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Introduction to Marketing  

 
What is marketing? Almost every marketing textbook has a different definition of the term 
“marketing.” Our text and the American Marketing Association (AMA) use the following:  “The 
process of planning and executing the conception, pricing, promotion, and distribution of 
ideas, goods, and services to create exchanges that satisfy individual and organizational 
objectives.”   From this definition, we see that 
§ Marketing involves an ongoing process.  The environment is “dynamic.”  This means 

that the market tends to change—what customers want today is not necessarily what 
they want tomorrow.  For example, sales of beef are declining in the United States 
because consumers have become health oriented.  Similarly, Tupperware parties are 
less popular today than they once were because there are fewer housewives who do 
not work outside the home. 

§ This process involves both planning and implementing (executing) the plan 
§ Some of the main issues involved include:  

o Marketers help design products, finding out what customers want and what can 
practically be made available given technology and price constraints. 

o Marketers distribute products—there must be some efficient way to get the products 
from the factory to the end-consumer    

o Marketers also promote products, and this is perhaps what we tend to think of first 
when we think of marketing.  Promotion involves advertising—and much more.  Other 
tools to promote products include trade promotion (store sales, coupons, and rebates), 
obtaining favorable and visible shelf-space, and obtaining favorable press coverage. 

o Marketers also price products to “move” them.  We know from economics that, in most 
cases, sales correlate negatively with price—the higher the price, the lower the 
quantity demanded. In some cases, however, price may provide the customer with a 
“signal” of quality.  Thus, the marketer needs to price the product to (1) maximize 
profit and (2) communicate a desired image of the product.   

• Marketing is applicable to services and ideas as well as to tangible products.  For 
example, accountants may need to market their tax preparation services to 
consumers.  

 
Reasons for studying marketing. There are several good reasons for studying marketing.  
First of all, marketing issues are important in all areas of the organization—customers are the 
reasons why businesses exist!  In fact, marketing efforts (including such services as promotion 
and distribution) often account for more than half of the price of a product.  As an added 
benefit, studying marketing often helps us become more savvy consumers.  We will learn, for 
instance, that the per unit price of a bigger package is frequently higher than that of a 
smaller one, and that more expensive products are frequently not better in quality. 
 
Criteria for marketing to occur. Several criteria must be met for marketing to occur: 
§ There must be two parties, each with unsatisfied needs or wants.  This want, of 

course, could be money for the seller.   
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§ Each must have something to offer.  Marketing involves voluntary “exchange” 

relationships where both sides must be willing parties.  Thus, a consumer who buys a 
soft drink in a vending machine for 60¢ must value the soft drink, available at that 
time and place, more than the money. Conversely, the vendor must value the money 
more.  (It is interesting to note that money is, strictly speaking, not necessary for this 
exchange to take place.  It is possible, albeit a bit cumbersome, to exchange two 
ducks for a pair of shoes.) 

§ The parties must be able to communicate.  This could be through a display in a store, 
an infomercial, or a posting on eBay. 

 
The marketing vs. the selling concept.  Two approaches to marketing exist.  The traditional 
selling concept emphasizes selling existing products.  The philosophy here is that if a product 
is not selling, more aggressive measures must be taken to sell it—e.g., cutting price, 
advertising more, or hiring more aggressive (and obnoxious) sales-people.  When the railroads 
started to lose business due to the advent of more effective trucks that could deliver goods 
right to the customer’s door, the railroads cut prices instead of recognizing that the 
customers ultimately wanted transportation of goods, not necessarily railroad transportation.  
Smith Corona, a manufacturer of typewriters, was too slow to realize that consumers wanted 
the ability to process documents and not typewriters per se.   The marketing concept, in 
contrast, focuses on getting consumers what they seek, regardless of whether this entails 
coming up with entirely new products. 
  
The 4 Ps—product, place (distribution), promotion, and price—represent the variables that 
are within the control of the firm (at least in the medium to long run).  In contrast, the firm 
is faced with uncertainty from the environment. 
 
  

The Marketing Environment 
 

Elements of the environment.  The marketing environment involves factors that, for the 
most part, are beyond the control of the company.  Thus, the company must adapt to these 
factors.  It is important to observe how the environment changes so that a firm can adapt its 
strategies appropriately.  Consider these environmental forces:  
 

• Competition:  Competitors often “creep” in and threaten to take away markets 
from firms.  For example, Japanese auto manufacturers became a serious threat to 
American car makers in the late 1970s and early 1980s.  Similarly, the Lotus 
Corporation, maker of one of the first commercially successful spreadsheets, soon 
faced competition from other software firms.  Note that while competition may be 
frustrating for the firm, it is good for consumers.  (In fact, we will come back to 
this point when we consider the legal environment).  Note that competition today 
is increasingly global in scope. 

• Economics.  Some firms in particular are extremely vulnerable to changes in the 
economy.  Consumers tend to put off buying a new car, going out to eat, or 
building new homes in bad times.  In contrast, in good times, firms serving those 
needs may have difficulty keeping up with demand. 

• Political.  Businesses are very vulnerable to changes in the political situation.  For 
example, because consumer groups lobbied Congress, more stringent rules were 
made on the terms of car leases.  The tobacco industry is currently the target of 
much negative attention from government and public interest groups.  Currently, 
the desire to avoid aiding the enemy may result in laws that make it more difficult 
for American firms to export goods to other countries. 

• Legal:  Firms are very vulnerable to changing laws and changing interpretations by 
the courts. Firms in the U.S. are very vulnerable to lawsuits.  McDonald’s, for 
example, is currently being sued by people who claim that eating the chain’s 
hamburgers caused them to get fat.  Some impacts of the legal environment: 
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• Firms are significantly limited in what they can do by various laws—some laws, 

for example, require that disclosures be made to consumers on the effective 
interest rates they pay on products bought on installment.  A particularly 
interesting group of laws relate to antitrust.  These laws basically exist to 
promote fair competition among firms.  Some principles involved here include: 
• Collusion:  Firms may not “conspire” to fix prices (agree that they will not sell 

below an agreed upon price) or reduce services. 
• Predation:  Firms may not sell their products below their cost of production for the 

purpose of driving competitors out of business so that they, themselves, can raise 
prices when competition is reduced. 

• Market share: Firms which have an unacceptably large market share may be 
“broken” up by court order so that many smaller firms will be around to compete.  
(This is what happened to AT&T, and at times, IBM has been worried about this 
prospect). 

• Tying:  A firm that controls a valuable product may not require the consumer to 
buy a more commonplace one to get the scarce product.  For example, Intel 
controls many of the newest microprocessors (e.g., Pentium IV).  Intel also makes 
motherboards for computers; however, motherboards are made by a lot of firms.  
Intel would be thought to abuse its effective monopoly power if it required 
consumers to buy a motherboard in order to get its newest chips. 

• Technological.  Changes in technology may significantly influence the demand for a 
product.  For example, the advent of the fax machine was bad news for Federal 
Express.  The Internet is a major threat to travel agents.  

• Social:  Changes in customs or demographics greatly influence firms.  Fewer babies 
today are being born, resulting in a decreased demand for baby foods.  More 
women work outside the home today,  so there is a greater demand for prepared 
foods.  There are more unmarried singles today.  This provides opportunities for 
some firms (e.g., fast food restaurants) but creates problems for others (e.g., 
manufacturers of high quality furniture that many people put off buying until 
marriage).  Today, there are more “blended” families that result as parents 
remarry after divorce.  These families are often strapped for money but may 
require “duplicate” items for children at each parent’s residence. 

 
Environmental scanning helps the firm understand developments in the market.  Such 
developments may involve changes in the market place due to social trends (e.g., Gerber, a 
manufacturer of baby products, faces a serious challenge with declining U.S. birth rates), 
technology (e.g., VCR makers are threatened by DVD players), or new or potential 
competitors (e.g., Internet service providers are being threatened by increasing marketing 
efforts from MSN).  Note that environmental scanning must be performed continuously, since 
environmental change does not cease.  
 
Economic cycles.  The economy goes through cycles.  In the late 1990s, the U.S. economy 
was quite strong, and many luxury goods were sold.  Currently, the economy is somewhat 
weak, and many firms are facing the results.  Car makers, for example, have seen declining 
profit margins (and even losses) as they have had to cut prices and offer low interest rates on 
financing.  Generally, in good economic times, there is a great deal of demand, but this 
introduces a fear of possible inflation.  In the U.S., the Federal Reserve will then try to 
prevent the economy from “overheating.”  This is usually done by raising interest rates.  This 
makes businesses less willing to invest, and as a result, people tend to make less money.  
During a recession, unemployment tends to rise, causing consumers to spend less.  This may 
result in a “bad circle,” with more people losing their jobs due to lowered demands.  Some 
businesses, however, may take this opportunity to invest in growth now that things can be 
bought more cheaply. 
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Strategic Planning and the Marketing Process 
 

Plans and planning.  Plans are needed to clarify what kinds of strategic objectives an 
organization would like to achieve and how this is to be done.  Such plans must consider the 
amount of resources available.  One critical resource is capital.  Microsoft keeps a great deal 
of cash on hand to be able to “jump” on opportunities that come about.  Small startup 
software firms, on the other hand, may have limited cash on hand.  This means that they may 
have to forego what would have been a good investment because they do not have the cash 
to invest and cannot find a way to raise the capital.  Other resources that affect what a firm 
may be able to achieve include factors such as: 
§ Trademarks/brand names:  It would be very difficult to compete against Coke and 

Pepsi in the cola market. 
§ Patents:  It would be difficult to compete against Intel and AMD in the microprocessor 

market since both these firms have a number of patents that it is difficult to get 
around. 

§ People:  Even with all of Microsoft’s money available, it could not immediately hire 
the people needed to manufacture computer chips. 

§ Distribution:  Stores have space for only a fraction of the products they are offered, so 
they must turn many away.  A firm that does not have an established relationship with 
stores will be at a disadvantage in trying to introduce a new product. 

 
Plans are subject to the choices and policies that the organization has made.  Some firms 
have goals of social responsibility, for example.  Some firms are willing to take a greater risk, 
which may result in a very large payoff but also involve the risk of a large loss, than others. 
 
Strategic marketing is best seen as an ongoing and never-ending process.  Thus, there are 
“feedback” arrows in the model presented on Slide #3.  Typically: 
§ The organization will identify the objectives it wishes to achieve.  This could involve 

profitability directly, but often profitability is a long term goal that may require some 
intermediate steps.  The firm may seek to increase market share, achieve distribution 
in more outlets, have sales grow by a certain percentage, or have consumers evaluate 
the product more favorably.  Some organizations have objectives that are not focused 
on monetary profit—e.g., promoting literacy or preventing breast cancer. 

§ An analysis is made, taking into consideration issues such as organizational resources, 
competitors, the competitors’ strengths, different types of customers, changes in the 
market, or the impact of new technology.  

§ Based on this analysis, a plan is made based on tradeoffs between the advantages and 
disadvantages of different options available. 

§ This strategy is then carried out.  The firm may design new products, revamp its 
advertising strategy, invest in getting more stores to carry the product, or decide to 
focus on a new customer segment. 

§ After implementation, the results or outcome are evaluated.  If results are not as 
desired, a change may have to be made to the strategy.  Even if results are 
satisfactory, the firm still needs to monitor the environment for changes.  

 
Levels of planning and strategies.  Plans for a firm can be made at several different levels.  
At the corporate level, the management considers the objectives of the firm as a whole.  For 
example, Microsoft may want seek to grow by providing high quality software, hardware, and 
services to consumers.  To achieve this goal, the firm may be willing to invest aggressively. 
 
Plans can also be made at the business unit level.  For example, although Microsoft is best 
known for its operating systems and applications software, the firm also provides Internet 
access and makes video games.  Different managers will have responsibilities for different 
areas, and goals may best be made by those closest to the business area being considered.  It 
is also more practical to hold managers accountable for performance if the plan is being made 
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at a more specific level.   Boeing has both commercial aircraft and defense divisions.  Each is 
run by different managers, although there is some overlap in technology between the two.  
Therefore, plans are needed both at the corporate and at the business levels. 
 
Occasionally, plans will be made at the functional level, to allow managers to specialize and 
to increase managerial accountability.  Marketing, for example, may be charged with 
increasing awareness of Microsoft game consoles to 55% of the U.S. population or to increase 
the number of units of Microsoft Office sold.  Finance may be charged with raising a given 
amount of capital at a given cost.  Manufacturing may be charged with decreasing production 
costs by 5%. 
 
The firm needs to identify the business it is in.  Here, a balance must be made so that the 
firm’s scope is not defined too narrowly or too broadly.  A firm may define its goal very 
narrowly and then miss opportunities in the market place.  For example, if Dell were to 
define itself only as a computer company, it might miss an opportunity to branch into PDAs or 
Internet service.  Thus, they might instead define themselves as a provider of “information 
solutions.”  A company should not define itself too broadly, however, since this may result in 
loss of focus.  For example, a manufacturer of baking soda should probably not see itself as a 
manufacturer of all types of chemicals.  Sometimes, companies can define themselves in 
terms of a customer need.  For example, 3M sees itself as being in the business of making 
products whose surfaces are bonded together.  This accounts for both Post-It notes and 
computer disks.  
 
A firm’s mission should generally include a discussion of the customers served (e.g., Wal-Mart 
and Nordstrom’s serve different groups), the kind of technology involved, and the markets 
served. 
 
Several issues are involved in selecting target customers.  We will consider these in more 
detail within the context of segmentation, but for now, the firm needs to consider issues such 
as: 
§ The size of various market segments;  
§ How well these segments are being served by existing firms; 
§ Changes in the market—e.g., growth of segments or change in technology; 
§ How the firm should be positioned, or seen by customers.  For example, Wal-Mart 

positions itself as providing value in retailing, while Nordstrom’s defines itself more in 
terms of high levels of customer service. 

 
The Boston Consulting Group (BCG) matrix provides a firm an opportunity to assess how well 
its business units work together.  Each business unit is evaluated in terms of two factors:  
market share and the growth prospects in the market.  Generally, the larger a firm’s share, 
the stronger its position, and the greater the growth in a market, the better future 
possibilities.  Four combinations emerge:  
§ A star represents a business unit that has a high share in a growing market.  For 

example, Motorola has a large share in the rapidly growing market for cellular phones. 
§ A question mark results when a unit has a small share in a rapidly growing market.  

The firm’s position, then, is not as strong as it would have been had its market share 
been greater, but there is an opportunity to grow.  For example, Hewlett-Packard has 
a small share of the digital camera market, but this is a very rapidly growing market. 

§ A cash cow results when a firm has a large share in a market that is not growing, and 
may even be shrinking.    Brother has a large share of the typewriter market. 

§ A dog results when a business unit has a small share in a market that is not growing.  
This is generally a somewhat unattractive situation, although dogs can still be 
profitable in the short run.  For example, Smith Corona how has a small share of the 
typewriter market. 

 
Firms are usually best of with a portfolio that has a balance of firms in each category.  The 
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cash cows tend to generate cash but require little future investment.  On the other hand, 
stars generate some cash, but even more cash is needed to invest in the future—for research 
and development, marketing campaigns, and building new manufacturing facilities.  
Therefore, a firm may take excess cash from the cash cow and divert it to the star.  For 
example, Brother could “harvest” its profits from typewriters and invest this in the unit 
making color laser printers, which will need the cash to grow.  If a firm has cash cows that 
generate a lot of cash, this may be used to try to improve the market share of a question 
mark.  A firm that has a number of promising stars in its portfolio may be in serious trouble if 
it does not have any cash cows to support it.  If it is about to run out of cash—regardless of 
how profitable it is—is becomes vulnerable as a takeover target from a firm that has the cash 
to continue running it. 
 
A SWOT (“Strengths, Opportunities, Weaknesses, and Threats”) analysis is used to help the 
firm identify effective strategies.  Successful firms such as Microsoft have certain strengths.  
Microsoft, for example, has a great deal of technology, a huge staff of very talented 
engineers, a great deal of experience in designing software, a very large market share, a well 
respected brand name, and a great deal of cash.  Microsoft also has some weaknesses, 
however:  The game console and MSN units are currently running at a loss, and MSN has been 
unable to achieve desired levels of growth.  Firms may face opportunities in the current 
market.  Microsoft, for example, may have the opportunity to take advantage of its brand 
name to enter into the hardware market.  Microsoft may also become a trusted source of 
consumer services.  Microsoft currently faces several threats, including the weak economy.  
Because fewer new computers are bough during a recession, fewer operating systems and 
software packages. 
 
Rather than merely listing strengths, weaknesses, opportunities, and threats, a SWOT 
analysis should suggest how the firm may use its strengths and opportunities to overcome 
weaknesses and threats.  Decisions should also be made as to how resources should be 
allocated.  For example, Microsoft could either decide to put more resources into MSN or to 
abandon this unit entirely.  Microsoft has a great deal of cash ready to spend, so the option to 
put resources toward MSN is available.  Microsoft will also need to see how threats can be 
addressed.  The firm can earn political good will by engaging in charitable acts, which it has 
money available to fund.  For example, Microsoft has donated software and computers to 
schools.  It can forego temporary profits by reducing prices temporarily to increase demand, 
or can “hold out” by maintaining current prices while not selling as many units. 
 
Criteria for effective marketing plans.  Marketing plans should meet several criteria: 
§ The plan must be specific enough so that it can be implemented and communicated to 

people in the firm.  “Improving profitability” is usually too vague, but increasing net 
profits by 5%, increasing market share by 10%, gaining distribution in 2,000 more 
stores, and reducing manufacturing costs by 2% are all specific. 

§ The plan must be measurable so that one can see if it has been achieved.  The above 
plans involve specific numbers. 

§ The goal must be achievable or realistic.  Plans that are unrealistic may result in poor 
use of resources or lowered morale within the firm. 

§ The goals must be consistent.  For example, a firm cannot ordinarily simultaneously 
plan improve product features, increase profits, and reduce prices. 

 
International Marketing 

 
Protectionism:  Although trade generally benefits a country as a whole, powerful interests 
within countries frequently put obstacles—i.e., they seek to inhibit free trade.   There are 
several ways this can be done: 
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• Tariff barriers:  A duty, or tax or fee, is put on products imported.  This is usually 

a percentage of the cost of the good. 
• Quotas:  A country can export only a certain number of goods to the importing 

country.  For example, Mexico can export only a certain quantity of tomatoes to 
the United States, and Asian countries can send only a certain quota of textiles 
here. 

• “Voluntary” export restraints:  These are not official quotas, but involve 
agreements made by countries to limit the amount of goods they export to an 
importing country.  Such restraints are typically motivated by the desire to avoid 
more stringent restrictions if the exporters do not agree to limit themselves.  For 
example, Japanese car manufacturers have agreed to limit the number of 
automobiles they export to the United States. 

• Subsidies to domestic products:  If the government supports domestic producers of 
a product, these may end up with a cost advantage relative to foreign producers 
who do not get this subsidy.  U.S. honey manufacturers receive such subsidies. 

• Non-tariff barriers, such as differential standards in testing foreign and domestic 
products for safety, disclosure of less information to foreign manufacturers needed 
to get products approved, slow processing of imports at ports of entry, or arbitrary 
laws which favor domestic manufacturers.  

 
Cultural lessons.  We considered several cultural lessons in class; the important thing here is 
the big picture.  For example, within the Muslim tradition, the dog is considered a “dirty” 
animal, so portraying it as “man’s best friend” in an advertisement is counter-productive.  
Packaging, seen as a reflection of the quality of the “real” product, is considerably more 
important in Asia than in the U.S., where there is a tendency to focus on the contents which 
“really count.”  Many cultures observe significantly greater levels of formality than that 
typical in the U.S., and Japanese negotiator tend to observe long silent pauses as a speaker’s 
point is considered. 
 
A book entitled The Geography of Thought discusses differences in Eastern and Western 
cultures.  These range from customs and values to the actual perception of the World.  Some 
conclusions: 
 

• Western thinkers tend to focus on individual objects while Eastern thinkers tend to 
focus on the whole, the context, and its relationships to other things.  

• Western society seems to value formal logic, the rule of law, consistency of rules, 
universal principles, and categorization more. 

• Western thinkers tend to perceive the world as more controllable and emphasize 
individual differences more.  

• Western parents tend to emphasize choices for children and self -esteem building.  
Eastern societies are more likely to teach self -criticism and attention to the feelings of 
others. 

 
Product Need Satisfaction.  We often take for granted the “obvious” need that products 
seem to fill in our own culture; however, functions served may be very different in others—for 
example, while cars have a large transportation role in the U.S., they are impractical to drive 
in Japan, and thus cars there serve more of a role of being a status symbol or providing for 
individual indulgence.  In the U.S., fast food and instant drinks such as Tang are intended for 
convenience; elsewhere, they may represent more of a treat.  Thus, it is important to 
examine through marketing research consumers’ true motives, desires, and expectations in 
buying a product. 
 
Approaches to Product Introduction.  Firms face a choice of alternatives in marketing their 
products across markets.  An extreme strategy involves customization, whereby the firm 
introduces a unique product in each country, usually with the belief tastes differ so much 
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between countries that it is necessary more or less to start from “scratch” in creating a 
product for each market.  On the other extreme, standardization  involves making one global 
product in the belief the same product can be sold across markets without significant 
modification—e.g., Intel microprocessors are the same regardless of the country in which they 
are sold.  Finally, in most cases firms will resort to some kind of adaptation, whereby a 
common product is modified to some extent when moved between some markets—e.g., in the 
United States, where fuel is relatively less expensive, many cars have larger engines than 
their comparable models in Europe and Asia; however, much of the design is similar or 
identical, so some economies are achieved.  Similarly, while Kentucky Fried Chicken serves 
much the same chicken with the eleven herbs and spices in Japan, a lesser amount of sugar is 
used in the potato salad, and fries are substituted for mashed potatoes.  
 
There are certain benefits to standardization.  Firms that produce a global product can obtain 
economies of scale in manufacturing, and higher quantities produced also lead to a faster 
advancement along the experience curve.  Further, it is more feasible to establish a global 
brand as less confusion will occur when consumers travel across countries and see the same 
product.  On the down side, there may be significant differences in desires between cultures 
and physical environments—e.g., software sold in the U.S. and Europe will often utter a 
“beep” to alert the user when a mistake has been made; however, in Asia, where office 
workers are often seated closely together, this could cause embarrassment. 
 
Adaptations come in several forms.  Mandatory adaptations involve changes that have to be 
made before the product can be used—e.g., appliances made for the U.S. and Europe must 
run on different voltages, and a major problem was experienced in the European Union when 
hoses for restaurant frying machines could not simultaneously meet the legal requirements of 
different countries.  “Discretionary” changes are changes that do not have to be made before 
a product can be introduced (e.g., there is nothing to prevent an American firm from 
introducing an overly sweet soft drink into the Japanese market), although products may face 
poor sales if such changes are not made.  Discretionary changes may also involve cultural 
adaptations—e.g., in Sesame Street, the Big Bird became the Big Camel in Saudi Arabia. 
 
Another distinction involves physical product vs. communication adaptations.  In order for 
gasoline to be effective in high altitude regions, its octane must be higher, but it can be 
promoted much the same way.  On the other hand, while the same bicycle might be sold in 
China and the U.S., it might be positioned as a serious means of transportation in the former 
and as a recreational tool in the latter.  In some cases, products may not need to be adapted 
in either way (e.g., industrial equipment), while in other cases, it might have to be adapted 
in both (e.g., greeting cards, where the both occasions, language, and motivations for sending 
differ).   Finally, a market may exist abroad for a product which has no analogue at home—
e.g., hand-powered washing machines. 

Measuring country wealth.  There are two ways to measure the wealth of a country.  The 
nominal per capita gross domestic product (GDP)  refers to the value of goods and services 
produced per person in a country if this value in local currency were to be exchanged into 
dollars.  Suppose, for example, that the per capita GDP of Japan is 3,500,000 yen and the 
dollar exchanges for 100 yen, so that the per capita GDP is (3,500,000/100)=$35,000.  
However, that $35,000 will not buy as much in Japan—food and housing are much more 
expensive there.  Therefore, we introduce the idea of purchase parity adjusted  per capita 
GDP, which reflects what this money can buy in the country.  This is typically based on the 
relative costs of a weighted “basket” of goods in a country (e.g., 35% of the cost of housing, 
40% the cost of food, 10% the cost of clothing, and 15% cost of other items).  If it turns out 
that this measure of cost of living is 30% higher in Japan, the purchase parity adjusted GPD in 
Japan would then be ($35,000/(130%) = $26,923. (The Gross Domestic Product (GPD) and 
Gross National Product (GNP) are almost identical figures.  The GNP, for example, includes 
income made by citizens working abroad, and does not include the income of foreigners 
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working in the country.  Traditionally, the GNP was more prevalent; today the GPD is more 
commonly used—in practice, the two measures fall within a few percent of each other.) 
 
In general, the nominal per capita GPD is more useful for determining local consumers’ ability 
to buy imported goods, the cost of which are determined in large measure by the costs in the 
home market, while the purchase parity adjusted measure is more useful when products are 
produced, at local costs, in the country of purchase.  For example, the ability of Argentineans 
to purchase micro computer chips, which are produced mostly in the U.S. and Japan, is better 
predicted by nominal income, while the ability to purchase toothpaste made by a U.S. firm in 
a factory in Argentina is better predicted by purchase parity adjusted income. 
 
It should be noted that, in some countries, income is quite unevenly distributed so that these 
average measures may not be very meaningful.  In Brazil, for example, there is a very large 
underclass making significantly less than the national average, and thus, the national figure is 
not a good indicator of the purchase power of the mass market.  Similarly, great regional 
differences exist within some countries—income is much higher in northern Germany than it is 
in the former East Germany, and income in southern Italy is much lower than in northern 
Italy. 

 
 


