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Lateral Marketing_

Introduction

Kotler Marketing is very encouraged by the positive response of
Philip Kotler’s Lateral Marketing in China. Citic Publishing is issuing a
new printing of the book to meet robust demand and has asked me for a
brief foreword to explain the significance of this book to the unique
characteristics of the Chinese market. After nine years in China I have
some insights on this matter.

In its simplest terms lateral marketing is a different direction of
creative marketing than vertical marketing. Companies that have
established brand products in the market naturally incline to penetrate
their current market segments for their product. They want more market
share against competitors and they want more wallet share per customer.

So it is natural for them to come up with new package sizes, formulations
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and flavors, package designs, complements and channels for convenient
purchase. For example, Tropicana juices has different fruit juices (orange,
grape, grapefruit, apple, etc.), different treatments (no pulp, lots of pulp,
etc.), different complements like calcium and other nutritional
supplements, different sizes, designs and channels like stores and vending
machines. All of this takes a lot of research and creative marketing. But it
is vertical thinking and execution. My observation is that Chinese
companies that are well established in the market can benefit quite a bit by
more research and investment in vertical marketing. There are not énough
package size differences; package design is stale and needs refreshment.
There is more room for the modulation of flavors. In other words,
established Chinese brands can do a better job of gaining market share and
wallet share against domestic and especially foreign competitors who are
very good at these vertical methods.

Lateral marketing is different than vertical marketing. It carries the
brand into a new consumer market, or it creates a brand from a new
innovation to consumer segments. A good example that Philip uses is
Kinder Toys. Kinder toys have been around for many decades. There are
all kinds of toys in the Kinder Toy family. Kids have always loved them
because it takes the family to help assemble the toy parts into whole figures
and objects. And children built collections of their Kinder Toys. Kinder
Toys came up with a new idea several years ago - Kinder Surprise. They
assembled the toy parts in an egg shape capsule and coated the capsules
with two coats of chocolate. Now they have a candy with a toy inside. The
incentive to collect more toys is the sweet delight of more chocolate. By
adding the chocolate feature to the toy, kinder entered add the candy
market to its toy market. Lateral marketing is always about crossing from

one market to another.

— Xl —



Lateral Marketing Introduction

Aigo is a very ingenious consumer electronics company in Beijing.
The company introduces a new consumer product each month. There
most exciting new product is a digital stylus that that can touch a photo
image and transmit a recorded story of the photo image from paper to ear.
Photo essays and art books have been around for decades. The trouble is
that you have to take your eye off of the picture to read what is written
about it. With Aigo’ s device, you simply apply the stylus to the image
and hear its story, without having to take your eye off the picture or jerk
your head from picture to print and back to picture. Aigo has combined
image and text. It combined the seeing market with the reading market.
This is lateral innovation.

Solar panels developed in China for windows and building facing
material are lateral innovations that combine structure with energy to
create a new materials market. This is a lateral innovation.

While vertical marketing creates different forms of existing products,
lateral marketing creates new innovate products by combining different
functions into a new set that has added value to the consumer. Philip
Kotler provides many examples of lateral marketing and the value it has
created for companies.

A few distinctions have to be cleared away to see the independent
character of lateral marketing. First of all, it is not simply product
improvement. The electrical bicycle is a product improvement. It is not a
lateral innovation. Add electrical to physical energy creates more motor
efficiency, but the bicycle is still a bicycle that moves faster with less
physical energy. Companies vertically improve their products everyday
with new features that improve performance. Adding electricity to fuel
energy is a welcomed improvement in hybrid vehicles, but they are vertical

improvements.
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Brand extensions are not lateral innovations. The fact the Ralph Lauren
extends his brand into bedroom furniture and linens, and even house paints
is a great gain in revenues for the Company, but it is not a lateral innovation.
It is simply a brand move from one category to another category.

The essence of lateral marketing is innovation. Lateral innovations
always create either new markets or new categories. Kellogg’ s move from
the vertical marketing of breakfast cereals to the healthy cereal snap bar more
mid-day appetite relief was the innovation of a new category for cereal.

Lateral marketing has always been with us. The movement from
silent -cinema to talking-cinema was a lateral innovation. Genetic
engineering is lateral innovation combining old organic functions in new
ways and creating new organic functions.

Why then is this so important to China. Vertical marketing is the
special province of well capitalized brand companies that compete through
brand penetration and brand extension. This is the great advantage of
multinational companies. Chinese companies are rarely capitalized at this
great level. China has more brains than capital. Its future lies in
innovation, - the invention of new markets and new categories, rather than
competition with multinationals to penetrate current markets and current
categories. The Chinese entrepreneur doesn’ t have the capital to win old
markets and categories. His resources are better spent on the lateral

innovation which is the subject of Philip” s Kotler’ s important book.
Milton Kotler

Kotler Marketing China
January 2008
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Preface-

I am pleased to hear that my co-authored book, Lateral Marketing, will
have the opportunity to reach such a large audience in their language in one of
the most important countries of the world. We have struggled hard to find a
methodology that would help managers to bring to life substantially new ideas
for products and services. Most products grow old. Customer needs, both
conscious and unconscious needs, keep changing. Most companies simply
produce another soup or another shampoo or another automobile but these all
resemble the previous ones and have little chance to stand out. If companies
would think laterally rather than vertically, they will often discover not just new
products but new categories that will bring excitement and satisfaction to the
market.

Lateral marketing involves bringing an unrelated idea to the existing

*ONTERY - R R OSURFFR .,
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offering and seeing if the combination manages to create a new category. New
categories have more of a chance to win in the marketplace than another
version of the same product that just varies in flavor or size or packaging.

I hope that lateral thinking adds another dimension to the widely

acknowledged historical creativity of the Chinese people.

Philip Kotler
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