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PREFACE

When the first edition of Marketing Management was written in 1967, marketing
was a far simpler subject. Consumer marketing largely operated on mass market-
ing principles, and business marketing primarily concerned itself with how to
build the best sales force. The retail landscape was populated with major depart-
ment stores, regional supermarket food chains, and a very large number of mom-
and-pop stores. Most marketing thinking focused on making the sale.

In those days, marketers faced a number of tough decisions. They had to deter-
mine product features and quality, establish accompanying services, set the price,
determine the distribution channels, decide how much to spend on marketing, and
decide how to divide their resources among advertising, sales force, and other pro-
motion tools.

Today’s marketers, of course, face the same tough decisions. But today’s mar-
ketplace is enormously more complex. Domestic markets, at one time safe from
foreign invaders, are now the happy hunting grounds of giant global corpora-
tions as well as global niche specialists. Major strides in technology have consid-
erably shortened time and distance: New products are launched at an astonish-
ing pace and are available worldwide in a short time. Communications media are
proliferating. New distribution channels and formats keep appearing. Competitors
are everywhere—and hungry.

In the midst of these changes, busy consumers are changing their ways. To
save time, they are shopping with catalogs, the telephone, and the computer.
Today consumers can search the Internet to find the best price for a car. They can
handle most of their banking needs over the phone or by computer. They can buy
insurance and carry out financial transactions without working with an agent or
broker. Consumers don’t even need to visit the supermarket: Using Peapod,
Streamline, or Netgrocer, they can place orders over the Internet and have the
groceries delivered to their homes. Nor do they need to buy a newspaper to get
their news; in fact, they can get a customized version of the Wall Street Journal
every morning.

The changes for business buyers are also profound. Using the Internet, pur-
chasing agents can search for the best vendors and values. General Electric has
created the Trading Process Network (TPN) where GE, along with other sub-
scribers to GE’s service, can request quotes, negotiate terms, and place orders
with global suppliers. Purchasing agents can go on-line to www.Dell.com and
order specific computers with customized features.

These new shopping capabilities signify a brand new world of proliferating
opportunities and proliferating threats. Silicon Valley is only one symbol of a Brave
New World characterized by digitalization, robotization, telecommuting, artificial
intelligence, virtual reality, and other technological advances. At the same time,
what is a magnificent opportunity for millions of consumers and businesses is a
major and sometimes deadly threat to others. Banks will have to close branches;
travel agencies and brokerage firms will need to reduce staffs; automobile manu-
facturers will reduce the number of auto dealerships; and many bookstores, music
stores, and video stores will close their doors. Technological advances are a dou-
ble-edged sword: They create opportunities and they destroy opportunities.
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This new world is also characterized by an amazingly rich information envi-
ronment. Consumers will be able to access objective information on competing
brands, including costs, prices, features, and quality, without relying on individ-
ual manufacturers or retailers. In many cases, they will be able to specify the cus-
tomized features they want. They will even be able to specify the prices they are
willing to pay, and wait for the most eager sellers to respond. The result is a dra-
matic shift of economic power from sellers to buyers.

Savvy companies are recognizing the inevitability of customer value migration:
Customers will continuously shift toward suppliers who can deliver greater value. As
buyers adopt new shopping routines, companies that have heavy investments in the
older ways of providing value have only two courses of action. They can pursue main-
tenance marketing, an effort to convince customers that they still offer the most value,
or they can pursue transformational marketing, an effort to reorganize to deliver
greater value.

Savvy companies recognize that a major revolution is taking place in markets
and marketing. More companies today are striving for leadership in specific mar-
kets instead of accepting second-rate positions in mass markets. Companies are
emphasizing retaining customers rather than simply acquiring new ones.
Companies are expanding their offerings mix in a bid for customer share, not just
market share. Companies are identifying their more profitable customers and giv-
ing them extraordinary service. Companies are basing their decisions on customer
lifetime value rather than on immediate profit maximization.

Every company’s set of beliefs and practices is undergoing challenge and
change:

1. From engineers designing products alone to involving marketing and other func-
tions as well as customers in product development.

2. From pricing the product by an arbitrary markup over cost to pricing on the basis
of delivered or perceived customer value.

3. From communicating and promoting offerings mainly through persuasion-based
advertising and salespeople to using a much broader set of communication vehi-
cles and platforms.

4. From relying mainly on one channel of distribution to building a mix of channels
for reaching customers.

5. From running the company as a separate entity to building a superior value deliv-
ery network with suppliers and distributors as committed partners.

Yet even companies that undertake these changes need marketing vision and
marketing knowhow to succeed. Many managers think of marketing as a company
department whose job is to analyze the market, discern opportunities, formulate
marketing strategies, develop specific strategies and tactics, propose a budget, and
establish a set of controls. But there is more to marketing: Marketing must also push
the rest of the company to be customer-oriented and market-driven. Marketing
must convince everyone in the company and in its larger network to create and
deliver superior customer value.

Marketing is more than a company department: It is an orderly and insightful
process for thinking about and planning for markets. The process is applicable to
more than just goods and services. Anything can be marketed—ideas, events,
organizations, places, personalities. The process begins with researching the rele-
vant marketplace to understand its dynamics and to identify opportunities to
meet existing or latent needs. It involves segmenting the market and selecting
those segments that the company can satisfy in a superior way. It involves for-
mulating a broad strategy and refining it into a detailed marketing mix and action
plan. It involves carrying out the plan, evaluating the results, and making further
improvements.



HE MILLENNIUM EDITION

We have called the tenth edition the millennium edition because it will appear
just as a new millennium begins and just as the pace of change in the market-
place is accelerating. It is an opportunity to select the best of past theory and
practice and to introduce the new marketing ideas, tools, and practices that com-
panies will need to operate successfully in the new millennium. Hundreds of mini-
case examples have been added to illustrate what leading companies are doing
to meet the challenges of the new environment. Throughout the book, we show
how the World Wide Web and e-commerce are dramatically altering the market-
ing landscape.

At the same time, this special millennium edition continues to build on the

fundamental strengths of past editions:

1. A Managerial Orientation. This book focuses on the major decisions marketing
managers and top management face in their efforts to harmonize the organiza-
tion’s objectives, capabilities, and resources with marketplace needs and opportu-
nities.

2. An Analytical Approach. This book presents a framework for analyzing recurrent

problems in marketing management. Cases and examples illustrate effective
marketing principles, strategies, and practices.

3. A Basic Disciplines Perspective. This book draws on the rich findings of various
scientific disciplines—economics, behavioral science, management theory,
and mathematics—for fundamental concepts and tools.

4. Universal Applications. This book applies marketing thinking to the complete
spectrum of marketing: products and services, consumer and business mar-
kets, profit and nonprofit organizations, domestic and foreign companies,
small and large firms, manufacturing and intermediary businesses, and low-
and high-tech industries.

5. Comprehensive and Balanced Coverage. This book covers all the topics an
informed marketing manager needs to understand: the major issues in strate-
gic, tactical, and administrative marketing.

EATURES OF THE MILLENNIUM EDITION

This edition has been both streamlined and expanded. It is still the same book, but
every word has been scrutinized and much has been condensed to bring the essentials
and the classic examples into sharper focus.

“The same but different”: streamlining

B FEWER CHAPTERS: The tenth edition has been streamlined from 24 chap-
ters to 22 by combining topics that fit naturally together. Chapter 8 now
covers all the aspects of dealing with the competition, including the mate-
rial on market strategies for leaders, challengers, nichers, and followers.
Chapter 10 now covers differentiating and positioning the market offering
over the product life cycle.

B ORGANIZATION: The book is still organized in five parts, but in a differ-
ent configuration: Part I, “Understanding Marketing Management,”
includes chapters on the societal, managerial, and strategic underpinnings
of marketing theory and practice. Part II, “Analyzing Marketing
Opportunities,” presents concepts and tools for analyzing markets and
marketing environments to find opportunities. Part I, “Developing
Marketing Strategies,” focuses on positioning, new market offerings, and

Preface m



global strategies. Part IV, “Shaping the Market Offering,” deals with devel-
oping and managing brands and product lines, services, and pricing strate-
gies and programs. Part V, “Managing and Delivering Marketing
Programs,” deals with the tactical and administrative side of marketing; the
logistics of marketing channels; retailing and wholesaling; integrated mar-
keting communications; advertising, promotion, and public relations; the
salesforce; direct and on-line marketing; and managing the total marketing
effort.

BOXED MATERIAL: The book still contains three series of boxes:
Marketing Insight boxes highlight current research work and findings in
marketing management. Marketing Memo boxes present tips and sugges-
tions for marketing managers at all stages of the marketing management
process. Marketing for the Millennium boxes focus on technological
advances and e-commerce. Boxes in both the Insight and the Memo series
have been revised and updated, and new topics have been added; all
Millennium boxes are entirely new.

New features, expanded coverage

Streamlining and condensing have also made room for expansion and for new
features:

B New End-of-Chapter Exercises. The Applications section includes several
new types of extremely practical exercises to challenge students:

* Concept Checks review important material developed in the chapter.

* Marketing and Advertising exercises focus on real companies and
include the ads; they give the student practice in analyzing the mar-
keting objectives advertising is intended to realize.

e Focus on Technology exercises help the student learn to deal with
advances in technology, again using real organizations and real
Internet Web sites.

* Marketing for the Millennium exercises again focus on real companies
with real Web sites to give the student the opportunity to analyze
trends and changing marketing opportunities.

* You’re the Marketer asks students to make a formal marketing plan
using the hypothetical example of the Sonic Company from chapter 3;
it is linked to the Marketing Plan Pro software.

M Revised and expanded Direct and On-line Marketing Chapter covers all
the new marketing and information channels and explains their impact on
marketing management strategies and tactics. It includes revised and
expanded coverage of electronic business: e-commerce, the on-line con-
sumer, the advantages/disadvantages of on-line marketing, methods of
conducting on-line marketing, and the promise and challenges of on-line
marketing.

B Minicase and In-text Examples have been replaced, updated, and added

to focus on e-commerce companies, uses of the Internet, and service busi-

nesses, as well as classic cases. New minicases include Amazon.com, Virtual

Vineyards, iVillage.com, AOL, Alvin Ailey Dance Company, Tiffany, and

Cadillac; updated minicases include Procter & Gamble, Nike, Wal-Mart,

Caterpillar, and Club Med. Classic minicases such as Ben & Jerry’s, Absolut
Pocviii (I vodka, and Kodak have been retained.



B New and updated Marketing Insight boxes include such topics as
“Scholars and Dollars: Marketing and Selling Comes to College”; “Sara Lee:
From Manufacturer to Nimble Marketer”; “Mr. Failure’s Lessons for Sweet
Success: Robert McGrath’s New Product Showcase and Learning Center”;
and “The Rise of Corporate Branding.”

M New and updated Marketing Memo boxes focus on such topics as “Tapping into
the Net Generation,” “Internet Ethics for Kids,” and “Commandments of

Discounting.”

W New advertisements plus screen captures showing Web pages from real
companies illustrate topics discussed in boxes or presented in minicases in
that chapter.

B The millennium theme appears throughout the book:

* A new Marketing for the Millennium box focuses on looking forward
and on trends that will mark the new millennium. Topics include
“Monsanto: From Old Line Chemicals to Cutting-Edge Life Sciences,”
describing how companies are reinventing themselves, and Internet
topics such as “The Business-to-Business Cyberbuying Bazaar” and
“Developing Products on Internet Time: The Story of Netscape’s
Navigator.”

Millennium margin notes present facts and information about the mil-
lennium, the millennium celebration worldwide, millennium products,
and millennium marketing ideas.

®

Key chapters—such as chapters 1, 3, and 21—contain twenty-first cen-
tury sections focused on the future.

B New Kotler on Marketing statements summarize a topic in condensed
form and open each chapter.

'HE TEACHING AND LEARNING PACKAGE

This edition of Marketing Management includes a number of ancillaries designed
to make the marketing management course an exciting, dynamic, interactive
experience.

B A comprehensive, extensively revised Instructor’s Resource Manual
includes chapter/summary overviews, key teaching objectives, answers to
all end-of-chapter Applications exercises, supplementary resource sugges-
tions, exercises, and transparency lecture notes. Detailed lecture outlines
integrate video material and transparency notes. Portions of the manual
may be downloaded as an electronic file from the Prentice Hall web site at
www.prenhall.com/kotler.

M The Test Item File, prepared by Betty Pritchett, contains more than 2,000
multiple-choice, true-false, and essay questions. Each question is rated by

level of difficulty and includes a text page reference. In electronic format, it

is available in Mac and Windows in Prentice Hall Test Manager; it is also

available in print. Instructors without access to computers can use Prentice

Hall’s complimentary test preparation service. Just call 1-800-842-2958 and

tell the customer service representative which questions from the test item

file you want on the test. A ready-to-administer test will be faxed to you

within 24 hours.
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B All-new full color transparencies, 10 to 20 images per chapter, highlight
key concepts. Each transparency is accompanied by a full page of teaching
notes that include relevant key terms and discussion points from the chap-
ters as well as additional material from supplementary sources. All are avail-
able in electronic form on PowerPoint 4.0. The electronic transparencies
may be downloaded as an electronic file from the Prentice Hall web site at
www.prenhall.com/kotler.

W Broadcast television and marketing education have joined forces to cre-
ate the most exciting and valuable video series ever produced for business
education, ON LOCATION! Custom Case Videos for Marketing. Each of the
6- to 8-minute ON LOCATION! clips is issue oriented; each holds students’
attention by linking video to all the major conceptual elements of the text.
Each clip weaves facilities, advertisements, product shots, text illustrations,
and interviews with marketing managers and customers. With ON LOCA-
TION! you can take your class on these marketing field trips without leav-
ing the classroom: Airline, DHL, DuPont, Got Milk, House of Blues, Intel,
Kodak, Levi's, NASCAR, Nike, Nivea, Sputnik, Starbucks, The Forum, Shops,
WNBA, and Yahoo!

M The New York Festivals International Advertising Awards recognize the best
advertising from around the world. Each year a distinguished panel of
judges reviews nearly 10,000 campaign entries from more than 50 coun-
tries and awards gold, silver, and bronze medals. Prentice Hall is the exclu-
sive educational distributor of the gold medal winners in the television and
cinema category: three videocassettes with nearly 200 of these award-
winning spots are available upon adoption of this book.

W Marketing Plan Pro. This highly-rated software is totally interactive, fea-
turing ten sample marketing plans, excellent help, customizable charts,
and professional-looking color printouts. The plan wizards enable you to
easily customize your marketing plan to fit your marketing needs. Then fol-
low the clearly outlined steps—define, plan, budget, forecast, track, and
measure—from strategy to implementation. Click to print, and your text,
spreadsheet, and charts come together to create a powerful marketing
plan.

W PhotoWars CD-ROM. PhotoWars is a brand-new simulation by Mohan
Sawhney (Northwestern University) and Raj Malhotra, together with
PowerSim and Arthur Andersen. It provides a software-based learning envi-
ronment to help users improve their skills for navigating in high-change
digital markets. PhotoWars is designed to be an “action learning” exercise
whereby students will learn concepts, and apply what they learn, based
upon the Digistrat management framework. The PhotoWars environment
allows repeated plays and provides instant feedback by employing power-
ful system dynamics models based on a PowerSim simulation software
engine. This allows managers to learn by doing, and to learn by failing safely.
Observing and experimenting with such interactions allows the user to
grasp the model’s structure. Available at a nominal cost, packaged with the
millennium edition, PhotoWars can be assigned outside of class or incor-
porated into two to three class sessions.

W CW/PHLIP. Keep your course updated throughout the year with the most
advanced and text-specific site available on the Web today! Developed by
professors for professors and their students, this is a content-rich, multidis-



ciplinary business Web site that is updated every two weeks by the
CWY/PHLIP Team of 40 Ph.D. professors. This resource is available at no
extra cost to professors and students. Our Web site has been vastly
improved to include electronic study guides for students, additional
Internet exercises and links for students, and a complete array of teaching
material including downloadable versions of many components. (Try
Syllabus Builder to plan your course!) Go as fast as you can to
www.prenhall.com/phlip to preview this fantastic resource!

M WebC(T. The Business Publishing WebCT course is a full-featured, Internet-
based, complete course management and distance learning solution.
Instructors with little or no technical experience can use a point-and-click
navigation system to design their own on-line course components, includ-
ing setting up a course calendar, quizzes, assignments, lectures, and self-
paced study help. These courses were developed by educators for educa-
tors. The same team that developed our feature-rich Web sites hired 40
experienced college professors, who produced our WebCT courses in
teams of three.

) CKNOWLEDGMENTS

The tenth edition bears the imprint of many people. My colleagues and associ-
ates at the Kellogg Graduate School of Management at Northwestern University
continue to have an important impact on my thinking: James C. Anderson, Robert
C. Blattberg, Anand Bodapati, Bobby J. Calder, Gregory S. Carpenter, Alex
Cherney, Richard M. Clewett, Anne T. Coughlan, Sachin Gupta, Dawn lacobucci,
Dipak C. Jain, Robert Kozinets, Lakshman Krishnamurti, Angela Lee, Sidney |.
Levy, Ann L. McGill, Christie Nordhielm, Mohanbir S. Sawhney, John F. Sherry .,
Louis W. Stern, Brian Sternthal, Alice M. Tybout, and Andris A. Zoltners. | also
want to thank the S. C. Johnson Family for the generous support of my chair at
the Kellogg School. Completing the Northwestern team is the dean and my long-
time friend, Donald P. Jacobs, whom | want to thank for his continuous support
of my research and writing efforts.

I'am indebted to the following colleagues at other universities who reviewed
this edition:

Dennis Clayson, University of Northern lowa
Ralph Gaedeke, California State University

Bill Gray, Keller Graduate School of Management
Ron Lennon, Barry University

Paul McDevitt, University of lllinois, Springfield
Henry Metzner, University of Missouri, Rolla

Jim Murrow, Drury College

Greg Wood, Canisius College

I'would also like to thank all those who have reviewed previous editions:

Hiram Barksdale, University of Georgia

Boris Becker, Oregon State University

Sunil Bhatla, Case Western Reserve University

John Burnett, University of Denver

Surjit Chhabra, DePaul University

John Deighton, University of Chicago

Ralph Gaedeke, California State University, Sacramento

Preface m



m Preface

Dennis Gensch, University of Wisconsin, Milwaukee
David Georgoff, Florida Atlantic University

Arun Jain, State University of New York, Buffalo
H. Lee Matthews, Ohio State University

Mary Ann McGrath, Loyola University, Chicago
Pat Murphy, University of Notre Dame

Nicholas Nugent, Boston College

Donald Outland, University of Texas, Austin
Albert Page, University of Illinois, Chicago
Christopher Puto, Arizona State University
Robert Roe, University of Wyoming

Dean Siewers, Rochester Institute of Technology

My thanks also go to my foreign-edition co-authors for their suggestions:

Swee-Hoon Ang, Siew-Meng Leong, and Chin Tiong Tan: National University of
Singapore

Friedhelm W. Bliemel, Universitat Kaiserslautern (Germany)

Peter Chandler, Linden Brown, and Stewart Adam: Monash and other Australian uni-
versities

Bernard Dubois, Groupe HEC School of Management (France)

John Saunders (Loughborough University) and Veronica Wong (Warwick Univer-sity,
United Kingdom)

Walter Giorgio Scott, Universita Cattolica del Sacro Cuore (Italy)

Ronald E. Turner, Queen’s University (Canada)

The talented staff at Prentice Hall deserves praise for their roles in shaping the
millennium edition. My editor, Whitney Blake, offered excellent advice and direc-
tion for this tenth edition. | benefited greatly from the superb editorial help of
Jeannine Ciliotta, who lent her considerable talents as a development editor to
improve this edition. | also want to acknowledge the fine production work of John
Roberts, the creative design work of Kevin Kall, the editorial assistance of Michele
Foresta, and the marketing research work of Patti Arneson. I'd also like to thank
my marketing manager, Shannon Moore. Many thanks to Nancy Brandwein for
her hard work and tenacity in finding the many new examples included in this
edition; Mary McGarry, Libby Rubenstein, and Sylvia Weber also helped. And
finally, thanks to Marian Wood for her work in providing the new end-of-chapter
application exercises.

My overriding debt continues to be to my lovely wife, Nancy, who provided
me with the time, support, and inspiration needed to prepare this edition. It is
truly our book.

Philip Kotler

S. C. Johnson Distinguished Professor of International Marketing
J. L. Kellogg Graduate School of Management

Northwestern University

Evanston, Illinois

July 1999



BRIEF CONTENTS

Preface XXV

PART I. UNDERSTANDING MARKETING MANAGEMENT

1. Marketing in the Twenty-First Century 1
2. Building Customer Satisfaction, Value, and Retention 33
3. Winning Markets: Market-Oriented Strategic Planning 63

PART II. ANALYZING MARKETING OPPORTUNITIES

4. Gathering Information and Measuring Market Demand 99

5. Scanning the Marketing Environment 135

6. Analyzing Consumer Markets and Buyer Behavior 159

7. Analyzing Business Markets and Business Buying Behavior 191
8. Dealing with the Competition 217

9. Identifying Market Segments and Selecting Target Markets 255

PART Ill. DEVELOPING MARKETING STRATEGIES

10. Positioning the Market Offering Through the Product Life Cycle 285
11. Developing New Market Offerings 327
12. Designing Global Market Offerings 365

PART IV. MAKING MARKETING DECISIONS

13. Managing Product Lines and Brands 393
14. Designing and Managing Services 427
15. Designing Pricing Strategies and Programs 455

PART V. MANAGING AND DELIVERING MARKETING PROGRAMS

16. Managing Marketing Channels 489

17. Managing Retailing, Wholesaling, and Market Logistics 519

18. Managing Integrated Marketing Communications 549

19. Managing Advertising, Sales Promotion, and Public Relations 577
20. Managing the Sales Force 619

21. Managing Direct and On-line Marketing 649

22. Managing the Total Marketing Effort 679

Credits (&

Name Index n
Company/Brand Index 17
Subject Index n4

Brief Contents



MARKETING

MEMO
Marketer Frequently Asked
Questions

MARKETING FOR THE
MILLENNIUM

E-Commerce: The Kitty

Hawk Era 10

M ARK E T ', N G
Scholars and DoIIars
Marketing and Selling
Comes to College 20

MARKETING
MEMO

Reasons to Embrace the
Marketing Concept 24

MARKETING

I N € 1 1 7
I NSIGHT

Customer Configured:
How Dell Computer
Corporation Clicks with
Customers 39

MARKETING
o MEMO

Why Do You Exist and
What Do You Stand
For? 43

MARKETING
MEMO

Askmg Questions When
Customers Leave 47

(Contents

CONTENTS

Preface XXV
PART 1 UNDERSTANDING MARKETING MANAGEMENT

CHAPTER 1 MARKETING IN THE TWENTY-FIRST CENTURY 1
Marketing Tasks 2
The Scope of Marketing 3
A Broadened View of Marketing Tasks 5
The Decisions Marketers Make 5
Marketing Concepts and Tools 7
Defining Marketing 7
Core Marketing Concepts 8
Company Orientations Toward the Marketplace 16
The Production Concept 17
The Product Concept 17
The Selling Concept 17
The Marketing Concept 17
The Societal Marketing Concept 25
How Business and Marketing Are Changing 26
Company Responses and Adjustments 27
Marketer Responses and Adjustments 27
Summary 28
Applications 29
Notes 31
CHAPTER 2 BUILDING CUSTOMER SATISFACTION, VALUE,
AND RETENTION 33
Defining Customer Value and Satisfaction 34
Customer Value 34
Customer Satisfaction 36
The Nature of High-Performance Businesses 40
Stakeholders 40
Processes 41
Resources 41
Organization and Organizational Culture 42
Delivering Customer Value and Satisfaction 44
Value Chain 44
Value-Delivery Network 45
Attracting and Retaining Customers 46
Attracting Customers 46
Computing the Cost of Lost Customers 47
The Need for Customer Retention 47
Relationship Marketing: The Key 50
Adding Structural Ties 54




