
The Market-Oriented Firm and Value Creation 

Course Introduction 
Lecture 1.1 

Objectives: 
1. Find out what marketing actually is  
2. Understand how our view of marketing has evolved  
3. Introduce you to the marketer’s ‘toolkit’ 

 
Subject Objectives: 
1. Comprehension of basic theories and models within marketing 
2. Analyse and critically evaluate marketing practice (explain why 

some marketing activities are more successful than others) 
3. Be capable of applying theories and models to marketing 

problems presented in case studies and assignments 
 
Definitions: 
• Theory: a set of hypotheses related by logical arguments to 

explain and predict a wide variety of connected phenomena in 
general terms 

 
The Logic & Structure of the Course 

 
The Domain of Marketing: 
• Marketing: the activity, set of institutions, and processes for 

creating, communicating, delivering, and exchanging offerings 
that have value for customers, clients, partners, and society at 
large 

 
Stages of Marketing Evolution 

 
From a Physical Process Sequence ... 

 
... to a Value Delivery Sequence 

 
 
Value Creation & Delivery: 
• value creation requires trade offs 

- what elements should we offer the customer?  
- what elements should we deny the customer? 

 
 

Creating & Communicating Value 
 

Product / People  
• new product & service development  
• value co-creation  
• building the brand  
• the augmented product  
• service quality 

- e.g. Threadless, customised t-shirt brand that takes in ideas 
from customers to produce 

- consumers see value in other people’s ideas 

 
Place  
• selection of channels & channel partners  
• finding complementarities between routes to market  
• design and implementation of channel controls  
• design of promotional plan for channels 
• e.g. Renova, sanitary brand based in Portugal, found it difficult 

to establish shelf space in the supermarket 
- created a whole different type of toilet paper in many 

colours 
- decided to sell in high-end department stores  

 
Price  
• value-based pricing  
• a consumer-based view of pricing  
• pricing tactics 
• e.g. Saturn, car company, attempted to solve the issue of 

consumers feeling cheated by car salesmen 
- instead, opted to retain car prices 

 
Promotion 
• determination of promotion objectives  
• development of communications content & creative  
• selection of media  
• design of Control/Evaluation methodology  
• timing 
• e.g. Dove tries to express beauty standard as more natural and 

less refined than other brands 
 
 

A Guiding Lens: Sustainability and Business Ethics 
 
The Patagonia Case Study: 
• wanted to oppose the tradition of black Friday and 

unsustainable shopping 
• launched a campaign called ‘Don’t Buy This Jacket”, declaring 

that consumers purchasing habits are not sustainable 
• ironically, sold more of the jacket instead 

 
 
 



The Market-Oriented Firm & Value Creation 
Lecture 1.2 

Objectives: 
1. Understand why creating value for customers is THE most 

important goal for firms  
2. Outline a value framework  
3. Find out what the market-oriented firm looks like 

 
Are You Making Good Profits or Bad Profits? 
• good profits 

- earnings from creating customer value, which in turn, 
creates customers who are loyal, purchase more of your 
product and recommend your firm to others  

• bad profits 
- are earned at the customer's expense 

however, your accountant sees only one kind of profit 
 

Ryan Air vs jetBlue Case Study 

Ryan Air has higher revenue despite their different approach to 
their customers. 

 
Understanding Customers’ Definition of Value: 
• customers define benefits not in terms of product and service 

features, but in terms of results delivered 
- improved performance  
- improved productivity  
- improved experience  
- reduced risk 

 
 

Tools for Creating Value through Benefits 
 

Product  
• features  
• performance  
• conformance  
• reliability  
• packaging  
• design 

 
 
 
 
 
 
 

Support Services  
• distribution  
• installation  
• merchandising  
• training  
• maintenance  
• consulting  
• information management 

 
Relationship Management  
• competence  
• courtesy  
• credibility  
• reliability  
• responsiveness  
• communication 

 
Image  
• Company Reputation  
• Brand Reputation  
• Atmosphere  
• Promotion  
• Media / Publicity 

 
 

Understanding Customers’ Definition of Value 
 

Customer Value 

 
The Goal: To create superior perceived value (where customer 

perceives higher value than any competing alternative) 
 

 Sources of Value Creation 

 
 
How do customers define costs? 
• not in terms of purchase price, but in terms of total tangible 

and intangible costs/savings over the relationship life cycle 
- less money  
- less time  
- less psychological 
- less effort cost 

 
 
 
 
 
 
 
 
 



Tools for Creating Value through Life-Cycle Costs 
 
Search Cost  

• product availability  
• information available and easy to understand  
• relationship management  

- competence  
- responsiveness  
- credibility 

 
Acquisition Cost  
• price level  
• timing  
• order placement & fulfilment process  
• allowances  
• incentives 

 
Set-Up Cost  
• switching costs 

- economic  
- psychological  

• understanding how to use the product  
• installation 

 
Creating Customer Value Leads to Firm Value 

 
 

The Market-Oriented Firm 
Characteristics of the Value-Driven Organisation: 
• value driven strategy  

- based on understanding of:  
- context (industry structure, business environment)  
- competitors  
- customers  
- company capabilities  
- collaborators  

• leadership which encourages innovation, flexibility, and 
responsiveness  

• market-oriented culture  
- everyone in the organisation understands their role in 

delivering the organisation’s value proposition 
 
What Does it Take to be Market-Oriented? 
• market-oriented companies manage three interrelated 

processes really well..  
- organization-wide generation of market intelligence  
- dissemination of that intelligence amongst departments 
- organization-wide responsiveness to information 

• all parts of the firm generate market intelligence  
- searching secondary sources  
- market research & ‘listening centres’  
- market observation & client visits  
- benchmarking & competitive intelligence  
- organizational memory 

• then share them with whomever might find them valuable  
- cross functional teams & job rotation  
- decision support systems and databases  
- internal reporting and documentation  
- customer engagement ‘summits’ and ‘councils’ 

• and allow these insights to influence the way they work 
- use of insights to... 

- alter ‘mental models’  
- develop and execute strategy & plans  
- embrace innovation 

 
Marketing Myopia: 
• Marketing Myopia: short sightedness by business firms 

causing management to define their business (and hence their 
competitors and market opportunities) too narrowly 

 

Reading: Chapter 1 
Key Concepts in Marketing 

Topics: 
1. Introduction 
2. Marketing Defined  
3. Understanding The Marketing Concept And Market Orientation 

 
Definitions: 
• Marketing The process of maximising returns to stakeholders 

by developing exchanges with valued customers and creating 
an advantage for them  

• Target Market Customers on whom an organisation focuses its 
marketing efforts  

• Marketing Mix Four marketing activities (or variables) – 
product, pricing, distribution and promotion – that an 
organisation controls to meet the needs of customers within its 
target market  

• Expanded Marketing Mix Also known as the extended 
marketing mix, the concept includes the eight key variables a 
company can use to manage its markets under changing 
market conditions: product, place, promotion, price, people, 
physical evidence, process and partnership 

• Product A good, a service, an idea, an experience or a 
combination thereof 

• Exchanges The provision or transfer of goods, services and 
ideas in return for something of value 

• Stakeholders Constituents who have a ‘stake’, or claim, in 
some aspect of a company’s products, operations, markets, 
industry and outcomes  

• Marketing Environment The competitive, economic, political, 
legal and regulatory, technological and sociocultural forces 
that surround the customer and affect the marketing mix 

• Marketing Concept A marketing philosophy suggesting that 
an organisation should try to satisfy customers’ needs through 
a coordinated set of activities that also allows the organisation 
to achieve its goals 

• Market Orientation An organisational culture expressed 
through the organisation-wide  

1 generation of market intelligence in relation to current and 
future customer needs, to the competition and to 
collaborators;  
2 dissemination and inter- functional coordination of the 
market intelligence across business functions; and  
3 responsiveness to the market intelligence 

• Relationship Marketing Establishing long-term, mutually 
satisfying buyer– seller relationships  

• Customer Relationship Management (CRM) Using 
information about customers to create marketing strategies 
that develop and sustain desirable customer relationships 

• Value A customer’s subjective assessment of benefits relative 
to costs in determining the worth of a product 



• Marketing Management The process of planning, organising, 
implementing and controlling marketing activities to facilitate 
exchanges effectively and efficiently 

• Green Marketing A strategic process involving stakeholder 
assessment to create meaningful long-term relationships with 
customers while maintaining, supporting and enhancing the 
natural environment 

 
Define marketing and understand key marketing terms, including 
target market, marketing mix, marketing exchanges and 
marketing environment. 
• Marketing is the process of maximising returns to 

stakeholders by developing exchanges with valued 
customers and creating an advantage for them. 

• A target market is the group of customers towards which a 
company directs a set of marketing efforts. 

• The variables – product, price, distribution and promotion – 
are known as the marketing mix because marketing managers 
decide what type of each element to use and in what 
amounts. Marketing managers strive to develop a marketing 
mix that matches the needs of customers in the target 
market. Before marketers can develop a marketing mix, they 
must collect in-depth, up-to-date information about 
customer needs. 

• Individuals and organisations engage in marketing to 
facilitate exchanges – the provision or transfer of goods, 
services and ideas in return for something of value. Four 
conditions must exist for an exchange to occur:  

- (1) Two or more individuals, groups or organisations must 
participate, and each must possess something of value 
that the other party desires;  

- (2) the exchange should provide an advantage, or benefit, 
to both parties involved in the transaction;  

- (3) each party must have confidence in the promise of the 
‘something of value’ held by the other; and  

- (4) to build trust, the parties to the exchange must meet 
expectations.  

• Marketing activities should attempt to create and maintain 
satisfying exchange relationships with all stakeholders – 
those constituents who have a ‘stake’, or claim, in some 
aspect of a company’s products, operations, markets, 
industry and outcomes. 

• The marketing environment, which includes competitive, 
economic, political, legal and regulatory, technological and 
sociocultural forces, surrounds the customer and the 
marketing mix. These forces can create threats to marketers, 
but they also generate opportunities for new products and 
new methods of reaching customers. 

 
Develop an understanding of the marketing concept and market 
orientation: 
• According to the marketing concept, an organisation should 

try to provide products that satisfy customers’ needs through 
a coordinated set of activities that also allows the organisation 
to achieve its goals. The philosophy of the marketing concept 
emerged in literature during the 1950s after the production and 
sales eras. Organisations that develop a culture and activities 
consistent with the marketing concept become market-
oriented organisations. 

 
 
 
 
 
 
 
 
 
 
 
 
 

Components Of Strategic Marketing 

 
 

Expanded Marketing Mix of the 8Ps 

 
 

Exchange Between Buyer And Seller 

 
 
 
 
 
 
 
 
 
 
 
 



Facing Ethical Issues In Marketing 

 
 

The Evolution Of The Marketing Concept 

 

 



Relationship Marketing & Customer Loyalty 

Relationship Marketing & Customer Loyalty 
Lecture 2 

Objectives: 
1. Understand the logic underlying a shift in focus from 

transactional to relationship marketing  
2. Show why long-term relationships with few customers tend 

to be more profitable than multiple transactions with many 
customers  

3. Understand that not all customers will be equally profitable 
4. Investigate some of the drivers of customer defection 
5. Provide a model for understanding loyalty  
6. Consider the relationship between satisfaction and loyalty 

and what the organisation needs to do to build long-term 
relationships 

 
Key Concepts:  
• Logic of customer relationships is based on market failure, 

better understanding of customer behaviour, value-chain 
characteristics, and favourable economics  

• Long-term relationships tend to be more profitable  
• But profitability is likely to differ by customer group 
• Customers leave because they perceive an attitude of 

indifference – every contact with a customer, no matter how 
brief, is an opportunity to ‘delight’  

• Loyalty should be both behavioural and attitudinal  
• Mere satisfaction will not lead to long-term customer 

loyalty 
 
Relationship Marketing Logic: 
• Recognition of market failure  
• Improved understanding of consumer behaviour  
• Improved understanding of the value chain  
• Economics of customer retention 

 
Recognition of Market Failure: 
• Manufacturer idiosyncratic investments 

- e.g. Telstra installing cables for fibre internet 
• Customer switching costs  

- e.g. first time going to a new hairdresser and a consultation 
beforehand, therefore more expensive to the hair dresser 
because more time 

• Market is not well informed  
- potential for ‘opportunistic behaviour’ is high 

• Small number of suppliers/buyers 
- e.g. maintaining a good relationship with supplies 

 
 

Improved Understanding of Consumer Behaviour 
 

Consumers in a Microeconomic Model of Exchange: 
• Consumers are rational  
• Consumers maximise utility  
• Consumers have complete information on alternatives  
• Exchanges are relatively free from external influences 

 
A More Realistic View...  
• People are often irrational  

- e.g. bounded rationality 
• Consumers face incomplete and asymmetric information  
• People frequently satisfice  
• Transactions do not occur in isolation 

- e.g. a consumer wanting to use the same cereal as they’re 
used to 

 
 
 
 

Improved Understanding of the Value Chain 
• Understanding that other stake holder affect the firm’s 

ability to create value for buyers  
- Suppliers  
- Intermediaries  
- Employees (internal market)  
- Government  
- Competitors 

• Cooperation is often more effective than competition 
 

The Economics of Customer Loyalty 
 

Net Promoter Score (NPS) 

 
“On a scale of 0-10, how likely is it that you would recommend us to 

a friend or colleague?” 
 

Net Promoter Score (NPS) and Revenue Growth 

 
positive correlation between promoter score and revenue 

growth 
 
 

The Economics of Customer Loyalty 
 
• Profitability of a particular relationship increases over time 

primarily due to the following factors  
- The customer buys more of your products and services 

(often at a higher price)  
- The operating costs of servicing the customer reduce 

 
Why Customers are more Profitable over Time 

 
 
 
 



Reducing Customer Turnover  
• Recognising the Costs of Customer Defections  

- 25 times more expensive to get a new customer than to 
retain an existing one  

- 3-5 times more costly to win back a lost customer than 
to find a new one  

• Real costs of defection;  
- 20-30% of revenues  
- 15-40% of operating expenses 

• The “Leaky Bucket” Approach to Customer Management: 
going into the market to find new customers to replace lost 
customers 

 
Net Profit Impact of a 5% Improvement in Customer Retention 

 
Is it likely that any other factor could have the same effect on 

profitability? 
 

Customer Retention & Profitability 
 

A Pareto-Type View of Profits Per Customers 

 
 

 

 
- some customers are more expensive than others to retain 
- may be diminishing returns to increasing retention rates 

Building Loyalty 
 

Why Do Customers Leave? 

 
- aspects of this are factors that the company has no control over 

such as moving away 
- other factors are more direct such as service failure 

 
The Drivers of Client Loyalty 

 
 
Examples of Customer Disregard: 
• Cumbersome complaint procedures 
• Delays in product or service changes  
• Slow & grudging response to breakdowns  
• Poor or non-existent customer-information management  
• Premise that customers cause product/service problems  
• Many escape clauses in promises & agreements  
• Laborious cancellation process 

 
A Framework for Assessing Loyalty 

 
- attachment as in the importance of a product in the eyes of the 

consumers 
- e.g. of latent loyalty is a favourite restaurant that is far away 

from them 
- with inertia loyalty, customers can be easily poached 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



A Cautionary Note 

 
The Customer Loyalty Ladder 

 
 

American Customer Satisfaction Index 

 
 

American Customer Satisfaction Index (PCs) 

 
 
 
 
 
 
 
 
 
 
 
 
 

Customer Response Zones 

 
 

Not all ‘Satisfaction’ is Created Equal 

 
 

Customer Experience and Satisfaction Are Similarly Related 
e.g. moving overseas and the time it takes to open a bank 

account 
 

 
 

e.g. Client Satisfaction at a Telco Company 

 
 
 
 
 
 



How Companies Delight their Customers 
• Genuine courtesy and empathy 

- e.g. Virgin Mobile with their customer service 
• Delivering unanticipated value  

- e.g. Jet Blue 
• Customer intimacy  

- e.g. Ritz-Carlton anticipates the needs of their regular 
customers such as specific flowers in the room 

• Novelty and entertainment  
- e.g. The Store: 180 The Strand 

• Focusing on ‘moments of truth’  
- e.g. SAS airlines aims for transparency  

Reading: Chapter 1 
Key Concepts in Marketing 

4. Managing Customer Relationships 
5. The Marketing Management Process 
6. The Role And Importance Of Marketing In A Global Economy 

 
Appreciate the importance of building customer relationships 
• Relationship marketing involves establishing long-term, 

mutually satisfying buyer–seller relationships. Customer 
relationship management (CRM) focuses on using 
information about customers to create marketing 
strategies that develop and sustain desirable customer 
relationships. Managing customer relationships requires 
identifying patterns of buying behaviour and using that 
information to focus on the most promising and profitable 
customers. 

• Value is a customer’s subjective assessment of benefits 
relative to costs in determining the worth of a product. 
Benefits include anything a buyer receives in an exchange, 
whereas costs include anything a buyer must give up to 
obtain the benefits the product provides. 

 
Explain the major marketing functions that are part of the 
marketing management process 
• Marketing management is the process of planning, 

organising, implementing and controlling marketing 
activities to facilitate effective and efficient exchanges.  

• Planning is a systematic process of assessing opportunities 
and resources, determining marketing objectives, 
developing a marketing strategy and preparing for 
implementation and control.  

• Organising marketing activities involves developing the 
marketing unit’s internal structure. 

• Proper implementation of marketing plans depends on 
coordinating marketing activities, motivating marketing 
personnel and communicating effectively within the unit. 
The marketing control process consists of establishing 
performance standards, comparing actual performance 
with established standards and reducing the difference 
between desired and actual performance. 

 
Understand the role of marketing in our society 
• Marketing costs absorb about half of each buyer’s dollar.  
• Marketing activities are performed in both business and 

non-profit organisations. Marketing activities help business 
organisations to generate profits, and they help fuel the 
increasingly global economy.  

• Knowledge of marketing enhances consumer awareness.  
• New technology improves marketers’ abilities to connect 

with customers.  
• Socially responsible marketing can promote the welfare of 

customers and society. Finally, marketing offers many 
exciting career opportunities. 

 

 




