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Why Do Companies ‘Exist’?

# 1 Reason:

“To maximise long-term Enterprise Value.”
� Firm’s net present value of its tangible/ intangible assets & cash flow.

So, If  .. 
“Profit is the reward for satisfying customers' needs & wants” –

via creating superior customer value …

Then …
� Value-based management underpins your firm’s performance!

� No ‘divine right’ for your firm’s continued existence.
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Aim of ‘Marketing’
Deliver a Unique Value Proposition (‘bundle of 
benefits’) that is perceived as superior by the firm’s 
target customers -- vis-à-vis competitive offerings.

Customer Value can be defined as:

Relative Perceived Benefits (‘qualities’)

Relative Perceived Price

PS New CIM Definition of ‘Marketing’

“The strategic business function that creates value by stimulating, 

facilitating and fulfilling customer demand.”



5

Thus …

� Discover what’s IMPORTANT to your ‘best’

customers.

� Do these BETTER than your competitors.

� Deliver a DEFECT FREE value proposition.
� Service recovery initiatives.

� Loyalty Management & Relationship Marketing
� Customer Retention and Share of Wallet.
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Superior Product & Service Quality

PRODUCT/ SERVICE

QUALITY

BEHAVIOURAL

INTENTIONS

Superior

Inferior Unfavourable

Favourable

Remain

BEHAVIOUR

Defect

FINANCIAL

CONSEQUENCES

+ £

• Ongoing Revenue
• Increased Spending
• Price Premium
• Referred Customers

- £

• Decreased Spending

• Lost Customers

• Costs to Attract

New Customers

Source: Zeithaml et al (1996) 
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Some Benefits of Customer Loyalty

� Higher relative market share.

� Lower servicing and advertising costs.

� Higher prices (less price sensitive).

� Higher margins (costs less to retain an existing customer).

� Higher level of customer’s total purchases (‘share of wallet’).

� Improved acceptance of new products & brand extensions.

� More ‘forgiving’ of minor mistakes.

� Source of new ideas since familiar with company/ brand.

� Great word-of-mouth via ‘opinion leaders’.

� Gives the firm some more time to blunt or even ‘leapfrog’ the 

competition if they launch a better value proposition.
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Customer Loyalty -- Financial Benefits

� Costs up to 5x as much to attract a new customer as it does to 

keep an existing one.

� 90% of dissatisfied customers do not complain—they just go elsewhere

� Incremental profit impacts from retention programs can be 

substantial. With just a 5% lower defection rate:
� Mail order 20%; insurance brokerage 50%, auto service chain 30%, software 

35%; credit card 12%. 

� “Loyal” grocery customers spent up to 4x as much in their first 

choice store as their more promiscuous counterparts.

� Retention requires exceeding expectations--not meeting them.
� 85% of ‘satisfied’ customers may shift brand allegiances; ‘very satisfied’ rarely do.
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What is a ‘Product’?

Company’s perspective

� “Anything that is offered to a market for 
attention, acquisition, use or consumption, and 
includes physical objects, services, persons, 
places, organisations and ideas or mixes of 
these entities.” (Kotler et al. 1999: 561) 

Customer’s perceptive

� A complex bundle of ‘Ready-to-Hand tools’ to satisfy 
my specific needs, wants, and desires.

� Customers may evaluate a product’s individual 
attributes & benefits and price--but what they buy is 
the Total Offer.
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Superior Customer  Value
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Effects of Service Failure
Customer Service represents 40+% of the importance weight in most 

customer decisions. (PIMS data)

Customer Defection

� Business lose up to 15% of annual sales volume through poor 

service.

� 90% of dissatisfied customers will not repurchase or repatronise. 

Negative Word of Mouth

� Dissatisfied customers likely to tell 2x as many people about their 

experiences as satisfied ones.

� Dissatisfied customers tell at least 9 others about their 

experiences and 13% as much as 20 people.
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‘Generic’ Value Strategies
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Customer Value Analysis

Identifies the most highly leveraged opportunities for increasing 
product & service quality relative to price:

1.  Customers list the most important product & service ‘quality’

factors in their purchase decision. 

2. Distribute 100 points among those high-level factors. 

3. Rate the performance of each brand/company on each factor on a 

scale of 1 (worst)  to 10 (best).

4. Multiply each score on each factor by the weight of the factor. Add 

the result to yield an overall performance score.

� The higher the score the better

5.  Repeat steps 1-4 to discover the total life-time ‘price’ attributes.

� The lower the score, the better
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Quality
Attributes

1

Customer
Weight

2

Perdue
Chickens

3

Avg.
Competitor

4
Ratio
5 = 3/4

Weight
x Ratio
6= 2 x 5

Yellow bird 10 8.1 7.2 1.13 11.3

Meat-to-bone 20 9.0 7.3 1.23 24.6

No pinfeathers 20 9.2 6.5 1.42 28.4

Fresh 15 8.0 8.0 1.00 15.0

Availability 10 8.0 8.0 1.00 10.0

Brand image 25 9.4 6.4 1.47 36.8

100 126.1

Market-Perceived Quality profile:  Purdue Chickens

Customer satisfaction (weight):        8.8             7.1 

Market perceived quality ratio: 126.1

Source: Gale (1994)

The higher the score the better the perceived quality



Market-perceived Price profile: Acme Car

Price Satisfaction
Attributes

1
Weights

2
ACME

3

Average
Competitor

4

Relative Price
Ratio
5 = 4/3

Price
Competitiveness

Ratio (6 = 3/4)

Purchase Price 50 9 7 0.78 1.29

Trade-in Allowance 15 6 6 1.00 1.00

Resale Price 10 9 8 0.89 1.13

Finance Rates 10 7 7 1.00 1.00

Psychic Costs 10 8 6 0.75 1.33

Running  Costs 5 7 7 0.78 1.00

Price satisfaction (weight)          8.2           6.9

Relative price ratio: 0.84

Price competitiveness score: 1.19

Source: Gale (1994) 69

The lower the score the better the perceived price
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The Ladder of Loyalty

Partner: long term, mutually 
beneficial relationship.

Advocate: active supporter, 
recommends to others.

Supporter: positively disposed to 
the organisation and its products.

Client: repeat purchaser (but, may 
hold negative views, or repurchase 
out of inertia.)

Customer: purchases once or very 
occasionally

Prospect: potential customer

Emphasis on 
developing and 
enhancing 
relationships 
(customer 
keeping)

Emphasis on 
new customers 
customer 
catching/ 
establishing 
relationships

Partner: long term, mutually 
beneficial relationship.

Advocate: active supporter, 
recommends to others.

Supporter: positively disposed to 
the organisation and its products.

Client: repeat purchaser (but, may 
hold negative views, or repurchase 
out of inertia.)

Customer: purchases once or very 
occasionally

Prospect: potential customer

Emphasis on 
developing and 
enhancing 
relationships 
(customer 
keeping)

Emphasis on 
new customers 
customer 
catching/ 
establishing 
relationships

Partner: long term, mutually 
beneficial relationship.

Advocate: active supporter, 
recommends to others.

Supporter: positively disposed to 
the organisation and its products.

Client: repeat purchaser (but, may 
hold negative views, or repurchase 
out of inertia.)

Customer: purchases once or very 
occasionally

Prospect: potential customer

Partner: long term, mutually 
beneficial relationship.

Advocate: active supporter, 
recommends to others.

Supporter: positively disposed to 
the organisation and its products.

Client: repeat purchaser (but, may 
hold negative views, or repurchase 
out of inertia.)

Customer: purchases once or very 
occasionally

Prospect: potential customer

Emphasis on 
developing and 
enhancing 
relationships 
(customer 
keeping)

Emphasis on 
new customers 
customer 
catching/ 
establishing 
relationships

Source: Adapted from Payne et al. (1995: viii)
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Loyalty Management

Key concepts--lifetime customer value, customer retention, share of 
wallet and defection. Assumes customer value analysis has been 
undertaken.

� Isolate incremental financial impact of superior retention and negative 
financial impact of defections:

1. Subtract initial investment in capturing a customer or class of 
customer.

2. Discount the cash flow of their lifetime value (i.e. net present
value)

3. Use NPV as a decision-making criterion to determine the level 
of retention investment.

4. Target and retain exceptionally profitable & loyal customers 
(rather just any customer) via relationship marketing.
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Relationship Marketing

“Marketing is no longer simply about 

developing, selling and delivering products. 

It is progressively more concerned with the 

development and maintenance of mutually 

satisfying, long-term relationships with 

customers [and other stakeholders].”

Buttle (1996:1)

Relationship ‘Quality’ predicated upon: Trust, Commitment, Satisfaction.
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The Strategic Triad

Shareholders 

Total
Offer

Customers Employees/ 
Suppliers Tension
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Source: after Low (1993: 12)

Customer Value Proposition is the central tendency 

that unites all of the forces.
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3.  What strategies & processes 

are required to effectively develop

and implement superior
product/ service solutions? 

Customer Value Questions 

Source: after Baker (2000: 183)

2.  What product/ service offerings

will meet/ exceed the

target segments’ needs?

1.  Who are my

customers? 

What are their

need & wants?

What’s the
competition doing?



Firm versus Competition

Parity
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to 
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Opportunity
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Blueprint for Strategic Action **

Source: Clancy and Shulman (1992)
82



25

Use the TOWS Matrix  (versus SWOT)
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The Marketing Mix Elements

� Product – Fits the task target customers ‘want’ it for. 

� It should work and be what the consumers expect to get.  

� Place – Product available wherever and whenever target 

customers find ‘easiest’.  

� Price – Product perceived as ‘good value for money’.

� Lowest price does not necessarily mean ‘best value’.

� But price is generally perceived as a ‘quality’ (or ‘prestige’) cue

� Promotion – ‘Communication’ between seller and potential buyer 

(or others in the channel) to influence attitudes and behaviour. 
Key for relationship marketing.

� 3 Service P’s – People, Physical Environment, Processes.

PS If one Mix element changes, then others may need to change.
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Internet Marketing Strategy
WWW has changed our lives--the way we communicate, how we spend 
our ‘free time’, our knowledge bases, and the way we ‘do business’.

� Web site evolution:
I.   static ’brochureware’ sites

II.  simple interactive sites with query facilities

III. dynamic sites offering personalisation for individual customers/ customer 
groups. 

� Develop a proactive Internet strategy:
� Integral part of your strategic marketing plan

� Social Network & Blogs (e.g.  Face Book, You Tube, My Space)

� Poor website construction can limit sales.  A site with 
negative ratings can reduce sales by:
� 42% for a domestic company; 87% for an international company
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Strategy Formulation and Execution !
Appropriate InappropriateStrategy is:

Execution
is:

Good

Poor

Roulette:

• Good execution mitigates  

poor strategy, forcing 

management  to success.

OR

• Good execution

can hasten failure.

Trouble:

• Poor execution hampers

good strategy.  Firm may

never be aware of 

strategic soundness

because of poor execution

Failure:

• Very hard to diagnose,

because bad strategy is

masked by poor execution.

• Even harder to fix, because

two things are wrong.

Source:  Bonoma (1985) 

All that can be done to
assure success has
been done.

Success:
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Customer Value ‘Axioms’

1. Providing superior customer value 
leads to enhanced performance.

2. Customer defines product quality, 

service quality, ‘reasonable price’.

3. Customers form expectations 

relative to competitive alternatives.

4. As expectations rise, so does the 

minimum customer satisfaction bar.

5. Customers expect zero defects in 

the firm’s value proposition.

6. ‘Quality’ must extend throughout 

the entire value chain.

7. Mutual self-interest of all parties is 

a win-win relationship.

8. Customers buy on value, but they 

buy brands.  Everything the firm 

says or does affects brand image.

9. Value requires company-wide

commitment, involvement, and 

continuous learning.

10. Customers will defect if they feel 

they can get better value 

elsewhere--or there is inequity in 

the relationship.

Source: Flynn (1999)
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Call me to discuss how we can assist in developing your value-based marketing strategy.


