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Preface

What's New in the 15th Edition

The 15th edition of Marketing Management is a landmark entry in the long successful history of the market
leader. With the 15th edition, great care was taken to provide an introductory guide to marketing management
that truly reflects the modern realities of marketing. In doing so, classic concepts, guidelines, and examples were
retained while new ones were added as appropriate. Three broad forces—globalization, technology, and social
responsibility—were identified as critical to the success of modern marketing programs. These three topics are
evident all through the text.

As has been the case for a number of editions now, the overriding goal of the revision for the 15th edition
of Marketing Management was to create as comprehensive, current, and engaging a MBA marketing textbook
as possible. Where appropriate, new material was added, old material was updated, and no longer relevant or
necessary material was deleted.

Even though marketing is changing in many significant ways these days, many core elements remain, and
we feel strongly that a balanced approach of classic and contemporary approaches and perspectives is the way
to go. Marketing Management, 15th edition, allows those instructors who have used the 14th edition to build
on what they have learned and done while at the same time offering a text that is unsurpassed in breadth,
depth, and relevance for students experiencing Marketing Management for the first time.

The successful across-chapter reorganization into eight parts that began with the 12th edition of Marketing
Management has largely been preserved, although several adjustments have been made to improve student
understanding, as described below. Many of the favorably received within-chapter features that have been
introduced through the years, such as topical chapter openers, in-text boxes highlighting noteworthy compa-
nies or issues, and the Marketing Insight and Marketing Memo boxes that provide in-depth conceptual and
practical commentary, have been retained.

Significant changes to the 15th edition include:

® Brand-new opening vignettes for each chapter set the stage for the chapter material to follow. By covering
topical brands or companies, the vignettes are great classroom discussion starters.

® Almost half of the in-text boxes are new. These boxes provide vivid illustrations of chapter concepts using
actual companies and situations. The boxes cover a variety of products, services, and markets, and many
have accompanying illustrations in the form of ads or product shots.

® Each end-of-chapter section now includes two expanded Marketing Excellence mini-cases highlighting
innovative, insightful marketing accomplishments by leading organizations. Each case includes questions
that promote classroom discussion and student analysis.

® The global chapter (8, previously Chapter 21) has been moved into Part 3 on Connecting with Customers
and the new products chapter (15, previously Chapter 20) has been moved into Part 5 on Creating Value.
The positioning and brand chapters (10 and 11) have been switched to allow for the conventional STP
sequencing. These moves permit richer coverage of the topics and better align with many instructors’
teaching strategy.

® A new chapter (21) titled Managing Digital Communications: Online, Social Media, and Mobile has been
added to better highlight that important topic. Significant attention is paid throughout the text to what a
new section in Chapter 1 calls “the digital revolution.”

® The concluding chapter (23) has been retitled “Managing a Holistic Marketing Organization for the Long
Run” and addresses corporate social responsibility, business ethics, and sustainability, among other topics.

® Chapter 12 (previously Chapter 11) has been retitled “Addressing Competition and Driving Growth” to
acknowledge the importance of growth to an organization.

What Is Marketing Management All About?

Marketing Management is the leading marketing text because its content and organization consistently reflect
changes in marketing theory and practice. The very first edition of Marketing Management, published in 1967,
introduced the concept that companies must be customer and market driven. But there was little mention of

17



18

what have now become fundamental topics such as segmentation, targeting, and positioning. Concepts such
as brand equity, customer value analysis, database marketing, e-commerce, value networks, hybrid channels,
supply chain management, and integrated marketing communications were not even part of the marketing
vocabulary then. Marketing Management continues to reflect the changes in the marketing discipline over the
past almost 50 years.

Firms now sell goods and services through a variety of direct and indirect channels. Mass advertis-
ing is not nearly as effective as it was, so marketers are exploring new forms of communication, such as
experiential, entertainment, and viral marketing. Customers are telling companies what types of product
or services they want and when, where, and how they want to buy them. They are increasingly reporting to
other consumers what they think of specific companies and products—using e-mail, blogs, podcasts, and
other digital media to do so. Company messages are becoming a smaller fraction of the total “conversation”
about products and services.

In response, companies have shifted gears from managing product portfolios to managing customer
portfolios, compiling databases on individual customers so they can understand them better and construct
individualized offerings and messages. They are doing less product and service standardization and more
niching and customization. They are replacing monologues with customer dialogues. They are improving
their methods of measuring customer profitability and customer lifetime value. They are intent on measur-
ing the return on their marketing investment and its impact on shareholder value. They are also concerned
with the ethical and social implications of their marketing decisions.

As companies change, so does their marketing organization. Marketing is no longer a company depart-
ment charged with a limited number of tasks—it is a company-wide undertaking. It drives the company’s
vision, mission, and strategic planning. Marketing includes decisions like whom the company wants as
its customers, which of their needs to satisfy, what products and services to offer, what prices to set, what
communications to send and receive, what channels of distribution to use, and what partnerships to develop.
Marketing succeeds only when all departments work together to achieve goals: when engineering designs
the right products; finance furnishes the required funds; purchasing buys high-quality materials; produc-
tion makes high-quality products on time; and accounting measures the profitability of different customers,
products, and areas.

To address all these different shifts, good marketers are practicing holistic marketing. Holistic marketing
is the development, design, and implementation of marketing programs, processes, and activities that recog-
nize the breadth and interdependencies of today’s marketing environment. Four key dimensions of holistic
marketing are:

1. Internal marketing—ensuring everyone in the organization embraces appropriate marketing principles,
especially senior management.

2. Integrated marketing—ensuring that multiple means of creating, delivering, and communicating value
are employed and combined in the best way.

3. Relationship marketing—having rich, multifaceted relationships with customers, channel members, and
other marketing partners.

4. Performance marketing—understanding returns to the business from marketing activities and programs,
as well as addressing broader concerns and their legal, ethical, social, and environmental effects.

These four dimensions are woven throughout the book and at times spelled out explicitly. The text is
organized to specifically address the following eight tasks that constitute modern marketing management
in the 21st century:

Developing marketing strategies and plans
Capturing marketing insights

Connecting with customers

Building strong brands

Creating value

Delivering value

Communicating value
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Conducting marketing responsibly for long-term success



What Makes Marketing Management
the Marketing Leader?

Marketing is of interest to everyone, whether they are marketing goods, services, properties, persons, places,
events, information, ideas, or organizations. As it has maintained its respected position among students,
educators, and businesspeople, Marketing Management has kept up to date and contemporary. Students (and
instructors) feel that the book is talking directly to them in terms of both content and delivery.

Marketing Management owes its marketplace success to its ability to maximize three dimensions that
characterize the best marketing texts—depth, breadth, and relevance—as measured by the following criteria:

® Depth. Does the book have solid academic grounding? Does it contain important theoretical concepts,
models, and frameworks? Does it provide conceptual guidance to solve practical problems?

® Breadth. Does the book cover all the right topics? Does it provide the proper amount of emphasis on
those topics?

® Relevance. Does the book engage the reader? Is it interesting to read? Does it have lots of compelling
examples?

The 15th edition builds on the fundamental strengths of past editions that collectively distinguish it from
all other marketing management texts:

® Managerial orientation. The book focuses on the major decisions that marketing managers and top
management face in their efforts to harmonize the organization’s objectives, capabilities, and resources
with marketplace needs and opportunities.

® Analytical approach. Marketing Management presents conceptual tools and frameworks for analyz-
ing recurring problems in marketing management. Cases and examples illustrate effective marketing
principles, strategies, and practices.

® Multidisciplinary perspective. The book draws on the rich findings of various scientific disciplines—
economiics, behavioral science, management theory, and mathematics—for fundamental concepts and
tools directly applicable to marketing challenges.

® Universal applications. The book applies strategic thinking to the complete spectrum of marketing:
products, services, persons, places, information, ideas, and causes; consumer and business markets; profit
and nonprofit organizations; domestic and foreign companies; small and large firms; manufacturing and
intermediary businesses; and low- and high-tech industries.

® Comprehensive and balanced coverage. Marketing Management covers all the topics an informed
marketing manager needs to understand to execute strategic, tactical, and administrative marketing.

Instructor Resources

At the Instructor Resource Center, www.pearsonglobaleditions.com/kotler, instructors can easily register to gain

access to a variety of instructor resources available with this text in downloadable format. If assistance is needed,

our dedicated technical support team is ready to help with the media supplements that accompany this text. Visit

http://247.pearsoned.com for answers to frequently asked questions and toll-free user support phone numbers.
The following supplements are available with this text:

Instructor’s Resource Manual

Test Bank

TestGen® Computerized Test Bank
PowerPoint Presentation

Image Library
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Part 1 Understanding Marketing Management

Chapter 1  Defining Marketing for the New Realities
Chapter 2  Developing Marketing Strategies and Plans
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In This Chapter We Will Address Unilever is fundamentally changing how
. ’ . it is doing its marketing, including putting
the Followmg Questions more emphasis on developing markets.

Source: Bloomberg via Getty Images

1. Why is marketing important? (p. 25)
2. What is the scope of marketing? (p. 27)

3.  What are some core marketing concepts? (p. 31)

. ™
MyMarketingl.ab
4. What forces are defining the new marketing realities? (p. 35) & Improve Your Grade!
5. What new capabilities have these forces given consumers and Over 10 million students improved

their results using the Pearson
MyLabs. Visit mymktlab.com

6. What does a holistic marketing philosophy include? (p. 42) for simulations, tutorials, and
end-of-chapter problems.

companies? (p. 38)

7. What tasks are necessary for successful marketing management? (p. 49)
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1 Defining Marketing
for the New Realities

Formally and informally, people and organizations engage in a vast number of activities
we can call marketing. In the face of a digital revolution and other major changes in the business environment,
good marketing today is both increasingly vital and radically new. Consider Unilever.

Under the leadership of ex-P&G marketing executive Paul Polman and marketing whiz Keith
Weed, Unilever is steering in an aggressive new direction. Its new marketing model “Crafting
Brands for Life” establishes social, economic, and product missions for each brand, including
Dove, Ben & Jerry’s, Lifebuoy, and Knorr. Polman states, “I have a vision of all of our brands being
a force for good, with each having over a billion fans or more to help drive change.” One part of
the mission, for instance, is sustainability—specifically, to halve its ecological footprint while doubling revenues.
To improve aavertising and marketing communications, it aims to strike a balance between “magic” and “logic,”
doubling marketing training expenditures and emphasizing ad research. To better understand the digital world,
CMO Weed took 26 top marketing executives to Silicon Valley to visit Google, Facebook, and Hulu and led a similar
group to visit Hollywood executives at Disney and Universal. Unile-
ver has set its sights on developing and emerging (D&E) markets,
hoping to grow 15 percent to 20 percent annually in China and fo
draw 70 percent to 75 percent of business from D&E markets by
2020. The company has also adopted “reverse innovation” by apply-

Good marketing is no accident. It is both an art and
a science, and it results from careful planning and execution
using state-of-the-art tools and techniques. In this book, we
describe how skillful marketers are updating classic practices

ing branding and packaging innovations from developing markets to  anq inventing new ones to find creative, practical solutions
recession-hit developed markets. In Spain, it now sells Surf deter-  to new marketing realities. In the first chapter, we lay our
gent in five-wash packs. In Greece, it offers mashed potatoes and  foundation by reviewing important marketing concepts, tools,

mayonnaise in small packages. frameworks, and issues.

The Value of Marketing

Finance, operations, accounting, and other business functions won’t really matter without sufficient demand for
products and services so the firm can make a profit. In other words, there must be a top line for there to be a
bottom line. Thus, financial success often depends on marketing ability. Marketing’s value extends to society as a
whole. It has helped introduce new or enhanced products that ease or enrich people’s lives. Successful marketing
builds demand for products and services, which, in turn, creates jobs. By contributing to the bottom line, success-
ful marketing also allows firms to more fully engage in socially responsible activities.”

MARKETING DECISION MAKING

CEOs recognize that marketing builds strong brands and a loyal customer base, intangible assets that contrib-
ute heavily to the value of a firm.> Many firms, even service and nonprofit, now have a chief marketing officer
(CMO) to put marketing on a more equal footing with other C-level executives such as the chief financial
officer (CFO) or chief information officer (CIO).*
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26 PART 1

American Express’ Small

Business Saturday has struck a
chord with consumers, including

TV celebrity Katie Couric.

UNDERSTANDING MARKETING MANAGEMENT

In an Internet-fueled environment where consumers, competition, technology, and economic forces change
rapidly and consequences quickly multiply, marketers must choose features, prices, and markets and decide how
much to spend on advertising, sales, and online and mobile marketing. Meanwhile, the economic downturn that
began globally in 2008 and the sluggish recovery since have brought budget cuts and intense pressure to make every
marketing dollar count.

There is little margin for error in marketing. Just a short time ago, MySpace, Yahoo!, Blockbuster, and Barnes
& Noble were admired leaders in their industries. What a difference a few years can make! Each of these brands
has been completely overtaken by an upstart challenger—Facebook, Google, Netflix, and Amazon—and they now
struggle, sometimes unsuccessfully, for mere survival. Firms must constantly move forward. At greatest risk are
those that fail to carefully monitor their customers and competitors, continuously improve their value offerings
and marketing strategies, or satisfy their employees, stockholders, suppliers, and channel partners in the process.

WINNING MARKETING

Skillful marketing is a never-ending pursuit, but some businesses are adapting and thriving in these changing
times. Consider American Express. °

AMERICAN EXPRESS: SMALL BUSINESS SATURDAY  Launched in 2010 via

radio and TV ads, social media, and PR, American Express’s Small Business Saturday program encouraged people to shop
at smaller, local retailers on the Saturday after Thanksgiving. Among businesses that participated, sales rose 28 percent.
In 2012, American Express provided social media marketing kits, e-mail templates, and signage to help spread the word.
More than 350 small business organizations supported the initiative, more than 3 million users “liked” the Small Business
Saturday Facebook page, and 213,000 related tweets were posted on Twitter. President Obama tweeted, “Today, sup-

port small businesses in your community by shopping at your favorite store” and took his daughters to local bookstores.
American Express cardholders got a $25 rebate for shopping at local, independent stores on Small Business Saturday. The
company reported a roughly 21 percent increase in transactions for both 2011 and 2012 due to the program.

Other top marketers are following suit. Using a Web-only campaign, BMW claimed a $110 million revenue gain
for its 1-series. More than 3 million people saw a five-video teaser campaign, and 20,000 gave their contact details.
BMW also targeted influential bloggers and used feedback from social media as input to styling and sales forecasts.®

Even business-to-business firms are getting into the action. Corning has struggled transcending its reputa-
tion as sellers of Pyrex cookware—a business it sold more than a decade ago—to its current status as makers
of highly engineered specialty glass and ceramic products. To expand the vision on Wall Street as a company
with a rich portfolio, Corning created a YouTube video, “A Day Made of Glass...Made Possible by Corning”
Unconventionally long but beautifully put together, within three weeks it attracted more than a million views.
Much of the social conversation it created revolved around themes of glass, product toughness, and hope for the
future—exactly what Corning wanted.”

Source: Wirelmage for American Express
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The Scope of Marketing

To be a marketer, you need to understand what marketing is, how it works, who does it, and what is marketed.

WHAT IS MARKETING?

Marketing is about identifying and meeting human and social needs. One of the shortest good definitions of
marketing is “meeting needs profitably” When Google recognized that people needed to more effectively and
efficiently access information on the Internet, it created a powerful search engine that organized and prioritized
queries. When IKEA noticed that people wanted good furnishings at substantially lower prices, it created knock-
down furniture. These two firms demonstrated marketing savvy and turned a private or social need into a profit-
able business opportunity.

The American Marketing Association offers the following formal definition: Marketing is the activity, set of
institutions, and processes for creating, communicating, delivering, and exchanging offerings that have value for
customers, clients, partners, and society at large.® Coping with these exchange processes calls for a considerable
amount of work and skill. Marketing management takes place when at least one party to a potential exchange
thinks about the means of achieving desired responses from other parties. Thus, we see marketing management
as the art and science of choosing target markets and getting, keeping, and growing customers through creating,
delivering, and communicating superior customer value.

We can distinguish between a social and a managerial definition of marketing. A social definition shows the
role marketing plays in society; for example, one marketer has said that marketing’s role is to “deliver a higher
standard of living” Here is a social definition that serves our purpose: Marketing is a societal process by which
individuals and groups obtain what they need and want through creating, offering, and freely exchanging products
and services of value with others. Cocreation of value among consumers and with businesses and the importance
of value creation and sharing have become important themes in the development of modern marketing thought.’

Managers sometimes think of marketing as “the art of selling products,” but many people are surprised
when they hear that selling is not the most important part of marketing! Selling is only the tip of the marketing
iceberg. Peter Drucker, famed management theorist, put it this way:'°

There will always, one can assume, be need for some selling. But the aim of marketing is to make selling
superfluous. The aim of marketing is to know and understand the customer so well that the product or
service fits him and sells itself. Ideally, marketing should result in a customer who is ready to buy. All that
should be needed then is to make the product or service available.

When Nintendo designed its Wii game system, when Apple launched its iPad tablet computer, and when Toyota
introduced its Prius hybrid automobile, these manufacturers were swamped with orders because they had designed
the right product, based on careful marketing homework about consumers, competition, and all the external fac-
tors that affect cost and demand.

WHAT IS MARKETED?

Marketers market 10 main types of entities: goods, services, events, experiences, persons, places, properties, orga-
nizations, information, and ideas. Let’s take a quick look at these categories.

GOODS Physical goods constitute the bulk of most countries’ production and marketing efforts. Each year, U.S.
companies market billions of fresh, canned, bagged, and frozen food products and millions of cars, refrigerators,
televisions, machines, and other mainstays of a modern economy.

SERVICES As economies advance, a growing proportion of their activities focuses on the production of
services. The U.S. economy today produces a services-to-goods mix of roughly two-thirds to one-third.'! Services
include the work of airlines, hotels, car rental firms, barbers and beauticians, maintenance and repair people, and
accountants, bankers, lawyers, engineers, doctors, software programmers, and management consultants. Many
market offerings mix goods and services, such as a fast-food meal.

EVENTS Marketers promote time-based events, such as major trade shows, artistic performances, and company
anniversaries. Global sporting events such as the Olympics and the World Cup are promoted aggressively to
companies and fans. Local events include craft fairs, bookstore readings, and farmer’s markets.

EXPERIENCES By orchestrating several services and goods, a firm can create, stage, and market experiences.
Walt Disney World’s Magic Kingdom lets customers visit a fairy kingdom, a pirate ship, or a haunted house.

CHAPTER 1
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The pageantry of the Olympics,

shown here in Sochi, Russi
adds to its marketability.

Oprah Winfrey has built a

personal brand worth billions

which she has used across
many lines of business.

a,

Source: © McClatchy-Tribune Information Services /Alamy

Customized experiences include a week at a baseball camp with retired baseball greats, a four-day rock and roll
fantasy camp, and a climb up Mount Everest.

PERSONS Artists, musicians, CEOs, physicians, high-profile lawyers and financiers, and other professionals
often get help from marketers.'> Many athletes and entertainers have done a masterful job of marketing
themselves—NFL quarterback Peyton Manning, talk show veteran Oprah Winfrey, and rock and roll legends The
Rolling Stones. Management consultant Tom Peters, himself a master at self-branding, has advised each person to
become a “brand”

PLACES Cities, states, regions, and whole nations compete to attract tourists, residents, factories, and company
headquarters.'® Place marketers include economic development specialists, real estate agents, commercial banks,
local business associations, and advertising and public relations agencies. The Las Vegas Convention & Visitors
Authority has met with much success with its provocative ad campaign “What Happens Here, Stays Here,
portraying Las Vegas as “an adult playground”

PROPERTIES Properties are intangible rights of ownership to either real property (real estate) or financial
property (stocks and bonds). They are bought and sold, and these exchanges require marketing. Real estate
agents work for property owners or sellers, or they buy and sell residential or commercial real estate. Investment
companies and banks market securities to both institutional and individual investors.

ORGANIZATIONS Museums, performing arts organizations, corporations, and nonprofits all use marketing
to boost their public images and compete for audiences and funds. Some universities have created chief marketing
officer (CMO) positions to better manage their school identity and image, via everything from admission
brochures and Twitter feeds to brand strategy.'*

Source: Chris Pizzello/Invision/AP
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INFORMATION Information is essentially what books, schools, and universities produce, market, and
distribute at a price to parents, students, and communities. Firms make business decisions using information
supplied by organizations like Thomson Reuters: “We combine industry expertise with innovative technology
to deliver critical information to leading decision makers in the financial, legal, tax and accounting, healthcare,

science and media markets, powered by the world’s most trusted news organization.’®

IDEAS Every market offering includes a basic idea. Charles Revson of Revlon once observed: “In the factory we
make cosmetics; in the drugstore we sell hope” Products and services are platforms for delivering some idea or
benefit. Social marketers promote such ideas as “Friends Don't Let Friends Drive Drunk” and “A Mind Is a Terrible
Thing to Waste”

WHO MARKETS?

MARKETERS AND PROSPECTS A marketer is someone who seeks a response—attention, a purchase, a
vote, a donation—from another party, called the prospect. If two parties are seeking to sell something to each
other, we call them both marketers.

Marketers are skilled at stimulating demand for their products, but that’s a limited view of what they do. They
also seek to influence the level, timing, and composition of demand to meet the organization’s objectives. Eight
demand states are possible:

Negative demand—Consumers dislike the product and may even pay to avoid it.

Nonexistent demand—Consumers may be unaware of or uninterested in the product.

Latent demand—Consumers may share a strong need that cannot be satisfied by an existing product.
Declining demand—Consumers begin to buy the product less frequently or not at all.

Irregular demand—Consumer purchases vary on a seasonal, monthly, weekly, daily, or even hourly basis.
Full demand—Consumers are adequately buying all products put into the marketplace.

Overfull demand—More consumers would like to buy the product than can be satisfied.

Unwholesome demand—Consumers may be attracted to products that have undesirable social consequences.

NI R RD =

In each case, marketers must identify the underlying cause(s) of the demand state and determine a plan of
action to shift demand to a more desired state.

MARKETS Traditionally, a “market” was a physical place where buyers and sellers gathered to buy and sell
goods. Economists describe a market as a collection of buyers and sellers who transact over a particular product or
product class (such as the housing market or the grain market).

Five basic markets and their connecting flows are shown in Figure 1.1. Manufacturers go to resource markets
(raw material markets, labor markets, money markets), buy resources and turn them into goods and services, and
sell finished products to intermediaries, who sell them to consumers. Consumers sell their labor and receive money
with which they pay for goods and services. The government collects tax revenues to buy goods from resource,
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