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Segmentation, Targeting, and Positioning 
 

 Segmentation, targeting, and positioning together comprise a three stage process.  We 
first (1) determine which kinds of customers exist, then (2) select which ones we are best off 
trying to serve and, finally, (3) implement our segmentation by optimizing our 
products/services for that segment and communicating that we have made the choice to 
distinguish ourselves that way. 

 Segmentation involves finding out what kinds of consumers with different needs exist.  
In the auto market, for example, some consumers demand speed and performance, while 
others are much more concerned about roominess and safety.  In general, it holds true that 
“You can’t be all things to all people,” and experience has demonstrated that firms that 
specialize in meeting the needs of one group of consumers over another tend to be more 
profitable. 

 Generically, there are three approaches to marketing.  In the undifferentiated 
strategy, all consumers are treated as the same, with firms not making any specific efforts to 
satisfy particular groups.  This may work when the product is a standard one where one 
competitor really can’t offer much that another one can’t.  Usually, this is the case only for 
commodities.  In the concentrated strategy, one firm chooses to focus on one of several 
segments that exist while leaving other segments to competitors.  For example, Southwest 
Airlines focuses on price sensitive consumers who will forego meals and assigned seating for 
low prices.  In contrast, most airlines follow the differentiated strategy:  They offer high 
priced tickets to those who are inflexible in that they cannot tell in advance when they need 
to fly and find it impractical to stay over a Saturday.  These travelers—usually business 
travelers—pay high fares but can only fill the planes up partially.  The same airlines then sell 
some of the remaining seats to more price sensitive customers who can buy two weeks in 
advance and stay over.  

Note that segmentation calls for some tough choices.  There may be a large number of 
variables that can be used to differentiate consumers of a given product category; yet, in 
practice, it becomes impossibly cumbersome to work with more than a few at a time.  Thus, 
we need to determine which variables will be most useful in distinguishing different groups of 
consumers.  We might thus decide, for example, that the variables that are most relevant in 
separating different kinds of soft drink consumers are (1) preference for taste vs. low 
calories, (2) preference for Cola vs. non-cola taste, (3) price sensitivity—willingness to pay for 
brand names; and (4) heavy vs. light consumers.  We now put these variables together to 
arrive at various combinations.  

Several different kinds of variables can be used for segmentation.  Demographic 
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variables essentially refer to personal statistics such as income, gender, education, location 
(rural vs. urban, East vs. West), ethnicity, and family size.  Campbell’s soup, for instance, has 
found that Western U.S. consumers on the average prefer spicier soups—thus, you get a 
different product in the same cans at the East and West coasts.  Facing flat sales of guns in 
the traditional male dominated market, a manufacturer came out with the Lady Remmington, 
a more compact, handier gun more attractive to women.  Taking this a step farther, it is also 
possible to segment on lifestyle and values.”  Some consumers want to be seen as similar to 
others, while a different segment wants to stand apart from the crowd.  Another basis for 
segmentation is behavior.  Some consumers are “brand loyal”—i.e., they tend to stick with 
their preferred brands even when a competing one is on sale.  Some consumers are “heavy” 
users while others are “light” users.  For example, research conducted by the wine industry 
shows that some 80% of the product is consumed by 20% of the consumers—presumably a 
rather intoxicated group.  One can also segment on benefits sought, essentially bypassing 
demographic explanatory variables.  Some consumers, for example, like scented soap (a 
segment likely to be attracted to brands such as Irish Spring), while others prefer the “clean” 
feeling of unscented soap (the “Ivory” segment).  Some consumers use toothpaste primarily to 
promote oral health, while another segment is more interested in breath freshening. 

In the next step, we decide to target one or more segments.  Our choice should 
generally depend on several factors.  First, how well are existing segments served by other 
manufacturers?  It will be more difficult to appeal to a segment that is already well served 
than to one whose needs are not currently being served well.  Secondly, how large is the 
segment, and how can we expect it to grow?  (Note that a downside to a large, rapidly 
growing segment is that it tends to attract competition).  Thirdly, do we have strengths as a 
company that will help us appeal particularly to one group of consumers?  Firms may already 
have an established reputation.  While McDonald’s has a great reputation for fast, consistent 
quality, family friendly food, it would be difficult to convince consumers that McDonald’s now 
offers gourmet food.  Thus, McD’s would probably be better off targeting families in search of 
consistent quality food in nice, clean restaurants. 

Positioning involves implementing our targeting.  For example, Apple Computer has 
chosen to position itself as a maker of user-friendly computers.  Thus, Apple has done a lot 
through its advertising to promote itself, through its unintimidating icons, as a computer for 
“non-geeks.”  The Visual C software programming language, in contrast, is aimed a “techies.” 

Repositioning involves an attempt to change consumer perceptions of a brand, usually 
because the existing position that the brand holds has become less attractive.  Sears, for 
example, attempted to reposition itself from a place that offered great sales but unattractive 
prices the rest of the time to a store that consistently offered “everyday low prices.”  
Repositioning in practice is very difficult to accomplish.  A great deal of money is often 
needed for advertising and other promotional efforts, and in many cases, the repositioning 
fails. 

 
 

Product 
 
 Products come in several forms.   Consumer products can be categorized as 
convenience goods, for which consumers are willing to invest very limited shopping efforts.  
Thus, it is essential to have these products readily available and have the brand name well 
known.   Shopping goods, in contrast, are goods in which the consumer is willing to invest a 
great deal of time and effort.  For example, consumers will spend a great deal of time looking 
for a new car or a medical procedure.  Specialty goods are those that are of interest only to a 
narrow segment of the population—e.g., drilling machines.  Industrial goods can also be 
broken down into subgroups, depending on their uses. It should also be noted that, within the 
context of marketing decisions, the term product refers to more than tangible goods—a 
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service can be a product, too. 
 
 A chart in the textbook discusses specific considerations for products of each type. 
 
 A firm’s product line or lines refers to the assortment of similar things that the firm 
holds.  Brother, for example, has both a line of laser printers and one of typewriters.  In 
contrast, the firm’s product mix describes the combination of different product lines that the 
firm holds.  Boeing, for example, has both a commercial aircraft and a defense line of 
products that each take advantage of some of the same core competencies and technologies 
of the firm.  Some firms have one very focused or narrow product line (e.g., KFC does only 
chicken right) while others maintain numerous lines that hopefully all have some common 
theme. This represents a wide product mix 3M, for example, makes a large assortment of 
goods that are thought to be related in the sense that they use the firm’s ability to bond 
surfaces together. Depth refers to the variety that is offered within each product line.  
Maybeline offers a great deal of depth in lipsticks with subtle differences in shades while 
Morton Salt offers few varieties of its product. 
 
 Products may be differentiated in several ways.  Some may be represented as being of 
superior quality (e.g., Maytag), or they may differ in more arbitrary ways in terms of styles—
some people like one style better than another, while there is no real consensus on which one 
is the superior one.  Finally, products can be differentiated in terms of offering different 
levels of service—for example, Volvo offers a guarantee of  free, reliable towing anywhere 
should the vehicle break down.  American Express offers services not offered by many other 
charge cards. 
 

New product development tends to happen in stages.  Although firms often go back 
and forth between these idealized stages, the following sequence is illustrative of the 
development of a new product: 

• New product strategy development.  Different firms will have different strategies 
on how to approach new products.  Some firms have stockholders who want to 
minimize risk and avoid investing in too many new innovations.  Some firms can 
only survive if they innovate frequently and have stockholders who are willing to 
take this risk.  For example, Hewlett-Packard has to constantly invent new 
products since competitors learn to work around its patents and will be able to 
manufacture the products at a lower cost. 

• Idea generation.  Firms solicit ideas as to new products it can make.  Ideas might 
come from customers, employees, consultants, or engineers.  Many firms receive a 
large number of ideas each year and can only invest in some of them. 

• Screening and evaluation:  Some products that after some analysis are clearly not 
feasible or are not consistent with the core competencies of the firm are 
eliminated. 

• Business analysis.  Ideas are now exposed to more rigorous analysis.  Profit 
projections, risks, market size, and competitive response are considered.  If 
promising, market research may be done. 

• Development:  The product is designed and manufacturing facilities are planned. 
• Market testing:  Frequently, firms will try to “test” a product in one region to see 

if it will sell in reality before it is released nationally and internationally.  There is 
a lesser risk if the firm only commits money to advertising and other marketing 
efforts in one region.  Retailers will also be more receptive in other parts of the 
country and world if it has been demonstrated that the product sold well in one 
region.  The firm may also experiment with different prices for the product. 

• Commercialization:  Facilities to manufacture the product on a larger scale are 
now put into operation and the firm starts a national marketing campaign and 
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distribution effort. 
 

 Products often go through a life cycle.  Initially, a product is introduced.  Since the 
product is not well known and is usually expensive (e.g., as microwave ovens were in the late 
1970s), sales are usually limited.  Eventually, however, many products reach a growth phase—
sales increase dramatically.  More firms enter with their models of the product.  Frequently, 
unfortunately, the product will reach a maturity stage where little growth will be seen.  For 
example, in the United States, almost every household has at least one color TV set.  Some 
products may also reach a decline stage, usually because the product category is being 
replaced by something better.  For example, typewriters experienced declining sales as more 
consumers switched to computers or other word processing equipment.  The product life 
cycle is tied to the phenomenon of diffusion of innovation.  When a new product comes out, it 
is likely to first be adopted by consumers who are more innovative than others—they are 
willing to pay a premium price for the new product and take a risk on unproven technology.  
It is important to be on the good side of innovators since many other later adopters will tend 
to rely for advice on the innovators who are thought to be more knowledgeable about new 
products for advice. 
 
 At later phases of the PLC, the firm may need to modify its market strategy.  For 
example, facing a saturated market for baking soda in its traditional use, Arm & Hammer 
launched a major campaign to get consumers to use the product to deodorize refrigerators.  
Deodorizing powders to be used before vacuuming were also created. 
 
 It is sometimes useful to think of products as being either new or existing.  Many firms 
today rely increasingly on new products for a large part of their sales. New products can be 
new in several ways.  They can be new to the market—no one else ever made a product like 
this before.  For example, Chrysler invented the minivan.  Products can also be new to the 
firm—another firm invented the product, but the firm is now making its own version.  For 
example, IBM did not invent the personal computer, but entered after other firms showed the 
market to have a high potential.  Products can be new to the segment—e.g., cellular phones 
and pagers were first aimed at physicians and other price-insensitive segments.  Later, firms 
decided to target the more price-sensitive mass market.  A product can be new for legal 
purposes.  Because consumers tend to be attracted to “new and improved” products, the 
Federal Trade Commission (FTC) only allows firms to put that label on reformulated products 
for six months after a significant change has been made.   
  

The diffusion of innovation refers to the tendency of new products, practices, or ideas 
to spread among people.  Usually, when new products or ideas come about, they are initially 
only adopted by a small group of people.  Later, many innovations spread to other people.  
The bell shaped curve frequently illustrates the rate of adoption of a new product.  
Cumulative adoptions are reflected by the S-shaped curve.  The saturation point is the 
maximum proportion of consumers likely to adopt a product.  In the case of refrigerators in 
the U.S., the saturation level is nearly one hundred percent of households.  The figure will 
almost certainly be well below that for video games that, even when spread out to a large 
part of the population, will be of interest to far from everyone. 
 

Several specific product categories have case histories that illustrate important issues 
in adoption.  Until some time in the 1800s, few physicians bothered to scrub prior to surgery, 
even though new scientific theories predicted that small microbes not visible to the naked 
eye could cause infection.  Younger and more progressive physicians began scrubbing early 
on, but they lacked the stature to make their older colleagues follow. 
 

ATM cards spread relatively quickly.  Since the cards were used in public, others who 
did not yet hold the cards could see how convenient they were.  Although some people were 
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concerned about security, the convenience factors seemed to be a decisive factor in the “tug-
of-war” for and against adoption. 
 

The case of credit cards was a bit more complicated and involved a “chicken-and-egg” 
paradox.  Accepting credit cards was not a particularly attractive option for retailers until 
they were carried by a large enough number of consumers.  Consumers, in contrast, were not 
particularly interested in cards that were not accepted by a large number of retailers.  Thus, 
it was necessary to “jump start” the process, signing up large corporate accounts, under 
favorable terms, early in the cycle, after which the cards became worthwhile for retailers to 
accept. 
 

Rap music initially spread quickly among urban youths in large part because of the low 
costs of recording.  Later, rap music became popular among a very different segment, 
suburban youths, because of its apparently authentic depiction of an exotic urban lifestyle. 
 

Hybrid corn was adopted only slowly among many farmers.  Although hybrid corn 
provided yields of about 20% more than traditional corn, many farmers had difficulty believing 
that this smaller seed could provide a superior harvest. They were usually reluctant to try it 
because a failed harvest could have serious economic consequences, including a possible loss 
of the farm.  Agricultural extension agents then sought out the most progressive farmers to 
try hybrid corn, also aiming for farmers who were most respected and most likely to be 
imitated by others.  Few farmers switched to hybrid corn outright from year to year.  Instead, 
many started out with a fraction of their land, and gradually switched to 100% hybrid corn 
when this innovation had proven itself useful. 
 

Several forces often work against innovation.  One is risk, which can be either social or 
financial.  For example, early buyers of the CD player risked that few CDs would be recorded 
before the CD player went the way of the 8 track player. Another risk is being perceived by 
others as being weird for trying a “fringe” product or idea.  For example, Barbara Mandrell 
sings the song “I Was Country When Country Wasn’t Cool.”  Other sources of resistance 
include the initial effort needed to learn to use new products (e.g., it takes time to learn to 
meditate or to learn how to use a computer) and concerns about compatibility with the 
existing culture or technology.  For example, birth control is incompatible with religious 
beliefs that predominate in some areas, and a computer database is incompatible with a 
large, established card file. 

 
Innovations come in different degrees.  A continuous innovation includes slight 

improvements over time.  Very little usually changes from year to year in automobiles, and 
even automobiles of the 1990s are driven much the same way that automobiles of the 1950 
were driven.  A dynamically continuous innovation involves some change in technology, 
although the product is used much the same way that its predecessors were used—e.g., jet 
vs. propeller aircraft.  A discontinuous innovation involves a product that fundamentally 
changes the way that things are done—e.g., the fax and photocopiers.  In general, 
discontinuous innovations are more difficult to market since greater changes are required in 
the way things are done, but the rewards are also often significant. 
 

Several factors influence the speed with which an innovation spreads.  One issue is 
relative advantage (i.e., the ratio of risk or cost to benefits).  Some products, such as cellular 
phones, fax machines, and ATM cards, have a strong relative advantage.  Other products, 
such as automobile satellite navigation systems, entail some advantages, but the cost ratio is 
high.  Lower priced products often spread more quickly, and the extent to which the product 
is trialable (farmers did not have to plant all their land with hybrid corn at once, while one 
usually has to buy a cellular phone to try it out) influence the speed of diffusion.  Finally, the 
extent of switching difficulties influences speed—many offices were slow to adopt computers 
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because users had to learn how to use them. 
 

Some cultures tend to adopt new products more quickly than others, based on several 
factors:   

 Modernity:  The extent to which the culture is receptive to new things. In some 
countries, such as Britain and Saudi Arabia, tradition is greatly valued—thus, new 
products often don’t fare too well.  The United States, in contrast, tends to value 
progress. 

 Homophily:  The more similar to each other that members of a culture are, the 
more likely an innovation is to spread—people are more likely to imitate similar 
than different models.  The two most rapidly adopting countries in the World are 
the U.S. and Japan.  While the U.S. interestingly scores very low, Japan scores 
high. 

 Physical distance:  The greater the distance between people, the less likely 
innovation is to spread.   

 Opinion leadership:  The more opinion leaders are valued and respected, the more 
likely an innovation is to spread.  The style of opinion leaders moderates this 
influence, however.  In less innovative countries, opinion leaders tend to be more 
conservative, i.e., to reflect the local norms of resistance. 

 
It should be noted that innovation is not always an unqualifiedly good thing.  Some 

innovations, such as infant formula adopted in developing countries, may do more harm than 
good.  Individuals may also become dependent on the innovations.  For example, travel 
agents who get used to booking online may be unable to process manual reservations. 
 

Sometimes innovations are disadopted.  For example, many individuals disadopt 
cellular phones if they find out that they don’t end up using them much. 
 

An essential issue in product management is branding.  Different firms have different 
policies on the branding on their products.  While 3M puts its brand name on a great diversity 
of products, Proctor & Gamble, on the opposite extreme, maintains a separate brand name 
for each product.  In general, the use of brand extensions should be evaluated on the basis of 
the compatibility of various products—can the same brand name represent different products 
without conflict or confusion?  Coca Cola for many years resisted putting its coveted brand 
name on a diet soft drink.  In the old days, available sweeteners such as saccharin added an 
undesirable aftertaste, implying a clear sacrifice in taste for the reduction in calories. Thus, 
to avoid damaging the brand name Coca Cola, Coke instead named its diet cola Tab.  Only 
after NutraSweet was introduced was the brand extension allowed.  Research shows that 
consumers are more receptive to brand extensions when (1) the company appears to have the 
expertise to make the product [McDonald’s was not thought as credible as a photo-finishing 
service], (2) the products are congruent (compatible), and (3) the brand extension is not seen 
as being exploitative of a high quality brand name [e.g., one should not use a premium brand 
name like Heineken to make a trivially easy product like popcorn]. 
 
 Co-branding involves firms using two or more brands together to maximize appeal to 
consumers.  Some ice cream makers, for example, use their own brand name in addition to 
naming the brands of ingredients contained.  Sometimes, this strategy may help one brand at 
the expense of the other.  It is widely believed, for example, that the “Intel inside” 
messages, which Intel paid computer makers to put on their products and packaging, reduced 
the value of the computer makers’ brand names because the emphasis was now put on the 
Intel component. 
 
 Certain “peripheral” characteristics of products may “signal” quality or other value to 
consumers.  For some products, packaging accounts for a large part of the total product 
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manufacturing cost.  Long warranties often signal to consumers that the product is of good 
quality since the manufacturer is willing to take responsibility for its functioning. 
 
 There is no clear distinction between a “pure” tangible product and a service.  Most 
products contain some of both.  A computer, for example, is a tangible product, but it often 
comes with a warranty and software updates. 
 
 

Promotion 
 

 Integrated Marketing Communication (IMC) involves the idea that a firm’s promotional 
efforts should be coordinated to achieve the best combined effects of the firm’s efforts.  
Resources are allocated to achieve those outcomes that the firm values the most. 

Promotion involves a number of tools we can use to increase demand for our  The most 
well known component of promotion is advertising, but we can also use tools such as the 
following: 

• Public relations (the firm’s staff provides information to the media in the hopes of 
getting coverage). This strategy has benefits (it is often less expensive and media 
coverage is usually more credible than advertising) but it also entails a risk in that 
we can’t control what the media will say.  Note that this is particularly a useful 
tool for small and growing businesses—especially those that make a product which 
is inherently interesting to the audience. 

• Trade promotion.  Here, the firm offers retailers and wholesalers temporary 
discounts, which may or may not be passed on to the consumer, to stimulate sales.   

• Sales promotion.  Consumers are given either price discounts, coupons, or 
rebates. 

• Personal selling.  Sales people either make “cold” calls on potential customers 
and/or respond to inquiries. 

• In-store displays.  Firms often pay a great deal of money to have their goods 
displayed prominently in the store.  More desirable display spaces include:  end of 
an aisle, free-standing displays, and near the check-out counter.  Occasionally, a 
representative may display the product. 

• Samples. 
 

A chart in the text discusses characteristics of each method. 
 

Generally, a sequence of events is needed before a consumer will buy a product.  This 
is known as a “hierarchy of effects.”  The consumer must first be aware that the product 
exists.  He or she must then be motivated to give some attention to the product and what it 
may provide.  In the next stage, the need is for the consumer to evaluate the merits of the 
product, hopefully giving the product a try.  A good experience may lead to continued use.  
Note that the consumer must go through the earlier phases before the later ones can be 
accomplished. 
 

Promotional objectives that are appropriate differ across the Product Life Cycle (PLC).  
Early in the PLC—during the introduction stage—the most important objective is creating 
awareness among consumers.  For example, many consumers currently do not know the 
Garmin is making auto navigation devices based on the global position satellite (GPS) system 
and what this system can do for them.  A second step is to induce trial—to get consumers to 
buy the product for the first time.  During the growth stage, important needs are persuading 
the consumer to buy the product and prefer the brand over competing ones.  Here, it is also 
important to persuade retailers to carry the brand, and thus, a large proportion of 
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promotional resources may need to be devoted to retailer incentives.  During the maturity 
stage, the firm may need to focus on maintaining shelf space, distribution channels, and 
sales.  A chart on p. 480 in the text suggests some appropriate strategies. 
 

Different promotional approaches will be appropriate depending on the stage of the 
consumer’s decision process that the marketer wishes to influence.  Prior to the purchase, 
the marketer will want to establish a decision to purchase the product and the specific brand.  
Here, samples might be used to induce trial.  During the purchase stage, when the consumer 
is in the retail store, efforts may be made to ensure that the consumer will choose one’s 
specific brands.  Paying retailers for preferred shelf space as well as point of purchase (POP) 
displays and coupons may be appropriate.  After the purchase, an appropriate objective may 
be to induce a repurchase or to influence the consumer to choose the same brand again.  
Thus, the package may contain a coupon for future purchase. 
 

There are two main approaches to promoting products.  The “push” strategy is closely 
related to the “selling concept” and involves “hard” sell and aggressive price promotions to 
sell at this specific purchase occasion.  In contrast, the “pull” strategy emphasizes creating 
demand for the brand so that consumers will come to the store with the intention of buying 
the product.  Hallmark, for example, has invested a great deal in creating a preference for its 
greeting cards among consumers. 
 

There are several ways that a firm can budget for advertising.  The strategy used 
depends on the firm’s policy and internal politics.  Some of the methods commonly used are: 

• Percentage of sales.  Here, the firm decides to base its advertising budget on how 
much has been sold.  This appears to be an “objective” way to make the budget 
decision and to “reward” performing brands and products with resources.  However, 
this method is quite arbitrary.  A firm may find it worthwhile to invest heavily in 
advertising up-front—before the product has begun to sell significantly— so that a 
promising product can achieve its potential.  When a product is performing well, 
staying with a fixed percentage may also result in spending more than is cost-
effective. 

• Percentage of profits.  This is similar to the above, but takes into consideration that 
some products may have larger margins than others.  Thus, a product with lesser 
sales but high margins may be a better investment than one with high sales but low 
margins.  Still, however, this method is arbitrary and questionable because of the 
factors listed above. 

• Competitive parity.  This entails setting the budget to match competitors.  Note, 
however, that different brands may have different needs.  Coke and Pepsi may be 
competing “head-on,” and competitive parity may be appropriate.  In contrast, some 
firms may be targeting customers who are relatively brand loyal while others target 
“switchers.”  The firm that targets loyal customers may be better off spending 
money on product quality than on promotion. 

• Affordability.  This entails budgeting based on the resources that the firm has 
available.  Smaller firms obviously do not have the same resources as larger ones.  
However, the firm should still evaluate how effective such a budget will be in 
meeting the brand’s needs.  A firm may be able to afford to spend more than is 
appropriate.  In contrast, other firms may not be able to spend what is needed to 
adequately influence consumers.  In such cases, it may be more appropriate for the 
firm to try to sell of this brand rather than fighting a losing battle. 

• Objective and task.  This method sets the budget based on what is needed to 
achieve what the firm has set out to accomplish.  The ultimate budget may then 
have little relation to the factors discussed above. 

 
There are several types of advertising.  In terms of product advertising, the “pioneering” 
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ad seeks to create awareness of a product and brand and to instill an appreciation among 
consumers for its possibilities.  The competitive or persuasive ad attempts to convince the 
consumer either of the performance of the product and/or how it is superior in some way to 
that of others.  Comparative advertisements are a prime example of this.  For instance, note 
the ads that show that some trash bags are more durable than others.  Reminder advertising 
seeks to keep the consumer believing what other ads have already established.  For example, 
Coca Cola ads tend not to provide new information but keep reinforcing what a great drink it 
is. 
 

Developing an advertising program entails several steps: 
• Identifying the target audience.  Market reports can be bought that investigate the 

media habits of consumers of different products and/or the segments that the firm 
has chosen to target. 

• Determining appropriate advertising objectives.  As discussed, these objectives 
might include awareness, trial, repurchase, inducing consumers to switch from 
another brand, or developing a preference for the brand. 

• Settling on an advertising budget. 
• Designing the advertisements.  Some commonly used approaches: 

o Information/persuasion.  Comparative ads attempt to get consumers to 
believe that the sponsoring product is better.  Although these are frequently 
disliked by Americans, they tend to be among the most effective ads in the 
U.S.  Comparative advertising is illegal in some countries and is considered very 
inappropriate culturally in some societies, especially in Asia. 

o Fear appeals try to motivate consumers by telling them the consequences of 
not using a product.  Mouthwash ads, for example, talk about the how gingivitis 
and tooth loss can result from poor oral hygiene.  It is important, however, that 
a specific way to avoid the feared stimulus be suggested directly in the ad.  
Thus, simply by using the mouthwash advertised, these terrible things can be 
avoided.   

o Sex appeals are more common—and more explicit—in some cultures than in 
others.  Their effectiveness depends a great deal on how well such ads are 
designed for the specific product category.  In many cases, sex appeal is used 
more to get the consumer’s attention than for actual persuasion. 

o Humor appeal.  The use of humor in advertisements is quite common.  This 
method tends not to be particularly useful in persuading the consumer.  
However, more and more advertisers find themselves using humor in order to 
compete for the consumer’s attention.  Often, the humor actually draws 
attention away from the product—people will remember what was funny in the 
ad but not the product that was advertised.  Thus, for ads to be effective, the 
product advertised should be an integral part of what is funny. 

 
Numerous media are available for the advertiser to choose from. A list of some of the 

more common ones may be found on PowerPoint slide #11.  Each medium tends to have 
advantages and disadvantages.   
 

It is essential to pretest advertisements to see how effective they actually are in 
influencing consumers.  An ad may have to be redesigned if it is found not be to be as 
effective as targeted.  Note that selecting advertisements is often a “numbers game” where a 
lot of advertisements are created and the ones that “test” best are selected. 
 

The effectiveness of advertising is a highly controversial topic.  Research suggests that 
in many cases advertising leads to a relatively modest increase in sales.  One study suggests, 
for example, that when a firm increases its advertising spending by 1%, sales go up by 0.05%.   
(The same research found that, in contrast, if prices are lowered by 1%, sales tend to increase 
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by 2%).  In general, it appears that advertising is more effective in selling durable goods (e.g., 
stereo systems, cars, refrigerators, and furniture) than for non-durable goods (e.g., 
restaurant meals, candy bars, toilet paper, and bottled water).  Also, advertising appears to 
be more effective for new products.  This suggests that advertising is probably most effective 
for providing information (rather than persuading people).  Note that many advertising 
agencies make a large part of their money on commissions on advertising sold.  Thus, they 
have a vested interest in selling as much advertising as possible, and may strongly advise 
clients to spend excessive amounts on advertising. 
 

Research suggests that advertising effectiveness follows a sort of “S-“ shaped curve 
(see slide #13).  Very small amounts of advertising are too small to truly register with 
consumers.  At the medium level, advertising may be effective.  However, above a certain 
level (labeled “saturation point” on the chart), additional adverting appears to have a limited 
effect.  (This is comparable to the notion of “diminishing returns to scale” encountered in 
economics). 
 

There are several potential ways to measure advertising effectiveness.   Two main 
categories include: 

• “Field” based studies.  These studies look at what happens with real consumers in 
real life.  Thus, for example, we can examine what happens to sales of a 
company’s products when the firm increases advertising.  Unfortunately, this is 
often a misleading way to measure advertising impact because we live in a 
“messy” world where other factors influence sales as well.  For example, a soft 
drink firm could conclude that there is very little correlation between advertising 
and sales because another, much more powerful factor is at work:  temperature.  
That is, the firm may find that although a great deal of advertising is done in the 
winter, sales are greater in summer months because people drink more soft drinks 
in hot weather.  Note that the choice of brand of soft drink purchased in the 
summer may very well be influenced by advertising heard at other times. 

• Laboratory studies.  To get around the confounds imposed by nature, advertising 
researchers often use artificial situations to evaluate advertising.  This sacrifices 
the use of real consumers in real settings, but allows the marketer to control 
sources of influence.  An advertising firm may hire people to come in and 
participate in research.  The consumers may come in and be asked to view some 
television and respond to a questionnaire about the programming later.  Half of 
the subjects can then see a version which includes an ad to be tested (the other 
half is known as the “control” group, which will serve as a basis for comparison).   
We can now compare the two groups on factors such as attitude toward the brand, 
purchase intention, and preference.   

 
A significant objective of advertising is attitude change.  A consumer’s attitude toward 

a product refers to his or her beliefs about, feeling toward, and purchase intentions for the 
product.  Beliefs can be both positive (e.g., for McDonald’s food:  tastes good, is convenient) 
and negative (is high in fat).  In general, it is usually very difficult to change deeply held 
beliefs. Thus, in most cases, the advertiser may better off trying to add a belief (e.g., beef is 
convenient) rather than trying to change one (beef is really not very fatty). 

Consumer receptivity to messages aimed at altering their beliefs will tend to vary a 
great deal depending on the nature of the product.  For unimportant products such as soft 
drinks, research suggests that consumers are often persuaded by having a large number of 
arguments with little merit presented (e.g., the soda comes in a neat bottle, the bottle 
contains five percent more soda than competing ones).  In contrast, for high involvement, 
more important products, consumers tend to scrutinize arguments more closely, and will tend 
to be persuaded more by high quality arguments. 
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Celebrity endorsements are believed to follow a similar pattern of effectiveness.  For 
trivial products, a popular endorser is often effective regardless of his or her qualifications to 
endorse (e.g., Bill Cosby endorses Coca Cola and Jell-O without having particular credentials 
to do so).  On the other hand, for more important products, consumers will often scrutinize 
the endorser’s credentials.  For example, a basket ball player may be perceived as 
knowledgeable about athletic shoes, but not particularly so about life insurance. 
 
 

Pricing 
 
Pricing decisions are extremely important for the firm.  Some of the reasons: 
 
   • Pricing is the only part of the marketing mix which brings in revenue. 
   • Once a price has been set, consumers will often show a great deal of resistance to any 

attempts to change it. 
   • Pricing frequently has important implications for the positioning of a product. 
   • Price is the marketing mix variable for which a competitive response can be most 

quickly implemented. 
 
A logical examination suggests that price should be defined as 
 

 
 That is, we need to consider the quantity you receive as well as the amount of money 
you have to fork out.  To say that gasoline costs $1.29 is meaningless outside the context that 
this cost is per gallon.   
 
 Note that this conceptualization allows the marketer several ways to change price: 
 
   • Increasing or decreasing the "sticker price" of a product. 
   • Increasing or decreasing the quantity of material received.  As prices of chocolate 

increased in the 1970s, firms found it difficult to raise candy bar prices.  Instead, they 
simply made them smaller. 

   • Changing the quality of a product.  Firms may cut back on services or dilute products 
more, possibly reducing or cutting out expensive ingredients. 

   • Change the terms of a sale.  Firms may begin charging for previously free delivery.  In 
recent years, many software manufacturers have stopped providing free telephone 
support for their programs. 

 
 Pricing strategies can be categorized based on several different variables.  One 
variable of interest relates to the consistency of the prices.  Some retailers today attempt to 
follow a strategy of "everyday low pricing."  Although few firms tend to practice this method 
with perfect consistency, certain retailers like Wal-Mart tend to focus on providing constant 
low prices without any real sales.  Other retailers instead feature prices which, when not 
discounted, are somewhat higher.  To compensate, periodic sales feature price reductions.  
Sales can be implemented either with a predictable pattern (e.g., a product is put on sale 
every fourth week) or in a random manner (e.g., in any given week, there is a 25% chance 
that the product will offered on sale).  (See chart on overheads). 
 

Note that "high-low" and "everyday low price" strategies are intended to take 

 
received goods

up given resources=price  
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advantage of different price elasticities across people.  Some consumers are price sensitive 
and will tend to buy only during sales; other people, in contrast, will buy all the time.  Thus, 
people who are not willing to switch brands will have to pay full price for your products when 
they are not on sale; while they are on sale, a large number of "switchers" are attracted and 
sales volumes are increased. 

 Other dimensions of interest in pricing involve the price introductory strategy.  The 
"skimming" strategy entails offering a product first at a relatively high price. 
 
 Consider, for example, what we can do when there is a large degree of price 
elasticity—i.e., when some consumers are willing to pay more than others.  In the chart 
above, we see that some consumers are willing to pay a lot of money to get a new product 
quickly, while others are not willing to pay as much.  This often happens, for example, with 
new computer chips.  It may be possible, then, to charge the first segment more money, and 
then lower the price enough so that the next segment will buy it.  The process continues until 
all segments that can be profitably served have bought. 
 
 Since consumers differ in how much they are willing to pay for a product, it is possible 
to make large margins on the price inelastic segment.  For example, Intel tends to charge 
high prices for its most recent chips, gradually lowering prices as a new generation is 
introduced. 
 
 Alternatively, firms may choose to use the "penetration" pricing strategy.  This 
strategy also takes advantage of price elasticity and attempts to dramatically boost the 
number of units sold by offering the product at a low price.  Since costs of production tend to 
go down as cumulative production increases, this strategy may be effective.  Penetration 
pricing is also useful when a firm wishes to establish a large market share early on, and it may 
be useful to develop a market for accessories to products.  For example, a manufacturer of a 
new computer system may want to increase sales volumes in order to encourage the 
development of compatible software so that the computer brand will become more 
competitively attractive. 
 
 Note that "skimming" and penetration pricing involve tradeoffs.  A clearly preferred 
strategy may not be obvious, and managers may need to engage in some serious consideration 
to arrive at a desired strategy.  Both strategies involve some level of risk.  The main risk to 
"skimming" is the attraction of aggressive competitors who see an opportunity to make large 
profits by entering.  Penetration pricing, in contrast, gambles on the possibility that sales 
volumes will in fact increase with lower prices. 
 
 Two other concepts are worth noting.  A "cost-plus" pricing strategy entails marking up 
the estimated cost of producing a product by a certain, fixed percentage.  We will discuss 
deficiencies of this approach later.  In contrast, pricing based on consumer perceived value 
keeps the firm in closer proximity to the market. 
 
 Several objectives can be pursued in pricing.  One is product line pricing.  In some 
cases, it may be useful to settle for small margins on some members of the product line in 
order to assure the success of others.  For example, Avery, the maker of adhesive labels, sells 
relatively inexpensive software for printing on the labels in order to stimulate demand for the 
higher margin labels.  Two-tier pricing involves an attempt to entice the consumer into 
buying a product at a low price with the expectation that he or she will buy accessories later.  
For example, makers of razor blades tend to sell the razors at low prices so that the consumer 
has an incentive to go with the same brand of blades later on.  Tying, generally illegal in the 
U.S., involves requiring the consumer to buy a less desirable product in order to be able to 
buy a more desired one.  Back when Xerox was the dominant manufacturer of copy machines, 
for example, a court case forced the company to abandon its policy of including service of the 
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copiers with machine purchase; consumers were now free to seek out any cheaper third party 
service available.  In more facetious terms, let's imagine that rap singer Joyoys J has two 
albums on the market:  A Rated X-Mas and X-Mas Gift 'rappin'.  Since X-Mas Gift 'rapping' 
contains only one fourth the amount of four letter words of the other album, Joyoys J may 
refuse to sell A Rated X-Mas without a simultaneous purchase of the less desirable product.  
In contrast, product price bundling, generally legal, allows the consumer to buy each product 
separately, but gives a discount for buying both simultaneously.  A possible pricing schedule 
might be: 
 
  A Rated X-mas   $20.00 
  X-Mas Gift 'rapping'   $10.00 
  Both for    $25.00 (>$20.00+$10.00=$30.00) 
 
 Research suggests a large segment of consumers does not give much attention to the 
prices of individual products.  Consumers were found on the average to spend only about 12 
seconds between arriving at the site within a store where a frequently purchased product was 
located and departing; on the average, consumers inspected only 1.2 products.  Only 55.6%, 
seconds after having selected a product, could specify its price within 5% of accuracy.  Note 
that this study does not indicate a total lack of consumer price sensitivity since consumers are 
undoubtedly making some inferences about the overall price levels of a store.  Thus, the store 
has some incentive to maintain reasonable overall prices. 
 
 The United States maintains relatively stringent (by international standards) antitrust 
laws.  (In contrast, anti-competitive laws in many European and Asian countries are either 
non-existent, intended to encourage collusion, or not enforced).  Antitrust issues relevant to 
prices can be categorized into the following main categories: 
 
   • Minimum prices:  It is generally, with a few relatively complicated exceptions, illegal 

to sell products below your cost of production.  (For firms holding a large market 
share, these costs, in accounting terms, must be "fully absorbed"—that is, overhead 
and development costs must be apportioned among products sold). 

   • Price discrimination or volume discounts are generally only legal to the extent that a 
manufacturer can prove actual cost savings associated with serving a large account.  In 
the U.S. criminal justice system, we are used to think of a person being "innocent until 
proven guilty," but this standard does not apply in this kind of civil case.  The law 
provides that the manufacturer has the burden of proof to establish that cost savings 
exist.  The overheads indicate the pricing structure of Morton Salt employed in the 
1940s.  Although the volume discounts are modest and seem reasonable, the U.S. 
Supreme Court held against Morton because the firm failed to prove cost savings.  
(Federal Trade Commission v. Morton Salt Company, 334 U.S. 37 [1948]). 

   • Anti-competitive pricing:  In general, collusion, or firms getting together to fix prices, 
is outright illegal in the U.S. (but not in all countries—it is legal, for example, in 
Switzerland).  In the late 1980s and early 1990s, certain airlines were accused of fixing 
prices by communication through their computerized reservation systems.  Most 
airlines settled the suit, agreeing to certain injunctions limiting this practice. 

   • Price maintenance refers to the practice of encouraging a certain minimum resale 
price of products.  In the U.S., it is legal for a firm to inform its retail customers that 
selling a product below a certain cost will result in being cut off from future supplies; 
however, the buyer may not agree not to sell below certain prices and once cut off 
may not be reinstated with the expectation that it will sell at a "cooperative" price.  It 
is illegal to cut off a distributor for selling to a retailer farther down the channel who 
discounts. 

   • Tying:  it is generally illegal to require a customer to buy a less desired product in 
order to buy a more desired one.  In practice, it is difficult to decide where to draw 
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the line.  For example, most consumers would probably prefer to buy a fishing rod and 
reel together; so it is not unreasonable, for the sake of expediency, to sell the two 
only together.  On the other hand, Ford in the 1950s refused to drill holes in auto 
dashboards if the consumer did not purchase a radio with the vehicle.  This made 
buying third party radios quite unattractive, and Ford was forced by litigation to 
abandon this practice.  

 
 Consumers typically maintain reference prices for products.  These are typically based 
on prices they have seen or paid in the past or perceived fairness of prices.   
 
 There are two kinds of reference prices: 
 
   • Internal reference prices are price expectations based on the consumer's experience.  

These are: 
    - Typically lower than actual retail prices; thus, consumers frequently 

experience "sticker shock" when shopping for certain products. 
    - Frequently updated, but somewhat difficult to change dramatically. 
    - Confined to a narrower range for some products than others. 
   • External reference prices are prices supplied by a marketer as a means of influencing 

a consumer's price expectations—e.g., "Regularly $3.99; Now $2.99."  Although one 
might think that an implausible (unbelievable) external reference price would suggest 
to the consumer that the retailer is lying, research has shown that clearly implausibly 
high external reference prices actually increase internal reference prices. 

 
 Research shows that both experience (prices previously paid) and the sale context 
(prices of competing brands) influence a consumer's internal reference price. 
 
 Consumers tend to experience two sources of value for a product.  Acquisition utility 
refers to the utility of obtaining a product, while transaction utility refers to the difference 
between a subject's reference price and the featured price. 
 
 Traditionally, managers have believed that you need to approach a certain threshold 
of some 15-20% discount before consumers will respond significantly to sales.  More recent 
research, however, shows that a large segment of the population will apparently respond to 
"negligible" discounts.  For example, if a product is reduced in price from $3.98 to $3.96 (a 
"whopping" one half of one percent price cut!), a large number of consumers will "bite."  A 
store manager similarly found that just placing a sign saying "EVERYDAY LOW PRICE" randomly 
among store products increased sales of the affected products by some 20%. 
 
 There is some question as to whether "odd" product prices (those ending in "9," "95," or 
"99) actually increase sales.  Some effect has been found in the U.S., but no effect was found 
in Germany.  Note, however, that "odd" prices may communicate the idea that you are 
receiving a bargain, which may nor may not be consistent with the desired positioning of the 
product. 
 
 As some firms have painfully learned, changing the price of a product can be difficult.  
Some experimenters tried to introduce a laundry detergent both at a "high" and "low" price in 
stores.  After eight weeks, the price of the laundry detergent under the "low" intro price 
condition was changed to match that of the "high" introductory condition.  Although sales 
were higher in the low introductory price condition while the price was low, sales dropped 
dramatically after the price had been raised—in fact, after sixteen weeks, cumulative sales 
were higher in those stores where the price had been high all along.  This suggests that 
consumers started thinking about the product as a "low price" one and had difficulty adjusting 
when the price was later changed. 
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 There are other cases where changing product prices has proven difficult.  In the 
1970s, consumers were reluctant to pay above an effective $2.00 "ceiling" for cereal.  The 
Coca Cola Company also found it difficult to raise its price above its highly salient 5 cent 
level. 
 
 The "framing" of products tends to dramatically influence consumer response.  The 
Automobile Club of Southern California, for example, indicates that upgrading to "AAA Plus" 
service costs "only pennies a day" rather than emphasizing the yearly cost.  Note that this 
framing effect may also have implications for the practice of sales—when the sale is 
retracted, consumers may see this as a loss rather than the termination of a gain. 
 
 In general, simple "cost-plus" pricing is inappropriate because: 
 
   • Your costs, in a market which is not perfectly competitive, may not be reflective of 

the costs of your competitors.  If theirs are lower than yours, you may be over pricing 
your products; if it is higher than yours, you may be able to charge higher prices than 
cost-plus would suggest. 

   • Your costs are not reflective of the value of the product to consumers. 
   • The prices of some products are more salient than those of others; thus, you may want 

to use some products as "loss leaders." 
 
 Cost should, however, play some role in pricing decisions: 
 
   • Whether you can produce products at a cost low enough to compete effectively 

against market existing market prices should help determine whether to enter (or exit) 
a given market. 

   • Understanding the relationship between price and quantity demanded as well as the 
cost of producing this quantity will help make decisions on pricing and quantity 
produced.  In this context, note the effects of experience previously discussed in the 
text.  That is, it may be profitable to sacrifice margin immediately to move along the 
experience curve and enjoy a cost advantage relative to competitors later. 

 
 Retailers and manufacturers often have conflicting interests since: 
 
   • retailers seek to maximize category profits.  For many product categories, consumers 

simply switch brands (but do not buy more) when one brand goes on sale.  Thus, the 
retailer might as well "pocket" much of the price difference.  In fact, U.S.C. marketing 
professors Gerard Tellis and Fred Zufryden have developed an econometric model 
(based on observations of consumer response to price changes across brands) 
indicating to retailers the optimal proportion of price cuts passed on to pass on to 
consumers.  This is one reason why it may pay to for manufacturers to use coupons or 
mail-in rebates, which circumvent retailer efforts to pocket discounts. 

   • manufacturers may resent having their products used as loss-leaders (possibly 
damaging their brand image). 

 
 Economists such as John Kenneth Galbraith have traditionally held that advertising 
serves to create artificial differentiation among products where few real differences exist and 
thus allows the firm to charge higher prices.  This effect can be observed on whole-sale 
prices, where heavily advertised products tend to sell for higher prices. 
 
 Research shows, however, that advertising may have the opposite effect on prices at 
the retail level.  Retailers will often use highly advertised products as loss leaders, and thus 
advertising may depress retail prices of products.  It has also been found that prices of eye-
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glasses are lower in those states that allow advertising (containing price information), and 
after deregulation, air fares were negatively correlated with advertising on the route in 
question (again making prices more readily comparable). 
 
 Unfortunately, most pricing research has been conducted on North American and 
Western European consumers; relatively little is known about cross cultural differences.  
Some anecdotal evidence suggests: 
 
   • The perceived price-quality relationship is probably higher in certain countries such as 

Britain (making it difficult for discount chains to make any real inroad there), but 
quite uneven in developing countries.  Since, in general, a perceived price-quality 
relationship is probably based on some trust in the market, it is not surprising that the 
perceived relationship is higher in the more competitive urban China than in the rural 
regions more distant from Beijing. 

   • The relatively low consumer awareness in the U.S. may be a result of relative 
affluence.  In less wealthy countries, greater price comparison is probably thought to 
be worthwhile. 

   • Different values emphasized by different cultures may influence "promotion signal" 
vulnerability.  Cultures which emphasize logic and thinking over convenience may 
encourage a greater scrutiny of price offers. 

   • In countries where the velocity of the economy is greater (where the turnover of 
money is faster—in some countries, people are paid weekly rather than monthly), 
framing effects may be affected since people are used to 

 
. 
 

Electronic Commerce 
 

 
Online marketing can serve several purposes: 
 

• Actual sales of products—e.g., Amazon.com. 
• Promotion/advertising:  Customers can be quite effectively targeted in many 

situations because of the context that they, themselves, have sought out.  For 
example, when a consumer searches for a specific term in a search engine, a 
“banner” or link to a firm selling products in that area can be displayed.  Print and 
television advertisements can also feature the firm’s web address, thus inexpensively 
drawing in those who would like additional information. 

• Customer service:  The site may contain information for those who no longer have 
their manuals handy and, for electronic products, provide updated drivers and 
software patches. 

• Market research:  Data can be collected relatively inexpensively on the Net.  
However, the response rates are likely to be very unrepresentative and recent 
research shows that it is very difficult to get consumers to read instructions.  This is 
one of the reasons why the quality of data collected online is often suspect. 

  
There are many obstacles to the growth of e-commerce: 
 

• Reach:  Although the majority of U.S. households now have computers connected to 
the Internet, a very large minority does not, and penetration rates are considerably 
lower in some countries.  In foreign countries, even those households that have 
computers may be reluctant to spend time online due to the per minute charges, 
which discourage the more leisurely “browsing” American style. 
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• Concerns about privacy:  A number of consumers are concerned about giving up 

information to marketers that can easily be collected electronically.  Naturally, few 
consumers would like information about their medical status widely collected by 
firms, but many consumers are even reluctant to have marketers know the ages of 
their children and past book purchase records. 

• Reputational issues:  Although not as much of a problem as before, firms operating 
online or through direct mail have often been viewed with suspicion since consumers 
may question whether they will be around if they do not deliver satisfactorily. 

• Costs.  During the “boom,” Internet firms were not expected to be efficient and thus 
developed bad habits.  Although shipping and handling charges can help cover costs 
of shipping and administration, these often take away the attractiveness of Internet 
shopping.  The most successful e-commerce firms turn out to be the ones that have 
been successful doing other kinds of direct marketing (e.g., catalog sales) before and 
have developed the discipline and efficiency required there.   For products that have 
relatively high absolute margins—e.g., computers—there is more money to cover 
administrative costs. 

• Language.  Since the Internet reaches around the world, it is often difficult to match 
viewers with their preferred languages.  Because U.S. firms and individuals tended to 
predominate among those first to occupy the Web, most sites are in U.S. English.  
British speakers of English generally do not perceive American English as American—
they tend to perceive spelling such as “color” rather than their “colour” as 
misspellings.  French consumers do not like to have to click to get from an English 
language to a French language site.  It is estimated that by the year 2007, the 
majority of web surfers will not be comfortable in English and will want sites in their 
own languages. 

• Government regulations:  In the U.S.,  the government has tried to keep its hands off 
the Net as much as possible to foster its growth as a trade area, and a recently 
expired moratorium on new sales taxes was even instituted to make Internet 
shopping more attractive.  However, governments in many other countries are more 
forceful in their regulations.  In countries such as China, where sites can be used to 
spread “subversive” ideas, there is a great deal of government scrutiny and 
suspicion. 

• Cultural obstacles.  The whole purpose of the web is to make information readily 
available.  In countries where information is closely guarded, that is a frightening 
idea.  There is often also a desire for personal interaction, which may be required to 
establish the trust needed to secure a deal. 

• Payment issues.  U.S. consumers exposed to credit card fraud have very limited 
liabilities, but these protections do not exist to the same extent in Europe or Asia.  In 
China, much of the purpose of the Internet is defeated with some 80% of transactions 
being completed off-line, usually with funding instruments other than credit cards. 

  
There are a number of problems in running and developing web sites. First of all, the 

desired domain name may not be available—e.g., American Airlines could not get 
“American.com” and had to settle for “AmericanAir.com.” There is also a question having 
your site identified to potential users. Research has found that most search engines have a 
great deal of “false hits” (sites irrelevant that are identified in a search—e.g., information 
about computer languages when the user searches for foreign language instruction) and 
“misses” (sites that would have been relevant but are not identified). It is crucial for a firm 
to have its site indexed favorably in major search engines such as Yahoo, AOLFind, and 
Google. However, there is often a constant struggle between web site operators and the 
search engines to outguess each other, with the web promoters trying to “spam” the search 
engines with repeated usage of terms and “meta tags.” The fact that many computer users 
employ different web browsers raises questions about compatibility. A major problem is that 
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many of the more recent, fancier web sites rely on “java script” to provide animation and 
various other impressive features. These animations have proven very unreliable. Sites may 
“crash” on the user or prove unreliable, and many consumers have found themselves unable 
to complete their transactions. 
 
 Some people have suggested that the Internet may be a less expensive way to 
distribute products than traditional “brick-and-mortar” stores.  However, in most cases, 
selling online will probably be more costly than selling in traditional stores due to the high 
costs of processing orders and direct shipping to the customer.   Some products may, 
however, be economically marketed online.  Some factors that are relevant in assessing the 
potential for e-commerce to be an effective way to sell a specific products are: 

• “Value-to-bulk” ratio.  Products that have a lot of value squeezed into a small volume 
(e.g., high end jewelry and certain electronic products) are often more cost-effective 
to ship to end-customers than are bulkier products with less value (e.g., low end 
furniture). 

• Absolute margins.  Some products may have a rather high percentage margin—e.g., a 
scarf bought at wholesale at $10 and marked up 100% to be sold at $20.  However, the 
absolute margin is only $20-$10=$10.  In contrast, a laptop computer may be bought at 
$1,000 and be marked up by only 15%, or $150, for a total price of $1,150.  Here, 
however, the absolute margin will be larger--$150.  This allows the merchant to spend 
money on processing, packaging, and shipping the order.  Ten dollars, in contrast, can 
only cover a small amount of employee time and very limited packaging and shipping.  
Some online merchants do charge for shipping, but doing so will ultimately make the 
online merchant less competitive. 

• Extent of customization needed.  Some products need to be customized—e.g., checks 
have to be personalized and airline tickets have to be issued for a specific departure 
site, destination time, and travel time.  Here, online processing may be useful because 
the customer can do much of the work. 

• Geographic dispersal of customers.  Electronic commerce, when value-to-bulk ratios 
and absolute margins are not favorable, is often not viable when customers are 
located conveniently close to a retail outlet.  However, for some products—e.g., bee 
keeping equipment—customers are widely geographically dispersed and thus, a 
centralized distribution center may be more economically viable.  Specialty books—
e.g., for collectors of vintage automobiles—may not be worthwhile for bookstores to 
stock, and these may thus be economically sold online. 

 
There are a number of economic realities of online competition: 
• As discussed, costs of handling online orders is often higher than that of distributing 

through traditional stores. 
• Even if online selling is more cost effective in some situations, a firm selling online 

will, in the long run, be competing with other online merchants—not just against 
traditional “brick-and-mortar” stores.  By the forces of supply and demand, online 
prices will then be driven down so that the profit from selling online will be no greater 
than that from traditional retailing.  Any reduced costs would then be expected to go 
to customers. 

• Competition will be greater for products that have large markets than for those where 
markets are smaller and more specialized.  Amazon.com, for example, has found it 
necessary to discount best selling books deeply.  Higher prices—closer to the list 
price—can be charged for specialty books, but for a large part of the market, 
competition will be intense. 

• A new online merchant will face competition from established traditional merchants.  
These will often have the cash reserves to stay in business for a long time even with 
temporary competition.  The online merchant, if it has no cash reserves other than 
stockholders’ investment, may run out of cash before it can become profitable. 
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There are a number of legal issues associated with the Internet: 
 

• Reach across boarders.  Web sites transcend country lines and thus, a firm may be 
subjected to legal standards of different countries.  It may be difficult to create 
advertising that simultaneously complies with rules for each country. 

• Taxation:  There is a great deal of ambiguity as to which state and local governments 
may collect taxes on merchandise sold on the Internet.  There is also a question as to 
who has the responsibility for making the payment—the seller or the buyer? 

• Privacy issues. Many foreign governments prohibit the collection of personal 
information of consumers (as Amazon.com does), which greatly reduces the 
customization opportunities online.  

 
Web site design:  The web designer must make various issues into consideration: 
 

• Speed vs. aesthetics:  As we saw, some of the fancier sites have serious problems 
functioning practically.  Consumers may be impressed by a fancy site, or may lack 
confidence in a firm that offers a simple one.  Yet, fancier sites with extensive 
graphics take time to download—particularly for users dialing in with a modem as 
opposed to being “hard” wired—and may result in site crashes. 

• Keeping users on the site:  A large number of “baskets” are abandoned online as 
consumers fail to complete the “check-out” process for the products they have 
selected.  One problem here is that many consumers are drawn away from a site and 
then are unlikely to come back.  A large number of links may be desirable to 
consumers, but they tend to draw people away.  Taking banner advertisers on your 
site from other sites may be profitable, but it may result in customers lost. 

• Information collection:  An increasing number of consumers resist collection of 
information about them, and a number of consumers have set up their browsers to 
disallow “cookies,” files that contain information about their computers and 
shopping habits. 

  
Cyber-consumer behavior:  In principle, it is fairly easy to search and compare online, 

and it was feared that this might wipe out all margins online.  More recent research suggests 
that consumers in fact do not tend to search very intently and that large price differences 
between sites persist.  We saw above the problem of keeping consumers from prematurely 
departing from one’s site. 
 
 Site content. The content of a site should generally be based on the purposes of 
operating a site. For most sites, however, having a clear purpose be evident is essential. The 
site should generally provide some evidence for this position. For example, if the site claims 
a large selection, the vast choices offered should be evident. Sites that claim convenience 
should make this evident. A main purpose of the Internet is to make information readily 
available, and the site should be designed so that finding the needed information among all 
the content of the site is as easy as possible. Since it is easy for consumers to move to other 
sites, the site should be made interesting. To provide the information and options desired by 
customers, two-way interaction capabilities are essential. 
 
Building traffic. The web is now so large that getting traffic to any one site can be difficult. 
One method is search engine optimization, a topic that will be covered below. Other 
methods include “viral” campaigns wherein current users are used to spread the word about a 
site, firm, or service. For example, Hotmail attaches a message to every e-mail sent from its 
service alerting the recipient that a free e-mail account can be had there. Google offers a 
free e-mail account with a full gigabyte of storage. This is available only by invitation from 
others who have such e-mail accounts. Amazon.com at one point invited people, when they 
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had completed a purchase, to automatically e-mail friends whose e-mail addresses they 
provided with a message about what they had just bought. If the friend bought any of the 
same items, both the original customer and the friend would get a discount. 
 
Another method of gaining traffic is through online advertising. Sites like Yahoo! are mainly 
sponsored by advertisers, as are many sites for newspapers and magazines. Individuals who 
see an ad on these sites can usually click to go to the sponsor’s web site. Occasionally, a firm 
may advertise their sites in traditional media. Geico, Dell Computer, and Progressive 
Insurance do this. Overstock.com has also advertised a lot on traditional TV programs. 
Conventional advertising may also contain a web site address as part of a larger advertising 
message. 
 
Viral marketing is more suitable for some products than for others. To get others involved in 
spreading the word, the product usually must be interesting and unique. It must also be 
simple enough so that it can be explained briefly. It is most useful when switching or trial 
costs are low. It is more difficult, for example, getting people to sign up for a satellite 
system or cellular phone service where equipment has to be bought up front and/or a long 
term contract is required makes viral marketing more difficult. Viral marketing does raise 
some problems about control of the campaign. For example, if a service is aimed at higher 
income countries and residents there spread the word to consumers in lower income 
countries, people attracted may be unprofitable. For Google’s one gigabyte e-mail account, 
for example, there are large costs that may be covered by advertising revenues from ads 
aimed at people who can afford to buy products and services. Advertisers, however, may not 
be willing to pay for targets who cannot afford their products. It is also difficult to control 
“word of mouth” (or “word of keyboard”). Measuring the effectiveness of a campaign may be 
difficult. When a viral campaign relies on e-mail, messages received may be considered spam 
by some recipients, leading to potential brand damage and loss of goodwill. 
 
Online promotions. One way to generate traffic is promotions. Many sites often offer new 
customers discounts or free gifts. This can be expensive, but sometimes, the gifts can be 
ones that have a low marginal cost. For example, once the firms pays for the development of 
a game, the cost of letting new users download it is modest. The U.S. army uses this 
approach in making a game available. To be allowed to use some of the “cooler” features, 
the user has to go through various stages of “basic training.” 
 
Search Engine Optimization .  Many Internet users find desired information and sites 
through search engines such as Google. Research shows that a large proportion of the traffic 
goes to the first three sites listed, and few people go so sites that appear beyond the first 
“page” or screen. On Google, the default screen size is ten sites, so being in the top ten is 
essential. 
 
Because of the importance of search engines, getting a good ranking or coming up early on 
the list for important keywords is vitally important. Many consultants offer, for large fees, to 
help improve a site’s ranking. 
 
There are several types of sites that are similar to search engines. Directories involve sites 
that index information based on human analysis. Yahoo! started out that way, but now most 
of the information is accessed through search engine features. The Open Directory Project at 
http://www.dmoz.org indexes sites by volunteer human analysts. Some sites contain link 
collections as part of their sites—e.g., business magazines may have links to business 
information sites. 
 
Several issues in search engines and directories are important. Some search engines, such as 
Google, base rankings strictly on merit (although sites are allowed to get preferred paid 
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listings on the right side of the screen). Other search engines allow sites to “bid” to get listed 
first. Some sites may end up paying as much as a dollar for each surfer who clicks through. If 
a potential customer is valuable enough, it may be worth paying for enhanced listings. Often, 
however, it is better to be listed as number two or three since only more serious searchers 
are likely to go beyond the first site. The first listed site may attract a number of people who 
click through without much serious inspection of the site. 
 
Some search engines are more specific than others. The goal of Google, Yahoo! and MSN is to 
contain as many sites as possible. Others may specialize in sites of a specific type to reduce 
the amount of irrelevant information that may come up. 
 
Search engines often have different types of strategies. Google is very much technology 
oriented while Yahoo! appears to be more market oriented. Another major goal of Google is 
speed. Some sites may contain more content of one type than another. For example, 
AltaVista appears to have more images, as opposed to text pages, indexed. 
 
Search engine rankings. The order in which different sites are listed for a given term is 
determined by a secret algorithm developed by the search engine. An algorithm is a 
collection of rules put together to identify the most relevant sites. The specific algorithms 
are highly guarded trade secrets, but most tend to heavily weigh the number of links from 
other sites to a site and the keywords involved. More credit is given for a link from a highly 
rated site—thus, having a link from CNN.com would count much more than one from the site 
of the Imperial Valley Press. On any given page, the weight given from a link will depend on 
the total number of links on that page. Having one of one hundred links will count less than 
being the only one. One source reports that the weight appears to be proportional so that 
one out of one hundred links would carry one percent of the weight of being the sole link, 
but that may change and/or vary among search engines. 
 
Types of search engines. Some engines, such as Google, are general purpose search engines. 
Some are specialized. Some are hybrids, containing some directory structure in addition to 
search engine capabilities. Some “reward” sites such as iwon.com attract people by allowing 
them to enter a lottery when doing a search. Some sites are aggregator sites—they do not 
have their own databases but instead combine the results from simultaneous searches on 
other search engines. 
 
Text optimization. It is important to repeat important words as much as possible subject to 
credibility. Search engines today are increasingly sophisticated in identifying “spamming” 
through frivolous repetition of the same words or early use of words that are not relevant to 
the main content of the site. Words that appear early in the text and on the index page 
will tend to be weighted more heavily. For some search engines, it may be useful to 
include common misspellings of a word so that the site will come up when that spelling is 
used. For aesthetic reasons, many firms may object to having much text on the front page, 
but text 
may be put below the graphic elemenents—e.g., see http://www.LarsPerner.com . Some 
web site owners have attempted to include hidden text so that a search engine would find 
the desired words while the visitor would see something else. Some web designers, for 
example, would hide text behind a graphic, make the text in a very small font, and/or 
make the font color the same, or nearly the same, as the background. Other web site 
designers have made a “legitimate” site, only to have a command to move the visitor to 
another site when they go to the searched site. Search engines today are increasingly able to 
detect this type of abuse, and sites may be penalized as a result. 
 
Early search engines relied heavily on “meta tags” where the web site creator specified what 
he or she believed to be appropriate keywords, content descriptions, and titles. Because 
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these tags are subject to a lot of abuse, these no longer appear to be significant. 
 
Link optimization. Many web sites engage in “link exchanges”—that is, complementary sites 
will agree to feature links to each other. It may be useful for a webmaster to ask firms whose 
content does not compete for a link. Sites should register with the Open Directory Project at 
http://www.dmoz.org since, if a site is classified favorably, this may help rankings. 
 
Domain names. The domain name of a site may be significant in determining ranking. A site 
at http://www.Marketing.com may get a more favorable ranking, with the same 
information, than a site like http://www.JoesHosting.com/users/jdoe/. Google apparently 
counts a hyphen as a space, so Marketing-Strategy.com would carry both the words 
marketing an strategy. Using a hyphen is definitely preferable to using an underscore (e.g., 
Marketing_Strategy.com) or unseparated words (e.g., MarketingStrategy.com). 

 
 

There are many obstacles to the growth of e-commerce: 
• Reach:  Although the majority of U.S. households now have computers connected 

to the Internet, a very large minority does not, and penetration rates are 
considerably lower in some countries.  In foreign countries, even those households 
that have computers may be reluctant to spend time online due to the per minute 
charges, which discourage the more leisurely “browsing” American style. 

• Concerns about privacy:  A number of consumers are concerned about giving up 
information to marketers that can easily be collected electronically.  Naturally, 
few consumers would like information about their medical status widely collected 
by firms, but many consumers are even reluctant to have marketers know the ages 
of their children and past book purchase records. 

• Reputational issues:  Although not as much as a problem before, firms operating 
online or through direct mail have often been viewed with suspicion since 
consumers may question whether they will be around if they do not deliver 
satisfactorily. 

• Costs.  During the “boom,” Internet firms were not expected to be efficient and 
thus developed bad habits.  Although shipping and handling charges can help cover 
costs of shipping and administration, these often take away the attractiveness of 
Internet shopping.  The most successful e-commerce firms turn out to be the ones 
that have been successful doing other kinds of direct marketing (e.g., catalog 
sales) before and have developed the discipline and efficiency required there.   For 
products that have relatively high absolute margins—e.g., computers—there is 
more money to cover administrative costs. 

• Language.  Since the Internet reaches around the world, it is often difficult to 
match viewers with their preferred languages.  Because U.S. firms and individuals 
tended to predominate among those first to occupy the Web, most sites are in U.S. 
English.  British speakers of English generally do not perceive American English as 
American—they tend to perceive spelling such as “color” rather than their “colour” 
as misspellings.  French consumers do not like to have to click to get from an 
English language to a French language site.  It is estimated that by the year 2007, 
the majority of web surfers will not be comfortable in English and will want sites in 
their own languages. 

• Government regulations:  In the U.S.,  the government has tried to keep its hands 
off the Net as much as possible to foster its growth as a trade area, and a recently 
expired moratorium on new sales taxes was even instituted.  However, 
governments in many other countries are more forceful in their regulations.  In 
countries such as China, where sites can be used to spread “subversive” ideas, 
there is a great deal of government scrutiny and suspicion. 

• Cultural obstacles are often severe.  The whole purpose of the web is to make 
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information readily available.  In countries where information is closely guarded, 
that is a frightening idea.  There is often also a desire for personal interaction, 
which may be required to establish the trust needed to secure a deal. 

• Payment issues.  U.S. consumers exposed to credit card fraud have very limited 
liabilities, but these protections do not exist to the same extent in Europe or Asia.  
In China, much of the purpose of the Internet is defeated with some 80% of 
transactions being completed off-line, usually with funding instruments other than 
credit cards. 

 
 
As is the case with products and promotion in general, firms need to make choices as to how 
much they should customize web sites to work across various cultures.  A recent study found 
that consumers in Italy, India, the Netherlands, Switzerland, and Spain showed a more 
favorable attitude toward web sites that had been adapted for the local culture.  Generally, 
these consumers also reported higher likelihood of purchase, although the magnitude of this 
effect varied considerably among countries. 
 
Levels of commitment and approaches to international web site presence varies (Siegel 2004).  
Some firms choose to maintain an exclusively domestic presence.  These firms may feel that 
the work associated with branching out to other countries is not worth the potential returns.  
If customers in other countries are well served and geographical closeness to the customer is 
important, it may not be worthwhile to enter into other countries.   There may also be 
considerable paperwork involved in obtaining licenses and other approvals to export and/or to 
serve customers in different customers.  If a physical item is shipped, each individual 
shipment may also involve a greater deal of paperwork.  Some firms choose to operate 
“passively” on the international scene—they may take orders from foreign countries but will 
not actively seek them out.  On the continuum between customization and standardization, 
“glocals” fall toward the customization side.  These firms optimize sites for the local 
situation.  “Globals,” in contrast, seek standardization.  In practice, most firms need to strike 
a balance between the two.  Singh and Pereira (2005—see also 
http://theculturallycustomizedwebsite.com/) offer suggestions for appropriate adaptations 
based on cultural characteristics. 

 
 

 


