
Chapter 4 Marketing and the Value of Goods and Services

	LEARNING OBJECTIVES

1.
Analyse customers and markets
2.
Establish appropriate critical success factors for products and services.

3.
Assess different approaches to benchmarking an organization’s performance.

4.
Explore the role of the value chain in creating and sustaining competitive advantage.

5.
Advise on the role and influence of value networks.
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1.
Marketing Mix
1.1
Introduction

1.1.1
The marketing approach is to identify customer needs and try to meet customer needs more successfully than competitors. To do this, business entities need to provide a mix of the four Ps that will appeal to customers. The 4Ps are:
(a)
Product

(b)
Price

(c)
Place

(d)
Promotion

1.2
Product

1.2.1
A product (goods or services) is everything that satisfies a need or want. It is not a thing with features but a package of benefits.
1.2.2
From the firm’s point of view, the product element of the marketing mix is what is being sold. From the customer’s point of view, a product is a solution to a problem or a package of benefits. Many products might satisfy the same customer need.
1.2.3
Product issues in the marketing mix will include such factor as:
· Design (size, shape)

· Features

· Quality and reliability

· After-sales service (if necessary)

· Packaging

1.3
Price

1.3.1
The price element of the marketing mix is the only one which brings in revenue. Price is influenced by many factors including economic factors (supply and demand), competitor’s prices and payment terms.

1.4
Place

1.4.1
Place deals with how the product is distributed, and how it reaches its customers.

(a)
Channel. Where are products sold?

(b)
Logistics. The location of warehouses and efficiency of the distribution system.

1.4.2
A firm can distribute the product itself (direct distribution) or through intermediary organizations such as retailers.
1.5
Promotion

1.5.1
Many of the practical activities of the marketing department are related to promotion. Promotion is the element of the mix over which the marketing department generally has most control.
1.5.2
promotion in the marketing mix includes all marketing communications which let the public know of the product or service.
· Advertising (newspapers, billboards, TV, radio, direct mail, internet)
· Sales promotion (discounts, coupons, special displays in particular stores)

· Direct selling by sales personnel

· Public relations

1.6
The extended marketing mix

1.6.1
This is also known as the service marketing mix because it is specifically relevant to the marketing of services rather than physical products. The intangible nature of services makes these extra three Ps particularly important.
1.6.2
People
Employees are particularly important in service marketing. Front-line staff must be selected, trained and motivated with particular attention to customer care and public relations.
In some services, the physical presence of people performing the service is a vital aspect of customer satisfaction. The staff involved are performing or producing a service, selling the service and also liaising with customer to promote the service, gather information and respond to customer needs.

1.6.3
Processes
Efficient processes can become a marketing advantage in their own right. If an airline, for example, develops a sophisticated ticketing system, it can offer shorter waits at check-in or wider choice of flights through allied airlines. This both increases customer satisfaction and cuts down on the time it taken to complete a sale.
1.6.4
Physical evidence
Services are intangible: they have no physical substance. The customer has no evidence of ownership and so may find it harder to perceive, evaluate and compare the qualities of service provision, and may therefore dampen the incentive to consume.
This could be addressed through physical representation such as tickets and programs relating to entertainment, or by incorporating evidence into the design and specification of the service environment such as décor, colour scheme, noise levels, background music, fragrance and general ambience.
2.
Critical Success Factors for Products and Services

2.1
Definition of a critical success factor

2.1.1
Critical success factors (CSFs) are factors that are essential to the strategic success of a business entity. They have been defined as: ‘those components of strategy in which the organisation must excel to out-perform competition’ (Johnson and Scholes).
2.1.2
When management are analysing a market and customers in the market, they should try to understand which factors are essential to succeed in business in the market, and which factors are not so important. Strategic success is achieved by identifying the CSFs and setting targets for performance linked to those critical factors.
	2.1.3
	Example 1

	
	A firm of accountants has an office in a major UK city. The partners are considering an expansion of the business, by opening another office in another city 50 miles away.
The partners want to expand their business, but they are cautious about investing in a project that might not succeed and might cost them a lot of money. They have a meeting to discuss the factors that would be critical to the success of a new office. They prepare the following list of factors:
· Employing top-quality accountants for the new office.

· Charging lower fees than other accountancy firms in the city.

· Obtaining a minimum number of corporate clients.

· Obtaining a minimum number of private (individual) clients.

· Offering a full range of audit and accountancy services.

· Locating the new office in attractive city-centre premises.
All these factors could be important, and might help the new office to be a success. However, not all of them might be critical to the success of the venture.
If the partners can agree which factor or factors are critical to success, they can concentrate on setting reasonable targets for each key factor and making every effort to ensure that those targets are achieved.


2.2
Marketing and CSFs for products and services
2.2.1
The previous example considers the CSFs for a new business venture (a new office for an accounting firm). Strategic planners might want to identify the CSFs for a particular product or service.
2.2.2
These are the features that the product must have if it is to be a success with customers.
2.2.3
The CSFs of a product or service must be related to customer needs. They are the features of a product or service that will have the main influence on the decisions by customers to buy it.
	2.2.4
	Example 2

	
	A parcel delivery service (such as DHL or FedEx) might identify critical success factors as:

· collecting parcels from customers quickly, as soon as possible after the customer has asked for a parcel to be delivered

· providing rapid and reliable delivery.


2.3
CFSs and key performance indicators (KPIs)
2.3.1
An organization can measure how well it is achieving the critical success factors through the use of KPIs. CSFs represent what an organization needs to do in order to be successful. KPIs are the measures that use to assess whether or not the CSFs are being achieved.

2.3.2
KPIs are quantifiable measurements that management can use to monitor and control progress towards achieving its CFSs.
2.3.3
In practice, the term KPI tends to be overused and is used to describe any kind of measurement. However, in order to be useful they should clearly identify the information needs required to demonstrate how well the organization is doing in achieving its overall strategy. They should:
(a)
Reflect the performance and progress of the organization

(b)
Be measurable

(c)
Be comparable – i.e. can be compared to a standard such as budgeted figures, or prior year data

(d)
Be usable – i.e. provide data that can be acted upon.

	2.3.4
	Example 3

	
	An organization may have a critical success factor of providing the highest level of customer service. Appropriate KPIs may relate to the speed of the delivery time, the number of repeat business transactions from existing customers, or the scores achieved in customer satisfaction surveys.


	Question 1

In a widely published model, Johnson, Scholes and Whittington characterize the strategic management process as consisting of three inter-related elements:

· strategic analysis

· strategic choice

· strategic implementation

Required:

(a)
Explain why strategic implementation is included in the Johnson, Scholes and Whittington model.
(5 marks)

RCH, an international hotel group with a very strong brand image has recently taken over TDM, an educational institution based in Western Europe. RCH has a very good reputation for improving the profitability of its business units and prides itself on its customer focus. He CEO of RCH was recently quoted as saying “Our success is built on happy customers: we give them what they want’. RCH continually conducts market and longer term strategies.
TDM is well-established and has always traded profitably. If offers a variety of courses including degrees both at Bachelor and Masters levels and courses aimed at professional qualifications. TDM has always concentrated on the quality of its courses and learning materials. TDM has never seen the need for market and customer research as it has always achieved its sales targets. Its students consistently achieve passes on a par with the national average. TDM has always had the largest market share in its sector even though new entrants continually enter the market. TDM has a good reputation and has not felt the need to invest significantly in marketing activities. In recent years, TDM has experienced an increasing rate employee turnover.

RCH has developed a sophisticated set of Critical Success Factors (CSFs) which is integrated into its real-time information system. RCH’s rationale for the take-over of TDM was the belief that it could export its customer focus and control system, based on (CSFs), to TDM. RCH believed that this would transform TDM’s performance and increase the wealth of RCH’s shareholders.
Required:

(b)
Identify four CSFs which could be appropriate to use for TDM.
(4 marks)

(c)
Recommend, with reasons, two Key Performance Indicators to support each of the four CSFs you have identified.
(16 marks)


3.
Benchmarking

3.1
Concept of benchmarking

3.1.1
Benchmarking is a process of comparing your own performance against the performance of someone else, preferably the performance of ‘the best’.
3.1.2
The purpose of benchmarking is to identify differences between your performance and the performance of the selected benchmark. Where these differences are significant, methods of closing the gap and raising performance can be considered. One way of improving performance might be to copy the practices of the ‘ideal’ or benchmark.
3.1.3
In strategic position analysis, benchmarking is useful because it provides an assessment of how well or badly an entity is performing in comparison with competitors.
3.2
Methods of benchmarking

3.2.1
Internal benchmarking. An entity might compare the performance of units within the organisation with the best-performing unit. For example, an organisation with 30 branch offices might compare the performance of 29 of the branches with the best-performing branch.
3.2.2
Operational benchmarking. An entity might compare the performance of a particular operation with the performance of a similar operation in a different business entity in a different industry. For example, a book publishing company might compare its order handling, warehousing and despatch systems with the similar systems of a company in a different industry that has a reputation for excellence – for example a company in the clothing manufacturing industry. Operational benchmarking arrangements might be negotiated with another business entity.
3.2.3
Competitive benchmarking. An entity might compare its own performance and its own products with those of its most successful competitors. Unlike internal benchmarking and operational benchmarking, competitive benchmarking must be carried out without the knowledge and co-operation of the selected benchmark.
3.2.4
Customer benchmarking. This is a different type of benchmark. The benchmark is a specification of what customers expect. An entity compares its performance against what its customers expect the performance to be.
	3.2.5
	Example 4

	
	Competitive benchmarking originated with the Xerox Corporation in the US in 1982. The company manufactured photocopier machines, but had lost a large part of its market share to Japanese competitors. The corporation set up a team to compare Xerox against its competitors.
The team identified critical success factors and performance indicators is several different areas of operations, such as order fulfilment, the distribution of products to customers, production costs, selling prices and product features. It then compared it’s own performance in each area with the performance of the competitors.
The comparison showed that Xerox was seriously under performing in comparison with the competition. Its management therefore went on to consider measures that it should take to improve its performance.
As a result of the measures it took, Xerox was able to reduce its costs, improve customer satisfaction, and regain some of its lost market share. In other words, competitive benchmarking helped the corporation to regain competitiveness.


3.3
Reasons for undertaking benchmarking
3.3.1
Benchmarking has the following advantages:

(a)
Position audit. Benchmarking can assess a firm’s existing position, and provide a basis for establishing standards of performance.

(b)
The comparisons are carried out by the managers who have to live with any changes implemented as a result of the exercise.

(c)
Benchmarking focuses on improvement in key areas and sets targets which are challenging but evidently achievable.
(d)
The sharing of information can be a spur to innovation.

(e)
The result should be improved performance, particularly in cost control and delivering value.
4.
Understanding the Customer
4.1
Reviewing the customer portfolio

4.1.1
A marketing audit involves a review of an organization’s products and markets, the marketing environment, and its marketing system and operations. The profitability of each product and each market should be assessed, and the costs of different marketing activities established.

4.1.2
Information obtained about markets:

(a)
Size of the customer base. Does the organization sell to a large number of small customers or a small number of big customers?

(b)
Size of individual orders. The organization might sell its products in many small orders, or it might have large individual orders. Delivery costs can be compared with order sizes.

(c)
Sales revenue and profitability. The performance of individual products can be compared. An imbalance between sales and profits over various product ranges can be potentially dangerous.

(d)
Segments. An analysis of sales and profitability into export markets and domestic markets.

(e)
Market share. Estimated share of the market obtained by each product group.

(f)
Growth. Sales growth and contribution growth over the previous four years or so, for each product group.

(g)
Whether the demand for certain products is growing, stable or likely to decline.

(h)
Whether demand is price sensitive or not.

(i)
Whether there is a growing tendency for the market to become fragmented, with more specialist and ‘custom-made’ products.

4.2
Customer analysis

4.2.1
Key customer analysis calls for six main areas of investigation into customers. A firm might wish to identify which customers offer most profit.

	Area
	Detail

	Key customer identity
	· Name of each key customer

· Location

· Status in market

· Products they make and sell

· Size of firm (capital employed, turnover, number of employees)

	Customer history
	· First purchase date

· Who makes the buying decision in the customer’s organization?

· What is the average order size, by product?

· What is the regularity/periodicity of the order, by product?

· What is the trend in size of ordering?

· What is the motive in purchasing?

· What does the customer know about the firm’s and competitors’ products?

· On what basis does the customer reorder?

· How is the useful life of the product judged?

· Were there any lost or cancelled orders? For what reason?

	Relationship of customer to product
	· What does the customer use the product for?

· Do the products form part of the customer’s own service/product?

	Relationship of customer to potential market
	· What is the size of the customer in relation to the total end-market?

· Is the customer likely to expand, or not? Diversify? Integrate?

	Customer attitudes and behavior
	· What interpersonal factors exist which could affect sales by the firm and by competitors?

· Does the customer also buy competitors’ products?

· To what extent may purchases be postponed?

	The financial performance of the customers
	· How successful is the customer?


4.2.2
Notice that customer analysis allows a firm to find out information about its customers. Some of this information can then be used to help build up a relationship with the customer. This forms the basis of customer relationship management which we will look at in the e-marketing chapter later.
4.3
Customer profitability analysis (CPA) (customer account profitability)

4.3.1
Customer profitability is the total sales revenue generated from a customer or customer group, less all the costs that are incurred in servicing that customer or customer group.

4.3.2
It is possible to analyse customer profitability over a single period but more useful to look at a longer time scale. Such a multi period approach fits in with the idea of relationship marketing, with its emphasis on customer retention for the longer term.

4.3.3
Customer profitability analysis focuses on profits generated by customers and suggests that profit does not automatically increase with sales revenue. CPA can benefit a company in the following ways.
(a)
It enables a company to focus resources on the most profitable areas.

(b)
It identifies unexpected differences in profitability between customers.

(c)
It helps quantify the financial impact of proposed changes.

(d)
It helps highlight the cost of obtaining new customers and the benefit of retaining existing customers.

(e)
It helps to highlight whether product development or market development is to be preferred.

(f)
An appreciation of the costs of servicing clients assists in negotiations with customers.

5.
Value Chain

5.1
Definition of value chain
5.1.1
The value chain describes those activities of the organization that add value to purchased inputs. Primary activities are involved in the production of goods and services. Support activities provide necessary assistance. Linkages are the relationships between activities.

	5.1.2
	Example 5

	
	Outline different ways in which the restaurant can create value.
Here are some ideas. Each of these options is a way of organizing the activities of buying, cooking and serving food in a way that customers will value.

· It can become more efficient, by automating the production of food, as in a fast food chain.

· The chef can develop commercial relationships with growers, so he or she can obtain the best quality fresh produce.

· The chef can specialize in a particular type of cuisine (e.g. Japanese, Korean).
· The restaurant can be sumptuously (奢侈地;豪華地) decorated for those customers who value atmosphere and a sense of occasion, in addition to a restaurant’s purely gastronomic (烹飪學的) pleasures.

· The restaurant can serve a particular type of customer (e.g. students).


5.2
The components of value chain
5.2.1
Porter grouped the various activities of an organization into a value chain. Here is a diagram.
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5.2.2
The margin is the excess the customer is prepared to pay over the cost to the firm of obtaining resource inputs providing value activities. It represents the value created by the value activities themselves and by the management of the linkages between them.
5.3
Primary activities
5.3.1
Primary activities are directly related to production, sales, marketing, delivery and service.

	Activities
	Comment

	Inbound logistics
	Receiving, handling and storing inputs to the production system: warehousing, transport, inventory control and so on.

	Operations
	Converting resource inputs into a final product: resource inputs are not only materials. People are a resource, especially in service industries.

	Outbound logistics
	Storing the product and its distribution to customers: packaging, testing, delivery and so on; for service industries, this activity may be more concerned with bringing customers to the place where the service is available; an example would be front house management in a theatre.

	Marketing and sales
	Informing customers about the product, persuading them to buy it, and enabling them to do so: advertising, promotion and so on.

	After sales service
	Installing products, repairing them, upgrading them, providing spare parts and so forth.


5.4
Support activities
5.4.1
In addition to the primary value chain activities, there are also secondary activities or support activities. Porter identified these as:
	Activities
	Comment

	Procurement
	These are activities concerned with buying the resources for the entity – materials, plant, equipment and other assets.

	Technology development
	Product design, improving processes and resource utilization.

	Human resource management
	Recruiting, training, managing, developing and rewarding people; this activity takes place in all parts of the organization, not just in the HRM department.

	Firm infrastructure
	This relates to the organisation structure and its management systems, including planning and finance management, quality management and information systems management.


5.4.2
Support activities are often seen as necessary ‘overheads’ to support the primary value chain, but value can also be created by support activities. For example:
(a)
Procurement can add value by identifying a cheaper source of materials or equipment

(b)
Technology development can add value to operations with the introduction of a new IT system

(c)
Human resources management can add value by improving the skills of employees through training.

(d)
Corporate infrastructure can help to create value by providing a better management information system that helps management to make better decisions.

5.5
Methods of adding value

5.5.1
There are different ways of adding value. There is an important link between value and CSFs for products and services.
(a)
One way of adding value is to alter a product design, and include features that might meet the needs of a particular type of customer better than products that are currently in the market. A product might be designed with added features. Market segmentation is successful when a group of customers value particular product characteristics, and are willing to pay more for a product that provides them.

(b)
Value can be added by making it easier for the customer to buy a product, for example by providing a website where customers can make purchases. Bookstores can add value to the books they sell by providing sales outlets at places where customers often want to buy books, such as airport terminals.

(c)
Value can be added by promoting a brand name. Successful branding might give customers a sense of buying products or services with a better quality.

(d)
Value can be added by delivering a service or product more quickly. For example, a private hospital might add value by offering treatment to patients more quickly than other hospitals in the region.

(e)
Value can also come from providing a reliable service, so that customers know that they will receive the service on time, at the promised time, to a good standard of performance.

5.6
Value creation and strategic management

5.6.1
By adding value more successfully, a firm will improve its profitability, by reducing costs or improving sales. Some of the extra benefit might be passed on to the customer, in the form of a better-quality product or service or a lower selling price. If so, the business entity shares the benefits of added value with the customers, and gains additional competitive advantage.
5.6.2
Added value does not have to be given immediately to customers (in the form of lower prices) or shareholders (in the form of higher dividends). The benefits can be re-invested to create more competitive advantage in the future.
5.6.3
There is a link between:

(a)
corporate strategy, which should aim to add value for the customer

(b)
financial strategy, which should aim to add value for the shareholders and

(c)
investment strategy, which should aim to ensure that the entity will continue to add more value in the future.
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	Question 2

Introduction

IL (Independent Living) is a charity that provides living aids to help elderly and disabled people live independently in their own home. These aids include walkers, wheelchairs, walking frames, crutches (撐拐), mobility scooters (小輪摩托車), bath lifts and bathroom and bedroom accessories.
IL aims to employ people who would find it difficult or impossible to work in a conventional office or factory. IL’s charitable aim is to provide the opportunity for severely disabled people to ‘work with dignity and achieve financial independence’. IL currently employs 200 severely disabled people and 25 able bodied people at its premises on an old disused airfield site. The former aircraft hangars (飛機庫) have been turned into either production or storage facilities, all of which have been adapted for severely disabled people.
Smaller items (such as walking frames and crutches) are manufactured here. These are relatively unsophisticated products, manufactured from scrap metal bought from local scrap metal dealers and stored on-site. These products require no testing or training to use and they are packaged and stored after manufacture. IL uses its own lorry to make collections of scrap metal but the lorry is old, unreliable and will soon need replacing.
Larger and more complex items (such as mobility scooters and bath lifts) are bought in bulk from suppliers and stored in the hangars. Delivery of these items to IL is organised by their manufacturers. These products are stored until they are ordered.
When an order is received for such products, the product is unpacked and tested. An IL transfer logo is then applied and the product is re-packaged in the original packing material with an IL label attached. It is then dispatched to the customer. Some inventory is never ordered and last year IL had to write-off a significant amount of obsolete inventory.
All goods are sold at cost plus a margin to cover wages and administrative costs. Prices charged are the same whether goods are ordered over the web or by telephone. Customers can also make a further voluntary donation to help support IL if they wish to. About 30% of customers do make such a donation.
Ordering and marketing

IL markets its products by placing single-sided promotional leaflets in hospitals, doctors’ surgeries and local social welfare departments. This leaflet provides information about IL and gives a direct phone number and a web address. Customers may purchase products by ringing IL directly or by ordering over their website. The website provides product information and photos of the products which are supplied by IL. It also has a secure payment facility. However, customers who ring IL directly have to discuss product requirements and potential purchases with sales staff over the phone. Each sales discussion takes, on average, ten minutes and only one in two contacts results in a sale. 20% of sales are through their website (up from 15% last year), but many of their customers are unfamiliar with the Internet and do not have access to it.
Goods are delivered to customers by a national courier service. Service and support for the bought-in products (mobility scooters, bath lifts) are supplied by the original manufacturer.
Commercial competitors

IL is finding it increasingly difficult to compete with commercial firms offering independent living aids. Last year, the charity made a deficit of $160,000, and it had to sell some of its airfield land to cover this. Many of the commercial firms it is competing with have sophisticated sales and marketing operations and then arrange delivery to customers directly from manufacturers based in low labour cost countries.
Required:

IL fears for its future and has decided to review its value chain to see how it can achieve competitive advantage.
(a)
Analyse the primary activities of the value chain for the product range at IL.


(10 marks)
(b)
Evaluate what changes IL might consider to the primary activities in the value chain to improve their competitiveness, whilst continuing to meet their charitable objectives.
(15 marks)


(ACCA P3 Business Analysis December 2009 Q2)


6.
Value Network
6.1
Difference between a value chain and value network
6.1.1
A value network, also called a value system, is the sum of the value chains in all the firms in a supply chain.
6.1.2
A value network can be defined as ‘any web of relationships that generates tangible and intangible value through complex, dynamic exchanges between two or more individuals, groups or organisations’.
6.2
Elements in a value network

6.2.1
For many business entities, the value network is more complex than a chain of suppliers, from raw materials to end product. Other entities are also included in the value network. These can be categorised as:
(a)
Intermediaries. These are entities that provide outsourced services (such as outsourced book-keeping or outsourced logistics management) and support services (such as public relations advisers).

(b)
Complementors. These are entities that provide additional and complementary products or services.
6.2.2
The elements in a value network are shown in the diagram below.
[image: image4.emf]
	6.2.3
	Example 6

	
	A company produces the consoles (handsets) and operating system software for computer games.

· It buys raw materials and components from suppliers for the assembly of the consoles.

· Intermediaries: It sells its products globally, and in some countries it outsources the sales function to other companies. It also outsources some of the software production to specialist software companies.

· Complementors: The success of the company’s product depends largely on the availability of computer games that customers can play on the console. Computer games are written and supplied by independent companies, including subsidiaries of film studios.

· The entity’s customers. The consoles are supplied to retail organisations in most countries of the world.

All these elements make up a single value network.


6.3
The strategic significance of value networks
6.3.1
The concept of the value network or value system has an important implication for each firm in the supply chain/value network. Value can be created (and lost) in any part of the value network. To achieve competitive advantage, it is often necessary to work with other entities in the value network in order to create extra value.
6.3.2
The concept of a value network is particularly important for value systems that do not consist of a simple chain of suppliers from raw materials through to finished products. It is very useful, for example, in many service industries where securing and retaining customers or suppliers depends on the activities of other entities.
6.3.3
An entity should try to improve the efficiency and effectiveness of its own activities in creating value within its own value chain.
6.3.4
However, it should also consider the entire value network, and think about how value might be added across the network, not just within its own internal value chain. A value network must operate with the efficiency and effectiveness of a self contained individual entity. To do this, it is necessary to manage relationships with other entities in the network.
	6.3.5
	Example 7

	· 
	· Toyota is well-known for close involvement with its suppliers. The company works with suppliers to improve their methods and the quality of their output; and to develop new, improved materials and components for input into its own operations. The relationship has benefits for all parties, but tends to be unequal, with Toyota dominating the operations of a large number of semi-captive suppliers.

· Li & Fung aim for more equal relationships with the large number of clothing manufacturers they deal with. It guarantees to take at least 30% of a supplier’s output in order to build a close relationship that can be built on to improve innovation and learning. But it also tries to limit its purchases to no more than 70% of a supplier’s output in order to avoid creating a dependent organization whose managers are influenced more by fear than by trust.




93

_1424289894.bin

