LINDELL’S NOTES

CHAPTER 2
THE ENVIRONMENT IN WHICH MARKETING OPERATES

CHAPTER OBJECTIVES AND SUMMARY
1. To examine the environment within which marketing decisions are made and marketing activities are undertaken

2. To differentiate between those elements controlled by a firm’s top management and those controlled by marketing, and to enumerate the controllable elements of a marketing plan 

3. To enumerate the uncontrollable environmental elements that can affect a 

4. marketing plan and study their potential ramifications   

5. To explain why feedback about company performance and the uncontrollable

6.  aspects of its environment and the subsequent adaptation of the marketing plan are essential for a firm to attain its objectives   

CHAPTER OUTLINE

LINDELL’S HIGHLIGHTS

2-1    OVERVIEW
A.
The marketing environment consists of five parts: controllable factors, uncontrollable factors, the organization’s level of success or failure in reaching objectives, feedback, and adaptation. See Figure 2-1.

1.
Controllable factors are directed by a firm and its marketers. The combination of these factors results in an overall marketing strategy (A in Figure 2-1).

2. Major uncontrollable factors are beyond the control of the organization, but have an impact on how well the organization and its offering are accepted (B in Figure 2-1).

3. The interaction of controllable and uncontrollable factors determines an organization’s level of success or failure.

4.
Feedback involves monitoring uncontrollable factors and assessing areas of strength and weakness.

5.
Adaptation refers to changes in marketing plans in response to uncontrollable environmental factors.

B.
When analyzing the environment, an organization should consider it from two perspectives:

1.
The macroenvironment refers to the broad demographic, societal, economic, political, technological, and other forces that an organization faces.

2.
The microenvironment: refers to the forces close to an organization that have a direct impact on its ability to serve customers, including distribution intermediaries, competitors, consumer markets, and the capabilities of the organization itself.

2-2    CONTROLLABLE FACTORS
A.
These are elements directed by the organization and its marketers.

B.
Some factors are directed by top management; they are not controllable by marketers, who must develop plans to satisfy overall organizational goals.

2-2a    FACTORS DIRECTED BY TOP MANAGEMENT
A.
Top management is responsible for the five basic decisions shown in Figure 2-2.

1.
The line of business refers to the general goods/service category, functions, geographic coverage, type of ownership, and specific business of a firm.

2.
The general goods/services category is a broad definition of the industry in which a firm seeks to be involved.

3.
Overall objectives are the broad, measurable goals set by management. Success/failure may be determined by comparing objectives with performance.

4.
The role of marketing is determined by its importance, functions, and integration into the overall operation of the firm. Marketing is treated more importantly when it is given line authority, it is considered equal to other departments, and adequate resources are provided.

5.
The roles of other business functions and their interrelationships with marketing need to be clearly delineated to avoid overlaps, jealousy, and conflicts.

6. Corporate culture consists of the shared values, norms, and practices communicated to and followed by those working for a firm. It may be described in terms of the following:

a. A customer-service orientation.

b. A time orientation.

c. The flexibility of the job environment.

d. The level of risk/innovation pursued.

e. The use of a centralized/decentralized management structure.

f. The level of interpersonal contact.

g. The use of promotions from within.

B.
After top management sets its guidelines, the marketing area develops its controllable variables.

2-2b    FACTORS DIRECTED BY MARKETING
A.
The major elements under the direction of marketing are shown in Figure 2-4.

1.
The selection of a target market, the particular group(s) of customers a firm proposes to serve, involves decisions as to the size and characteristics of the market. When selecting the target market, some form of market segmentation is used. The target market chosen impacts on all other marketing decisions.

2.
Marketing objectives are more customer-oriented than those set by top management. Of prime importance is the creation of a differential advantage, the unique features in a marketing plan that cause consumers to patronize the company and not its competitors. See Figure 2-5.

3.
A marketing organization is the structural arrangement for directing marketing functions. It outlines authority, responsibility, and tasks to be performed. It may be functional, product-oriented, and/or market-oriented. See Figure 2-6.

4.
A marketing mix is the specific combination of marketing elements used to achieve objectives and satisfy the target market. It consists of product, distribution, promotion, and price decisions. These elements must be consistent with the target market and each other, be well integrated, and communicate a clear differential advantage.

5.
Olympus is an example of a firm applying the marketing mix concept well.

6.
Performance assessment consists of monitoring and evaluating overall and specific marketing effectiveness. Evaluations need to be done regularly, with both the external environment and internal company data being reviewed. In-depth analysis of performance should be completed at least once or twice each year. Strategy revisions need to be enacted when the external environment changes or the company encounters difficulties.

2-3    UNCONTROLLABLE FACTORS
A.
Uncontrollable factors are the external elements affecting an organization’s performance that cannot be fully directed by the organization and its marketers. They must be continually observed and their effects taken into consideration in any marketing plan.

B.
Uncontrollable factors may be divided into seven major categories, as shown in Figure 2-7.

2-3a    CONSUMERS
A.
While a firm has control over the selection of a target market, it:

1.
Cannot control the characteristics of the population such as age, income, marital status, occupation, race, education, place and type of residence, and the size of organizational customers.

2.
Must understand the interpersonal influences upon consumer behavior.

3.
Must comprehend the consumer’s decision process which explains the steps a consumer goes through when buying a product.

4.
Must be responsive to consumer groups and organizations that speak out at public hearings, stockholder meetings, and before the media. A firm must communicate with consumers on relevant issues, anticipate problems, respond to complaints, and make sure it has good community relations.

2-3b    COMPETITION
A.
The competitive structure facing a firm needs to be analyzed and examined on the basis of marketing strategies, domestic/foreign firms, company size, generic competition, and channel competition. A company can operate under one of four competitive structures.

1.
In a monopoly, only one firm sells a particular product. This occurs when a firm has a patent or is a public utility.

2.
In an oligopoly, there are a few firms, generally large, that comprise most of an industry’s sales. Oligopolistic firms seek to engage in nonprice competition.

3.
Monopolistic competition occurs when there are several firms, each of which tries to offer a unique marketing mix—based on price or nonprice factors.

4.
Pure competition exists if there are many firms selling identical products. They are unable to create differential advantages.

B.
For many industries, there has been a trend toward larger firms because of mergers and acquisitions, as well as company sales growth.

C       Competition should be defined in generic (broad) terms.

1. Direct competitors are similar to the firm with regard to the line of business and marketing approach.

2. Indirect competitors are different from the firm, but still compete with it for customers.

E.
The potential for competition with channel members (resellers) should also be studied.

2-3c    SUPPLIERS AND DISTRIBUTORS
A.
Many firms rely on their suppliers and distributors to properly run their own businesses. They provide them with the goods and services that they need to operate, as well as those that they resell to their own customers. A company is most vulnerable when there are relatively few suppliers or distributors.

2-3d    GOVERNMENT
A.
Federal legislation has had an impact on business operations for over 110 years. See Table 2-1.

B.
Antitrust, discriminatory pricing, and unfair trade practices laws are intended to protect smaller firms from anticompetitive actions by larger ones.

C.
Consumer protection laws are geared toward helping the consumer deal with deceptive and unsafe company practices.

D.
Deregulation laws deregulate various industries to create a more competitive marketplace.

E.
The Federal Trade Commission (FTC) monitors restraint of trade and enforces rules against unfair methods of competition and deceptive business practices.

F.
State and local governments have their own laws for firms within their boundaries. They also provide incentives for companies to operate.

2-3e    THE ECONOMY
A.
The rate of economic growth in a nation or region can have a significant impact on a firm’s marketing efforts. A high growth rate means the economy is usually strong and marketing potential large. Of prime significance to marketers are consumer perceptions regarding the economy, which affects spending.

B.
The Gross Domestic Product (GDP) is the total annual value of goods and services produced in a country less foreign investment. In recent years, the yearly economic growth in most nations has been three percent or less; and when certain industries, such as auto and housing, slow down, repercussions are often felt in other areas, such as insurance and home furnishings.

C.
A high unemployment rate adversely affects many firms, because people may cut back on nonessentials.

2-3f    TECHNOLOGY
A.
Technology refers to developing and using machinery, products, and processes.

         2-3g    INDEPENDENT MEDIA
A.
The independent media can influence the government’s, consumers’, and publics’ perceptions of a company’s products and overall image.

B.
Coverage may be positive or negative.

2-4    ATTAINMENT OF OBJECTIVES, FEEDBACK, AND ADAPTATION
A.
The organization’s success or failure in reaching objectives depends on how well it directs its controllable factors and the impact of uncontrollable factors on the marketing plan.

B. The organization needs to acquire feedback (information about the uncontrollable environment, the firm’s performance, and how well the marketing plan is received).

C. The firm needs to adapt its strategy to the surrounding environment while continuing to utilize its differential advantage(s).

D.
Marketing myopia is a shortsighted, narrow-minded view of 

marketing and its surrounding environment which must be avoided at all costs. Several warning signs of marketing myopia are provided.

