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POVZETEK  
 
Marketing se nahaja v fazi sprememb. Po desetletjih životarjenja pod plaščem oglaševanja se 
marketing zdaj pojavlja v novi obliki, v obliki, kakršno bi si zaslužil že dolgo časa nazaj. 
Marketing ni lišpanje stare kripe, ampak se tiče predvsem in najprej rasti prihodkov podjetja.  
 
Glavna vloga marketinga je, da na trgu poišče stranke in jih pripelje do produktov in storitev, 
ki jih nudi podjetje. Stranke so kot prihodkovni tokovi, zato je smiselno, da marketingu 
nadenemo novo ime - upravljanje prihodkovnih tokov. 
 
Upravljanje oz. menedžment je zelo odvisen od merjenja različnih parametrov v poslovanju, 
obenem pa se tiče tudi ukrepanja na osnovi teh meritev, na promoviranju uspešnih praks in 
njihovi ponovitvi. Marketing je potrebno upravljati na enak način. 
 
Glavna ideja zunanjega izvajanja (angl. outsourcing) je, da nekomu drugemu prepustiš del 
svojih nalog. To storiš pri tistih nalogah, kjer je tvoj partner lahko boljši in je bolj učinkovit. 
V tem primeru podjetje prejme koristi zaradi partnerjevih izkušenj in osredotočenosti, koristi 
pa se izkažejo tako v dvigu kakovosti, kot v nižji ceni. 
 
Marketing ni nič drugačen. Če bi lahko izmerili produktivnost marketinških aktivnosti in če bi 
ugotovili, da bi lahko nek partner te aktivnosti izvedel bolj produktivno, mar mu vi ne bi 
prepustili teh aktivnosti? 
 
Odgovor ni enostaven, na žalost. Za to obstajata dva razloga. 
 
Prvič, marketing je v splošni percepciji menedžmenta skoraj izenačen z oglaševanjem, ki ga 
je dejansko težko zanesljivo meriti. Drugič, zunanje izvajanje je v mnogih marketinških 
nalogah že danes prisotno in ne zaostaja za ostalimi funkcijami podjetja, vendar je zaradi 
pomanjkanja razumevanja še vedno zelo neizkoriščeno. 
 
Zunanje izvajanje v marketingu je moč uporabiti za dvig produktivnosti, vendar je za to nujno 
zelo natančno vedeti kje in kako. Če podjetje razume celoten svoj model marketinga, potem 
mu znotraj tega modela ne bo težko poiskati priložnosti za zunanje izvajanje. Tak model 
omogoča natančno določitev področij, kjer bi zunanje izvajanje lahko najbolj pripomoglo. 
 
Magistrska naloga v prvem delu razišče področji marketinga in zunanjega izvajanja, poišče 
obstoječe stične točke, nato pa v drugem delu predstavi model, po katerem je mogoče 
sistematizirati proces zunanjega izvajanja v marketingu. 
 
 
 
 
Ključne besede: marketing, zunanje izvajanje, produktivnost marketing, model marketinga, 
marketinški kibernetični sistem, model zunanjega izvajanja v marketingu 
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ABSTRACT 
 
Marketing is currently in a transformational period. After decades of living under the cloak of 
advertising marketing is now emerging in a new form, the form it should have had already for 
a long time. Marketing is not about putting lipstick on a pig, it is rather about revenue growth. 
 
Marketing’s main role is to drive customers towards the products and services of the 
company. Customers are revenue streams; therefore it is appropriate to call marketing with a 
new name - revenue stream management. 
 
Management is about measurement and it is also about promoting and replicating the 
activities that prove as effective. Marketing should be managed in the same manner. 
 
The main idea of outsourcing is to let somebody else do a part of your job if his productivity 
in that area of work is better and higher as yours. In that case you will benefit from his skill, 
both in quality and price. 
 
Marketing is no different. If you would be able to measure your productivity in marketing and 
if you would find out that somebody else could do the same job more productively, wouldn’t 
it make sense to let him do marketing for you? 
 
The answer is not straightforward, unfortunately. There are two reasons for this. 
 
First, marketing in general is considered as almost synonymous to advertising, which is very 
hard to measure reliably. Second, outsourcing is almost as common in many parts of 
marketing as in other functions however due to lack of understanding it hasn’t been leveraged 
as strongly as in other functions. 
 
Outsourcing in marketing can be used to improve productivity, but it is prerequisite to 
understand precisely where, when and how. If the company understands the whole of its 
marketing model, then it can build an outsourcing model on top of it. This model then allows 
it to pinpoint the areas for improvement through outsourcing. 
 
The thesis explores marketing and outsourcing in general in the first part. In the second it 
proposes a model of how to outsource marketing. 
 
 
 
 
Keywords: marketing, outsourcing, productivity of marketing, marketing model, marketing 
cybernetic system, marketing outsourcing model  
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FOREWORD 
 

‘Nothing in the world is so powerful as an idea whose time has come.’ Victor Hugo 
 
I have set myself two goals with this thesis.  
 
Firstly, I wanted to expand my knowledge of marketing and its relationship with business. I 
have found out in studying for the thesis that there is a fundamental shift going on in the 
world of marketing, a shift back to basics; that is of putting marketing back in the driver’s 
seat of business. What I didn’t know before is that marketing has been in such a position 
before 1960’s only to be seduced into the glamorous world of advertising with its myriad of 
dead-ends and negligence of everything but advertising.  
 
Secondly, I wanted to see if there’s a chance to sell marketing services in a way that is less 
project-driven, less short term, less detached from growth objectives, and less shallow than 
advertising. I knew that besides advertising agencies of all sorts (creative shops, media 
buyers, direct mailing agents, interactive boutiques, event managers, etc.) there already 
existed a huge industry capable of selling marketing advice to CEOs, namely the 
consultancies. Nevertheless I felt that consultancies were still leaving an important part of the 
clients’ needs underserved, because they focused much more on finance, supply chain 
management and strategy, than on marketing. I have figured that there must be a third way, 
the non-advertising-agency and non-consultancy way of selling marketing services. I am 
convinced today that there is a place for the third way, the outsourcing way. 
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1. INTRODUCTION 
 
Many companies in Slovenia today have problems in keeping up an effective team of skilled 
and generally versed marketing specialists, who could be able perform the marketing function 
in a best-of-market fashion, especially due to the growing complexity of the discipline. 
Although it sounds like a recent phenomenon, the rise in complexity in marketing through 
technological innovation was observed already before decades (Little, 1979). 
 
The sophistication of the marketing discipline worldwide, also in Slovenia, has come to a 
level, which makes it very hard for non-specialists to cope with the whole spectrum of 
possibilities. Today a skilled marketer would need to be proficient in diverse areas such as 
market research, analysis, strategy, creativity, usage of media, public relations, sales 
management, to name the essentials. There are new areas developing at an ever-accelerating 
pace, for example databases, customer relationship management, online marketing, content 
development and many others (Zhivago, 2002).  
 
Mastering of all these is not a prerequisite for a good marketer, however a good marketer 
should be in regular contact with specialists from all these fields. A good marketer should be 
capable of using any of the major marketing disciplines by tapping the skill of specialists. 
People of such broad profile are hard to find. Without them marketing is more often than not 
underperforming. 
 
The result is a mediocre performance of companies who instead of focusing towards 
generating demand and thereby driving growth of sales, rather engage in optimizations of the 
supply chain in order to cut costs. Managers don’t seem to recognize that cost cutting only 
enables one to limited profit gain, while, on the contrary, growth in demand provides almost 
boundless potential. 
 
Companies in Slovenia now claim that one of their most important goals is to become more 
proficient in marketing (Frankl, 2005). The transformation from production to marketing 
oriented strategy has already started in many companies, but this process is painfully slow. 
The reason is that often without sufficient knowledge of owners and top management finding 
the right marketing people, or leading existing in-house marketing teams is an uneasy task.  
 
This shortcoming of marketing capabilities can be overcome by outsourcing of marketing to 
outside vendors. Professional marketing outsourcing firms can fill the gaps between the top 
management and existing marketing teams by providing broad support in almost all areas of 
marketing. The main benefits arising from hiring outsourced marketing teams are quick 
access to advanced marketing knowledge, transfer of best practices between industries, 
scalability of cooperation, and reduced risk of failure. 
 
Research problems that arise around the topic described above are: 
 

• What is the gap between best-of-market and practice regarding marketing capabilities 
of companies? Is top management aware of the marketing gap between their company 
and best of market companies? 
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• What is the right model of outsourcing in marketing? Which marketing functions can 
be outsourced and which can’t? What is the right compensation scheme? How should 
outsourcing of marketing be controlled? 

• What criteria make a company a good customer for marketing outsourcing? Which 
marketing functions are core, which are peripheral?  

• How should benefits of outsourcing in marketing be measured? What is productivity 
in marketing (Rust, 2004)? 

• Who can be marketing outsourcing supplier? How does marketing outsourcing 
differentiate from services provided by ad agencies on one side consultancy firm on 
the other? 

• How much supply / demand exists in the market? How much marketing is outsourced 
already (Uršič, 2002)? 

• What are the global trends in regards to outsourcing of marketing? What can one learn 
from outsourcing in general? 
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2. MARKETING, A NEW FUNCTION FOR OUTSOURCING 
 
Marketing is not an obvious candidate for outsourcing. It is too messy, too poorly defined, 
and if outsourced, it is mostly done so because the company that outsources doesn’t employ 
a) artists or b) promoters. 
 
The discipline is changing though, and rapidly. And so are the traditional roles of typical 
marketing organizations.  
 
Just take the media for example, the archetypical classical marketing organization, a key 
marketing partner to classical marketing organizations. Media used to be the place for 
content, that was paid for by clients’ ads, that were planned and bought by the media agency. 
 
Enter internet. Google is now the single biggest medium, second is Yahoo, and third is 
Microsoft. None of these players consider themselves as media, yet their business model 
(apart from Microsoft) depends on selling ads. These companies consider themselves as 
technology companies. 
 
Media buying agencies don’t think in terms of placing ads anymore. Their idea is to create 
content, because traditional ads don’t work anymore. Good content in traditional media still 
has some engagement power. But that is falling down too. 
 
Media, themselves, have a really hard time. Clutter makes ads less effective; hence clients are 
reluctant in placing more and more ads. On the contrary, revenues are falling fast. Media 
buying agencies and PR agencies have more and more control, because they still have some 
clout, mostly because of existing relationships with clients. They’re using this clout at the 
expense of media independency, and with lost independency media lose their credibility and 
with lost credibility they lose readers. 
 
The final nail in the coffin of classical advertising model is the introduction of modern 
effectiveness tracking solutions supplied on a free basis by Google (Analytics package), 
Clicktale, Woopra, and some others. Together with optimization tools (Google again, 
Maxymizer, and some others) the whole logic of marketing is turned upside down. 
 
This shift has been properly observed by Jim Taylor (2005), who predicted that marketing 
communications practices are now going through a major transition. Taylor predicted 
correctly that in the years 2005 to 2010, there would be a major shift towards understanding 
marketing effectiveness, first through online tools, but soon also through offline 
measurement. When this offline measurement becomes fully available, he predicts that the 
power once shared in the traditional publisher-agency-client triangle will move strongly 
towards the latter. The reason for this shift is that clients will be the keepers of the most 
important piece of information, the feedback of activities. 
 
Feedback is not only important to future development of marketing, but also holds a great 
opportunity for outsourcing. Marketing has been fiendishly hard to pin down, but once 
feedback mechanisms are understood, and once marketing’s focus changes towards the 
methods and tools that fully leverage feedback information, there will also arise opportunities 
for specialized providers who will be best of class in different parts of the newly formed 
marketing processes. 
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Outsourcing makes sense if the outsourcing partner is capable of providing better quality at 
lower costs. Feedback will enable marketing to understand what better quality at lower costs 
means. Once this understanding is achieved, it will be only natural to seek specialized 
partners. 
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3. MARKETING 
 

“Marketing is so basic that it cannot be considered a separate function ... it is the 
whole business seen from the point of view of its final result, that is, from the 
customer’s point of view.” Peter F. Drucker 

 
Marketing indeed is the basic reason why a business exists. Some say it’s to make money, but 
before one can make money, one needs to discover a need and then sell a a remedy for the 
need. And that’s marketing. 
 
Discovering needs was trivial just a couple of decades ago, selling products to fulfill those 
needs was also trivial, the non-trivial part were scarcity of resources and low efficiency of 
production. Markets were almost completely supply driven. If you could make it, then you 
could also sell it. 
 
The world has turned upside down. Discovering needs is not trivial any more, nor is selling 
products. The trivial thing is producing most of what is being sold in the markets today. 
Demand driven, that’s what markets are today. If you can shape demand, you succeed. 
 
The change from supply- to demand driven markets is a great boost for marketing. 
Management of companies has to focus on the one part of the value chain that produces the 
largest part of – value. Marketing is in that sweet spot today.  
 
Wrong. 
 
Marketing should be there, but in reality marketing people are still not on the boards of most 
companies, nor is marketing a priority issue in those same boards. In 2005 Shaw and Merrick 
wrote that only 4 of the FTSE 100 companies had a person responsible for marketing in their 
boards. Žabkar and Jančič (2007) claim that Slovenia is no better, with at most 10 out of 100 
companies having a marketing  person on the board. Similar conclusions about the sad state 
of marketing as a formal function around the globe are given by many: Stringfellow and Jap 
2006; Sheth and Sisodia 2006; McDonald 2006; Bolton 2005; Kerin 2005; Hyde et al 2004. 
 
All other business functions carry responsibility for their own part of the business, marketing 
too often still lacks accountability. Even worse, marketing people who in many cases still 
think their responsiblity is mostly advertising, enjoy this lack of accountability because they 
think sales is not their job and that advertising festival awards and peer recognition are 
sufficient. They’re not. 
 
Financial accountability has not been an issue of concern of even the greatest marketing 
academics. Shaw and Merrick (2005) pointed out how little of the following great marketing 
authors’ famous books have been devoted to financial implications of marketing: 
 

- Kotler, ‘Marketing Management’, 7th edition, 1991, 1.7 % pages about finance 
- Aaker, ‘Managing Brand Equity’, 1991, 0%  
- Day, ‘Market Driven Strategy’, 1990, 0% 
- McDonald, ‘Marketing Plans’, 4th edition, 1999, 0.3% 
- Doyle, ‘Marketing Management & Strategy’, 2nd edition, 1998, 0,8% 
- Davidson, ‘Even More Offensive Marketing’, 1997, 0.5% 
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Another example of almost complete lack of serious and critical thinking in marketing is the 
case of the British Airways campaign ‘The World’s Favourite Airline’. This famous ad 
campaign was quoted in 50 marketing textbooks. It did not stop BA face new competition in 
the form of Easyjet and Ryanair. Nor were arguments observed that BA’s primary source of 
success was its control of Heathrow airport and that most of image advertising was wasted 
money, Kay (2003). 
 
Furthermore, Ambler (2000) says that if the board is concerned about its future cash flows it 
should look to where they come from – the market. 
 
The need to connect marketing with financial accountability is clear. 
 
Even Kotler, one of the most influential marketing academics of the 20th century, wrote 
(1984) that marketing managers first source of information is his own company’s accounting 
department. Kotler knew already then that a marketing director without exact data about sales 
and cost can’t do a proper job. Unfortunatelly Kotler was not loud enough about it. 
 
 

3.1. Marketing once upon a time 
 

Everything was different then. Or was it.  
 
Marketing apparently is not an innovation of the last few decades, nor was it simple even a 
century ago, as recorded by Bartels (1976). In 1910 Ralph Starr Butler, a professor of 
“Marketing Methods” at the University of Wisconsin said: 
 

“In considering the whole field of selling I developed the idea that personal 
salesmanship and advertising had to do simply with the final expression of the selling 
idea. My experience with the Procter & Gamble Company had convinced me that a 
manufacturer seeking to market a product had to consider and solve a large number of 
problems before he ever gave expression to the selling idea by sending a salesman on 
the road or inserting an advertisement in a publication.” 

 
One of the defining articles about marketing is Marketing Myopia by Theodore Levitt, 
published in HBR in 1960. His main point was that because businesses are generally very 
forgetfull about the past they tend to repeat the same mistakes over and over.  
 
His offers an illustrative example of the railway industry of the 19th century. Railway 
companies were the most admired companies of their time. They were perceived as the 
infallible ever growing super rich companies that could never go wrong. But they did. And 
miserably so. 
 
What railways were myopical about was their inability to see that transportation was the 
source of their growth, not the better, bigger and bolder engines, nor the expanding rail 
infrastructure. One need not go further than to the infamous Slovenske Železnice, to see a 
strugling-syndicate-infested-and-inflexible giant, that still has the biggest number of 
employees of all Slovenian companies (Finance, 2005). The biggest retailer should have been 
far above them in terms of headcount if it weren’t for the impossible stranglehold that the 
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syndicates still have over SŽ and that no government nor manager has been able to break out 
of. 
 
Back to Mr. Levitt. Mr. Levitt was the first to ask the famous question about which industry 
you were in. If railways would be able to ask themselves this question and answer it in such a 
way, that their myopia would be removed, than the railways would have been able to 
transform themselves and become modern transportation holdings with branches as diverse as 
rail, automakers, airlines, parcel distribution, to name just a few of todays giant industries. 
 
In the time of writing, the sixties, Mr. Levitt was just as critical of the electric distribution 
companies that were at their peak. He was warning them against the fate of their predecessors. 
At least one company understood. General Electric esentially was capable of climbing out of 
the pit, the seemingly neverending growth bonanza, the trap that most of its peer companies 
fell into. 
 
I believe that today telecommunication is in a very similar position. Everyone is convinced 
that telecoms are a sure bet for the future. They command huge infrastructural assets, they are 
cash rich and technology is on their agenda. 
 
But so it was or still is with railways, electric distribution, movies before TV, computer 
hardware, and many others. Many seemed infalible but failed. 
 
The lesson by Mr. Levitt is that there is no such thing as a growth industry, per se. On the 
contrary, he claims that every great industry once was a growth industry. And then growth 
stopped. 
 

“The best way for a company to be lucky is to make its own luck. That requires 
knowing what makes a business successful.”, Levitt (1960) 

 
The above quote from Mr. Levitt may be one of the best definitions of marketing. Or it should 
have been. Instead of that marketing moved in a totally different direction after Mr. Levitt’s  
leviathan article. With the rise of TV advertising became the next growth industry. And with 
it went marketing. 
 

3.2. The golden years of advertising 
 
Advertising as a commercial discipline had been around since mid 19th century. But it wasn’t 
until the sixties in the 20th century that advertising really took off, both as a business and as a 
cultural force.  The propelling mechanism driving advertising towards its nadir was broadcast 
television. TV was the perfect medium to deliver news to whole nations, and the perfect 
vehicle to help sell the zillion mass produced products. 
 
The heroes of the period were David Ogilvy, Bill Bernbach, Marshall McLuhan and others. 
Marketing was sucked into the advertising vortex. Advertising moved away from its primary 
role of salesmanship into showmanship. Ad people kept telling that persuasion is an art, not 
science. Although that is true, it should not have become an excuse to ignore the scientific 
part of marketing. Bird (2000) mentions an article in Advertising Age from 1992 with the title 
‘Ignorance is Bliss’. The article is describing how foolishly ignorant marketing practitioners 
were about attainment of professional qualifications for performing marketing within their 
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organizations. Most (!) weren’t reading any books about marketing nor advertising. They 
even felt that doing so would not help them anyhow. 
 
Bird also mentions that in 1980 a survey among British marketing professionals 80% thought 
advertising’s role was not to sell products or services but something else. 
 
An excellent critique of the ills of marketing with advertising at its forefront and its ignorance 
of proper research is given by Forrester (1959): 
 

I doubt that there is any other function in industry where management bases so much 
expenditure on such scanty knowledge. The advertising industry spends 2 to 3 percent 
of its gross dollar volume on what it calls ‘research’, and even if this were really true 
research, the small amount would be surprising. However, I estimate that less than a 
tenth of this amount would be considered research plus development as these terms 
are defined in the engineering and product research departments of companies … 
probably no more than 1/5 of 1 percent of total advertising expenditure is used to 
achieve an enduring understanding of how to spend the other 99,8 percent.  

 
Advertising was a very successful business for many involved in it in the second half of the 
20th century. It was especially lucrative for media and ad agencies. Clients, the ones that 
should have been the prime beneficiaries were not always on the winning side. Apparently it 
had become clear many years later that only relatively few brands became huge successes due 
to their advertising, the megabrands. 
 
The problem with the golden age of advertising is that advertising sneaked itself into the 
marketing profession and forced most other areas out. It was a kind of laziness from the 
marketing teams but also from the boards to rely so strongly in the advertising that apparently 
hasn’t been becoming more and more effective. On the contrary, advertising has been rolling 
down the hill of less and less effect. But now that almost everyone replaced their marketing 
brain with an advertising brain, it is becoming clear that advertising is not providing results 
anymore. It is for sure harder to go back from the narrow field of advertising to the wider 
field of marketing. But there is no other way. 
 

3.3. Value based marketing 
 

“If you want to know what your future cash flow will look like, investigate where it 
comes from: the market.” Ambler (2000) 

 
 
Malcolm McDonald said in the Loyalty World Conference in London, that I attended in 2005, 
that the market is nobody else but your customers. People. That is the market. Segmentation 
is about putting those people in smaller subgroups in order to be able to fulfill their needs 
better. 
 
Bird (2000) posits one number above all other in terms of importance – the value of customer. 
I share the same opinion. Unless an entrepreneur and a marketer does not know how much a 
customer is prospectively worth, he cannot know, how to run his marketing profitably. 
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The importance of knowing where the value is coming from is nicely stressed by Coerstjens 
(2003) in his article about how Mr. Eric Kim, chief marketing officer of Samsung managed to 
grow the brand globally in a very short period. Basically Mr. Kim managed to build a 
marketing information system within Samsung that enabled him and his team to invest into 
the areas with the highest growth potential instead of where there already was the biggest 
market. Corstjens emphasizes Mr. Kim’s dedication to analytic rigor being a part in all 
marketing decisions. 
 

3.3.1. New marketing man 
 
As we have seen above there is a new world of marketing opening up. With all the areas to be 
worked on it looks as if the new marketing man should not only be educated and experienced 
in the traditional old school marketing, but should be able to tackle all kinds of problems 
within the company in order to be able to capitalize on the opportunities presented to the 
company by the market. 
 
The word holistic comes across quite often. The new marketing man should be analytical on 
one hand but also very creative on the other, with strategic oversight and then again be an 
effective executioner, with sound financial understanding of the business and with an 
openness to the softer issues such as long term image building, he should be communicative, 
being capable of earning rapport with all the company departments, connecting the company 
from the inside to deliver a great product on the outside. A tough job. 
 
Not all people are capable of taking on this new role. The role described above needn’t be the 
only type of marketing people in a company. As Hyde, Landry and Tipping commenced in 
2004, so Landry, Tipping and Kumar set out in 2006 with two great articles about the types of 
marketing people in a company. The crux of their models is that there are marketing people of 
three major types: 
 
 

- one being the traditional 
branding oriented marketer 
using marketing 
communications as his main 
tool 

- the other taking on an 
advisory role as a consultant 
to the board related to 
marketing issues 

- the third is a holistic type 
called the growth champion, 
who is capable of first 
analyzing the situation, 
coming up with a strategic 
response and then galvanizing 
the whole company to deliver 
a great execution 

 

Growth 
Champion 

Board 
Advisor 

Branding 
Expert 

Types 
of 

Marketing 
Men 

Figure 13.1: Types of marketing men 

Sources: Hyde, Landry, Tipping, 2004; Landry, Tipping, 
Kumar, 2006 
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The two articles call the types a little different, one even offering 6 types, but the above setup 
seems as the correct one from my perspective. The important take out from the articles is that 
the only type showing above average results today is the growth type. 
 
This is of no surprise. Since the only true measure of marketing’s success is its ability to grow 
sales profitably, the growth type of the new marketing man is really in the best position to 
achieve such goals. 
 
McGovern and Quelch (2004) made a similar three types categorization of CMOs.  
 
Landry et al (2006) describe the growth type of marketer with the following characteristics 
and properties: 
 

- increasing efficiencies 
- monitor product usage, not just satisfaction 
- communicate about marketing best practices 
- very good at aligning different departments in a company to deliver relevant products 

to market more quickly 
- use methodologies to calculate ROI, often relying on ‘rule of thumb’ measurements if 

strict measurements are not possible 
- using range of standardized tools and techniques 

 
One more thing which is almost obvious but has to be noted also is that a growth champion 
cannot succeed unless the CEO gives him enough authority and has the CMO report directly 
to him. The growth type of CMOs is the one to stop marketing fall from grace that has been 
going on since marketing decided to detach itself from sales and become as much an art as a 
science, but unluckily forgetting the latter along the way.  
 
McGovern and Quelch have given a few guidelines to what a CMO and his CEO should be 
doing in order to have success: 
 

- make the mission and responsibilities clear 
- fit the role to the marketing culture and structure 
- choose a CMO who is compatible with the CEO 
- make line managers marketing heroes 
- require right- and left-brain skills 

 
Perhaps one of the most important links of the CMO besides his relationship with CEO is his 
relationship with the sales department. There the things are not looking very good. Marketing 
and sales culture differ a lot. For sales people the marketers are too vague and not-realistic. 
Marketing people think that sales people always just try to sell the products that are easy to 
sell, also sacrificing long term sales potential because they have a short term sale to make. 
 
The break away between marketing and sales has occurred in the 60’s with the explosion of 
advertising on the wave of rising TV and other media. The break away is now ending and 
sales and marketing will once again be obliged to talk. Kotler et all (2006) say that the best 
way to reconcile marketing and sales teams is to give them common objectives and connect 
the measures of success for both teams. Above all, when compensation schemes are driving 
the common objectives of marketing and sales, this will then lead to the two teams starting to 
work together in order to achieve better results. 
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3.3.2. New marketing partner 
 
The three types of marketing men can also be matched with three types of marketing services 
that clients can acquire from the outside vendors.  
Advertising agencies claim they are the branding experts hence they are a fit with the 
branding type of marketing manager.  
Consultancies typically speak to the boards, therefore their natural role is to be the match for 
the advisory type of marketing managers.  
 
Finally, growth champion type of marketing manager also needs a partner to support his 
efforts. An outsourcing marketing partner is probably a very good match for the needs of a 
growth champion marketing manager. The very premise of outsourcing is to provide higher 
efficiencies of services performed in a long-term partnership. 
 
 
 
 

 
 
 

Growth 
Champion 

Board 
Advisor 

Branding 
Expert 

Types 
of 

Marketing 
Men 

Marketing 
Outsourcing 

Partner 

Advertising 
Agency 

Managerial 
Consultancy 

Figure 23.2: Match between marketing men types and service providers 
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Naturally, even advertising agencies and consultancies can be signed into long term 
outsourcing type of relationships, so it clear that we need to describe the growth champion’s 
partner in more detail. 
 
The marketing outsourcing partner of the growth champion needs to match his client’s focus 
on delivering growth. It needs to be strong on strategy as well as tactical execution, and it has 
to be driven by the feedback mechanism, that is the translation of activities in actual 
contribution to business.  
 
The approach used by such a partner can be said to be holistic, that is independent of 
particular discipline specialization, but capable of operating along any discipline that might 
show promising enough to make a lasting contribution to a business’s revenue growth.  
 
This holistic marketing partner does not to be a do-it-all expert, nor is he panacea to all of his 
client’s managerial problems. He will never be the best advertising art director, nor will he 
ever be the most influential PR manager, nor will he ever be the internet site wizard, nor the 
change management guru. But what he can be is a developer of new marketing channels. 
 
The holistic outsourcing marketing partner has to commit to a direction together with the 
growth champion and then start to move in that direction in a rinse-and-repeat fashion while 
all the time improving the strength of movement, until that movement achieves measurable 
and repeatable success. At that point such an activity has to be standardized and should be 
continued until its complete potential isn’t used up.  
 
 

3.4. Relationship between marketing and strategy 
 
Strategy is a process by which the company allocates it limited resources in such a way, that it 
can use the opportunities in the market, achieve its goals and gain sustainable competitive 
advantage. 
 
The virtues of a sound and good strategy are: 

- clear goals, 
- understanding of markets, especially the company’s customers and also the end users 

of a product that the company helps produce, 
- acknowledgement of competitive offerings, 
- a solid idea and an excellent execution of the idea, 
- coherency, various part of the strategy all contribute in concert, they don’t contradict 

each other, 
- ability to align all resources in a company 
- gives motivation to employees, suppliers, partners and also customers, 
- consistency, long term direction 
- promotion of best practices, exclusion and eradication of errors 

 
On the other hand, a strategy that is not performing often has the following characteristics: 

- activities driven by recipe not by understanding, 
- lack of balance and coordination among different parts of the strategy 
- goals that lack clarity 
- departmental isolation, lack of communication 
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- changes in the direction, lack of consistency 
- formulaity, strategy that is stronger on paper than in reality 
- myopia, low level of understanding of the market 

 
The traditional perception of prerequisites of business strategy says that in order to succeed 
one needs to be different, to have sustainable competitive advantage. It is a sort of common 
knowledge, promoted by some of the greatest authors. The term sustainable competitive 
advantage has been invented by Michael Porter (1980). 
 
Marketing mavens are even more relentless in the way they stress the importance of being 
different. 
 
David Ogilvy, an advertising legend said: “Only a big idea can attract customers and make 
them buy your products.” 
 
Bill Bernbach, another member of the hall of fame of advertising was even bolder by 
declaring: “Not being different is the same as being suicidal.” 
 
 
Yet, this general belief that being different, and in a sustainable manner, doesn’t need to be 
completely true, in fact, it might be plain wrong. 
 
Chuck Lucier, a senior partner at Booz Allen Hamilton management consultancy conducted a 
study encompassing 1.300 companies from 55 different industries (Rothenberg, 2005). He 
analyzed the best performers in the period from 1965 till 1995 and has found out that copying 
might be a much better strategy for a company than just trying to be outright different. 
 
Lucier found out that 80% of the successes of strategies followed by the companies can be 
described by just four types of strategy. The interesting thing is that the same types of strategy 
were and are still being copied from industry to industry, in spite the fact that they lack a big 
idea and that they don’t show too much differentiation. On the contrary, some of the biggest 
successes that we find around the globe today fit very nicely with Mr. Lucier’s typical 
strategies. 
 
The four types of strategy are: 

- big-box retailer 
- megabrand 
- focus/simplify/standardize 
- bypass in the value chain 

 

3.4.1. Big-box retailer 
 
Big-box retailer is one of late 20th century inventions and has had a tremendous success in 
retailing of various goods from groceries to furniture, from sport’s equipment to toys, and 
many others. Big-box retailing is the natural evolution of an old maxim of retailing, in the 
words of Lord Spencer of Marks & Spencer: “Pile it high and sell it low.” 
 
Best known companies using this type of strategy are Wal Mart, Carrefour, Bauhaus, Home 
Depot, Intersport, Ikea, Toys’R’Us. Each of these mentioned leaders is followed by a legion 
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of copycats, wherein the total market exceeds the leader by a significant factor. Copying is 
efficient.  
 
In Slovenia big-box retailing is the strategy behind Mercator, Lesnina, Big Bang, Merkur, 
Tuš. 
 
Traits and enablers of big-box retailing concept are: 

• purchasing power, the number one advantage gained by the large scale, 
• lowering of costs of logistics through improvements in supply chain management 
• increasing the size of shops and drawing larger and larger customer groups enabled 

through an increase in the mobility of people, better transportation, more cars, better 
roads 

• increasing tempo in the lifestyles, less free time, need to accomplish purchasing of the 
widest choice of products in one place 

 
Big-box retailing has been one of the biggest business success stories of the twentieth century, 
but is now being challenged by a new breed of competitors, that have an even wider reach of 
customers available to them. They are web-retailers, who skip the costly investments in 
bricks-and-mortar shops, and replace that with nation wide distribution of parcels. When the 
interactivity of shopping improves and enables an experience that is even simpler that that of 
walking between the isles of a shop, with the added value of tools enabled only in virtual 
environments, plus when the delivery speeds increase, such retailers might become a more 
than serious competitors to today’s largest traditional retailer. Content delivery industry has 
already be shaken up by Amazon’s and iTunes of this world, and other industries remain to be 
challenged in the future.  
 

3.4.2. Megabrands 
 
Looking at what business is from an end-user perspective it often seems that it is an activity 
of capturing market share in any relevant industry whereby the market share is paralleled by 
the product’s shelf space dominance achieved by strong distribution and its leading mindshare 
position gained by marketing communication aka branding. Explosion of advertising that 
went hand in hand with the growth of broadcast media, especially television, has been the 
megabrands’ playground. 
 
The number of commercial messages that we, the consumers are bombarded with each day 
has grown to enormous quantities. It’s not surprising that in order to reach the minds of 
consumers brands need to invest more and more. The threshold of effective advertising 
investments is rising higher and higher. 
 
The brands that epitomize this type of strategy are Coca-Cola, Virgin, Nike, Vodafone, 
MasterCard, Red Bull, Benetton, and many, many others, however it has to be noted that the 
list is not that long. 
 
The reason why there can’t be as many megabrands as there are companies is the threshold 
mentioned above. Only a limited number of companies can achieve investments that enable a 
company to stay salient with mass audiences. 
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Slovenia’s megabrands are Barcaffe, Alpsko mleko, Mobitel, Simobil, Siol, Argeta, Cockta, 
Radenska, and others. 
 
 
The characteristics of megabrands are: 

- excellent distribution, often ignored, but without proper distribution even a super 
strong advertising campaign is very weak. For example, if the outsiders think that the 
main reason for Coca-Cola’s success is its world famous advertising, then the 
company insiders might tell you that sales and distribution rule in the Coca-Cola 
agency, not brand managers 

- product development; mass media advertising alone without the appeal of ‘new’ has 
way less power with the consumers compared to a brand that constantly renews itself 
through new varieties 

- positioning and defense through advertising; yes, advertising is more of a defense than 
an offense weapon in the world of advertising. Trout and Ries, 2001, say that brands 
never get built by advertising, they become known because they offer something new, 
they occupy a position unoccupied in the market 

- mass approach; megabrands, although often denied, do not target specific audiences, 
but rather want to talk to everybody available. It shows in how they use the media and 
in how they strive to achieve as wide distribution as possible 

 
In order to stay on top of consumers’ minds megabrands need to invest in media regularly. 
Each campaign has to have an adequate level of audience reach to have an impact. According 
to my experience less than a hundred brands in Slovenia are capable of doing that.  
 
I would argue that the range of a hundred megabrands is the same in other markets, albeit the 
size of the markets is much bigger in many other markets. The bigger a market, the more one 
needs to invest to reach enough consumers at the national level. Per capita investment is 
similar in similarly developed markets. 
 
Megabrands will continue to be very successful in the future for a very simple fact, and that is 
that the consumers will always seek to relate to something that they know and everybody else 
knows. Brands provide security of choice. However, the ways to achieving megabrands status 
will alter, especially with new digital media. Many of today’s everyday brands that consumers 
relate to did not have to invest in advertising to achieve their status. The reason for that is that 
they provided something even much better than advertising. They provided better customer 
experiences, Google for example, or they’ve had better stories to tell, Illy or Geox for 
example. But they are megabrands by most standards today.  
 

3.4.3. Focus/simplify/standardize 
 
Big-box retailing and megabrands are for big grown-up companies, but one does not start a 
big company from scratch. In order to surpass competition and grow from small start-ups to 
becoming big companies very often employ the strategy called focus/simplify/standardize. In 
this strategy companies achieve higher added value for customers through becoming more 
focused on delivering the value, by simplifying an omitting many of the distractions of 
traditional models hence improving them and by providing better solutions through 
standardization. 
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Examples of such companies abound. They are: Southwest Airlines, Ryanair, Aldi, Lidl, 
Starbucks, Swatch, Google, Linux, Apple, SAP, Microsoft, Nescafe, Illy, Ecco, Crocs, Velux, 
Häagen-Dasz, McDonald’s (origin), Lego, and many others. 
 
Slovenian examples are: Akrapovič, Pipistrel, Nice Label, Cult bikes, Trimo, Krka, Sportina. 
 
Companies in this category are characterized by: 

- specialization, world class in their particular field of expertise 
- niche players, they occupy a niche, usually don’t offer a very wide array of products 

and services, but are very focused to keep the offer competitive and excellent 
- process innovators, they’re capable of delivering more value to their customers then 

their competitors because of constant innovation, not just in the products they sell but 
also in their operating processes 

- emphasis on the customer experience; intrinsic qualities are given top priority by these 
companies, in contrast to megabrands who give a bigger emphasis in the extrinsics 

- customer focus; these companies exhibit a very strong focus on their customers, on 
satisfying them with superior products and services 

 
This type of strategy is the innovator’s home. High quality of products is what they strive for, 
but they also often achieve very low costs through their relentless customer focus, innovative 
prowess and knowledge richness. 
 
Companies in this category will always flourish, as they ride on change, the everpresent and 
only stable characteristic of modern markets. New technologies that are being developed at an 
increasing pace, are the breeding grounds for these companies. The danger for these 
companies lies in the fact that they are often very dependent on the timing. If they come to the 
market to early, they can burn out, while being too late can make them obscure. 
 

3.4.4. Bypass in the value chain 
 
Another small company strategy is the bypass in the value chain. These companies take an 
existing product value chain, decompose it and put it together again in a novel way. The 
strategy provides cost advantages, and sometimes also other advantages from the innovation 
in the value chain. 
 
Examples of this strategy are: Dell, Amway, Neckermann. Slovenian examples are Studio 
Moderna, Seaway. 
 
This strategy is exemplified by: 

- lowering of costs in the process of production, 
- increase in the efficiency and effectiveness of production, 
- innovative business model, 
- radical pricing 

 
Focus/simplify/standardize and Bypass in the value chain are both small company strategies, 
with the former more customer centric with more space for a many niche players who strive 
to tender to yet undiscovered customer needs, while the latter is more inner oriented and does 
not primarily seek to create something new, but rather aims to radically improve on existing 
models. 
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Bypass businesses are not as frequent as the focus&co breed, yet if successful, they tend to 
become very profitable. 
 

3.5. Relationship between marketing and sales 
 
Sales and marketing need to be intertwined and interconnected, however this is very often not 
the case in many companies. There is a deep and profound difference between the two 
functions, and unless the difference is reconciled both are in trouble. 
 
The antagonism between sales and marketing boils down to a cultural difference.  
 
Sales people are normally result oriented, driven by direct customer interactions, always 
seeking to close the sale, and live by a pattern that they repeat day in day out.  They are 
disciplined; they think that time not in front of their customers is wasted. Sales is less 
glamorous, however the sales director has a closer link to the board because sales people 
commit to achieving results, whereas marketing people don’t because they claim their work is 
more multidimensional and cannot be measured only by sales. Sales is striving to improve 
efficiency, i.e. being more productive by better performing known tasks. 
 
Marketing people are more campaign oriented, they always create new projects and don’t 
follow patterns, they’re strategy oriented, they’re not as close to the customers, however they 
do more formal research and analysis, they are creative, they value novelty. Marketing is a hip 
and fashionable, but they often lack clout in the boardroom and are seen as mere showmen, 
peacocks of sorts. Marketing is striving to improve effectiveness, i.e. being more productive 
by finding new opportunities. 
 
Management is responsible for aligning marketing and sales along the same strategic 
channels. At its most basic the two disciplines need to realize what their role along the sales 
funnel is. Marketing is normally more focused at grabbing potential customers from the 
market and bringing them in front of the sales personnel who make the sale in the end. 
Marketing is responsible for bringing in leads while sales works on those leads. 
 
There are of course many types of sales funnels. It is clear that chewing gum is not sold in 
exactly the same way sailing boats. But still, both products can benefit from improvements in 
their funnel. For chewing gum the sales funnel, for example has two key points. One; it is 
making the product salient to mass audiences by advertising in TV and other mass media. 
Two; it is making sure that it receives the best possible impulse purchase position within the 
shop, the shelves at the cashiers. For sailing boats I can also identify two key points along the 
funnel. One; it is making sure that the boat is featured in sailing publications, by being present 
at the boat shows and being able to tell a great story to the journalists who test the boat for the 
magazines. Two; it is two nourish a relationship with the best customers, improve the product 
on the basis of their input, show them that they can trust your product.  
 
If sales and marketing work along the same funnel, it is clear that one can only help the other. 
But unless they are put on the same track, they often see each other as adversaries. Putting 
both on the same funnel means that eventually both share responsibility for sales. The 
difference from just adding marketing people to the sales people’s usual objective is that such 
view help the company understand that sales is not the final transaction which is normally 
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attributed to the sales people but that it is actually the whole process, from marketing research 
to post-sales activities and relationship building, and everything in between. 
 

3.6. Measuring 
 

“Count what is countable, measure what is measurable. What is not measurable, 
make measurable," Galileo 
  

Measuring is indeed one of the paragons of business. The fact that marketing isn’t easy for 
measurement explains a lot of why it is in such a position today. Things are improving 
though, and fast. 
 
I would argue that there are three major stages in which marketing finds itself. 
 
In the first early stage marketing is mostly ignorant of data, or measures things that are 
merely of marginal importance, like the number of responses to a prize win promotion or 
doing a postbuy analysis of a TV campaign to see if the GRP delivery matches the plan. 
 
In the second medium stage marketing is not yet fully measured but there are several ongoing 
researches that help guide the marketing activities. These researches tell marketers about 
brand awareness, brand trial, brand usage, brand loyalty, rough socio-demographics. 
Marketers in this stage become aware of the fact that certain activities are measurable while 
others are not, or at least not yet.  
 
In the third advanced stage marketing primarily becomes aware of the fact that it needs to be 
tracked with sales data, and compare investments with revenues. Furthermore it needs to plan 
financial outcomes of strategies and campaign upfront. It needs to have a data gathering 
strategy and organize data about customers in a usable database, to be able to turn more focus 
towards existing customers then constantly trying to persuade new strangers from the outside. 
It also needs to be able to evaluate non-measurable activities with proxy or indirect 
measurements. Finally, it needs to be able to asses a brand’s customer equity, and present it in 
a form resembling the financial statements such as balance sheet, income statement and 
cashflow statement. 
 
I would also argue that marketing is mostly in the second stage today, but in many cases still 
not there completely. In rare cases marketing is already in the advanced stage, however in 
order to have it there completely some theoretical concepts and technological tools still need 
to be developed. One stellar example is Google’s Analytics package. When the logic of 
Google’s analysis will be fully ported to all marketing activities then we will be able to speak 
of a more general transition towards the third advanced stage of marketing.  
 
I think that in Slovenia we still mostly see marketing of the first stage. There are very rare 
examples of third stage, a general interest in the second stage, but the majority is still at the 
starting line. I will focus more on this topic in the practical part of my thesis. 
 



28 

3.6.1. Importance of measuring the right things 
 
Direct response mechanism in one’s advertising can be very beneficiary in terms of  how to 
measure its effectiveness. One needs to be careful though. Measuring can lead to wrong 
decisions if it is not done properly. A typical case is presented below, from Bird (2000), 
where he shows that measuring enquiries is not the same as measuring conversions from 
those enquiries let alone ROI from those conversions. 
 
Bird shows an example in which he compares responses to an advertising campaign that was 
run in different magazines. The table below illustrates how important it is to follow through 
and measure actual ROI, not just initial responses. The case deals with direct sales of shoes. 
The same ad campaign with a response mechanism was published in different publications. 
Outcomes of those ads were then analyzed and presented in the tables below. 
 
Table 13.1: Enquiries received 

Publication Unit Cost $ Enquiries CPI $ Enquiry Rank 
Nat Enquirer 3 x 8 2.380 3.803 0,61 1 
New Woman Page 1.495 1.241 1,20 4 
Woman’s Day 1/3 P 5.844 8.283 0,71 2 
Redbook Page & Card 21.068 28.191 0,75 3 
McCalls 1/3 P 5.781 2.622 2,20 5 
Source: Bird 2000 
 
If we compare publications by the responses they generated, then the National Enquirer was 
best, and McCalls worst. 
 
Table 23.2: Conversion of enquiries into orders 
Publication Enquiry 

Rank 
Fulfilled 

Enquiries 
Fullfilment 

Cost 
Customers % 

Conversion 
Conversion 

Rank 
Nat 
Enquirer 

1 3.172 1.691 362 11,4 4 

New 
Woman 

4 1.067 547 157 14,7 1 

Woman’s 
Day 

2 6.968 3.637 881 12,6 2 

Redbook 3 24.538 11.953 1.446 5,9 5 
McCalls 5 2.265 1.149 226 11,7 3 
Source: Bird 2000 
 
The shoe company used enquiries and made all enquirers an offer. The orders generated to the 
enquirers ranked the publications in a completely different order. New Woman was best and 
Redbook was worst. 
 
Table 33.3: ROI 
Publication Enquiry 

Rank 
Conversion 

Rank 
Average 
Order $ 

Total 
Sales $ 

Total 
Cost $ 

Cost to 
Revenue 

% 

Efficiency 
Rank 

Nat 
Enquirer 

1 4 53 19.025 5.406 28,4 1 
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New 
Woman 

4 1 65 10.220 2.939 28,8 2 

Woman’s 
Day 

2 2 51 44.624 12.987 29,1 3 

Redbook 3 5 45 65.425 45.661 69,8 4 
McCalls 5 3 51 13.633 10.429 76,5 5 
Source: Bird 2000 
 
Finally, orders were analyzed, by attaching sales value and cost to them, whereby the 
company could calculate the final ROI of the publications. Nat Enquirer won and McCalls 
was last. 
 
In reading the tables above it is clear that without the third table one would be seriously 
mislead in thinking which media provided the best results. The difficulties lying ahead of 
many marketers consist of at least three hurdles: using direct response mechanisms is 
shunned, marketing is mostly seriously disconnected from sales and cannot track enquiries 
and their fulfillment, and marketing has no idea whatsoever concerning how much revenue 
and costs are attributed to which customers. 
 

3.7. External vs. internal marketing 
 
The process of marketing and sales can be shown in many ways, however one of my favorite 
is the picture in which marketing is represented as ‘number nine’, described in more detail in 
the chapter ‘Number nine’ in the marketing model section of this thesis. 
 
The point I want to make here is that we’re now in a phase transition. Most companies still 
rely on normal marketing activities because they have yet to see the opportunities from 
focusing from external to internal marketing instead. 
 
The reason for the ignorance is that internal marketing is way more demanding and skill 
intensive than external marketing. Internal marketing is data rich, it is fluent with financials of 
all activities, it is holistic in the sense that it is not relying on a simple marketing tool, but 
tends to combine them in innovative ways. Internal marketing requires highly skilled 
employees, or even participation of customers to become your voluntary employees. 
 
In contrast, external marketing is as easy as buying an ad in a newspaper, or making a 
brochure. It has worked in the past, but not anymore. Media are crowded, competition is 
fierce, and customers are overwhelmed with choices. There has been a controversial report 
published by the Deutsche Bank, their New York branch, in 2004 (Neff, Advertising Age), 
that returns on investment from big-buck advertising have become negative over the last 
decade. There was a lot of upheaval on the basis of the report, however not much changed. 
Another such upheaval was caused by the notorious Donny Deutsch of the famous Deutsch 
agency who proclaimed that advertising as we know it will be dead in a few years. Again, not 
much changed at that time. 
 
The two events described above were barked at when they came out, however it has come 
clear since then that Deutsch and Deutsche were right. Newspaper advertising has been falling 
like a rock since then, and advertising in general has been in decline, except for the internet, 
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but internet advertising growth volume is an order of magnitude smaller than the losses in 
other types of advertising. 
 
A wonderful example of the strength of internal marketing is Zara, the Inditex’s juggernaut of 
the textile retailing. Zara’s success has been built on top of a brilliant information and 
logistics system which enables the company to react to the minutest of trends observed in its 
shops, and deliver more of the trendy designs in record times. Zara’s fast design-to-rack 
cycles have become legendary, and have been even compared to fashion publishing. It has 
been said that Zara delivers new designs to shops faster than Vogue can print new fashion 
trends in its magazines. 
 
Internal marketing is nothing new, by no means. There are many cases in which internal 
marketing was the key success factor, nevertheless most experts still thought that their 
success came from their wonderful advertising.  
 
Nike, for example, one of the top world brands, hailed for its advertising, would not be where 
it has been for the last two decades if it hadn’t developed a world class marketing database 
three decades ago. Even Coca-Cola, the most famous of all brands, would have a much harder 
time if it didn’t rely on its sales and distribution.  
 
Or take Samsung, the new top brand of the last decade (Coerstjens, 2003). Samsung was just 
a huge local brand ten years ago, but nowhere on a global scale. Its ascent among the top 
tiered brands began when they decided to build a top-notch marketing business intelligence 
system and use it to target the right markets and push the right product categories. Only good 
information enabled them to sacrifice some of the wholly cows of the company and take 
money away from them to pour it towards the growth opportunities. That would have been 
impossible without focus on internal marketing. 
 

3.8. Marketing toolkit 
 
In the following section I present the major tools that marketers should be able to use in their 
jobs. The tools need not be used in a particular order or setup, nor does one’s quality of 
marketing depend of using more or less, however people who understand and can delegate 
tasks for most of the tools do have an advantage over those who don’t. 
 

3.8.1. Research 
 
Marketing research is the basic pillar of any marketing activity. It means that one needs to 
take a look at the market itself and learn things from there. Typically a market’s level of 
sophistication and also competitiveness correlates with the amount and quality of research 
available in a market. 
 
Research can be done in two major distinct ways. One, a company may have a problem at its 
hands and would like to solve it and therefore decides to do a one-time effort, or so called ad 
hoc research. Two, a company may find it suitable to track something over a longer period of 
time and markets, and also compare it, therefore it needs continuous and standardized 
research. 
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Whereas ad hoc research can be done almost anywhere and is fully discretional to the needs 
of companies that conduct it, the latter kind is of particular interest as it normally is not done 
for one client, but for a whole industry. Some of such continuous research studies are 
available globally and clients rightfully expect them to be available anywhere. 
 
Slovenia has the following major types of continuous research available as summoned by Arh 
(2008): 

- panels 
- continuous studies 
- omnibus 
- standardised ad/campaign tracking 

 
Panels are studies done on the same sample of respondents at repeating time intervals using 
the same methods. The data can be analyzed for trends, as the parameters evolve over time.  
Valuable insights can be obtained if one needs to develop new products, enter new markets, 
work out category management, and also cross check with other research types. 
 
The data is collected regularly at predetermined time intervals and stored for subsequent 
analysis. 
 
Major panel studies available in Slovenia in 2008 were: Retail panel by ACNielsen, 
Telemetry by AGB Nielsen Media Research, Technical retail panel by GfK, Ad tracking by 
Mediana. 
 
Retail panel by ACNielsen is worth mentioning because it provides marketing managers, 
primarily in the fast moving consumer goods industries to quickly assess the strength of their 
brands in the market, their market share, their competitors, their pricing vs. competitors, 
distribution and similar. 
 
Telemetry by AGB Nielsen Media Research gives media planners the opportunity to evaluate 
television advertising from the perspective of how much exposure their campaigns reached. 
Given the fact that largest part of advertising budgets in Slovenia get spent in TV this 
research is significant.  
 
Technical retail panel by GfK is the same in principle as the retail panel by ACNielsen, only 
that the former is focused at technical retailers. Since the assortment of products in technical 
shops has more variety than the food retail one, this technical panel is not capable of covering 
all the product categories, however it is still helpful. 
 
 
Continuous studies are, verbatim, done on a continuous basis, using the same methodology, 
but not on the same sample. Continuous studies are typically done for a pool of clients in 
order to justify costs, like industry specific studies done for all major players in the same 
industry. Continuous studies don’t necessarily collect data from consumers, but can also 
measure other quantities, like ads, products, and etc. 
 
 
The continuous studies that are available in Slovenia are:  
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Table 43.4: Research in Slovenia 
Study name Description 
MOSS by Aragon 
for SOZ 

Measurement of internet website traffic, audience reach, usage of 
internet 

GfK Banking 
Monitor 

Research about the financial industry, usage of various banking 
products, brand recall, customer satisfaction, channel preferences, 
etc. 

GfK Retail 
Monitor 

Research about the retailer market, brand recall and preference, 
customer satisfaction, structure of customers, etc. 

GfK Insurance 
Monitor – IMDS 

Research about the insurance market, brand recall and preference, 
usage of insurance products, ad recall, factors influencing vendor 
choice, etc. 

GfK OTC 
Monitor 

Research about ‘over-the-counter’ medication, brand preference, 
attitudes towards medications, frequency of pharmacy visits, 
medications advertising, etc. 

GfK Investment 
Monitor 

Research about consumer savings and investments, investment 
funds recall and preference, investments types knowledge, 
reasons why invest and why not invest, changes in attitude, etc. 

GfK E-monitor Research about e-commerce, internet shopping penetration, 
customer profiling, how and where they shop, types of e-
commerce services used, reasons for e-shopping and against it, 
etc. 

GfK Leaflet 
Monitor 

Research about marketing leaflets distributed to households in 
Slovenia, about products on offer, their prices, action type, 
product positioning, etc. 

GfK Tel.Com 
Monitor 

Research about telecommunications industry, mobile telephony, 
personal computers, internet, television, spending on 
telecommunications, infrastructure household penetration, 
operator choice, device choice, etc. 

GfK Relative 
Sales Potentials 
and Purchase 
Power Index 

Research about the potential of sales for different industries in 
different Slovenian regions 

Mediana RM Research about listening to radio stations, by time periods, 
demographics, geography 

Mediana IBO Research about investments of brands in advertising. Data is 
collected on the basis of official price lists and ads published, 
which can be misleading, due to wildly different discounts 
available in the market 

Mediana TGI Single source research about brand usage, media usage and 
beliefs/attitudes/habits 

Mediana SM List of all media available in the market 
Mediana 
Touchpoints 

Research about relevancy in media consumption and the 
opportunities to speak to the audiences in high attention media 
situations 

Research on 
banking by 
RMPlus 

Research on the perceived image, market share and positioning 
and perceived quality of service by Slovenian banks 

Gemius by Online audience measurement, originally developed by Gemius 
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Valicon Poland, providing a standardised tool to measure web traffic in 
countries across central and eastern Europe 

NRB by Valicon 
for SOZ 

National readership research, a syndicated research for the 
purpose of evaluating printed media readership 

PGM by Valicon Single source research about brand usage, media usage and 
beliefs/attitudes/habits, developed for category management 

Source: Arh, 2008 
 
 
Continuous research studies are useful to better understand the market environment, to be able 
to define or describe target groups, it also helps in preparing marketing strategy, and also 
provide feedback for evaluation of results of activities. Continuous studies are very well 
suited for benchmarking. 
 
Continuous research studies are also good for complimentary usage with other types of 
research like segmentation studies, brand identity development, and others. They are useful in 
pursuing co-branding activities where one needs to assess brand compatibility. Continuous 
research is needed for category management. CRM programs can also benefit strongly from 
continuous research inputs. 
 
 
Omnibus is a quantitative multi-client study through which different clients collect answers 
to questions from different areas of interest. Clients normally only receive the answers to their 
questions and the demography. The main advantage of omnibus studies is lower cost, as each 
client only bears a part of the total research costs. Omnibuses can be conducted in person, via 
phone or internet.  
 
The omnibuses that are available in Slovenia:  

- GfK offers omnibuses by phone, personal in-field, and a ho-re-ca omnibus 
- Mediana offers phone omnibus 
- RM plus offers omnibuses by phone, personal in-field 
- Valicon offers daily phone omnibus 

 
Omnibuses are useful when other off-the-shelf studies don’t provide the answers needed by a 
company, or when an industry is not researched. Omnibuses are used to patch up the missing 
pieces of information. 
 
Standardized Ad Hoc studies are the ones where the methodology is fixed but the client or 
the researched case is not. Ad pretesting has a pre-set methodology of how it should be done, 
but of course it is only done, when the ad concepts are available. Some of standardized 
surveys available in Slovenia are: 
 

- CEM by Aragon, methodology to evaluate campaign effectiveness 
- Ad echo by GfK, survey for tracking of ad effectiveness 
- ATS by GfK, advertising tracking survey 
- Ad-vantage by GfK, pretesting of TV ads 
- Effectiveness of communications by Mediana 
- Adtrack / Adecho by Valicon 
- Web monitor by Valicon 
- Billboard monitor by Valicon 
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Research effectiveness can often be improved by using of secondary data, especially if one 
needs to quickly gain a general overview. Secondary sources are a cheap and fast alternative, 
that is usually available before the primary sources are tapped. With time more and more data 
is openly available on the internet, so much so, that the abundance of data often creates 
problems of other kinds. Often in occurs that smart selection and reduction of data found is 
adding more value than just looking for data. 
 
Surprisingly good data can often also be found inside companies. Marketing people often fail 
to notice the data in sales and accounting. 
 
 
Research can be a valuable tool, but it may also be deceptive, especially if conducted 
improperly. 
 
Bird (2000) gives a case of a company that conducted research on desirability of their 
products. First they asked a group of people, which product among the presented they liked 
most. Afterwards they left the same samples for people to take home after the official research 
session. Surprisingly, people almost never took home the same products that they described as 
the ones they prefer best previously. 
 
Another version of the same test is to leave the products unattended and wait to see which 
ones get stolen first. Such products tend to become bestsellers. 
 
Bird concludes that one needs to be very cautious when researching, as people tend to 
disguise actual thoughts and motivations. People always only say things that they think they 
ought to say, so that their peers would perceive them properly. The only acceptable research 
for him is the one in which people have to put money behind their choice. 
  
He then extends this thought to researching of ads. His advice is that one should never ask 
customers whether they like a particular ad or not. Buyers are not critics and even critics get it 
wrong very often. The correct question is whether they understand what the ad is saying. 
 

3.8.2. Product development 
 
Product development is a key driver for the companies in the fast moving consumer goods 
industries, and more widely all companies that follow the megabrand strategy, as defined by 
Chuck Lucier of Booz Allen Hamilton (Rothenberg, 2005), but it also inevitable in any 
company. Remember Drucker declaring innovation and marketing as the only two essential 
activities in any company, 2001. 
 
Indeed, product development is innovation delivered in a package. The resources that are 
pooled together in a company to develop new products typically involve R&D, marketing, 
sales, logistics, finance, operations, which in essence are all of the crucial departments a 
company has. Product development brings all of the parts of a company together. 
 
Being a creative process, product development cannot be fully structured, and depending on 
the industry it is often also very unpredictable. Take a look at the pharmaceutical industry, 
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where the investments in R&D are growing year on year, however the number of original 
molecules that make it through as new approved drugs are becoming lower and lower. In 
2002, the FDA (Food and Drug Administration), the US governmental drug approval agency, 
approved only 17 new molecular entities (NMEs) for sales in USA, lowest since 1983, in 
comparison to 56 NMEs approved in 1996. This decline happened despite the fact the U.S. 
pharmaceutical companies doubled their R&D expenditures between 1995 and 2002 to reach 
$32 billion (Tapscott & Williams, 2006). 
 
The pace of innovation is growing, nevertheless. The key drivers that are increasing this pace 
are new communication technologies, rising competitiveness of the markets and growing 
number of knowledge workers who all participate and contribute creating and upward spiral 
of more and more new products coming to markets. 
 
A very important trend that has started in the software industries but is now moving to many 
traditional industries is peer production, the essential ingredient of open source type of new 
product development. Linux and Wikipedia are two world known projects that have been 
enabled by peer production and are now embraced by even some of the biggest corporations 
like IBM and P&G.  
 

3.8.3. Pricing 
 
Of all the tools in the marketing toolkit, none is as powerful, or as dangerous as the price. Get 
a price advantage and your success in a market will be almost assured. The rise of China in 
the last ten years has been largely driven by its industries’ ability to deliver products at prices 
so low that nobody could match them. 
 
Brand marketers, as defined by Landry (et al) in 2006, often fail to use the leverage that the 
price offers to their marketing. Price is not and should be not perceived as a given.  
 
There are many ways in which price can be used to boost sales. Using price as a tool requires 
the practitioners to understand both the supply and demand implications of the price. 
 
On the supply side, price is, of course, determined by the cost of delivering a product. The 
costs of a product can be divided to fixed and variable costs. It is crucial for a marketer to 
understand the difference between the two, as the variable costs determine the profit margin 
of a product, while the fixed costs don’t. 
 

3.8.4. Variable costs 
 
Variable costs are the costs that a company incurs with the production of each new unit of 
product. The more products are produced, the higher the total variable cost. This is why the 
first rule for a businessman is to make sure that the selling price of a product is higher than its 
variable cost. This need not be true for a specific product if this product helps the business 
sell other products at a healthy margin, or if a business strives to capture market share. The 
latter case can also be denoted as price dumping, a practice illegitimate in most countries 
because it hurts competition. 
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The difference between the selling price and the variable costs of a product is the 
contribution. Contributions relative share in the price of a product is the contribution margin 
or also profit margin. The more units are sold, the higher the company’s gross profit. If this 
gross profit covers all of the fixed costs needed to run the operation, then the company has 
profit. 
 
If marketers want their chair at the board table, then they better know the relationship between 
the variable costs, prices charged and total contribution made to the bottom line. In general, 
the more, the better. Since changes in the price directly affect both the product’s contribution, 
and the product’s volume, it is a marketer’s responsibility to find the optimal price.  
 
The function that relates a products sales volume to its price is called price elasticity. The 
relationship has a negative correlation in most cases, meaning that higher prices mean lower 
volumes and vice versa. Exceptions occur sometimes when prices influence the customers’ 
perception of quality, an attribute often found in luxury goods. It is known that increasing 
prices of wine, jewelry and luxurious cars, and even real estate increase sales. 
 
One of the key tasks of marketer’s that is closely related to pricing, but also to product 
development is his ability to be able to add value to his company’s products and also be able 
to present the value adding properties of a product in such a way, that the customers perceive 
it. 
 

3.8.5. Fixed costs 
 
If variable costs are those that rise with every new unit produced, then fixed costs stay the 
same. Nothing stays the same in business, at least in the long run, however for limited periods 
of time an assumption is made that some costs don’t move in sync with sales. The horizon 
that a businessman should be looking at here is related to how much sales change. Normally 
rental of office space is fixed cost, however it changes when capacities of an office are 
completely filled and one needs to rent more. 
 
A marketer needs to understand that the business equation that needs to be solved is this: 
 
  Contribution margin x Units > Fixed costs 
 
 
If the equation holds true, than this business has a profit. If not, somebody better fix it. 
Knowledge of both variable and fixed costs is therefore essential for any marketer truly 
responsible for his work. Developing pricing strategies without direct knowledge of costs is a 
simple no go. 
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3.8.6. Distribution 
 
If publishing an ad in a publication is simple, then developing distribution is far from that. 
But what use does and ad have if a product is not made available. Marketers often thing that 
they are not accountable for distribution which might be completely true but it does not mean 
that he does not to be well informed about it. 
 
What is more is that distribution’s correlation to sales is higher than that of advertising (Shaw 
and Merrick, 2005). Simply stated it means that 1€ invested in marketing is less well spent 
than 1€ invested in distribution. It holds true if both are underinvested; however if done in 
sync they might prove even better. 
 
Shaw and Merrick say that in measuring effectiveness of advertising it is often better to first 
measure if advertising had an effect on improving distribution, like more and better 
shelfspace, a product becoming listed with new retailers and in new outlets. Once distribution 
improves a raise in sales is very likely. 
 
The lesson for marketers is to develop campaign together with sales who are typically 
responsible for distribution, or whoever is. Advertising in mostly a tool, which tries to make 
people aware of new possibilities offered by the company. Advertising in itself is not an end 
product, making a product available is. Therefore if a marketer sees himself as anything more 
than a branding expert he needs to address the issues of distribution seriously. 
 

3.8.7. Category management 
 
Category management, or catman, the often used shortened acronym, is a special field in its 
own right, however is fits the more general field of distribution. Catman has been receiving a 
lot of attention in the last two decades. 
 
In general category management is a retailing concept in which the whole assortment that a 
shop sells is broken down into categories which are consequently ran by category managers 
almost as separate business units. 
 
The idea comes from the observation that many shopping decisions, in some cases more than 
half are made on impulse, thereby often overriding all other influences in arriving at the final 
shopping decision. This means that if somebody is clever in running a category, it might 
weigh more than if the same clever person were employed in advertising, product 
development or sales. 
 
Retailers often run category management hand in hand with chosen suppliers who typically 
know more about them than the retailer does. The reason for that is that retailers usually 
spread their company focus to tens of thousands of products whereas producers usually 
manage tens or at most a hundred if competition is observer as well. The focus a producer can 
give to a category makes him fit for the retailer who selects him as his category captain or 
champion. Thus, the adversary relationship between the two can become more collaborative. 
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A marketer should be very much aware of the power his distribution partners have in the 
whole picture. Therefore putting some of his natural advantages in category knowledge for 
example can serve him very well in improving his position in the market. 
 

3.8.8. Advertising 
 
Bird (2000) says that advertising is perhaps best captured by a short sentence first written by 
John E Kennedy, a copywriter the leading start of 20th century American ad agency Lord & 
Thomas. He claimed advertising is “Salesmanship in print.” Today this might extend to other 
media then just print, but the point is that salesmanship is advertising’s primary objective. 
 
Bird gives a very interesting quote on the issue how salesmanship of advertising is still mostly 
misunderstood today: 
 

“[Bird] warn[s] you that there are many alluring sirens lying in wait to seduce you as 
you make your plans or review your objectives, and they congregate particularly 
densely during advertising agency presentations. You will be amazed how quickly you 
can be persuaded you really ought to be ‘building prestige’ ... or ‘letting people know 
what we are doing’ ... or ‘developing awareness’. The minute you hear phrases like 
this, start worrying. Your plans are almost certainly threatened. Sound the alarm and 
get back to salesmanship.” 

 
 
Bird (2000) lays out two guiding principles for advertising. 
 
One. Ads works best if you offer people something that they want, not something that is 
clever, original or shocking. 
 
Second. People are more attracted by something that a product can do for them, than by what 
it is. 
 
 
 
Brands are often the most important product differentiator. Bird (2000) gives the case of 
Heinz in the UK. Heinz’s most famous product in the UK is baked beans. One of the 
competitors decided to conduct blind test of his product versus Heinz. His product came out 
as the better product in 2 out of 3 testers. But at the very moment when the brands were 
revealed, the result turned around. 
 
Another case of brand as the competitive advantage is described immediately after the Heinz 
case. A catalogue company called Montgomery Ward decided to send its customers two 
different offers. The difference between the two offers was just that one of the offers had its 
company name on it, the other didn’t. It is important to note that Montgomery Ward was 
almost 100 years old at the time of the test and that its brand reputation was very fine. The 
offer with the brand name performed twice as good as the non-branded one. 
 
However Bird also warns of the pitfalls of relying on brand and brand only. Here’s a passage 
on this: 
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“It is because of the importance of the brand that the word ‘image’ has emerged from 
the world of advertising and became general currency. Indeed, if one were able to 
calculate money squandered as a result of that word, I suspect the sum would be 
colossal. How many times, for instance, do corporations imagine that the solution to 
some endemic problem like lousy products or second-rate service will be simply to 
have a new ‘corporate image’ created at vast expense by some specialist in this arcane 
art.” 

 
Bird continues about how important it is to root a brand in the quality of the product not its 
presentation only: 
 

“Your brand, and its image – or personality – result from what you are, what you do, 
far more than what you say about what you are and what you do. The way you have 
dealt with your customers, the products you have sold, the value you have offered, 
will do more for your image and its image than anything else.” 

 
And more on how consistency is better than l’art pour l’art: 
 

“...a mediocre campaign run consistently for 20 years will do you infinitely more good 
than 20 brilliant campaigns introduced at yearly intervals.” 

 
Bird attacks the absurdity of brand-only focused marketing: 
 

“Some advertisers are so obsessed with the importance of the brand that they devote 
nearly all their efforts to registering the brand name, to the point of not even asking 
people to try or buy the product or service. But the image is not the name alone.” 

 
 
 
Bird (2000) advises that before an ad is made five questions should be answered: 
 

- Who are you talking to? 
- What are you trying to get them to? 
- Why should they do what you want? 
- Where do you find them? 
- When should you speak to them? 

 
He then continues elaborating about these questions, but he puts one question above all. The 
first question. Who! 
 
 
Bird (2000) gives a great case on how emotional benefits can sell incredibly well, even in the 
dullest category of all, the washing detergents. It is a case about the Ajax detergent in which 
Ajax was depicted as a white knight who helps women get rid of the dirt, like by magic. The 
campaign was based on the insight that women ‘hated dirt and saw their life as a constant 
battle against a rising tide of filth’. It was and presumably still is the most successful washing 
detergent campaign ever, however the idea of magically getting rid of filth is no news today 
anymore. 
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3.8.9. Positioning 
 
Bird’s whole chapter on positioning in Commonsense Direct Marketing (2000) is a must read 
for any marketer interested in effectiveness of marketing communication. The 16 pages of 
this chapter have told me more than any 16 pages about marketing in my career so far. Pure 
gold! 
 
I have written this endorsement as an introduction to a wonderful case study about what 
positioning does to a product. It is a story about a catalogue company. 
 

“In the United States the Spiegel company, a very poor fourth in the catalogue 
industry in 1976 – and which looked like going nowhere fast – changed everything in 
order to conform to a new positioning. There was nothing to recommend the position 
they occupied at that time: dowdy, cheap, and selling just about everything to anybody 
who was prepared to buy. The architect of the transformation, Henry Johnson, decided 
he would reposition Spiegels as the store which combined the shrewdness implicit in 
buying direct and thus getting good value for money, with being chic. As he put it: 
‘It’s smart to buy from a catalogue, but chic to buy from Spiegel.’ 
 
Based upon this thinking Johnson and his team completely restructured the range of 
merchandise offered, getting rid of the items that were dull, dowdy, widely available 
elsewhere, or in some cases inconvenient to handle – like cut to size carpets, floor-tiles 
or garden huts. 
 
Because they wished to move to a new upscale customer who was looking for added 
value rather than cheapness, they dropped items which sold primarily on price – even 
if they were selling in considerable quantities. As Johnson put it: ‘We’re going to 
become target marketers.’ 
 
They introduced high fashion items, designer clothes by people like Kamali, Liz 
Clairborne, Yves St Laurent and Pierre Cardin. Everything the did fitted with the new 
positioning. They started charging for their catalogue. If it was free, how could it be 
desirable? As people planning to meet the individual needs of sophisticated people, 
they had to target more precisely. So they started breaking down their catalogue into 
mini catalogues aimed to meet particular needs. 
 
It was spectacularly successful. Spiegel have pursued this positioning ever since. They 
ended up running advertisements showing that celebrities like Bianca Jagger and 
Priscilla Presley buy at Spiegel.” 

 
Positioning has been popularized by Al Ries and Jack Trout, first by publishing an article in 
1969 (Trout only), then a series of articles called “The Positioning Era” in Advertising Age in 
1972 (both), and then by writing a book on this subject in 1981 (both again). The book was 
called Positioning, The Battle for Your Mind and both the article and the book made a 
landmark impact on the way advertising and with it marketing has been evolving since then. 
Ries and Trout claimed that once a brand establishes a unique position in one’s mind, it is 
extremely hard to displace it. Being the first to occupy such a position is prerequisite. 
Positioning has been one of the key drivers for innovation in the brand space. Many brands 
separated themselves from their physical and intrinsic attributes and became focused at 
psychological and extrinsic characteristics. 
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Fruc, a local success for Fructal, the Slovenian juice producer has only succeeded when its 
nothing-special-first-life as a product, a beverage with 10% juice and 90% water, was killed 
to come back reborn as brand with a clear positioning (Petrov, Finance, 2003). New plastic 
bottle with a wide bottleneck to gush into the mouth and quench thirst, new packaging, very 
cheerful, distinctive and modern branding, an appealing proposition of being totally mixed-
up, de-emphasizing the fact that it was just diluted juice, and fresh advertising, of course 
coupled with good distribution and a differentiating price, have made a very successful launch 
and a big success, albeit not repeated in international markets. In Fruc’s case positioning has 
touched everything about the brand, to come out as something new. Fruc might not have been 
as homogenous case as Spiegel described above, but the product repositioned as Fruc has 
beed at the right place at the right time. 
 

3.8.10. Direct Marketing 
 
Direct marketing is always asking people to do something, in contrast with advertising which 
only tries to influence thoughts and feelings. Generally Bird (2000) counts five categories of 
direct marketing: 

- get people to buy 
- get people to ask for information 
- get people to request a demonstration 
- get people to visit a place 
- get people to join 

 
 
Bird admits that often there are cases when direct marketing does not work as well on its own 
as if there is also general advertising support. General advertising builds reputation. 
 
Bird gives a great case for applicability of direct marketing methods for internal marketing. 
He tells a story about British Leyland, a car manufacturer who was in complete control of the 
leftwing unions until management resorted to direct marketing as a means of communication. 
Management was capable of introducing important changes that were impossible before. 
 
Further on he gives a rule of thumb for investing into internal communications. He also says 
that 1$ spent in communicating with your staff is worth 10$ in communicating with the trade 
and 100$ in communicating with your customers. 
 
Bird (2000) shows how important it is to test by giving an example of a mailing that was 
produced in multiple variants, of which the most responsive returned 58 time more replies 
than the worst. The variables were price of the product, time of mailing, financing option, 
color of envelope, and response mechanism. 
 

3.8.11. Segmentation 
 
Once companies realize that more value lies inside their existing customer bases than outside 
they begin to seek solutions how to maximize those internal sources of revenue. Segmentation 
is a good way to do this, however it is quite demanding. 
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In the simplest of terms the reason to do segmentation is the fact ones size fits all does not fit 
all customers. In segmentation customers are divided into a few major groups and then each 
of the groups or segments receives products that are more tailored to the segment 
requirements than the universal solution could be.  
 
Malcolm Gladwell explained this in his TED lecture in 2004 in which he described the 
problem of product testing and adjusting the flavour of the product according to the 
preferences of the customers. The original research in this field was done by Mr. Howard 
Moskowitz, who had an interesting problem while being hired by PepsiCo to help them 
improve the product in 1970s. They decided to test whether the customers would like it more 
for Pepsi to have a different level of sugar in their drink. He, being a scientist, devised the 
experiment properly by preparing 20 different samples of Pepsi with different grades of sugar. 
Participants were asked to judge the samples according to how much they liked the variants 
offered. Everything was done in a very careful manner with proper techniques and sufficient 
quorums of testers. It was good science but the results proved to be completely useless. There 
was not indication as to which drink sample was best, the data seemed random. 
 
This finding bothered Mr. Moskowitz, for years, until he realized that the mistake was not in 
the research itself but in the very question the research tried to answer. The question was: 
“Which taste of Pepsi is best?” Mr. Moskowitz realized that the proper question should have 
been: “Which tastes of Pepsi are best?” While the difference might seem small, it is huge. It 
made Mr. Moskowitz, and then the whole food industry realize that there is not one single 
best test for their products, but that different customer segments require certain distinct 
product features. 
 
Mr. Moskowitz first applied his eureka to a spaghetti sauce company, for which it developed 
a new type of spaghetti sauce. Before Mr. Moskowitz’s project the American customers were 
only offered thick pasta sauce that stuck to the spaghetti or thin pasta sauce that was very 
liquid. Mr. Moskowitz showed that there was a group of customers that preferred their pasta 
with chunky pasta sauce, where most of the sauce was thin, but with chunks of tomato. 
Normal product testing would only seek to improve the product on the basis of sauce 
thickness, while other variants would be ignored because the customer segments that liked the 
new variants were hidden in the overall testing results. 
 
Segmentation is a way to create more companies in a market. If a company A, competes with 
companies B, C, and D, then segmentation results in the situation where the market is newly 
divided among A1, A2, A3 and B, C, and D. If done properly company A can capture more 
market share with A1, A2 and A3 then it could with A only. 
 
Companies use segmentation in the market approach in a very wide range of possibilities. 
Segmentation can be done by: 
 

• price (premium, sub-premium, value for money, cheap) 
• brands (brand A, brand B, ..) 
• quasi-competition (companies launching their own competitors to deceive real 

competition) 
• distribution channels (brand A sold only in shop A, brand B only in shop B) 
• customer groups (lifestyle segmentation, niche target groups, socio-demographic 

groups) 
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Segmentation can be very fiendish, though. It is already hard to develop a single consistent 
brand in a market. Segmentation requires a company to divide its focus into multiple brands, 
all of which have to be handled properly and also in coherence with the umbrella brand.  
 
A related are to the customer based segmentation is customer relationship marketing, CRM, 
which aims to go even further then segmentation itself. If normal single brand offering is a 
relationship from one-to-all, and if segmentation is an offering of few-to-many, then CRMs 
aim is to go one-to-one. 
 
One to one has been deemed as the ultimate goal of marketing, however it is almost 
impossible to achieve, if we’re not speaking of a boutique company, because the seeming 
variety offered by CRM programs is mostly far from tailor made for specific customer needs, 
at most it’s a bunch pre-written scenarios, which simply isn’t one on one. The ideal one-on-
one would be similar to watching a movie and deciding on the fly how the story would 
continue. This is practically impossible today.  
 
This complexity is also why some companies decided to throw scripting away completely in 
their customer call centers for example. Zappos.com is a brilliant example of grabbing the 
almost one-on-one philosophy but just for its customer service and coupling it with a mass-
market-retailing model of selling the largest inventory of shoes on the planet to whomever 
wants to buy them. This combination enables them to achieve economies of scale while at the 
same time they adapt and tailor their customer service to anyone who requires this. Most 
people use the mass produced offering anyway, but they still feel good because they know 
that if anything goes wrong they will be served one-on-one. Good anecdotes go a lot further 
than good advertising, check out the examples for Zappos on Seth Godin’s blog. 
 

3.8.12. Internet 
 
Marketers almost cannot avoid internet in their day to day business anymore. What is more, 
the internet is becoming the ultimate platform for marketing for at least the following reasons: 
 

- global reach, it is the easiest tool for customers and partners to reach you and check 
you out 

- sales channel, selling products on the internet can be a great experience for 
customers, especially because they can immediately compare prices, have product 
reviews at hand, check the retailer’s credibility, pay with a click and have things 
delivered to his doorstep 

- advertising channel, every customer can be targeted with content specifically 
trimmed to him, so that there is more relevance and less waste. The result is 
effectiveness way above traditional media. 

- relationship enabler, once a relationship is started it can be nourished for a long time, 
often monetizing it along the way, directly by selling things to a customer or indirectly 
by advertising. 

- measurability, every click, every transaction, even mouse movements can be tracked, 
every sourcepage is revealed, every bottleneck becomes evident on the internet. 
Measuring has become even easier with incredible tools such as the Google Analytics 
and others 

- optimization, every page on the internet can be different, adjusted to ones needs, one 
can change things on the fly, adapt, seek best solutions 
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- personalization, every customer can be supported in a unique way, a way that fits 
him best 

- accountability, since everything is measurable, there are innumerable ways to assure 
accountability, to make sure that one can control the outcomes of activities to a very 
high degree, of course leaving the unpredictable to Lady Luck. 

 
Internet is not all positive and beautiful, though. Several pitfalls hidden in the lurks prey on 
the naïve net marketer: 
 

- poor information architecture, with the innumerable options come problems of good 
information architecture. In fact, less sites on internet are good in the way how they 
structure and present information to their visitors, then there are bad ones. Site after 
site businessmen forget to think properly about how their sites will be used. This leads 
to visitors looking for information for too long, very often abandoning site before 
finding it. 

- not a side activity, if businesses try to adapt to internet by simply adding a 
department or even just a project inside their main businesses they often prove as 
completely ineffective, because internet only becomes a force in business if it is fully 
utilized and connected to existing business structures, which are normally even 
strongly enhanced if internet is fully embraced 

- security issues: 
a. hacker attacks, just as normal shops can be racketeered web sites can get 

under attack from mischievous perpetrators. Because they can be anonymous 
such attacks are much more often than in the physical world 

b. viruses, phishing, scams, and other sorts of dangers can happen to both the 
business and its customers. There was a case in Slovenia where a hacker, 
Robert Škulj, claimed to have broken into the NLB bank’s online banking 
system, which caused serious concern among some customers and controversy, 
Klančar 2002. 

c. instability,  web sites often break down, although the idea of the web is that 
your business is always on. Even the best run web sites sometimes find it hard 
to avoid downtime, occasions when web sites simply are not available. There 
are certain critical situations in which that is of great concern to customers. 

d. theft, anything virtual, like information can be replicated, copied or stolen 
without permission. Somebody can steal credit card data, login data or some 
other information. Industrial espionage on the net is not unusual. 

e. spam, the ease with which customers or companies communicate and almost 
no barriers to unwanted messages are a boon for spammers who flood the net 
with tons of trash bits. 

 
 
The advantages however do outweigh the disadvantages and if internet is taken as an 
integrated company wide project than it can help improve marketing’s impact on a company 
very significantly. 
 
In a way internet is not a tool anymore, but becomes rather an integral part of almost any 
activity, be it in marketing or other functions. The internet is omni-present and omni-
connected. Hence, it is really hard to avoid it. Nevertheless, internet is not a complete 
necessity, nor is it anymore than a canvas, a road. The information and communication that 
occur through internet are the purpose.  
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In marketing several types of uses of the internet can be mentioned: 

• product/company/brand info desk 
• product guides and manuals 
• product catalogue and sales 
• shipment tracking 
• customer help desk 
• customer relationship management and customer managed relationship 
• organization tool for scheduling and allocating resources 
• social network or social network application 
• polling tool 
• viral campaign tool 
• newsletter and mass mailing distribution 
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4. OUTSOURCING 
 

‘The highest use of capital is not to make more money, but to make money do more for 
the betterment of life.’ Henry Ford 

 
Outsourcing is commonly known as a make-or-buy decision for a company. It has always 
been the case that companies have used vendors, because it is simply impossible for one 
company to make all things needed to run its production, to take care of its own electricity, 
mine its own ore, produce its own raw materials, produce its own machinery, make all needed 
supplies, and so on. Maybe one might find a company that makes or provides only a very 
limited set of products or services and does so without buying stuff, but even such company 
needs to communicate, use computers, buy stationery, hence complete autarky is probably 
non-existent. 
 
A company chooses to work with outside suppliers when it finds out that internal organization 
of production would be more costly, as claimed by Commons 1931, Coase 1937 and 
Williamson 1985, in the theory of transactional costs.  
 
But working with outside suppliers does not yet define outsourcing in itself, otherwise it 
would not make sense to call it that way. Purchasing or supply chain management would be 
it. 
 
However outsourcing is more, because it also creates much stronger bonds with a company’s 
suppliers than if only transactional relationship would be taking place. The groundwork for 
this observation was made by Porter’s Theory of the market in 1980, mostly with his famous 
Five Forces Model, a framework that for the first time enabled analysis of industries not only 
by their general level of competitiveness, but in a multidimensional manner, as seen from 
different perspectives of the market, both along the horizontal and the vertical axes. The 
model provides a good basis for analysis of the implications of make-or-buy decisions, as any 
such decision changes the existing relationship of the forces in a market. 
 
Furthermore, the eighties were the decade in which huge international conglomerates found 
out that it was not the best way anymore to lump together more and more businesses. With 
Prahalad and Hamel (1990) it finally became clear that it is the core competencies that matter. 
 
Prahalad and Hamel said that if short-term success depends on the ability of the company to 
create new products quickly and cheaply then its long-term success depends much more on 
the ability of the company to quickly and cheaply grow core competencies. 
 
Once companies realized that they needed to focus on their core competencies the stage was 
set for outsourcing. Everything outside of the core activities of the company was put up to the 
make-or-buy decision. 
 
About at the same time re-engineering became very popular. Reengineering, according to 
Hammer (1990) and Lankford and Parsa (1999) is when all company’s processes are re-
evaluated, re-designed and re-engineered and it is very natural to begin outsourcing when 
company is under detailed analysis. Many companies have taken up re-engineering projects in 
the beginning of nineties. Since outsourcing works best as an outcome of re-engineering it is 
clear why outsourcing became so strong in the nineties as well. 
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Outsourcing today can be done with almost any function of a company, even more so, one 
can outsource virtually everything and create a so-called shamrock organization, as proposed 
by Handy. A shamrock company has a small group of core professionals in the middle, 
outsourcing partners on one side, temporary workers on another side, and customers who do 
some of their own work on yet another side. 
 
Initially the yardstick for outsourcing was the cost savings however it became clear soon that 
the main advantages lay further. Quinn and Hilmer (1994) said that companies use 
outsourcing to release previously tied up resources, so that they can  
then invest more time and money into their core competencies, which makes them more 
effective. 
 
Another boost to outsourcing came through globalization and the so-called offshoring. Many 
multinationals found out that they could transfer their call centres, billing, IT and other 
activities to India’s Bangalore region, where large outsourcing providers such as Wipro, 
Infosys and others grew really quickly. 
 
 
 

       Source: The Economist, 2007 
 
Eventually with the rise of costs in the emerging economies the outsourcing wave has slowed 
down, according to TPI, in Economist (2007).  
 
Today outsourcing is becoming less driven by cost efficiencies than before. The main driver 
is becoming the adding of value.  
 
To add value is also one of the key criteria for evaluating any employee’s work, as written by 
Drucker (2002). The criteria is the same for an outsourcing provider, it needs to add value, 
which brings us back to the dilemma at the start of this chapter. The answer to the make-or-
buy dilemma is that it depends on where more value can be created.  
 
 
 

Figure 34.1: Outsourcing slowing down 
globally 



48 

4.1. Strategic outsourcing 
 
Greaver (1999) defines outsourcing as ‘the act of transferring some of an organization’s 
recurring internal activities and decision rights to outside providers’.  
 
Quinn (1994) and Greaver (1999) both talk about strategic outsourcing, claiming that a) it 
needs to be aligned with a company’s strategy and b) it brings advantages over a longer 
period, not necessarily all in the beginning. 
 
Strategy and outsourcing indeed have a shared footprint. The building blocks of strategy are 
vision, core competencies, structure, costs, performance and competitive advantages. Most of 
these can be directly affected by strategic outsourcing. 
 
Several trends push the scale in favour of strategic outsourcing. To name some of the most 
important ones, they are: 
 

- globalisation 
- supply is abundant 
- competition is fierce 
- speed of doing business is increasing 
- small companies can have immense influence on whole industries 
- future is very uncertain 
- investors request value creation 
- know-how is becoming key 

 
There is practically no functional area in companies anymore that would not allow 
outsourcing as a solution. Greaver mentions that outsourcing the CEO is a real and viable 
option today, as it also to rent a CFO, CIO, CMO or others, all the way down to the last 
corner of the company. 
 
The most common activities in outsourcing today are: 
 

- payroll 
- pension administration 
- information technology 
- telecommunications 
- document processing 
- accounting 
- taxation 
- internal audit 
- materials/supplies inventory stocking and distribution 
- facilities management 
- maintenance 
- catering 
- janitorial services 
- management services 
- marketing services 
- access control and security 
- workforce 
- legal dept. 
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Outsourcing is strategic when it is aligned with the company’s long-term strategy. Its benefits 
will emerge over several years. It would be wrong to asses such activities only by its short 
term results. 
 
Such long-term view enables companies to reap much larger long-term rewards, however it is 
also harder to manage in the short term. It is also easier to begin with a long-term effort than 
to sustain it or even terminate it. It requires a lot of dedication, careful initial selection 
process, constant care and ability to resolve conflicts. 
 

4.2. Advantages and disadvantages of outsourcing 
 

‘True courage is the knowledge of right and the determination to do it. False courage 
is a willingness to do what is wrong because others say it’s right.’ Josh Billings 
 

Outsourcing is a very important management tool. Some like Quinn (1994) even go as far as 
saying: 
 

Strategic management of outsourcing is perhaps the most powerful tool in 
management, and outsourcing of innovation is its frontier. 

 
The important issue with outsourcing that Quinn refers to is that outsourcing deals with the 
interface between the company and a part of its environment, namely its suppliers. This 
interface is probably as important as the interface between the company and its customers. 
 
Being an interface it enables the company to get important and otherwise hardly accessible 
know-how from the companies that have it. On the other hand it is also possible that the 
company loses its own ability to compete. 
 
There are at least the following advantages of outsourcing: 
 

- lower costs: Quinn and Hilmer 1994, Hendry 1995, Lankford and Parsa 1999, Krizner 
2000, Roberts 2000, Adler 2000, Jennings 2002, Kakabadse and Kakabadse 2000 

- lower investment requirements: Muscato 1998, Kakabadse and Kakabadse 2000 
- fixed to variable costs: Kelleher 1990, Blumberg 1998, Razzaque and Chen 1998 
- improved quality: Lee 1994, Willcocks, Lacity and Fitzgerald 1995, McEachern 1996, 

Kriss 1996, Kakabadse and Kakabadse 2000 
- increased flexibility: Quinn and Hilmer 1994, Campbell 1995, Gordon 1997, Muscato 

1998, Antonucci, Lordi and Tucker 1998, Kakabadse and Kakabadse 2000, Jennings 
2002 

- access to new technology: Campbell 1995, Gordon 1997, Muscato 1998, Antonucci, 
Lordi and Tucker 1998, Lankford and Parsa 1999 

- focusing on core competencies: Quinn and Hilmer 1994, Antonucci, Lordi and Tucker 
1998, Blumberg 1998, Lankford and Parsa 1999, Adler 2000, , Kakabadse and 
Kakabadse 2000, McIvor and McHugh 2000, Jennings 2002 

- company transformation: Greaver 1999 
- improve risk management: Greaver 1999 
- stronger career path opportunities: Greaver 1999 
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Disadvantages and risks of outrsourcing are: 

- unrealized earnings and hidden costs: Prahalad and Hamel 1990; Quinn and Hilmer 
1994; Hendry 1995; McEachern 1996; Earl 1996; Jennings 2002; Brown 1997; 
Antonucci, Lordi and Trucker 1998; Kakabadse and Kakabadse 2000 

- bad definition of goals and objectives: Greaver 1999 
- bad choice of partners: Hill 1994; Gordon 1997; Krizner 2000 
- loss of core compentencies, skills and know-how: Quinn and Hilmer 1994; Jennings 

2002; Roberts 2000 
- loss of customers: Brown 1997; Blumberg 1998; Kakabadse and Kakabadse 2000 
- rejection by employees: Greaver 1999 

 
 
As with any other business activity it is also with outsourcing that one needs to manage it 
carefully in order to reap benefits from it. The key task of all involved in outsourcing as well 
as in business in general is to add value, to contribute. Otherwise high returns cannot be 
gained, perhaps not even returns to repay the cost of capital. And it is no different with 
outsourcing partners, they have to add value just as everyone else. 
 
If we speak about the advantages and disadvantages of outsourcing it is only fair to point out 
some of the same for owning ones resources. 
 
The disadvantages to owning are: 

- slower responsiveness of companies to change 
- higher investment 
- poor investment ROI 
- fixed costs 
- higher costs 
- management hardships 
- less innovation 
- staid culture 

 
Peters, 1992, says, that success in marketplace today is directly proportional to how fast an 
organization can accumulate knowledge and use it. Speed of learning influences the quality of 
a company’s network, its size, density and flexibility. A company’s network consists of 
internal and external resources, internal being its employees and owners, and external its 
suppliers, customers, distributors, even competitors. 
 

4.3. Outsourcing methodology 
 

Knowing is not enough, we must apply. Willing is not enough, we must do. Wolfgang 
von Goethe 

 
Business environment has been changing very rapidly in the past two decades. The process of 
change was spurred by different factors, however probably the most important factor that is 
related to most of the other factors is the spread of information technology. Information 
technology has been enabled by the invention of the microprocessor and many subsequent 
innovations that followed. Many of these innovations have not been technological at their 
core, but were different ways of doing things, sometimes organizational, sometimes social, 
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then environmental, educational, etc. Some of the changes were more important and some 
less, but all of them added up huge shifts that occured across all areas of modern life. 
 
It is common to refer to these huge changes of whole ecosystems as paradigm shifts. Barker 
(1992) says: 
 

Paradigm is a set of rules that does two things: (1) it establishes or defines boundaries 
and (2) it tells how to behave inside of the boundaries in order to be successful. 

  
The shift to outsourcing has been a kind of paradigm shift, because it forced the management 
to question themselves about whether it was really necessary to own all factors of production 
in order to be successful. Among factors of products we usually include employees, facilities, 
equipment, technology and other assets. 
 
 
Tom Peters, 1992, gives a wonderful explanation about why vertical organizations are not 
important in achieving success anymore: 
 

Given the importance of reliable supplies of raw material such as iron and oil in 
yesterday’s economy, and general uncertainty due to limited communications 
capabilities (no electronic data interchange) and transportation, having everything 
under your direct control – under your roof, if possible – made some sense. No more. 
For one thing, lumpy raw material is yielding to ephemeral brainpower as the source 
of most value added. And brainpower, unlike an oil field or coal deposit, is fickle – 
dispersed, ever changing. Also, thanks to the new technologies that provide the ability 
to communicate and coordinate in a virtually error-free, paper-less way, companies 
can have their cake (reliability) and eat it too (take advantage of others who are more 
effective at a special task). In the end, there’s one paramount force: innovation and 
flexibility, today’s imperatives, are ipso facto at odds with owning of all the resources. 
Amidst all this, old ideas about size must be scuttled. ‘New big,’ which can be very big 
indeed, is ‘network big’. That is, size measured by market power, say, is a function of 
the firm’s extended family of fleeting and semipresent cohorts, not so much a matter of 
what it owns and directly controls. 

 
 
One of the key tasks of anyone in business is to add value. Without this the yields become 
sub-average, often falling even below the cost of capital. The answer to the question posed 
above is to see whether an outside partner could be adding more value than we could do 
inside the company. If outsourcing partners are capable of adding more value than the native 
company can do on its own, than outsourcing makes sense, otherwise it does not. 
 
According to Greaver (1999) outsourcing is 
 

the act of transferring some of an organization’s recurring internal activities and 
decision rights to outside providers, as set forth in a contract. 

 
 
Outsourcing is a complex business process. Applying a preset methodology to it helps 
decrease the complexity. Greaver (1999) suggests the following steps to managing 
outsourcing: 
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- planning initiatives 
- exploring strategic implications 
- analyzing cost and performance 
- selecting providers 
- negotiating terms 
- transitioning resources 
- managing relationships 

 
Schematic overview of the described methodology is shown in the figure below, from 
Greaver (1999). 
 
Figure 44.2: Seven steps to successful outsourcing 

 
Source: Greaver (1999) 
 
 
The methodology is a helpful tool that does not however by itself secure success. Good 
thinking and diligent execution are necessary ingredients that make methodology come alive.  
 
 

4.3.1. Planning initiatives 
 
As with any activity, planning is the first step. Outsourcing is typically a cross-functional 
effort, which therefore requires cross-functional teams. Team selection is one of the first 
things to be done, however the team at this stage need not be the later team doing the actual 
outsourcing. This initial team has to be capable of evaluating the possible opportunities, risks, 
skills and resources requirements and goals of an outsourcing initiative. 
 
These initial teams often draw in outside specialist as consultants. Consultants help the team 
bridge the gap that they have versus the future outsourcing partners who have more 
knowledge of their particular discipline and also engage in outsourcing negotiations more 
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often. Experts invited in this initial phase are field specialist who know the providers and the 
requirements and developments in the field, lawyers who help in drafting proper contract and 
lower legal risks, accountancy experts to estimate costs and make financial argumentation, 
and other experts. 
 
An important part of the planning initiatives is also deciding on when to announce the 
initiative to the employees, as it is often the case that the employees fear such contracts the 
most, because some tend to lose their jobs or are transferred to the outsourcing partner, which 
is a change that most people reject if they don’t have enough information. The general rule is 
to get them informed as soon as it is possible. 
 
The planning team has to set a timing schedule for the whole project to unwind and they have 
to bring the project to the decision point, so that the senior management can make the final 
decisions. 
 

4.3.2. Exploring strategic implications 
 
Before engaging in outsourcing the team needs to evaluate how outsourcing would fit with 
the existing state of the organization. In particular the team needs to ask some of the 
fundamental questions in respect to the strategy of the company. The strategy consists of the 
vision, structures, core competencies, costs, performance and competitive advantages. 
 
One has to be careful in doing this part of analysis, as it is where the biggest mistakes can be 
made. For example, one of the core competencies of a company could be cost control; it could 
be crucially depending on the motivation of the employees. By ignoring such a connection 
one might wrongfully assume that outsourcing would even improve the competency while 
later on it might prove that ignoring the effect of outsourcing on the employee morale could 
destroy the cost control competency. 
 
Probably the most important task of the outsourcing team is to make sure that the company 
outsources non-core activities. The team therefore needs to be able to clearly identify the core 
competencies and sources of competitive advantage. If the team is poor in doing this analysis 
it might suggest outsourcing of some of the key functions of a company, hence exposing the 
company to huge strategic risks. 
 
Defining the core competencies of a company is not an easy task, even for the senior 
management, therefore it is in senior management’s interest to carefully observe and 
contribute to the outsourcing team in this phase of the project. 
 

4.3.3. Analyzing cost and performance 
 
Companies normally capture costs on a cost element basis, like cost of goods sold, salaries, 
rent, depreciation. This type of cost analysis is not helpful in the decision making process that 
the outsourcing team has to prepare. The team has to find out how much each of the processes 
or functions costs in order to be able to estimate possible improvements. Cost element basis is 
not appropriate because one does not find from it how the company used its resources to 
perform the different projects, functions or processes. 
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In order to arrive at a usable cost analysis the team needs to perform the activity based costing 
analysis. This analysis is done in such a way that one takes a specific function and then seeks 
to find out all the costs that pertain to this function, such as the number of hours dedicated by 
different employees, costs of materials used for the function, the appropriate part of cost of 
capital invested into the assets supporting the function, and any other cost that can be directly 
allocated to the function under analysis. Special attention must be given to the costs of poor 
performance of particular functions. 
 
Further, the analysis must show which costs will disappear with the outsourcing agreement in 
place and which will not, and also which new costs will be incurred because of the 
outsourcing. These last costs have to be added to the outsourcing partner costs in order to 
properly compare and measure potential cost savings. Additionally there can also exist 
financial benefits from the outsourcing agreement that are not directly cost related. 
 
Performance also has to be analyzed and measured. We have seen in the chapters above that 
cost savings are not the most important part of most outsourcing agreements, which was not 
the case when the outsourcing has been in an early stage, and is not yet the case in Slovenia, 
since our country is not yet a developed outsourcing market. Therefore it is that more 
important to understand that performance measurement matters. 
 
The team has to measure the performance of the functions and processes to be outsourced in 
order to determine the baseline from which benefits can be seen when outsourcing improves 
performance. The team also has to make an estimate of how much is lost because of poor 
internal performance. 
 
The team also needs to assess risks. It needs to be able to see how the new arrangement would 
react to changes in the social and economic environment. It also needs to assess risks 
associated from taking some of the functions out of the company, and not realizing 
beforehand that those functions took with them some of the vital elements of the 
organizations that nobody thought could be lost. 
 
The team has to make an estimate of the value of assets, as it may happen that those assets 
would be sold or transferred to the outsourcing partner.  
 
Finally, the team must also think about how the outsourcing partner would be paid. The 
model should be such that it gives incentives to the types of performance that are welcome 
and not the other ones. There can be various basis of payment such as: 
 

• hours spent  
• tasks performed 
• quality achieved 
• efficiency achieved 
• damage prevented 
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4.3.4. Selecting providers 
 
The project team is ready for the provider selection once it has made clear what the reasons to 
outsource are and what improvements are to be gained from the outsourcing partners, be it in 
cost or performance. 
 
The team can do a preliminary listing of potential providers, so that it is able to decide whom 
to invite to send their proposals. This initial list enables the team to do a quick survey of the 
major qualifications of each of the listed potential providers, to see, where it would even be 
possible at all to strike a deal. There are cases where some of the providers are perfectly in 
place to conform to the selection criteria, however they might be already in contract with a 
major competitor, a fact that would prohibit the deal. 
 
The key part of provider selection is the formal request for proposals (RFP). A RFP has to be 
detailed enough to enable comparison between the different proposals, but also not to rigid, as 
it should not violate the basic idea of outsourcing and that is that outsourcing provides gains 
because we define the ‘what’ while the provider knows its own ‘how’. A RFP that would be 
too detailed could already prescribe the activities in such strict way that it would leave too 
little space for any kind of innovation. 
 
A RFP typically consists of: 
 

• reasons to outsource 
• scope of outsourcing 
• service specifications 
• qualifications required from the partner 
• expected pricing models 
• measures of performance 
• expected provider improvements 
• organization of provider selection 

 
The providers have to be given enough time and also access to additional information that 
could enable them to improve their proposals. It is in the company’s interest to give the 
providers the impression that they are not asked for proposals just as a formality but that they 
have a realistic chance of winning the contract. If this were not done properly that the 
company risks that the proposals that would come in would not be optimal. A good way to 
motivate potential providers is to show them that they were already carefully preselected to 
become one of the official bidders. Naturally, the size of the contract matters even more than 
the allure of being selected. 
 
Once the proposals come in, they have to be evaluated and compared. The company can 
already see at this point how much gain it can expect, at least financially, while performance 
gain usually doesn’t show up that early in the process. The team needs to perform due 
diligence of the references, qualifications, performance with other contracts and onsite visits. 
 
A shortlist of providers should be made and those providers be invited to make a formal 
presentation. In the end the primary candidate is chosen, with whom negotiations can start. 
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4.3.5. Negotiating terms 
 
Any good negotiation requires both negotiating parties to be prepared upfront, to know their 
negotiation strategy, and have clear objectives set before start of negotiation. Another 
important component is also that both parties have enough time. All of this might not hold up 
in normal negotiations where one party seeks advantage over the other, however with 
outsourcing being a long term activity any such adversary advantage might prove harmful for 
both partners in the long run. It is in the best interest of both partners to achieve a win-win 
result of negotiations that should remain win-win also in the long run. Temporary win-wins 
that degenerate in the long run are not adequate. 
 
Negotiations are a process of turning the initial RFP and the resulting proposal into an 
outsourcing contract. Agreeing on a term sheet as a bulleted list of major issues to become the 
constituent part of the contract is a useful way to start the negotiations. Sometimes companies 
make a mistake by letting lawyers shape the agreements before they have agreed on the major 
issues. Contracts are often too complex and complicated to be changed in major ways once 
they are drafted. A bulleted list of major points in a term sheet is therefore good preparation 
for the actual contract. 
 
The major terms of an outsourcing agreement typically include: 
 

• scope of services 
• factors of production 
• performance standards 
• transitioning of resources 
• management and controlling 
• pricing, including success fees 
• scenarios for changes in business, scope and volume 
• termination conditions 

 
Coming up to agreement to these points is the core of the negotiation process. Once agreed 
upon, the contract can be put together. Finally, the time has arrived to sign the contract. 
 

4.3.6. Transitioning resources 
 
Once the contract is signed one of the first things that happens is that the partners transition 
the resources as agreed in negotiations. The resources include assets and people. Since 
employees are often moved this part requires special attention and a good measure of 
sensitivity. Greaver suggests two leading ideas in this part: overcommunication and 
overcompensation.  
 
Employees are often the most valuable assets of a company, and they deserve to be treated 
with respect. The way these employees are treated in the transition often influences how well 
a contract will be executed in the future. Wrongdoing in this area may not only harm the 
outsourcing initiative but the whole organization because it can have a very strong impact not 
only on the transitioned employees but also on all the others. Furthermore, a mistake in 
dealing with people properly might even disable the company from pursuing any future 
outsourcing activities. 
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After the partners solve people transitioning they can then transition facilities, machinery, 
software, third-party agreements, etc. The transitioning can be done on location by just 
moving the ownership, or it can also be done by moving the assets to a new location. The 
former is easier and faster to do than the latter. Sometimes the latter might still be the better 
option. 
 

4.3.7. Managing relationships 
 
Once the factors of production are in control of the outsourcing provider the outsourcer 
moves from controlling the factors to managing the relationship with the provider.  
 
The key components to successful relationship are building of trust among partners and 
commitment to success. The partners need to realize that in order to have a successful 
relationship, they both need to be able to cooperate tightly, because once they don’t the 
danger of disaster is very close. 
 
In order to achieve success both partners have to monitor performance, evaluate the results 
and resolve problems. They also need to follow the contractually agreed structure of 
reporting, meetings and audits. 
 
It is important that both teams realize that good relationships are more a result of good human 
relationships than strictly following contractual obligations. In the course of the contract 
many problems arise, people’s characters are tested, unpredicted situations occur. It often 
show that it is not the technical people who drafted the outsourcing contract who are best to 
manage the relationship. Employees with higher sensitivity to human issues and 
communication are often much better fit for running such a relationship. 
 
Once a contract reaches its end, the team has to consider whether to extend the contract, 
terminate it, renegotiate it, or find new contractors. If the company seeks to find new vendors 
that the teams still needs to decide whether to use the original process of vendor selection, or 
to change it, or to streamline it. 
 

4.4. Peer production 
 
With new technologies come new ways of doing things. It now seems that outsourcing is 
being extended into a new direction, by giving even more to outsourcing partners than just a 
contract and a relationship. 
 
So, what more can be given than that, even more so considering Charles Handy’s ideal of the 
shamrock organization (2002)? 
 
There is a new phenomenon on the business horizon, that goes further than outsourcing. It is 
called peer production, also commonly denoted as open source company, or also collaborative 
production, or also wikinomics, described by Tapscott & Williams, (2006) 
 
The basic idea of peer production is that a company opens up its proprietary data, product 
specifications, processes and other intellectual property, and invites outsiders to use them and 
create new value out of it. Several questions appear, such as: 
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• Why would a company do that? 
• How does a company ensure its security? How does it protect itself from competition? 
• What’s the incentive to the outside contributors? 
• What are the guiding principles? 

 
Several business examples provided by Tapscott & Williams (2006) show that peer 
production can make companies gain a lot and lose very little. IBM, for example has 
embraced Linux as its major operating system (OS) instead of continuing development of a 
much more expensive and less advanced proprietary OS. IBM has estimated that the same 
level of development achieved would require it to invest up to a billion US$ annually in 
comparison to a fifth of the investment made into supporting Linux. IBM learned that its 
primary business is not in selling packaged products, such as OS or hardware (which it sold to 
Lenovo in 2004 but in providing business solutions to its customers and thereby where the 
value added is highest. 
 
 
Another widely known example is the Human Genome Project (HGP) where thousands of 
scientists and other contributors helped protect the basic DNA data of the human race to stay 
free from being patented by private biopharmaceutical companies. Interestingly HGP was 
financially supported by large pharmaceutical companies who feared that letting DNA 
become privately patented by a few companies. In the latter scenario the potential DNA 
patent holders would be able to extort huge patent usage rights payments from the big 
pharmaceutical companies for decades. By deciding to support the collaborative effort of 
HGP today’s pharmaceutical giants ensured that all companies would have access to free 
DNA data, on top of which they could still develop proprietary medications and treatments. 
 
Peer production doesn’t mean that companies open everything up to the outside world. They 
need to decide what is up for sharing. It is necessary for them to know what is core to their 
strategy and act accordingly. It is clear that core assets need more protection than non-core 
assets. A company can usually first offer non-core assets to outsiders, and then, based on 
experience gained open up more layers of their business. Good experience will help with 
opening up. A company can also define conditions of use. Its intellectual property can be 
provided for unrestricted noncommercial use, whereas it can withhold rights for commercial 
use. In software industry a company can offer its source code to the world to use freely, but 
with the provision that any alternation or new development of its source code remains public, 
the so called General public license. P&G decided that it would sell its unused product 
patents to bidders from outside, thereby receive at least some return on the products that its 
research made over years however P&G never managed to launch in the market. 
 
Companies that decide to let the outside world to look inside count on a simple guiding 
premise and that is that the best people are never available for employment. Best people are 
either too expensive or too specialized for any company, or the company simply cannot be 
interesting enough for them. 
 
Why do best specialist from the outside come to collaborate? In most cases they feel that they 
can gain very much from using some of the aspects of the intellectual property shared 
especially if they are able to tweak it for themselves. In the process of tweaking they add new 
value to the property. An important part of the incentive to the contributors is also peer 
recognition, they often do it for fun, to gain new knowledge or get peer recognition. If enough 
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contributors become engaged then peer production becomes very productive, whereby also 
the originator companies’ interests get served. 
 
Peer production is based on the principles of sharing, transparency, and openness. 
Contributors are free to choose what they want to work on, what their goals will be, how fast 
they want to do something, and how they will do it. Peer production let’s people enjoy their 
work, hence makes them more productive and eventually leads to more added value and 
profit. Contributors often don’t ask for any money, but still participate. Their payment stems 
from their motivation. If a company is capable of offering something of more value than 
money, then it can keep the profit. However, many companies also decide to share profit. If 
such sharing is agreed upfront and is delivered in a transparent and fair way, then all parties 
can gain. 
 
Peer production is an extension to outsourcing. Both are about getting some of the processes 
be done outside of the company, however where outsourcing still keeps the ultimate control 
about what needs to be accomplished 
 

4.5. Outsourcing of marketing 
 
In the course of preparation of this thesis I have found many times that my colleagues were 
surprised to hear that I wanted to study outsourcing of marketing. They thought that 
marketing is a function that typically cannot be outsourced. They considered marketing to be 
one of the almost generic core activities of a company in contrast to the normal candidates for 
outsourcing, such as: information systems and technology, accounting, food service, cleaning 
and similar. 
 
This view is wrong because it presumes that normal contracting of vendors differs from 
outsourcing. It is true that hiring an ad agency might not sound as outsourcing but it still is, 
although it is fair to admit that my colleagues see outsourcing in a specific way, which is of 
importance when researching this topic. 
 
The American Management Association’s Survey (Greenburg and Canzioneri, 1997) shows 
that marketing is by no means an under-represented category when it comes to outsourcing. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Source: AMA Survey 1997 

Figure 54.3: Share of companies outsourcing at least one 
activity in functional category 
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The study shows that 94% of companies outsource at least one of the three dozen activities 
analyzed. The average number of activities outsourced is nine. Growth areas of outsourcing 
were finance & accounting, IT and marketing. Cost reduction was the most important goal of 
companies, however it has only been achieved ‘in full’ in 25% of cases.  51% of companies 
claim that they have brought at least one of the activities that had been outsourced back into 
the company. The main reason was lack of cost reduction. 
 
Furthermore, the same study shows how much each of the activities within the marketing 
functional category is outsourced. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

       Source: AMA Survey 1997 
 
The study tells even more details about marketing. Marketing outsourcing is a typical small 
company option. Of the companies with 100 or less employees 62% outsource marketing in 
comparison to only 39% of those employing 10.000 or more employees. It seems as if 
marketing activities are outsourced because of lack of resources. Small companies seem less 
capable of doing marketing, while big companies tend to see that they’re better off 
performing outsourcing by themselves. 
 
Marketing is unique in the aspect that among the goals of outsourcing quality improvement is 
more important than savings, in both cost and time. This is different from all other functions 
where quality is a secondary motivator. Those that outsource marketing are most likely to 
report that their goals have been realized in full. 
 
Here it seems that management does not have an appropriate system of measuring the 
performance of marketing, as I doubt that marketing is in such an objectively higher quality 
than other outsourced activities. 
 
 
 
 
 
 
 

Figure 64.4: Share of companies outsourcing 
particular activities 
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       Source: Uršič 2002 
 
Obviously Slovenian companies differ from the AMA Survey, in part due to the differences 
between the size of companies, but also due to differences in the definition of outsourcing. 
Even more so, different studies of levels of outsourcing by activities show results that differ 
strongly, mostly due to different methodologies, and less due to actual differences. 
 
Nevertheless the argument that outsourcing does not apply to marketing is not applicable. 
One needs to be careful though in the way the survey is prepared. Different approaches to 
survey design will yield different results and different findings. It is therefore important to 
have a clear goal, and also be as strict as possible on the quality of the whole survey process.  
 
 

Figure 74.5: Activities outsourced in Slovenian 
companies 
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5. MODEL FOR OUTSOURCING OF MARKETING 
 

‘Do your work with your whole heart and you will succeed – there is so little 
competition.’ Elbert Hubbard 

 
In order to ousource a business process one needs to be able to measure it. Only such 
measurements show whether outsourcing a process is a) more efficient and b) cheaper than 
insourcing. 
 
The problem with outsourcing marketing is that measuring it is not trivial. 
 
If marketing is defined as ‘revenue stream management’ than the measurement should be able 
to describe the streams as precisely as possible. Streams are nothing else but customers or 
customer groups, defined as best suited for a particular business. 
 
Sales of a company usually get broken down by product, territory, distribution channel. One 
dimension is often missing, and it is that of customer. It is easier to count boxes than people. 
Measuring revenue by customers is measuring revenue at the point where decisions are being 
made.  
 
Marketing is concerned with influencing buyers both at a distance and all the way until the 
moment these same buyers come close to a shop. There sales people take over, usually. The 
problem is that marketing managers in most companies don’t close this gap between distant 
and close engagement with customers.  
 
Moreover, they don’t track customers behavior after the initial sale. Hence, they have no idea 
about how much a customer is worth. To make things worse, too often they don’t even know 
how much they pay to obtain their customers. 
 
Marketing might be sexy, but in to many cases it is clueless. 
 

5.1. Preparing the model 
 
In my model I propose two remedies to the problems described above. Both are obvious and, 
I am sure, already in place in smart companies.  
 
In order to construct the model I propose the introduction of two things, one is a job position 
and the other one is a tool for tracking marketing investment efficiency.   
 
The new job position is the marketing financial manager (mafia manager), and the tool is the 
funnel. 
 

5.1.1. The marketing financial manager – mafia manager 
 
The task of the marketing financial manager is to keep track of marketing investment, 
conversion rates, customers sales, cost, profitability, customer’s purchasing recency, 
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frequency and value, customer lifetime value – and all of these by revenue streams, i.e. 
groups of customers. 
 
Today technology enables companies to identify and track their customers, individually. The 
data captured in such systems makes it possible to measure and calculate most of the above, 
albeit it is clear that not all investment can be directly attributed to specific customer groups. 
Some investments are general, like a company’s PR and brand building communications, 
while other are specific and direct. It is also clear that many companies don’t get in touch with 
their final customers because of intermediaries like merchants and dealers.  
 
The scope of possibilities enabled by the data capturing abilities of modern customer oriented 
information systems is so large that marketing managers can’t cope with it. They lack 
financial and accounting skills, they are too overwhelmed with too many projects without 
proper focus, and, actually, they don’t want to do it. 
 
On the other hand finance and accounting people are the people in the company who are at 
the furthest distance from the marketing people. Marketing people and finance people do not 
mix well. 
 
Marketing financial manager has to close this gap and give marketing people the information 
about their efficiency. If marketing people know which of their activities bring best results, 
then they do more of those. If left in vacuum, they work to please other interests, sometimes 
completely disconnected from company’s strategy and objectives. 
 

5.1.2. The funnel 
 
The market is nothing else but people. Normally there are many people in a market. Most 
often they are very different from each other. A company sells its products in the market, to 
the people, by forging relationships with them. The relationships can be shallow and fleeting 
or deep and long lasting, and everything in between. 
 
Companies, not unlike species in an ecosystem, use all kinds of strategies to achieve their 
goals. Mass-produced vs. custom made, local vs. global, aggressive vs. passive, branded vs. 
private label, traditional vs. modern. But all of them are a part of a larger system. All have 
their suppliers, all have their customers. 
 
Marketing’s role is essentially to pull-in customers. This pulling can be described using a 
funnel. The funnel has two sides, one is wide, the other is narrow. On the wide side we find 
the whole market, all people, all potential customers, the target groups. On the narrow side we 
find all actual customers, usually the count of the latter being much smaller than the count of 
the former. 
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Marketing activities can be shown as forces pulling or pushing people through this funnel.  
 
 
 
 

 
 
 
 
 
 
 
 
 
 
 
Marketing manager acts along the funnel by running all kinds of activities. Some are directed 
towards the wide side of the funnel, like PR or branding, others are directed towards the 
narrow side, like product layout in a shop or point-of-sales gadgetry or loyalty stamps, while 
still many activities work along the path from the wide to the narrow side of the funnel. 
 
A company might have one funnel, or many. The funnel becomes interesting when analyzed 
by activities. For example, if a company advertises direct on TV, it can identify sales to new 
customers who were influenced by this campaign. The company knows the cost of 
advertising. If it also knows the number of acquired customers, it can then calculate the cost 
of acquisition of those customers. If then the company can measure the value of this 
customer, the circle completes. Return on the initial investment of TV ad space is simply 
value per customer divided by cost of acquisition. This is a simplified example, however the 
same process can be used for any activity where there is a direct link between activity and 
result. The activities, their costs and effects are measured along the funnel. 
 
When there is no link between activity and result, marketing needs to assess the connection, 
or create one by introducing approximations. Unless a company occupies a niche in which 
marketing is mostly superficial, it always makes sense to analyze the revenue streams. 

Target group 

Customers 

The Funnel 

Figure 85.1: The funnel 

Marketing 
forces 

Figure 95.2: Marketing forces 
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Marketing manager is responsible to find out the value of particular revenue streams, even if 
bringing the necessary measurements to life is not his job any more. This might be the job of 
the marketing financial manager, as suggested above. 
 

5.1.3. Number nine 
 
The funnel is a nice representation of the marketing process, however it neglects what has 
been written in the chapter External vs. internal marketing on page 29. The funnel is good at 
representing the process of attracting the customer into the first purchase. What the funnel 
lacks is the observation that more revenue and profit come from existing customers than from 
new ones. It is also another evidence that marketing still needs to refocus itself from the 
external to the internal marketing, from attracting new customers to keeping the existing ones. 
 
The drawing I sometimes use to show both internal and external marketing is a number nine, 
as shown in the figure below. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
The basic idea of the schematic drawing is that the figure clearly has two parts, one being the 
tail and the other one being the head. The tail represents external marketing while the head 
represents internal marketing. The point in which the tail and the head touch is the moment of 
closing the sale. 
 
 
 

 
 
 
 
 
 
 
 
 
 
 

Figure 105.3: Number nine 

The tail – 
External 

marketing 

The head – 
Internal 

marketing 

The sale 

Figure 115.4: The tail, the head and the 
sale 
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General public isn’t interested in consuming our brand, they move in all directions. In order to 
get customers to us we have to change their directions. We exert forces that move a potential 
customer towards us, i.e. we do external marketing. The tools at the far end of the line are 
those of mass communication, such as advertising and PR. These tools reach wide audiences, 
they are expensive, but at the same time have very low cost per thousand contacts because 
they reach maybe even millions of potential buyers in a single campaign. Their disadvantage 
is lack of depth of information. 
 
In the middle of the tail we find tools that are more targeted, they provide more information, 
however they also have lower reach, and have a higher cost per thousand contacts. These 
tools are web sites, product catalogues, fair booths and similar. 
 
Towards the near end of the funnel we find tools that are very targeted, often even on 1 to 1 
basis. They have the highest cost per contact, but they can often be very persuasive. The basic 
tool here is sales, in different forms. 
 
 
 
 
 
 

 
 

 
 
 

 
 
 
 
 
 
 
 
 
In the head, the circle, customers rotate around the brand, often by themselves. If they’re 
satisfied, they come back often, therefore the circular shape. If they’re delighted then they 
invite more customers to join them in the circle. If the brand doesn’t build a relationship with 
them or if they’re dissatisfied then they go away, the circle falls apart.  
 
Internal marketing is focused at keeping customers, a tactic which yields substantially bigger 
returns on investment in comparison to the usual marketing, which is mostly external, 
according to Griffin (2002) and Reichheld (2001). 
 
 
The number nine schematic visually shows why it pays more to do internal then external 
marketing. If the length of the lines in the number nines represents the investment and the 
number of circles represents repeat sales, then the less tails and the more circles is more 
lucrative. 

PR & 
advertising 

web, 
catalogues, 

fairs 
sales 

loyalty 

Figure 125.5: External and internal 
marketing 
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Besides the financial effects, internal marketing also gives another advantage, that of data 
richness. External marketing is data poor since most of the time you don’t know which 
activity will hit whom and where you will get the effects from. At most you know estimates 
for groups, which is quite fuzzy. Internal marketing, on the other hand has a much better 
chance of capturing loads of data about each particular customer. Therefore it can be more 
precise, spend less for irrelevant activities and grow a very rich historic record of data.  
 

5.1.4. The marketing model 
 
The purpose of marketing outsourcing is not to take marketing decisions out of the company. 
Its role is to increase efficiencies in processes, so that the decisions can be better. 
 
Before constructing the model for marketing outsourcing we need to make the model for 
marketing. Outsourcing is nothing but replacing internally employed people with those from 
the outside. Working practices do differ, since by definition of outsourcing outsiders have to 
be better than insiders, but the differences are only superficial, essentially outsiders and 
insiders all do the same job. Let’s take cleaning for example: where there’s dirt, someone has 
to clean it, there’s no way around it. 
 
The established model for marketing is: 

- research and analysis of markets 
- planning of marketing activities 
- implementation 
- feedback 

 
Each of the basic building blocks of the marketing model shown above can be partly 
outsourced today already. Research and analysis can be done by research agencies, planning 
can be done by marketing consultants, implementation is crammed with providers of all 
kinds, and feedback is again an effort which could be done by researchers.  
 

Figure 145.6: External marketing ..  
7 units of cost, 7 units of sales 

Figure 135.7: Internal marketing .. 
4 units of cost, 9 units of sales 
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It is important to stress the last point: it could be done. I have yet to hear that a company in 
Slovenia would share marketing activity data with suppliers, it’s rather even more basic, 
companies don’t even organize data for themselves, except on a very crude aggregated scale. 
 
With better feedback, end especially feedback from all kinds of different activities, marketing 
gets accountable.  Only with accountability can one decide to source some parts of marketing 
externally. 
 
 
Before going to the outsourcing model we still need to take a deeper look at marketing. What 
chunks of the rich marketing process can be outsourced? 
 
 
The question with each part of the marketing model is whether it can be outsourced in such a 
way, that the company primarily defines the success criteria, while it is up to the outsourcee 
to find a way about how to perform and meet the criteria. 
 
 
Let’s look at research first. 
 

5.1.5. Research as revenue stream forecasting 
 
Research in marketing can be very rich indeed. One can measure consumption, segment 
customers, track brand recognition, investigate competitors, question existing customers, 
question potential new customers, run qualitative tests, provide media ratings, mistery 
shopping, and many others. 
 
Supplier contracts are not necessarily outsourcing contracts. Having a company track our 
brand regularly does not qualify as strategic outsourcing, which concerns us most in this 
thesis.  
 
Success criteria in marketing research should be aligned with the overall goals of the 
business. Marketing research should therefore be measured by the indicators that are most 
important to current and future business developments. 
 
The purpose of research in marketing should be to enable the marketing manager to 
distinguish between investment opportunities and evaluate which ones would generate best 
short- and long term effects. On the basis of marketing research the company should only 
focus on the opportunities that yield the best results.  
 
Following this train of thought it becomes clear that marketing research’s ultimate goal is to 
forecast the value of opportunities in markets, existing and new.  
 
Research should not be responsible for the actual results; it should only be responsible for 
good predictions. Results that are completely out of the range of the research forecast are a 
sign to the research department that their quality should improve. 
 
Marketing research, defined as a business opportunity forecasting service, is not very 
dissimilar to weather forecasting. Weather forecasting is concerned with predicting as 
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precisely as possible what kind of weather we could be facing in the next period. Most 
weather predictions are made for the short term period of up to six days, however a branch of 
meteorology called climatology is also concerned with long term predictions.  
 
  
In order to be able to predict the weather in the markets the market meteorologist, i.e. the 
research manager should have a set of tools, measures and models, that should enable him to 
predict.  
 
Not all measures and models are of the same importance. The most important ones are the 
most general ones, also applicable in most cases. More specific measures are less important 
generally, but become crucial for accuracy in specific industries. 
 
 
Going back to the meteorology we learn that the really important measures and models are 
just a few. Probably the most imporant of all is the temperature. Add just a few more, 
pressure and humidity, and some formulae connecting the three measured in as many points 
as possible and we get an extremely rich system. 
 
 
It should be similar in marketing research.  
The basic measures that I can think of are CLV, average lifetime and marketing pressure. 
 
We have to note however that here we ignore the fact that measurements on people are never 
direct, but only indirect. We observe, we ask, we don’t measure. This adds a layer of 
complexity on top of a simple theory. Measuring the above is a very hard task. Companies 
that have information systems capable of tracking the actual shopping behavior of their 
customers are in advantage. If their business model is subscription based, then their advantage 
is even bigger. 
 
 
Let us briefly define the three measures mentioned above. 
 

- CLV, customer lifetime value is the net present value of all the cashflows 
associated with a particular customer throughout his relationship with a company, 
be it a buy once and never again, or carry on buying until the end of life. Most 
often CLV is given as an average of a group of customers. CLV is nothing but a 
sum of all sales minus all variable cost (cost of goods sold, direct cost of servicing, 
sales commissions, etc), over the whole customer lifecycle. Discounted cashflow 
calculation may or may not be used. CLV measurement is very often ignored, as 
managers don’t see the need to go beyond sales over time periods measurement. 
Their argument is that it does not matter who buys, it is only important that they 
sell. Ignoring the customers’ perspective does save time. However, CLV together 
with average lifetime does have the sales over time measure included. Ignoring 
CLV just means that a manager refuses to go below aggregated sales data metrics, 
which is perfectly fair if lack of competition allows it. What good would a detailed 
segmented customer value metrics do to a monopolist? 

 
- Average lifetime is the average of the length of all lifecycles of the customers. 

Lifecycles are very carefully studied in the insurance industry, while many other 
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companies find it very hard to track due to lack of data, or ignore it outright. A 
pity again, as mentioned above, but if competition permits it, then it should be 
fine. 

 
- Marketing pressure is the most vague term of all, however several proxies exist. It 

is also the term with most levers for influencing revenue streams. Such levers are 
all the possible marketing activities. Take advertising for example. The more 
advertising a company buys, the more pressure it exerts on its current and future 
customers. More advertising often relates to more sales, however it is becoming 
less and less efficient as there’s more and more media clutter. Hence, the pressure 
achieved per dollar of investment is today much less than decades ago. Just to 
mention some other levers, they are: sales promotion, pricing, retail location, PR, 
loyalty programs, direct marketing, events, package design, web sites, product 
innovation, and many others. We mentioned proxies by which marketing pressure 
can be measured. Here are a few suggestions: 

 
o net promoters score is a measure introduced by Fred Reichheld (2001). It 

says that there is a direct correlation between how many percent of your 
customers are your net promoters and how much growth your company 
will see in the future. It is a scientific way of saying that good word of 
mouth affects your sales most. All marketing activities should primarily 
drive positive opinion among customers, and positive opinion can only be 
formed with products which are genuinely good. Ignoring this still can lead 
to results, but they are transitional only.  

 
o top-of-mind brand awareness is another proxy measure of marketing 

pressure. It is measured by asking people which brand they think of first in 
a product category. Brands with highest scores most often occupy the 
largest portions of market share. A growing top-of-mind score indicates 
that the brand is likely to experience growth in the near future. Top of mind 
awareness once used to be achieved by increasing the number of 
impressions of brand messages on the targeted customers through various 
media. Today, besides the mass-market media, which are still far from 
negligible in shaping customer’s opinions, there are important new ways to 
spread ideas and hence gain top-of-mind brand awareness. Where once 
achievement of larger brand awareness meant that one needed to have on 
team people familiar with communications planning, media rating points, 
cost per thousand, it is now very often far from enough. One has to be able 
to adapt and start growing brands and their brand awareness through other 
means, for example radical pricing (Anderson, Wired, 2008), extraordinary 
customer experience, improvement of business processes, ability to 
segment and treat customers differently. Seth Godin calls this 
remarkability. If there are reasons for customers to make remarks about a 
brand, then the brand is obviously remarkable. 

 
o network strength. In business to business environment the above 

mentioned metrics are much less important. What counts most is the 
network of individual relationships. One cannot sell industrial equipment, 
buildings, enterprise software, nor can one distribute goods through supply 
chains without a network of employed professionals. Network strength can 
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be measured by studying the network nodes, their connections, and the 
strength of those. Network strength can be made even stronger by 
increasing the number of nodes, by growing the number of their 
connections and by amplifying those connections. Studying network 
strength is probably the hardest task among the three suggested proxy 
measurements, however the best organizations in the world normally 
exhibit incredibly well managed networks, both within the company as 
among the company and all its business partners. To give an example, the 
world’s biggest software company is Microsoft, worth 276 bn$ (27th Sep 
07) with yearly sales of 51 bn$. It is estimated though that for every dollar 
Microsoft pockets, their business partners pocket another six. Seeing 
Microsoft from this perspective makes the whole Microsoft ecosystem 
worth a lot more than current market capitalization. One final remark, a 
strong network without strong products at the ends of the network is a sign 
of decline. 

 
One can also view the three proxy measurements of marketing pressure above supply and 
demand measures. Net promoters score and top-of-mind awareness are both demand 
measures, while network strength is clearly a supply measure. 
 

5.1.6. Planning 
 
Planning is a way of building the future before it arrives.  Without planning projects become 
sporadic, tactical, broken into pieces. One of the defining terms of planning is the time span 
for which planning is done.   
 
Planning can be hourly, daily, weekly, monthly, quarterly, yearly, or longer than yearly, as 
well as shorter than hourly. The time scale used for the plan should be adequately chosen 
according to the activities that are to be implemented.  
 
For example, if a house takes about a year to be built, then having daily plans of construction 
and not having a yearly plan of major activities is a recipe for failure. On the other hand, it’s 
not wrong to plan daily, but if done on specific activities that are already part of a master plan. 
 
Lack of planning does yield great results occasionally. There are two cases wherein lack of 
planning does not kill a project. The first is luck. Luck does happen, but the problem with 
luck often is that it is accompanied with a lot of bad luck as well. The second case is intuition. 
People with the right touch or talent do things properly without planning for it. Intuition is a 
way of subconscious planning. We shall limit our thesis to proper planning, nevertheless 
when there will be luck and good intuition at work we will embrace them. 
 
 
Planning has to be measured also if planning is to be managed. Planning’s measures also need 
to fit with the measures of research. Both have to support overall company objectives. 
 
We said that research’s primary objective is to define marketing investment opportunities. It 
does so by evaluating target audiences, their needs, competitive strategies, products strengths 
and weaknesses, market shares and potentials, to name a few. 
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Planning builds on top of research if it adds value to the goals of research. Planning should 
therefore make the choice between the opportunities. Planning actually helps research refine 
predictions. Planning directs research to dig deeper into those opportunities that are more 
likely to become actual projects, not just theoretical playground. Planning and research have 
to exchange ideas and co-create the opportunities. 
 
 
Measures of success of planning tell us whether the choices made by the planner were correct. 
The planner is probably the most important role that the marketing manager plays. It is also 
the role closest to the overall marketing goals of the company. 
 
The planner’s goal is to maximize returns on marketing investment. The planner has two main 
areas of concern. One is hunting for new customers and the other is harvesting of existing 
customers. It depends on the company, its current market position, and also on the market 
which area receives more attention. Typically more efforts than needed flow into new 
customer acquisition, and less than needed efforts are addressed at customer retention. 
 
New customer focus is often seen as more aggressive, young, but also energy wasting. 
Growing companies who are breaking with existing conventions to gain a foothold against 
older established players need to focus here a lot. This type of marketing is also seen as more 
hip, more instant, more short term focused. Very sexy. Very trendy. Not necessarily all the 
terms apply, but more often than not they do. 
 
Existing customer focus is paramount for big market players. Such marketing is efficient, less 
promotion oriented, often supported by loyalty programs, relationship management. This type 
of marketing is oriented on the long run; the planning is more strategic. Often such companies 
are not seen as sexy, not so much ‘in’. More often than not these companies are very 
consistent in the value they provide, they also enjoy more stable revenue streams, not rarely 
they can also charge premiums. 
 
 
We shall make a small digression here. It is shameful to see how often big established 
companies forget that their biggest asset are their regular customers. Without blinking they go 
out and spend lots of money on attracting new customers with expensive advertising, 
redesigning their corporate identities way too often and burning shareholder value along the 
way. These same companies have trouble responding to customer requests, the products they 
are bringing out are not as innovative as they were when the company was growing, and 
overall such companies are riddled with problems. And instead of fixing themselves first they 
think the solution to their problems is outside, and not in the company itself. And the worst 
representation of this is when such companies think a new advertising campaign will cure 
their problems.  
 
Let’s come back to the issues that the marketing planner should solve. If the planner decides 
to go after new customers than his measurement is customer acquisition cost. His focus on 
existing customers is measured by changes in CLV and changes in average lifetime. In both 
cases the marketing planner is trying to invest into customers in order to harvest returns. 
 
One more very important task for the planner is to predict upfront how the activities in his 
plan will be measured. Herein he has to strive to use financial measurement, or if not possible 
a proxy that has some sort of correlation with financial results. 
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5.1.7. Execution 
 
Execution is the bridge between the plan and the results. Without good execution planning is 
worthless. Jack Welch mentions in his book Straight From the Gut (2003), that in his years as 
a manager he very often met managers who were very strong as planners and strategists, with 
brilliant ideas, but failed completely when it came to execution. He says that no manager 
without proper ability to execute can be really successful.  
 
Technically when a planner properly defines the activities any capable project manager could 
implement them. However the things are not that trivial. The issue is that there are so many 
disciplines in modern marketing that some specialization helps. It also helps if the company 
has a clear long-term strategy by which it develops its personnel competencies.  A 
competency is only worth something if it is used. And it takes a long time to develop new 
competencies. What happens if the marketing planning decides to change the way marketing 
is done and therefore needs to build new competencies? 
 
Take magazines for example. Let’s say that it becomes clear to the marketing manager, or his 
planner, that it is now time to enter the market of online marketing.  Obviously there is a lack 
of competencies within the company in order to attract visitors and advertisers to their new 
online sites. The missing competencies can be brought into the company fast by outside 
vendors, possibly even through outsourcing agreements, or it can be built slowly from within.  
 
 
Execution’s measurement of success are simple though. They are being on time, staying 
within budget and documenting the process (also called proper reporting). All of these are 
qualities of a good project manager. It helps a lot, following Welch’s example, if the planner 
is involved in managing the project too, since it makes him plan more realistically. 
 
 
Execution needs to be completely involved in measuring the results of the activities. Running 
the activities without thinking about how measurement will be done is like sailing the ocean 
without navigation. As said, it is the task of all people involved in the marketing process, and 
most of the data collection is done in this phase. 
 
When the data come in, the last step of the marketing process begins. The feedback. 
 

5.1.8. Feedback 
 
Let’s start this story of feedback not where it is in the model of marketing – the end, but 
where it is in biological cybernetic systems – at start.  
 
A modern approach to understanding how brain works described in the Jeff Hawkins book On 
Intelligence (2004) says that the brain basically functions as a memory prediction machine. 
When we move for example, the brain sends a very intense stream of information down the 
nerves to all the important sensors for a particular move. The stream tells the sensors what to 
expect. The information stream flowing back from the sensors to the brain is many times 
weaker. And it only gets noticed if there’s an exception. Exceptions are spotted incredibly 
fast. The speed of signals in nerves is thousands of times slower than the speed of signals in 
electric wires. Incredibly though, people have no problem walking down the stairs, juggling a 
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ball, or knitting a sweater. Robots, with incredibly higher speeds of information flow, are 
useless in most such activities. The key here is that the sensor at the end of the limb 
anticipates every touch before it happens. When it happens, it anticipates how it will evolve. 
It’s as if all instructions are immediately matched by reality. It’s almost as if the finger 
touching the keypad is intelligent in its own right, not so much the brain that controls it. The 
brain is just a support centre. 
 
The lesson here is that the people who would provide feedback to research need to know what 
to expect beforehand. If they don’t know what to expect then they will not start alarming the 
management when things go wrong. And cybernetic systems are nothing but error correction 
systems. Try balancing a stick on your palm. You predict the stick would fall as soon as it 
gets too far out of balance. So you immediately react. And in most cases the stick doesn’t fall. 
 
How could this memory prediction principle be applied to the marketing process? How could 
marketing cybernetic systems be built in such a way that they would learn from the biological 
siblings? 
 
It is simple. If the planner predicts a certain type of result of the activity, he should be as 
specific as possible in describing exactly what to expect at the front line. He should not plan 
activities that he is not capable of describing to the shop clerk, or cashier, the customer care 
representative, the sales person, or anyone who is supposedly about to be affected by the new 
activity. 
 
When he describes this activity, he should be able to pick up the first feedback already. If his 
front line is not convinced by a planned activity, than he should abandon planning it. Unless 
he plans for luck. Or to prove his intuition is right. 
 
 
The primary goal of feedback is therefore to confirm the planned outcome of an activity or 
immediately warn if the outcome is different. The feedback should be both qualitative and 
quantitative. Not all feedback comes from front line personnel, some comes from cash 
registers, some comes from website traffic statistics, some from tracking studies. 
 
 
Another dimension of tracking is timing. Many modern marketing techniques require 
extremely fast response times. Take Zara for example, the Spanish textile corporation, who 
are known for their ability to bring clothes from the design board into shops in 14 days. What 
use would that speed be of if it weren’t used for feedback. Imagine the reaction of Zara when 
they find that a particular color or pattern is catching on in Germany. Their immediate next 
step is to do more clothes of that color or pattern and have them in shops in a fortnight. Catch 
the demand when it’s there, not when it’s gone. 
 
The timing dimension is also associated with the principle of testing or probing. The principle 
is very strongly used in direct marketing. Instead of trying to be extremely intelligent when 
setting up marketing activities, why not put together a few of them, run them in small not 
expensive samples and measure the results, and then immediately pursue the best performers. 
It resembles the Darwinian theory of the Survival of the fittest. 
 
One final task of feedback. It validates or disproves the whole marketing chain (Rucci et al, 
1998). It is said but true that most companies today don’t validate their marketing enough. 
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Even more so, the marketing managers do not want to create marketing processes that would 
enable direct feedback and thus validation. If they did so, they would have to admit that 
marketing is far less glorious as it wants to be, especially knocking advertising of its 
glamorous peaks. And probably, most probably the importance of direct marketing would 
increase even more than it has over the last thirty years. Marketing tools with feedback 
mechanisms will be in vogue in the future, for sure. 
 

5.2. Marketing cybernetic system 
 
Kotler’s marketing management system (1984) is defined in five steps: 

- analysis of market structure and behavior 
- research of marketing opportunities 
- development of marketing strategies 
- planning of marketing tactics 
- implementation and control of marketing activities 

 
The marketing model proposed here is similar to Kotler’s, with 
simplified basic building blocks, however more emphasis is added on 
how the blocks are compounded into the whole cybernetic system. By 
emphasizing that the process is not a one-time linear activity, but 
rather a rapidly developing reiterative system, the model is better 
suited to focus on different customer groups, which are managed as 
revenue streams.  
 
The model’s basic building blocks are research, planning, execution 
and feedback. The compounding of the blocks is done in two phases, 
the development phase and the replication phase. 
 
Research is applied to the whole market and to the captured market in 
particular. The captured market are the existing customers. 
 
The goal of research is to identify such groups of customers that have 
some properties which can be used in a marketing activity. Two 
examples make this clearer: 
 

- research for a skiing resort has to find out what best 
describes skiers that can also be used for marketing. The 
ability to ski might be the main property, but it can’t be easily used to target 
marketing at them. The fact that X% of skiers bring their skis into servicing before 
winter might be more usable, and it would suggest that the skiing resort makes a 
deal with servicing outlets to distribute discount coupons for the ski resort or even 
sell season’s tickets there. 
 

- the same skiing resort might find out that an even better way to influence skiers 
exists through researching the properties of its existing customer base. It might 
find out that among its season ticket holders there’s a higher than expected 
proportion of retired people. Targeting retirees is easier than doing mass 
marketing. 
 

Figure 155.8: Marketing 
model building blocks 
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The whole idea of the marketing cybernetic system is to start with a strong prediction. 
Research’s task is not only to identify interesting opportunities, but it also has to put measures 
of financial value on them. It needs to be able to define levels of investment and yields for 
each opportunity it presents to the planning. 
 
Planning’s job is to look at the opportunities and select the ones that are the most promising 
and also fit to the company’s strategy.  
 
Planning also has to manage risks. It has to decide which opportunities it would approach 
with a full swing, and which ones it would only probe. Probing can reduce risk, however not 
all activities can be probed. TV advertising, for example, works only once a threshold level of 
advertising is achieved. 
 
Opportunity selection and assessment of risk is the strategic part of planning job.  
 
The tactical part of planning’s job is to make plans in such a way that the front line personnel 
is capable of carrying them out. In case of the ski resort, the first example above, planning has 
to find out how many servicing stations there are, how much traffic they make and when, how 
the managers should be approached, etc. Such additional marketing data can be obtained in 
different ways, be it from within the company (sales dept., avid skiers among colleagues, …) 
or from the outside (research agencies, interviews with servicing station owners, …). 
 
Planning is not complete until the research predictions aren’t supported by predictions of 
results in each step of the tactical activities planned. What research did when it had to 
financially evaluate each of the opportunities, planning has to repeat and in much more detail. 
Each step has to be financially and operationally evaluated. 
 
Everything does not have to be finished before execution starts, though. If probing is possible, 
than planning prepares the first rough draft of the activities, and execution already goes out to 
do it, in an imperfect manner, intentionally to save time. 
 
What follows is a process of rapid reiterations in which execution feeds back results to 
planning which immediately uses it to improve planning, which immediately flows back to 
execution. It’s a sort of learn as you go principle that in itself is cybernetic. 
 
The result of rapid planning-execution-feedback cycles quickly leads initiatives to quick 
improvements and polishing which are often missing in marketing activities that have no 
feedback mechanism, or in which the only feedback is a yearly review.  
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5.2.1. Effectiveness and efficiency 
 
Rapid improvements typically lead to perfectioning of an initiative without the need to have 
plans of extremely high intellectual quality and complexity. Simplicity and feedback win 
most of the times. There is no substitute for good forecasting though. A company might be 
great in execution but if it targets the wrong paths then it cannot reach results that it could 
reach. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Once the company develops a working and effective prototype it can start moving to gain 
efficiencies of scale. The prototype has to be cloned and repeated in multiple places following 
the same patterns that were learned in the first phase. 
 
 
 
 
 

 
 
 
 
 
 
 
 
 

Figure 165.9: Development phase 

Figure 175.10: Replication phase 
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We can call the first phase of the marketing cybernetic system the development phase, or also 
the effectiveness phase. The second phase is the deployment phase, or also the efficiency 
phase. 
 
 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Marketing cybernetic system is a way to avoid a typical error of marketing people today, and 
that is to strive for one-time-big-shot solutions. Such over-produced efforts ignore the fact 
that planning is never perfect. They ignore that key efficiencies are only gained after the 
production has started, as first discovered by T.P. Wright (1936) in his observations of the 
declining cost of airplanes production. 
 
Marketing cybernetic system focuses on developing an activity to a high level of efficiency 
by adopting the rapid reiterative process of activity improvements and then carries that into 
replication to gain efficiencies. 
 
 

5.3. The marketing outsourcing model 
 
Outsourcing of marketing is dependent on the company’s ability to measure its marketing 
efficiency. Therefore having a sound marketing model is a prerequisite for any outsourcing. 
 
Most of today’s outsourcing of marketing is flawed, simply because most of today’s 
marketing is flawed. And most of marketing is flawed because its effects are not adequately 
fed back into the system. Companies operate along strict models of process and quality 
control in most other functions such as production, logistics, sales, human resources, etc. 

Figure 185.11: Marketing cybernetic system 
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Without the model, there can be hardly any usable measurement, without measurement there 
can hardly be any real grasp of efficiency, and without the knowhow of efficiencies marketing 
is disconnected from business realities. 
 
The result of such disconnected marketing and with it the outsourcing of it is such that the 
vendors of different marketing disciplines cater more to satisfy the ignorance of their clients 
then to seek growth for the client. Without feedback marketing is more about perks than 
arguments. 
 
Bird (2000) says that in the relationship between a client and an agency two things occur too 
often and should not in his opinion. First, the agency totally overuses the word strategy 
obliterating it of any meaning whatsoever. Second, the agency imagines that it is in an equal 
partnership, when it is not at all. 
 
The model for outsourcing of marketing should clearly built on top of the marketing model. 
The proposed model here is that of marketing cybernetic system. The basic idea is, that any 
part of the model can be outsourced, as long as the company knows its core competencies. 
 
 

5.3.1. Outsourcing opportunities 
 
Let’s look at different opportunities to outsource marketing on the basis of the marketing 
cybernetic system. 
 
 
Table 55.1: Outsourcing opportunities 
Development phase The development phase is not particularly appropriate for 

outsourcing because it is very dependent on deep company 
knowledge. There are some opportunities for outsourcing, but 
they are limited. 

Research Research as revenue stream forecasting can be outsourced, 
however typically not in full, but rather as support to improve 
internal research. The reason for this is that in this phase it is 
not yet clear which direction the company will want to follow, 
and also outsiders have a very limited access to information 
about existing revenue streams. If the company is not capable 
of researching its own revenue streams, than it will also not 
capable of doing proper research. 

Planning Planning is probably the worst candidate for outsourcing in the 
whole of marketing. However, the operational planning part 
can be outsourced once the company has made the decision 
about which opportunities it wants to pursue. 

Execution Execution can almost always be outsourced. The choice of the 
partner depends on what planning decides beforehand. 

Feedback This part is similar to planning and partly research. Feedback 
can be supported by outsourcing partners, however since 
feedback is the essential contributor to improved planning it 
makes sense for a company to keep the link between planning 
and feedback on its side in the development phase.  
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Planning-
Execution-
Feedback 

The whole iterative loop of planning, execution and feedback 
could be outsourced as a package, but it would require very 
sound strategic research and the strategic part of planning on 
the company’s side for it to function. On the other side it 
would require a holistic marketing partner capable of quickly 
exploring a myriad of options to arrive at a strong candidate 
for replication. 

Replication phase Replication phase is ideal for outsourcing. The company 
knows already, what kind of activity it was able to develop in 
the earlier phase, and now has to find ways to replicate the 
activity. By using outsourcing partners the company can 
quickly scale its operations. 

Research Research in this phase is different from the general research 
before the start of activity development. This research is 
mainly concerned with opportunities to expand existing 
activities to new markets. Real estate developers for retail 
chains, new business managers, talent scouts, etc., all of these 
are typical outsourcing partners for many businesses already 
today. 

Planning Planning in the replication phase is very common. Brand 
planning, architectural design, product packaging design, 
territory expansion, etc., all such activities can benefit from a 
marketing partner who can support the replication effort.  

Execution Replication execution is probably the most often used type of 
outsourcing in marketing. For example: when the company 
wants to launch its products in another country, it often 
chooses to partner with existing distributors. Distributors are 
completely about replication execution. Car dealerships are an 
example, franchised fast food restaurants are another, media 
planning agencies are another. 

Feedback Replication feedback is another candidate for outsourcing, 
albeit not as appropriate as execution. The trick for the 
company here is to predict upfront what kind of results are 
expected and then let the outsourcing partner control the 
delivery. 

Planning – 
Feedback 

Outsourcing vendors providing duo of planning and feedback 
can be an advantageous choice, especially because feedback 
will more often than not dispute the quality of planning. Bad 
planning gives worse results. Feedback is a controlling 
mechanism and it makes sense for a planning organization to 
have both under its roof. 

Planning – 
execution – 
feedback 

Replication phase lends itself to fully outsourced activities. 
The company sets goals, the main parameters and then let’s 
partners perform on its behalf. Value added distributors are 
typical representatives of such outsourcing. 
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5.3.2. Outsourcing vendor types 
 
Marketing is full of all kinds of vendors that can serve as outsourcing partners. The table 
below explores where different types of marketing vendor types can fit into the marketing 
cybernetics system. 
 
 
Table 65.2: Outsourcing vendor types 
Advertising agency Advertising agencies are keen to participate in the 

development phase, but are often of a much better use in the 
replication phase. They are averse to feedback and have a 
strong preference for creativity. The two traits are best dealt 
with when they are given only designated subparts of 
activities. Agencies sometimes bring surprisingly ‘cool’ ideas. 

Consultancy Consultancies are by far the best in terms of know-how and 
enjoy access to the highest ranks within their clients. Their 
weak spot in terms of outsourcing are price and their desire to 
leave execution to the companies themselves. Consultancies 
can be very useful in the all phases, however they will 
typically refuse to probe the market with less than ideal 
concepts. 

Holistic growth 
agency 

Holistic growth agency is an ideal partner for the development 
phase in which it is of the highest importance to have an 
entrepreneurial approach. The philosophy is to be swift in 
bypassing all the problems and arriving at a tried and tested 
effective solution. Their impediment is that there are very few 
such agencies available, because people that could work in 
them quickly come around to building their own companies. 

Representative 
office / distributor 

Representative office is a replication phase type of partner. 
Distributors are not expected to create new products, their task 
is to ship as many products as possible. Distributors often lack 
strategic vision, their main focus is in ROI, very often putting 
their own interest before that of their partners.  

Peer marketing In development peer marketing can provide access to 
enormous talent gathered from around the globe often for no 
cash payment at all. Peer marketing is less appropriate for the 
replication phase. Contributors want to have fun and more fun 
can usually be squeezed out of development. 

Research agency Research agencies are often out of the loop. Researchers 
would love to be able to become consultants. Their main 
problem is that too often they don’t see the forest for the trees, 
and they overwhelm the client with load and loads of data. The 
amount of inadequate marketing research around the world is 
staggering. 
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6. CONCLUSION 
 
The initial idea of the thesis was to extend it into a survey about what companies in Slovenia 
think of outsourcing of marketing. In the course of writing the thesis I have found out that the 
survey would not make sense unless I would arrive at a clear idea about how outsourcing in 
marketing works. 
 
I have found out that outsourcing of any function is crucially dependent on what we know 
about that function. Hence outsourcing of marketing depends on how we see marketing. In 
order to outsource marketing, the prerequisite is that we are able to understand how marketing 
works. 
 
I have found that marketing’s true goal is business growth. It’s obvious, but it’s also 
incredible how off this goal marketing has come.  
 
In order to make sure marketing works it needs feedback. If it works, feedback shows that it 
does, if it doesn’t, feedback shows that too. The key idea is to organize marketing activities in 
such a way that they together are capable of managing a revenue stream. 
 
In the thesis I suggest that creation of such a revenue stream requires the marketer to be able 
to develop a system of activities first, and then replicate it. The model of marketing ends there 
in order to show how outsourcing can fit into it. But, the model does not have to end there. 
 
Revenue stream management is the core idea of the thesis.  
 
Revenue stream management gives companies a new view of their business. Traditionally, 
companies measure everything that can be measured, but strangely enough, most of the time 
they deal with supply chain related issues, such as raw materials, R&D, sourcing, logistics, 
distribution, production, quality management, finance. From a broad perspective, supply 
chain management is about counting boxes. Therefore it is essentially cost driven. Costs have 
a tremendous effect on the company’s bottom line, but compared to sales, they’re still the 
inferior driver. The maximum reduction of cost in any business is 100%. Sales can and often 
do change by much more that 100%. 
 
So how come that management is supply chain driven instead of revenue stream driven? 
That’s easy: counting boxes is easier than counting customers. 
 
Revenue stream management is about thinking about customers as droplets, and then trying to 
make sense of how these droplets combine into streams, and how these streams can be 
managed. Revenue stream management is about trying to find products for customers, not 
customers for products. 
 
 
Naturally, companies develop as many revenue streams as they wish. They also often develop 
revenue streams without proper marketing feedback, but eventually realities of finance kick 
in. Losing activities are killed of because they lose money, and productive activities live on. 
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Companies sometimes find it hard to develop revenue streams in a reiterative fashion.  
Sometimes you only have one chance to do it right, so reiteration does not work. However, I 
still recommend that such one-time opportunities are only pursued if the risk is low enough 
for the companies to be able to recover if the activity proves as ineffective. 
 
 
In the thesis I propose a few tools for understanding and then managing the revenue streams. 
The list is far from complete, but I hope it does conceptually cover most of the areas of 
concern. Here’s a brief recap: 
 

- mafia manager, hire a person dedicated to covering issues of finance in marketing  
- the funnel, analyze the cost of customer acquisition (or basket, or sales, ..) 
- number nine, extend the funnel with a loyalty loop 
- research as revenue stream forecasting, predict possible outcomes before 

activities are started, develop key metrics 
- feedback, the essential element 
- marketing cybernetic system, first develop effective marketing activities by rapid 

reiterations and than replicate for efficiency 
 
The thesis does not go very deep into how outsourcing is done once the company knows its 
marketing properly, but it predicts where and how outsourcing could contribute. The good 
news is that many of today’s marketing specialized companies can have a great impact to the 
performance of revenue stream management. Even more so, those specialized companies can 
do two things to greatly benefit from the transformation described by Taylor (2005). 
 
Firstly, specialized marketing organizations (advertising agencies, media buyers, branding 
experts, direct marketing agencies, marketing consultancies, ..) can embrace the changes and 
promote them, because it is clear that most of the functions that they performed up till now 
will still be needed in the future. It is not about obliterating those functions. Great design will 
remain great design, regardless of the business model that paid for it. And it will need to be 
paid for. The same goes for great copywriting, great research, great communication, etc. 
 
Secondly, specialized marketing organizations could prove as the breeding ground of experts 
that will be in short supply in the future. It is true that companies will become the main 
beneficiaries of the shift of power caused by their ownership of feedback data, but somebody 
will have to manage all of that. Companies will become overwhelmed with complexities of 
managing not just their piles of data, but even more by managing talent. It is possible that 
specialized marketing organizations will manage to keep their share at the table through their 
knowledge creation and education role, which they’re better fit for than their clients simply 
because they get to see more cases from more industries than a company stuck in an industry 
can. If the marketing organizations want to leverage this advantage, then maybe they could do 
this by embracing time-sharing of their employees.  This would shift them towards becoming 
HR developers, albeit not of the general but of the specific marketing kind.  
 
 
And finally. I recommend that companies use outsourcing in marketing if they understand the 
role of their marketing first. If they don’t understand it, I recommend that they understand 
their marketing’s activities effectiveness and efficiency levels first. If they jump into the 
marketing outsourcing wagon before they master their marketing, it’s like trying to run before 
knowing to walk.  
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And a similar lesson applies to outsourcing vendors. They should understand where they 
contribute most to their client’s marketing efforts. More often than not, the vendors will not 
be equal partners to clients in terms of managing the whole of the revenues streams, but 
perhaps their time-shared employees just might be able to become integral parts of their 
clients. 
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