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Chapter 1

Customer-Driven Marketing

.
.
--------------------------------------

.
--------------------------------------

1 i Summarize the ways in which i Outline the basic steps in 7 i Distinguish between buyer
i marketing creates utility. : developing a marketing ¢ behavior and consumer
: : strategy. : behavior.
2 i Explain the marketing
: concept and relate how 5 : Describe the marketing 8 : Discuss the benefits of
: customer satisfaction : research function. : relationship marketing.

3 contributes to added value. :
6 i Identify each of the methods
3 : Desaibe the components of a : available for segmenting
: market and distinguish : consumer and business
i between B28 and B2C i markets.
i marketing. :
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Customers to Companies: “Bring Home the Service!”

The strategy at first seemed to be brilliant: reduce the costs of customer serv-
ice activities by moving them overseas to countries where wages are typically
lower than in the U.S. Since customer service doesn’t directly generate rev-
enues, firms often look for ways to lower its associated expenses. Overseas

workers could be trained to answer customers’ questions in
shifts around the clock, the reasoning went, and no one
would necessarily care where they were located. Dell Inc.
was one of the first U.S. firms to move its call centers to
India. “We put [local hires] through eight weeks of train-
ing—four weeks around accent and culture and another
four weeks around Cell products,” says M. D. Ramaswami,
who helped set up Dell’s
Bangalore call center.
“The biggest challenge
was working on the
accent and culture.”
That challenge—
among many others—
remains. It seems that
business customers and 2
individual consumers
were less than happy
with the service they
were receiving. They
were frustrated when
call center employees
were unable to depart
from a written script
and could not solve
individual problems.
Within two years,
customer complaints
had tripled. Dell has
since rerouted its
large- and medium-business cus-
tomer support back to Austin, Texas. But customer service
operations for small businesses and consumers remain in
India. During one recent year, the Internet firm Web.com
decided to try moving its customer service function to India
as well. Within months, as complaints and cultural misun-
derstandings skyrocketed, CEO Will Pemble pulled the
whole department back to Connecticut. Pemble decided
that outsourcing customer service was going to cost the
company more in mistakes and lost customers than it would
to pay U.S. workers the higher wages and benefits. GE had

o
2
£
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a similar experience. After several years of running its cus-
tomer service department from a call center in India, the
firm moved everything back to Phoenix when it learned
that overseas workers simply couldn't relate to customers
because they didn’t own many appliances themselves. GE
decided that U.S. workers were better equipped to answer
questions from U.S. consumers.
Martin Kenney, a professor at University of California-
Davis, is not surprised by these
results. “Firms that
just believe that
this is going to be
simple . . . very
often get burned,”
he warns. “This is a
very, very compli-
cated business activ-
ity, and there are a
thousand ways it
can go wrong.” In
addition to miscom-
munication, legisla-
tors worry that in the
health-care and
financial industries,
private information
about customers could
be compromised—and
firms in these indus-
tries are under grow-
ing pressure to guaran-
tee privacy. But this
doesn’t mean that customer service outsourcing is a disap-
pearing fad; in fact, in some cases, outsourcing makes
sense. But firms need to fine-tune their approach. “If it's a
binary decision process—yes or no—then you should con-
sider outsaurcing,” says Web.com’s Will Pemble. “But if
there’s a maybe in there anywhere, then you can be sure all
your customer-support difficulties will gravitate to that like
iron filings to a magnet.” Other experts advise that compa-
nies start small with a pilot program, gradually ironing out
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the kinks. Firms should determine exactly which tasks overseas call centers. Dell recently launched “Voice of the
would be best moved overseas, then manage those func- Customer,” a program designed to make it easier to reach
tions tightly. someone who is knowledgeable and fix problems more

Between outsourcing call centers to Asian and European quickly. In the business environment, as boundaries sur-
companies and relying on domestic companies, firms have a rounding countries continue to fade, firms will find new
third option: nearshoring. Airline companies have begun ways to connect their customer service with their cust-
nearshoring, which means routing calls to Canada. Compa-  omers.'
nies are finding other ways to improve the performance of

Chapter Overview

 Business success in the 21st century is directly tied to a company’s ability to identify and serve its target mar-
kets. In fac, all organizations—profit-oriented and not-for-profit, manufacturing and retailing—must serve cus-
tomer needs to succeed, just as the companies described in the opening vignette are attempting to do. Marketing
is the link between the organization and the people who buy and use its goods and services. It is the way organi-
sations determine buyer needs and inform potential customers that their firms can meet those needs by supplying
a quality product at a reasonable price. And it is the path to developing loyal, long-term customers.

Although final consumers who purchase goods for their own use and enjoyment or business purchasers seeking
products to use in their firm’s operation may seem to be massive, formless markets, marketers see different wants
and needs for each group. To understand buyers, from huge manufacturers to Web surfers to shoppers in the gro-
cery aisles, companies are gathering mountains of data on every aspect of lifestyles and buying behaviors. Mar-
keters use the data to understand the needs and wants of both final customers and business buyers so that they
can better satisfy them.

This chapter begins with an examination of the marketing concept and the way businesspeople develop a mar-
keting strategy. We then turn to marketing research techniques, leading to an explanation of how businesses apply
marketing research data to market segmentation and understanding customer behavior. The chapter closes with a
detailed look at the important role played by customer relationships in today’s highly competitive business world.

What Is Marketing?

Every organization—from profit-seeking firms like BestBuy and Coach to such not-for-profits as Easter

: Seals and Make-A-Wish—must serve customer needs to succeed. Perhaps retail pioneer J. C. Penney
marketing process of

planning and executing the best expressed this priority when he told his store managers, “Either you or your replacement will greet
conception, distribution, the customer within the first 60 seconds.”
promotion, and pricing of Marketing is the process of determining customer wants and needs and then providing the goods

ideas, goods, services, and services that meet or exceed expectations. In addition to selling goods and services, marketing tech-
organizations, and events to

ane niques help people to advocate ideas or viewpoints and to educate others. The American Diabetes Asso-
create and maintain . . . : « . . »
relationships that satisfy ciation mails out questionnaires that ask, “Are you at risk for diabetes?” The documents help educate
individual and organizational  the general public about this widespread disease by listing its risk factors and common symptoms and
objectives. describing the work of the association.
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Department store founder Mar-
shall Field explained marketing
quite clearly when he advised one
employee to “give the lady what
she wants.” The phrase became the
company motto, and it remains a
business truism that reflects the
importance of a customer orienta-
tion to an organization. This ori-
entation may permit marketers to
respond to customer wants that
the customers themselves have not
yet identified. Moretti Polegato,
founder of an Italian shoe com-
pany called Geox, identified a need
for shoes that increase comfort by
keeping feet dry. He developed a
sole made of perforated rubber
that allows air to circulate, com-
bined with a membrane inside the
sole to keep water out. Geox shoes,
which combine this modern tech-
nology with sophisticated Italian
design, are available at shops in
Europe, North and South Amer-
ica, Asia, Australia, and South
Africa. Geox informs customers
about its products with a message
that emphasizes the shoes’ high-tech soles.?

As these examples illustrate, marketing is more than just selling, It is a process that begins with dis-
covering unmet customer needs and continues with researching the potential market; producing a good
or service capable of satisfying the targeted customers; and promoting, pricing, and distributing that
good or service. Throughout the entire marketing process, a successful organization focuses on build-
ing customer relationships.

When two or more parties benefit from trading things of value, they have entered into an exchange
process. If you decide to purchase the pack of Wrigley’s Spearmint gum shown in Figure 1.1, you will
engage in an exchange process. The other party may be a convenience food store clerk, a person oper-
ating the checkout counter at your local supermarket, a gas station attendant, or even a surrogate
human in the form of a vending machine. In exchange for a few coins paid to the retail employee or
inserted in the vending machine, you receive the gum. But the exchange process is more complex than
that; it could not occur if Wrigley’s did not market its product and if you were not aware of it and did
not have the coins required to purchase it. Because of marketing, your need for a certain flavor—and
brand—of gum is satisfied, and the manufacturer’s business is successful. This example suggests how
marketing can contribute to the continuing improvement of a society’s overall standard of living.

Courtesy of WM. WRIGLEY JR. COMPANY. Photographer Darran Rees—Doug Brown, Agent.

How Marketing Creates Utility

Marketing is a complex activity that affects many aspects of an organization and its dealings with cus-
tomers. The ability of a good or service to satisfy the wants and needs of customers is called utility. A
company’s production function creates form utility by converting raw materials, component parts, and
other inputs into finished goods and services. But the marketing function creates time, place, and own-
ership utility. Time utility is created by making a good or service available when customers want to pur-
chase it. Place utility is created by making a product available in a location convenient for customers.
Ownership utility refers to an orderly transfer of goods and services from the seller to the buyer. Star-
bucks, which creates form utility by converting coffee plants into coffee beans and ground coffee,
attempts to create time, place, and ownership utility by offering its gourmet coffee beans in selected

FIGURE 1.1
The Exchange Process

utility want-satisfying
power of a good or service.
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marketing concept
companywide consumer
orientation to promote long-
run success.

grocery stores. The upscale coffee marketer creates time utility by offering the coffee beans in a store
where consumers can make their purchase while grocery shopping; place utility by offering them in a
convenient location that consumers visit anyway; and ownership utility by

1. What is the exchange process? making the transaction between consumer and seller a smooth, simple one.
2. What is utility? And there’s an extra bonus: once consumers get the coffee beans home, they

don’t have to make an extra trip outside each time they want a cup of Starbucks
coffee.

Evolution of the Marketing Concept

Marketing has always been a part of business, from the earliest village traders to large 21st-century orga-
nizations producing and selling complex goods and services. Over time, however, marketing activities
evolved through the four eras shown in Figure 1.2: the production, sales, and marketing eras, and now
the relationship era. Note that these eras parallel some of the business eras discussed in Chapter 1.

For centuries, organizations of the production era stressed efficiency in producing quality products.
Their philosophy could be summed up by the remark, “A good product will sell itself.” Although this
production orientation continued into the 20th century, it gradually gave way to the sales era, in which
businesses assumed that consumers would buy as a result of energetic sales efforts. Organizations didn't
fully recognize the importance of their customers until the marketing era of the 1950s, when they began
to adopt a consumer orientation. This focus has intensified in recent years, leading to the emergence
of the relationship era in the 1990s, which continues to this day. In the relationship era, companies
empbhasize customer satisfaction and building long-term relationships with customers.

Emergence of the Marketing Concept
B

. The term marketing concept refers to a companywide customer orientation with the
They Said It ;

Before you build a better
mousetrap, it helps to know if

objective of achieving long-run success. The basic idea of the marketing concept is
that marketplace success begins with the customer. In other words, a firm should ana-
lyze each customer’s needs and then work backward to offer products that fulfill
them. The emergence of the marketing concept can be explained best by the shift

there are any mice out there. from a seller’s market—one with a shortage of goods and services—to a buyer’s mar-
— Mortimer B. Zuckerman (b. 1937) ket—one with an abundance of goods and services. During the 1950s, the U.S.
editor in chief, U.S. News & World Report became a strong buyer’s market, forcing companies to satisfy customers rather than

_| just producing and selling goods and services.

FIGURE 1.2
Four Eras in the History of DEGREE OF EMPHASIS RELATIONSHIP -
Marketing ) A “Long-term relationships
High Low lead to success.”
MARKETING
“The consumer is king! Find a need
and fill it.”
SALES
«Creative advertising and selling will overcome consumers’
resistance and convince them to buy.”
PRODUCTION
“A good product will sell itself.”
1905 1955 2005
|




CHAPTER 1

Delivering Added Value through Customer
Satisfaction and Quality

What is the most important sale for a company? Some assume that it’s the first, but many marketers
argue that the second sale is the most important, since repeat purchases are concrete evidence of cus-
tomer satisfaction. The concept of a good or service pleasing buyers because it has met or exceeded their
needs and expectations is crucial to an organization’s continued operation. A company that fails to
match the customer satisfaction that its competitors provide will not stay in business for very long. In
contrast, increasing customer loyalty by just 5 percent translates into significant increases in lifetime
profits per customer. In the wake of unsettling times in the telecommunications industry, BellSouth set
out to distinguish itself from competitors MCI and Qwest by launching a marketing campaign aimed
at placing customer satisfaction first. “Listening. Answering” was the advertising slogan, as BellSouth
described the kinds of services that real customers had requested—and that BellSouth was offering,
Steve Centrillo, executive vice president and managing partner at BellSouth’s advertising agency, dark-
Grey, noted that the customer-first approach differed from those of BellSouth’s largest rivals. “Usually
I get the sense that [telcos] are saying, “You should buy this because we have it,” he explained. Bell-
South, on the other hand, made an effort to find out what its customers wanted and tries to give it to
them.?

The best way to keep a customer is to offer more than just products. Customers today want value,
their perception that the quality of goods or services is in balance with the prices charged. When a com-
pany exceeds value expectations by adding features, lowering its price, enhancing customer service, or
making other improvements that increase customer satisfaction, it provides a value-added good or ser-
vice. As long as customers believe they have received value—good quality for a fair price—they are
likely to remain satisfied with the company and continue their relationships. Providing superior cus-
tomer service can generate long-term success. FedEx, United Parcel Service, Hewlett-Packard, and Tar-
get are all firms noted for superior customer service. “When a company provides great service, its rep-
utation benefits from a stronger emotional connection with its customers, as well as from increased
confidence that it will stand behind its products,” notes Joy Sever, a senior vice president at Harris
Interactive Inc., which developed a survey of companies with the Reputation Institute. Table 1.1
shows the 30 top-ranked companies for customer service in the annual Harris Interactive and Reputa-
tion Institute survey.

The Top 30 Companies for Customer Service

Rank Company Rank Company Rank Company

.................................................................. e R R T T P PR S S AP G N

1 Johnson & Johnson 31 Disney 21 Target
i 2 ...... M'Crosoﬁ ............................ 12 AEavs Gewa' E| ecmc ............ vkes 2 2 ...... H onda .........................

3 ..... c°ca.c°|a ................. VRO 13 ..... De" ....... PRSI R 2 3 ...... B oe mg st i e ons ik

4[nte| .................................. 14 ...... p,—octer&(;ambge ................ 2 450uthwestA w“nes ..........

5 ...... 3M .................................... 15 ...... UPS ......... kbt ssaesiiithl T 2 5(;ene,-a;Mot°r5 .........

(., ...... Sony .................................. lenheuser_BuSCh ..... Lt 2 6 ...... Pﬁ zer ........ N DGR,

7Hew|ett_packa,d .......... Bt 17 ...... Wa|-Mart ............ R 27 ...... N ordstmm ...... dkerive

v 8 ...... FedEX ................................ 13 ...... Toym WAhAhgbesbutscasitn biibsveges 23 ...... D u pont .......... RVoviehias
9 ...... Mamg ........... LR AR 19H°meoep°t29~|mk
10 ...... IBM .................. voudansies nnis 20Ciscosystems .......... 30 ...... N 'kt .......... Vitiitasiey

Source: Ronald Alsop, “Reputations Rest on Good Service,” The Wall Street Journal, January 16, 2002, p. B4.
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customer satisfaction
result of a good or service
meeting or exceeding the
buyer’s needs and
expectations.



