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Create customer value in

five steps — part two

In the past issue (C&/ 2002, 12) Phil
Allen outlined the importance of map-
ping the market and understanding
your customer’s value expectations.
Now he rounds up this section with
how to discover your customer-value
segments, assess your competitive
position and select your target
customer-value segments.

The four remaining steps in the
customer-value management model
will be explored in more detail in fur-
ther articles, which will appear in
Cé&I during the rest of this year.

Discover customer value

Segmentation is based on the
idea that markets can be divided
into groups of customers with
homogeneous needs and value
drivers. Segmenting helps you to
understand customer value. It is
the basis for choosing target cus-
tomers and the building block of
your customer-value commit-
ment. It allows you to concen-
trate your strength against your
competitors' weaknesses.

Once you have this under-
standing you can go on to discov-
er what drives your customer's
behaviour. The most powerful
way to define a customer-value
segment is through groups of un-
met or poorly met needs. If you
don't find any unmet or poorly
met needs on a first pass, look
again. Every customer has some,

Start at the last level in the val-
ue chain, where the value or
benefit of your offering is still
recognised and work back from
there. You should discover cus-
tomer-value segments at each lev-
el up to the direct trading partner.
You will have to target customer-
value segments at each of these
levels in the value chain, to devel-
op a winning marketing strategy.
It is crucial to start at the last level
in the value chain, where the real
value and benefit of your cus-
tomer-value commitment is still
recognised. It is here that the
greatest value in your offering is

likely to be acknowledged.

That's the best way to do it, but
if time presses, I have developed
a generic segmentation model
with four basic types of customer.
The innovator is primarily driven
by the need to maintain a compet-
itive advantage in its market, and
to be perceived as an innovator in
its industry. It does this by lead-
ing innovation and creating value
leading edge products, technolo-
gy, markets and processes. A high-
ly knowledgeable risk-taker, the
innovator focuses on the desired
benefits of purchases, and offsets
the relative cost with a higher
priced offering.

The optimiser is similar to the
innovator, but the most important
value driver is the need to reach
full market potential by fulfilling
demand and not missing opportu-
nities. The optimiser balances de-
sired benefits and relative cost.

The operationaliser's value de-
cisions are driven by the need to
optimise profits. Desired benefits
are sought to optimise total cost
of acquisition and use. This cus-
tomer-value segment expects rel-
ative costs to be satisfied by
achieving operational efficiency.

The economiser must buy
from the low-cost supplier in its
value chain. Purchase decisions
are made on the basis of price
alone, when no further cost ad-
vantages are perceived overall.

Competitive position

Understanding the competition
and your competitive position are
relevant, your strategic thrust
should not be to crush the competi-
tion. You will be in a position to de-
liver sustainable performance and
profit by delivering products and
services that your customers need.
Whether the competition will be
able to deliver superior value now
or in the future is relevant, but
should not be the essence of your
business philosophy. Are you in
business to sell products or value?

Customers are the only arbiters of
value who matter. Superior value
for customers wins them and
keeps them loyal. It also confuses
the competition.

Select your target

Customer-value management is
laser-guided marketing which
identifies customer-value seg-
ments to pursue. You decide
whether or not the company has
the critical processes and desire
to meet the customers’ value ex-
pectations, and if those relation-
ships result in value. Answering
those two questions helps select
target customer-value segments
and ignore others. You must
judge whether you can profitably
do business with any customer
better as an individual, or as part
of a customer-value segment. The
larger the customer the more
likely they are to be in a value
segment of their own.

Always consider the cost of ac-
quiring and retaining customers.
Most often there are more oppor-
tunities than you either can or
want to exploit. So you must
make choices. As a supplier, you
have a value ratio just as cus-
tomers do. Your desired benefit is
a profit stream over time divided
by the cost of that profit. Your rel-
ative costs are the acquisition,
maintenance and retention costs
associated with your customer re-
lationships.

Phil Allen runs the marketing
excellence practice MarketAbility in
the chemicals and energy sectors,
covering all aspects of improving
business profitability through
applied practical marketing and
customer-value management.
MarketAbility operates on both a
local and global level.

Allen is also the founder of the
Customer Value Management Circle
of Excellence. He can he contacted
on +411783 8777 or at
phil.allen@marketability.org.
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