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value

Total sum of benefits
received that meet a buyer’s
needs. See personal value
equation.

personal value equation

The net benefit a consumer
receives from a product less
the price paid for it and the

hassle or effort expended to
acquire it.

marketing concept

A philosophy underlying all
that marketers do, driven by
satisfying customer wants
and needs.

marketing oriented

The degree to which a
company follows the
marketing concept.

PRINCIPLES OF MARKETING

1.1 Value

Value is at the center of everything marketing does (Figure 1.1). What does value mean?

FIGURE 1.1

Marketing is composed of four activities centered on customer value: creating, communicating, delivering, and
exchanging value.

When we use the term value, we mean the benefits buyers receive that meet their needs. In other
words, value is what the customer gets by purchasing and consuming a company’s offering. So, al-
though the offering is created by the company, the value is determined by the customer.

Furthermore, our goal as marketers is to create a profitable exchange for consumers. By profitable,
we mean that the consumer’s personal value equation is positive. The personal value equationis

Value = Benefits Received — [Price + Hassl€]

Hassle is the time and effort the consumer puts into the shopping process. The equation is a personal
one because how each consumer judges the benefits of a product will vary, as will the time and effort he
or she puts into shopping. Value, then, varies for each consumer.

One way to think of value is to think of a meal in a restaurant. If you and three friends go to a res-
taurant and order the same dish, each of you will like it more or less depending on your own personal
tastes. Yet the dish was exactly the same, priced the same, and served exactly the same way. Because
your tastes varied, the benefits you received varied. Therefore the value varied for each of you. That’s
why we call it a personal value equation.

Value varies from customer to customer based on each customer’s needs. The marketing
concept, a philosophy underlying all that marketers do, requires that marketers seek to satisfy custom-
er wants and needs. Firms operating with that philosophy are said to be market oriented. At the same
time, market-oriented firms recognize that exchange must be profitable for the company to be success-
ful. A marketing orientation is not an excuse to fail to make profit.



CHAPTER1 WHAT IS MARKETING?

Firms don’t always embrace the marketing concept and a market orientation. Beginning with the
Industrial Revolution in the late 1800s, companies were production oriented. They believed that the
best way to compete was through product innovation and by reducing production costs. In other
words, companies thought that good products would sell themselves. Perhaps the best example of such
a product was Henry Ford’s Model A automobile, the first product of his production line innovation.
Ford’s production line made the automobile cheap and affordable for just about everyone. The pro-
duction era lasted until the 1920s, when production-capacity growth began to outpace demand
growth and new strategies were called for.

From the 1920s until post World War II, companies tended to be selling oriented, meaning they
believed it was necessary to push their products by heavily emphasizing advertising and selling. Con-
sumers during the Great Depression and World War II did not have as much money, so the competi-
tion for their available dollars was stiff. The result was this push approach during the selling era.

In the post-World War II environment, demand for goods increased as the economy soared.
Some products, limited in supply during World War II, were now plentiful to the point of surplus.
Consumers had many choices available to them, so companies had to find new ways to compete. Dur-
ing this time, the marketing concept was developed, and from about 1950 to 1990, businesses operated
in the marketing era

So what era would you say we’re in now? Some call it the value era: a time when companies em-
phasize creating value for customers. Is that really different from the marketing era, where the emphas-
is was on fulfilling the marketing concept? Maybe not. Others call today’s business environment the
one-to-one era, meaning that the way to compete is to build relationships with customers one at a
time and seek to serve each customer’s needs individually. Yet is that substantially different from the
marketing concept?

production orientation

A belief that the way to
compete is a function of
product innovation and
reducing production costs, as
good products appropriately
priced sell themselves.

production era

A period beginning with the
Industrial Revolution and
concluding in the 1920s in
which production-orientation
thinking dominated the way
in which firms competed.

selling orientation

A philosophy that products
must be pushed through
selling and advertising in
order for a firm to compete
successfully.

selling era

A period running from the
1920s to post-World War Il in
which the selling orientation
dominated the way firms
competed.

marketing era

From 1950 to at least 1990
(see service-dominant logic
era, value era and one-to-one
era), the dominant
philosophy among
businesses is the marketing
concept.

value era

From the 1990s to present,
some argue that firms moved
into the value era, competing
on the basis of value; others
contend that the value era is
simply an extension of the
marketing era and is not a
separate era.

one-to-one era

From the 1990s to present,
the idea of competing by
building relationships with
customers one at a time and
seeking to serve each
customer’s needs individually.



service-dominant logic

An approach to business that
recognizes that customers do
not distinguish between the
tangible and the intangible
aspects of a good or service,
but rather see a product in
terms of its total value.

service-dominant logic era

The period from 1990 to
present in which some
believe that the philosophy
of service-dominant logic
dominates the way firms
compete.

offering

The entire bundle of a
tangible good, intangible
service, and price that
composes what a company
offers to customers.

communicating

In marketing, a broad term
meaning describing the
offering and its value to
potential customers, as well
as learning from customers.

PRINCIPLES OF MARKETING

Still others argue that this is the time of service-dominantlogic, and that we are in the service-
dominant logic era. Service-dominant logic is an approach to business that recognizes that con-
sumers want value no matter how it is delivered, whether it’s via a product, a service, or a combination
of the two. Although there is merit in this belief, there is also merit to the value approach and the one-
to-one approach. As you will see throughout this book, all three are intertwined. Perhaps, then, the
name for this era has yet to be devised.

Whatever era we’re in now, most historians would agree that defining and labeling it is difficult.
Value and one-to-one are both natural extensions of the marketing concept, so we may still be in the
marketing era. To make matters more confusing, not all companies adopt the philosophy of the era.
For example, in the 1800s Singer and National Cash Register adopted strategies rooted in sales, so they
operated in the selling era forty years before it existed. Some companies are still in the selling era. Many
consider automobile manufacturers to be in the trouble they are in because they work too hard to sell
or push product and not hard enough on delivering value.

Marketing creates those goods and services that the company offers at a price to its customers or cli-
ents. That entire bundle consisting of the tangible good, the intangible service, and the price is the
company’s offering When you compare one car to another, for example, you can evaluate each of
these dimensions—the tangible, the intangible, and the price—separately. However, you can’t buy one
manufacturer’s car, another manufacturer’s service, and a third manufacturer’s price when you actually
make a choice. Together, the three make up a single firm’s offer.

Marketing people do not create the offering alone. For example, when the iPhone was created,
Apple’s engineers were also involved in its design. Apple’s financial personnel had to review the costs
of producing the offering and provide input on how it should be priced. Apple’s operations group
needed to evaluate the manufacturing requirements the iPhone would need. The company’s logistics
managers had to evaluate the cost and timing of getting the offering to retailers and consumers. Apple’s
dealers also likely provided input regarding the iPhone’s service policies and warranty structure. Mar-
keting, however, has the biggest responsibility because it is marketing’s responsibility to ensure that the
new phone delivers value. Creating and managing offerings will be the focus of Chapter 5 and Chapter
6 in this book.

Communicating is a broad term in marketing that means describing the offering and its value to
your potential and current customers, as well as learning from customers what it is they want and like.
Sometimes communicating means educating potential customers about the value of an offering, and
sometimes it means simply making customers aware of where they can find a product. Communicating
also means that customers get a chance to tell the company what they think. Today companies are find-
ing that to be successful, they need a more interactive dialog with their customers. For example, Com-
cast customer service representatives will watch consumer Web sites like Twitter. When they observe
consumers “tweeting” (posting) problems with Comecast, the customer service reps will post resolutions
to their problems. Similarly, JCPenney has created consumer groups that talk among themselves on
JCPenney-monitored Web sites. The company might post questions, send samples, or engage in other
activities designed to solicit feedback from customers.

FIGURE 1.2

A Porsche Boxster can cost three times as much as a Pontiac Solstice, but why is it worth more? What makes up the

complete offering?

Source: Wikimedia Commons.
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nonprofit marketing

Marketing activities
conducted to meet the goals
of nonprofit organizations.
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2. WHO DOES MARKETING?

LEARNING OBJECTIVE

1. Describe how the various institutions and entities that engage in marketing use marketing to
deliver value.

The short answer to the question of who does marketing is “everybody!” But that answer is a bit glib
and not too useful. Let’s take a moment and consider how different types of organizations engage in
marketing.

2.1 For-Profit Companies

The obvious answer to the question, “Who does marketing?” is for-profit companies like McDonald’s,
Procter & Gamble (the makers of Tide detergent and Crest toothpaste), and Walmart. For example,
McDonald’s creates a new breakfast chicken sandwich for $1.99 (the offering), launches a television
campaign (communicating), makes the sandwhiches available on certain dates (delivering), and then
sells them in its stores (exchanging). When Procter & Gamble (or P&G for short) creates a new Crest
tartar control toothpaste, it launches a direct mail campaign in which it sends information and samples
to dentists to offer to their patients. P&G then sells the toothpaste through retailers like Walmart,
which has a panel of consumers sample the product and provide feedback through an online com-
munity. These are all examples of marketing activities.

For-profit companies can be defined by the nature of their customers. A B2C (business-to-con-
sumer) company like P&G sells products to be used by consumers like you, while a B2B (business-to-
business) company sells products to be used within another company’s operations, as well as by gov-
ernment agencies and entities. To be sure, P&G sells toothpaste to other companies like Walmart (and
probably to the Army and prisons and other government agencies), but the end user is an individual
person.

Other ways to categorize companies that engage in marketing is by the functions they fulfill. P&G
is a  manufacturer, Walmart is a retailer, and Grocery Supply Company
(http://www.grocerysupply.com) is a wholesaler of grocery items and buys from companies like P&G
in order to sell to small convenience store chains. Though they have different functions, all these types
of for-profit companies engage in marketing activities. Walmart, for example, advertises to consumers.
Grocery Supply Company salespeople will call on convenience store owners and take orders, as well as
build in-store displays. P&G might help Walmart or Grocery Supply Company with templates for ad-
vertising or special cartons to use in an in-store display, but all the companies are using marketing to
help sell P&G’s toothpaste.

Similarly, all the companies engage in dialogs with their customers in order to understand what to
sell. For Walmart and Grocery Supply, the dialog may result in changing what they buy and sell; for
P&G, such customer feedback may yield a new product or a change in pricing strategy.

2.2 Nonprofit Organizations

Nonprofit organizations also engage in marketing. When the American Heart Association (AHA) cre-
ated a heart-healthy diet for people with high blood pressure, it bound the diet into a small book, along
with access to a special Web site that people can use to plan their meals and record their health-related
activities. The AHA then sent copies of the diet to doctors to give to patients. When does an exchange
take place, you might be wondering? And what does the AHA get out of the transaction?

From a monetary standpoint, the AHA does not directly benefit. Nonetheless, the organization is
meeting its mission, or purpose, of getting people to live heart-healthy lives and considers the cam-
paign a success when doctors give the books to their patients. The point is that the AHA is engaged in
the marketing activities of creating, communicating, delivering, and exchanging. This won’t involve the
same kind of exchange as a for-profit company, but it is marketing. When a nonprofit organization en-
gages in marketing activities, this is called nonprofit marketing Some schools offer specific courses
in nonprofit marketing, and many marketing majors begin their careers with nonprofit organizations.

Government entities also engage in marketing activities. For example, when the U.S. Army advert-
ises to parents of prospective recruits, sends brochures to high schools, or brings a Bradley Fighting
Vehicle to a state fair, the Army is engaging in marketing. The U.S. Army also listens to its constituen-
cies, as evidenced by recent research aimed at understanding how to serve military families more
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Likewise, good social marketing provides people with information and helps them make healthier de-
cisions for themselves and for others.

Of course, all business students should understand all functional areas of the firm, including mar-
keting. There is more to marketing, however, than simply understanding its role in the business. Mar-
keting has tremendous impact on society.

3.2 Marketing Delivers Value

Not only does marketing deliver value to customers, that value translates into value of the firm as it de-
velops a reliable customer base, increases its sales, and profitability. So when we say that marketing de-
livers value, marketing delivers value to both the customer and the company. Franklin D. Roosevelt,
the U.S. president with perhaps the greatest influence on our economic system, once said, “If I were
starting life over again, I am inclined to think that I would go into the advertising business in prefer-
ence to almost any other. The general raising of the standards of modern civilization among all groups
of people during the past half century would have been impossible without the spreading of the know-
ledge of higher standards by means of advertising.”!?) Roosevelt referred to advertising, but advertising
alone is insufficient for delivering value. Marketing finishes the job by ensuring that what is delivered is
valuable.

3.3 Marketing Benefits Society

Marketing benefits society in general by improving people’s lives in two ways. First, as we mentioned, it
facilitates trade. As you have learned, or will learn, in economics, being able to trade makes people’s
lives better. Otherwise people wouldn’t do it. (Imagine what an awful life you would lead if you had to
live a Robinson Crusoe-like existence as did Tom Hanks’ character in the movie Castaway.) In addi-
tion, because better marketing means more successful companies, jobs are created. This generates
wealth for people, who are then able to make purchases, which, in turn, creates more jobs.

The second way in which marketing improves the quality of life is based on the value delivery
function of marketing, but in a broader sense. When you add all the marketers together who are trying
to deliver offerings of greater value to consumers and are effectively communicating that value, con-
sumers are able to make more informed decisions about a wider array of choices. From an economic
perspective, more choices and smarter consumers are indicative of a higher quality of life.

3.4 Marketing Costs Money

Marketing can sometimes be the largest expense associated with producing a product. In the soft drink
business, marketing expenses account for about one-third of a product’s price—about the same as the
ingredients used to make the soft drink itself. At the bottling and retailing level, the expenses involved
in marketing a drink to consumers like you and me make up the largest cost of the product.

Some people argue that society does not benefit from marketing when it represents such a huge
chunk of a product’s final price. In some cases, that argument is justified. Yet, when marketing results
in more informed consumers receiving a greater amount of value, then the cost is justified.

3.5 Marketing Offers People Career Opportunities

Marketing is the interface between producers and consumers. In other words, it is the one function in
the organization where the entire business comes together. Being responsible for both making money
for your company and delivering satisfaction to your customers makes marketing a great career. In ad-
dition, because marketing can be such an expensive part of a business and is so critical to its success,
companies actively seek good marketing people. At the beginning of each chapter in this book, we
profile a person in the marketing profession and let that person describe for you what he or she does.
As you will learn, there’s a great variety of jobs available in the marketing profession. These positions
represent only a few of the opportunities available in marketing.

m Marketing research. Personnel in marketing research are responsible for studying markets and
customers in order to understand what strategies or tactics might work best for firms.

m Merchandising. In retailing, merchandisers are responsible for developing strategies regarding
what products wholesalers should carry to sell to retailers such as Target and Walmart.

m Sales. Salespeople meet with customers, determine their needs, propose offerings, and make sure
that the customer is satisfied. Sales departments can also include sales support teams who work
on creating the offering.






14

PRINCIPLES OF MARKETING

Many companies think about potential markets and customers when they start. John Deere, for ex-
ample, founded his company on the principle of serving customers. When admonished for making
constant improvements to his products even though farmers would take whatever they could get,
Deere reportedly replied, “They haven’t got to take what we make and somebody else will beat us, and
we will lose our trade.”®! He recognized that if his company failed to meet customers’ needs, someone
else would. The mission of the company then became the one shown in Figure 1.4.

FIGURE 1.4 Mission Statement of Deere and Company

Source: Deere and Company, used with permission.

Here are a few mission statements from other companies. Note that they all refer to their customers,
either directly or by making references to relationships with them. Note also how these are written to
inspire employees and others who interact with the company and may read the mission statement.

IBM
IBM will be driven by these values:

< Dedication to every client’s success.
< Innovation that matters, for our company and for the world.

< Trust and personal responsibility in all relationships.[*/

Coca-Cola
Everything we do is inspired by our enduring mission:

< To refresh the world...in body, mind, and spirit.
< To inspire moments of optimism...through our brands and our actions.

< To create value and make a difference...everywhere we engage.”/





