SECOND EDITION

Creating Value for Customers CJ

-

GILBER® A* @MURCHILL, JR: - J,PAUL, PETER -

1 ' i




SECOND EDITION

'eting Value for Customers

Gilbert A. Ghurchill, Jr.
Arthur C. Nielsen, Jr., Chair of Marketing Research / University of Wisconsin

J. Paul Peter
James R. McManus-Bascom Professor in Marketing / University of Wisconsin

u Irwin
: McGraw-Hill

Boston, Massachusetts  Burr Ridge, lllinois  Dubuque, lowa Madison, Wisconsin ~ New York, New York  San Francisco, California  St. Louis, Missouri



To our wives, Helen and Rose, and our children
for creating so much value in our lives.

McGraw-Hill
A Division of the McGraw-Hill Companies

ﬁlf B Irwin
{i McGraw-Hill
MARKETING: CREATING VALUE FOR CUSTOMERS

Copyright © 1998 by The McGraw-Hill Companies, Inc. All rights reserved. Previous edition © 1995 by
Richard D. Irwin, a Times Mirror Higher Education Group, Inc. company. Printed in the United States of
America. Except as permitted under the United States Copyright Act of 1976, no part of this publication
may be reproduced or distributed in any form or by any means, or stored in a database or retrieval
system, without the prior written permission of the publisher.

234567890VH/VH91098
ISBN 0-256-22877-9

Editorial director: Michael W. Junior

Executive editor: Craig S. Beytien

Sponsoring editor: Patrice Schmitt

Developmental editor: Karen Hill/Elm Street Publishing Services, Inc.
Marketing manager: Colleen J. Suljic

Senior project supervisor: Mary Conzachi

Senior production supervisor: Laurie Sander

Art director: Keith McPherson

Designers: Maureen McCutcheon/Keith J. McPherson

Photo research coordinator: Keri Johnson/Elm Street Publishing Services, Inc.
Compositor: Shepard Poorman Communications

Typeface: 1v.5/12 11mes Koman

Printer: von Hoffmann Fress, Inc.

Library of Congress Cataloging-in-Publication Data

Churchill, Gilbert A.
Marketing : creating value for customers / Gilbert A. Churchill.
Jr., J. Paul Peter. — 2nd ed.
p. cm.— (The Irwin series in marketing)
Includes bibliographical references and index.
ISBN 0-256-22877-9
1. Marketing. 1. Peter, J. Paul. II Title. IIL Series.
HF5415.C5275 1998
658.8—dc21 97-13807

tp://www.mhcollege.com



Alreck & Settle
THE SURVEY RESEARCH
HANDBOOK, 2/E

Arens
CONTEMPORARY ADVERTISING, 6/E

Belch & Belch

INTRODUCTION TO ADVERTISING
AND PROMOTION: AN INTEGRATED
MARKETING COMMUNICATIONS
APPROACH, 3/E

Bearden, Ingram & LaForge
MARKETING : PRINCIPLES &
PERSPECTIVES,; 1/E

Bernhardt & Kinnear
CASES IN MARKETING
MANAGEMENT, 7/E

Berkowitz, Kerin, Hartley & Rudelius
MARKETING, 5/E

Boyd, Walker & Larreche
MARKETING MANAGEMENT: A
STRATEGIC APPROACH WITH A
GLOBAL ORIENTATION, 2/E

Cateora
INTERNATIONAL MARKETING, 9/E

Churchill, Ford & Walker
SALES FORCE MANAGEMENT, 5/E

Cole & Mishler
CONSUMER AND BUSINESS CREDIT
MANAGEMENT, 10/E

Cravens
STRATEGIC MARKETING, 5/E

Cravens
STRATEGIC MARKETING
MANAGEMENT CASES, 5/E

Crawford
NEW PRODUCTS MANAGEMENT, 5/E

Dillon, Madden & Firtle
ESSENTIALS OF MARKETING
RESEARCH, 2/E

Dillon, Madden & Firtle
MARKETING RESEARCH IN A
MARKETING ENVIRONMENT, 3/E

Faria, Nulsen & Roussos
COMPETE, 4/E

Futrell
ABC’S OF RELATIONSHIP SELLING,
5/E

Futrell
FUNDAMENTALS OF SELLING, 5/E

Gretz, Drozdeck & Weisenhutter
PROFESSIONAL SELLING: A
CONSULTATIVE APPROACH, 1/E

Hawkins, Best & Convey
CONSUMER BEHAVIOR, 6/E

Hayes, Jenster & Aaby
BUSINESS TO BUSINESS
MARKETING, 1/E

Johansson
GLOBAL MARKETING, 1/E

Lambert & Stock
STRATEGIC LOGISTICS
MANAGEMENT, 3/E

Lehmann & Winer
ANALYSIS FOR MARKETING
PLANNING, 4/E

Lehmann & Winer
PRODUCT MANAGEMENT, 2/E

Levy & Weitz
RETAILING MANAGEMENT, 2/E

Levy & Weitz
ESSENTIALS OF RETAILING, 1/E

Mason, Mayer & Ezell
RETAILING, 5/E

Mason & Perreault
THE MARKETING GAME!, 2/JE

Meloan & Graham
INTERNATIONAL AND GLOBAL
MARKETING CONCEPTS AND
CASES, 1/E

Patton
SALES FORCE: A SALES

MANAGEMENT SIMULATION GAME,

1/E

Pelton, Strutton & Lumpkin
MARKETING CHANNELS : A
RELATIONSHIP MANAGEMENT
APPROACH, 1/E

Perreault & McCarthy

" BASIC MARKETING: A GLOBAL
MANAGERIAL APPROACH, 12/E
" Perreault & McCarthy

- ESSENTIALS OF MARKETING: A
- GLOBAL MANAGERIAL APPROACH,

7/E

THE IRWIN SERIES IN MARKETING

Peter & Donnelly
A PREFACE TO MARKETING
MANAGEMENT, 7/E

Peter & Donnelly
MARKETING MANAGEMENT:
KNOWLEDGE AND SKILLS, 4/E

Peter & Olson
CONSUMER BEHAVIOR AND
MARKETING STRATEGY, 4/E

Peter & Olson
UNDERSTANDING CONSUMER
BEHAVIOR, 1/E

Quelch
CASES IN PRODUCT MANAGEMENT,
1/E

Quelch, Dolan & Kosnik
MARKETING MANAGEMENT: TEXT
& CASES, 1/E

Quelch & Farris
CASES IN ADVERTISING AND
PROMOTION MANAGEMENT, 4/E

Quelch, Kashani & Vandermerwe
EUROPEAN CASES IN MARKETING
MANAGEMENT, 1/E

Rangan

BUSINESS MARKETING STRATEGY:
CASES, CONCEPTS &
APPLICATIONS, 1/E

Rangan, Shapiro & Moriarty
BUSINESS MARKETING STRATEGY :
CONCEPTS & APPLICATIONS, 1/E

Smith & Quelch
ETHICS IN MARKETING, 1/E

Stanton, Buskirk & Spiro
MANAGEMENT OF A SALES FORCE,
9/E

Thompson & Stappenbeck
THE MARKETING STRATEGY GAME,

1/E

Walker, Boyd & Larreche
MARKETING STRATEGY: PLANNING
AND IMPLEMENTATION, 2/E

Weitz, Castleberry & Tanner
SELLING : BUILDING
PARTNERSHIPS, 2/E



About the Authors

Gilbert A. Ghurchill, Jr,

received his DBA from Indiana University in 1966 and joined the University of Wisconsin
faculty in 1966. Professor Churchill was named Distinguished Marketing Educator by the
American Marketing Association in 1986—only the second individual so honored. The life-
time achievement award recognizes and honors a living marketing educator for distinguished
service and outstanding contributions in the field of marketing education. Professor Churchill
was also awarded the Academy of Marketing Science’s lifetime achievement award in 1993
for his significant scholarly contributions. In 1996, he received a Paul D. Converse Award,
which is given to the most influential marketing scholars, as judged by a national jury drawn
from universities, business, and government. Also in 1996, the Marketing Research Group of
the American Marketing Association established the Gilbert A. Churchill, Jr., lifetime
achievement award, which is to be given each year to a person judged to have made significant
lifetime contributions to marketing research.

Professor Churchill is a past recipient of the William O’Dell Award for the outstanding
article appearing in the Journal of Marketing Research during the year. He has also been a
finalist for the award five other times. He was named Marketer of the Year by the South
Central Wisconsin Chapter of the American Marketing Association in 1981. He is a member
of the American Marketing Association and has served as vice president of publications, on its
board of directors, and on the association’s Advisory Committee to the Bureau of the Census.
In addition, he has served as consultant to a number of companies, including Oscar Mayer,
Western Publishing Company, and Parker Pen.

Professor Churchill’s articles have appeared in such publications as the Journal of Market-
ing Research, the Journal of Marketing, the Journal of Consumer Research, the Journal of
Retailing, the Journal of Business Research, Decision Sciences, Technometrics, and Organi-
zational Behavior and Human Performance, among others. He is the sole author of two
books, Marketing Research: Methodological Foundations, Sixth Edition (Forth Worth, TX:
Dryden, 1995); and Basic Marketing Research, Third Edition (Fort Worth, TX: Dryden,
1996). He is also the co-author of Sales Force Management: Planning, Implementation, and
Control, Fifth Edition (Burr Ridge, IL: Irwin, 1997), and Sales Force Performance (Lexing-
ton, MA: Lexington Books, 1984), in addition to Marketing: Creating Value for Customers,
Second Edition (Burr Ridge, IL: Irwin/McGraw-Hill, 1998). He is a former editor of the
Journal of Marketing Research and has served on the editorial boards of the Journal of
Marketing Research, the Journal of Marketing, the Journal of Business Research, the Journal
of Health Care Marketing and the Asian Journal of Marketing. Professor Churchill is a past
recipient of the Lawrence J. Larson Excellence in Teaching Award.

J. Paul Peter

is James R. McManus-Bascom Professor in Marketing at the University of Wisconsin—Mad-
ison. He has taught a variety of courses and has won teaching awards including Outstanding
Marketing Professor and the John R. Larson Award. He has won the prestigious William
O’Dell Award from the Journal of Marketing Research and was a finalist for the award on
two other occasions.

Professor Peter’s research has appeared in publications such as the Journal of Marketing,
the Journal of Marketing Research, the Journal of Consumer Research, the Journal of Re-
tailing, and the Academy of Management Journal, among others. He has also authored or co-
authored a number of books, including A Preface to Marketing Management, Seventh Edition
(Burr Ridge, IL: Irwin), Marketing Management: Knowledge and Skills, Fifth Edition (Burr
Ridge, IL: Irwin), Consumer Behavior and Marketing Strategy, Fourth Edition (Burr Ridge,
IL: Irwin), Strategic Management: Concepts and Applications, Third Edition (Burr Ridge,
IL: Austen Press/Irwin), and Marketing: Creating Value for Customers, Second Edition (Burr
Ridge, IL: Irwin/McGraw-Hill, 1998), among others.

Professor Peter has served as Editor of the American Marketing Association Professional
Publications and as Editor of JMR’s Measurement Section. He has served on the review boards
of the Journal of Marketing, the Journal of Marketing Research, the Journal of Consumer
Research, and the Journal of Business Research. He has been a consultant for several corpo-
rations as well as the Federal Trade Commission.



vi

Preface

A Marketing Text for Future Marketers

Future marketing managers will need a sound grounding in marketing principles and
an understanding of the fast-paced, business world in which they will be working.
This edition of Marketing: Creating Value for Customers involved a major revision to
better capture the dynamic changes occurring in marketing and in the world. The text
maintains its emphases on delivering a clear, concise explanation of the basic princi-
ples of marketing and the impact of globalization, diversity, ethics, and small businesses
on marketing. However, a major change involves the complete development and integra-
tion of the idea of creating value for customers as the prime goal of marketing.
Successful marketers create and deliver superior value to their customers. By
value, we mean the difference between customer perceptions of the benefits and costs
of exchanges. By superior value, we mean that customers perceive the relative benefits
to costs for purchasing and using a product or service to be greater than that of
competitive offerings. We develop what we call value-driven marketing in Chapter 1
and integrate the value theme throughout the book. This theme helps students to
better understand marketing principles and how elements of the marketing mix are
used to create superior value for customers and achieve organizational objectives.

Organization of the Book

Based on extensive marketing research and our own judgment, four major changes
were made in the organization of the book. First, the chapter on social and ethical
issues was removed and information contained in it was integrated throughout the
text. This change was made to highlight ethical issues in marketing as they pertain to
specific marketing topics rather than offer a more general discussion of them. It was
also made because the separate chapter on ethics led some students to believe that
ethical problems are unique to marketing rather than concerns for all functions in an
organization.

Second, the chapter on implementing and controlling marketing activities was
moved to the end of the text. This change was made to give students a more sound
grounding in marketing principles before discussing how marketing strategies should
be implemented and controlled. In addition, moving this chapter helps classes to more
quickly get to critical marketing principles involving customers and the marketing mix.

Third, the chapter on managing existing products was moved to precede the chap-
ter on new products. While in some ways it seems that new product issues should be
discussed first, students seem to understand this material better if they first have a
grounding in existing product management issues.

Fourth, a new chapter on retailing was added to the text. While retailing was
covered in part of a chapter in the first edition, the increasing power of retailers in
marketing channels and the dynamic changes taking place in the field clearly indicated
that a separate chapter was needed on this important topic.

New for the Second Edition

Reviewers overwhelmingly favored the idea that creating value was an excellent theme
for our book. However, their opinions of the first edition, with which we agree, were
that we had not fully explained and integrated this idea in the text. While student
feedback was overwhelmingly positive, they too wanted to learn more about value
creation. A major goal of this revision was to carefully delineate our concept of value
and integrate it fully throughout the book. We worked diligently to do so and hope the
book now creates superior value for both instructors and students. These and other
changes to specific chapters, include:

Chapter 1. Marketing: Creating Value for Customers

Other than the introductory definitions and concepts, this is an entirely new chapter!
It delineates value-driven marketing and explains how marketers can create value for
customers.
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Chapter 2. Environmental Analysis

This chapter involved a major revision which integrated some materials from
Chapter 3 in the previous edition. It contains a new section on the natural environment
and expanded discussions of the technological environment and the impact of environ-
mental factors on marketing practices.

Chapter 3. Global Marketing Challenges

Changes in this chapter include an updated discussion of global trade agreements,
expanded discussion on ways to enter foreign markets, and increased emphasis on the
advantages and disadvantages of marketing globally.

Chapter 4. Marketing Planning and Organization Strategy

This chapter was completely revised to better explain the relationships between orga-
nizational and marketing strategies. The process of developing a marketing plan is
also discussed to help students understand marketing tasks in an organization.
A sample marketing plan is included at the end of the text.

Chapter 5. Marketing Research: Information and Technology

Changes in this chapter include increased emphasis on new methods of marketing
research, the impact of the information technology revolution, and the strengths and
weaknesses of single source data. The chapter was also reorganized to allow decision
support systems to be discussed earlier.

Chapter 6. Consumer Behavior

This chapter has been reorganized around the consumer buying process and the
social, marketing, and situational influences that affect it. It contains an expanded
discussion of routine, limited, and extensive decision-making processes.

Chapter 7. Organizational Buyer Behavior

Changes in this chapter include a new section on the differentiating characteristics of
organizational markets and increased emphasis on the role of strategic alliances in
organizational buying.

Chapter 8. Market Segmentation

Changes in this chapter include a more complete treatment of ways to segment con-
sumer and organizational markets and increased emphasis on the relationship be-
tween segmentation and positioning.

Chapter 9. Managing Existing Products

This chapter was restructured to improve the flow of the material and provide a better
overview of product management issues. It includes an expanded discussion of brand-
ing and brand equity and a new discussion of the management of product lines and
product mixes.

Chapter 10. Managing New Products

This chapter was restructured and rewritten to focus more specifically on new product
issues. It contains an expanded discussion of the importance of new products in
marketing today and a new section on selecting new product characteristics.

Chapter 11. Marketing Services

This chapter has increased emphasis on how services create value for customers, the
impact of new technologies on service delivery, and how the differences between
products and services affect marketing strategy.

Chapter 12. Fundamentals of Pricing

This chapter has been restructured to more clearly illustrate basic price setting ap-
proaches including cost, competition, and customer value.

Chapter 13. Pricing Goods and Services

This chapter contains a clearer discussion of pricing objectives and their impact on
pricing strategy. It also includes new material on the role of price in determining
relative value positions in a market.

Chapter 14. Managing Distribution Channels

This chapter includes a revamped discussion of basic channel options, including ver-
tical marketing systems, and increased emphasis on how channels create customer
value. It also includes expanded discussions of factors to evaluate in channel selection
and channel options for serving global markets.
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Chapter 15. Wholesaling and Physical Distribution

This chapter contains a more complete discussion of wholesaling and physical distri-
bution issues. It has an expanded discussion of types of wholesalers and a new section
on how wholesaling and physical distribution create customer value.

Chapter 16. Retailing

This new chapter overviews the key issues in retailing. It includes discussion of the
changing environment of retailing and direct marketing.

Chapter 17. Managing Marketing Communications

This chapter includes expanded discussion of the functions of marketing communi-
cation and greater emphasis on integrated marketing communication.

Chapter 18. Advertising, Sales Promotion, and Publicity

This chapter includes an expanded discussion of sales promotion and new organizing
frameworks for developing and managing advertising decisions.

Chapter 19. Personal Selling and Sales Management

This chapter includes greater emphasis on relationship selling and increased emphasis
on performance criteria used to evaluate salespeople.

Chapter 20. Implementing and Controlling Marketing Activities

This is a completely revised chapter that emphasizes effective ways to implement and
control marketing activities. It includes expanded discussions of sales, profitability,
and customer satisfaction analyses and how they are used to control marketing
strategies.

Pedagogy in the Book

The first edition of our text included a variety of pedagogical elements to enhance
student interest and the learning experience. These included learning objectives;
chapter-opening vignettes; boxed items titled “Marketing Movers & Shakers,” *“You
Decide,” and *‘Put It into Practice™; figures and tables; chapter summaries; key terms
and glossary; review and discussion questions; chapter projects; chapter cases; and
appendices. All of these features have been maintained, but enhanced in the follow-
ing ways.

Learning Objectives. Each chapter’s learning objectives are revised to reflect updates
in chapter content.

Chapter-Opening Vignettes. All of the vignettes are new to this edition, providing
enhanced currency and relevancy.

Boxed Items—All are new to this edition, and most include the “Explore More . . .”
caption encouraging the students to learn more by accessing various sites on the World
Wide Web.

“Marketing Movers & Shakers™ tells the story of an actual marketer. These boxes
cover a diverse group of people working in both large and small organizations.

“You Decide™ discusses a current marketing issue and invites students to exercise
their critical thinking skills by answering questions about the issue. Many of
these issues have ethical implications.

“Put It into Practice™ provides applications for the students to try out marketing
principles discussed in the chapter.

Figures and Tables. Many of the figures and tables are revised or new to this edition.
Chapter Summaries. Each chapter’s summary is revised to reflect updates in chapter
content.

Key Terms and Glossary. Definitions are revised and updated consistent with updates
in chapter content, and a number of new terms have been added.

Review and Discussion Questions. Many of these are new and reflect updates in
chapter content.
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Chapter Projects. All of the projects are new for this edition.

Chapter Cases. All of the cases are new for this edition.

Appendices. Three appendices are included, on developing marketing plans, market-
ing arithmetic, and marketing careers. All are revised and updated.

Supplemental Resources

A number of supplements are available to enhance the value for you in using Market-
ing: Creating Value for Customers, Second Edition. We have been involved, as con-
tributors and supervisors, in the production of all of the supplements that now
accompany our text. Each of the supplements has been designed to offer benefits to
both experienced and inexperienced instructors of marketing. A great amount of time
and effort has gone into ensuring that the second edition supplement package is of the
highest quality possible.

Instructor Resource Manual The Instructor Resource Manual enables new in-
structors to teach the course with confidence, and experienced instructors to have
access to a variety of new resources to complement lectures. The IRM includes stan-
dard and supplemental lecture notes, experiential exercises, discussion questions/
answers, implications of the chapter project plus suggestions for additional projects,
summaries of the boxed items (““Put It into Practice,” “You Decide,” ““Marketing
Movers & Shakers’) and of the chapter case, plus an additional mini-case for each
chapter. There is also a section recommending appropriate outside resources such as
videos and guest-speakers—all tied in to giving your students a clearer understanding
of marketing.

Testing System Our test bank has been completely re-developed and then re-
viewed to provide an accurate and exhaustive source of test items for a wide variety
of examination styles. It contains more than 3500 questions, categorized by topic and
level of learning (definitional, conceptual or application), and many of the answers
also include rationales. Our goal is to focus on ensuring that your students understand
the application of marketing concepts. We have nearly 200 questions in each chapter
(true/false, multiple choice, short answer and essay). For complete flexibility, both
TELETEST, our unique phone-in test generation service, and COMPUTEST, our
computerized test generator, are available to you in several formats!

Transparency Acetates A set of 200 four-color overhead transparency acetates
is available to adopters. There are nearly 100 advertisements, and 100 figures/tables
to enhance your lecture visually. Each of the transparency acetates from outside of
the text have accompanying lecture notes to enable you to integrate the materials.

Electronic Slides This software includes the PowerPoint* viewer and 200 new
slides to accompany this edition—including all of the figures and tables that are on
the acetates, plus 100 more items from both in and outside of the text. Those instruc-
tors who have PowerPoint* can customize and add to this valuable presentation tool.

Videos The new video package will give you the variety of current topics your
students will want to see, and the tools needed to generate the thoughtful classroom
discussions you value. A unique series of 20 videos, one for each chapter, covers a
wide range of contemporary subjects—from the Internet and technology to clothing
and sporting goods. Also accompanying each video are creative teaching suggestions
promoting analytical thinking about the issues being addressed. Alligator Records,
Lands’ End and Peapod are just a few of the exciting video cases that are available
with the Second Edition.
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Presentation CD ROM You can create your visual presentation and customize
your lecture notes with this easy to use all-in-one, multimedia tool. The CD ROM
contains the Instructor’s Manual, the Test Bank, the PowerPoint Slides, the advertise-
ments, Video clips, and more. Great for enhancing class presentations, this CD ROM
enables the instructor to instantly demonstrate concepts with video clips or the elec-
tronic slides or even the World Wide Web.

Electronic Study Guide The Electronic Study Guide allows your students to
explore their knowledge of marketing terms and apply concepts in a fun and interac-
tive format. You will find our Study Guide on our Homepage (see more below). We
will also package a disk version of it with Marketing: Creating Value for Customers,
Second Edition, upon request.

Homepage The Homepage is intended to continually add value to your class every
semester with the most current information available. You will find current events
organized by topic, chapter quizzes, a Career Profile for each unit, a Customer Dis-
cussion Forum, Teaching Tips, Internet Application Questions with links to other
Homepages and more! We invite you to explore the Churchill & Peter Homepage at
www.mhhe.com/marketing/value.

Multi-Media Resource Guide This inclusive media guide will show you how to
best coordinate the media supplements ( Video, PowerPoint, CD-ROM, Homepage) to
enhance your own style of teaching! It includes suggestions for customizing your
presentations both with what is available to you from the publisher, and with what is
available to you from outside sources, such as the World Wide Web.

Virtual Marketing Careers CD ROM More than just a careers application, this
exciting and unique CD ROM allows your students to simulate the world of marketing
and gives them the opportunity to apply the concepts they are learning in class. As
your students work through the different business situations, they will strengthen
their critical thinking, decision making, and communication skills. They will learn
how to use the Internet to solve real business problems and they will learn the impor-
tance of building relationships in the business world. Marketing Interactive is orga-
nized around four careers: Brand Manager, Marketing Research Manager,
Advertising Manager, and Sales Manager, and each is referenced in the text to encour-
age students to explore the subject further.
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