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Preface

The bottleneck of socialism is production, according to Armand Ham-
mer, past CEO of Occidental Petroleum, and the bottleneck of capitalism is
selling. The idea is that goods will be distributed in planned economies only
if production can be encouraged, whereas production will occur in free mar-
kets only if goods can be sold. This argument puts in perspective the central-
ity of the marketing function in capitalism. Marketing consists of building
and maintaining company sales, in the broadest sense. This requires learn-
ing what consumers want, providing it better than competitors, and making
sure that the product is known and accessible to consumers. As Hammer sug-
gests, without effective administration of the marketing function, all other
business activities in a free market will grind to a halt.

OBJECTIVE

The objective of this short book is to describe an easily remembered frame-
work that can help general managers and business students studying under
the case method recognize why certain marketing programs are successful
and others are not. The book is designed to highlight the core logic in a way
that comprehensive texts, with their encyclopedic coverage of institutional
detail, cannot. The chapters contained herein evolved from teaching notes I
prepared because existing texts did not present the material in the way I found
most natural.

'OUTLINE OF THIS BOOK

The basic argument, referred to herein as the “marketing paradigm”
and summarized by the diagram on page 3, is presented Chapter 1. Part
One of this book describes how to analyze the market facing a businessperson.

- Part Two gives recommendations, together with underlying rationale, for

setting policy in regard to each of the elements of a marketing program.
A\
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Part Three, intended to be studied and applied concurrently with the first
two parts, provides background tools concerning financial analysis and
market research. To highlight the main argument, section headings are
formulated as recommended directives. Data about the current marketing
environment are provided in tables, examples, and appendices (including
compilations of secondary data sources and advertising media rates). There
are also extended historical examples, heeding the philosopher Santayana’s
warning that “those who do not remember the past are condemned to
repeat it.”

MARKETING VS. ECONOMICS

I would like to offer two preliminary reflections about the field of mar-
keting. First, the amazing thing about free markets, as long recognized by
economists, is that market incentives convert people, who may not be pre-
disposed to philanthropy, to spend their days thinking about what other
people want. By exploring the “nuts and bolts” of marketing, one palpably
sees at work the economist’s “invisible hand.”

Second, although economics provides insight into the market mechanism,
it provides far less in the way of guidance for managers. Much of economics
focuses on pricing—indeed, University of Chicago and UCLA economists call
microeconomics “price theory.” Marketing, in contrast, also gives equal weight
to (1) the design of products and services, (2) communications, including ad-
vertising and promotions, and (3) physical distribution of products and ser-
vices. Moreover, economics generally describes not what managers should
do but what the market outcome will be if managers do what they should.
The province of marketing, on the other hand, is to help managers decide
what should be done. Thus, while both fields analyze “markets,” they do so
in very different, and complementary, ways.
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Chapter 1

1.1

Introduction to the Paradigm:
Recognizing and Capitalizing
on a Market Opportunity

“When one learns why something occurs,
the remedy suggests itself.”
John M. Olin!

The purpose of studying marketing is ultimately to sharpen one’s abil-
ity to respond to business opportunities and problems. One approach to
doing so, suggested by John M. Olin’s comment, involves two steps. First,
analyze the situation. Second, choose a course of action. This chapter out-
lines a framework, laid out in detail in subsequent chapters, that general
managers find helpful for carrying out these two steps.

ANALYZE THE MARKETING SITUATION

To recognize a potential opportunity or diagnose a problem, one begins
by answering a structured series of questions. The key to insightful analysis
is asking the “right” questions. Thinking like a general manager involves
training oneself systematically to consider a comprehensive set of such ques-
tions. When one question provides understanding, the analyst continues
probing with more detailed questions. The process continues until the man-
ager is persuaded that he or she understands the situation well enough to
predict likely outcomes of taking different actions.

The following framework, which touches on most topic areas relevant
for marketing decisions, can be used to help organize one’s questions in the
analysis phase.
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Most marketing programs consist of four elements, commonly. referred
to as the “marketing mix”:

1. Product,

2. Price,

3. Communications (Promotions), and
4. Distribution (Place).

Communications, referred to herein as promotions, include advertising,
sales promotions (such as a two-for-one coupon offer), public relations, and
personal selling. Place refers to the channel of distribution, which describes
the path the product takes to reach the ultimate consumer (for manufactured
goods, the channel often consists of a wholesaler and a retailer).

These four elements arise because in market exchanges (1) the buyer gets
something—the product, (2) the seller gets something—the price, (3) com-
munications between buyer and seller are necessary, and (4) the product must
change hands. Ineffective management of any one of these four elements
can lead to failure of an entire marketing program. This applies to nonprofit
organizations and political campaigns as well as to businesses.

The elements of a well-functioning marketing program must address four
different constituencies:

1. Consumers,
2. Competition,
3. Company, and
4. Community.

Community refers not only to the locality in which a business is situ-
ated, but also to the macroenvironment, including government and society
at large.

The particular way in which a successful program must address these
constituencies is, respectively, as follows:

Program-Market Fit: The program should appeal to the needs and wants
of a particular group of consumers.

Program Positioning: The program should have greater appeal for that
particular group of consumers than competitors’ programs.

Program-Company Fit: The skills required to offer the program should
match the skills and competencies of the people and organization in-
volved.

Social Responsiveness: The program should recognize current trends
and meet the requirements of society at large, including relevant laws
and regulations.

These relationships are summarized in the schema shown in Figure 1-1.

ey
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CONSTITUENCY MARKETING MIX

FIGURE 1-1 A Paradigm of Marketing

Most marketing issues fall into one or more of these sixteen cells.

There is a well-known mnemonic approach used to help remember these
elements. Since the four elements of the marketing mix (or related synonyms)
all begin with the letter “P,” they have come to be known as the “four P’s.”
Similarly, the four constituencies discussed above have come to be known
as the “four C’s.”

Implicit in the above schema, the marketing activity provides an
interface between consumers and the various other functional areas of the
company, as shown in Figure 1-2 on page 4.

Levitt (1975), who is a proponent of this view, emphasizes the impor-
tance of marketing with a consumer orientation when he argues that “an
industry is a customer-satisfying process, not a goods-producing process.”
He goes a step further by suggesting that all general managers, not just mar-
keting managers, should have a customer emphasis.

There are three other questions that are important to consider in most
marketing analyses:

1. Are the four elements of the existing or proposed marketing mix internally con-
sistent?

The marketing mix should create a coherent and unified image for cus-
tomers. For example, it would be undesirable to advertise clothes for



4 Chapter 1 Introduction to the Paradigm
Company
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Finance Marketing
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Finance Marketing
>
Human Resources
FIGURE 1-2  The Role of Marketing as an Interface
middle-aged men and women on a rock music radio station with a
teenage audience. It might also be inconsistent to sell a very high-quality
fashion product at an unusually low price.
2. Is the scale of the program realistic relative to the size of the company?
It is often desirable to begin an analysis with this question as a frame of
reference and to help screen out infeasible proposals before spending
too much time with analysis. Projected promotional expenditures are
occasionally more than a company can afford, or more than prospective
revenues could possibly justify. Other marketing programs are simply
too risky for some companies.
3. Will the program be profitable?
For complex decisions, careful profit projections are helpful, since the
financial attractiveness of an action may otherwise not be immediately
obvious.
Many relevant, less general considerations arise in more specialized con-
texts.
12 DESIGN AN ACTION PLAN

Formulating an action plan, the second part of marketing decision mak-
ing, does not involve closed-form problem solving such as a crossword
puzzle. There is rarely a “right” answer, although there may be several good
answers and many bad answers.
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The following steps can be helpful:

1. Identify critical issues. These are issues that must be adequately
addressed because, otherwise, they could lead to severe negative
repercussions, such as bankruptcy.

2. Identify secondary issues. These are issues that, while not critical, have
a moderate bearing on the outcome. One need not address all the sec-
ondary issues adequately.

3. List viable alternatives. All alternatives should adequately address the
critical issues and present different trade-offs between the secondary
issues.

4. Evaluate the alternatives and choose a general course of action.

After a strategic course of action is selected, one must work out a
detailed, tactical plan. It is necessary to select the creative aspects of product
design and advertising. It is also necessary to set price and to work out the
logistics of distribution.

Finally, a detailed plan of action should assign tasks to the individuals
involved and give a timetable for completion of the planned actions. Often
it is useful to identify short run and long run actions. The long run actions
may be contingent on favorable circumstances.

SUMMARY: A BLUEPRINT FOR THIS BOOK

This book advocates a two-step approach to marketing decision mak-
ing. First, analyze the situation. Second, choose a course of action.
In ongoing management, the process continues by measuring outcomes

Analyze Situation Design Policy

Chapter 2. Consumer Analysis Chapter 6. Product Policy

Chapter 3. Competitor Analysis Chapter 7. Pricing Policy

Chapter 4. Company Analysis Chapter 8. Communications Policy

Chapter 9. Distribution Channel

Chapter 5. Community Analysis

Measure Outcomes
Chapter 10. Financial Considerations in Marketing
Chapter 11. Market Research

FIGURE 1-3 Organization of this Book
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of past actions as the basis for analyzing the situation for new decisions. The
organization of this book, shown in Figure 1-3, arises from these consider-
ations.

Market research appears in a separate, final chapter for easy reference,
even though it is typically used throughout the process.

To be successful, the four elements of a marketing program should meet
the requirements of all relevant constituencies. In particular, the program
should (1) appeal to the needs and wants of a group of consumers, (2) be
positioned as more appealing for those consumers than competitors’ pro-
grams, (3) utilize the distinctive competencies of one’s own company, and
(4) conform to the expectations of society at large. These guidelines consti-
tute the essence of the marketing paradigm.

SUPPLEMENTARY READINGS
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ENDNOTES

1 John M. Olin was an entrepreneur and industrialist under whose lead-
ership the family-owned Western Cartridge company evolved into the
Olin Corporation, which produces brass, pharmaceuticals, chemicals,
paper, cellophane, munitions, sporting goods and home building mate-
rials. A chemical engineering graduate, Olin earned 24 patents for sci-
entific inventions. He also founded the John M. Olin Foundation devoted
to philanthropy and was a leader in conservation and wildlife preserva-
tion.
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Appendix

Translating These Guidelines
into Case Analysis

One must learn by doing the thing, for though you
think you know it—you have no certainty until you try.
Sophocles

Cases have several features particularly useful for learning marketing
management. First, cases provide realistic settings in which to apply mar-
keting concepts. People generally remember a concept better, and can
apply it more readily, after seeing an illustrative example. Second, cases
expose students to many kinds of industries. This exposure can help man-
agers get a better understanding of the global business environment. It can
also give M.B.A. students exposure to several kinds of jobs they might want
to pursue. Third, cases expose students to many “Big” decisions critical
for survival of a business. Many executives may be involved in only two
or three such decisions over the course of a career. Students get to “try
their hands” at many such decisions, and learn the outcome, before having
their own careers at stake. Fourth, cases give students the opportunity to
develop an objective, fact-based approach to solving problems. The most
common marketing fallacy is for the analyst to assume that all consumers
think in the same way that he or she does. Another common tendency is
for an analyst to make recommendations based on immediate intuitive re-
actions to some of the facts. Cases give students practice at making deci-

-sions based objective evaluation of all the relevant facts.

Although there is no single method for analyzing a case, the following
guidelines may be helpful:

1. Glance through the case to determine the kind of information contained
" init. After a few cases, one becomes sensitive to which information will

likely be important to the decision, and consequently require further
analysis.

2. Analyze the situation. Initially, it can be helpful to organize one’s analy-
sis according to the outline shown in Table 1-1, which is suggested by
the framework of this chapter.

3. Identify the real problem. Often the managers who provide information
will recognize the central problem, but not always. Frequently they will



