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L i Obj tiLearning Objectives:

 Understand what are customer value, satisfaction, 
loyalty, and how can companies deliver themy y, p

 Understand what is the lifetime value of customers and 
how marketers can maximize it. 

 Understand how companies are able to cultivate strong 
customer relationships

 Understand how companies can both attract and retain 
customers

 Understand what is database marketing
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Peppers and Rogers on 
“ ti t l lt ”“creating customer loyalty”

The only value your company will ever create is the 
value that comes from customers—the ones you y
have now and the ones you will have in the future.

B i d b tti k i dBusinesses succeed by getting, keeping, and 
growing customers. Customers are the only reason 
you build factories hire employees scheduleyou build factories, hire employees, schedule 
meetings, lay fiber-optic lines, or engage in any 
business activity. y

Without customers, you don’t have a business
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Building Customer Value, 
S ti f ti & L ltSatisfaction & Loyalty

 Customers are value-maximizers
 Form value expectation & act on it 
 Buy from firm perceived to offer highest Buy from firm perceived to offer highest 

customer delivered value, defined as

total customer value - total customer cost
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Figure 5.1   Traditional Organization versus
Modern Customer-Oriented Company Organizationp y g
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Building Customer Value, Satisfaction & 
Loyalty - Customer Perceived Value

 Customer perceived value (CPV) Customer perceived value (CPV)
 difference of benefits & costs of offering & 

i d lt tiperceived alternatives
 Total customer value

 perceived monetary value of economic, 
functional & psychological benefits p y g
expected from offering

 Total customer cost Total customer cost
 costs to obtain & use offering, including 

monetary time energy & psychic costs
5-7

monetary, time, energy & psychic costs
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C d ti V l A l iConducting Value Analysis

 Managers conduct a customer value analysis to reveal the 
company’s strengths and weaknesses relative to those of 
competitors. These steps are to help:competitors. These steps are to help: 
 Identify the major attributes and benefits that customers 

value. 
 Assess the quantitative importance of the different 

attributes and benefits. 
A th ’ d tit ’ f Asses the company’s and competitor’s performances on 
the different customer values against their rated 
importance.p

 Examine how customers rate the company against 
major competitors on individual attributes or benefits.
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 Monitor customer values over time
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Figure 5.2: Determinants Of Customer Delivered 

Value
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Ch i d I li tiChoices and Implications

1. Seller finds total value & cost of 
competitor’s offer in buyer’s mindcompetitor s offer in buyer s mind

2. Seller, at customer perceived value p
disadvantage, can increase value or 
d tdecrease cost
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Delivering High Customer Value
 The value proposition consists of the 

whole cluster of benefits the company p y
promises to deliver, it is more than the 
core positioning of the offeringcore positioning of the offering. 

 The value-delivery system includes all 
the experiences the customer will have 
on the way to obtaining and using the y g g
offering.                                               
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Customer Satisfaction
1. Satisfaction is a person’s feeling of 

pleasure or disappointment resulting p pp g
from comparing a product’s perceived 
performance (or outcome) in relation toperformance (or outcome) in relation to 
his or her expectations.

’2. A customer’s decision to be loyal or to 
defect is the sum or many small y
encounters with the company. 

5-125-12Copyright © 2009 Pearson Education South Asia Pte Ltd



T ki C t S ti f tiTracking Customer Satisfaction
 Companies can monitor the customer loss rate 

and contact customers who have stopped buying 
d l h thi h dand learn why this happened.

 Companies can hire mystery shoppers to pose a 
t ti l b d t t d kpotential buyers and report on strong and weak 

points experienced in buying the company’s and 
competitor’s productscompetitor s products. 

 In addition to tracking customer value expectations 
and satisfaction companies need to monitor theirand satisfaction, companies need to monitor their 
competitor’s performance in these areas as well.

5-135-13Copyright © 2009 Pearson Education South Asia Pte Ltd



Recovering Customer 
Goodwill

1. Set up a 7-day, 24-hour toll-free “hotline” (by phone, fax, or email) 
to receive and act on customer complaints.

2. Contact the complaining customer as quickly as possible. The 
slower the company is to respond, the more dissatisfaction may 

d l d t ti d f thgrow and lead to negative word of mouth.

3. Accept responsibility for the customer’s disappointment. Never 
ever blame the customer.

4. Use customer-service people who are empathetic.p p p

5. Resolve the complaint swiftly and to the customer’s satisfaction. 
Some complaining customers are not looking for compensation so
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Some complaining customers are not looking for compensation so 
much as a sign that the company cares.



Product and Service Quality
 Satisfaction will also depend on product and 

service quality.        
 Quality is the totality of features and 

characteristics of a product or service that 
relies on its ability to satisfy stated or 
implied needs.

 Impact of Quality
 Product and service quality customer Product and service quality, customer 

satisfaction, and company profitability are 
intimately connected
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intimately connected. 
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Building Customer Value, Satisfaction & 
L lt P d t & S i Q litLoyalty- Product & Service Quality

Quality
Totality of product/service features & its ability toTotality of product/service features & its ability to 

satisfy stated/implied needs

 Conformance quality & performance quality 
 Eg: Lexus higher performance quality than Hyundai
 Same conformance quality if deliver promised quality

 Total quality key to value & customer Total quality key to value & customer 
satisfaction
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Building Customer Value, Satisfaction &Building Customer Value, Satisfaction & 
Loyalty - Total Quality Management

Total Quality Management (TQM)

is an organization-wide approach 

to improve quality ofto improve quality of

all processes, products & servicesp , p
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Marketers role in ensuring 
Q litQuality

A) Correctly identifying the customers’ need and 
requirementsrequirements

B) Communicating customer expectations
C) Filling customers orders on time and ensure theyC) Filling customers orders on time and ensure they 

are complete
D) Ensure that customers receive proper training onD) Ensure that customers receive proper training on 

the product
E) Stay in touch with the customer after the salesE) Stay in touch with the customer after the sales
F) Gather ideas for new products or service 

improvements
5-18

improvements
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Maximizing Customer Life Time 
V lValue

Marketing is the art of attracting and keeping        
profitable customers. 

The 80/20 rule states that the top 20 percent of the 
customers may generate as much as 80 percent of thecustomers may generate as much as 80 percent of the 
company’s profits.

Customer Profitability          
A profitable customer is a person, household, or 
company that over time yields a revenue stream thatcompany that over time yields a revenue stream that 
exceeds by an acceptable amount the company’s cost 
stream of attracting, selling, and servicing that 
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C t P tf liCustomer Portfolios

 Marketers are recognizing the need to 
manage customer portfolios made up ofmanage customer portfolios, made up of 
different groups of customers. These 
customers are defined in terms of loyalty, 
profitability, and other factors. p y
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C t P fit bilit A l iCustomer Profitability Analysis

 Customer profitability analysis (CPA) is best 
conducted with the tools of an accounting 
technique called Activity-Based Costing (ABC).
 Platinum customers (most profitable).( )
 Gold customers (profitable).
 Iron customers (low profitability but Iron customers (low profitability but 

desirable).
Lead customers (unprofitable and Lead customers (unprofitable and 
undesirable).
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C titi Ad tCompetitive Advantage

Company’s ability to perform in ways that 
competitors cannotcompetitors cannot

 Be seen by customers as customer advantage
 Customer sees value & satisfied repeat Customer - sees value & satisfied - repeat 

purchases - company profits
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Measuring Customer Lifetime 
V lValues

 Customer Lifetime Value (CLV) describes the 
net present value of the stream of future profitsnet present value of the stream of future profits 
expected over the customer’s lifetime 
purchasespurchases. 

CLV l l ti id f l CLV calculations provide a formal 
quantitative framework for planning 

t i t t d h l k tcustomer investment and helps marketers 
to adopt a long-term perspective.
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See Marketing Memo on 
M i CLVMeasuring CLV
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The Marketing Memo –
l l ti CLVcalculating CLV
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Cultivating Customer 
R l ti hiRelationships

 Maximizing customer value means cultivating 
long-term customer relationships. 
 Companies are moving to more precision 

marketing designed to build strongmarketing designed to build strong 
customer relationships.

 Mass customization is the ability of a Mass customization is the ability of a 
company to meet each customer’s 
requirements—to prepare on a mass basisrequirements—to prepare on a mass basis 
individually designed products, services, 
programs and communications
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programs, and communications.
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Customer Relationship 
M tManagement

 Customer relationship management 
(CRM) is the process of managing(CRM) is the process of managing 
detailed information about individual 
customers and carefully managing all 
customer “touch points” to maximize p
customer loyalty. 
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Four step framework for One-
t O M k tito-One Marketing:

1. Identify your prospect and customers
2 Differentiate customers in terms of their2. Differentiate customers in terms of their 

needs and their value to your company
I t t ith i di id l t t3. Interact with individual customers to 
improve your knowledge about their 
i di id l d d t b ild tindividual needs and to build strong 
relationships.

4. Customize products, service, and 
messages to each customer.

5-305-30Copyright © 2009 Pearson Education South Asia Pte Ltd



Increasing the Value of the 
C t BCustomer Base

1. Reducing the rate of customer defection.
2. Increasing the longevity of the customer g g y

relationship.
3. Enhancing the growth potential of each3. Enhancing the growth potential of each 

customer through “share-of-wallet, cross-
selling, and up-selling.”selling, and up selling.

4. Making low-profit customers more profitable or 
terminating themterminating them.

5. Focusing disproportionate effort on high-value 
customers
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customers.
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Attracting and Retaining 
C tCustomers

 Companies seeking to expand profits and sales 
have to spend considerable time and resources p
searching for new customers.
 Suspects are people or organizations that 

might conceivably have an interest in buying 
but many not have the means or real intention 
to buyto buy.

 Prospects—customers with the motivation, 
ability and opportunity to make a purchaseability, and opportunity to make a purchase.

 Customer churn—high customer defection.
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R d i D f tiReducing Defection

 The company must define and 
measure its retention ratemeasure its retention rate.

 The company must distinguish the 
cause of customer attrition and identifycause of customer attrition and identify 
those that can be managed better.
Th d t ti t h The company needs to estimate how 
much profit it loses when it loses 

tcustomers.
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Figure 5 5:Figure 5.5: 
The 
CCustomer 
Development p
Process

5-34Copyright © 2009 Pearson Education South Asia Pte Ltd 5-34



Importance of Customer 
R t tiRetention:

1. Acquiring new customers can cost five times more than 
the costs involved in satisfying and retaining current 

t It i t d l f ff t t i dcustomers. It requires a great deal of effort to induce 
satisfied customers to switch away from their current 
supplierssuppliers.

2. The average company loses 10 percent of its customers 
each year.eac yea

3. A 5 percent reduction in the customer defection rate can 
increase profits by 25 percent to 85 percent, depending p y p p p g
on the industry.

4. The customer profit rate tends to increase over the life of 
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the retained customer.
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B ildi L ltBuilding Loyalty

 Four important types of marketing 
activities that build customer loyalty andactivities that build customer loyalty and 
retention:
1. Interacting with customers
2. Developing loyalty programsp g y y p g
3. Personalizing marketing
4 Creating institutional ties4. Creating institutional ties
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I t ti ith tInteracting with customers

 Listening to customers
M k ti M C ti t Marketing Memo: Creating customer 
evangelists

 A customer evangelist not only buys a 
company’s product but believes in themcompany s product but believes in them 
so much that she is completed to spread 
th d d l t il it f i dthe word and voluntarily recruit friends 
and family. 
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D l i l lt b fitDeveloping loyalty benefits

 Two customer loyalty programs that 
companies can offer are frequency programs 
and club marketing programs. 
 Frequency programs (FPs) Frequency programs (FPs)
 FPs – reward for frequent & substantial 

buysbuys
 Club membership programs
 Club membership - open to everyone, 

group or those who pay a fee
5-39
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P li i M k tiPersonalizing Marketing

 Company personnel can create strong bonds 
with customers by individualizing andwith customers by individualizing and 
personalizing relationships.

 Turn customers into clients Turn customers into clients 
Customers may be nameless to the institution; clients 

t b l C t d t f thcannot be nameless. Customers are served as part of the 
mass or as part of larger segments; clients are served on 
an individual basis. Customers are served by anyone who 
happens to be available; clients are served by thehappens to be available; clients are served by the 
professional assigned to them
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C ti I tit ti l TiCreating Institutional Ties

 Providing software, special computer 
links or hardware to customers to helplinks or hardware to customers to help 
them manage key functions adds to 
retaining customers. 
Example Nestlé in AsiaExample Nestlé in Asia
 Support retailers

 Help in inventory management
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C ti t t l tiCreating structural ties

1. Create long-term contracts
2. Charge lower price to consumers who 

buy larger suppliesbuy larger supplies
3. Turn product into long-term service
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C t D t bCustomer Database

 A customer database is an organized 
collection of comprehensive information co ect o o co p e e s e o at o
about individual customers or prospects 
that is current, accessible, and actionable, , , ,
for such marketing purposes as lead 
generation, lead qualification, sale of a g , q ,
product or service, or maintenance of 
customer relationships.  p
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D t b M k tiDatabase Marketing

 Database marketing is the process of 
building maintaining and usingbuilding, maintaining, and using 
customer databases and other 
databases for the purpose of contacting, 
transacting, and building customer g g
relationships
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What a customer database should be:

 Customer databases are not customer 
mailing listsmailing lists.
 A customer mailing list is simply a set of names, 

addresses, and telephone numbers.
 Ideally, a customer database contains the 

consumer’s past purchases, demographics, 
income family members psychographicsincome, family members, psychographics, 
mediagraphics and other useful information.

 A business database would contain business 
t ’ t h t l i dcustomers’ past purchases, past volumes, prices and 

profits, buyer team members’ names, and other useful 
information.
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D t W h d D t Mi iData Warehouses and Data Mining

Data warehouse: Organized collected data

Data Mining:
 Extract information on individuals & 

trendstrends

 Statistical & mathematical techniquesq

 Cluster analysis & neural networking
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D t b d i 5 :Data bases are used in 5 ways:

1. To identify prospects.
To decide which customers should2. To decide which customers should 
receive a particular offer.

3. To deepen customer loyalty.
4 To reactivate customer purchases4. To reactivate customer purchases.
5. To avoid serious customer mistakes 
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P bl i i CRMProblems in using CRM

4 problems in using CRM:
FIRST  PROBLEM:
 Build & maintain database Build & maintain database
 Large technology investment & skilled staff
 Difficult to collect right data
 Problem worse in Asia Problem worse in Asia

 At least 4 major differences in nature of customer 
relationships compared to the West
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relationships compared to the West
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4 differences in Asia compared to 
th W tthe West

1. Language preference - complex but important
2. Identify by name - challenge - racially diverse
3. Some jurisdictions allow > 1 marriagej g
 Wealthy males >1 address - intricate 

arrangementsarrangements
4. Bias against flaunting wealth

R l t t d l t t t Reluctance to declare to strangers, government
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P bl f i CRMProblems of using CRM

SECOND PROBLEM:

Diffi lt t t ll t b t i t d Difficult to get all to be customer-oriented
THIRD PROBLEM:

 Not all want relationship with company
 May resent company has personal information May resent company has personal information
FOURTH PROBLEM:

 Assumptions behind CRM - not always true
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P il f CRMPerils of CRM

 Implementing CRM before 
creating a customer strategycreating a customer strategy.

 Rolling out CRM before 
changing organization to match.

 Assuming more CRM Assuming more CRM 
technology is better.

 Stalking, not wooing customers.

5-52



T k P itiTake a Position

1. Privacy is a bigger issue in the online 
world than the offline world versusworld than the offline world versus 
privacy is no different online than offline. 

2. Consumers on the whole receive more 
benefit than risk from marketersbenefit than risk from marketers 
knowing their personal information.
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