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Chapter 1: Marketing: Creating and Capturing Customer Value
WHAT IS MARKETING?
Marketing is managing profitable customer relationships. 
· To attract new customers by promising superior value
· To keep and grow current customers by delivering satisfaction

Marketing Defined
· Marketing = satisfying customer needs
· Not only selling and advertising  only a small portion of a larger “marketing mix” – a set of marketing tools that work together to SATISFY CUSTOMER NEEDS and BUILD CUSTOMER RELATIONSHIPS
· A social and managerial process where individuals and organizations obtain what they need and want through creating and exchanging value with others
· Building profitable, value-laden exchange relationships with customers
· Giving character/personality to a brand/firm
Marketing: the process by which companies create value for customers and build strong customer relationships in order to capture value from customers in return

The Marketing Process
7 Step Model (modified from textbook)
1. Strategic Business Planning
2. Understand the marketplace and customer needs and wants
· Situation analysis 
3. Design a customer-driven marketing strategy
· What customers will we serve?
· How can we best serve our target customers?
4. Construct an integrated marketing program that delivers superior value
· Four Ps
5. Build profitable relationships and create customer delight
· Customer Relationship Management (CRM) - build and maintain profitable relationships
6. Capture value from customers to create profits and customer equity
· Future sales, market share and profit; loyal customers who by more
7. Monitoring and control
· Plans who need constant monitoring – ensure that plans are following company objectives/goals

UNDERSTANDING THE MARKETPLACE AND CUSTOMER NEEDS
Customer Needs, Wants and Demands
Needs: states of felt deprivation
· Physical needs = food, clothing, warmth, safety
· Social needs = belonging, affection
· Individual needs = knowledge, self-expression
Wants: the form human needs take as shaped by culture and individual personality 
· Objects that will satisfy needs
Demands: human wants that are backed by buying power
· Given wants and resources, people demand products which will give value and satisfaction

· Marketing companies conduct consumer research and analyze customer data to learn about customers’ needs, wants and demands 

Marketing Offerings – Products, Services and Experiences
Marketing offerings: some combination of products, services, information or experiences offered to a market to satisfy a need or want 
· Not limited to physical products, includes services (activities or benefits offered for sale that are essentially intangible and do not result in the ownership of anything; eg banking, hotel)
· Also includes persons, places, organizations, information, ideas 
Marketing myopia: the mistake of paying more attention to specific products a company offers than to the benefits and experiences produced by these products 
· Sellers understand that a customer wants their products, but fails to realize WHY the customer may need it
Brand experiences: when marketers look beyond attributes of the product/service and immerse the customer in the brand

Customer Value and Satisfaction
· Customers form expectations about the value and satisfaction that various market offerings will deliver
· Customer value and customer satisfaction are key for developing and managing customer relationships
· If expectations are too low, may satisfy those who buy but can’t attract enough buyers
· If expectations are too high, will disappoint customers
Exchanges and Relationships
· Marketing occurs when people decide to satisfy needs and wants through exchange relationships
Exchange: the act of obtaining a desired object from someone by offering something in return
· Marketer tries to bring about a response to some market offering
· To build and maintain desirable exchange relationships with target audiences involving a product, service or idea

Markets
Market: the set of all actual and potential buyers of a product or a service
· Marketing also means managing markets to bring about profitable customer relationships 
· Sellers: consumer research, product development, communication, distribution, pricing, service
· Buyers do marketing when they search for products and interact with companies and make purchases
· Eg websites and online social networks
· Customer-managed relationships – how should customers reach us? How can our customers reach each other?
· Marketing involves serving a market of final consumers in the face of competitors
· A company’s ability to successfully build profitable relationships with consumers also depends on suppliers

DESIGNING A CUSTOMER-DRIVEN MARKETING STRATEGY
Marketing management: the art and science of choosing target markets and building profitable relationships with them
· Find, attract, keep and grow target customers by creating, delivering and communicating superior customer value
2 important questions when designing marketing strategy:
1) What customers will we serve (what’s our target market)?
2) How can we serve these customers best (what’s our value proposition)?

Selecting Customers to Serve
Market segmentation: dividing market into segments of customers
Target marketing: selecting which segments company will go after
· Must understand that company cannot serve all customers as they may end up not serving any customers well
· Marketing managers must decide which customers they want to target and on the level, timing and nature of their demand
· Marketing management = customer management and demand management

Choosing a Value Proposition
· Company must also decide HOW to serve targeted customers
· How it will differentiate and position itself in the marketplace
Value proposition: set of benefits or values it promises to deliver to consumers to satisfy their needs
· Answers customer’s question of “why should I buy your brand?”

Marketing Management Orientations
· Marketing management needs a concept/philosophy that will guide their marketing strategies

The Production Concept
Production concept: idea that consumers will favor products that are available and highly affordable and that the organization should therefore focus on improving production and distribution efficiency
· Low labor costs, high production efficiency, mass distribution  low costs 
· May lead to marketing myopia (focusing on product and not why customers want the product)
· Risk focusing too narrowly on own operations and lose sight of satisfying customer needs/building relationships

The Product Concept
Product concept: idea that consumers will favor products that offer the most quality, performance and features and that the organization should therefore devote its energy to making continuous product improvements
· Focusing only on company’s products may lead to marketing myopia – consumers may want an alternative solution to their problem rather than a better product (want to offer the best but don’t understand why customer wants it)

The Selling Concept
Selling concept: idea that consumers will not buy enough of the firm’s products unless it undertakes a large-scale selling and promotion effort; focus on selling the product, not satisfying customer wants 
· Typically practiced with unsought goods – those buyers would not normally buy (eg insurance)
· These firms must be good at tracking down prospects and selling them on product benefits
· Tries to maximize sales (hard selling); tries to CHANGE customer demand to match need for product 
· High risks – focus on creating sales transactions rather than long-term relationships
· Aim is often to sell what company makes, not make what the customers (market) wants
· Inside-out perspective: focuses on company’s products and customer conquest (short-term sales)

The Marketing Concept
Marketing concept: idea that achieving organizational goals depends on knowing needs and wants of target markets and delivering the desired satisfactions better than competitors do; analyze needs of customers BEFORE developing strategy 
· Customer-centered “sense and respond” philosophy  find right products for your customers
· Focus on what consumers want and how the firm can satisfy their needs, and retain customers for the long-term
· Outside-in perspective: focuses on target market (customer needs) then try to develop product and provide services to satisfy customers and build long-term relationships 
· Customer-driven marketing: understanding customer needs better than customers themselves do; creating products and services that meet existing and latent needs for the present AND the future 

Value-Based Era (Relationship Marketing)
1. Long-term focus
2. Relationships (vs. transactions)
3. Beyond just customers
4. Evolves over time
New customer  regular purchaser  loyal supporter  advocate

The Societal Marketing Concept
Societal marketing concept: idea that a company’s marketing decisions should consider consumers’ wants, the company’s requirements, consumers’ long-run interests and society’s long-run interests
· Questions whether the pure marketing concept overlooks possible CONFLICTS between consumer short-run wants and consumer long-run welfare
· Marketing strategy should deliver value to customers in a way that maintains/improves both consumer’s and society’s well-being 
· Should balance company profits, consumer wants AND society’s interests
Sustainable marketing: socially and environmentally responsible marketing that meets the present needs of consumers/businesses while preserving or enhancing the ability of future generations to meet their needs 

PREPARING AN INTEGRATED MARKETING PLAN AND PROGRAM
· Marketer develops an integrated marketing program that will actually deliver the intended value to targeted customers
· Marketing mix: marketing tools used by firm to implement strategy
· Four Ps: product, price, place, promotion 
· Firm must create a need-satisfying market offering (product)
· Decide how much it will charge for offering (price)
· How it will make offering available to target consumer - distribution (place)
· Communicate with target customers about offering (promotion) 
· Firm must blend them into an integrated marketing program

BUILDING CUSTOMER RELATIONSHIPS
Customer Relationship Management
Customer relationship management: overall process of building and maintaining profitable customer relationships by delivering superior customer value and satisfaction
· Customer value and satisfaction is key to building lasting customer relationships
Customer Value
Customer-perceived value: the customer’s evaluation of the difference between all the benefits and all the costs of a market offering relative to those of competing offers
· Customers don’t judge values and costs accurately – they act on perceived value (what they see/think of product)
· Some customers perceive value as sensible products at affordable prices 
· Others may perceive value as paying more to get more

Customer Satisfaction
Customer satisfaction: the extent to which a product’s perceived performance matches a buyer’s expectations
· Higher levels of customer satisfaction lead to greater customer loyalty  better company performance
· Smart companies aim to DELIGHT customers by promising only what they can deliver, and then delivering more than they promise
· Delighted customers not only make repeat purchases, but become willing marketing partners (spread the word about the company) 
· Exceptional value and service become part of overall company culture 
· However, companies don’t always try to MAXIMIZE customer satisfaction as it may result in lower profits (high quality product for very low price – unprofitable)  must balance customer satisfaction and profitability of the firm 

[bookmark: _GoBack]Customer Relationship Levels and Tools
· There are different levels of customer relationships depending on the nature of the target market 
Basic relationships: for companies with many low-margin customers, focus on brand-building advertising, sales promotions (eg P&G and Tide consumers)
Full partnerships: for companies with few key customers, focus on personal relationships (eg P&G and Wal-Mart)
Frequency marketing programs: reward customers who buy frequently or in large amounts (eg frequent-flyer programs)
Club marketing programs: offer members special benefits and create member communities

The Changing Nature of Customer Relationships
Relating with More Carefully Selected Customers
· Few firms still practice true mass marketing (selling in a standardized way to any customer who comes along)
· Firms now target fewer, more profitable customers
· Firms use customer profitability analysis to weed out losing customers
· Can do so by pre-emptively screen out unprofitable customers
· But if firm already has unprofitable customers, firm can give incentive for customers to leave 

Relating More Deeply and Interactively
· Firms now rely on more direct, interactive approaches to build two-way relationships 
· New technologies have changed marketing ways
· Emails, websites, blogs, social networks (Facebook, Twitter)
· Changing communications environment affects how companies relate to consumers
· Let marketers create DEEPER consumer involvement and a community surrounding the brand – result in stronger and more trusting relationships between a firm and its customers
· But gives consumers more power and control  ability to share their views on a firm with other consumers can be a threatening risk to the firm 
Customer-managed relationships: marketing relationships in which customers, empowered by today’s new digital technologies, interact with companies and with each other to shape their relationships with brands
· Greater consumer control means firms cannot rely on marketing by intrusion, or INTERRUPTING them
· Rather, they must practise marketing by attraction, or creating market offerings and messages that INVOLVE customers  promote brand-consumer interaction
· Have their own online social networks, blogs, video sharing, and joining other social networks
· Problem is for marketers to find unobtrusive ways to enter consumers’ social conversations with engaging and relevant brand messages
· Cannot be intrusive in the online community like in the traditional practise of advertising 
· Firms may invite consumers in taking part of advertising
Consumer-generated marketing: brand exchanges created by consumers themselves – both invited and uninvited – by which consumers are playing an increasing role in shaping their own brand experiences and those of other consumers
· Is a significant marketing force
· Customers are having an increasing say about everything of a brand (product design, usage, etc)

Partner Relationship Management
Partner relationship management: working closely with partners in other company departments and outside the company to jointly bring greater value to customers

Partners Inside the Company
· Firms are now linking all departments to create customer value – cross-functional customer teams 
· Eg “customer development teams” – consist of sales and marketing, operations, market and financial analysts
Marketing Partners Outside the Firm
· Most companies today are networked companies – rely heavily on partnerships with other firms
· Marketing channels consist of distributors, retailers, and hose who connect the company to its buyers
Supply chain: longer channel of raw materials, to components, to final products, to final buyers
· Success at building customer relationships also depends on how well their supply chain performs against their competitors’ supply chains 
· Firms must treat both suppliers and distributors as partners, rather than just as vendors and customers – ensure the success in delivering customer value

CAPTURING VALUE FROM CUSTOMERS
· Capturing value in the form of current and future sales, market share and profits

Creating Customer Loyalty and Retention
· Aim of customer relationship management is to create customer satisfaction AND delight 
· Delighted customers remain loyal and talk favorably to others about the company
· When the economy slows down, customer loyalty and retention become even more important
· 5 times cheaper to keep a customer than to acquire a new one
Customer lifetime value: the value of the entire stream of purchases that the customer would make over a lifetime of patronage
· A company can lose money on a specific transaction but still benefit greatly from a long-term relationship 
· Customer delight creates an emotional relationship with a brand  keeps customers coming back

Growing Share of Customer
Share of customer: the portion of the customer’s purchasing that a company gets in its product categories
· Eg supermarkets and restaurants wants more “share of stomach”
· To enlarge share of customer, firms can…
· Offer greater variety to current customers
· Create programs to cross-sell and upsell in order to market more products and services to existing customers

Building Customer Equity
What is Customer Equity?
Customer equity: the total combined customer lifetime values of all of the company’s customers
· A measure of the future value of the company’s current and potential customers 
· Customer equity (future value) may be more important than current market share and sales

Building the Right Relationships with the Right Customers
· Not all customers are good investments
· Some loyal customers can be unprofitable, some disloyal customers can be profitable



[image: http://4.bp.blogspot.com/_yhU4y5u4Mjs/SzsP8YfF2RI/AAAAAAAAAD4/X0iiGGkShS4/s400/untitled.bmp]









· Strangers: low potential profitability and little loyalty; don’t need to invest anything in them
· Butterflies: potentially profitable but not loyal; create profitable transactions with them for a short while
· True friends: profitable and loyal, strong fit between customer needs and firm’s offerings; firm wants to delight customers, nurture, retain and grow them
· Barnacles: highly loyal but not very profitable; limited fit between their needs and company’s offerings (eg smaller bank customers who bank regularly); become problematic customers
· Goal is to build the right relationships with the right customers

THE CHANGING MARKETING LANDSCAPE
5 major developments/trends that are changing the marketing landscape and challenging marketing strategy

The Uncertain Economic Environment
· Faltering economy and recession caused many consumers to cut back on spending – spending less and more wisely
· Firms have, as a result, tightened their budget and change their marketing strategies
· Marketers are emphasizing the value in their value proposition 
· Focus on value-for-the-money, practicality and durability in product offerings and marketing pitches
· Not all about cutting budgets and lowering costs – may permanently damage brand image and relationships
· Need to BALANCE brand’s value proposition with current times while enhancing long-term equity 
· Can also build market share and strengthen customer relationships at expense of competitors who are cutting back

The Digital Age
· Explosive growth in computer, communications, information and other technologies have changed ways firms bring value to their customers
· Helped marketers communicate with customers in large groups and one-to-one
· Able to better learn about and track customers, then create products/services tailored to individual needs
· Brought about new ways of communication, advertising and relationship-building tools
· Online advertising, video sharing tools, cell phones, video games, online social networks
· Means marketers cannot control conversations about their brands – consumers have more control and voice
· Online marketing is the fastest-growing form of marketing
· Almost all firms uses the Web or Internet to attract new customers and build customer relationships

Rapid Globalization
· Companies are now connected globally with their customers and marketing partners
· North American firms have been challenged at home by the marketing of European and Asian multinationals
· However, many Canadian companies have developed global operations, making and selling products worldwide
· Globalization of products, processes, ideas, manufacturing, consumption…
· Global competition is relevant to ALL organizations (even small, local ones)
· Marketing principles are universally applicable around the world – but markets and customers are very different
· Global setting makes value orientation even more important

Sustainable Marketing – the Call for more Social Responsibility
Sustainable marketing: corporate ethics, social responsibilities 
· Some companies resist these movements, only accepting them when forced by legislation or consumer outcries
· Some firms readily accepts their responsibilities – seek ways to profit by serving best long-run interests of their customers and communities 
· “Caring capitalism” – setting the firm apart by being civic-minded and responsible; build social responsibility and action into their company value and mission statements

The Growth of Not-For-Profit Marketing
· Marketing has been important for not-for-profit organizations (like universities, hospitals, zoos) for support and membership
· Government agencies have increased interest in marketing

SO, WHAT IS MARKETING? PULLING IT ALL TOGETHER
· Marketing is the process of building profitable customer relationships by creating value for customers and capturing value in return
· First 4 steps focused on creating value FOR customers
· Gain understanding of marketplace by researching customer needs and managing marketing information
· Designs customer-driven marketing strategy based on who (target) and how (differentiation) to serve
· Construct an integrated marketing program (four Ps); transform marketing strategy into real value
· Designs promotion programs that communicate value proposition to consumers
· Final step focuses on capturing value from customers
· Reaped from strong customer relationships
· Customer relationship management used to create customer satisfaction and delight
· Must harness marketing technology, take advantage of global opportunities, and be ethically and socially responsible
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