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Executive Summary: Increasing market share of the Macintosh® 


Marketing audits are important for companies to realize potential possibilities and where opportunities for improvement exist.  The computer industry is extremely competitive with Dell leading the industry in market share and business machines sales.  For computer manufacturers, good marketing can be the difference between gaining or losing market share.  

This marketing audit will specifically examine Apple Computer Inc.’s Macintosh® computer systems. The audit will review how the company’s current marketing strategy can be enhanced to improve sales and market share position in the computer industry.  First, Apple will be examined as a company, its products, its collaborations and its audience.  The audit will examine how Apple can take advantage of successful iPod and software products and business relationships to raise sales of its award winning computers.  The audit will compare Apple against 2 of its competitors (Dell and Gateway) to help examine aspects of the market that Apple is doing well, unique marketing opportunities, and where sales can improve.  
There are three ways to gain market share 1) increase sales volume over competitors, 2) acquisition of competitors, 3) offering complementary products to product line, and 4) a combination of high volume sales and acquisition.  Questions that follow are: Can Apple sell more systems and how?  What markets are opportunities for Apple? Is it able to buy a competitor to increase its market share and how does that affect the company?  
Clearly, Apple is in a good position with respect to the IT industry since they successfully compete in entertainment electronics, thanks to the iPod and iTunes, in addition to computers.  Dell, HP and Gateway have attempted to compete in consumer electronics with versions of the iPod and flat screen televisions with arguably unimpressive results (Aristotle-Munarriz, 2006). The revelation of the forthcoming iTV product holds promising returns based upon the success of Apple’s electronics ventures.  Using the success with these ventures, people are gaining respect for Apple and will consider the company’s other products.  
Part of marketing is the ability to keep the brand in the conversation.  Apple’s strategy with the iPod and the iMac has done just that.  The computer and electronics industries  are looking for new innovations from Apple now more than ever.  With each new product line, buzz about Apple flourishes and the buzz have people flocking to find out what Steve Jobs and Company are doing.  Analysts like Morgan Stanley, PCWorld and many news outlets are watching Apple on a daily basis for the company’s next moves.   
With the successful iPod and iTunes, Apple is reaching a broad audience of potential customers that once did not know about the company.  People are taking notice of Apple.  Steve Jobs has lured people into the company and its Mac systems through sales of the iPod.  While iPod provided cash revenue for the company, the core business is still Macintosh systems.  Apple can leverage the sales of iPod to enhance its position with the Macintosh. 
About Apple Computer


Any official press release from Apple reveals the company’s mission statement that says the company “ignites” new technology and the “computer revolution” and “continues to lead” (Sep, 6, 2006).  The company grew from a garage-based business to a multi-billion dollar enterprise.  Apple has gone though extremes of business cycles where at times, the business appeared to be failing in the mid to late 1990s and currently as a major competitor in the marketplace. Apple Computer has relied upon the success of its innovative designs and software to retain customer loyalty for its Macintosh computers. Apple can leverage the loyalty of faithful customers, leverage iPod and iTunes customers to build a larger base of customers for the Macintosh with more innovative and cutting edge products, expand with new products that bridge traditional markets, and address current PC security concerns of millions of potential consumers through creative marketing strategies.  


For many new to the computer industry, Apple is the company that sells the iPod and may not have realized they build computers too.  Thus, the iPod and iTunes are avenues into Apple Computer.  Once an iPod is purchased or iTunes is downloaded, the iTunes Apple Store provides a captive audience that is enjoying an Apple product and some that are engaged for purchase.  Apple can reposition its image to the iPod customers towards Mac system customers.  
Apple did remarkably well with marketing the iPod and iTunes to Generation X and Y market, which made Apple the dominant company for mp3 players (75% market share).  The music player has given Apple much needed cash for investing in computer systems development.  Apple can use iTunes to reinvent entertainment systems and to augment sales opportunities for the Mac systems.  (Currently, Mac systems are not sold through iTunes and this may be due to software agreements with Microsoft.)    

While most analysts agree that CEO Steve Jobs’s return to Apple has been nothing less than phenomenal success especially thanks to the iPod, they also agree that Apple’s success relies with the Mac systems (Edward Jones, 2006).  Steve Jobs has guided Apple into successful campaigns to retain Macintosh market share over the recent years with the iMac designs and successful sales of the iPod music player.  The market share battle is the key to Apple’s overall long-term success as a computer manufacturer and software developer and to Apple customer retention.  

Apple has had many trials because of the competitive tech industry, but the company has innovative designs and products like the all-in-one iMac and a loyal customer base.  Apple has dominated the mp3 player market.  Furthermore, Apple built relationships with top software companies like Google and has gained valuable recognition as a formidable computer manufacturer (including the PCMagazine Readers’ Choice Award). Apple can leverage these relationships and recognition to raise sales of its impressive computers.  
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Figure 1: Compiled from information obtained from ZDNet.com (April, 2006)
	Company:
	Dell Inc.
	Apple Computer Inc.
	Gateway Inc.

	Current Share Price
	22.7
	74.06
	1.81

	Market Value
	$52,338 mil
	$63,669 mil
	$692 mil

	Revenues
	$56,738 mil
	$17,306 mil
	$4,140 mil

	Net Earnings
	$3,400 mil
	$1,725 mil
	$-26 mil

	5-yr. Sales Growth
	13.16%
	26.15%
	-10.72%

	Net Profit Margin
	5.00%
	10.30%
	-0.60%

	Short Interest
	1.7
	1.2
	2.8

	Est. EPS Growth Rate
	10.40%
	19.00%
	10.00%

	Forward P/E
	21.1
	28.3
	93

	PEG
	2.02
	1.49
	9.3

	Price/Sales
	0.1
	0.3
	1.2

	Price/Book
	15.5
	7.3
	2.9

	ROE
	76.30%
	22.00%
	-10.30%

	ROA
	14.90%
	13.80%
	-1.40%

	Total Return (12-mos.)
	-27.70%
	30.00%
	-34.70%

	Total Return (3-yr.)
	-36.00%
	554.10%
	-63.10%

	Beta
	1.1
	1.6
	3.1

	% Off 52-wk. High
	-31.91%
	-14.28%
	-44.31%

	% Above 52-wk. Low
	19.79%
	54.71%
	39.23%

	Balance Volume Index
	77
	135
	48

	Consensus Analyst
	hold
	moderate buy
	moderate sell




Figure 2: Fidelity Research
Environmental Aspects: Economics

Housing starts have slowed, Fed is talking about raising interest rates, and unexpected rise in CPI has sparked fears of inflation (DOL, 2006) (HUD, 2006).   
The computer industry has shifted throughout the course of the past couple decades with some competitors dropping out and some new ones appearing.  Gateway, Apple and Dell acknowledge in their annual reports that the computer industry is highly competitive and that building low-cost computers is paramount to selling computers (Gateway, Dell, Apple, 2005).  Dell sells over twice as many computers as Apple and Gateway combined (Bangeman, 2005) (ZDNetResearch, 2006).  
For most of its years, Apple has sold its computers as a premium brand with a prestige price.  The prestige price prevents many budget users from switching to Mac systems (especially in slow economic cycles).  Purchase of computers is a high-ticket purchase for many people and cuts available discretionary income.  With fears of inflation, higher computer expenses can dissuade buyers from one company or another.  Furthermore, the cost to run existing software on Mac systems has to be minimal.  Thus, in order to gain attraction to budget users, Apple needs to sell computers at value pricing, bundle with software, and still gain a profit.  

This coincides with Apple direction. Apple’s answer to this is to make Mac systems more affordable.  The recent revision of Mac systems is value priced and much more competitively priced than ever before (Apple Mac mini $599 vs Dell Dimension E521 at $499 or Gateway E-1500D at $549).  Additionally, with systems previous to the Intel-based Macs, users switching from PC to Mac would have to purchase new software additionally whereas upgrading to another PC would not necessarily require new software investments.  People do not have to toss out their Windows® software when purchasing a Mac.  This falling price and total cost of ownership of entry-level Mac systems can be emphasized in order to effectively compete with volume manufacturers like Gateway and Dell. 

Consumers are looking for versatility and compatibility that Windows has begun to provide, but they are also looking for security from Windows prone viruses.  Mac systems offer more versatile and compatible systems than ever before, and they have far fewer security attacks than Windows.  Mac systems are reputable for quality and support, and now they can fully run Windows in addition to the powerful Mac OS X.  Gamers (except most build-it-yourselfers) will appreciate the high quality and performance of the Mac systems.  

Demographics

Demographics of Apple are as expansive as the computer industry, and Apple has niche markets that have been successful for Mac systems.  Dell and Gateway cater to different market demographics than Apple (specifically business IT divisions).  Only recently has Apple shown significant interest in this market (Yager, 2006). In order to understand strengths and opportunities of Apple, we must consider the competitors demographics as well.  Specific considerations are as listed in figure 3.  
	Apple 

· Generation Y and X due to iPod popularity 

· Hobbyists (music or photos) that want a simple and powerful system.   

· Users looking at a possible upgrade

· Mid to High-income households especially with students due to higher discretionary income and willingness to invest in education.  

· Graphics professionals that seek high-end graphics in Apple’s workstations

· College and high-school students since Apple has retained a strong education segment.

· Users that like unique systems i.e. Mac or UNIX enthusiasts here because of Mac OS X

· People who have survived a Windows virus attack
· Anti-Microsoft
	Dell
· Corporate professionals through “Employee purchase program”

· Commercial companies and IT departments   

· Low-cost, budget users

· Brand recognition with quality and low price

· Government and health care professionals

· College and high-school students since Dell has usurped much of Apple’s once dominant education segment

· Users looking at a possible upgrade

· Mid to High-income households especially with students due to higher discretionary income and willingness to invest in computers.  

· Internet savvy users since the web is their only store
	Gateway
· BestBuy customers since BB is their largest customer

· Low-cost, budget users

· Corporate professionals through “Employee purchase program”

· Commercial companies and IT departments   
· Users looking at a possible upgrade

· Mid to High-income households especially with students due to higher discretionary income and willingness to invest in computers.  

· Internet savvy users since their competition is on the web.
· Government and health care professionals
· College and high-school students but this market is dwindling for Gateway


Figure 3: Competitive Demographics
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Markets, Culture and Technology

Personal computer sales have steadily risen over the past few years even in the midst of the economic slowdown in 2001 and Mac systems have enjoyed rising sales as well (Reimer, 2005; Apple Computer, 2005).  Opportunities exist through its board relationships with Google, Intuit and Disney to increase demographic make up into traditionally PC markets like corporate IT departments.  There is a growing global market in India and China as well where Apple can push sales and marketing.  Apple has been immensely successful with targeting iPod to younger generations that tend to also have the capacity to influence other buyers (like parents or relatives).  
The top ranked web sites involve primarily news and online email (Kerin et al, 2005).  This is important for Apple to understand when directing online promotion of its products.  Google has rugged search engine that Apple can leverage its board member relation to point people to its products.  The consideration to such an event is that Google also has partnerships with Dell for installation of software.  Putting your product in the eyesight where people are already looking and shopping will help to keep consumer awareness and intrigue in Apple computer systems and products.    
[image: image3.emf]
Figure 4: NetRatings (Kerin, 2005)
Apple has arguably the most loyal customer base in the computer industry.  Customer support is part of that loyalty, and Apple, as evidenced in the Readers’ Choice survey, has excellent support.   Diversity is part of Apple’s strong capability considering a past marketing strategy used the theme “Think Different”.  The mere fact that the Intel Mac can run multiple operating systems suggests that Apple has a desire to be diverse and to be respectful of its audience. 


Technology and innovation is the core of Apple’s success.  Apple has engineered the most advanced operating system in the world with Mac OS X and gave us true 64-bit computing before any PC manufacturer.  Apple bundles in software like the innovative Front Row Media center and Spotlight instant searching (unlike many PC counterparts). 

Additionally, the PC industry has looked for Apple to set standards (like support for FireWire and Bluetooth) and create innovative product designs like the unique iMac series. Apple has released three great updates of the Mac OS (Jaguar, Panther and Tiger) while PC users wait for the successor to the Windows XP. 

Marketing and Product opportunities: Objectives and Strategies

	Apple objectives include being the foremost designer and manufacturer of computer hardware and developer of secure and easy to use software systems.  Apple has consistently revolutionized the computer industry, and in order to continue to do that, the company must always be ahead of its competition and build market share.  The objective of Apple has always been to make the computer friendly and inviting to consumers evidenced by the Mac smile logo.
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Figure 5: Mac OS logo

	The iPod has 75% market share of mp3 players with 60 million units sold through last quarter as reported by Steve Jobs in the Sep 3, 2006 webcast (Jobs, 2006).  The iPod now has connectivity to cars and shoes as well as over 3000 accessories.  Each of these accessories and connectivity helps to boost sales of the iPod. For example, Jobs boasts that over 450,000 Nike + iPod shoes have sold within the first 90 days of the release which benefits both Apple and Nike.  
Additionally, iTunes has 88% market share for legal downloads in the U.S and iTunes can be ranked as the fifth largest music reseller behind Wal-Mart, Best Buy, Target and Amazon. Furthermore, iTunes is #1 reseller in 21 countries. The TV show download has recorded over 1.5 million downloads since last year and encompasses all major studios, like ABC, Viacom, and NBC (Jobs, 2006). This helps to broaden the market to the viewers of these networks and keep Apple brand and consumer top of mind.
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Cutting edge technology affords Apple success in the eyes of consumers looking for the best and most innovative devices and delivering this technology is one of its strategies for success.  Apple strategies include positioning for competition with Dell, HP, Gateway and future companies by designing unique and innovative systems.  Apple is serious about computing and developing great technologies. This is evidenced with the change from the rainbow-colored apple to the all white-apple logo giving the brand a simple, versatile, elegant and strong presence.  This iconic presence helps to transmit a positive brand image.
Acquisition as a Strategy
Another strategy to consider for Apple is acquisition of competitors.  Apple has been successful with acquiring companies and technologies and then turning those technologies into roaring successes (ex: iPod and iTunes).  In order for Apple to seriously consider an acquisition, the acquisition will have to fit into company strategies for long-term marketing, product lines, and overall company growth.  
Gateway, No.3 manufacturer of PCs and $3 billion market cap, is struggling and is ripe for take over.  Apple may entertain acquiring Gateway for these primary reasons: 1) gaining market share, 2) gaining methods and technologies for building low cost computers, 3) expand marketing and distribution channels and 4) build pilot offering of software packages like Mac OS X on Gateway machines in order to test whether such a strategy might hurt Apple’s core business.  Apple can also introduce new computer designs through the Gateway brands without suffering losses of Apple share.  
There are disadvantages to this consideration.  In the mid 1990s, Apple licensed a number of manufacturers to build Mac OS clones in an attempt to expand the Mac OS market share.  What ended up happening is that the market share of Mac OS grew little while Apple’s computer hardware sales dropped as the same people who used to buy Apple computers were now buying from their competitors. Prior to licensing of the Mac OS in the future, Apple could use an acquired computer company, like Gateway, to pilot how much of an impact offering Mac OS on other computers beside Apple’s would cost market share for Apple built computers.   
Acquiring Gateway is a concern as well.  Gateway has not produced a profitable year since 2001, which makes this a risky proposition for Apple.  Core business for Gateway has shifted from online sales to big box retail like Best Buy and Circuit City, which are markets that Apple pulled out in previous years in conversion to their own Apple Stores.  Additionally, Gateway is principally located in San Diego and South Dakota, which may make it difficult to merge into Apple culture in the San Francisco area due to distance.  
The 4 P’s: the Product(s)
Apple introduced its Mac mini as an entry-level Mac with a small footprint in 2005.  With Apple’s Front Row software, the ability to connect this Mac to an entertainment system is the next step for the little Mac.  Jobs just revealed a project called iTV to bridge the “digital convergence” between computing and home entertainment (Reuters, Sep 12, 2006).  This will put Apple in the forefront of audio system in addition to computer systems development by allowing users to be able to use a Mac as a video and music library media center with on TV display. Thanks to iTunes and elegant design, the computer is no longer simply an office desk machine, but the Mac will be versatile to play movies, games, and fit nicely into any home theatre system (Markoff, 2006).  
The iTV is projected with a price point of under $300, but this price point has to show a value pricing for the consumer to buy as an electronic device to add to their home TV system.  The iTV is earmarked to work with digital output interface and flat panel televisions.  This will reduce the target market to those people who can afford to buy a flat panel television given that entry level televisions are no less than $900.  The ability to download a movie or television show is attractive, but the consumer will be looking for a value prospect (DVD quality) with the iTV.  
Another opportunity with Mac sales is that future editions of the Mac OS might run some Windows software without people having to purchase a Mac OS version or booting into Windows.  This is especially useful for volume licensing where many computers in a company are equipped with software and Mac systems would be able to run popular Windows software that either does not have a Mac counterpart or is slower to get, like Microsoft Office. 

Price 
Apple’s online branding is focused upon iPod to bring people to the Apple Store web site.  Apple does not promote the mini as much as the higher priced iMac or even the iPod.  This little Mac and the iTV have the ability to penetrate the market of the low-cost competitors like Gateway and Dell.  As stated, the mini’s elegant design allows versatile application.  For budget consumers, the price of this computer (starting at a low $599) is great and its size is a bonus.  
Apple has to be wary of cut-rate prices since its operating margin is 13%, and Dell and HP’s economies of scale are better than Apple’s.  Apple product lines price structure allows people to consider quality purchases at lower prices as well as high-end machines..   
Promotion: using channels
Review the current websites of Apple, Dell and Gateway as shown in the figures below.  
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Figure 6: Apple home page - 10 Sep 2006
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Figure 7: Apple Home Page 20 Sept 2006
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Figure 8: Dell home page 20 Sep 2006

[image: image9.jpg]'a>  Technology You Can Trust
Gatoway, o mors amsssurs

You'll Love the View

Geta wholnew pespectiv wih o
B Wndescrea igh Debmion LD,

A Home & HomaOffce > SrmalBusiness > Mid LargeSusnes » Government - Education

oo ShppingEnds Wodvesdo | Dus Core Comritle Proacsupgon

Y o I





Figure 9: Gateway home page 20 Sep 2006
The main part of the page in Figure 6 is enthusiastic about the new iMacs and people have to scroll to see a little corner that shows the Mac mini.  Figure 7 is after the release of the updated iPod.  Less than a week transpired between introducing the new iMacs and the new iPods, and thus, the new page is devoted entirely to the iPod.  When someone is interested in a Mac system, thanks to an advertisement somewhere, they have one more click to make before seeing anything about the Mac.  Thus, the focus of products is upon the iPod as a primary purchase rather than as a complementary purchase.  Furthermore, this may cause issue with Internet users who are quickly on and off of pages.  
Place
Web pages have to be intuitive to the product and ability of consumers to see quickly what they want or should buy (Callahan, 2006).  In comparison to Apple, Dell and Gateway have value priced computers at the forefront of its webpage even though Dell has a wider selection. The user will understand quickly how to begin browsing and eventually making a purchase. Therefore, if Apple is going to sell quality Mac systems online, they should have more direct presence. One way this can be achieved easily is with an automatic jukebox style that showcases Apple products in each frame (similar to the new iTunes album artwork view) or another way similar to Dell’s iconic display.   
The clear strategy for Apple products is Apple everywhere.  As Jobs points out in the presentation, Apple will be in the den, living room, car, and pocket.  Product placement is key to gaining customers by putting Apple products everywhere that a person goes.  This will affect those who are purchasing and those people who are seeing Apple everywhere.  
The Apple Store offers a unique way to buy a computer and is a successful mechanism for Apple to increase market share.  The Apple Store is a strong forward integration of retail with the brand and product concept.  Steve Jobs said before opening the stores, “that buying a computer is worse than buying a car”, and the Apple Store intends to change that perception (2001).  The Apple Store in select markets offers buyers the ability to get knowledgeable product help before, during and after the sale.  The store also gives Apple a significant advantage over Dell where impatient/impulsive customers can buy a computer and have it home today.  
Affiliate marketing and collaborations
Affiliate marketing is important for launch of Apple’s new products.  For example, setting the Mac mini (iTV) as a home theatre device opens Apple to a whole market of audio and home theatre enthusiasts.  Apple can enlist complementary product designs from vendors for the iTV like they did with the successful launch of iPod and iPod complementary products.  In this way, Apple has learned over the years to gain cooperation from companies to launch products and complementary products.  With affiliate marketing like iPod, Apple advertising projections are augmented through the efforts of vendors selling complementary products.  

Apple can leverage its many business relationships to promote the Mac system and Apple products.  Steve Jobs is on the board of Disney (through the acquisition of Pixar Studios).  The CEOs of Intuit and Google sit on the Apple board, and all of these companies have mutual interests and serious competition with Microsoft.  Promotion via product placement in various media (television shows, Internet search engines and movies) can be effective when people notice that Apple products are being preferred or used over other products. Collaboration with the affiliate companies can extend Apple products and marketing to segments that Apple does not currently direct attention.  Apple can also learn from their marketing teams of who kind demographic and audience they seek.
Promotion and advertising campaign

The current PC vs. Mac advertising that pit two fellows saying “I’m a Mac” and “I’m a PC” lines have mixed reviews, but they have kept Apple in tech buzz discussions while they plan for their next big projects.  Stevenson complains that they totally miss him as a target demographic (converting PC users) and claims to have been irritated by the commercials (2006).  This ad series seems more targeted to somewhat rebellious or “smug” attitudes of Generation XY (especially those who enjoy The Daily Show since John Hodgeman is one of the actors).  

Whether the claim that a Mac is better than a PC is true or not is really not the issue.  Advertising needs to generate demand for the product by give a compelling reason and interest in buying a Mac.  We need to motivate people to buy Apple systems by invoking positive emotions, excitement and empowerment.  Apple has done far better with this idea with its iPod because dancing with an iPod is easier than with an iMac. Why not show someone dancing with a MacBook in a color driven room because of a great iChat conversation that person had with a potential mate?  

Although simple and entertaining, the PC vs. Mac ads are not as iconic as the iPod series ads or the recent Nissan ad campaign.  Potential converting PC users are going to want to see benefits and powerful features rather than be irritated by Apple.  For these demographics, Apple can showcase the “aw” factor that usually accompanies unveiling of its products with ease of use, powerful features, and amazing possibilities.  For example, to accompany the home theater idea of the Mac and iTV, Apple could release a “trailer” with the movie trailer voice talking about big and great action, drama and theatrical presence that is possible from a single little box, and then cut to a dim-spotlight on the Mac mini (or iTV when released).  
Dimensions


Marketing dimensions emphasized include: empathy, tangibles, responsiveness and assurance (Kerin, p 324).  Recognized logo and marketing multiple products with a single brand and icon.  (software, mp3 player and computer).  
Conclusion


Apple is a company that has stretched the computing industry and continuously reinvents itself with innovative products.  The company marketing has been renown for excellence and broad ideas (remember the 1984 Mac commercial).  Apple is at a crossroads of moving forward with its recent iPod success and building its market share or returning to the obscure but lovable computer company. Apple has the innovative and quality products with people thirsting for such great products.  With Apple’s promising business relationships, there is great potential to move forward with interesting initiatives that maximize marketing. All Apple has to do is show them why they want Mac systems.  
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