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Chapter

Marketing: Creating and capturing
customer value

You are beginning a journey into the science and practice of marketing — a journey that is both exciting
and vital in the preparation for the career that awaits you. In this chapter, we start with the question,
‘What is marketing?’. Simply put, marketing is managing profitable customer relationships. The aim
of marketing is to create value for customers and to capture value from customers in return. We start
with a definition of marketing before proceeding to discuss the five steps in the marketing process —
from understanding customer needs, to designing customer-driven marketing strategies and integrated
marketing programs, to building customer relationships and capturing value for the firm, as shown in
Figure 1.1. Finally, we discuss the major trends and forces affecting marketing in this age of customer
relationships. Understanding these basic concepts, and forming your own ideas about what they really
mean to you, will give you a solid foundation for all that follows.

As you start this chapter, we suggest you pay close attention to the visual representation on the next
page, which is designed to give you a ‘helicopter’ view of the main concepts covered. You will find such a

visual representation, or concept map, at the start of each chapter.

Learning Objective | Define marketing, and outline the steps in the marketing process.

What is marketing? pp. 4-5

Learning
Objectives

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

Understanding the marketplace and customer needs pp. 5-9

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

Designing a customer-driven marketing strategy pp. 9-13
Preparing an integrated marketing plan and program pp. [3—15

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

Engaging customers and managing customer relationships pp. /5—/8
Capturing value from customers pp. 18-21

Learning Objective 5 Describe the major trends and forces that are changing the marketing

landscape in this age of relationships.
The changing marketing landscape pp. 2/-28
So, what is marketing? Pulling it all together pp. 28-30
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Il What is marketing?

Marketing, more than any other business function, deals with customers. Although we will soon explore
more-detailed definitions of marketing, perhaps the simplest definition is this one: Marketing is engaging
customers and managing profitable customer relationships. The twofold goal of marketing is to attract new
customers by promising superior value, and to keep and grow current customers by delivering satisfaction.

Marketing comes to you in traditional forms, such as the products you see on supermarket shelves and
in the windows of shopping-centre boutiques, as well as in the advertising you see and hear in newspapers
and magazines, and on television and radio. However, in recent years, marketers have adopted a host of
new marketing approaches, using everything from imaginative websites and social networks to smartphone
apps. These new approaches do more than just blast out messages to the masses. They reach you directly
and personally. Today’s marketers want to become a part of your life and enrich your experiences with their
brands - to help you engage with their brands.

When we examine successful marketing organisations, we see that many factors contribute to making a
business or other organisational type successful. These factors include great strategy, dedicated employees,
good information systems and excellent implementation, among others. However, today’s successful
organisations have one thing in common - they have a strong market orientation, which means they
are focused on their customers, their competitors and their profits (or surpluses in the case of those not
operating for profit), and they have a commitment to sharing this marketing information with all parts of
the organisation.! These organisations share an absolute dedication to understanding and satisfying the
needs of customers in well-defined target markets. They motivate everyone in the organisation to produce
superior value for their customers, leading to high levels of customer satisfaction.

At home, at school, where you work and where you play, you see marketing in almost everything you
do. Yet, there is much more to marketing than meets the consumer’s casual eye. Behind it all is a massive
network of people, technologies and activities competing for your attention and purchases.

"This book will give you a complete introduction to the basic concepts and practices of today’s marketing.
In this chapter, we begin by defining marketing and the marketing process.

Marketing defined

What is marketing? Many people think of marketing as only selling and advertising. We are bombarded
every day with television commercials, catalogues, spiels from salespeople and online pitches. However,
selling and advertising are but the tip of the marketing iceberg.

"Today, marketing must be understood not in the old sense of making a sale — ‘telling and selling’ - but
in the new sense of satisfying customer needs. If the marketer engages consumers effectively, understands
their needs, develops products that provide superior customer value, and prices, distributes and promotes
them well, these products will sell easily. In fact, according to management guru Peter Drucker, “The aim
of marketing is to make selling unnecessary.”

Selling and advertising are only a part of a larger marketing mix — a set of marketing tools that work
together to engage customers, satisfy customer needs and build customer relationships.

Broadly defined, marketing is a social and managerial process by which individuals and organisations

obtain what they need and want through creating and exchanging value with others. In a narrower business
marketing
The process by which
marketing organisations
engage customers, customer relationships and create customer value in order to capture value from customers in return.’
build strong customer
relationships and create | he marketing process
customer value in order

to capture value from o ]
customers in return. organisations uncover knowledge about consumers, create customer value and build strong customer

context, marketing involves building profitable, value-laden exchange relationships with customers. Hence,
we define marketing as the process by which marketing organisations engage customers, build strong

Figure 1.1 presents a simple five-step model of the marketing process. In the first four steps, marketing
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Figure 1.1 A simple model of the marketing process

relationships. In the final step, companies reap the rewards of creating superior customer value. By creating
value for consumers, companies, in turn, capture value from consumers in the form of sales, profits and
long-term customer equity.

In this chapter, we begin to examine the steps in this model of the marketing process. We review
each step but focus more on the customer relationship management steps — understanding customers,
building customer relationships and capturing value from customers.

Il Understanding the marketplace and
customer needs

As a first step, marketers need to understand customer needs, wants and demands, and the marketplace
within which they operate. We now examine five core customer and marketplace concepts: (1) customer
needs, wants and demands; (2) market offerings — goods, services and experiences; (3) customer value and satisfaction;
(4) exchanges and relationships; and (5) markets.

Figure 1.2 shows how these core marketing concepts are linked, with each concept building on the
one before. Market offerings are the various product forms we examine in detail in Chapters 7 and 8.
We discuss value, satisfaction and quality throughout the book. We begin our discussion of customer needs,
wants and demands in this chapter, and examine them further in Chapters 4 and 5. The nature of exchange,
transactions, relationships and markets is examined in this chapter and throughout the book.

Customer needs, wants and demands
The most basic concept underlying marketing is that of human needs. Human needs are states of felt  needs
deprivation. Humans have many complex needs. These include basic physical needs for food, clothing, ~ States of felt
warmth and safety; social needs for belonging and affection; and individual needs for knowledge and deprivation.
self-expression. While marketers may stimulate these needs, they do not create them for they are a basic
part of human makeup.

Wants are the form taken by human needs as they are shaped by culture and individual personality. ~ wants

A hungry person in Australia, Singapore or Hong Kong might want a rice or noodle dish for a quick lunch, The form human needs
take, as shaped by
Ny . . . ) i culture and individual
beans. Wants are described in terms of objects that will satisfy needs. As a society evolves, the wants of its  personality.

accompanied by green tea. A hungry person in the South Pacific might want mangoes, suckling pig and

members expand. As people are exposed to more objects that arouse their interest and desire, producers try
to provide more want-satisfying goods and services.
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Needs, wants

and demands Market offerings

CORE MARKETING CONCEPTS

Value,
satisfaction

\ / and quality
%\ Exchange, A/@

Markets

transactions and
relationships

Figure 1.2 Five core customer and marketplace concepts

People have almost unlimited wants but limited resources. Thus, they want to choose products that

provide the most value and satisfaction for their money. When backed by buying power, wants become

demands demands. A simple way to look at needs, wants and demands is that a person needs water to survive (thirst).
Human wants that are The person may want a carbonated beverage to satisfy his or her thirst. If the person has the resources, he or
backed by buying power. she may demand a particular brand of carbonated beverage, such as Coca-Cola, Pepsi or another local brand.
Outstanding marketers, whether profit-oriented companies, citizen-focused government or not-for-
profit organisations, go to great lengths to learn about and understand their customers’ needs, wants and
demands. They conduct qualitative research, such as small focus groups and customer clinics, to ascertain if
there are unmet needs, wants and demands. They conduct quantitative research on a larger scale to ascertain
the magnitude of the unmet needs, wants and demands. They seek customer insights when they examine
their databases for patterns hidden in purchase data, customer complaints, inquiries, warranty claims
and service performance data. They train salespeople and other frontline personnel to be on the lookout
for unfulfilled customer needs. They observe customers using their own and competing products, and
interview them in depth about their likes and dislikes. They conduct consumer research, analyse mountains
of customer data and observe customers as they shop and interact, offline and online. Understanding
customer needs, wants and demands in detail provides important input for designing marketing strategies.

market offering People at all levels of the company — including top management - stay close to customers.*
Some combination . . .
of goods, services, Market offerings: Goods, services and experiences

information or

experiences offered to a
market to satisfy a need
or want. suggests a physical object such as a car, an iPad or a bar of soap. However, the concept of product is not

Consumers’ needs and wants are fulfilled through market offerings — some combination of goods,
services, information or experiences offered to a market to satisfy a need or a want. Usually, the word product
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limited to physical objects; anything capable of satisfying a need
can be called a product. The importance of products that are MADE USING DRAIN CLEANER,

physical objects lies not so much in owning them as in the BATTERY ACID OR EVEN HAIR BLEACH.
benefits they provide. We buy food not to look at, but because it THEN POPPED IN YOUR MOUTH.

ECSTASY. FACE FACTS.

satisfies our hunger. We buy a microwave not to admire its utility,
but because it defrosts or cooks our food.

Marketers often use the expressions goods and services/
experiences to distinguish between products that have physical
form and those that do not — that is, those that are intangible.
However, in Chapter 9 we show that there is a continuum
involved and not a clear-cut dichotomy. Consumers also obtain
benefits through experiences, people, places, organisations,
activities and ideas, and so we call these products, too.
Consumers decide which entertainers to watch at the movies
and on television, which places to visit on holiday, which
organisations to support through contributions and which
ideas to adopt. Thus, the term product covers physical goods,
services, experiences and a variety of other offerings that satisfy
consumers’ needs and wants. If at times the term seems not to
fit, we could substitute words such as satisfier, resource or offer.
In the broadest sense, market offerings also include other

entities, such as persons, places, organisations, information and ideas.

Many sellers make the mistake of paying more attention to Fonhielp;oninformation,
. call 1800 250 015
the attributes of the pl'OdllCtS they offer than to the benefits or visit australia.gov.au/drugs

produced by these products. They see themselves as selling a Product offerings: Social causes are products ... Often

product, rather than providing a solution to a need.  demarketing is involved.
A manufacturer of drill bits may think that the customer wantsa  Department of Health

6 mm drill bit, but what the customer rea/ly wants is a 6 mm hole.

These sellers suffer from marketing myopia.’ They are so

taken with their products that they focus only on existing wants and lose sight of underlying customer ~ marketing myopia
The mistake of paying
more attention to the
specific products a

will, all things being equal, want the new product. company offers than

needs. They forget that a product is only a tool to solve a consumer’s problem and they will have trouble if
anew product comes along that serves the need better or less expensively. The customer with the same need

Smart marketers look beyond the attributes of the products and services they sell. By orchestrating  to the benefits and
experiences produced

several services and products, they create brund experiences for consumers. For example, you do not just
by these products.

watch a V8 Supercar or MotoGP motorcycle race; you immerse yourself in the exhilarating, high-octane
experience that the many on-board mini-cameras now provide.

Customer value and satisfaction

Consumers usually face a broad array of products and services that might satisfy a given need. How do they
choose among these many market offerings? Customers form expectations about the value and satisfaction
that various market offerings will deliver, and buy accordingly. Satisfied customers buy again and tell others
about their good experiences. Dissatisfied customers often switch to competitors and disparage the original
product to others.

Marketers must be careful to set the right level of expectations. If they set expectations too low, they
may satisty those who buy but may fail to attract enough buyers. If they set expectations too high, buyers
will be disappointed. Customer value and customer satisfaction are key building blocks for developing and
managing customer relationships. We revisit these core concepts later in the chapter.
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exchange

The act of obtaining

a desired object from
someone by offering
something in return.

transaction
A trade between two
parties that involves at

least two things of value,

agreed-upon conditions,
and a time and place of
agreement.

market

The set of all actual and
potential buyers of a
product or service.

Exchanges, transactions and relationships

Marketing occurs when people decide to satisfy needs and wants through exchange relationships. Exchange
is the act of obtaining a desired object from someone by offering something in return. In the broadest sense,
the marketer tries to bring about a response to some market offering. The response may be more than
simply buying or trading products and services. A political candidate, for instance, wants votes; a golf club
wants members; an orchestra wants an audience; an online community of practice, such as BimmerPost
(BMW owners), wants subscribers who help each other; and a social action group, such as Amnesty Australia,
wants idea acceptance.

Whereas exchange is the core concept of marketing, a transaction is marketing’s unit of
measurement. A transaction consists of a trade of values between two parties. In a transaction, we must be
able to say that one party gives X to another party and gets Y in return. For example, if you pay $1650 for
a television set to Harvey Norman in Sydney or Singapore, you are engaged in a classic monetary
transaction.

Marketing consists of actions taken to build and maintain desirable exchange relationships with target
audiences involving a product, service, idea or other object. Beyond simply attracting new customers and
creating transactions, the company wants to retain customers and grow their business. Marketers want to
build strong relationships by consistently delivering superior customer value. We expand on the important
concept of managing customer relationships later in this chapter.

Markets

The concepts of exchange and relationships lead to the concept of a market. A market is the set of actual
and potential buyers of a product. These buyers share a particular need or want that can be satisfied through
exchange relationships.

Marketing means managing markets to bring about profitable customer relationships. However,
creating these relationships takes work. Sellers must search for buyers, identify their needs, design good
market offerings, set prices for those offerings, promote them, and store and deliver them. Activities such
as consumer research, product development, communication, distribution, pricing and service are core
marketing activities.

Although we normally think of marketing as being carried out by sellers, buyers also carry out
marketing. Consumers market when they search for products, interact with companies, obtain
information and make their purchases. In fact, today’s digital technologies, from websites and online
social networks to tablets and smartphones, have empowered consumers and made marketing a truly
interactive affair. Thus, in addition to customer relationship management, today’s marketers must also
deal effectively with customer-managed relationships. Marketers are no longer asking only, ‘How can we
reach our customers?’ but also, ‘How can our customers reach us?’ and even, ‘How can our customers
reach each other?”.

Figure 1.3 shows the main elements in a marketing system. Marketing involves serving a market of final
consumers in the face of competitors. The company and competitors research the market and interact with
consumers to understand their needs. They then create and send their market offerings and messages to
consumers, either directly or through marketing intermediaries. All of the parties in the system are affected
by major environmental forces (demographic, economic, physical, technological, political/legal and
social/cultural).

Each party in the system adds value for the next level. In the figure, the arrows represent relationships
that must be developed and managed. Thus, a company’s success at building profitable relationships
depends not only on its own actions but also on how well the entire system serves the needs of final
consumers. Coles Supermarkets cannot fulfil its promise of everyday low prices unless its suppliers provide
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Figure 1.3 Elements of a modern marketing system
merchandise at low costs. And Toyota cannot deliver a high-quality car-ownership experience unless its
dealers provide outstanding sales and service.
Designing a customer-driven
°
marketing strategy
Once marketing management fully understands consumers and the marketplace, it can design a customer-
driven marketing strategy. We define marketing management as the art and science of choosing ~ marketing
target markets and building profitable relationships with them. The marketing manager’s aim is to attract, ~Management

engage, keep and grow target customers by creating, delivering and communicating superior customer
value.

To design a winning marketing strategy, the marketing manager must answer two important questions:
(1) What customers will we serve? (Who is our target market?) and (2) How can we serve these customers best? (What
is our value proposition?). We introduce these aspects of marketing strategy here, and discuss them further in
later chapters.

Selecting customers to serve

Marketing management first decides who the organisation will serve. This is done by examining the various
segments into which the market naturally falls, based on the appropriate factors that can be used to analyse
a market. We discuss this aspect in depth in Chapter 6. Marketers know they cannot serve all customers in
every way with a single market offering. They know it is necessary to select customers they can serve well
and profitably. This may not involve continuously seeking increasing market demand; at times, it may be
necessary to seek fewer customers and reduce demand.

Most people think of marketing management as finding enough customers for the company’s current
output, but this is too limited a view. The organisation has a desired level of demand for its products.
At any point in time there may be no demand, adequate demand, irregular demand or too much demand,
and marketing management must find ways to deal with these different demand states. (See Table 1.1 for
a demand management ready-reckoner.) Marketing management is concerned not only with finding and
increasing demand but also with changing or even reducing it. For example, Uluru (Ayers Rock) might
have too many tourists wanting to climb it, and Daintree National Park in North Queensland can become

The art and science of
choosing target markets
and building profitable
relationships with them.
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