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CHAPTER

L E A R N I N G  O B J E C T I V E S

After reading this chapter you should be
able to:

1 Explain how environmental scanning provides
information about social, economic, technological,
competitive, and regulatory forces.

2 Describe how social forces such as demographics
and culture and economic forces such as macro-
economic conditions and consumer income affect
marketing.

3 Describe how technological changes can affect
marketing.

4 Discuss the forms of competition that exist in a
market, key components of competition, and the
impact of competition on corporate structures.

5 Explain the major legislation that ensures
competition and regulates the elements of the
marketing mix.

IT’S SHOW TIME!

Don’t blink, because the world of entertainment is
changing faster than anyone imagined possible. Online
music, high-definition televisions, digital photography,
computer-based media centers, and software for making
movies are just some of the many products new to the en-
tertainment industry. The revolution began with the com-
bination of Apple’s iPod music player, which can store
10,000 songs in a device smaller than a deck of cards,
and its iTunes Music Store, which sells more than
10,000,000 songs each month for just $.99 each. Other
new forms of digital entertainment products include dig-
ital video recorders (DVRs), which record TV shows on
hard drives instead of tape, and home entertainment
“hubs,” which utilize wireless networks to link digital
devices from around the home.

Suddenly the music, television, photography, movie,
and computer industries are converging. Musicians,
recording companies, television networks, camera com-
panies, movie studios, computer companies, retail stores,
and consumers like you are part of a completely different
entertainment marketplace. How did this happen? The
marketing environment changed!

First, consumers changed. They gradually made it
clear that they prefer more convenient and customer-
friendly approaches to purchasing music, television pro-
gramming, movies, and photographs. Second, technology
changed. High-speed Internet became available to mil-
lions of users, computers with improved storage capabil-
ities and CD burners were introduced, high-resolution
displays became smaller and less expensive, and file-
transfer software was developed. Third, the regulatory
environment changed. You may remember the first file-
sharing service, Napster, was sued by the Recording
Industry Association of America (RIAA) and ordered
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FIGURE 3–1
Environmental forces affecting
the organization, as well as its
suppliers and customers

environmental scanning
Process of acquiring
information on events outside
the organization to identify
and interpret potential trends
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to stop helping users exchange copyrighted material. The ruling led to new agree-
ments between music labels and services like iTunes and sparked a worldwide de-
bate about copyright protection. Finally, competitive forces have changed. Companies
such as Disney, Pixar, Apple, Hewlett-Packard, Sony, Napster, A&M Records, and
many others are now in an environment where they might be competitors or partners.
Apple, for example, has created a partnership with Motorola to produce a cell phone
that can play iTunes music downloads, but it is competing with Microsoft, Sony, and
RealNetworks to become the industry standard in the music-downloading business. All
of these changes, and the trends they suggest, led one expert to predict that “how we
watch movies, look at photos, listen to music, even read a book promises to change
profoundly in the next decade.”1

Many businesses operate in environments where important forces change. Antici-
pating and responding to changes such as those experienced by the entertainment in-
dustry often means the difference between marketing success and failure. This chapter
describes how the marketing environment has changed in the past and how it is likely
to change in the future.

ENVIRONMENTAL SCANNING IN THE NEW MILLENNIUM
Changes in the marketing environment are a source of opportunities and threats to be
managed. The process of continually acquiring information on events occurring out-
side the organization to identify and interpret potential trends is called environ-
mental scanning. Environmental trends typically arise from five sources: social,
economic, technological, competitive, and regulatory forces. As shown in Figure 3–1
and described later in this chapter, these forces affect the marketing activities of a firm
in numerous ways.

An Environmental Scan of Today’s Marketplace
What trends might affect marketing in the future? A firm conducting an environmental
scan of the marketplace might uncover key trends such as those listed in Figure 3–2 for
each of the five environmental factors.2 Although the list of trends is far from complete,
it reveals the breadth of an environmental scan—from the growing diversity of the
U.S. population, to the shift of white-collar work to offshore locations, to the increasing
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social forces
Demographic characteristics
of the population and its
values

demographics
Description of a population
according to characteristics
such as age, gender, ethnicity,
income, and occupation

ENVIRONMENTAL
FORCE

Social

TREND IDENTIFIED BY AN ENVIRONMENTAL SCAN

• Declining differences in gender roles and buying patterns
• Growing diversity of the U.S. population
• Decline in smoking and tobacco use throughout the world

Economic
• Increasing military and humanitarian expenditures related to the war on terrorism
• The shift of white-collar work to offshore locations
• Increase in money management as many workers approach retirement

Technological
• Increasing use of wireless broadband technology
• The dramatic growth of the open source (free) software movement, started by Linux
• Advances in biotechnology, cosmetic surgery, and cancer drugs

Competitive

• The growing influence of China as the world leader in technology manufacturing
• The development of corporate competitive intelligence departments and relationships
   with federal security agencies
• Increased focus on empowering workers to improve performance

Regulatory
• New legislation related to digital copyright and intellectual property protection
• Greater concern for privacy and personal information collection
• New legislation on Internet taxation, e-mail spam, and domain names

FIGURE 3–2
An environmental scan of
today’s marketplace use of wireless technology. These trends affect consumers and the businesses and

organizations that serve them. Trends such as these are covered as the five environ-
mental forces are described in the following pages.

SOCIAL FORCES
The social forces of the environment include the demographic characteristics of
the population and its values. Changes in these forces can have a dramatic impact on
marketing strategy.

Demographics
Describing a population according to selected characteristics such as age, gender,
ethnicity, income, and occupation is referred to as demographics. Several organi-
zations such as the Population Reference Bureau and the United Nations monitor the
world population profile, while many other organizations such as the U.S. Census
Bureau provide information about the American population.

The World Population at a Glance The most recent estimates indicate that
there are 6.4 billion people in the world today, and that the population is likely to grow
to 9 billion by 2050. While this growth has led to the term population explosion, the in-
creases have not occurred worldwide—they are primarily in the developing countries
of Africa, Asia, and Latin America. In fact, India is predicted to have the world’s
largest population in 2050 with 1.6 billion people, and China will be a close second
with 1.4 billion people.3 Another important global trend is the shifting age structure of
the world population. It is expected that the number of people older than 65 will more
than double in the coming decades, while the number of youth will grow at a much
lower rate. Global income levels and living standards have also been increasing,
although the averages across countries are very different.

CHAPTER 3 Scanning the Marketing Environment 61

ker99896_ch03_58-77  11/18/05  12:43 PM  Page 61



Which generational cohorts
are these advertisers trying to
reach?

baby boomers
Generation of children born
between 1946 and 1964

Generation X
Members of the U.S.
population born between 1965
and 1976

For marketers, global trends such as these have many implications. Obviously, the
relative size of countries such as India and China will mean they represent huge mar-
kets for many product categories. Elderly populations in developed countries are
likely to save less and begin spending their funds on health care, travel, and other
retirement-related products and services. Economic progress in developing countries
will lead to growth in entrepreneurship, new markets for infrastructure related to
manufacturing, communication, and distribution, and the growth of exports.4

The U.S. Population Studies of the demographic characteristics of the U.S. pop-
ulation suggest several important trends. Generally, the population is becoming larger,
older, and more diverse. In 2005, the U.S. population was estimated to be 297 million
people. If current trends in life expectancy, birthrates, and immigration continue, by
2025 the U.S. population will exceed 350 million people. This growth suggests that
niche markets based on age, life stage, family structure, geographic location, and eth-
nicity will become increasingly important. The global trend toward an older population
is particularly true in the United States. Today, there are approximately 35 million peo-
ple 65 and older. By 2025, this age group will include more than 70 million people, or
20 percent of the population. You may have noticed companies trying to attract older
consumers without alienating younger ones. Pepsi, for example, ran an ad featuring a
teenage boy at a rock concert who discovers his father is at the same concert. Finally,
the term minority as it is currently used is likely to become obsolete as the size of most
ethnic groups will double by 2025.5

Generational Cohorts A major reason for the graying of America is that the
baby boomers—the generation of children born between 1946 and 1964—are
growing older. As the 78 million boomers have aged, their participation in the work-
force and their earnings have increased, making them an important consumer market.
It has been estimated that this group accounts for 56 to 58 percent of the purchases in
most consumer product and service categories. In the future, boomers’ interests will re-
flect concern for their children and grandchildren, their own health, and their retire-
ment, and companies will need to position products to respond to these interests.
Generally, baby boomers are receptive to anything that makes them feel younger.
Olay’s Total Effects product line, for example, includes anti-aging moisturizers, cleans-
ing cloths, and restoration treatments designed for this age group.

The baby boom cohort is followed by Generation X, which includes the 15 percent
of the population born between 1965 and 1976. This period is also known as the baby
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Generation Y
The 72 million Americans
born between 1977 and 1994

MARKETING
NEWSNET

After Seeing 23 Million Ads, Generation Y Is
Turning 21

There are 72 million members of the Generation Y cohort.
About 20 percent of them have already reached the age of
21, and the rest are not far behind. Why is this important?
Because much more than legal privileges begin when
someone turns 21. This transition to adulthood signals a
period when many people graduate from college, look for
their first full-time job, start forming their own households,
purchase their first new car and home, and select savings
and retirement funds. They also begin developing brand
loyalties that could last a lifetime. As a result, 21-year-olds
are just beginning a path of extraordinary influence on the
marketplace.

Generation Y is known as a savvy, demanding, and
sometimes marketing-skeptical group, so marketers are

eager to better understand them. Would you have guessed
any of the following facts about 21-year-olds?

• Number of advertisements received in the past 21
years: 23 million

• Amount a 21-year-old will spend in his or her lifetime:
$2,241,141

• Years until a 21-year-old will buy a vacation home: 22
• Percentage of 21-year-olds who have a credit card:

93%
• Hours each week a 21-year-old spends online: 10

Of course, there is a lot more to know about 21-year-
olds, but if you watch closely you’ll start seeing unique
product and service offerings—and maybe a few more
ads—designed with just that age in mind.

bust, because the number of children born each year was declining. This is a genera-
tion of consumers who are self-reliant, entrepreneurial, supportive of racial and ethnic
diversity, and better educated than any previous generation. They are not prone to ex-
travagance and are likely to pursue lifestyles that are a blend of caution, pragmatism,
and traditionalism. For example, Generation X is saving, planning for retirement, and
taking advantage of 401(k) plans much earlier than the boomer generation. As the baby
boomers move into grandparenthood, Generation X is becoming the new parent mar-
ket. In response, some brands that Generation X helped popularize are expanding their
offerings. Tommy Hilfiger and DKNY, for example, have launched children’s lines for
the babies of Generation X parents.6

The generational cohort labeled Generation Y includes the 72 million Ameri-
cans born between 1977 and 1994. This was a period of increasing births, which re-
sulted from baby boomers having children, and it is often referred to as the
echo boom or baby boomlet. Generation Y exerts influence on music, sports, comput-
ers, videogames, and especially cell phones. Generation Y views wireless communi-
cation as a lifeline to friends and family and has been the first to use text messaging,
cell phone games, and built-in cameras. This is also the group that includes recent and
future 21-year-olds—the beginning of adult responsibilities and many new consumer
activities. The accompanying Marketing NewsNet describes some of the important
changes that many “Gen Ys” face.7 The term millennials is also used, with inconsis-
tent definitions, to refer to younger members of Generation Y and sometimes to
Americans born since 1994.

Because the members of each generation are distinctive in their attitudes and con-
sumer behavior, marketers have been studying the many groups or cohorts that make
up the marketplace and have developed generational marketing programs for them. In
addition, global marketers have discovered that many of the American generational
differences also exist outside of the United States.8

Population Shifts A major regional shift in the U.S. population toward western
and southern states is underway. During the period from 1995 to 2025, California, New
Mexico, Hawaii, Arizona, and Nevada are expected to grow at the fastest rates. Three
states—California, Texas, and Florida—will account for 45 percent of the population
change in the United States, gaining more than 6 million people in each state.9
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