MAR 6815 Marketing Management

Lecture #2

Chapter 3: Building Customer Satisfaction, Value and Retention

This lecture is intended to accompany Chapter 2 of your text.  You are also expected to read the article by McKenna “Marketing is Everything.”  The lecture is intended to supplement not supplant the material in your textbook. Therefore, the lecture will cover some, but not all of the materials in your book.


In this lecture we will examine some additional concepts that are critical to the full understanding of marketing.  Among the concepts examined in this lecture are:

· What is value?

· What is customer satisfaction?

· How can customer satisfaction be measured?

· How is customer satisfaction produced and delivered?

· Why is it important for a marketer to attract and retain customers?

· What is Total Quality Management (TQM)?

· How can marketers practice TQM?

What is Value?

From the perspective of the customer, value is the benefit derived from a product. Economics argue that products have two types of value:

1) Value in use – benefits obtained from using a product

2) Value in exchange – benefits obtained from giving the product to someone and getting something in return.


It is important to note that value in exchange is seldom equal to value in exchange.  For example, the air and water we drink are essential to living.  They are of very high value (benefit) in use.  However, we do not pay much for either air or water.  A 10 carrot diamond, however, is of little value in use (except maybe to adorn a ring) – yet the diamond is of very high value in exchange.  The same is true of the Mona Lisa!  


From the customer’s perspective, Value is the difference between benefits and costs.  If benefits exceed costs the customer feel good (positive value).  If costs exceed value the customer does not perceive that she/he got a “value” (negative value).

Satisfaction

When value is greater than costs the customer feels good about the exchange and is likely to perceived that she/he is satisfied.   What is satisfaction?

Satisfaction: feeling of pleasure or disappointment derived from using a product and having it perform (or not perform) as expected.


When a consumer buys a product she/he has a perceived expectation about the benefits that will be derived from the product.  When the person use the product she compares the performance of the product against perceived expectations and satisfaction or dissatisfaction is the result of the comparison.  If

1) Performance ( Expectations then the customer is satisfied (the product performed as expected or better than expected).

2) Performance ( Expectation then the customer is dissatisfied (the product performed lower than expected).

This analysis shows that two factors are critical to the determination of satisfaction (1) Perceived expectation – the benefits the customer expects to derive from the product, and (2) Performance – customer perception of how the product performed.  While firms seek to create customer satisfaction, they do not try to maximize satisfaction.  At a certain point on the cost curve, it becomes too expensive for the firm to try to increase satisfaction.  So, how much satisfaction should the firm supply?  The answer is simple, the firm should supply as much satisfaction as the customer is willing to pay for.  For example, if I am willing to bag my own groceries, then the firm should charge a lower price and let me do my own bagging.  However, if they charge regular prices, I should not be expected to bag my own groceries.

Measuring Customer Satisfaction


Customer satisfaction is the difference between perceived performance and customer expectation.  Therefore, to measure customer satisfaction the firms needs two pieces of information (1) customer expectation about they benefits to be derived from the product, before they use the product, and (2) customer perception of product performance, after they have used the product.  If performance is equal to or exceeds expectation then the customer is said to be satisfied.  If expectation is greater than performance then the customer is not satisfied.  This method of determining customer satisfaction is called the “dysconfirmation of expectation” model.  The firm can also measure customer satisfaction by asking, “how satisfied are you with the product?”  This “global” measure of performance is not thought to be as reliable as the dysconfirmation of expectation model.

Value Chain

Firms are really made up of a set of activities aimed to providing customer satisfaction.  Porter (1985) called these items the Value Chain.  The identified nine (9) value-creating activities as follows:


Primary Activities:

1. Inbound logistics

2. Operations

3. Outbound logistics

4. Marketing and Sales

5. Service

Support Activities:
6. Procurement

7. Technology Development

8. Human resource Management

9. Infrastructure of the Firm

The success of the firm depends upon how well it does each of these items and how well the departments are coordinated.  Porter suggest that overall success is possible if emphasis is placed on the management of the core business processes (new product development, inventory management, getting and retaining customers, customer service, marketing activities).  The firm can also be strengthened if it has a superior supply chain (suppliers and distributors network).

Attracting and Retaining Customers


Attracting and keeping customers is essential to the profitability of the firm.   Attracting new customer entails developing and qualifying leads to convert prospects into customers.  Beyond the sale, the firm must work to keep its customers.  It is generally less expensive to keep existing customers that to develop a new customer.  Research indicates that it can cause up to 5 times more to acquire a new customer than it costs to keep an existing customer.  Satisfied customers stay longer, are more loyal, buy more, provides positive word of mouth, pays less attention to your competitors or other brands, provide improvement ideas to the firm, and cost less to serve.  Loosing a customer can be very expensive.  All customers represent a stream of future earnings.   Hence, when the firm looses a customer, the person represents not only today’s lost sales but also the lost sales for all future periods.  The marketer should compute and pay attention to the cost of lost customers.  For example:


Annual sales to customer

$6,000


Average number of years

x5


Profit margin



x .10


Customer lifetime value to the firm
$3,000 (compare with the cost of a new customer).
Total Quality Management (TQM)

TQM is an approach to that calls for continuous improvement in the firms processes, products, and services.  Since new products and processes are always being introduced, firms must continuously seek to improve quality, products, services, etc. in order to stay current and profitable.  Total quality is key to value creation and customer satisfaction and it is an essential element of marketing.  As indicated by McKenna (19xx), within the firm, marketing is everyone’s business.

