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Chapter 2—Adapting Marketing to the New Economy 
(Notes from the Kotler support materials)

Overview
The New Economy presents many new challenges and opportunities for the marketer. The most important point is that the New Economy assuredly places the customer more firmly in the driver’s seat for decisions on her/his product and service choices (customization and customerization). In addition, there have been and will be many changes in business and marketing practices as both consumers and businesses have virtual and real-time access to literally millions of products, offers, options, prices, people, competitors, and sources of information that did not exist until recent years. As a result, the marketing mix will change as marketers and firms identify new uses for intangible assets and effective customer relationship management that is more than a marketing term. We can assume that this increasingly rapid growth and rate of change will continue, and despite the dot-com bust, recession, and other major social, political, and economic adjustments, the Internet and the New Economy have changed marketers and marketing for the long-term future.

Many specific areas of marketing also will feel the sting of change. Marketing channels are becoming increasingly direct, as customers control the time and place of contact. International marketing is becoming more localized as the marketing images from one region can quickly be identified and utilized in other regions. Information dissemination capability, despite virtual overload, is bringing massive changes to advertisers, competitors, suppliers, and other stakeholders, with only the most customer-aware and market-aware players surviving. Marketers who take for granted their past images, market positions, and channel positions can and often do find themselves on the outside looking in rather than the inside looking out. 

Database marketing XE "Database marketing"  continues to be an important element in the New Economy marketing process, placing even more responsibility on marketers to ensure that data is accurate, up-to-date, and nonintrusive. Marketers have higher levels of responsibility for abuses that have occurred in direct marketing over the last few years. Despite the potential for online and direct marketing, the controversy associated with direct marketing continues. There are issues of concern regarding irritation, unfairness, deception, and fraud, and increasingly the invasion of privacy. Internal monitoring between marketers is all that stands between unfettered growth of the Internet, e-marketing, direct marketing, and eventual government control of the Internet.

As band-width (broadband) capabilities increase, the level of marketing detail and quality adds the potential for “remote marketing” that brings the world closer to true 24/7 marketing, limited only by the creativity and integrity of marketers. The job/career options for marketers will likely reach new levels in coming years, but it is important not to ignore the basics of marketing and constantly to observe the consumer and changing consumer lifestyle directions and patterns from a global perspective. 

Learning Objectives

After reading the chapter the student should understand:

· The major forces driving the New Economy

· How business and marketing practices change as a result of the New Economy

· How marketers use the Internet, customer databases, and customer relationship management in the New Economy

Chapter Outline

I. Introduction 

A. Hybrid nature of forces in the new economy

B. Subcontracting and outsourcing, retain core, benchmarking, partnering, interdepartment teaming, develop new advantages, market intangibles, information, customer grouping versus products

C. Old economy marketing around, but more on relationships and information in new economy marketing 

II. Major drivers of the new economy 

A. Generally, technology, globalization, and market deregulation 

B. Specific drivers that underpin the new economy:

1. Digitalization and connectivity

2. Disintermediation and reintermediation


3. Customization and customerization


4. Industry convergence

5. Industry boundaries are blurring rapidly 

6. Examples include Kodak (chemicals to electronics), Shiseido (cosmetics to dermatology drugs), Disney (cartoons and theme parks to major films, licensing, retail stores, hotels, cruise ships, and educational facilities)

7. Recognition that new opportunities may be at the intersection of two or more industries

III. How business practices are changing

A. Old economy business beliefs 

1. Organize by product units, focus on profitable transactions, focus on shareholders, only marketing does the marketing, build brands through advertising 
2. Focus on customer acquisition, no customer satisfaction measurement, overpromise, underdeliver

B. New economy business beliefs

1. Marketing should build brands through behavior that

a) Focuses on customer retention and growth

b) Measures customer satisfaction and retention rates 

c) Organizes by customer segments 

d) Focuses on customer lifetime value 

e) Focuses on marketing scorecard (along with financial scorecard) 

f) Focuses on stakeholders

g) Underpromises

h) Overdelivers 

i) Moves from no customer satisfaction measurement to in-depth customer satisfaction measurement

C. New hybrid


1. Most companies are a hybrid of the old and the new economies. They retain skills and competencies that worked in the past but add new understandings and competencies 

2. The marketplace today is made up of traditional consumers (who don’t buy online), cyberconsumers (who mostly buy online), and hybrid consumers (who do both)

IV. How marketing practices are changing: e-business

A. Definitions: e-business, e-commerce, e-purchasing, e-marketing 

B. E-Business and e-vcommerce take place over four major internet domains: B2C (business to consumer), B2B (business to business), C2C (consumers to consumers), and C2B (consumers to businesses). 

1. B2C (business to consumer)

a) Target the right customers 

b) Own the customer’s total experience 

c) Streamline business processes that impact the customer 

d) Provide a 360-degree view of the customer relationship 

e) Let customers help themselves 

f) Help customers do their jobs 

g) Deliver personalized service 

h) Foster community.

i) Internet is less useful for products that must be touched or examined in advance. 

j) Note: cluetrain manifesto—companies are too bureaucratic, too artificial, too manipulative, too given to one-way rhetoric. Companies that don’t recognize that today’s markets are conversations are destined to flounde.

2. B2B (business to business) 

a) 10–15 times the volume of B2C

b) Auction sites, spot exchanges, online product catalogs, barter sites, and so on

c) Lowering invoice costs from $100 to $20

d) Buying alliances

e) Efficiencies based on use of supplier Web sites, infomediaries, market makers, and customer communities, with the result that pricing is much more transparent

C. C2C (consumer to consumer)

1. Share information (word of web) growing

2. eBay, Agriculture.com, WebMD 

D. C2B (consumer to business)

1. Offering call-in, customer service

2. Need for faster, better response

3. Newsletters, special promotions (based on purchasing history), other reminders

4. Pure-click versus brick-and-click companies

5. Pure-click companies

6. Web site without prior experience as a firm

7. Search engines, ISPs, commerce, transaction, content and enabler sites

E. Dot-coms failed for a variety of reasons

1. Rushed to market without proper research or planning, poorly designed Web sites, complexity, poor navigation, and downtime 

2. Lacked adequate infrastructures for shipping on time and for answering customer inquiries. Believed that first company entering a category would win category leadership 

3. Wanted to exploit network economics—the value of a network to each of its members is proportional to the number of other users (Metcalfe’s Law) 

4. Some rushed to the market in the hope of launching an initial public offering (IPO) while the market was hot

5. But, many pure-click dot-coms are surviving and even prospering

6. Others are showing losses today, but their business plans are fundamentally good. Consider Earthlink.com.

V. How marketing practices are changing: setting up web sites 

A. Companies need to Move into E-marketing and E-purchasing 

1. How can we use marketing to spread word-of-mouth? 

2. How can we convert visitors into repeaters? 

3. How do we make our Web site more experiential and real?

4. How can we build a strong relationship with our customers? 

5. How can we build a customer community?

6. How can we capture and exploit customer data for up-selling and cross-selling?

7. How much should we spend on building and marketing our Web site?

8. How do we choose the right sites for placing our ads or sponsorship?

9. How can we coordinate our online commerce and store sales and service?

10. How much will our retail operations be hurt by our online sales and by other e-tailers?

11. Should the site be set up inside or outside of the company? 

12. How do we get management buy-in and funding?

13. How can we fight price pressure and price transparency on the Internet?

VI. Designing an attractive web site

A. Attractive on first viewing; interesting enough to encourage repeat visits 

B. Early text-based web sites replaced by sophisticated sites that provide text, sound, and animation. examples:

· Context: layout and design

· Content: text, pictures, sound, and video the Web site contains

· Community: how the site enables user-to-user communication

· Customization: site’s ability to tailor itself to different users or to allow users to personalize the web site

· Communication: how the site enables site-to-user, user-to-site, or two-way communication

· Commerce: site’s capabilities to enable commercial transactions

· Context factors

· Content factors

· Getting feedback 

· Placing ads and promotion online

· Banner ads and small boxes containing text and perhaps a picture are the most basis 

· Building a revenue and profit model. The company’s revenue stream may come from several sources: 

· Advertising income 

· Sponsorship income 

· Alliance income 

· Membership and subscription income  

· Profile income 

· Product and service sales income 

· Transaction commissions and fees 

· Market research/information  

· Referral income 

VII. How marketing practices are changing: customer relationship marketing 

A. Customer relationship marketing and database marketing (CRM)

1. Enable companies to provide excellent real-time customer service by developing a relationship with each valued customer through the effective use of individual account information

2. Based on customer attributes, companies can customize market offerings, services, programs, messages, and media

3. Reduces the rate of customer defection

4. Increases the longevity of the customer relationship

5. Enhances the growth potential of each customer through “share of wallet,” cross-selling, and up-selling

6. Makes low-profit customers more profitable or terminates them

7. Focuses disproportionate effort on high value customers

B. Note differences in mass marketing versus one-to-one marketing

	Mass Marketing
	One-to-One Marketing

	Average customer
	Individual customer

	Customer anonymity
	Customer profile

	Standard product
	Customized market offering

	Mass production
	Customized production

	Mass distribution
	Individualized distribution

	Mass advertising
	Individualized message

	Mass promotion
	Individualized incentives

	One-way message
	Two-way messages

	Economies of scale
	Economies of scope

	Share of market
	Share of customer

	All customers
	Profitable customers

	Customer attraction
	Customer retention

	
	Other considerations:

	
	Interact with individual customers to improve knowledge of their individual needs and to build stronger relationships

	
	Customize products, services, and messages to each customer

	
	Customer databases and database marketing


VIII. Data warehouses and datamining

A. Capturing information every time a customer comes into contact with any of its departments

1. The touch points include a customer purchase, a customer-requested service call, an online query, or a mail-in rebate card. These data are collected by the company’s contact center and organized into a data warehouse. Company personnel can capture, query, and analyze the data 

2. Inferences can be drawn about an individual customer’s needs and responses

3. Telemarketers can respond to customer inquiries based on a total picture of the customer relationship 

B. Companies can use their databases in five ways

1. Identify prospects 

2. Decide which customers should receive a particular offer 

3. To deepen customer loyalty

4. To reactivate customer purchases 

5. To avoid serious customer mistakes

IX. Downside of database marketing

A. Good and bad sides—three problems can deter a firm from effectively using CRM: 

1. Requires a large investment in computer hardware, database software, analytical programs, communication links, and skilled personnel.  Building a customer database not be worthwhile

a) When the product is a once in a-lifetime purchase (e.g., a grand piano)

b) When customers show little loyalty to a brand (e.g., there is lots of customer churn) 

c) When the unit sale is very small (e.g., a candy bar) 

d) When the cost of gathering information is too high 

2. The second problem is the difficulty of getting everyone in the company to be customer-oriented and to use the available information. It’s easier to carry on traditional transaction marketing 

3. The third problem is that not all customers want a relationship with the company and resent collected utilization of personal information 

B. Marketers must be concerned about customer attitudes toward privacy and security

1. European countries in particular do not look favorably upon database marketing.

2. Database marketing is not for everyone 

a) Most frequently used by business marketers and service providers (hotels, banks, and airlines) that normally and easily collect a lot of customer data.

b) It is used less often by packaged-goods retailers and consumer- packaged-goods companies, though some companies (Kraft, Quaker Oats, Ralston Purina, and Nabisco) have built databases for certain brands 

c) 70 percent of firms found little or no improvement through CRM implementation

3. All this points to the need for each company to determine how much to invest in building and using database marketing to conduct its customer relationships

4. The growth and benefits of direct marketing—direct marketing is an interactive building process (direct relationship marketing).

Lecture—E-Marketing and the Airlines 
 

Introduction

Following the dismal earnings during the last four months of 2001, U.S. airlines scrambled to fill their seats, and many relied on e-marketing to drum up business, improve customer service, and keep a lid on costs. 

The crisis of September 11 and after, forced airlines to obtain the greatest possible value out of their information technology and e-marketing systems. These systems were never pushed to perform like they were after September 11. As the president of Continental Airlines noted: “We’re living on our systems and our people right now.” As consumers postponed flights and businesses restricted travel, the airlines attempted to enhance scheduling and revenue-management systems to control costs and maximize revenue. At the same time, the airlines also accelerated planned e-marketing, Web-site, and customer-service initiatives to keep profitable customers happy and recruit new ones. 

Background

The nine largest airlines in the United States collectively reported net losses of $2.43 billion for the third quarter of 2001 and operating losses of $3.65 billion for the same period. Before September 11, industry analysts were forecasting that U.S. airlines would have about $2 billion in losses, but after September 11 they predicted losses for the fourth quarter alone of $3 to 4 billion. Boeing planned to deliver as many as 520 new aircraft during 2002, and that number dropped to around 400. Southwest Airlines said it filled only 63.7 percent of its seats in October 2001, compared with 70 percent in October 2000. Northwest Airlines’s load factor fell to 66.3 percent from 75.2 percent, and United Airlines’s was down 7.7 percent to 63.4 percent. 

United reported the worst results in its history, with $542 million in net losses, after taking in half of the government’s $5 billion bailout for the third quarter. Air Canada announced it may sell its very successful regional aircraft manufacturing division to erase some of its $6.3 billion debt. Lastly, America West announced it was losing about $2 million a day. 

The steep losses forced carriers to rethink some long-planned initiatives. Southwest had for months been planning to start service to Virginia’s Norfolk International Airport on October 7, and had ordered aircraft from Boeing to support the new route. However, after the September 11 attacks Southwest deferred its shipment from Boeing and instead redirected some of its existing planes to Norfolk. 

Post September 11, 2001, Marketing

Soon after the attacks, Southwest executives spent a weekend analyzing data in the airline’s scheduling and logistics systems to figure out where pilots, crew, and aircraft had ended up after the mandatory grounding. Then they repositioned them as new flight trends emerged. Accordingly, they had to make various marketing decisions that the interactive marketing system enabled them to accomplish quickly. 

Meanwhile, as schedules changed, airlines relied on revenue-management systems to analyze timetables, capacity, and passenger demand to determine ticket prices that maximize revenue. In boom times, if certain flights lost money, profitable flights could make up the difference. Now, every dollar on every flight counted. 

Before September 11, air traffic was predictable, and airlines typically stored three years’ worth of data to project future business. But the attacks have made it all but impossible to estimate how many ticketed passengers would show up. “Yield management basically went out the window,” an airline executive said. 

In the weeks after the attacks, revenue-management analysts adjusted the predictive models to assume that customers who bought tickets after September 11 would fly; those who purchased tickets before September 11 were less likely. That let airlines sell more tickets without fear of overbooking. 

At Frontier Airlines Inc., the terrorist attacks hurt demand for flights in and out of Boston, New York, and Washington, D.C., worse than those in the western United States. Frontier adjusted its system in the east to use different models to predict demand and no-shows for each flight. For many airlines, revenue-management systems were the lifeline that determined whether they would stay in business. 

Thirty-five airlines use Sabre’s AirMax revenue-management system, which combines data on fares that all airlines offer with a particular flight schedule to calculate ticket prices. After September 11, Sabre reprogrammed the system to reflect fluctuating demand and the fact that business travel rebounded faster than leisure travel. 

Earlier in 2001, Continental Airlines rolled out marketing and financial applications packages that interacted with the other IT systems to provide key details about overall performance. Airline managers were able to analyze the profit of any flight on any given day. Before the attacks, Continental was shifting from monthly to weekly financial reviews. Following September 11, however, executives began to review the data daily to spot trends and change schedules more quickly to maximize revenue. 

Many airlines also ramped up customer service and e-marketing projects. For example: 

· Alaska Airlines worked around the clock to launch an automated phone system on September 19, two months ahead of schedule. They utilized PAR3 Communications software to automatically call passengers to inform them of schedule changes and ask whether they intend to keep their reservations. Alaska Airlines sent more than 100,000 alerts to customers, freeing reservations staff to book new flights. 

· Southwest Airlines began targeting its frequent flyers with an e-marketing campaign. They receive “featured destination” e-mails that highlight certain cities and include hotel and car rental rates, along with a list of places to visit. The goal was simple: Get people back in the air. 

· United Airlines focused on frequent fliers. In the past, when a top-tier mileage member called to book a seat on a sold-out flight, he or she was turned away. Now, United reservations agents can view revenue-management data to see what percentage of people are expected to show up and decide whether to sell the important customer a ticket. 

To tie together the airline marketing information with that in other industries, consider what else has happened since September 11, 2001. Source: InformationWeek,November 5, 2001. 

The Internet now offers an alternative to direct-mail marketing. Anthrax worries have sent companies scrambling to come up with electronic marketing options: 

· Electronic marketing providers are offering Web-based alternatives to businesses concerned about the anthrax scare’s effect on their direct-mail marketing campaigns. However, given the immaturity of e-marketing software and services, some observers questioned whether the Internet has the same reach and impact as direct mail. 

· An Oklahoma-based media company (PennWell Corporation of Tulsa, Oklahoma) uses direct marketing to reach magazine subscribers. The publisher expected a 10 percent drop in subscriber responses due to concerns about the safety of postal mail. Many in the online-marketing arena have been vocal in promoting the Internet as a safe alternative to snail mail. The company is advising companies with direct-mail programs to turn to the relative safety and cost-efficiency of the Internet. 

· To help move businesses online, BigFoot Interactive, which sells e-mail marketing systems, put out guidelines for e-marketers while encouraging them to integrate e-mail into their campaigns. 

· In an effort to make marketers feel more secure, e-mail list-management software-maker L-Soft International made available free virus-checking tools from F-Secure Corporation as part of its software. 

· A direct marketer (Brann Baltimore) that used both online and direct-mail marketing noted that many of its customers began thinking about the impact of the anthrax scare on their marketing efforts. Interestingly, however, none of the firm’s clients eliminated direct mail or made drastic changes in their overall marketing plans. The primary reason was that the reach of e-mail was not yet close to the level of direct mail. As a company executive put it: “There are hundreds of millions of postal addresses, but only 20 to 22 million e-mail addresses.” 

To summarize: Marketers that have not yet built up a database of customers who opt to receive electronic messages must buy those e-mail names and then send out unsolicited mail to unqualified prospects. Marketers will say that’s no different from sending unsolicited paper mail, says an industry analyst from Forrester Research. As a result, companies could be perceived as spammers, and this makes it not yet a viable long-term solution. 

MARKETING APPLICATION

Marketing Spotlight—Yahoo! 

In the second half of the 1990s, Yahoo! grew from a tiny upstart surrounded by Silicon Valley heavyweights to a major contender in Internet media. David Filo and Jerry Yang, two computer science Ph.D. students at Stanford University, created the Yahoo! search engine in 1994. Using a homemade filing system, the pair catalogued various Web sites and published the directory for free on the Internet. The original version was called Jerry and David’s Guide to the World Wide Web. It was renamed Yahoo! once Filo and Yang left their studies to devote their attention to the business. The company’s search engine was unique because in addition to the standard word search features, Yahoo! offered its users a massive searchable index. Surfers could search for sites in generic categories like Business and Economy, Arts and Humanities, and Entertainment, organize the results by country or region, and look at results from within just one category. Because Yahoo! was among the first searchable Internet guides, the site attracted hundreds of thousands of Web surfers within a year of its introduction. This early attention attracted investors, and in April 1995 founders Filo and Yang raised $1 million in first-round venture capital.

From its start, Yahoo! sought to convey an irreverent attitude to Internet users and potential users. This attitude originated at the top of the corporate ladder, in the personalities of founders Filo and Yang. The two had conceived of Yahoo! while housed “in trailers full of pizza boxes,” and each of their business cards bore the title “Chief Yahoo!” The acronym the pair invented to serve as the company name also contained a promise of fun and excitement. Yahoo!’s marketing reflected the company’s heritage as well. Each ad closed with the tagline “Do You Yahoo!?” and the signature “Yahoo! yodel,” an audio cue designed to reinforce customer recall of the brand. 

Yahoo! executives realized early on that the key to long-term success in the rapidly developing portal market was to transform the site from a portal to a destination where Web surfers lingered and perhaps stayed. The key to retaining an audience was developing a “sticky” site with appealing content that kept consumer eyeballs glued to the site’s page. Jerry Yang said,  “Most of our users today approach Yahoo and type in a keyword and go from there. They do not stop at our other sites”(“As quoted in “Yahoo! Still Searching for Profits on the Internet,” Fortune, December 9, 1996). This behavior did not sit well with Yahoo!’s advertising clients, who naturally wanted their ads to be seen. Yahoo! executives looked to boost the time spent at the site per user in a variety of ways. This required the addition of homegrown content and vastly expanded onsite offerings, such as Yahoo! Finance, Yahoo! Travel, or the Yahooligans kids directory, which would attract new users and keep them and existing users on Yahoo! pages. In the last half of the decade, Yahoo! added all manner of special features and specialized content, from an online shopping mall to content for wireless applications, which increased traffic and lengthened the average time spent at Yahoo! sites.  

By 2000, what began as a mere search engine had become a global media giant, with a meteoric stock to match its new economy renown. As the dot-com crash worsened throughout that year, however, its adverse affects finally reached Yahoo! Analysts who considered Yahoo!’s stock overvalued saw their suspicions confirmed as the price fell 80 percent in the year. Because Yahoo! derived more than 80 percent of its revenue from online advertising sales, and the bulk of its advertisers were Internet companies, their collective struggles affected Yahoo!’s revenues. Click-through rates for banner ads plummeted from 2 percent in 1999 to below 1 percent, lower than the response rate for junk mail. Because Yahoo! was the last major portal to remain independent, after Excite merged with the @Home Network, Snap.com with NBC, Lycos with CMGI, Infoseek with Disney, and AOL with Time Warner, speculation about a possible takeover increased as its stock price plunged. Analysts figured a major global media company, such as Viacom, would be the most likely to pursue Yahoo!.  

Questions  

1. If “point of destination” placed Yahoo! on the Internet map, what marketing miscue caused Yahoo!’s “point of departure” from the scene?  Discuss.

2. If Yahoo! was caught in the web of overconfidence with the dot-coms in 2000, can you suggest marketing management strategies that would help it avoid this situation in 2002 and after?  Is a merger the only answer?

3. What changes would you suggest for Yahoo! to give their marketing strategy a longer range marketing perspective?

� Information Week, November 12, 2001.
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