
pricing are being introduced in many countries.
There are also product specific taxes being used
to encourage particular changes in consumer
behaviour. In 2002 the Republic of Ireland
introduced a plastic bag tax of €0.15 which
resulted in a 90 per cent drop in shopping bag
consumption (with around one billion fewer bags
consumed annually), which also raised around
$9.6 million for investment in environmental
technologies (a surprising result from changing
one small marketing variable in one country).

� Access to capital: Environmental performance is
seen by lenders and investors as an important

influence on risk in many industries.An effective
environmental strategy is becoming important to
guarantee access to capital and insurance in a
number of environmentally sensitive industries.
There are also growing examples of private equity
being used to back environmental technologies,
such as Bill Gates’ $84 million investment in
alternative fuels businesses.

Industry structure
Industry structures are conventionally visualized
as composed of linear exchanges and value chains.
The green challenge is one of many forces encour-
aging a more relationship-based view of industry
structures, particularly through an emphasis on
recycling and supply loops. These feature relation-
ships in which the customer returns products or
packaging to the manufacturer, and in the process
become another form of supplier. Fuji Xerox are
recycling veterans having begun the routine reuse
of components in 1968. Their 2006 Sustainability
Report cited 20 000 end-of-life products collected,
with 99.2 per cent of their components being 
recycled, avoiding 900 tons of landfill waste.

The changes that greening is bringing to
industry structures include:

� The threat of substitutes: Products with a relatively
poor eco-performance can become targets for
new substitutes. Concern about the destruction
of peat wetlands has led to a number of products
such as ground coconut husks being launched to
act as a peat substitute for gardeners. In the
future a more radical set of substitutions may
emerge, as markets which were traditionally based
around purchase and ownership of products
move towards greater use of services, hire and
leasing (Cooper and Evans, 2000).

� Supplier relationships: Greening is forcing many
companies to reconsider supplier relationships,
since their total environmental impact will be
strongly influenced earlier in the supply chain.
Tools like ‘life cycle analysis’ and social/
environmental supplier audits are being used by
companies to monitor, and often to work in
partnership to improve, their suppliers’ social and
environmental performance (or eco-
performance).

� Market entry barriers: Strict national environmental
laws can act as an entry barrier. Recent years has
witnessed friction between the USA and the EU
over the EU’s resistance to genetically modified
(GM) food.The EU’s concern about the health and
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environmental safety of GM crops being
interpreted by the USA as a disguised market
entry barrier. For some companies, good
environmental performance can act as a key to
gain entry into a new market.Varta batteries had
failed in several attempts to translate their
European market strength into penetration of the
UK market, but this was achieved very rapidly
with the introduction of their innovative 
mercury-free battery range.

Competitors
Over the last 20 years, in a wide range of markets,
including detergents, retailing, ice cream, batteries,
white goods, cars, toilet paper and banks, com-
panies have used eco-performance as a basis on
which to compete. Global competition and con-
tinuous improvement philosophies have nar-
rowed the differences between products to the
extent that ‘softer’ issues such as perceived social
and environmental impacts can act as a ‘tie-
breaker’ for the consumer trying to choose brands
(Christensen, 1995). The Cooperative Bank for
example adopted an explicit ethical policy, which
it has since used to differentiate itself and encour-
age customer loyalty, gaining over 200 000 cus-
tomers as a result (Hedstrom et al., 2000).

Experience shows that environmental disas-
ters such as oil or chemical spills put all players in
an industry under increased stakeholder pressure,
and not just the culprits. This suggests that as the
green challenge deepens, it may reduce the inten-
sity of competitive rivalry, instead of acting as a
new arena for it to be played out in. Many key envi-
ronmental problems confront entire industries and
require industry-wide responses. Alliances are
emerging between former rivals to address com-
mon environmental challenges and to develop
greener technologies. In the USA, Ford, Chrysler
and GM have collaborated in an effort to develop
low-emission vehicles (and less proactively in
pooling millions of dollars to lobby against stricter
greenhouse gas restrictions).

Customers
The world-wide boycott of CFC driven aerosols in
the late 1980s first demonstrated the potential of
consumers to unite behind an environmental issue
that they understood and could relate to, in a way
that enforced rapid change to an entire industry
throughout its supply chain. UK research by the
Co-operative Bank suggested that around one in

three Britons make some purchases on the basics
of ethics and environment, and that at least 5 per
cent consistently search for ethical labelling, 
recycle, participate in boycotts and discuss green
issues in relation to the brands they buy. Social and
environmental concerns are also becoming increas-
ingly integrated into business-to-business market-
ing and purchasing (Drumwright, 1994), and
governments are increasingly using their own pur-
chasing power to aid in the development of green
markets. The EU’s Green Public Procurement pro-
gramme is promoting the integration of environ-
mental criteria into the 1000 billion Euros of
European public sector spending (representing 16
per cent of total GDP).

Firms
As external concern about their socio-
environmental impacts grows, so companies
large and small are responding with organizational
changes. The establishment of directorial respon-
sibilities and management positions for corporate
social responsibility (CSR) and/or environment;
the introduction of green auditing and reporting
systems; and changes to company policies and
facilities to reduce waste and pollution are com-
mon responses. Corporate strategies and cultures
are increasingly seeking to address green issues,
often to reflect external stakeholder pressure, but
also to reflect the concerns of employees and
investors. For marketers, pressure to improve the
eco-performance of the products that they manage
may stem from external customer or regulatory
requirements, or it may reflect internal require-
ments to pursue sustainability as a corporate goal.
In the wake of the Enron scandal, and a number of
other high-profile failures of corporate govern-
ance, there has been renewed interest in concepts
such as CSR and corporate citizenship. In progres-
sive companies, what began as environmentally
orientated green strategies have become inte-
grated with other CSR and governance issues to
create a more balanced approach to the manage-
ment and reporting of sustainability issues.

Products
Environmental concern is creating demands for
new products (such as pollution control equip-
ment) and is causing existing products to be
reconsidered and in many cases redesigned,
reformulated or produced differently. It can also
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lead to product repositioning, for example health
concerns about increased ultra-violet radiation
levels and the risk of skin cancer, has led to the
marketing of sun tan lotions changing from an
emphasis on sun exposure and beauty to an
emphasis on sun protection. The impact on prod-
ucts varies across markets. In some, such as cars,
cleaning products or paper products, changes are
widespread. In others, such as food, financial
services or computers, examples of change are
more sporadic. There was a flurry of green prod-
uct introductions in the late 1980s and early
1990s, although this later decelerated, mainly in
response to concerns about the validity of some
of the green claims involved (Carlson et al., 1993),
increased levels of media and NGO scrutiny, and
mounting consumer scepticism. By 1997 products
marketed on the basis of green attributes accounted
for 9.5 per cent of all new US product introduc-
tions, with the highest proportion in the ‘house-
hold products’ category, accounting for 29.5 
per cent of product introductions (Fuller, 1999).

The greening of marketing strategy

The growing importance of environmental and
social issues throughout the marketing environ-
ment has been reflected in their consideration in
marketing strategy development. Reactive and
defensive strategies based on legislative compli-
ance and bolting on ‘end-of-pipe’ technologies to
alleviate pollution problems have gradually given
way to more proactive and opportunistic strategies,
with new products being developed and pos-
itioned as ‘solutions’ to social and environmental
problems. During the 1990s the argument that
greening can act as a source of competitive advan-
tage emerged from authors such as Elkington
(1994), Azzone and Bertele (1994) and Porter and
van der Linde (1995). Porter and van der Linde’s
argument is that the search for environmentally
superior solutions leads to innovation and the cre-
ation of more efficient and effective technologies.
Their logic is that tough environmental legisla-
tion (often vigorously opposed by companies) cre-
ates new challenges for companies, which prompts
them to innovate and secure improvements in
competitive, as well as environmental, perform-
ance. This is what Varadarajan (1992) termed
‘enviropreneurial marketing’.

Others have argued that it is difficult in prac-
tice to achieve and sustain competitive advantage

from good eco-performance (e.g. Walley and
Whitehead, 1994; Wong et al., 1996). The issues
have often proved complex and costly to address;
customers have often proved difficult to con-
vince; greener product offerings have sometimes
struggled to compete on technical merits against
conventional products, and the media has often
proved more critical of those attempting to
improve their eco-performance and capitalize on
it, than of the most polluting and wasteful com-
panies. Ottman et al. (2006) describe this as a new
form of ‘marketing myopia’ in which the enthusi-
asm for a product’s environmental credentials
lead the company to lose sight of its match with
consumer needs and perceptions. Despite this, it
is clear that poor eco-performance can put a com-
pany at a massive competitive disadvantage.
Exxon’s combined bill for clean up costs, fines
and legal costs estimated at over $3 billion in the
immediate aftermath of the Exxon-Valdez disas-
ter, which also left 41 per cent of Americans
describing themselves as ‘angry enough to boycott
Exxon products’ (Kirkpatrick, 1990).

For the marketing strategist it is vital to under-
stand the potential impact of the green agenda on
their business and its customers, and the relative
strengths and weaknesses of their company’s eco-
performance because it can provide:

� New market opportunities: Through access to
growing green markets.At the beginning of the
new millennium, the total market for ‘LOHAS’
(lifestyles of health and sustainability) involved 68
million consumers and was worth $230 billion in
the USA alone, according to the Center for Fair
and Alternative Trade Studies at Colorado State
University. In markets such as financial services
and tourism, green products represent the fastest
growing area for new business.

� Differentiation opportunities:AEG increased their
sales by 30 per cent within an otherwise static
white goods market, following an advertising
campaign stressing the relative energy and water
efficiency of their products.

� Opportunities for cost advantages:Although
conventional wisdom associates good eco-
performance with investment and increased costs,
this is partly a reflection of the ‘end-of-pipe’
methods used (since adding a catalytic converter
onto a car can only increase its costs).
Investments using a more radical, clean technology
approach are capable of reducing material and
energy inputs, and cutting inefficient pollution and
waste.Among 181 waste reduction projects
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within 29 chemical industry plants studied by
Porter and van der Linde (1995), only one led to a
net cost increase and the average annual savings
(on the projects where this could be meaningfully
measured) was $3.49 per dollar spent.

� Niche opportunities: In the short term, greener
products such as organic food and cruelty-free
cosmetics have succeeded within market niches
comprised of the most environmentally aware
consumers.There is, however, a danger that the
success of green niche products could effectively
hold back the greening of markets.This could
occur if by satisfying the most environmentally
aware consumers, pressure to green the market
becomes diluted and the momentum of change
falters. In many industries it will require the
greening of the mass market to make a substantive
contribution to sustainability (Belz, 2006).

Although controversial, there is growing evidence
from investment returns that good eco-
performance can generate financial out-perform-
ance. For example during 2006 the Co-operative
Insurance Sustainable (CIS) Leaders trust, a fund
that invests only in ethical and green companies,
outperformed all other unit trusts in the UK All
Companies sector.

The green consumer

The ‘green consumer’ has been the focal point of
both new marketing theories and changes to mar-
keting practice aiming to respond to measurable
increases in environmental and social concern
amongst the population. Marketers have sought to
identify, segment and target green consumers by
understanding their characteristics, motivations,
behaviour and willingness to purchase greener
products (preferably at premium prices). If this can
be done, and appropriate market offerings created
in response, then the competitive advantage out-
lined by Porter and others can be achieved.

Academic researchers and market research
agencies have striven to define and understand
the relationship between peoples’ environmental
concern and their purchasing behaviour. Many
factors have been proposed as influences on green
consumer behaviour such as changing consumer
values, demographic factors, knowledge of envir-
onmental problems and alternative products,
perceived personal relevance and the ability of
the individual to make an effective contribution
(for a model which integrates the majority of these,

see Dembkowski and Hanmer-Lloyd, 1994). All
of these efforts have sought to discover a reliable
basis to define and target green consumer 
segments. Socio-demographic criteria such as gen-
der, age and income have often been used, but 
as Wagner (1997) comments ‘Socio-demographic
attempts to profile the green consumer have not always
yielded strongly indicative results, and the results pro-
duced in one study have been repeatedly contradicted
in another.’ Other segmentation attempts have used
environmental attitudes, environmental know-
ledge, level of education, social consciousness or
related behaviours to develop categorizations of
consumers of different shades of green. However,
once again ‘results of these studies were frequently
inconclusive and sometimes contradictory’ (Kilbourne
and Beckmann, 1998).

The difficulties in isolating green consumers
reflect several factors:

� It overlooks the point made by Kardash (1974)
that all consumers (barring a few who enjoy
contrariness for its own sake) are ‘green
consumers’ in that, faced with a choice between
two products that are identical in all respects
except that one is superior in terms of its eco-
performance, they would differentiate in terms of
the environmentally superior product.

� By attempting to relate a consumer’s
environmental concern to purchases, marketing
researchers may be looking in the wrong place.
Many of the most significant contributions that
consumers can make towards environmental
quality come in product use, maintenance and
disposal or in delaying or avoiding a purchase
through a ‘make do and mend’ mentality.

� Environmental improvements in products are
often entangled with economic or technical
benefits. Energy-saving products provide
economic and environmental benefits, and people
may choose organic food for reasons of
environmental concern, personal health concern
or simply for the taste benefits.

� General environmental concern amongst
consumers is not matched by good levels of
‘environmental literacy’ or a clear understanding
of how specific consumption decisions relate to
particular environmental or social problems.

The answer to understanding green purchasing
behaviour, may lie in considering the purchase
rather than the purchaser. If we accept Kardash’s
proposal that, all other things being equal, most
customers would differentiate in favour of greener
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products, then understanding green purchasing
behaviour (and often the lack of it), is explained
by the extent to which other things are not ‘equal’.
Many green purchases involve some form of com-
promise over conventional purchases such as:

� Paying a green premium: This can be imposed by
economic necessity where improving eco-
performance increases production costs.
Alternatively it can be created by marketing
strategies in which greener products aimed at
green market niches are given a premium price
irrespective of production costs.

� Accepting a lower level of technical performance
in exchange for improved eco-performance (e.g.
rechargeable batteries provide less power but are
ultimately more cost effective and greener).

� Travelling to non-standard distribution outlets
(e.g. Ecover detergents were originally marketed
through health-food shops, and alternatively
fuelled cars need to access suitably equipped
service stations).

Where there is a compromise involved in making a
greener purchase, a key factor which will deter-
mine whether or not this is acceptable to cus-
tomers, is the confidence they have in the social or
environmental benefits involved. Customers will
need to be confident that:

� the issue(s) involved are real problems;
� the company’s market offering has improved 

eco-performance compared to competitor or
previous offerings;

� purchasing the product will make a material
difference.

Analysing green purchases in terms of the com-
promises involved and confidence engendered
can help to explain some of the inconsistencies in
the research findings into green consumer behav-
iour. The majority of consumers profess environ-
mental concern, a desire to buy greener products
and a willingness to pay more for them or to accept
technical performance reductions. Far fewer con-
sumers are measurably changing their purchas-
ing behaviour, and this has been interpreted as a
failure to back up purchase intentions and a ten-
dency to over-report social and environmental
concerns (Wong et al., 1996). This undoubtedly
explains part of the discrepancy, but the missing
element is the scepticism exhibited by customers
relating to companies’ green marketing offerings
and their motivations (Mohr et al., 2001). Reducing
the compromises involved in green consumption,

whilst increasing consumer confidence in the
environmental and ethical value in the green
products they are offered, will be crucial for the
development of green markets in future. The 
success of the FairTrade brand Café Direct in
becoming the UK’s third largest roast and ground
coffee brand is based upon a balance of competi-
tively priced and excellent tasting coffee, made
available through mainstream retailers, and 
marketing that communicates the social worth of
the products, backed by a trusted certification
scheme.

In relating environmental knowledge to green
consumption, researchers assume that increasing
environmental knowledge will increase the desire
to purchase greener products. The reverse may be
true, in that increasing environmental knowledge
may reduce a consumer’s confidence in the effect-
iveness of market-based solutions for environ-
mental challenges, and may make them more
aware of the short-comings of products being mar-
keted on a green platform (Peattie, 2001). There
has been a tendency for green consumer behav-
iour to be understood by grafting social and envir-
onmental concerns onto conventional models of
consumer behaviour such as the ‘Theory of
Planned Behaviour’ or the ‘Theory of Reasoned
Action’. In an extraordinarily thorough review of
the challenge of promoting sustainable consumer
behaviour, Jackson (2005) demonstrates the limita-
tions of such an approach and the need to move
beyond models and theories that concentrate on
consumers as individuals and consumption as a
very rational and conscious process of satisfying
individual wants. Jackson’s analysis demonstrates
the importance of the social aspects of consump-
tion including the influence of families, of life-
styles, of the social meanings of products, and of
habit on consumers’ purchasing behaviour.

Eco-performance
Sustainability is the underlying principle of green
marketing, and a company can justifiably claim
green credentials if it is demonstrably and consist-
ently moving towards it. Achieving sustainability
is not a prerequisite for a valid claim to be green,
just as 100 per cent customer satisfaction is not a
prerequisite to claim a marketing orientation. In
many markets, economic and technical consider-
ations preclude sustainability as a short-term
objective for green companies, even though 
sustainability can be their ultimate goal.
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Consumers’ ability to discriminate in favour of
responsible companies and to avoid the irrespon-
sible will depend upon the existence and communi-
cation of meaningful measures to compare the
relative ‘eco-performance’ of products, technolo-
gies and companies. This is far from straightfor-
ward. A question like ‘What constitutes a green
product?’, has no simple answer. Is it one that has
achieved sustainability? One that is better than its
competitors? One that is less harmful than the
product it replaces? Or one produced by a com-
pany with a good environmental management sys-
tem? How can we compare the importance of
different types of social and environmental impact?
Such dilemmas are exemplified by the consumer in
the supermarket seeking to make responsible
choices amongst the produce on offer. Does the
locally produced, low food-miles option, the Fair
trade product from a poor country or the organ-
ically grown produce represent the ‘best’ choice?
An important new frontier for business academics
and practitioners will be to try to develop eco-
performance measures that allow meaningful 

comparisons of companies, products and technolo-
gies to be made by, and on behalf of, consumers and
organizational buyers (see e.g. Epstein and Roy,
2001).

Developing a holistic understanding of eco-
performance, requires an appreciation of how the
external environment (and workforce) is
impacted by the product throughout its physical
life cycle, the production system, the organization
and the supply chain of which it is a part. Even
for companies with little interest in competing on
a social or environmental basis, these issues are
important to understand, if only in terms of iden-
tifying potential strategic vulnerabilities and
risks. This process is analogous to Porter’s Value
Chain approach, as shown in Figure 28.2.

Going green: the philosophical 
challenge

If green marketing is viewed as the process of
responding to socio-environmental concerns in
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the marketing environment, and producing 
products with superior eco-performance to meet
customers’ needs and to generate competitive
advantage, it simply represents a variant of exist-
ing marketing thinking and practice. The more
profound differences between conventional and
green marketing are reflected in the values and
philosophies which underpin a green marketing
strategy, and the ways in which particular elem-
ents of marketing are conceptualized (Peattie,
1999). Integrating sustainability into marketing
will require more than an emphasis on the devel-
opment of new greener products and cleaner pro-
duction processes. It will require a re-evaluation
of some fundamental marketing assumptions
and concepts (Kilbourne et al., 1997), including:

� Marketing’s legitimacy: Marketing’s role in driving
forward economic growth by stimulating demand,
and its role in satisfying customer wants have
always legitimized marketing, to the extent that
the benefits of ever increasing consumer choice
and economic growth have gone largely
unquestioned.A sustainability perspective raises
questions about the legitimacy and ethics of
marketing as it is currently practiced.
Conventional marketing has a focus on the wants
and needs of the current generation of
consumers, with little consideration of the impact
of their consumption activities on the
consumption and quality of life opportunities of
future generations of consumers. Marketing is
largely concerned with addressing the wants of
those within wealthy countries in a world where
UN figures reveal three billion people whose basic
needs are not met because they live on less than
$2 a day.They also live outside the consumer
economy because they have little or no disposable
income.According to United Nations
Development Programme figures by the turn of
the century, the richest 20 per cent of the global
population within the industrialized nations were
consuming 86 per cent of global resources, whilst
the poorest 20 per cent of the global population
shared only 1.4 per cent of the planet’s resources.
Ecological footprint research demonstrates that
the lifestyle of the average UK consumer would
require three Earth’s worth of resources to
extend it to the entire planet (and five Earths to
globalize the American consumer lifestyle).The
ethics of such imbalances and the continued
pursuit of economic growth when evidence
demonstrates that existing patterns of
consumption and production cannot be sustained

by the planet are rarely questioned or even
acknowledged as an issue in marketing books or
discussions.

� Consumers: Henri Fayol once quipped about
sending out for workers, but human beings
turning up instead. Similarly, green marketers need
to reconsider their approach to consumers.The
word ‘consumer’ epitomises a view of customers,
not as people, but as a means of consumption. In
marketing a very limited number of consumer
wants or needs are considered at a time, yet
peoples’ needs and wants are many, varied and
often potentially incompatible. One may yearn to
live in an area free from the pollution, congestion
and danger posed by cars, and yet be unwilling to
give up the personal mobility benefits that car
ownership provides. Just as a product is more
accurately analysed as a ‘bundle of benefits’, a
customer should be considered as possessing a
‘bundle of wants and needs’. By contributing to
reduced environmental degradation, green
consumer behaviour addresses an inherent human
need for a viable environment, which may
sometimes be at the expense of more explicit
material wants. Recent years have witnessed an
increasing range of conservation-orientated
behaviour among consumers, from the recycling
of cans and bottles to the boom in returning
consumer durables to the supply chain through
eBay or car boot fairs.

� Customer satisfaction: In the past, customer
satisfaction has been judged in terms of the
performance of the product at the moment (or
during the period) of consumption.A green
consumer may reject a product because they
become aware of the environmental harm that
the product causes in production or disposal.
They may also avoid a product because they
disapprove of the activities of the producer, its
suppliers or investors. Even the concept that real
satisfaction is derived from material consumption
may need to be challenged. Ironically marketing
assumes that consuming products produces
satisfaction, yet economics, a discipline that
marketing leans heavily upon, assumes that human
needs are insatiable. Research from psychology
has demonstrated a complex and loose
relationship between material consumption and
happiness, and that beyond a certain level of
material consumption; we derive little additional
satisfaction from further consumption. Robert
Lane (2000) in his book ‘The Loss of Happiness in
Market Economies’ outlines the risk that societal
pressures to maintain levels of material
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consumption (including commercial marketing)
actually keep us away from more intrinsically
satisfying activities such as spending time with
friends and family. One challenge to the
conventional approach to consumption is the
trend towards ‘downshifting’, the stepping out of a
hard-working, high-earning, consumption-intensive
lifestyle and into one that is less materially
rewarding, but ultimately more satisfying
(Andrews and Holst, 1998). Research in 2004 by
Prudential Insurance revealed that some 1.4
million Britons had purposefully reduced their
incomes in exchange for a better quality of life,
with a further 600 000 hoping to downshift within
the next 2 years.

� The product concept: If customer satisfaction is
increasingly dependent upon the production
process and on all the activities of the producer,
we are approaching the situation where the
company itself is becoming the product
consumed. Drucker’s (1973) famous concept that
‘Marketing is the whole business seen from its final
result, that is from the customers’ point of view’,
seems set to become an enforced reality for many
businesses, because the green movement means
that customers (or those who influence them) are
now actively looking at all aspects of their
company.

� Producer responsibility:The responsibilities of the
producer were conventionally seen in terms of
ensuring that products were fit for purpose, fairly
represented, safe and not priced or promoted in a
way that exploited customers. Environmental
concern has added a new layer of responsibility
concerned with the fate of the product at the end
of its life-span (and increasingly enshrined in
extended producer responsibility legislation such
as the European ELV and WEEE Directives), an
issue which was previously irrelevant to
marketers beyond signalling the possibility of a
new purchase. For consumer durables such as
cars, white goods and consumer electronics, these
new responsibilities will have considerable impacts
on product design and supply chain management.

� Criteria for success: Conventional marketing theory
implies that if the enduring four Ps of the mix are
right, then success will follow in the form of a fifth
P- ‘Profits’. Success in green marketing involves
ensuring that the marketing mix and the company
also meet four ‘S’ criteria (Peattie, 1995):
– Satisfaction of customer needs.
– Safety of products and production processes

for consumers, workers, society and the
environment.

– Social acceptability of the products, their
production and the other activities of the
company.

– Sustainability of the products, their production
and the other activities of the company.

� Demarketing: One unavoidable conclusion of green
marketing logic, is that where a product is being
consumed and produced in an unsustainable way,
it may have to be demarketed (either voluntarily
or forcibly) to reduce consumption. Consumption
reduction was explored by Fisk in his ‘Theory of
Responsible Consumption’ (1973), but is a concept
which most politicians, economists and business
practitioners would prefer not to contemplate.
However, in tourism and energy markets, changes
in pricing or access to products have been used to
try to reduce the level of consumption.

Going green: the management 
challenge

The majority of green marketing activity that
emerged during the late twentieth century was
not radically different to existing conventional
marketing, and did not reflect a revolution in mar-
keting practice or philosophy in adopting sustain-
ability principles. Some alternative brands which
were founded on social, ethical and environmental
principles such as Body Shop and Ben & Jerry’s
emerged and expanded from market niches into
global businesses. More typically greening
involved evolutionary changes in which existing
brands improving the material and energy effi-
ciency of their products and production processes,
and sought to reduce pollution and waste. More
recently even those pioneering alternative com-
panies and brands have been absorbed by the
mainstream global companies that they were
originally established as an alternative to: Body
Shop’s absorption into L’Oreal, Green & Black’s
into Cadburys, Ben & Jerry’s into Unilever, and
the purchase of the Ethos ethical water brand by
Starbucks are all examples of this trend. Whether
this represents the increasing ethical orientation
of the mainstream companies, or represents them
seeking to acquire their way into growing market
segments, and simultaneously neutralizing a per-
ceived strategic threat from alternative green
brands, remains to be seen.

Marketers’ becoming interested in measuring
and managing their eco-performance may reflect
external drivers of legislation, customer demand,
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competitor initiatives and public opinion, or
internal drivers relating to top management com-
mitment, corporate strategy or the pursuit of
competitive advantage (Bannerjee, 1999). What-
ever the motivation, making a commitment to
improve or compete on eco-performance can be
challenging. Even among those companies well-
known for good eco-performance, greening pro-
grammes have often been prone to hitting what
Robert Shelton of Arthur D. Little described as a
‘Green Wall’. Here the management responsible for
environmental improvement, and their strategies,
come into conflict with entrenched corporate power
balances and values once the ‘low-hanging fruit’
represented by initiatives such as energy savings
and packaging reductions have been ‘picked’
(Shelton, 1994). Such evolutionary improvements
in efficiency and environmental performance are
easily accepted by organizations. The develop-
ment of more radical ‘clean’ technologies, changes
to existing market structures and relationships, or
more radical changes to elements of the marketing
mix, are more likely to meet corporate resistance. It
is clear that for managers seeking to promote cor-
porate social and environmental improvement,
there is also a significant internal marketing task to
address. Evidence suggests that the most success-
ful corporate social and environmental improve-
ment programmes are those which reflect both a
belief in the business benefits of such programmes
and the underlying values of the company (Weaver
et al., 1999).

Adopting a holistic perspective
As social and environmental pressures on, and
expectations of, businesses grow, so marketers
need to have a greater appreciation of, and input
into, all aspects of a business, its products and its
production system. How energy efficient is our pro-
duction process? Where are raw materials sourced
from? Where is spare capital being invested? How
well do we treat our workforce and suppliers?
Such questions were once not the concern of mar-
keters, but today they are increasingly likely to
influence the perceptions of important stakehold-
ers including customers, and are therefore strategic
marketing issues. Addressing such questions, and
the demands for answers to them, requires new
information for marketers and new approaches to
the management of that information. Initially
many companies have sought to integrate social
and environmental issues into existing approaches

to quality management through the implementa-
tion of environmental management standards and
systems such as the ISO 14000 standards. A range
of new auditing services are now available to
companies so that their conventional financial,
strategic and marketing audits can be comple-
mented by social and environmental audits.

Embracing a stakeholder approach
A ‘stakeholder approach’ is vital for the develop-
ment of appropriate and holistic green philosophies,
strategies and policies (Polonsky and Ottman,
1998). Internally and externally organizations
face growing interest in their eco-performance
from an increasing range of interested parties.
Table 28.1 highlights a range of stakeholders and
examples of socio-environmental issues that
could be associated with the development, manu-
facture and marketing of a particular product.

New management responsibilities
The conventional marketing paradigm empha-
sizes consumer sovereignty and casts the mar-
keter as a relatively passive servant pledged to do
the consumer’s bidding. A sustainability perspec-
tive includes a greater emphasis on considering the
welfare as well as the wants of customers, and 
also the welfare of those beyond the market. This
requires a greater emphasis on companies taking
responsibility for their customers and products and
is reflected in the idea of ‘Product Management’
evolving into ‘Product Stewardship’, in which
managers seek to manage and minimize the neg-
ative impacts of products throughout their life
from design through to disposal. In agro-chemicals
markets where difficulties with correct product
use often occur in countries with low-literacy rates
among farmers, some companies are using the con-
cept of product or brand stewardship to ensure cor-
rect product use. Dow Corning, for example,
demands that its agro-chemical sales staff:

� inform customers about known hazards relating
to the products;

� advise customers to use products in accordance
with label recommendations;

� insist that distributors pass on handling, use and
disposal information to their customers;

� report and respond vigorously against cases of
misuse;

� co-ordinate visits by company staff to customer
sites, to ensure safe use and disposal of products.
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Changing the marketing timeframe
The need to look beyond the interests of the cur-
rent generation of consumers is one time-based
challenge for the green marketer operating in a
business culture characterized by increasingly
short-term shareholder expectations and time
horizons. Even within conventional time-frames,
although production and consumption is a multi-
stage process, it is the actual purchase which is the
focus of marketers’ attention, and which is still the
focus of the majority of the literature dedicated to
marketing (Kotler and Armstrong, 2004). Greening
requires a new time perspective incorporating a
‘cradle-to-grave’ view of products that considers
their performance through all the stages of their
physical life cycle. In the case of consumer durables

this could be many years and the question of actual
durability assumes a new importance. Evidence
suggests that many products currently exist only
as semi-durables, and creating more durable
products can form an important part of a green
strategy. Agfa Gevaert switched from a policy of
selling photocopiers, to leasing them on a full
service basis. This led to a product redesign brief
based around durability, and the upgrading of
the copy drums from a lifespan of under 3 million
to over 100 million copies. For marketers this can
represent a significant departure from previous
strategies since it effectively reduces rates for
product replacement, and may require a switch of
emphasis in strategy away from purchase and
towards leasing or towards the marketing of
complementary products and services.

Table 28.1 Stakeholder interest in product impacts

Stakeholder Potential issue Indicator

Company shareholders Product safety and acceptability Prosecutions
and managers Inclusion rate in ethical funds

Employees Harmful processes and substances Accident rate; time lost due to 
injury

Customers Labelling Customer satisfaction; breaches of 
government/industry guidelines.

Business partners Product recall handling Efficiency, speed and success of 
product recalls

Suppliers Involvement in research and Results of supplier element of life 
development cycle analysis and use of results in 

the design process

Competitors Health and safety performance Performance against industry 
and effect on industry reputation benchmarks and guidelines

Government and regulators Product stewardship Quantity of hazardous non-
product output (NPO) returned 
to process or market by 
reuse/recycling

NGOs, pressure groups and Product safety and socio- Incidence of NGO/regulatory 
other influencers environmental impacts targeting

Communities Harmful substances Releases to air, land and water of 
NPO

Source: Adapted from WBCSD (2000) Corporate Social Responsibility: Making Good Business Sense, Geneva, Switzerland.
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The need to examine the impact of products
from cradle-to-grave, is leading towards the con-
cept of remarketing or even closed-loop (waste-
free) marketing. Various tools are being developed
to aid the green marketer to assess the full envi-
ronmental impact of products, the best known
being Life cycle Analysis and Eco-balance Analy-
sis. The greatest difficulty for the marketer is to
know how far forward or back, and down how
many of the branches of the supply chain, such an
analysis should go. An example of a cradle-to-
grave life cycle is provided in Figure 28.3.

The practical challenge: greening the
marketing mix

Green product management
To create a significantly greener economy, there will
need to be a range of new and greener products

and technologies. Instead of seeking to ameliorate
environmental and social impacts of existing
products and technologies through ‘end-of-pipe’
initiatives, there is a growth in more innovative
‘clean technology’ solutions. This is reflected in the
inclusion of eco-performance criteria in the new
product development processes of many industries
through concepts like ‘Design for Environment’.
Successful development of new green products
requires high levels of internal cross-functional
communication and integration, good information,
early consideration of green issues, strong support
from top management and a specific approach to
measurement and benchmarking (Pujari et al.,
2002). Guidelines for conducting product-specific
marketing audits that summarize the relative
socio-environmental impacts of products are now
available to help marketers tackle these issues
(see for example Fuller, 1999).

Green product attributes fall into two gen-
eral categories. Firstly, there are those relating 
to the social and environmental impacts of the
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tangible product (or service encounter) itself. 
For a car manufacturer, these attributes would
include issues like fuel efficiency, longevity and
safety during use and recyclability once the vehi-
cle reaches the end of its working life. A key prod-
uct management and design challenge that a
green perspective introduces, is the emphasis on
the product’s post-use fate. Improving the post-
use eco-performance of products can be achieved
through a modular design approach and good
after sales service provision to make repairing
products cost effective. Alternatively systems 
can be set up to collect post-use product (as is
now mandatory in Europe for cars and electron-
ics) for reuse in other markets, remanufacture, or
for the recycling of valuable components and
materials.

The second category of attributes relates to
the processes by which the product is created,
and the policies and practices of the company
that produces it. Conventional marketing talks
about the core product, the tangible product
(which includes packaging and other physical
dimensions) and the augmented product (includ-
ing service dimensions). Since green marketing
requires an approach to product management
which incorporate how the product is made as a
product attribute, it is helpful to think of this as
the ‘total product’ concept (Peattie, 1995). Fair
trade or organic produce, recycled or non-chlorine
bleached paper, ‘green’ energy from renewable
sources or cruelty-free cosmetics are all examples
of products marketed on the merits of the means
of production or the organization behind the
products.

Green packaging
Discarded packaging accounts for a large pro-
portion of waste in industrialized economies 
and a good deal of the environmental impact 
of many products. For the UK data from Biffa
Waste Services shows that packaging accounts
for 3 per cent of the total resources consumed
within the UK economy and 40 per cent of all the
plastic consumption in Europe. Packaging waste
also grew in the UK by 12 per cent between 1997
and 2005. Packaging has therefore been an obvi-
ous starting point for many companies’ green
marketing efforts, since it can often be safely 
and cost-effectively reduced without expensive
changes to core products or production processes
and without a risk of disaffecting customers. For

example Marks and Spencer successfully made
their ready meal packaging 30 per cent lighter
and Boots redesigned their Botanics shower 
gel range to require 18 per cent less packaging
materials.

As with many dimensions of green mar-
keting, success in practice can be more difficult
than some of the prescriptive advice available for
marketers suggests. When Sony experimented
with reclaiming and reusing packaging materials
for its television sets, it led to a customer mis-
conception that the product inside the packaging
was also not new. For the reuse and recycling 
of packaging materials to make a meaningful 
difference, manufacturers need to ensure that
efforts are supported by the infrastructure of col-
lection systems and customer information and
education.

Green promotion
Many companies have sought to promote them-
selves and their products through explicit or
implicit association with environmental or social
issues. However promotion has been one of 
the most controversial areas of the green market-
ing agenda. Conventional advertising has been
criticized for presenting green products as over-
simplified solutions to complex environmental
problems at best or prone to ‘Greenwashing’ 
and ‘Green Hype’ at worse (Carlson et al., 1993).
The result of such concerns has been the emer-
gence of the concept of ‘sustainable communi-
cations’ rather than the more narrowly defined
concept of green promotion. Sustainable commu-
nications strongly stress a dialogue with stake-
holders, particularly customers, aimed at informing
and educating those customers, and seeking to
establish the social and environmental creden-
tials of the company and its products. Often 
this has been addressed through an emphasis on 
corporate-level communication campaigns, and
through partnerships and alliances. MORI sur-
vey results indicated that 30 per cent of British
adults had recently bought a product or service
because of the company’s link to a charitable
organization.

Ottman et al. (2006) propose that the secret to
successful communications for green product is
to effectively connect the product’s attributes and
the brand message with the value desired by con-
sumers. Some of the examples they highlight are
summarized in the table (p. 579).
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Different communications issues will arise depend-
ing upon the nature of the media that marketers
use. Advertising brings with it the danger that the
company will be accused of green hype or trivial-
izing or exploiting serious social and environmen-
tal issues. On-pack promotion appears a useful
and effective means to influence consumer deci-
sions, but it can be difficult to explain a complex
issue on a package that you are also trying to
reduce in size. Direct mail may seem like an effec-
tive way to target the most environmentally con-
cerned consumers, but creates the danger of being
perceived as a ‘junk mailer’. Sales promotions or
sponsorships linked to social or environmental
causes have been shown to be very effective, but
they need to be selected carefully to ensure that
there is synergy with the product being promoted.
Otherwise customer evaluations of the company
can actually deteriorate (Mohr et al., 2001). Personal
selling in non-consumer markets is often important
and requires the sales force to be aware of the envi-
ronmental implications of the company and its
products and processes (Drumwright, 1994). Public
relations has also been a key communications chan-
nel for companies to put across messages relating to
good eco-performance, both in relation to brands
and to corporate-level communications aimed at
building corporate reputation and identity. Given
the scepticism consumers are increasingly exhibit-
ing in relation to green messages using conven-
tional marketing communications media, Ottman 
et al. (2006) recommend innovative usage of word-
of-mouth, e-mail and online ‘word-of-mouse’ to
create a credible ‘buzz’ about new green products.

Integrated communications is increasingly
viewed as a key ingredient to marketing success.
It is particularly important when companies are
attempting to promote themselves, or protect
themselves, in relation to social and environmen-
tal issues. If one part of a company is attempting
to gain competitive advantage on the basis of eco-
performance, then competitors, NGOs, the media
and regulators will be forming an orderly queue
to attack the company if another part of that com-
pany is seen to be failing to live up to the image.
The key is to understand the concerns of stake-
holder audiences and then to communicate effect-
ively and efficiently.

Green pricing
Pricing represents the crux of the green marketing
challenge. If the external social and environmental
costs of production were reflected in the prices that
customers pay, then there would be considerable
incentives for manufacturers to reduce those costs
and become more sustainable. Companies seek-
ing to absorb those costs and pass them onto the 
consumer, are vulnerable both to accusations of
exploiting customer interest in green products, and
to undercutting from competitors still effectively
subsidized by the environment. The ‘win–win’
argument for greening proposed by the like of
Porter and van der Linde (1995) suggest that con-
sumer demand for green products can allow for 
the addition of a green price premium, as applies to
free-range eggs and dolphin friendly (rod and line
caught) tuna.

Desired consumer value Message and business/product

Efficiency and cost ‘Did you know that between 80 and 85 per cent of the energy used to 
effectiveness wash clothes comes from heating the water? Tide Coldwater – The Coolest 

Way to Clean.’ Tide Coldwater Laundry Detergent ‘mpg:)’ 
– Toyota Prius

Health and safety ‘20 years of refusing to farm with toxic pesticides. Stubborn, perhaps.
Healthy, most definitely.’ – Earthbound Farm Organic

Performance ‘Fueled by light so it runs forever. It’s unstoppable. Just like the people who 
wear it.’ – Citizen Eco-Drive Sport Watch

Symbolism ‘Make up your mind, not just your face.’ – The Body Shop

Convenience ‘Long life for hard-to-reach places.’ – General Electric’s CFL Flood Lights

Bundling ‘Performance and luxury fueled by innovative technology.

– Lexus RX400h Hybrid Sports Utility Vehicle



Greening strategies can affect the cost struc-
tures of a business with a knock-on effect on prices,
particularly if pricing is on a ‘cost plus’ basis.
Developing new sustainable raw material sources,
complying with legislation, writing off old, ‘dirty’
technologies, capital expenditure on clean tech-
nology and the overheads associated with green-
ing the organization can impose a cost burden.
However, this can be counterbalanced by the sav-
ings made by reducing raw materials and energy
inputs, by reducing packaging, cutting waste dis-
posal costs and by finding markets for by-products.
If costs are looked at holistically and managed on a
portfolio basis, then wider eco-efficiency process
benefits, when added to premium demand bene-
fits, can counterbalance the costs of greening to
make a positive contribution to profitability. Elec-
trolux’s ‘Green Range’ of white goods, for exam-
ple has a lower environmental impact than the
company’s standard range, and has also achieved
a 3.5 per cent higher gross margin.

Progress towards sustainability may be
aided if the focus on ‘purchase price’ within mar-
keting could be reduced in favour of a focus on
‘total cost’ and ‘pay-per-use’. Low energy light
bulbs, for example, have a higher purchase price,
but a lower overall running cost for consumers.
Buildings are also built to a price, rather than built
to deliver a certain level of overall usage costs. 
A total cost focus would result in buildings which
were more expensive to purchase, but which were
economical in the long term and which would
reduce a significant element of society’s environ-
mental impact. So far consumers have often been
resistant to changes to pricing and payment
schemes even when they are cost-beneficial (Elec-
trolux’s experiments with pay-per-wash pricing
for washing machines failed to win over con-
sumers, although Ottman et al. (2006) blame this
on a misplaced promotional strategy). Better infor-
mation about the social and environmental costs
attached to products might also give consumers
more complete information and more incentive to
change their behaviour. It is quite common for con-
sumers of veal for example, to enjoy it far less once
they discover exactly how it is produced.

Green logistics
The environmental impact of many products is
strongly determined by the fuel consumed and
materials used in transporting them to customers.
Early efforts in developing greener logistics have
centred around the reduction and recycling of

transit packaging and the optimization of distribu-
tion routes and driving practices for fuel efficiency.
Getting the optimal environmental performance in
distribution can be difficult. Reducing package
thickness, for example, can reduce the resources
consumed and the energy used in distribution, but
increase the level of in-channel waste due to the
reduced level of protection for the product. Simi-
larly, larger trucks reduce the amount of fuel con-
sumed per product unit moved, but have a greater
negative impact on roads and the communities
they pass through.

In the future the implementation of ‘carbon
taxes’ on fossil fuel consumption and congestion
charges will affect the economics of distribution.
This could ultimately encourage industries to
replace global production and distribution chains
with global networks of operations producing
and distributing on a more regional or local scale.
The growing ability of ‘smart’ production systems
to produce customized production batches at com-
petitive unit costs may allow economies of dis-
tance to outweigh economies of scale. The new
requirements for companies to take back products
and discarded packaging will also require a signifi-
cant redesign of distribution channels to handle
the ‘reverse logistics’ involved in reusing contain-
ers, and reclaiming waste and end-of-life products.

Labelling
Labelling has been a particularly important issue
within green marketing, with relevance to both
promotion and logistics. As a promotional device,
green labels are often important to provide cus-
tomers with a simple and trustworthy signal of a
product’s social and environmental credentials
(Ottman et al., 2006). There are long-standing
national labelling schemes such as the German
‘Blue Angel’ scheme which are extensively trusted
and used by consumers. There are also more spe-
cific schemes which relate to particular industries
or products (e.g. Rug-mark carpets made without
child labour); or to particular methods of produc-
tion (e.g. organic certification from the Soil Associ-
ation) or business conduct (e.g. the Fair Trade
mark). Labelling can also support consumer recy-
cling behaviour, for example by labelling plastic
containers by type to simplify sorting and 
recycling.

Labelling programmes vary in terms of
whether or not they are mandatory or voluntary
within a particular industry, whether they involve
single or multiple issues, the level of information
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they provide and the level and style of verification
that underpins them. Each of these dimensions has
provided ample opportunity for controversies
about labelling schemes within industries and
between companies, regulators and NGOs (as
befell the troubled EU Eco-label scheme).

The evolving agenda: from green
products to sustainable value

The early years of green marketing, much like the
early years of industrial growth after the Second
World War, have been dominated by a focus on
products. Initially greening centred on specific
physical products such as lead-free fuel, recycled
paper, organic food or cruelty-free cosmetics. The
key difference lay in the emphasis on how the
product was made, both as a product attribute,
and as an influence on consumer demand.

Gradually the focus in green marketing has
broadened to include services such as tourism
and financial services. Globally, services account
for the majority of economic activity, and of eco-
nomic growth, yet there is little research on the
sustainability impacts of services, coupled with a
lack of methodologies to pursue sustainable serv-
ice design and development. Yet some elements
of the service economy such as transport, travel
and hospitality have considerable social and envir-
onmental impacts. Typically, services are a combin-
ation of intangible elements (services), physical
elements (products) supported by an infrastruc-
ture (systems). Viewing the delivery of value to
customers holistically as a Product Service System
(PSS) is an increasingly common approach in
research communities, but it is an approach which
most businesses are, as yet, unfamiliar with.

Taking a holistic PSS-based view is important,
because increasingly there is a blurring of the
edges as to what exactly represents a ‘service’.
Also, the extensive use of outsourcing as a service
in many industries can also obscure the nature and
distribution of the socio-environmental impacts of
production. To make progress towards sustainabil-
ity, supply chain management and service design
will become an increasingly important business
process. It is important for people involved in the
design of any product, service or PSS (including
marketers, design engineers, industrial designers,
procurers, supply chain managers and entrepre-
neurs) to take account of life cycle impacts to deter-
mine environmental and social impacts, and to
seek strategies to minimize negative impacts.

The blurring of the distinction between
products, services and systems means that for the
future of green marketing, perhaps we should be
thinking more in terms of ‘sustainable solutions’.
Sustainable solutions are products, services or
system changes that minimize negative (and max-
imize positive) sustainability impacts throughout
and beyond the life cycle of existing products 
or solutions, while fulfilling acceptable societal
demands and needs. In improving these aggre-
gate impacts, these solutions are delivering ‘sus-
tainable value’. These concepts allow us to take 
a more holistic view of the economy and its out-
puts, process and goals. Sustainable solutions
(whether products, services or PSS), represent 
the outputs, and green marketing and sustainable
design represent the processes which aim to
deliver those outputs. However, the ultimate goal
should be to deliver higher levels of net sustain-
able value (that satisfy customers and other
stakeholders) through those outputs (Charter
and Clark, 2002).

The future of green marketing

Sustainability as a concept can be controversial,
open to multiple interpretations, hard to measure
and difficult to translate into meaningful action
amongst the very real political, economic and tech-
nological constraints faced by companies and gov-
ernments. The underlying reality is very simple.
Any system or activity that is not sustainable ultim-
ately cannot be sustained. Although this can be 
dismissed as a truism, it is a point that often seems
to be missed. The last 50 years have witnessed
some extraordinary developments in technologies,
products, markets and marketing. It has also 
witnessed a doubling of world population from
around three billion to over six and a half billion.
Without becoming more sustainable, over the next
50 years, marketing will struggle to do more than
to deliver an increasingly mixed and short term 
set of blessings, to a shrinking proportion of the
world’s population.

The dangers of unsustainable growth have
rarely been more clearly illustrated than during
the boom and bust of the ‘Dot com’ financial bub-
ble. It demonstrated a lot of simple truths about
the need for businesses to deliver real benefits and
generate real and sustainable income streams, and
also the dangers of profligate spending today on
the promise of the wealth that new technologies
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will deliver tomorrow. These truths also apply to
the industrialized economies as a whole. Many of
the environmental costs of production and con-
sumption are not being fully reflected (either
directly or indirectly via taxation) in the cost
structures of companies and the prices paid by
their customers. This means that society and the
environment are currently subsidizing our con-
sumption and production. Our businesses are
environmentally ‘over-trading’ and this is not a
position that can be maintained indefinitely. Com-
panies can grow and apparently prosper while
running up huge financial debts (as Enron and
Parmalat did). The danger is that the longer a debt
accumulates, the more destructive the crash then
becomes. While our businesses continue to con-
sume the Earth’s natural capital at an unsustain-
able rate, the risks grow that this environmental
debt will create significant social and environ-
mental consequences. The world cannot maintain
its recent trends of growth in consumption and
production without future consumers, and the bil-
lions living outside the consumer economy, bear-
ing the cost.

The role that marketing can, and should, play
in the development of a more sustainable economy
has been the subject of some debate. Marketing
has often been presented as part of the problem in
stimulating unsustainable levels of consumption,
and in using public relations and other means of
communication to obscure or deny the negative
consequences of that consumption. Marketing is
also frequently presented as an important part of
the solution in the context of market mechanisms
being used to encourage more sustainable con-
sumption. It is certainly true that marketing as a
tool can be used to help or hinder the sustainability
agenda. Some environmentalists have criticized
green marketing on the basis that ‘Changing our
shopping habits will not save the world’. This is
true, but if it creates improvement in the eco-per-
formance of businesses, it will buy much needed
time in which to understand how to make the
more important changes to our economic, techni-
cal and political systems, in order to manage our
environment in a sustainable way. It is clear that
the greening of marketing and market forces will
only have real meaning if accompanied by changes
to corporate values and strategies, regulations,
investment processes, political systems, educa-
tion and trade. Belz’s (2006) vision of ‘transforma-
tional sustainability marketing’ sees companies and
marketers working to help create changes to the
framework conditions for marketing through 

. . . the active participation of companies in public and
political processes to change the existing framework in
favour of sustainability . . . Within the present institu-
tional framework the successful marketing of sustain-
able products is possible, but limited. The institutional
design fails to set positive incentives for sustainable
behaviour, both for producers and consumers . . .
Changes in institutions are necessary to expand the
intersection between socio-ecological problems and con-
sumption, and to set up the conditions for the successful
marketing of sustainable products beyond niches.’

Another important role that will need to be
played by marketing in the future, is to promote
more sustainable ways to live and consume. In
addition to the marketing of new products, tech-
nologies and services we will need the social 
marketing of many ideas, old and new, in order 
to make our economies more sustainable. These
will include recycling, fair trade, product–service
substitutions, composting, frugality, energy effi-
ciency and less materialistic ways of life. The con-
cept of sustainability itself will also need to be
marketed.

Despite the human tendency to desire a life
that is similar to the life we know, only better, and
despite the many uncertainties about what a sus-
tainable future might look like, research findings
consistently show that most people would like to
buy greener products from greener companies.
For companies that choose to ignore this cus-
tomer demand (whether explicit or latent) it is
questionable whether they are practising market-
ing at all. Creating more sustainable marketing
strategies will remain an uphill battle whilst 
general understanding of the sustainability chal-
lenge and how it relates to our consumption and
lifestyles remains vague, and scepticism about the
ability of companies to contribute to it endures.
Winning this battle will be a key challenge for
marketers in this new millennium, and the out-
come will have a significant impact on the quality
of life of consumers and citizens for generations
to come.
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CHAPTER 29

Marketing in emerging
economies

PIYUSH KUMAR SINHA and PRATHAP OBURAI

Introduction

Emerging economies have become known as mar-
kets that are creating a few surprises for marketers.
They are not only turning out to be difficult for
many leading brands, but are developing their
own brands and world leaders. Once called the
Third World these countries are changing the rules
of the marketing game. These countries show a
different cultural pattern as compared to the
developed economies. They also reflect differing
consumption patterns. Most of these countries
have witnessed a communication revolution before
developing economically, leading to high aware-
ness about products and practices across the world.
These markets are not only witnessing the entry of
large brands and retailers, but several local compa-
nies are becoming multinational corporations
(MNCs) in their own right.

This chapter aims to:

(a) Establish the nature of the different terrain that
marketers in the emerging economies have to
deal with.

(b) Describe the phenomenon of emerging
economies.

(c) Discuss their characteristics.
(d) Highlight the difference between emerging and

emergent economies as well as among the
emerging economies.

(e) Postulate a different development route using the
case of India.

(f) Suggest an approach to marketing in such
economies.

Defining emerging economies

Emerging economies is a term coined in 1981 
by Antoine W. van Agtmael of the International
Finance Corporation of the World Bank. He defined
an emerging or developing market economy
(EME) as an economy with low-to-middle per
capita income. Although a loose definition, coun-
tries whose economies fall into this category,
varying from very big to very small, are usually
considered emerging because of their develop-
ments and reforms. Hence, even though China is
deemed one of the world’s economic powerhouses,
it is clubbed into the category alongside much
smaller economies like that of Tunisia with a great
deal less resources. Both China and Tunisia belong
to this category because both have embarked on
economic development and reform programmes,
and have begun to open up their markets and
‘emerge’ onto the global scene. EMEs are consid-
ered to be fast growing economies. EMEs are char-
acterized as transitional, meaning they are in the
process of moving from a closed to an open mar-
ket economy while building accountability within
the system. Examples include the former Soviet
Union and Eastern bloc countries. As an emerging
market, a country is embarking on an economic
reform programme that will lead it to stronger and
more responsible economic performance levels, as
well as transparency and efficiency in the capital
market. An EME will also reform its exchange rate
system because a stable local currency builds con-
fidence in an economy, especially when foreigners
are considering investing. Exchange rate reforms
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also reduce the desire for local investors to send
their capital abroad (capital flight). Besides imple-
menting reforms, an EME is also most likely to be
receiving aid and guidance from large donor coun-
tries and/or world organizations such as the
World Bank and International Monetary Fund
(Heakal, 2003).

Another research study has defined emerging
economies as low-income, rapid-growth countries
using economic liberalization as their primary
engine of growth. They fall into two groups:
developing countries in Asia, Latin America, Africa
and the Middle East, and transition economies 
in the former Soviet Union and China. In the early
1980s, the term newly industrializing countries
was applied to a few fast growing and liberaliz-
ing Asian and Latin American countries. Because
of the widespread liberalization and adoption of
market-based policies by most developing coun-
tries, the term ‘newly industrializing countries’
has now been replaced by the broader term
‘emerging market economies’. An emerging econ-
omy can be defined as a country that satisfies two
criteria: a rapid pace of economic development,
and government policies favouring economic 
liberalization and the adoption of a free-market
system (Hoskisson et al., 2000).

According to Arnold and Quelch (1998) the
phrase ‘emerging markets’ (EMs) is being adopted
in place of the previous lexicon of ‘less developed
countries,’ ‘newly industrializing countries’ or
even ‘Third World countries’, which emphasized
the countries’ sources of cheap raw materials and
labour rather than their markets. Emerging mar-
kets constitute the major growth opportunity in
the evolving world economic order.

Frost & Sullivan use a variety of parameters
to define emerging economies, including size of
the economy, GDP growth rates, stability of finan-
cial markets, degree of openness in the economy,
government efficiency and infrastructure. Accord-
ingly all areas outside of North America, Western
Europe, Australia, Japan and some parts of the
Asia Pacific region such as Singapore are defined
as emerging markets. Examples of some emerging
market countries are Brazil, Russia, India, China
(BRIC), Argentina, Chile, Venezuela, Poland,
Czechoslovakia, Russia, Hungary, Greece, South
Africa, Turkey, Egypt, Israel, Indonesia, Korea,
Malaysia, Taiwan and Philippines (Kommineni,
2005).

The emerging economies, or more precisely,
EMEs are generally identified on three criteria,
viz., (i) low-income or ‘developing country’ status,

(ii) high economic growth and (iii) government
policies leading to greater opening of the economy
to domestic and global market forces (Arnold and
Quelch, 1998; Hoskisson et al., 2000). One more
criteria for defining emerging market economies
was of size as cited in Dholakia and Kumar
(2004). In 1999, it had suggested grouping of
countries into ‘paralysed’ (the poor economies),
‘progressing’ (the emerging economies), and
‘paranoid’ (the rich countries terrified by com-
petition from the progressives). (The Economist,
1999). However, it soon realized that these group-
ings would not remain stable over time, given the
ever-changing nature of the global forces. It, there-
fore, decided to identify two sets based on eco-
nomic expansion through sound policies followed
by countries with absolute size of the economy
playing an important role. The International
Finance Corporation (1999) identified 51 rapidly
growing developing countries as emerging
economies and Hoskisson et al. (2000) added 13
transition economies in the former USSR to make
a list of 64 EMEs. All developed countries were
excluded from their list. Aresearch study (Dholakia
and Kumar, 2004) has made an attempt to enu-
merate a set of relevant indicators of economic
performance over a decade that includes Growth
of Imports (Gimpgs), Growth of Foreign Direct
Investment (Gfdi), Growth of Gross Capital
Formation (Ggcf), Growth of Per Capita Gross
Domestic Product (Ggdppc), Inflation (INF),
Growth of Forex Reserves (Gfr) and Human
Development Index (HDI). The data suggest that
emerging economies are as good as developed
economies (Figure 29.1).

The nature of emerging markets

Emerging economies are seen as fast-growing
markets that provide significant market opportu-
nities for companies. It is also noticed that the con-
sumption patterns in emerging economies are
changing discernibly. Moreover, technological dif-
ferences between emerging economies and devel-
oped economies are narrowing rapidly. Therefore,
the business and commercial world have started to
view the former not just as export destinations, but
as markets with high business potential and
growth prospects.

All developing countries, including the East
Asian and Latin American countries, are different
from each other in culture, structure, size, stage of
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development, history and political organization.
Singapore, for example, is a city-state with an
autocratic type of regime and a predominantly
Chinese population although there is a recogniz-
able South Indian population. It was a former
colony of Great Britain. Korea is bigger in size but
has a homogenous population and was in the past
colonized by the Japanese. Indonesia is a multicul-
tural society, mostly agricultural, endowed with
oil, and was a colony of the Dutch. China is differ-
ent in many ways. Size alone places it in a different
category along with India. But then India in terms
of culture and history is vastly different from
China. Most of these countries have emerged from
colonialism, feudalism and autocratic planning.

Emerging markets have unique features in
comparison with developed markets and these 
are manifested in the many areas such as cultural,
political and legal, economic and education. There
is a high sensitivity to social norms, appeal to local
tastes and preferences and conformity to religious
mores and standards of behaviour.

Population characteristics
The emerging economies are young. The popula-
tions are youthful and growing. While Japan,
Europe and the US are worried about pensions
and the rapid aging of their populations where
Peter Drucker has declared that the ‘youth market
is over’, but in the developing world, the youth
market is just beginning. While only 21 per cent
of the US population is under the age of 14, this
figure is 33 per cent in India, 29 per cent in Brazil
and 33 per cent in Iran. These percentages are on
a much larger population base. Most of the world’s
population growth will take place in developing
countries (Banga and Mahajan, 2005). More than
90 per cent of the world’s net new population will
come from emerging nations as a consequence of

rapidly aging population in advanced countries
(Figure 29.2).1

Incomes and cash flows in the developing
world are much lower. In rural and poor seg-
ments, low income limits purchases. But even in
more affluent sectors, there is a tendency to limit
purchase size. In environments of past or present
scarcity, cash is kept liquid rather than being tied
up in household inventory. Saving rates in China
and nine other rapidly developing countries
climbed from 20 per cent to 34 per cent between the
early 1970s and early 1990s, at the same time that
savings in industrialized countries fell. Developing
markets are highly fragmented, with few national
brands that have a commanding presence. Cus-
tomers in these markets also have not yet devel-
oped a culture of consumerism. While consumers
are buying ‘super size’ or ‘economy size’ in the
developed world, single sachets of shampoo and
other products are accounting for billions of dollars
of revenue in the developing world. However, one
needs to be careful in interpreting these figures. 
As can be seen from Figure 29.3, each of these
countries shows a unique characteristic with
regard to consumption. While the higher expen-
diture on food and non-alcoholic expenditure can
be explained by the lower GDP and emerging
consumption, a high ratio of transportation is in
line with the developed economies. In the case of
Malaysia, it is higher than all developed countries.
Similarly, the expenditure on communication is
higher than in developed economies. In the case of
China it stands at 14 per cent which is much higher
than in developed countries. It is evident in terms
of expenditure on clothing too. Malaysia spends in
the same proportion as developed economies in 
the case of housing and hotels and catering. For

1 Presentation by Prof. Jagdish Sheth during the 1st IIMA
International Conference on Marketing Paradigms for
Emerging Economies, Ahmedabad, India, January 2005.

High-income countries Developing countries World statistics

2006 2007 2008 2006 2007 2008 2006 2007 2008

Real GDP 3.0 2.8 2.8 6.3 6.0 5.9 3.7 3.5 3.5
Real GDP, PPP 2.9 2.8 2.8 6.7 6.5 6.4 4.6 4.5 4.5
Exports 6.5 6.4 6.8 10.6 10.4 10.5 7.6 7.6 7.8
Imports 6.7 5.9 6.2 11.9 11.7 11.0 8.0 7.5 7.6
CA (% GDP) �1.4 �1.3 �1.2 2.7 1.8 1.1 NA NA NA

Source: World bank.

Figure 29.1 Forecast summary, 2006–2008 (%)
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Country name Babies Infants Children TW TE SA YA MAA BB PE

Emerging countries

Croatia 0.92 1.9 9.01 5.71 8.6 6.64 19.82 41.2 27.85 22.36
India 2.12 4.26 17.37 10.52 14.12 9.47 27 32.89 18.62 7.95
Pakistan 3.26 6.39 22.2 12.28 15.7 9.87 27.44 25.92 14.61 5.76
China 1.04 1.83 9.35 8.36 13.16 7.62 23.34 45.57 26.18 11.56
Philippines 2.3 4.62 18.99 11.54 14.92 9.64 27.55 30.86 17.17 6.44
Malaysia 2.43 4.85 17.64 10.12 13.79 9.43 26.88 33.91 19.52 6.59
South Africa 2.02 3.94 15.46 10.87 15.46 10.93 29.87 32.37 18.03 7.48
Brazil 1.86 3.7 14.38 8.89 12.82 9.45 27.84 36.79 21.48 8.4
Russia 1 1.98 7.31 5.84 11.1 8.6 24.18 29.47 17.54 17.54
Average 1.88 3.72 14.63 9.35 13.30 9.07 25.99 34.33 20.11 10.45

Developed countries

Australia 1.19 2.39 10.11 6.77 9.51 6.92 20.79 42.42 27.54 17.52
Japan 0.9 1.8 7.42 4.75 7.08 5.75 17.99 42.07 27.31 25.97
UK 1.14 2.27 9.26 6.35 9.15 6.44 19.03 41.72 27.04 21.36
US 1.4 2.78 10.73 7.18 10.28 7.18 20.72 41.84 28.47 16.74
France 1.29 2.57 9.96 6.16 6.45 19.18 41.73 27.52 20.4 8.44
Germany 0.87 1.75 7.6 5.24 8.13 5.93 17.9 43.17 28.27 24.33
Average 1.13 2.26 9.18 6.08 8.43 8.57 23.03 39.79 26.51 19.06

TW:Tweenagers;TE: Teenagers; SA: Studying age;YA: Young adults; MAA: Middle aged adults; BB: Baby.
Source: Compiled from Euromonitor Reports.

Emerging markets Developed markets

IN MY CN BR PH SA RU Average US UK FR JN GR Average

Food and non- 43.4 22.37 28.89 12.5 37.43 18.79 39.07 28.93 7.08 9.15 14.6 14.48 11.96 11.45
alcoholic 
beverages
Alcoholic 3.09 2.65 2.39 3.24 1.62 8.81 10.98 4.68 2.18 3.95 3.45 3.36 4.15 3.42
beverages 
and tobacco
Clothing and 4.72 3.58 7.84 6.48 2.74 4.92 9.34 5.66 4.06 5.93 4.55 4.8 5.87 5.04
footwear
Housing 10.8 21.14 9.91 20.63 22.48 12 13.78 15.82 18.32 18.1 23.5 25.63 24.98 22.11
Household 2.92 5.32 6.37 8.67 4.92 9.62 5.41 6.18 4.68 6.46 5.84 4.43 6.78 5.64
goods and 
service
Health goods 7.87 2.31 5.21 5.95 1.57 7.87 2.28 4.72 19.31 1.74 3.8 4.02 4.32 6.64
and medical 
services
Transport 12.7 16.09 2.7 9.82 7.86 16.93 8.02 10.59 10.87 15.2 15 10.64 14.53 13.25
Communications 0.98 3.02 14.53 8.13 0.84 1.95 1.32 4.40 1.77 2.37 2.35 2.68 2.99 2.43
Leisure and 1.41 4.09 4.33 6.79 0.47 4.57 4.86 3.79 9.01 12 9.21 9.95 9.21 9.87
recreation
EducationHotels 2.34 1.86 6.64 5.6 3.85 2.5 0.12 3.27 2.6 1.4 0.61 2.2 0.7 1.50
and catering 1.45 13.07 5.07 4.64 5.19 2.58 2.47 4.92 6.1 12 7.58 7.37 4.4 7.49
Misc goods 8.28 4.51 6.13 7.57 11.05 9.46 2.35 7.05 14.01 11.7 9.54 10.44 10.11 11.16
and services

IN: India; MY: Malaysia; CN: China; BR: Brazil; PH: Philippines; SA: South Africa; RU: Russia; US: United States; FR: France; JN: Japan; GR: Germany.
Source: Compiled from Euromonitor Reports, Figure in %.

Figure 29.2 Classification and distribution of population in emerging and developed countries in 2005

Figure 29.3 Consumer expenditure in emerging and developed markets in 2005
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cosmetics and toiletries, developed economies
spend on premium cosmetics (30 per cent), skin
care (26 per cent) and hair care (20 per cent),
whereas emerging economies spend skin care (21
per cent), hair care (21 per cent), and bath and
shower products (18 per cent) (Figure 29.4). Homes
are much smaller, so furnishings and other prod-
ucts need to be scaled accordingly. India, with 342
people per square kilometre, is more than eleven
times as densely populated as the US (31), and
China is more than four and a half times as densely
populated (135) (Banga and Mahajan, 2005).

Cultural characteristics

Culture, by defining socially correct behaviour, acts
as a co-ordinating mechanism for regulating trans-
actions. In these circumstances it may be preferable
that the message to be communicated focuses on
cultural universals such as cleanliness, training and
general manifestations, rather than culturally spe-
cific practices (Fletcher and Melewar, 2001). In
emerging markets, however, social structure has a
major impact on purchasing decisions because the
majority of people in these markets are not subject
to global or even external influences outside 
their village community. The research studies by
Hofstede and Trompenaars and Hampden-Turner

illustrate some major cultural differences between
emerging and developed markets. Of the countries
studied, the 14 most developed countries are 
compared with the 14 least developed countries
(Fletcher and Melewar, 2001). Based on a study of
53 cultures, Hofstede (1980) identified five dimen-
sions of cultural variation: power distance, uncer-
tainty avoidance, individualism, masculinity and
long-term orientation (Veiga et al., 1995).

1 Power distance: The degree to which people of a
country accept inequality among people. High
power distance reflects the acceptance of great
distance between those with power and those
without power, such as senior managers versus
the rank and file.

2 Uncertainty avoidance: The degree to which people
of a country prefer structured over unstructured
situations. High uncertainty avoidance leads to
rule-oriented, ideological behaviours.

3 Individualism: The degree to which people of a
country learn to act as individuals rather than as
members of a cohesive group. It reflects the
extent to which people emphasize personal goals
over group goals.

4 Long-term orientation: The degree to which people
of a country are oriented to the future rather
than to the past or present. It reflects an
emphasis on thrift, persistence and change, as

Emerging markets Developed markets% retail value rsp

CN IN MY PH RU BR Average JP GR FR UK Average

Baby care 1.6 1.6 5.0 5.4 1.9 2.6 3.1 0.7 1.3 1.9 1.6 1.4
Bath and shower 12.5 38.5 16.6 9.8 10.4 8.2 17.6 5.9 7.9 7.3 10.6 7.9
products
Deodorants 0.2 1.0 2.5 4.6 5.4 8.1 2.7 0.9 5.3 5.5 7.8 4.9
Hair care 19.5 23.4 19.5 23.1 19.9 28.7 21.1 18.5 21.2 17.8 21.7 19.8
Colour cosmetics 11.3 2.5 9.8 4.0 13.1 8.1 8.1 18.9 12.1 10.9 13.7 13.9
Men’s grooming 1.0 7.3 6.7 4.5 7.5 9.0 5.4 5.3 8.2 8.3 11.4 8.3
products
Oral hygiene 14.1 15.4 13.6 20.7 10.1 9.3 14.8 6.4 9.6 6.6 9.7 8.1
Fragrances 1.7 1.3 6.7 8.6 18.7 16.1 7.4 1.9 13.1 15.4 10.0 10.1
Skin care 36.8 9.3 23.4 20.7 14.1 11.4 20.9 42.9 21.5 25.5 14.7 26.2
Depilatories – 0.4 0.4 0.1 0.3 0.4 0.3 1.3 1.3 1.4 1.9 1.5
Sun care 1.9 0.4 0.3 0.2 0.7 1.8 0.7 0.9 1.5 2.3 3.2 2.0
Premium cosmetics 7.1 4.5 17.2 8.5 9.4 2.0 9.3 43.2 18.6 34.9 25.2 30.5
Cosmetics and 100 100 100 100 100 100 100 100 100 100 100 100
toiletries

Note: Figures do not sum up due to the inclusion of men’s grooming products in other subsectors.
CN: China; IN: India; MY: Malaysia; JP: Japan; PH: Philippines; BR: Brazil; RU: Russia; GR: Germany; FR: France; UK: United Kingdom.
Source: Compiled from Euromonitor Reports.

Figure 29.4 Sales of cosmetics and toiletries: % value 2004
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opposed to a here-and-now perspective that
places a higher value on tradition.

5 Entrepreneurialism:The degree to which people of a
country are oriented toward investing in new ways
of doing things. A high degree of entrepreneurialism
reflects a willingness to take risk.

6 Concern for people: The degree to which the
people of a country place importance on building
personal relationships. A high concern for people
results in a major emphasis being placed on
employees’ quality of life.

The four dimensions of Trompenaars and
Hampden-Turner were ‘particularism versus uni-
versalism’, ‘affective versus neutral’, ‘specific ver-
sus diffuse’ and ‘achievement versus ascription’.
Research findings indicated that with Hofstede’s
dimensions, these markets exhibit a much greater
degree of peer distance. Emerging markets also 
display a much greater degree of collectivism as
opposed to individualism. With the Trompenaars
dimensions emerging markets tend to be particu-
laristic rather than universalist with obligations
and particular circumstances taking precedence no
matter what the rules say. Emerging markets also
tend to be specific rather than diffuse as reflected in
their being characterized by cultures that are highly
contextual.

Political environment

Emerging markets are more likely to be character-
ized by a greater degree of control over the free-
dom of their citizens and these markets are run by
one party. Communication is largely for govern-
ment propaganda. Communication messages are
developed keeping in mind the government.
Bureaucrats are somewhat capricious in what
they will and will not allow to be disseminated to
the citizens of the country (Fletcher and Melewar,
2001). The consequence for communication is that
more emphasis will need to be placed on endorse-
ments, testimonials and encouraging adoption,
not by early adopters as in the developed world,
but by influence figures in these regimes.

Legal framework

In emerging markets, the legal framework is usu-
ally underdeveloped and in many cases, has
received little revision since the colonial era. These
regulations relate product quality, distribution,

flexibility in pricing, tax structure as well as com-
munication. They control who can deliver the mes-
sage, what the message can contain, when the
message can be communicated, where the mes-
sage can be communicated, who the message can
be communicated to, the frequency with which the
messages can be communicated and how the mes-
sage should be communicated. This subjectivity
can also relate to forms of promotion other than
advertising such as premium offers, money-off
promotions, coupons and contests (Fletcher and
Melewar, 2001). Regulations are enforced selec-
tively and are subject to negotiation.

Economic status

Emerging markets are characterized by low rates
of mobilizing savings that in turn impact on the
ability to acquire the infrastructure to receive
communication messages. Therefore, the use of tel-
evision and the Internet as communication vehicles
is likely to be restricted and messages received
via these media are more likely to be received in 
a community setting rather than individual 
environment.

Emerging markets are often characterized by
shortages (Aiyeku and Nwankwo, 1997). In such
markets the focus is on meeting production targets
and good performance is not rewarded nor is poor
performance penalized. Being driven by planner
rather than by consumer sovereignty, the pressure
to identify and meet consumer needs is constrained
(Aiyeku and Nwankwo, 1997). This leads to a
short-term focus rather than to a long-term focus
for managers who are not likely to respond to 
communications appeals offering long-term gain –
rather they will respond to appeals promising
short-term benefit.

Educational status

Research studies have indicated a strong correla-
tion between educational levels and economic
development (Terpstra and Sarathy, 2000). Literacy
rates in emerging markets can be as low as 20 per
cent. Even in China where improving literacy has
been a development objective for decades, 27 per
cent are still illiterate (Shao and Wong, 1996). As a
result, communication messages may need to be
conveyed via aural or visual rather than via print
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media. Where print media are used, the emphasis
will need to be more on pictorial rather than on
verbal. Where demonstration is required, this is
more likely to occur on a face-to-face basis rather
than via the media. This increases the emphasis
on seminars and training programmes.

Collectively, differences in culture, politics,
law and its application, economic circumstances
and education account for the time gap between
innovation creation and innovation adoption being
greater in emerging than in developed economies.
This has implication for communication and pro-
motion.

High rates of emigration to the 
developed world

The developing world is exporting not only prod-
ucts and services to the developed world, but also
people. The foreign-born population in the US
rose to 31 million people in the last census in 2000,
up 57 per cent from 1990. These immigrants are in
touch with family and friends back home. Globally,
immigrants sent home an estimated $93 billion in
2003, second only to foreign direct investment as
the largest financial flow from the developed to the
developing world. While immigrants are formally
a part of developed markets, they are part of some-
thing much bigger. These global diasporas are
redefining the borders of markets and creating
social networks that stretch across the developed
and developing world.

Unofficial elements

Unofficial market activities account for much
greater percentages of international trade in
emerging markets resulting in unreliable import/
export figures. Smuggling is the most common
manifestation of illegal markets and is often due
to restrictions imposed for balance of payments
reasons (Gillespie and McBride, 1996). Arnold and
Quelch (1998) pointed out that emerging markets
are marked by high levels of product diversion
between countries and widespread counterfeiting
of products both of which require customized ini-
tiatives undertaken by locally based operating
units. Hence, effective communication with emerg-
ing markets should cater for those who patronize
unofficial as well as official channels (Fletcher and
Melewar, 2001).

Interference factors

Interference may disrupt communication to a
greater extent in international than in domestic
marketing because of the complexity of the inter-
national environment. The more important of
these interference factors are socio-cultural, dis-
tribution channel related and government con-
trols. Socio-cultural factors in emerging markets
include tribalism and allegiance to ethnic affilia-
tions. Effective promotion in such circumstances
must be directed to these powerful groups. In
many emerging markets the distribution channels
are vastly different from those in developing
countries. The retail sector is often underdevel-
oped which results in an emphasis on direct selling
to the customers. In a number of emerging mar-
kets, the co-operative movement is very strong and
is the vehicle for indigenous elements of the local
population to engage in business. In Indonesia, 
it is the backbone of the country even though 
co-operatives account for less than 5 per cent of
GDP (Towie, 1997). Government is another source
of interference. Emerging markets are more likely
to be run by authoritarian regimes either of the
right (military dictatorships) or of the left (social-
ist regimes) and such regimes can more easily cre-
ate interference than democratically elected
governments. Also, in emerging markets there is
greater likelihood that there will be a need to deal
with state owned enterprises and, in many cases,
they may be the only conduit for entering goods
into the market. This situation is more likely in
those emerging markets that are collectivist
rather than individualist in cultural orientation.

Infrastructure availability

Most of the rural population of the 86 per cent mar-
kets is inaccessible by motor vehicles, and they lack
good sanitation and electricity. At the same time,
the cities are growing very rapidly, and this fast
urbanization has placed tremendous strains on the
urban infrastructure. Infrastructure everywhere in
the developing world is fragile or underdeveloped.
Transportation networks are non-existent. Power
failures are frequent. Clean water and sanitation are
often lacking. Underdeveloped economic systems
and restrictive regulations have created thriving
informal or parallel economies in developing
nations. It is estimated that the informal economy



accounts for at least 40 per cent of the GNP of
low-income nations.

Distribution channels

Developing nations have poor distribution sys-
tems. In large cities, distribution is often through
small, hole-in-the-wall shops such as the paan-
walla shops in India, the tiendas de la esquinas in
Mexico and sari-sari stores in the Philippines. A
market of 600 million is locked in India’s villages,
42 per cent of which have populations of less than
500, with weak connections to the outside world.
The lack of media, roadways and electricity cre-
ates seemingly impenetrable barriers. Some vil-
lages do not have retail outlets at all, and some
distribution opportunities, such as market days
or carnivals, are temporary in nature (Banga and
Mahajan, 2005). The distribution channels are not
only longer but also not very effective. Also with
fill rate of less than 75 per cent, the distribution
cost is higher and stock outs are commonplace.
There is a lack of a cold chain. Consequently, per-
ishable products do not fetch desired value due to
loss in quality during distribution and they need to
be sold as near the farm as possible. The customers
also end up paying more for these products.

Marketing communication

Emerging markets vary in both the availability of
certain media and the extent to which the media
are controlled by the government and hence are
available for the use by advertisers. According to
Quelch and Austin (1993), this depends on the stage
of economic development, literacy rates, urbaniza-
tion and levels of government control. In addition,
the marketing conventions that are taken for
granted in developed countries are often absent in
emerging markets. Authorities display a greater
tendency to change regulations governing media
usage for promotion frequently and often do so in
an unpredictable fashion. Among advertising
media, radio is the most popular for reaching audi-
ences in small towns and rural areas. In many
emerging markets such as those in West Africa,
radio reaches more than 90 per cent of urban and
more than 70 per cent of rural areas (Aiyeku and
Nwankwo, 1997). Although the use of colour tele-
vision is increasing in many urban areas of emerg-
ing markets, black and white televisions are often

in widespread use in rural areas. If complex mes-
sages need to be conveyed then newspapers 
are used. Literacy levels may, however, restrict this
medium, especially in countries where literacy
rates are much lower for females than males.
Personal communication in emerging economies in
emerging markets is very important from business-
to-business marketing especially where demon-
stration and product usage education is required.
In addition, out of home media are important
such as buses, cinemas and mobile units.

The medium employed is more likely to be
the direct salesperson. This is because of the rela-
tive lack of distribution and communication infra-
structure. This is also facilitated by the low cost of
salespersons. The focus on direct selling as a mar-
keting strategy may also reflect the limited avail-
ability of publicity media in emerging markets.
Examples of companies that have taken advan-
tage of this situation are Avon, Amwy, Mary Kay
Cometics and Tupperware.

In general, media penetration varies widely
among emerging markets. Aiyeku and Nwankwo
(1997) argue in respect of African countries that,
for the message to be well received, advertising
materials must be sensitive to both national and
regional beliefs and customs, and the media mix
should combine traditional and western methods
of conveying information. Another factor will be
the extent of previous exposure to promotion.
Whereas in developed markets exposure has been
continuous for decades, in emerging markets this
exposure has been limited and promotion may be
still a novelty in itself. This was found to be the
case with public relations activity in China (Shao
and Wong, 1996).

As previously mentioned, emerging markets
tend to value collectivism, accept power distance
and may be characterized as high context. There-
fore, the type of commercial, the spokespersons
and the storyline are likely to cause a different
emotional response and will require any standard
advertisement or promotional form to be adjusted
accordingly (Fletcher and Melewar, 2001).

India: a case of defiance and 
conformity

India has been classified as a developing economy
and is expected to become the third most power-
ful country in the world by 2035 with a GDP of US
$7854 (BRIC Report, 2003). With a protectionist
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regime until the late 1980s, the impact of liberaliza-
tion was becoming evident by the early 1990s and
by the end of the century it was operating like a
free economy, though restrictions exist in some
sectors. The high GDP growth is becoming a cause
of concern for many as they feel that the country
does not have the infrastructure to support the
growth. But the fact remains that it is growing with
a population that is second only to China.

Route to economic development

Indian economic development is being fuelled by
development in all sectors. The country has taken
a parallel process route to development. While
the growth in developed economies has happened
in a linear fashion, India is growing differently,
even when compared to most other remerging
economies, with perhaps an exception of China.
The diversity within the country is very vivid. The
country has 26 states, 14 scheduled languages,
about 100 dialects. Barring a few states, most have
their own language, varied cultural and social
practices. Variation in food as well as clothing is
also very evident.

Almost all of the states have a differing contri-
bution of economic activity to the State Domestic
Product. Some states still show a very high propor-
tion of agriculture. There are states where the con-
tribution of tourism is high. It is been witnessed
that states are finding their own way to prosper.

The classic development theory suggests 
that economies develop using the Agriculture –
Industrial – Service – Knowledge – Experience
route. A country like India, with diversity in
resources and practices, is witnessing growth in
each of them simultaneously. Urban conglomerates
such as Mumbai, Delhi, Kolkata and Chennai fol-
lowed the conventional route. Bangalore took the
knowledge route to development. The State of
Andhra Pradesh was primarily agrarian. In the last
decade the dotcom explosion has brought money
into the state and its smaller towns and rural area
through remittances. Goa has chosen tourism to
build its economy, again money being generated
due to spending by visitors (i.e. foreign sources).
Kerala has taken the path from Agriculture to
Experience (tourism). The development of smaller
cities is also being supported by the BPO/KPO
enterprises that use the local resources but the
source of money is from outside the country. This
has created different earning patterns and levels.

Manufacturers and retailers are venturing
into agriculture. Companies like ITC have ven-
tured into corporate farming after being in 
manufacturing for several years. Retailers like
Reliance and Bharati have plans to venture into
farming to provide good value to their customers.
Services are driving manufacturing and agricul-
ture. According to the Telecom Regulatory
Authority of India (TRAI), India added close to 74
million new mobile telephone subscribers in the
year 2006. A high adoption of mobile services has
paved the way for multinational wireless equip-
ment makers like Nokia, LM Ericsson and
Motorola to set up manufacturing units in this
country. Similarly, McDonald has helped farmers
in enhancing their production of potatoes and
other ingredients. The Internet has also been a
single driver of many services, such as gifting and
e-commerce (Figure 29.5).

Product penetration

Penetration of some products like detergent, wash-
ing powder, toilet soaps and cooking oil is more
than 90 per cent in both rural and urban India
(Figure 29.6). However, brand penetration is com-
paratively low. In 2005, four out of five households
in India used at least one Hindustan Unilever (a
Unilever Subsidiary) product (Chatterjee, 2006). As
can be seen from Figure 29.7, Hindustan Lever has
the highest penetration with a reach of 166 million
households. Colgate Palmolive is positioned in the
second position with 85 million households.
Philips India is the number one among durable
companies in India and reaches 19 million house-
holds. According to FICCI Consumer Durable
Goods Survey (2005) white goods penetration was
low in India. Especially in rural India penetration
in the case of refrigerators was 2 per cent and for
washing machines the figure stood at 0.5 per cent.

Remittance increase penetration

Besides the increased generation and flow of
money from domestic sources, the growth in India
is also being fuelled by foreign money. Consumer
spending in developing economies is affected by
remittances2. According to the World Bank’s annual
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2 Remittances are transfers of money by foreign workers to
their home countries.
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Personal disposable income, household sector saving and GDP across all India, 2003–2004

Personal Saving (Rs Per capita Per capita Per household Per household
disposable Billion) income (Rs) saving (Rs) income (Rs) saving (Rs)
income (Rs Billion)

1 (lowest) 471.25 32.62 3813 264 22 806 1579
2 752.21 80.8 6437 691 36 167 3885
3 968.19 130.33 8806 1185 49 537 6668
4 1281.29 209.09 11 066 1806 59 909 9776
5 1465.41 263.56 13 750 2473 75 990 13 667
6 2083.93 423.65 17 034 3463 89 123 18 118
7 1992.33 413.51 21 061 4371 115 168 23 903
8 2809.31 645.99 26 910 6188 137 889 31 707
9 3725.28 971.78 37 602 9809 183 476 47 862
10 (highest) 8035.84 2627.84 88 940 29 085 395 551 129 351
Total 23 585.03 5799.17 21 767 5352 115 981 28 518
Top 20% 11 761.12 3599.61 62 090 19 003 289 544 88 618
Top 5% 5365.25 1818.12 124 642 42 237 527 731 178 832
Top 1% 2038.44 732.12 257 041 92 318 1 017 456 365 425

Source: BW Marketing Whitebook (2006, p. 108).

Growth of key durable categories in India

Unit growth Value growth Price change

Category 2003/2002 2004/2003 2003/2002 2004/2003 2003/2002 2004/2003

Colour TV 8.1 9 0.1 1.4 –7.4 –6.9
Flat CTV 97.9 125.3 63.6 96.3 –17.3 12.9
Refrigerator 4.4 6.4 –1.9 3.1 –6.1 –3.1
Frost free 17.4 33.2 9.9 27.1 –6.4 –4.6
Washing machine 9.3 11 3.4 9.9 –5.4 –1
Fully automatic 18.2 48.4 12.3 39.7 –5.1 –5.9
Microwaves 39.7 58.3 27.6 37.3 –8.7 –13.2
Convection 60.6 65.4 51.8 49.4 –5.5 –9.7
Hi-fi music system –12.7 50.8 –14.5 50.7 –2 –0.1
Mini-7.1 51.4 –12.3 45.6 –5.6 –3.9
All Figures in %

Source: BW Marketing Whitebook (2006).

Figure 29.5 The different routes to economic development

Global Economic Prospects (GEP) report for 2006,
in 2004, India was the country with the largest
inflow of remittance in the world at $21.7 billion,
followed by China and Mexico at $21.3 billion and
$18.1 billion, respectively. Of the other South Asian
countries, Pakistan received $3.9 billion and
Bangladesh $3.4 billion in 2004. Remittance
inflows into India had surged to $20 billion in 2003
from a level of $13 billion in 2001 – mainly on the
back of sharp increase in the number of migrants
and good response from the non-resident Indians

community to several attractive deposit schemes
and bonds. This amount is about 10 per cent of the
total world remittances (The Hindu Business line,
2005).

As a percentage of GDP, however, remittances
in India account for just 3 per cent of GDP as com-
pared to Lebanon (25 per cent) and the Philippines
(15 per cent). It is estimated to increase rapidly due
to the change in the profile of Indians going
abroad. This trend is already evident, not only in
the growing volume of IT and ITeS export earnings
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Category-wise spends in India

Year PFCE per capita FB & T C & F GRF & P FA & S MCH T & C RE & C Total Growth
(current prices) spending rate (%)

1992–1993 5745 3106 330 724 176 201 647 183 11 113 12.3

1993–1994 6444 3534 392 765 197 219 729 198 12 478 13.4

1994–1995 7315 3956 446 829 218 306 846 230 14 146 12.5

1995–1996 8252 4420 521 873 262 355 958 267 15 908 15.9

1996–1997 9552 5270 543 942 282 395 1160 294 18 437 6.5

1997–1998 10 183 5370 594 1051 305 477 1303 345 19 628 13.9

1998–1999 11 591 6240 530 1151 338 665 1458 388 22 362 8.6

1999–2000 12 641 6506 618 1279 356 834 1589 450 24 274 3.9

2000–2001 13 160 6324 645 1494 400 963 1755 484 25 226 9.0

2001–2002 14 396 6783 582 1658 417 1104 2053 489 27 483 4.4

2002–2003 15 082 6757 664 1780 440 1216 2235 513 28 686

FB & T: Food, beverages and tobacco; C& F: Clothing and footwear; GRF & P: Gross rent, fuel and power; FA & S: Furniture appliances and services; MCH:
Medical care and health;T & C:Transportation and communication; RE & C: Recreation, education and culture.
Source: BW, Marketing Whitebook (2006).

but also in the changing composition of workers’
remittances. In the early 1980s, most remittances
were from the Gulf and were essentially meant to
meet maintenance expenses of families in India.
Today North America has replaced the Gulf as the
most important source of workers’ remittances,
accounting for 44 per cent of total remittances, a sig-
nificant part of which goes towards savings and
investment. A large part (52 per cent) of the total
remittance of $20 billion is accounted for by high-
value remittances exceeding $1000. Technology is
also helping this transaction happen quickly and
free of hassles (Economic Times, 2006).

The young population is seen as having more
disposable income to fuel the growth of consum-
able and luxury products. The median age of the
country is 27 years, which is similar to the median
age of the software professionals at 27.5 years
(George, 2005). An entry level IT professional is
offered an average salary of approximately Rs 240
000 per annum. India recorded the highest average
salary rise, of 13.8 per cent, in the South-East Asian
region in 2006. This increase in the service and
manufacturing sectors is expected to be around 15
per cent in 2007. At present, there are now about 1.6
million Indian households that spend an average of
$9000 a year on luxury goods (Narayan, 2006).

Conclusion

The easy route to exporting or dumping in devel-
oping countries is long gone. These economies
are growing on their own strength and not just on
the back of borrowed funds, products and tech-
nologies. These countries are not only emerging
as large exporters but are also buying companies
in the developed economies to expand, as had
been demonstrated by companies like TATA and
Ranbaxy. The problem is that success in one mar-
ket blinds the marketers and for the sake of ‘econ-
omizing’ they try to follow the same formula. 
In many cases the failure has been caused by the
lack of initial market research and dependence on
macrolevel data (Helen et al., 2005).

Marketing orientation (Kohli et al., 1993; Farley
and Deshpandé, 2005) would need to be practiced
in its true sense for building a sustainable com-
petitive advantage. Companies would have to
sense customer requirements, disseminate this
information across the organization, and respond
to it with honesty and diligence. Companies may
have to integrate market with non-market strate-
gies (Yuanqiong, 2006). The marketing planning
may also require changes. Due to a fast changing

Figure 29.5 Continued
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Products All India All India North East West South
Urban Rural

Urban Rural Urban Rural Urban Rural Urban Rural

Detergents/ 96.4 90.7 99.2 94.3 80.6 74.3 98.8 95.2 99.4 99.2
washing soaps

Washing 99.1 95.2 99.4 96.4 99.9 99.8 98.7 93.3 99 91.2
powder/liquid

Toilet soap 99.6 97.8 99.7 97.4 99.8 99.3 99.2 94.3 99.9 99.7

Shampoos 89 73.4 90.8 75.1 94.2 69.3 83.9 66.2 90.4 81.4

Tooth paste/ 99.3 83.4 99.5 80 98.9 74.8 98.8 86.4 99.8 92.2
tooth powder

Tooth paste 95.4 65.7 95.1 60.6 95.5 55.1 95.9 69.2 94.9 77.6

Tooth powder 45.6 50 38.9 45.9 37.1 39.9 51.5 62.2 48.9 53.3

Talcum powder 65 37.7 50.9 15.9 63.9 32.3 67.1 48.1 74.7 54.8

Milk food drinks 31.9 5.9 15.7 0.8 48 6.5 18.2 0.9 51.2 14.3

Coffee 38.1 13.4 20.6 0.5 23.3 0.7 23.9 3.2 74.5 45.6

Noodles/pasta/ 40.8 2.6 42.9 2.9 60.4 2.4 33.4 0.9 37.1 3.9
macroni

Squashes/ 19.9 2.3 22.7 1.3 20.9 0.9 19.5 1.8 17.7 4.8
powders

Pre-/post-wash 66.4 47.5 75.8 41.4 76.7 47.3 50.1 42 71.1 58

Tea 97.3 89.7 99.7 93 97.2 86.5 99.3 96.2 93.3 84.3

Food cleaner 23.3 1.5 19.9 0.2 24.9 0.3 24.2 1.2 24.3 4

Toilet/bathroom 42.3 3.5 37.7 1.2 33.9 1.6 40.7 3 51.7 7.7
cleaners

Oil/ghee/ 99.7 97.2 99.9 95.2 100 98.2 99.3 95.6 100 99.5
vanaspati

Spices 83.2 48 84.6 52 91 45.4 76.3 36.6 85.6 56.1

Soft drink 33.6 7.5 48.9 5.9 38.4 3.7 17.4 2.5 36.2 16.6

Hair oil and 90.9 81.3 81.8 56.6 97.3 96.1 96.8 92.1 88.8 81.7
dressings

Insecticides 73.3 17 63.8 16.7 88.3 15.4 64.7 10 82.6 24.5

Cold rubs/pain 52.2 25.1 24.3 5.9 28.1 9.6 59.9 31.2 78.5 52.9
balms

Glucose powder 21.2 7.8 17.5 3.4 37.5 12.5 14.1 1.9 23.6 12.4

Atta/wheat 90.9 58.7 88.8 32 96.8 74.7 84.6 48 96.3 77.3

Salt 99.5 98.2 99.8 98.5 99.9 99.8 98.6 95.2 99.9 98.9

Antiseptic 28.7 11.6 30 12.5 48.9 16.5 27.2 15.1 19 3.4
liquids/creams

Skin cream 75 60.3 77.7 54.7 80.4 69.1 74 59.3 71.2 58.1

Butter 22.1 1.3 29.9 0.2 27.2 0.2 18 1.1 17.6 3.6

All figures are in per cent, period January–August 2005.
Source: Compiled from BW Marketing Whitebook (2006).

Figure 29.6 Product penetration in India
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Company name Category Year

2000 2005

HLL FMCG 150 166
Colgate Palmolive FMCG 78 85
Nirma FMCG – 40
Dabur FMCG – 15
Marico FMCG 22 32
Philips Durable 22 19
BPL Durable 11 14
Videocon Industries Durable 11 18

Source: Chatterjee (2006).

Product penetration in emerging and developed countries in 2005

PC1 Television Internet

BTV1 CTV1 Cable TV1 Satellite TV1 Penetration Usage 
(%) growth (%),

2000–2006

Developing market

India 1 40.74 36.48 15.1 1.35 5.4 1100
China 15.8 36.83 46.77 19.69 3.5 9.4 446.7
Brazil 28 7.2 87.86 8.12 19.7 14.1 418
Philippines 2.92 26.252 66.32 6.582 2.282 9.1 291
Malaysia 26.4 2.29 90.23 7.59 9.12 40.2 197.7
South Africa 9.4 4 66.14 34.07 34.07 10.4 112.5
Russia 9 16.75 75.73 34.46 NA 16.5 664.5
Average 14.93 17.97 67.20 19.84 13.55 15.01 461.49

Developed market

US 74.2 0.8 99.65 73.1 26.58 69.3 117.3
UK 50.2 0.69 98.35 22.11 29.71 62.5 144.2
France 41.7 8.5 95.94 28.02 63.08 48.4 247.3
Japan 52.6 1.63 99 49.35 37.36 67.2 83.3
Germany 43 4.07 97.4 60.97 39.57 61.3 110.9
Average 46.88 3.72 97.67 40.11 42.43 61.74 140.60

1Penetration per 100 households.
2All the figures are in 2003.
Source: Compiled from Euromonitor Reports and Internetworldstats.com.

Percentage of household having access to banking services and other assets in India

Household Radio, Television Telephone Bicycle Scooter, Car, jeep, None of 
using transistor motorcycle, van the 
banking moped specified 
services assets

All India 35.5 35.1 31.6 9.1 43.7 11.7 2.5 34.5
Rural 30.1 31.5 18.9 3.8 42.8 6.7 1.3 40.5
Urban 49.5 44.5 64.3 23 46 24.7 5.6 40.5

Source: BW Marketing Whitebook (2006, p.45).

Figure 29.7 Million households in India using brands/products
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market, the formal and the informal approaches
may have to be merged. Competitive assessment
may require to be conducted at several hierarchical
levels and locations and be founded primarily on
anticipated responses of the customers rather
than the competitors (Wilson, 1999). Companies
would need to encourage a good analysis of the
traditional methods and adopt different and
innovative methods of analysis and planning.

Mass is dead, but no market is small. Conven-
tional segmentation variables have become simply
profiling dimensions. As the profiles are also
changing fast, the only long-term stable variable is
customers’ values. Businesses would have to be
built around customer values. Customers are indi-
viduals but are an integral part of a larger system.
A successful marketer would need to understand
the larger system and then the individual. Values
are formed by the systems such as family, friends,
teachers, colleagues and not the individuals. Most
of the values we cherish are instilled before we rec-
ognize them. Social science knowledge would
bring better understanding of customer value.

Top-down segmentation, and hence sampling,
would not help in getting growth; a Bottom-up
approach would be required. The study and the
marketing effort would start with one customer
and then build it from there. The focus of research
would be to know more about the customers than
knowing about more customers. The study would
need to build a – Quantitative – Qualitative
research paradigm.

Given this context, there is a need to develop a
deeper understanding of marketing phenomena in
emerging economies based on the empirical realities

of those markets. If business is to succeed in emerg-
ing markets, then their strategies and action plans
need to be based on in-depth contextual under-
standing of the marketing phenomena in these
markets. This implies the need to develop an ade-
quate knowledge base. Hence the urgency to test,
adapt, modify and develop concepts, frameworks
and theories relating to marketing based on empir-
ical research anchored in the context of emerging
economies.
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CHAPTER 30

Retailing
LEIGH SPARKS

Introduction

The retail industry has huge economic and social
significance. It improves the standard of living
and increases employment, it invests, it innovates,
is responsible for anchoring urban regeneration 
in many parts of the country and – of huge 
importance – embodies the spirit of competition.

Tony DeNunzio, then CEO of Asda, 
in Department of Trade and Industry (2004)

Retailing (traditionally defined as the sale of arti-
cles, either individually or in small numbers,
directly to the consumer) is a distinct, diverse and
dynamic sector of many economies. The ubiqui-
tous presence and nature of the organizational
structure of many retail outlets – large numbers of
small local, independent shops – has however for
a long time blinded many to the challenges and
opportunities in retailing. With the emergence of
modern techniques of retailing and retail market-
ing and the emergence of huge international retail
corporations and new retail forms and formats
including the Internet, retailing has become much
more visible and central to consumers’ and gov-
ernments’ concerns (Dawson, 2001). Reflecting as
it does, cultures and consumers, retailing is the
primary conduit for production and consumption
linkages in economies. Virtually everyone experi-
ences retailing, as virtually everyone shops! The
closeness of these retailer and consumer linkages
demands retail engagement in marketing. Indeed
many retailers could be judged to be consummate
marketers, often at the forefront of the discipline.

Retailing is a huge part of many economies.
Perhaps 25 per cent of all enterprises in the

European Union (EU 2006) are involved in retail-
ing. About 12 per cent of the total working popula-
tion in the EU are engaged in retailing. There are
over 3.5 million shops in the EU and a large retail
Internet presence in many EU countries. In the UK,
the retail sector constitutes an important part of the
economy, contributing c16 per cent of GDP and is
worth c£150 billion. It employs around 3 million
people or 1 in 9 of the workforce and involves over
half a million retail premises. Retail property domi-
nates UK institutional investment, accounting for
over half of the capital value of direct property
assets held by institutions and property companies.
UK retailers are involved in global sourcing and
retailing activities. The global success of UK retail-
ers is enhanced by a positive retail environment
within the UK, with non-UK based retailers being
strongly represented in the country.

The retail sector is enormous and influential.
It contains however massive contrasts. Retailing
is operated through many single shop entrepre-
neurial businesses, but the sector also contains
some of the world’s largest companies. There are
large and small fixed shops, mobile shops and
virtual shops. Retailing is a local affair with local
demands: but some retailers are increasingly inter-
national and indeed ‘global retail brands’ such as
IKEA are significant. Retail sales are increasing,
although the number of shops is falling and their
format is changing. Low employee pay character-
izes much of the sector, but managerial pay is
above average. Executive rewards can be enor-
mous; in 2006, five of the six executive directors of
Tesco, which is arguably Britain’s most successful
business, received a remunerations package of at
least £2.2 million.
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For some consumers, the development of
large retail outlets and large retail businesses sim-
ply provides a more convenient place and way in
which to shop. For others, the rise of the retail cor-
poration has sanitized and standardized towns
making them clones or ‘bland identikits domi-
nated by a few retail behemoths’ (Simms et al.,
2005). The seemingly irresistible rise of Wal-Mart
in the USA (Brunn, 2006) and Tesco in the UK (Burt
and Sparks, 2003) has provoked reactions over the
use of retail power and the practices ‘imposed’ by
such retailers on farmers, suppliers, distributors
and consumers. In the UK this concern has lead to
another investigation of the grocery sector (due to
report in 2007), only a few years after the last one
(Competition Commission, 2000). But, whilst there
is a wave of sentiment against such retailers in some
of the media and local opposition groups have
utilized the Internet in particular to co-ordinate
resistance to proposed developments, consumers
continue to flock to such stores and to spend even
more on a wider range of product and services.
Retailing is centre stage in considerations of
economies, societies and the patterns of how we
want to live our lives. We all need food and cloth-
ing and for some, the latest iphone; the question
is how best to organize the distribution of the
products that are demanded.

This chapter examines the key components
of the practice of retailing and seeks to show the
distinctive and changing nature of the retail sec-
tor. As befits a chapter in a book on marketing, 
it begins with the cultural and consumer aspects 
of the retail environment. It then moves to the
places and locations where retailing occurs. Inter-
relationships linking retail businesses with other
organizations are examined before a consideration
of the internal operations of retailers themselves
are presented. The people who take on the running
of retail businesses and individual shops, the
nature of the selling and retailing processes and
the supply and sale of goods are introduced and
discussed. This chapter concludes by summarizing
the state of the retail industry today and consider-
ing briefly some of the challenges for the future.

Culture and retail consumers

Any consideration of retailing should begin with
the country or local environments in which, and
the consumers with which, retailing interacts. The
very specific relationships retailing has with culture

and consumers are crucial to the distinctiveness
and operation of the sector. Retailing must be
responsive to the culture within which it operates.
Internationally, this creates a great diversity in
terms of regulatory and shopping environments,
service standards and store formats and layouts.
For example Japanese culture and societal behav-
iours are fundamentally different to the cultural
norms and values of for example Saudi Arabia or
the southern US. Some aspects of a global culture
are emerging and there will be similarities in
some of the retailing across these locations. In the
main however, retailing mainly adapts to the local
or national situation and norms. Considerable dif-
ferences in approaches and operations may thus
be found, though the core process – making prod-
ucts available for consumers to buy – is the same.

These cultural norms are derived from societal
and economic situations. Retailing is an economic
transaction, but also in many cases is fundamen-
tally a social interaction. The norms of economic
and social behaviour permeate, inform and on
occasions, constrain, retail operations. The restric-
tive German shop opening hours are a legal recog-
nition of cultural dimensions to the organization of
society, and have long-standing roots. The limita-
tion of alcohol sales to government-owned shops
in Sweden and Canada reflects societal concerns
over the use and abuse of alcohol. The persistence
of fresh produce markets in Mediterranean Europe
and wet markets in East Asia derives from tradi-
tional patterns of food preparation and consump-
tion. The advertising of retail products through
weekly newspaper ‘fliers’ or inserts in Denmark and
the US have different origins and obligations, but
nonetheless inform and constrain the retailer and
retail practice. Such advertising and promotional
offers would be deemed wasteful, inappropriate
or ineffective in other societies and economies.
Limits on what can be advertised or sold in Islamic
countries, or what advertisements or catalogues
can contain, reflect cultural and religious norms
of these societies.

It is tempting to use these examples to suggest
that there are uniform national cultures and thus
retailers’ responses to culture work best on the
national level. But, culture is a complex, multi-
dimensional concept that derives from a range of
personal and group values and attitudes. Culture
may be learnt and can be passed from generation
to generation. Culture is also a social phenomenon.
The notion of culture suggests behaviours, desires
and needs that can be stated. It is also adaptive in
that culture can change to meet circumstances or



outside stimuli. As the world becomes more
inter-connected and perhaps standardized, so
perhaps the cultural influences from outside (e.g.
American influences) come to play a bigger role.
This however can be overstated. Local differences
in taste, demands, brands and behaviours and
attitudes still persist and ‘force’ retailers to work
with the local cultures rather than against them.

For retailers, there are a number of implica-
tions of culture and its component aspects. First,
as culture is absorbed, learned and transmitted
from generation to generation, certain aspects of
culture may become deep rooted and thus hard to
change. There are therefore boundaries on what,
how or when products can be promoted or retailed.
What is acceptable within societies varies.

Secondly, a shared culture binds some groups
together and thus can provide the basis for iden-
tifying markets or market segments. The presence
of different communities and particular consumer
behaviour patterns in large cities across the world
demonstrate the potential for group or local seg-
mentation. Little Italy in Toronto and the various
Chinatowns globally illustrate this point, but
there are many smaller enclaves and groups based
around a number of nationalities. In response to
the increasing presence and role of an Hispanic
population in southern Florida, food retailers have
begun to develop more Spanish or Mexican
themed, designed and run stores. Publix, a leading
Florida-based supermarket chain is experiment-
ing with Publix Sabor a supermarket developed
with Hispanic influences. Shopping Centres Today
(2006) notes ‘the environment within a Publix
Sabor is very different from a regular Publix super-
market. The stores have salsa and meringue music
piped in, and they feature bright colours, ceramic
tiles and wrought iron. The shelf signs are written
in English with the Spanish translation below. All
employees are bilingual and the store advertising
is in both languages.’ It is not only ethnicity that
can form a cultural segmentation. Aspects of
‘youth culture’ have proved attractive to retailers
trying to target the young market. Top Shop would
be a UK example, as would Legit, a South African
black urban fashion focused discount retail chain,
that is highly adapted to its target market.

Thirdly however, whilst retailing operates
mainly within cultural norms and thus reflects
these, retailers can also shape these cultural norms
in many ways. Retail stores, operations and envi-
ronments are not neutral entities but rather can
condition and structure consumer moods and
behaviours and in some cases over the long-term

influence cultural norms. The approaches of some
stores ‘develop’ consumers by requiring them,
implicitly or explicitly to rethink aspects of their
beliefs and attitudes. What was once probably
unthinkable can become commonplace, as for
example with the presence of Ann Summers stores
in high streets and shopping centres.

Further examples of this in the UK include
the design revolution sparked by Terence Conran’s
Habitat stores from the 1960s, the critical, unique
and long-term importance of Marks and Spencer
to British clothing manufacturing and retailing
and the campaigning and ethical sensibilities
overtly used by Anita Roddick and The Body Shop.
These three retailers changed British society and
aspects of British consumer and retail culture.
IKEA, Louis Vuitton, McDonalds, Starbucks, Wal-
Mart, Tesco, Zara and H&M are doing the same
thing today, albeit in different ways and sectors
and on an international basis. For example, Tesco
has revolutionized the way in which food retail-
ers are thought of and defined in the UK and the
products and services that can be offered. By
extending its brand into financial services, Tesco
altered the perceptions of insurance and other
financial and service products and the ways in
which they could be priced and sold.

This emphasis on culture demands that retail-
ers be embedded in the culture of the economy
and society in which they operate. This may be
best achieved by being part of that economy and
society, or at least understanding it, and is thus
mainly accomplished through an understanding
of local consumers. Knowledge of what drives
local consumers and what they need and want (in
product and service terms) is fundamental to the
operation of retailing. This embeddedness may
be derived from the local operations, companies
or managers or may be achieved by a thoroughly
researched knowledge of the local consumer base.
Whichever, there is a radical difference in retail-
ing, when compared to most other management
activities and industrial sectors. In retailing the
issues of consumer knowledge intrude directly
into the business day in and day out. Retailing is
dependent on people, both because it employs a
lot of them to serve customers in stores, but also
because an understanding of peoples’ behaviours,
attitudes and psychology are critical in most retail
businesses. Failure to understand consumers and
the local market means failure, period.

One basic constraint on the development of
retailing is the demographic structure of any mar-
ket. At its most simple, demographic change relates
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to features such as the number, age structure and
location of individuals and households. For retail-
ers, changes in these dimensions are fundamental
as they affect the size and the location of their target
markets. An examination of some demographic
issues in Europe immediately identifies far-reaching
changes in recent decades, which have major impli-
cations for the development of retailing.

First, whilst growth continues in the number
of people in most countries, the rate of growth
has reduced substantially over the last half-century.
This can be attributed to lower birth rates, fertility
levels and socio-economic changes, such as the
full participation of women in the paid labour
force. For retailers it means that they can no longer
rely on previous assumptions of ‘natural’ popula-
tion growth to increase market size. The battle for
market share is thus much harder now as natural
growth is that much slower. Where there is popu-
lation growth, this may be of particular demo-
graphic origins for example immigration, and the
consumer behaviour patterns may be very differ-
ent to the local population.

Secondly, whilst the population may (just)
still be growing, there has been a fundamental
shift in its age composition. The decline in the birth
rate, coupled with reduction in child mortality,
longer life expectancy and improved medical care
have resulted in a much more ‘elderly’ population
structure than before. Even though large numbers
of this elderly population are more affluent and
active than previous generations, retailers still have
to consider how they respond to this and other
population segments. The retail offer has to be
adjusted to meet the changing numbers in different
target markets. These different age segments have
of course very different attitudes. Retailers have to
understand these generations and their behaviours
and attitudes, and adjust their retail formats, loca-
tions, products and offers accordingly.

Thirdly, consumer change can be considered
at the household as well as the individual level.
Demographic changes have been allied with socio-
economic and lifestyle changes, such as later age
of marriage and higher divorce rates, to radically
restructure both the number and structure of
households in most countries. There are now far
more households in Europe than before, but there
are fewer people (often only one person) in each
of them. For retailers, this can provide selected
opportunities and market growth (e.g. in furnish-
ings) but also requires other retailers to adapt their
product sizes and ranges for example introduce
packet sizes suitable for individual consumption.

These basic demographic changes are com-
bined with further changes in socio-economic sta-
tus and lifestyle. How people live their lives has
changed dramatically. Teenage behaviour hope-
fully bears little resemblance to many activities car-
ried out by previous generations of teenagers. For
many groups, of all ages, there are more opportu-
nities, more choices and in some cases more afflu-
ence to enable satisfaction of needs. These needs
themselves have of course altered fundamentally.

Examples of some of these changes include
the different occupational structure of economies,
together with an altered gender balance of the
workforce. The distribution of income has changed
both generally and between the sexes. More women
are in paid employment than before and many
have much greater economic power and freedom.
Consumers are more educated and informed and
have access to more data on choices than ever
before. These changing situational factors of course
have implications for attitudes and values and
affect life cycles and stages. The UK traditional
certainty of marriage by 21, children by 25, the
housewife staying at home while the male bread-
winner works, has gone. Holidays are more likely
to be in Spain or Florida than Blackpool. Curry is
more commonly eaten than fish and chips. Such
behaviours reflect the changed realities of living
in the twenty-first century.

One particular certainty that has disappeared
is the idea that whole swathes of the country
would be doing the same things at the same times.
Meal times previously were common. Television
programmes (on three channels) were watched in
huge numbers. People all dressed basically the
same, often from Marks and Spencer, or worse
C&A. Football matches took place at 3 pm on a
Saturday. Telephone calls were made from home
or a public phone box (for which you queued).
Holidays were taken at the same time and often
to the same place (Glasgow Fair in Blackpool).
Now, families eat together far less often. Satellite
TV has multiplied the choice of programmes to
watch. Other media bombard the marketplace
with choice and options. Football occurs anytime,
anyday and is broadcast live. Mobile phones ring
on trains and in lectures! Countries are frag-
mented, sectionalized and highly differentiated.
However they increasingly contain a mobile but
connected society, though the connections are very
different of those of previous generations. For
example, Finland contains as many active mobile
phones as it does people. Retailers have to work
much harder to identify the group commonalities
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that may exist and to react quickly to changing
patterns, which themselves may be more diffuse
and transient.

Consumers are a dynamic grouping. Con-
sumers change and consumer behaviour develops
over time. Norms of consumer behaviour that were
once thought to be inviolate or immutable have
altered considerably. As economies and societies
have grown, so have consumer desires. What is
important to the society or to groups of con-
sumers has evolved. The way in which time and
money are inter-related is one illustration of the
process. Consumers in many economies use time
very differently to previous generations. The econ-
omy increasingly operates 365/24/7. Consumers
have a different potential for, and perception of
time and travel, both generally and for shopping.
The implications of this for retailing are funda-
mental. Consumers’ needs and their ability to sat-
isfy these needs, have altered dramatically; giving
rise to retailing concepts such as organic super-
stores, lifestyle shopping, farmers’ markets, outlet
malls, convenience stores, discounters and fast
food. At the product level, changing attitudes
towards vegetarianism, meat consumption, ready
meals or the acceptability of fur or products
based on animal testing are equivalent examples.
More recently as environmental concerns have
continued to develop, some consumers expect
retailers to act in a socially responsible and prefer-
ably sustainable way. For some, ethical retailing
can be found only in small-scale local retail oper-
ations utilizing local sourcing and products, but
for others Fairtrade or (RED) and other labels are
acceptable compromises. Some of the compro-
mises (or the need to engage as a starting point as
it would be seen by others) are clear in the
description of (RED):

(RED) was created by Bono and Bobby Shriver,
Chairman of DATA to raise awareness and money
for The Global Fund by teaming up with the
world’s most iconic brands to produce (PROD-
UCT)RED branded products. A percentage of each
(PRODUCT)RED product sold is given to The
Global Fund. The money helps women and chil-
dren affected by HIV/AIDS in Africa.

What’s the meaning of the parentheses or brack-
ets? Well, we call them ‘the embrace’. Each company
that becomes (RED) places its logo in this embrace
and is then elevated to the power of red. Thus the
name – (PRODUCT)RED.

You, the consumer, can take your purchase to
the power of (RED) simply by upgrading your
choice. Thus the proposition: (YOU)RED. Be

embraced, take your own fine self to the power of
(RED). What better way to become a good-looking
samaritan?!

http://www.joinred.com/more.asp – accessed
14th January 2007

From these various cultural and consumer changes
(see also Miller et al., 1998; Bowlby, 2000) a range of
implications for retailers can be identified.

First, there are trends in consumption that is, the
general structure of demand and the amount of
specific goods consumed. A good example is the
modern supermarket. Here, the increased product
ranges in areas of ready meals and prepared foods
reflect changing demand patterns. The segmenta-
tion of products by price or by other attributes for
example organic, gluten-free, healthy living or chil-
dren’s meals is a reaction to wider trends in the
market. The extension of retailing into banking,
insurance, health care and services such as Internet
provision, mobile phone plans and top-up phone
cards also illustrates the shift in consumption
towards services.

There are then implications for consumer
behaviour that is, consumer decisions as to which
of their wants they wish to satisfy and how, when
and where they are going to obtain satisfaction.
The most obvious change for retailers in this area
has been the increasing demand for convenience.
Convenience in terms of time and location has
becoming increasingly important, giving rise to
24 hour trading, petrol station convenience stores,
home and workplace delivery and supermarkets
at railway stations amongst a range of reactions.
Convenience however also requires retailers to
make it easier and simpler for consumers to obtain
what they want; it may be here that the Internet is
having most success.

Thirdly, there are changes in shopping behaviour
that is, the consumer process during the shopping
activity itself. As consumers have changed, so the
elements of the retail offer that attracts them and
encourages them to purchase or consume have
changed. Much more attention has had to be paid
by retailers to elements of store design, ambience
and atmospherics generally as well as issues to
do with the balance between price, service and
quality. For many, going shopping on occasions
has become more of a leisure activity. Consumers
expect to be more in control of the trip and to be
on occasions entertained. The development of
cafes in bookshops such as Borders, or a total
redesign of the selling of a product as in Sephora,
or involvement in production as in Build-A-Bear
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are illustrations that shopping behaviours are not
solely functional activities.

Combining these various strands of consumer
change, it can be suggested that there are now dif-
ferent reasons behind different shopping trips
and that consumers satisfy their desires in different
ways and different times (Table 30.1). At some
times, consumers need to replenish basic items and
the trip is a highly functional one. At other times,
similar items may be purchased using a different
format for example the same consumer might
buy the same goods from a Tesco superstore, a
Tesco Metro or Tesco.com, but at different times.
Other shopping trips are focused on the trip itself
more than the shopping. Leisure in its broadest
sense is critical to the experience of the trip and of
the shopping. Table 30.1 suggests that retailers
have to be able to focus on consumers and their

changing behaviours in order to continue to
develop their businesses. This is much more com-
plex than it has been in the past as the direction,
pace and dimensions of change have fragmented.

Retail locations and outlets

This emphasis on culture and consumers is
reflected in the importance that is afforded by
retailers to the places where retailing takes place –
the locations of retailing. This is in itself a distinc-
tive dimension of the retail industry, as few
industries involve managing and operating such
a diverse and dispersed outlet network. There are
for example over 31 000 Seven-Eleven convenience
stores across the world, with over 11 500 in Japan

Table 30.1 Types of shopping trips

Purpose Reason Product example Format and retailer 
example

Essential Replenishment of Food and Food superstore 
stock items; household items (Tesco)
primary shopping 
trip

Purposive Clear purpose to Electrical items Retail park (B&Q,
trip; major item Comet, etc.),
purchase shopping centre 

with department 
stores (House of Fraser)

Leisure (or fun) Social activity, General purchases, Town centre,
occasionally gifts, services shopping centre or 
ancillary to visit mall (e.g. Bluewater),

leisure activity focus 
(museum shop, HMV, JJB 
Sports, Manchester 
United Superstore)

Convenience Time constrained, Ready meals, milk, Convenience store 
top-up trip, everyday newspapers (Spar), petrol station 
purchases store (Shell Select),

transport node store 
(Marks and Spencer 
Simply Food)

Experimental Unusual product or Tickets, home delivery Ticketmaster.com,
innovative method of large items, local or Argos, farm shop

specialist produce



alone. The Body Shop operates over 2100 outlets
in 55 countries. Inditex (the parent company for
Zara) has over 3000 stores in 64 countries. It is hard
to conceive of other businesses outside retailing
having to organize and control such extensive
branch networks. Whilst the old adage ‘location,
location, location’ has probably been overplayed,
it has some truth, and above all it is an identifying
characteristic of the retail trade. Retailers must
understand the spaces within which consumers
operate and try to match these in terms of their
locational and operational decisions. Retailers thus
manage the macro-location (the country, region or
city) and the micro-location (the store location and
internal environment). In this section the macro-
locational issues are considered, leaving store
design and other internal store-based issues to
later.

Retailing not only has a distinctive locational
dimension, but is further distinguished by its
diversity of retail location. Furthermore, locations
are dynamic. Some shop locations seem fixed in
the most visible of ways as with Harrods in
London, Galeries Lafayette and Printemps in Paris
or Bloomingdales in New York. Others are more
transient, such as street, wet or night markets,
car-boot sales, farmers markets and other similar
activities. Whilst some street locations clearly
have a retail premium such as Ginza in Tokyo,
Oxford Street in London or Fifth Avenue in New
York, others come and go from retail activity. Town
centres and city centres are for many economies
the main place of concentration of retailing and
the centre of this economic and social interaction.
Market spaces in British historic cities such as
Carlisle and York or Nice and many other towns
and cities in France illustrate this well. In some
economies, most notably the US, this town centre
and central emphasis has been disturbed by the
decentralization of most retail activity (e.g.
Longstreth, 1997, 1999), driven by the introduction
of the car as the main mode of shopping transport.

The most developed car-borne and thus
decentralized-retail economy is the US. In many
town and city centres, particularly in the south-
ern part of the US, the central area (the downtown)
is a desolate, retail-free zone. The retail activity
mainly occurs in regional and suburban malls and
strip and power centres along important highways
or at key road intersections. The historical location
for retailing has thus been (often totally) replaced
over time by locations that better reflect transport
movements, modes and patterns, consumer pref-
erences and retailer formats and cost structures.

This locational shift has had important implica-
tions for the form of much of the retail infrastruc-
ture. Large hypermarkets, power centres, strip
malls and covered shopping centres with huge
car parks are a result of this process (Kowinski,
2002). The internalization and privatization of
retail space, as in a shopping mall, is a further out-
come of this transformation of previously public
retail space.

In the UK, this process of locational decen-
tralization is seen quite clearly, though it is not as
extensive as in the US, primarily due to more
restrictive controls on retail development and a
different attitude to the use of a more scarce
resource, land. Retailing was for a long time a city
or town centre activity, but since the Second World
War, and the latter part of the twentieth century in
particular, it has become more decentralized. This
decentralization is often portrayed as a series of
‘waves’ of types of retailing moving out-of-town
(Schiller, 1987; Hallsworth, 1994; Fernie, 1998;
Thomas, 2006). When people ‘go shopping’ now,
they are as likely to be thinking of an off-centre
superstore, a retail warehouse park, a regional shop-
ping centre or a factory outlet centre as they are 
of the high street in the local town. Nonetheless
town and city centres remain important shopping
destinations in the UK.

This movement away from central locations
has been encouraged by a number of factors,
including:

� the growth of an affluent and mobile population in
suburban areas in contrast to a declining less
affluent and less mobile town and city centre
population;

� the development of strong corporate chains with
fewer ties to a locality and more willingness and
need to move shops to areas of demand and
opportunity;

� changes in the methods of selling which have seen
a demand for larger stores and associated parking.
Such stores are harder to accommodate in built-
up areas as unit sizes and shapes have become
less appropriate. It has been cheaper to build and
easier to operate shops in decentralized purpose-
built locations.

This decentralization has been controversial as it
utilizes greenfield land in many instances, often
has an adverse aesthetic impact and expands the
reliance on private transport. Consumers have
embraced it however. As a consequence, some loca-
tions including in both urban and rural situations
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have seen a huge reduction in retail outlets and
subsequent problems of accessibility and choice
for consumers who are not mobile (economically
or physically). Land-use planners have therefore
been increasingly concerned to integrate retail
development within existing towns and cities.
Nonetheless, the planning policies of the 1980s
and 1990s resulted in large numbers of decentral-
ized food and non-food superstores and some
regional shopping centres. More recently policy
has sought to control and limit out-of-town devel-
opment and focus new retail space into town 
centres (Guy, 2006).

There is a distinction between managed and
unmanaged shopping locations. Individual shops
are obviously managed. A shopping street how-
ever is basically a loose un-managed collection of
individual stores and thus provides a general node
for shopping. Town centres are unmanaged amal-
gams of several such streets. However there are
also managed shopping environments. Some of

these for example arcades in city centres or town
markets are long standing, albeit relatively small
components of the shopping panorama. Others
however (e.g. regional shopping centres), and par-
ticularly those built more recently are major retail
destinations in their own right. As with other retail
formats, shopping centres or malls have been get-
ting larger. Nine of the ten largest shopping centres
in the world are in Asia, with particular recent
expansion in China. Scale however is no protection
against market changes and some very large shop-
ping centres have closed, particularly in the US (see
www.deadmalls.org; www.mallofmemphis.org).

Many cities have various forms of planned
shopping centres within their boundaries (Table
30.2). For example Buchanan Galleries in the cen-
tre of Glasgow is a major retail attraction. But
there are also decentralized locations containing
shopping centres, which can draw people from
large distances, and other planned environments
serving a variety of functions. Gateshead’s Metro

Table 30.2 Types of shopping centre development

Type of shopping centre Provision Example (all Glasgow)

Major city-centre renewal Provide a wide range of Buchanan Galleries
schemes shopping facilities adding 

to the provision of the 
existing town or city centre

Small in-town schemes Usually provide specialist Princes Square
shopping facilities

Non-central-city centres Comprise several stores Bearsden Shopping Centre
(district and and sometimes a superstore 
neighbourhood centres) or hypermarket targeted

at everyday consumption 
needs

Edge-of-town and Typically based around one The Forge; Glasgow Fort
out-of-town centres or two large superstores and
(retail parks, factory containing retailers in a 
outlet centres) variety of product areas

Large out-of-town Create the equivalent of a Braehead Shopping Centre; Silverburn
regional shopping centres new city centre outside 

the city

Centres associated with Built, for example, at sites Central Station Concourse; Glasgow 
transport nodes such as railway stations Airport

(often within the urban 
area) and airports (outside it)
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Centre is an early UK off-centre regional shopping
centre. The Mall at Cribbs Causeway in Bristol
and Cheshire Oaks Factory Outlet Centre in the
North West of England are other examples of
planned decentralized retail environments. These
centres are designed, planned, branded, marketed
and managed as distinctive retail locations (e.g.
Bluewater in Kent). Given the recent restrictions
via planning policy on out-of-town developments,
some of the most modern planned shopping cen-
tres are in major city centres such as Bullring in
Birmingham.

Across many western countries, the twin
processes of decentralization and managed envi-
ronments have transformed the retail landscape
(Ruston, 1999). The impact on existing locations
has been considerable. As a consequence of this,
there is increasing interest in whether management
techniques from planned shopping centres can 
be applied to unplanned town centres. Many UK
towns now have town centre managers who engage
in active place marketing to attract and retain con-
sumers. Town centre management aims to market
the whole of a town as a destination, including its
competing retailers. Locations rather than individ-
ual shops are thus also in competition.

Some retailers have become clear destinations
in their own right and as a result transform the
locational landscape wherever they develop. For
example in the UK it used to be the case that
towns fought hard to get a Marks and Spencer
store because of the spin-off benefit in increased
consumer visits and prestige it brought. Marks and
Spencer would receive favourable rental agree-
ments to participate in a shopping centre scheme,
whilst other retailers would then pay higher rents
to locate next to the Marks and Spencer store.
IKEA’s arrival has the same impact in many coun-
tries. Wal-Mart Supercenters have become destina-
tion stores in the USA. The company has such a
reputation that consumers will travel to it almost
no matter where in a town or city it is located. The
store becomes a desired destination, and if it
moves, then customers follow. The hundreds of
Wal-Mart stores in the US that have been closed as
the company’s locational and format demand has
evolved, bear silent witness to their extensive con-
struction and de-construction of locational land-
scapes. These closed stores illustrate the volatility
of retail demand and supply, but also the way in
which some retailers can manipulate demand and
consumer decision making. They also demonstrate
the difference between the US and Europe in that in
the former land is treated as a disposable asset.

Shopkeepers and retail managers

The nature of retail business is also distinctive and
diverse in terms of those who take on the man-
agement and operation of retail businesses –
shopkeepers and retail managers. The method of
business organization and firm-type chosen has
implications for resources, the scope of operations
and decision-making roles and capabilities. Retail-
ing remains numerically dominated in almost every
country by independent retailers (i.e. retailers who
operate single stores) with shopkeepers who are
the owner and/or manager. This local form of
retailing has been central to retail operations
throughout history. Retailing has low entry and
exit barriers. However, the independent retailer is
but one form of business organization in retail-
ing. Five forms are generally identified (Table
30.3). The local shop run as an independent busi-
ness is the mainstay in numerical terms of most
retail sectors. They are located everywhere and
could retail almost anything. Some are generalist
shops (e.g. the corner store) whereas others are
very specialist (e.g. second hand wedding dresses).

In some countries, the government has been
a major retailer controlling and operating many
stores (e.g. as in the past in communist Poland) or
reserving control for particular product lines (e.g.
quasi-government liquor stores – the LCBO – in
Ontario, Canada). Generally however such direct
government involvement in the running of shops
is rare.

More commonly, there are corporate or mul-
tiple retailers. These are businesses operating sev-
eral (or ‘multiple’) shops as a company entity, and
thus gain from economies of scale, scope and
replication. Such companies dominate the trading
component of retailing in many countries and can
be enormous businesses (e.g. Wal-Mart), some-
times with operations in many countries across
the globe (e.g. Carrefour, Metro or IKEA). Corpo-
rate retailers can be found operating large retail
outlets such as superstores, small stores in town
centres and shopping malls and even concessions
within department stores. They may be focused
on particular lines of trade (e.g. JJB Sports or New
Look).

Historically, consumer co-operatives have
been strong in many countries and remain impor-
tant in some (e.g. Finland, Denmark, Switzerland
and Japan). These businesses are owned by mem-
bers and typically are run for mutual benefit not
shareholder profit. The Co-operative Group with
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thousands of shops dominates the Co-operative
Movement in the UK, although some smaller 
single shop societies do still exist (e.g. Grosmont
in Yorkshire). In some local communities, often 
as a response to the lack of retail facilities in an
area, residents have grouped together to run a
community-based shop, which may obtain logis-
tical and other support from larger co-operatives.

Finally, many previously independent retail-
ers have given up some degree of independence by
becoming part of a contractual chain or a franchise
that is, they are independent businesses but are
supplied by, or legally linked, to a larger ‘umbrella’
organization. The contractual forms vary from
operation to operation (e.g. Spar, Seven-Eleven
Japan, Body Shop, Musgraves). All attempt to col-
lectively maximize buying, marketing and other
activities to improve overall performance, in the
belief that working together, combined with inde-
pendent shop ownership and its local knowledge,
enhances their competitive position. In essence
they seek the organizational benefits of the larger
corporate chains, alongside the flexibility and
entrepreneurial flair of the independent trader.

There are many examples of the develop-
ment of franchise systems in retailing and it has
become a relatively common approach to interna-
tionalization, particularly in the non-food sector.
Some of the largest businesses in retailing contain
within them considerable franchise operations.
For example, Seven-Eleven Japan operates its
over 11 500 stores in Japan on the basis of a form
of franchise. In Ireland, Musgraves, a wholesaler,
has used a franchise system with two formats
(SuperValu and Centra) to expand significantly

and to become the market leader in food retailing.
Musgraves’ recent purchases in the United
Kingdom of Budgens and Londis are providing
them with an opportunity to attempt to replicate
the franchise model and its success.

The balance of power amongst these business
organizational forms varies from country to coun-
try and has altered over time. As a general rule,
centrally controlled large organizations (running
chains of large and small stores) have gained
power and market share from other forms and par-
ticularly from independent and co-operative retail-
ers (Figure 30.1). Corporate retailers have become
the dominant commercial form in many countries.
This power has been gained because of the cost and
efficiency advantages of operating larger busi-
nesses under central control (e.g. in advertising,
branding and in operational consistency) (Clarke 
et al., 2002). This illustrates the economies of scale

Table 30.3 Retail organizational types

Type Examples

Independent retailing Single local shop

Government shops LCBO (Liquor Control Board of Ontario Stores), Royal Mail

Corporate retailers Marks and Spencer (public)
Arcadia Group (private)

Consumer co-operatives Co-operative Group

Contractual chains Body Shop (franchise)
Spar (affiliated group)
NISA (buying group)
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Figure 30.1 Market share by organizational type in
the UK (1950–2001)
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and scope available to retailers, but also suggests
more distancing of the business from the local situ-
ation. The role and function of store management
in a chain organization has consequently become
more critical over time, though the boundaries of
central versus local control remain flexible and
variable amongst multiple retailers. Independent
local retailers with local knowledge and an ability
to satisfy local needs and wants can be successful
over a long period. However, succession can be a
problem for such retailers.

The scale of some of the leading corporate
retailers is now almost hard to comprehend. 
Wal-Mart is the world’s largest retailer. It had
sales in 2005 (i.e. financial year ending 31 January
2006) of $312 billion, operated over 6600 stores,
employed over 1.8 million associates, and achieved
over $18.5 billion operating profit and $11.2 billion
net profit. Wal-Mart reached the landmark of 
$1 billion annual sales in 1979, then achieved $1 bil-
lion sales in a week in 1993, before taking $1 billion
in sales in a day in 2001. Given these sales figures
Wal-Mart must be doing things right in the eyes of
its customers. Nonetheless Wal-Mart as a retailer 
is increasingly polarizing opinion (Brunn, 2006),
with its detractors accusing it of many poor busi-
ness practices and behaviours, which permit its
low prices. Others believe it has been a driving
force in the productivity growth in the US since the
mid-1990s and has allowed lower income American
consumers in particular to improve their standards
of living.

In the UK, the largest and most successful
retailer in recent times has been Tesco which has
achieved sales of over £40 billion and profits of
more than £2.2 billion. Its remarkable growth
since the 1970s has seen it take over as the num-
ber one retailer in the country and in food retail-
ing extend its market share lead over its rivals to
an unprecedented extent (Seth and Randall, 1999,
2005). This growth has in recent years come at the
cost of a backlash against the company however.
Its critics see it as too dominant in the country, sti-
fling competition and forcing farmers and suppli-
ers out of business as Tesco use their power to
extract extra margin and to make unreasonable
demands. They also believe that the company
drives local retailers out of business and makes
retailing a standardized homogeneous experience
(www.tescopoly.org). However the company con-
tinues to grow. This is mainly due to the willing-
ness of consumers to continue to use the company
and to expand their purchases with them (e.g. into
non-food items).

It should be clear from the discussion thus
far that retailing is now big business. This retail
transformation necessarily extends to the man-
agement of retail businesses. As the scale of the
retail store has increased, and as the scale of the
retail business has grown, so too the need for pro-
fessional, well-trained management has expanded.
The types of skills and demands that a store man-
ager in any organizational type has to exhibit are
now very different to the shopkeepers of old.
Independent shopkeepers compete in a massively
competitive industry, where store management
and business control principles and techniques
have developed strongly in corporate and other
chain businesses. Retail management skills are
thus critical for success at all levels.

A large food superstore or hypermarket (of
which there are many in the UK) could take over
£100 million in a year in sales. The store could be
open 24 hours a day, 7 days a week. There might
be over 600 employees on the site working a vari-
ety of shift patterns and at many different grades.
The amount of product and consumers passing in
and out of the store in a day is huge. The technol-
ogy in the store is highly advanced and sophisti-
cated. Yet this store is only one part of a business
that could have £42 billion worth of sales in a year
and employ almost 275 000 people. Its shops,
marketing, buying and logistics operations are all
professional and dynamic environments.

It is one of the facets of retailing however
that the picture painted above of corporate man-
agement is but one aspect of the business. At the
same time, others find their role in retailing by
setting up companies, running small selective
stores or small chains and thus satisfying their
own entrepreneurial and personal drive. In the
UK, companies such as Sock Shop, Body Shop,
JJB Sports, Cotton Traders, Carphone Warehouse,
Lush and sweatyBetty have come from personal
ambitions and drive to produce a better retail
offer in a field that interests them. Retailing is one
of the few sectors that can accommodate, and
indeed needs, a variety of forms of operation and
where a specialist can make a difference. Such
businesses however still require a variety of retail
skills to succeed, including management, market-
ing, buying and operations.

One such personal business is sweatyBetty, 
a small, London-based women-only high street
retailer (‘activewear boutique’). It can be described
as a highly targeted contemporary fusion of sports-
wear, swimwear, outdoorwear and gymwear. The
founders believe that they have identified a gap
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in the market for women-only activewear, argu-
ing that current sports retailers are not meeting
women’s needs and that women want particular
things from a sports store. For many women, they
feel, the feel-good factor and the overall health
and well-being aspects of keeping fit are more
important than winning. Their first store opened
in November 1998. There are now 24 small stores
including in-store concessions at Selfridges and
Harrods, and a transactional website (www.
sweatybetty.com). Its values and beliefs encapsu-
late the company’s sense of difference, the
founder’s personal credo and their sense of busi-
ness as fun, with the aim of ‘building an amazing
company, run by women for women to be the best’.

Product sourcing, branding and 
distribution

The challenge in retailing is that your customers
experience your product directly … What they
experience in the store is the brand. So stores have
to be both internally and externally coherent. The
way the brand is projected and advertised reflects
the way it lives and works internally.

Norman (1999, p. 29)

The growth of large retail companies such as 
Wal-Mart, Tesco, Metro, Seven & I or Carrefour
also illustrate another fundamental difference
between retailing and other forms of business. To
a much greater extent, than for example manufac-
turing, retailers have to construct strategies for
developing and managing multi-plant operations
with much greater variety and variability in con-
cepts and transactions (Reynolds and Cuthbertson,
2004). Retail management at the highest level is
very different to other production-based businesses
and is at the local level much more open to local
demand vicissitudes. The role of computer tech-
nology and systems in data capture and transmis-
sion and in chain control has therefore increased
substantially.

The business of retailing involves the selec-
tion and assembly of goods for sale to customers
(i.e. the process of product sourcing and distri-
bution). This process is also one dominated by
variety – of types of goods, sourcing strategy and
product mix. Retailers sell a wide variety of items.
Some are concentrated in a narrow line of business
(specialist stores e.g. Lush, Sephora, Dr & Herbs,
New Look) whereas others are much wider in

their scope (general stores e.g. Asda/Wal-Mart,
Debenhams). In any event, retailers have to source
products for their product range. This involves
dealing with particular suppliers (perhaps local
suppliers), with wholesalers or other forms of
intermediary.

The products that are sourced have changed
over time. Whilst there always has been a market
for exotic and non-local products, the expecta-
tions of many consumers and the abilities of many
retailers have transformed the supply position. 
A reliance on local (i.e. immediate area) sourcing
is now not the normal relationship. For many retail-
ers, products from around the world are standard
elements to be included in the product mix. Some
would question the economic, cultural and envi-
ronmental impacts of this to both the origin and the
destination countries (e.g. Klein, 1999) and there
is rising concern over the desirability and sustain-
ability of such practices. The concept of ‘food
miles’ (the mileage of food before it reaches the
consumer or the plate) has become synonymous
with unsuitable and out-of-season sourcing of
food and environmentally unsustainable prac-
tices. Retail opportunities focused on local food
arise as a consequence of this for example farmers’
markets and independent local operations such 
as Weetons (www.weetons.com). However as yet
there is only limited evidence of mass consumers
factoring such issues into their purchasing pat-
terns, though this may change.

As retailers have become larger and as their
abilities have increased, they have been better
able to exploit international product sourcing and
buying opportunities. For many non-food prod-
ucts, the costs of production are much lower in
countries outside the developed world and it
therefore makes economic sense to manufacture
abroad (e.g. in Bangladesh, Laos, Vietnam and of
course China) and transport the product. Thus
many clothing manufacturers in many countries
have re-located factories to the Far East or else-
where to meet the needs of consumers and retailers
for cheap products. The management and logis-
tics problems this creates are resolvable by retail-
ers, but there has been consumer concern over
exploitation of cheap labour in some locations
and the loss of indigenous jobs, as well as recently
over environmental issues. Concerns arise mainly
over the conditions in which products are manu-
factured and the use of, for example child labour
in ‘sweat shops’. Environmental and social ris-
ing concerns may in due course spark a wider 
re-evaluation by consumers of what they value,
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but this would require in most cases a need to look
beyond obtaining products at the lowest price.
Retailers therefore are under pressure both to make
sure they act appropriately and to remain aware
of changing consumers feelings on these issues,
but at the same time to keep prices at a level their
customers accept.

Clothing production is the obvious example of
products being sourced from far afield, but the
same is also true of food. Any British supermarket
contains many non-UK or non-EU products.
Control of the supply chain is thus vital to get prod-
ucts to the stores in good condition. This process of
retailer control of supply systems and the use of
computer technology for control of central distri-
bution have been key features of recent years. In
this respect British logistics systems are amongst
the most economically efficient in the world as a
consequence (Fernie and Sparks, 1998; Gustafsson
et al., 2006).

In addition to control over the range and
location of products, retailers have extended their
influence over the contents of the product. Claims
for organic production, sustainable forests and
Fairtrade origins require control, often extending
to audited codes of conduct for supplier inputs
and methods of production. As societal and con-
sumer concerns change, the retailer needs to source,
manage and guarantee products which meet
these needs. There is now evidence that organic
products have become ‘mainstream’ in retailing
as consumer demand has expanded. Specialist
retailers such as Whole Foods Market in the US
have had tremendous success, even forcing retail-
ers such as Wal-Mart to develop its organic range.
In the UK and the rest of Europe, organic prod-
ucts have grown strongly and become a standard
part of the food retailer’s range. There remain

issues however over the use of organics as a mar-
keting message by some retailers, particularly
when the products are imported or travel long
distances rather than being locally produced and
sourced.

In obtaining products, retailers have choices
to make over what products to sell, but also
under what name to sell them. Many products
carry the manufacturer’s name or brand. Retailers
however have become increasingly aware of the
potential in supplying products produced under
their own control and specification. The approach
to retailer branding varies across the globe, but
many retailers are becoming much more involved
in managing and marketing their own retail
names or brands. For a retailer, the name used on
the product could have limited direct meaning,
but increasingly retailers sell products that carry
their own name (e.g. Asda, Marks and Spencer)
or a brand they own and have developed (e.g.
George, Per Una), recognizing the potential for
promotion, advertising and market positioning.
Retail branding is extensive in clothing. Next,
Mango, Gap, Zara, Benetton and H&M retail
brands are well known. Retail branding is now
becoming more extensive in other retail product
sectors and some retail businesses are effectively
collections of brands (e.g. Baugur).

Retail branding in the UK is generally recog-
nized to be more extensive than in other countries
and to take a larger share of sales (Burt, 2000). In
food retailing a core product branding strategy
has emerged that involves the development of
three price and quality points. As Table 30.4 shows
all the leading food retailers have followed this
approach. Initially, retail product branding was
low-quality, sometimes even generic product,
designed to capture the attention of very price 

Table 30.4 Retailers product brand segmentation strategies
in the UK food sector

Exclusive Standard Value

Tesco Finest Tesco Value

Morrisons The best Morrisons Bettabuy

Sainsbury Taste the difference Sainsbury’s Economy

Asda Extra special Asda Smart price
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conscious consumers. This was followed by a
movement slightly upmarket to target the leading
manufacturer brands with a product of almost sim-
ilar quality, priced just below the manufacturer’s
prices. In time retail product developers began to
copy the leading brands a little too closely, but by
this time retailers had also become aware that con-
sumers were reacting well to their own branded
products. It is from this base that the tri-position
(good, better, best in the words of the retailers!)
brand strategy has emerged. As the table shows,
products are priced and positioned at three levels
to attract the economy consumer (e.g. Value lines),
the mainstream consumer (e.g. Tesco) and the ‘lux-
ury’ or high quality consumer (e.g. Finest). This
approach has been very successful. Most of these
retailers have also added to this brand approach
by segmenting markets on dimensions other than
price. Examples in Tesco include healthy living,
organic, ingredients, free from, for one and mega
deals. This tri-position brand strategy has also
been extended into non-food and service lines (e.g.
finest credit card and value mobile phone plan).

Retailers have also learned that as con-
sumers have recognized and trusted their prod-
uct branding so there is an opportunity to extend
the brand in other different ways. This is seen
most clearly in the developments in financial and
other services. Retailers have thus become banks,
investment houses, lifestyle helpers, telecoms
and Internet solution providers and so on. At the
store level some retailers have segmented the
market and adjusted store sizes and locations to
meet perceived shopping needs. In Tesco’s case
the store portfolio is branded under the core brand
of Tesco and attempts to live up to its strapline
‘Every Little Helps’, through formats such as
Extra, Express, Metro and Homeplus. In essence
this business and others like it are attempting to
move away from thinking about product brand-
ing to think about corporate branding (Burt and
Sparks, 2002) and to ensure all their activities
reflect well on this corporate brand (Table 30.5).

The importance of the perception of quality
in the eyes of the British consumer in terms of
retail product brands should not be underesti-
mated. There has been phenomenal growth in the
premium level products identified in Table 30.4.
British consumers seem to trust and value these
retail brand premium products. To some extent
this has always been the case, with the prime
example being the St Michael brand from Marks
and Spencer. However after the problems of Marks
and Spencer in the late 1990s, the company quietly

dropped St Michael as the only brand in the store
and instead are using a segmentation strategy
based around the name Marks and Spencer and
other specialist in-house brands such as Per Una.
In a different way, the experience in the UK of Aldi,
the German discount retailer, makes the same
point. Aldi’s strategy has been based around in-
house brands and product names with limited if
any co-ordination. The packaging and approach,
including perhaps of quality, reflected the hard
discount emphasis. For UK consumers there was
considerable resistance to purchasing products
with unknown and often foreign sounding names.
In 2006 Aldi introduced a co-ordinated and well-
designed brand position across parts of their
range, using a colour scheme that mimics Tesco’s
Finest and other retailers, and entitled Specially
Selected. This has received strong consumer
acceptance.

Business relationships and loyalty

Sainsbury, which has tried loyalty cards to attract
customers to new stores, yesterday dismissed
them as ‘electronic Green Shield stamps’ that 
represented poor value for money. It has no plans
to introduce them nationally, it said.

The Independent, 11 February 1995, p. 6

As has been emphasized, the process of retailing
involves relationships with other businesses and
groups. These too have their own distinctive char-
acteristics arising from the nature of retailing. The
requirement to source products, combined as with
issues over branding, inevitably means that retail-
ers are concerned with relationships with business
partners, as well as relationships with employees
and consumers. These business relationships can
take many forms and many variants, but essentially
retailers can choose to have either collaborative or
transactional (sometimes conflictual) relationships.
In short, retailers can either work with partners to
achieve shared objectives, or they can use their
position alone to operate their business to achieve
their own ends.

For example product sourcing involves a
number of elements, but retailers are attempting
to purchase and obtain product at a given price
and quality position. For some retailers price is
the over-riding concern and retailers will always
seek the lowest price for products they know their
customers will purchase. This means that the rela-
tionships they have with individual suppliers are
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often transient and focus on transactional price
components alone. The relationship in that sense
is straightforward, but often comes down to a
conflict about price.

More complex, but of importance to many
retailers, is the notion of a collaborative relation-
ship with suppliers which involves all parties in

something rather more than simply a transaction
based on price. The relationship might be to secure
a source of supply or to obtain a given quality and
quantity of a product. It might be to develop a
product line, to ensure product consistency and
quality, to enable flexibility of supply or to allow
access to a unique product. If a retailer is branding

Table 30.5 Tesco corporate brand relationship extension

Activity Example Tesco example

Building transaction and POS, Loyalty cards Tesco Clubcard,Tesco Personal 
information linkages Finance, Cashback, Location Maps

Extending and deepening In-store branding, new store Tesco Extra, Metro, Express etc 
infrastructure links formats, new infrastructure formats,Tesco.net,Tesco Direct,

Tesco.com

Operational links for Consistency of high-service ‘One in front’ campaign,‘Every 
customers performance Little Helps’, First Class Service

Personal/face-to-face links Staff interaction with customers Service areas for example 
butchers, customer service desks,
customer panels and question 
time

Service or expertise links 0800 lines, development of clubs Baby Club,Wine Club, Pharmacy,
Recipe Cards

Cementing financial links Direct financial services Tesco personal Finance, including 
insurance, pensions, credit cards,
Tesco banking

Building emotional links Lifestyle advertising, customer Television advertising, finest 
information, trust products, healthy eating leaflets,

computers for schools,
championing ‘Grey’ market goods 
and reduced brand prices, bag for 
life

Searching for event links In-store activities, sponsorship Collection schemes, for sale wall,
of events, local charity activity local event details in store,

Millennium Dome sponsorship

Have usage links Convenience products ‘Grab and Go’ areas, newspaper 
and lottery areas, 24-hour opening

Media communications links Traditional and Internet Corporate affairs activities

Distribution and availability Format development, home Tesco Direct,Tesco Clothing 
links delivery, catalogues Catalogue,Tesco specialist 

magazines for example vegetarian,
Internet cafes in-store,Tesco ISP

Source: Burt and Sparks (2002).
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the product then the collaborative arrangement
may be about ensuring certain quality standards.
For many retailers therefore, whilst price will be
very important, there could well be other aspects
of the business relationship which need to be in
place. Some of these relationships or partnerships
are of long standing and have involved extensive
product development and consequent growth of
both partners.

Retailers of course have business relationships
beyond product sourcing. Relationships exist with
an array of service providers. Finance is one
example, with independent retailers seeking bank
finance and multiple or corporate retailers search-
ing for institutional finance to enable them to
develop their store portfolios. With retail sites being
highly expensive to rent, buy or develop, retailers
need to secure such institutional funding. One of
the most important relationships occurs in the
physical supply of products to the retailer. Product
sourcing in a transactional sense has been identi-
fied above, but products have to be delivered 
to the retail store to be available for merchandiz-
ing and for sale. Logistics systems and logistics
providers therefore may be key components of
another set of business relationships (Fernie and
Sparks, 1998). As might be imagined, with product
sourcing complexities, expansion in the number of
stores and spatial breadth in many companies
and the increased expectations of consumers with
respect to product quality and availability, supply
chain management has become more and more
important. For many retailers, being in retailing is
sufficient, and logistics systems are often out-
sourced to these logistics services providers. Whilst
many vehicles are seen on roads carrying retailer
logos and livery, most of them are owned and
operated by contractual logistics services partners
such as DHL Exel.

These relationships in the supply chain can
be critical to the nature of the retail performance.
In recent years companies such as Zara and H&M,
and in different ways Asos.com and Primark, have
redefined the parameters of the fashion supply
chain. The advent of ‘fast fashion’ with an empha-
sis on speed through the supply chain from design
to production to purchase has forced relation-
ships and competitors to change. When Zara’s
supply chain is measured in days and weeks, other
retailers with slower chains (e.g. months and years)
will inevitably fall behind in consumer popularity
(Figure 30.2).

Customer relationships have become increas-
ingly important to retailers. Historically, whilst

retailers were in competition with each other on 
a local level, customers were less mobile and less
volatile or promiscuous in their patronage. As 
a result there was a degree of certainty or relation-
ship with the local store or local co-operative. As
consumers changed behaviours and utilized their
increased mobility and choice, so retailers have
been less able to depend on certainty of demand.
In such circumstances large retailers have tried to
identify, brand and get to know their customers.

One of the main mechanisms for the devel-
opment of this relationship has been the ‘loyalty’
card or scheme. These have been enormously
popular with some retailers and attempt to build
a relationship with individual customers. The
depth of this relationship may often be exagger-
ated, but retailers hope that by possessing a loy-
alty card for a company, the customer will behave
more loyally and shop around less. In turn the
retailer gains data on which to base strategic and
tactical decision making. For this knowledge and
potential change in behaviour, retailers give cus-
tomers some reward, usually a small dividend on
purchase volume, but occasionally rights to buy
products from a catalogue or to use their points in
other ways. The modern loyalty card is a product
both of consumer change and technology devel-
opment. In essence large retailers are using sys-
tems to identify customers. This is a practice or
advantage that the best local retailers have almost
instinctively. But the advent of cheap but large
computer systems has enabled large retailers to
replicate these advantages.

There are many large loyalty card schemes
across the world. In the UK, Boots the Chemist’s
Advantage Card has almost 15 million active
cardholders and is used in 70 per cent of sales
transactions in the company. The Tesco Clubcard
scheme (Humby et al., 2003) has probably 13 million
members and has been credited with helping the
retailer reach its current dominant market position.
The information received on purchase patterns
has been vital in adjusting the product, store and
other offers and in targeted and micro-marketing
activities. The data to some extent is the heart of
the business strategy.

Other retailers have not been so convinced
by the idea or practice of loyalty cards. Their
argument is that it is an expensive way to learn
about consumer behaviour, provides only partial
data and does not really engender loyalty per se.
Businesses such as Sainsbury, Asda and the 
Co-operative Group have at different times
switched their views on the value of such schemes.
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The evidence however would seem to point to
loyalty schemes being successful when managed
and integrated fully with the business. As the
retail analysts Cazenove note: ‘we believe that
Clubcard, which conveys an array of material 
benefits across virtually every discipline of its
business, is Tesco’s most potent weapon in the
ongoing battle for market share’ (quoted in Rigby,
2006).

The consumer focus that a loyalty scheme
can bring retailers to track mobile consumers as
they shop in different ways across the company.
Thus for example as Tesco have developed their
various formats and channels (e.g. Metro, Express,
Extra, Direct, Homeplus, Telecoms, etc.) so the
Clubcard can be used as the connective mecha-
nism to track consumers and their patterns of
shopping. Such data, whilst somewhat problem-
atic in both privacy and practical terms at the
individual level (e.g. see Smith and Sparks, 2004)
does allow a strong degree of segmentation and 
a fuller understanding of actual and potential
behaviours (Humby et al., 2003).

Merchandizing and selling

For many outside retailing, selling is often viewed
as the same as retailing; selling is however one com-
ponent of the retail operation. Selling itself varies of
course, with the move to self-service in many prod-
uct categories and retailers reducing the role of
direct sales personnel in the store. In other retail-
ers, the product knowledge and sales skills of the
staff are critical in the delivery of customer service
and the repeat patronage of consumers. The art
and science of selling and the quality of the sales
staff are of fundamental importance for much busi-
ness success. In other situations, the lack of quality
or knowledge of the staff acts as a negative influ-
ence on consumers.

Store and selling design varies enormously
by situation (Underhill, 1999). The emphasis on
design, staff knowledge and staff competency 
may be vital in some situations, but of no conse-
quence in others. The retail offer has become
more disparate overall as retailers have attempted

Creative departments:
three areas, 200+ staff

Delivery: garments arrive in
store within 48 hours of ordering

Shipping: from logistics centres
to stores, road and air

Finishing: garments are pressed,
dressed and quality checked

Cutting: a machine cuts the 
fabric according to the patterns

Sewing: cut fabric is shipped
to workshops to be stitched

Design, product and market cycle

Final design  1 day
Manufacture  3–8 days
Transport  1 day
Selling  17–20 days

Total  22–30 days

Samples: Prototypes made
in-house and by suppliers

Mattress: material for garments
laid out in layers and marked

Figure 30.2 Zara: time-based competition in the fashion market



to match their offer to the demands of the cus-
tomer. Some stores are dramatic (e.g. Sephora,
Girl Heaven), some are functional (e.g. Aldi or
Lidl) others playful (e.g. Build-A-Bear, Disney or
REI). Some have many staff selling; others simply
have takers of money. All however, are based on
retailers’ understanding of what works with their
customers.

Store-based selling has its own distinctive
characteristics. How the product is merchandized
and the ways in which design and display inter-
act are important to attracting consumers and
obtaining their custom. As a result much effort is
expended in laying out the store and in ensuring
that products are presented appropriately. This
presentation includes aspects of visual display, as
well as essential product information. Depending
on the product lines involved and the approach
of the retailer, such merchandizing may be of
lesser or greater importance. Even in supposedly
simple retailer situations (e.g. markets) product
display can be sophisticated and help consumers
make choices amongst ‘stores’ and products. 
Mail order or catalogue retailers (e.g. Argos) have 
similar selling objectives, but a different set of
tasks and expectations to manage, through a one-
dimensional page in a paper catalogue (although
the Internet opens up other possibilities for them).

Store merchandizing and display techniques
condition the retail environment in every store.
Some of the techniques are rather obvious and
relatively easy to identify, whereas others are far
more subtle and difficult to discern (Underhill,
1999). Visual merchandizing and design direct
attention and movement by leading customers
around and through the merchandize. ‘Hot Spots’
in the store are created to ‘drag’ people through the
shop and grab their attention. Lighting and music
are used in some stores to alter the mood of sections
of shops. Colour is used to create an environment or
an image. Touch is encouraged to exploit the tactile
senses. Even smells are used to evoke responses,
whether perfume, cosmetics or coffee and fresh
bread. Some design and display may be organ-
ized to recreate remembered activities or past sit-
uations and provoke positive responses. In short,
stores are not abstract collections of products, but
managed selling environments, designed to stim-
ulate customer reactions and purchase.

Possibly some of the most managed yet
involving retail environments are found in flag-
ship stores (Kozinets et al., 2002) such as Nike
Town. Here, all aspects of the environment are
managed to create a mix of a store, museum and

interactive playzone (Sherry, 1998; Pen~aloza, 1999).
To fit with such an approach employees and design
have to support the brand marketing at every
stage. A similar approach, though on a different
scale, underpins a recent move by Halfords to
experiment with a stand-alone Bikehut store. This
is merchandized, designed and staffed with the
specialist bike customer in mind, with all activi-
ties and design aligned with customer expecta-
tions. This is in contrast to the current use of the
sub-brand as an in-house operation as part of the
larger store, staffed by Halfords employees.

The state of the retail world

The description so far of the process of retailing
has pointed both to the major functional areas of
retail business activity and to some of the changes
that have been taking place in the sector and their
implications for consumers (see also Clarke, 2000;
Clarke et al., 2006; Jackson et al., 2006). These can
be summarized into a number of key issues.

First, recent decades have seen an enormous
change in the location of retailing. Retailing takes
place now in very different locations than previ-
ously. There has been a broad trend of decentral-
ization of retail locations and the rise of superstores
and shopping centres. Other emerging retail loca-
tions include sports stadia (e.g. Manchester United
Superstore), hospitals, airports (e.g. Heathrow) and
museums or heritage sites (e.g. Britannia shop 
at Ocean Terminal, Leith). Less-planned activities
occur in open-air markets, car-boot sales, farmers
markets, some charity shops (Horne and Maddrell,
2002) and other, sometimes, transient events.
Retailing today has been locationally transformed
away from the high street and even the shopping
centre.

Secondly, there has been an alteration in the
formats through which retailing takes place. Shops
today are not like shops of previous times and
retailer strategies have become more segmented.
Sainsbury amongst others has reacted to consumer
change by developing and operating a range of
format/locational store types. They differ in scale,
design, technique and approach. Halfords has
three store formats and sizes (Super, High St,
Metro) to capture different consumers and/or dif-
ferent shopping patterns. Much effort has been
expanded by large retailers to develop and trans-
form the small shop as part of their corporate
approach to retailing, as for example in Tesco.
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Even in catalogue retailing this format change has
occurred with the decline of the huge, agency,
Grattans-style catalogue and its replacement by
narrowly targeted ‘specialogues’ for example,
Artigiano, Toast, Cotton Traders or retailer brand
channels (e.g. Next Directory).

Thirdly, retailers have increased in scale and
power. They have grown enormously in size and
many are now significant businesses in their own
right, often being larger than the manufacturers
who supply them. Even in a short span of time,
the scale of growth is remarkable (Table 30.6). In
the UK retailing is dominated by these large and
often food-based businesses. Through their scale,
they can reorganize various relationships to suit
themselves. This scale of operation brings practical
and financial benefits to the business. Recently, the
scale has increased to another level with major
mergers or takeovers on the international stage
for example Wal-Mart of Woolco in Canada and
Asda in the UK; the merger of Carrefour and

Promodès in France; and the expansion of other
retailers across the world. The world’s leading
retailers are now amongst some of the biggest
organizations around and have an increasingly
international approach (Dawson et al., 2003, 2006).
It is not just the scale of these retail organizations
that is remarkable, but the breadth of their busi-
ness in spatial terms.

This is shown in Table 30.7 which lists the
largest retailers in the world in 2005 (the latest date
for comparable data) and the fastest growing over
the last 5 years. The scale of Wal-Mart is immedi-
ately notable, as is the dominance of US-based
retailers in the listing of largest retailers. This
reflects the size of their national market. This table
also shows the different approach to international-
ization adopted by the US and European firms.
Ten years has seen quite considerable change in
the listing, arising from organic growth, mergers
and takeovers (e.g. Carrefour) and failure (e.g.
Ahold). The listing of fastest growing retailers is

Table 30.6 The UK’s largest retailers 1990/1991 and 2004/2005

(a) 2004/2005

Rank Name UK sales UK stores UK sales area Store fascias
(billion (number) (million sq.ft)
pounds)

1 Tesco 27.15 1780 24.19 Tesco

2 J. Sainsbury 15.05 901 16.60 Sainsbury’s, Bells, Jackson

3 ASDA* 14.16 263 11.46 Asda,Asda Wal-Mart

4 Morrisons 12.12 498 12.47 Morrisons, Safeway

5 Marks and 7.03 399 12.90 Marks and Spencer
Spencer

6 Argos 5.54 879 n/a Argos, Homebase

7 Boots 4.83 1428 n/a Boots

8 Dixons 4.82 1031 7.62 Currys, PC World, Dixons,
The Link

9 John Lewis 4.78 192 7.23 Waitrose, John Lewis
Partnership

10 Somerfield 4.68 1308 10.64 Somerfield, Kwik Save

* Owned by Wal-Mart.
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much more diverse, with retailers from many
countries. Again much growth arises from takeover
(e.g. Morrisons and Safeway). This listing shows
also that at this level convenience and drug store
chains have been developing rapidly.

Table 30.8 examines two retailers to illustrate
the international operations that can occur in
retailing and the way in which these are managed
through format and brand development. Carrefour,
the world’s second largest retailer has been an
international business for many years (Dawson 
et al., 2006), but its spread of food operations is

still impressive. Iceland-based Baugur is a much
less well-known retailer but as Table 30.7 shows,
it has been growing rapidly. Its growth has been
through acquisition of brand retailers in the main
and a concentration on the UK and parts of Scan-
dinavia, as well as its small home market. The
breadth of brand is of interest as is the potential
for developing these internationally.

However, it needs to be noted that interna-
tionalization is not always easy and successful.
Indeed failures and market exits are surprisingly
common (Burt et al., 2004), even with high profile

Table 30.6 Continued

(b) 1990/1991

Rank Name UK sales UK stores UK sales area Store fascias
(billion (million sq.ft)
pounds)

1 J. Sainsbury 6.84 369 10.06 Sainsbury’s, Savacentre, Homebase

2 Tesco 6.35 384 9.66 Tesco

3 Marks and 4.89 288 9.47 Marks and Spencer
Spencer

4 Argyll Group1 4.49 1113 8.37 Safeway, Presto. Lo-Cost, Galbraith

5 ASDA 4.34 365 10.27 Asda,Allied Maples,Allied, Maples,
Waring and Gillow

6 Isosceles2 3.11 758 7.31 Somerfield, Gateway,Wellworth,
Food Giant

7 Kingfisher 3.11 2095 19.20 B&Q, Comet, Superdrug,
Woolworths,Titles, Gifts and 
Treats, Depot, Charlie Brown’s

8 Boots the 2.98 2266 n/a Boots, Halfords, Children’s
Chemist World, Fads, Do It All (50%)

9 John Lewis 1.97 116 3.51 John Lewis and other department 
Partnership stores,Waitrose

10 Sears 1.87 3432 n/a Shoe City, Freeman Hardy Willis,
Dolcis, Saxone, Roland Cartier,
Manfield, Cable & Co.Warehouse,
Fosters,Your Price,Wallis, Miss
Selfridge,Adams, Olympus, PRO 
Performance Shoes, Sportsave,Millets,
Selfridges, Freemans, Stage One

1 Argyll Group became Safeway; 2 Isosceles became Somerfield
Source: Calculated from Retail Intelligence/Mintel The UK Retail Rankings, 1992 and 2006 editions, Corporate Intelligence
Group, London.
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Table 30.7 World’s largest and fastest growing retailers

(a) Largest in 2005

Rank Company Country of Retail sales Number of Rank in 1996
origin (billion US $ countries with

in 2005) stores

1 Wal-Mart USA 312.43 9 1

2 Carrefour France 92.78 31 8

3 Home Depot USA 81.51 3 24

4 Metro Germany 69.13 30 4

5 Tesco UK 68.87 13 18

6 Kroger USA 60.55 1 13

7 Target USA 52.62 1 12

8 Costco USA 51.86 6 23

9 Sears USA 49.12 2 7

10 Schwarz Germany 45.89 22 33

(b) Fastest growing 2000–2005

Rank Company Country of origin Retail sales Sales rank 2005
(billion US $ in 
2005)

1 Baugur Iceland 12.55 51

2 Couche-Tard Canada 10.16 69

3 Kintetsu Japan 2.69 239

4 Tokyu Japan 6.00 112

5 AS Watson Hong Kong SAR 11.42 60

6 Jean Coutu Canada 9.51 73

7 GameStop USA 3.10 201

8 Katz Canada 3.84 166

9 Dirk Rossman Germany 3.36 189

10 Morrisons UK 21.84 33

Source: Extracted from Deliotte/NRF Stores (2007) 2007 Global Powers of Retailing, downloaded from www.nxtbook.
com/nxtbooks/nrfe/stores-globalretail07/ (accessed on 18 January 2007).
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Table 30.8 Multi-format and multi-brand international retailing

(a) Carrefour Group 2005

Country Hypermarkets Supermarkets Hard Other Total
discount

France 179 595 782 108 1664

Belgium 56 79 135

Spain 136 143 1891 2170

Greece 19 148 267 52 486

Italy 50 238 171 459

Poland 32 71 103

Portugal 7 292 299

Czech Republic 11 11

Slovakia 4 4

Switzerland 9 9

Turkey 12 86 339 437

Argentina 28 114 319 465

Brazil 99 35 201 335

Colombia 21 21

China 70 8 225 303

Korea 31 31

Indonesia 20 20

Malaysia 8 8

Singapore 2 2

Taiwan 37 37

Thailand 23 23

Franchises/Partners 
(UAE, Qatar,
Santo Dominguo,
Tunisia, Egypt,
Oman, Saudi Arabia,
Japan,Algeria) 36 110 56 202

Total 890 1627 4316 387 7220

Source: Constructed from www.carrefour.com (accessed 17 January 2007)
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Table 30.8 Continued

(b) Baugur Group

‘The Baugur Group Retail Division is based on the strategy of acquiring companies possessing strong
brands with potential for further strengthening and development inside and outside their home market’

Company/brand Sector Number of stores Countries

Mosaic (Karen Millen, Coast, Womanswear fashion 1581 UK
Shoe Studio Group,Whistles, clothing and shoes
principles, warehouse, Oasis,
Odille Oasis)

MKOne Fashion clothing 174 UK

Jane Norman Womens fashion 130 UK, Iceland,
Denmark

All Saints Design-led fashion 49 UK, Iceland,
brand (men and women) Denmark, Spain

House of Fraser Department store 61 UK

Hamleys Toy retailer 13 UK

Iceland Frozen food 667 UK, Ireland

Booker Wholesaler cash and 170 UK
carry

Woodward Foodservice Foodservice 28 UK

Julian Graves/Whittard of Speciality foods 422 UK
Chelsea

Goldsmith/Mappin and Webb Jewellers 195 UK

Wyevale Garden Centres Garden centres 114 UK

Hagar Supermarkets, sporting 81 Iceland, Sweden,
goods and operation of Denmark
international franchises

Húesasmi∂/jan Building materials and 31 Iceland
home products

SMS Supermarkets 8 Faroe Islands

ILLUM Department store 1 Denmark

Magasin du Nord Department store 6 Denmark

Day Birger et Mikkelsen Product design 9 19 countries (various 
distribution points)

Merlin Electronics (including online) 48 Denmark

Total 3788

Source: Baugur Group Corporate Brochure, downloaded from www.baugurgroup.com (accessed on 22 January 2007).



businesses. Wal-Mart for example in 2006 pulled
out of Korea and Germany. Marks and Spencer
endured a torrid exit from various markets in the
early 2000s (Burt et al., 2002). Ahold, once one of
the major ‘stars’ of grocery retailing internation-
alization has been forced to divest several mar-
kets (Wrigley and Currah, 2003). Various reasons
behind these failures and exits can be put forward
but common themes include consumer accept-
ance of the transferability of store image across
national boundaries and the required degree of
format and product standardization or adapta-
tion (Salmon and Tordjman, 1989).

Finally, there are obviously impacts of these
trends. These impacts are felt at different levels.
International activity affects the retail landscape
at the local level. The nature of competition and
availability is such that all elements of the retail
sector interact and affect consumers everywhere.
Who gains and loses from this local, national and
international reconstruction of the retail land-
scape? There has to be concern about the quality
of products available for people to buy, both in
terms of what is available to them, but also in
terms of where it is made and under what condi-
tions. What future is there for the local, indigenous
retailers and should they be protected from multi-
national retail entries? Retailing has changed, and
whilst there have been major benefits of the new
system; there are dangers and problems as well.

Future retailing

DSG international’s market leadership is due to our
success in keeping close to the needs of our cus-
tomers, keeping close to the latest developments in
consumer technology and leading the market in
innovation. With these changes (the change of Dixons
from a physical shop presence to be an Internet business)
we now intend to become the most successful elec-
trical retailer on the web, alongside our leadership
position in bricks and mortar electrical retailing.

John Clare, Group Chief Executive, DSG
International, 5 April 2006, press release down-

loaded from www.dsgiplc.com on the 
17 January 2007

The increasing scale of leading retailers is a good
place to start any consideration of the future of
retailing (Dawson, 2000; Sparks and Findlay, 2000;
Krafft and Mantrala, 2006). Scale provides big ben-
efits to retailers – if it is managed correctly. There
are however dangers to huge scale. In particular

the management of retailing across continents and
businesses is not a simple task. The pursuit of scale
in retailing is likely to continue, but management
has to be careful of how the organization operates
and relates to local consumers.

Retailing in many countries may also be chal-
lenged by an over-supply of retail floorspace and
by turbulence in the environment. Retailing has
gone through a period of major change. This process
is not complete and competition and volatility is
ever present in the market. For retailers this is a
major challenge. It is not helped by the tendency 
in recent decades to build more and more new
stores in new locations. The retailing this ‘replaces’
remains to some degree. Some of the new develop-
ments were not well sited and/or were speculative
development. Some of the ‘old’ space is simply left
derelict. There is thus too much retail space, though
conversely not enough high-quality locations.
Being in the right place at the right cost is a man-
agement headache.

Retail management and marketing is also 
concerned about the activities the company under-
takes. The impact of these activities is now becom-
ing a major consumer and governmental concern.
Retailers are under pressure to improve their
environmental and social awareness activities and
to minimize adverse affects of their business. Con-
cerns about global production and sourcing, labour
practices and the need for adaptation to local sit-
uations are increasing. Ethical and environmental
concerns are increasing and in some cases have
resulted in legislation. Some environmental actions
are clearly beneficial for retailers (e.g. energy
reduction) with companies striving to build the
most energy-efficient stores. Other actions for
example reduction of food miles, labelling of
‘unhealthy’ food, western wages in eastern facto-
ries are more problematical. Retailers such as
Tesco and Marks and Spencer have started 2007
however with Green Manifestos, setting challeng-
ing ambitions and targets in this area. One thing is
clear; the environmental issues of retailing and
consumers’ use of retailers is going to remain high
on the future retail agenda.

Finally, any discussion of the future of retail-
ing has to consider the issue of e-retailing or
Internet shopping (Kornum and Bjerre, 2005). In
the run-up to 2000 there was both spectacular
hype and then the equally spectacular fall of many
Internet operations. Both the hype and the fall
were probably overdone. Profitable Internet retail-
ers exist and the sector continues to develop
strongly. Two of the most visited UK retail Internet

Retailing 625



626 The Marketing Book

sites are Tesco and Argos both of whom have
added e-retailing to their existing channels of
operations, enabling them to increase their prod-
uct and customer range. Some specialist opera-
tors, including quite small and local businesses,
are doing well. The movement of Dixons to
become an Internet-only operation is another sig-
nifier of the expansion and acceptance of the
channel. Indeed many retailers would now
describe themselves as multi-channel. Whilst
there seems to be an appetite in the UK and else-
where for the Internet as a shopping medium, the
true extent to which it will eventually challenge
or complement existing retailing remains open to
question.

One of the reasons why the impact of 
e-retailing is as yet undecided is that there remain
issues about the form and functions that need to
be performed and the costs of these. Some have
developed pure Internet-based operations (e.g.
Amazon.co.uk). Others have developed an Internet
operation on the back of existing activity, but with
specialist picking facilities (e.g. Sainsbury). Tesco
however chose to add the Internet channel to their
existing store-based operation and to initially focus
picking of orders and delivery from local stores.
With the expanded ranges now provided online,
they now also use their distribution network for
picking and delivery of non-store carried products.
These different models may be suitable in different
circumstances, though concern in all cases remains
about the mechanics of delivery and whether huge

volumes of home delivery is actually economically
or environmentally desirable (Foresight Retail
Logistics Task Force, 2000).

The Internet is becoming a factor in shopping
and retailing in the UK and elsewhere. Internet
retail sales in the UK according to IMRG reached
£7.66 billion in the 10-week run-up to Christmas
2006, as Britain’s 25 million online shoppers
engaged in online Christmas shopping. This was
approximately 54 per cent more than in the same
period in 2005, which itself was 41 per cent more
than in 2004. IMRG which have tracked and
indexed Internet retail sales in the UK since 2000
show clearly (Figure 30.3) that the growth has been
spectacular and consistent. It is also true that as the
Internet increases as a media outlet and channel of
information and product delivery, so retailers are
looking to drive traffic to their websites and to
convert intention or visits into purchases. More
advertising and promotional spend may thus go
into the Internet and away from some other chan-
nels. It has to be remembered though, that Internet
sales, even with recent growth, are only 3–5 per cent
of total UK retail sales, so there is a long way to go
before it is a dominant channel.

Summary

This chapter set out to introduce the subject and
context of retailing. Retailing has undergone major
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change in form and to some extent function in
recent decades. Components of this include:

� growth of particular organizational types;
� dominance of the market by major multiple

retailers who continue to grow in scale;
� increasing internationalization of retailing activity;
� a variety of responses to the changing consumer

patterns of demand;
� an increasing professionalization of management,

including marketing, in many retail businesses.

Retailing is a major component of the economies of
many countries. Individuals experience retailing
every day through their shopping activity. It has
come to hold a higher place in people’s minds as 
it has been transformed from a functional sector
providing necessities to one that provides a range
of experiences and opportunities. With its close
understanding of consumers, retailing continues to
change and fascinate in equal measure. Retailers’
practice of marketing has similarly to adapt to
these new realities.
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