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Chapter 1
Marketing: Creating and Capturing Customer Value
Learning Objectives 

1. Define marketing, and outline the steps in the marketing process.

2.
Explain the importance of understanding the marketplace and customers, and identify the five core marketplace concepts.

3.
Identify the key elements of a customer-driven marketing strategy, and discuss the marketing management orientations that guide marketing strategy.

4.
Discuss customer relationship management, and identify strategies for creating value for customers and capturing value from customers in return.

5.
Describe the major trends and forces that are changing the marketing landscape in this age of relationships.

Note to instructors: Questions and answers to Marketing in Action and suggestions for Discussion Questions and Case Studies are provided below. The Ethical Reflections are student exercises designed for those students interested in the topic to further consider ethical issues. A Class Activity is included at the end of this document which may be used to supplement lecture or discussion.
Marketing in Action 1.1 – Are marketers really that ‘lousy at selling marketing’? 
1. What does the term marketing analytics refer to?

Answer: Marketing analytics refers to the measuring system used to assess marketing performance, such as ‘brand share’, ‘brand equity’, ‘share of voice’, ‘customer churn rate’ and ‘customer retention’. A good list of frequently used marketing metrics with an accompanying explanation is available from <http://www.mrdashboard.com/MarketingMetrics.htm>.
2. List and describe the three aspects of marketing at the budgetary level that can influence the measures used. (Hint: One is the functional aspect of marketing.)

Answer: 
a.
Return on investment – measuring a return on marketing expenditure at the ‘budgetary level’, such the return on integrated marketing communication (IMC) or perhaps a single element such as advertising

b.
The functional aspect in which different practitioners in different organisations use different metrics

c.
The market-oriented approach, also called ‘pan-company marketing’, which ensures a top-to-bottom attitude that the organisation exists only to satisfy the customer.
3. What is the sole reason for the company’s existence put forward in this Marketing in Action box? Do you agree?

Answer: The only reason for the organisation’s existence is to satisfy customers. How? By repeatedly adding value at every point of customer contact.
4. Which (if any) one marketing metric that you believe is the most important?

Answer: Student answers may differ – ‘brand share’, ‘brand equity’, ‘share of voice’, ‘customer retention’ – in terms of why they consider any particular marketing metric as the most important. Customer retention is probably highly important, given the answer to Q3.

Discussion Questions
1. Telling and selling. Is marketing practice little more than ‘telling and selling’, while marketing science is really just a matter of carrying out experiments, tests, surveys and other research to help organisations sell more? Or is marketing practice truly concerned with satisfying customer needs by interacting and working with the customer, and the marketing science concerned with furthering this aim? One way of discussing this is to form class syndicates taking each position, armed with examples from the marketplace. (Learning Objective 1) (AACSB: Communication; Reflective Thinking)
Suggestion: Ask students to bring print and media copies to illustrate their argument. Have each syndicate nominate a spokesperson before class to present the material found. Allow about 10 minutes per presentation, or a maximum of three slides or overheads. This activity could also be set as a major assignment, whereby these examples form part of a workbook. The lecturer could also include other Reviewing the Issues questions.
2. Customer satisfaction. If it is true that smart companies aim to completely satisfy customers by promising only what they can deliver, and then delivering more than they promise, does this mean that those who follow this dictum are market leaders and the most profitable in their industry sector? This very topical issue is a matter for individual research using academic journals; the findings might then be pooled in class. Be aware that there is no simple answer. (Learning Objective 2) (AACSB: Communication; Reflective Thinking)
Suggestion: Students should work in groups of three or four to pool efforts. Ask each student to find three scholarly or peer-reviewed articles. This question could also be used as part of a library research training workshop.

Some journals that may be of interest to this topic are:

· Journal of Marketing
· Journal of Marketing Research

· Journal of Consumer Research

· Journal of the Academy of Marketing Science

· Journal of Business Research

Journal of Customer Satisfaction and Complaint Behaviour is also recommended.
3. Market orientation or marketing orientation. At a recent academic conference, a presenter was discussing the literature he had followed in devising his study of the connection between respondent organisations’ market orientation and their sales performance. During the presentation, he inadvertently used the term marketing orientation. Some of the audience became quite vocal at this point. Why might this be the case? Surely the two terms mean the same thing? (Learning Objective 3) (AACSB: Communication; Reflective Thinking) 
Suggestion: Various authors have taken the view that there is a difference between ‘marketing’ orientation and ‘market’ orientation (see Shapiro 1988; Narver & Slater 1990; Kohli & Jaworski 1990; Chan & Ellis 1998). While there has been some differentiation in the literature on the use of marketing orientation versus market orientation, the term marketing orientation was initially adopted to refer to the implementation of the marketing concept as defined by McCarthy and Perreault (1994). The traditional emphasis of marketing orientation was customer orientated, focusing on consumer needs and making profits by creating customer satisfaction (Kotler & Armstrong 1994). Hence, to be orientated towards the function or practice of marketing was to be marketing orientated. Market orientation is the more recent term for instituting the marketing concept (Lafferty & Hult 2001). Kohli and Jaworski (1990) emphasise their preference for that label by suggesting that it removes the construct from the province of the marketing department and makes it the responsibility of all functional departments in the organisation. Hence, to have a corporate culture focused towards customers, competitors and the organisational links that disseminate information is to be market orientated. In general, the term market orientation implies an expanded focus and attention to both customers and competitors by some researchers (Narver & Slater 1990; Kohli & Jaworski 1990; Kotler & Armstrong 1994).
4. Globalisation. As a response to globalisation, organisations such as airlines are partnering with foreign organisations, even competitors, to form strategic alliance networks (such as the oneworld® alliance of airberlin, American Airlines, British Airway, Cathay Pacific Airlines, Finnair, Iberia, LAN Airlines, Japan Airlines, Malaysia Airlines, Qantas Airways, Qatar Airlines, Royal Jordanian S7 Airlines, TAM, SriLankan Airlines – see oneworld.com) that compete with other networks (such as Star Alliance – see www.staralliance.com). The older notion of single companies competing in single markets seems to be giving way to many such strategic alliances. Can you identify other markets where this process is evident? What are the implications for marketing science and practice? (Learning Objective 4) (AACSB: Communication; Reflective Thinking)
Suggestion: The two examples are formal alliances. Another good example is the alliance between Starbucks and Starwood, the hotel chain. Many Starwood properties in the US, such as Sheratons, have a Starbucks in the lobby, often competing with their own food and beverage outlets.
The implications for marketing science and practice are that such alliances reduce competition and are bad for consumers; they may create duopolies or oligopolies that national governments cannot regulate. On the other hand, some aspects of globalisation are beneficial to all consumers. For example, the Federal Networking Council (FNC), an American association, has helped establish HTML, a universal programming language for the internet, along with guidelines for developing the necessary infrastructure for the development of the internet.
5. Societal marketing concept. If this term means that the organisation should determine the needs, wants and interests of target markets, then surely this is the same thing as the marketing concept? Is this not simply duplication? Justify your answer. (Learning Objective 5) (AASCB: Communication; Reflective Thinking)
Suggestion: Societal marketing can be defined as ‘marketing with a social dimension, or marketing that includes non-economic criteria’ (Handleman & Arnold 1999, p. 33) or, as Elliott (1990) notes, ‘concerns for society’s long-term interests’. Examples include the ‘enlightened capitalism’ of The Body Shop, the No Sweat labelling of clothing, and a campaign by retailers to promote the sale of apparel from suppliers who have provided acceptable conditions of employment. Societal marketing practices may also include areas of social responsibility, cause-related marketing (CRM) (where a firm donates money to a cause in return for purchasing its products and services) or the inclusion of environmental concerns in a business strategy (Shultz & Holbrook 1999). Schwartz (1971) views the societal marketing concept in the following manner:

like the marketing concept, the societal concept of marketing recognises profits as a major business motive and counsels firms to market goods and services that will satisfy consumers under circumstances that are fair to consumers and that enable them to make intelligent purchase decisions, and counsels firms to avoid marketing practices that have deleterious consequences for society. 
Many businesses resist the societal marketing concept because it demands substantial changes in the conduct of marketing operations without yielding immediate profits. The real alterations to the original concept lie in the addition of the objective of attaining long-run consumer welfare, which is consistent with the long-term goal of profitability, as stated by Kotler (1972). This is not a duplication, but rather a new and important orientation for the firm.
6. Change management. A number of enterprises – large (HIH Insurance), medium (One.Tel, Impulse Airlines, Ansett Airlines) and small - have achieved notoriety by their spectacular failures. There seems to be a number of reasons, including systems failure and management failure. Using such sources as the financial press and magazines, identify how marketing may or may not contribute to such failures and to other difficulties that businesses are experiencing. (Learning Objective 5) (AACSB: Communication; Reflective Thinking)
Suggestion: Student responses will vary, as different companies may be researched by each student. Some possible reasons for corporate failure do involve bad marketing decisions, such as the following:

· Impulse Airlines offered discount tickets only online, so that it alienated travel agents who were a major retail channel.

· One-Tel used a ‘growth at all costs’ strategy. The firm signed up people on mobile phone contracts with a bad credit history (partly because of bonuses paid to the company by Optus to do so), and also had a poor billing service. Its mobile network used other carriers (roaming) so it faced increased costs.

· HIH, like One-Tel, had a ‘growth at all costs’ strategy and offered very expensive and risky insurance policies for lower fees. It eventually found the cost of reinsurance could not be met. It also made some questionable acquisitions of other insurance companies.

Critical Thinking Exercises 
1. Form a small group of three or four fellow students. Discuss a need or want you have that is not adequately satisfied by any offerings currently in the marketplace. Think of a product or service that will satisfy that need or want. Describe how you will differentiate and position your offering in the marketplace and develop the marketing program for your offering. Present your ideas to the other groups. Leaning Objective 2) (AACSB: Communication; Reflective Thinking)
Suggestion: Students will come up with many and varied ideas. Get the other groups to ask probing questions so that the students with the ideas have to defend them.

2. Consider a product that you use or a retailer where you shop frequently. Estimate how much you are worth to the retailer or manufacturer of the brand you prefer if you remain loyal to that marketer for the rest of your life (your customer lifetime value). What factors should you consider when deriving an estimate of your lifetime value to the company? How can the company increase your lifetime value? (Learning Objective 4) (AACSB: Communication; Reflective Thinking)
Answer: How much are you worth to a given company if you continue to purchase its brand for the rest of your life? Many marketers are grappling with that question, but it’s not easy to measure. Calculating customer lifetime value can be very complicated. Intuitively, however, it can be a fairly simple net present value calculation. To determine a basic customer lifetime value, each stream of profit is discounted back to its present value (PV) and then summed. The basic equation for calculating net present value (NPV) is: 
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where:

t - time of the cash flow

N - total customer lifetime

r - discount rate 
Ct - net cashflow (the profit) at time t. (The initial cost of acquiring a customer would be a negative profit at time 0.)
NPV can be calculated easily on most financial calculators or by using one of the calculators available on the internet, such as the one found at <http://www.investopedia.com/calculator/NetPresentValue.aspx>. 
For more discussion of the financial and quantitative implications of marketing decisions, see Appendix 1: Marketing Metrics Spotlights.
3.
In a small group, create a presentation about careers in marketing. Search the internet for information regarding the different career options available in marketing, and the skills, education and experience necessary to advance in the field of marketing. Then select a company and describe the marketing career opportunities available there. (Learning Objective 1 – 4) (AACSB: Communication; Reflective Thinking) 
Suggestion: Students’ responses will vary. This is an exercise that most students find interesting and insightful. Some may research firms where family members work; some may research the organisation that produces a favourite product or service. 
Mini Case 1.1 – Publishing: To unbundle the app or not? 
1. Thinking about your own reading habits, do you still read print versions of newspapers and magazines? Why or why not? (Learning Objective 1, 2 and 4) (AACSB: Communication; Use of IT; Reflective Thinking)
Answer: Anecdotally, most students get their news online but some may still read print versions. The reasons for this will vary, but most will say that the online versions are easier to access and more convenient.
2. Do you think that the strategy adopted by The Economist reflects the needs, wants and demands of readers? (Learning Objective 1, 2 and 5) (AACSB: Communication; Reflective Thinking)
Answer: The Economist seems to be taking an odd position that is the antithesis of the marketing concept. Most people will believe that it is cheaper to produce the online version than the printed version, so the cost cannot be justified. 


Mini Case 1.2 –Apple and Adobe Flash clash: Customer-driven? 
1. Does Apple appear to embrace the marketing concept? (Learning Objective 3, 4 and 5) (AACSB: Communication; Use of IT; Reflective Thinking; Technology)
Answer: Apple appears in this instance to be operating under the product concept, ‘We will tell what is best for you’ rather than operating under a marketing concept. However, it can be argued that the iPhone was developed by listening to what customers wanted. Let the discussion begin!
2. Research the controversy surrounding this issue and debate whether Apple did the right thing for its customers by not including the ubiquitous Adobe Flash software on Apple’s products. If there a way around the dilemma for those wanting to watch Flash movies and play Flash games on their iPhones? (Learning Objective 1 and 5) (AACSB: Communication; Reflective Thinking)
Following is the official version: <https://www.apple.com/hotnews/thoughts-on-flash>.
Also included is a link to the WikiLeaks version: <https://wikileaks.org/wiki/Why_Apple_Won't_Allow_Adobe_Flash_on_iPhone>.
Mini Case 1.3 – Transport for NSW: Customer Satisfaction Index 
1. Do you think that each of the satisfaction parameters mentioned (e.g. timeliness) would be of equal importance to customers? If not, how would you calculate an overall CSI for Transport for NSW, taking account of such differences? (Learning Objectives 2 and 3) (AACSB: Communication; Reflective Thinking; Sustainability)
Answer: Most students will have differing opinion but should be able to calculate the overall CSI. They may come up with an alternative view and then a debate may ensue.
2. Might there be differences in the importance level for each parameter by transport mode? If so, how would you calculate an overall CSI for Transport for NSW, taking account of such differences? (Learning Objective 2 and 3) (AACSB: Communication; Reflective Thinking)
Answer: Students will discuss various transport modes and apply parameters such as timeliness, comfort, etc. to them 
Ethical Reflection 1.4 – The Security of Customer Details 
What are your views concerning the proposed marketing research? (AACSB: Communication; Ethical Reasoning; Reflective Thinking)

Answer: Overall, the best option is for Barry Bright to contact the members himself, informing them of the web form and asking their permission. Whether such actions are in breach of the Privacy Act or not, respondents should also be asked first if they would like to be contacted and whether they have specifically requested that their details be confidential. It would also be important for Barry to check whether FastAsk is a member of the Market Research Society of Australia. Its code of professional behaviour prohibits respondents’ identities being disclosed without their consent (see <http://www.amsrs.com.au/professional-standards/amsrs-code-of-professional-behaviour>). Even if FastAsk is not a member of the Market Research Society of Australia, the website shows what constitutes acceptable professional behaviour in this area.

As several members have specifically asked that their details not be released to a third party, sending to a complete list to the research company that included these members would also constitute a breach of their privacy. It may be argued, though, that none of the club’s members have asked to be contacted in such a way. Some may argue that members’ agreement to be contacted is implicit when they give their contact details to the club. However, the Privacy Act covers the use of such information for purposes other than that for which it was collected; see NPP principles 1 and 2 at <http://www.oaic.gov.au/privacy/privacy-act/australian-privacy-principles>.

FastAsk also needs to comply with the principle of collection under the Privacy Act. Following Principle 1.1 of the Act, it is arguable that the email list from Barry Bright is ‘necessary for one or more of its [FastAsk] functions or activities’. Some students may state the affirmative, arguing that the initial contact should be part of their research task. Other students may state the negative, arguing that there is no need for FastAsk to make the initial contact as Barry Bright could easily inform club members of the web form and its location.

The Mighty Emus club also needs to comply with the principle of use and disclosure under the Privacy Act (see <http://www.oaic.gov.au>). The specific page accessed for this following information is <http://www.oaic.gov.au/privacy/privacy-act/australian-privacy-principles>). Following Principle 2.1 of the Act, as the information was not initially collected (we assume) for research purposes there are limited conditions under which the club can now use this information for such purposes. If students do argue that the research fits one of the criteria they will need to state why. Part (c) of Principle 2.1 has the most application to this case (information is not sensitive and is used for direct marketing purposes).

The email invitations by FastAsk may also constitute spamming – an inappropriate attempt to use a mailing list, USENET or other networked communications facility as if it were a broadcast medium (which it is not) by sending the same message to a large number of people who didn’t ask for it. Under the Spam Act (2003), a message will be considered ‘unsolicited’ where the recipient has not consented to the sending of the message. The concept of ‘consent’ is addressed in detail in the Act and includes express consent as well as consent inferred from the conduct or relationships of the recipient (such as existing business relationships). Generally, mere publication of an electronic address will not amount to consent, except in some circumstances where a relevant message is sent to a person’s conspicuously published work-related electronic address. 

Civil penalties under the Act will be assessed according to a sliding scale for repeat offenders. An individual could be liable for up to a total of $44 000 for contraventions on a single day, while an organisation could be fined up to $220 000 in a day. Offenders with a prior record will be penalised up to a maximum of $220 000 for each day of spamming by an individual, and $1.1 million per day for organisations.
Students will have different points of view, but their answers should be based on the guidelines of the Act. It would be interesting to see if these views differed among students from overseas, particularly Singapore and China where there is likely to be different legislation and difficult codes of conduct on this matter. Differing cultural values in these societies may also mean that the lecturer gets a different response from what he/she would expect from Australian students.

Class Activity
Customer relationships are the heart of the chapter and the entire text. Spend 15 minutes discussing this topic, and use examples that the students will appreciate. 
Suggestion: Discussing the difference between the relationships they have with their hairdresser and their relationship with an internet merchant such as Amazon (see <http://www.amazon.com>) can drive home the importance of holding onto good customers. Students will also be well aware of frequency marketing programs, and examples of these will also be beneficial.
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