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Is Marketing Creating or Destroying Value?

“In the United States, top executives 
lose their jobs when their companies sell too little.  In 
Britain, it can happen when their companies sell too 
much.”

—The New York Times, March 31, 1993



3Source:Ittner and Larcker “Non-financial Performance Measures: What Works and What Doesn’t,”
http://knowledge.wharton.upenn.edu/

The Need for Marketing Metrics
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Linking Actions to Results

Lifetime Value, Customer Equity
Acquisition, Retention, Expansion
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Gupta, Sunil and Valarie Zeithaml (2006), “Customer Metrics and Their Impact on Financial 
Performance,” Marketing Science, Nov-Dec., 718-739.
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Satisfaction improves financial performance

1 point or 1% increase in satisfaction (ACSI) increases

market value by $275 m   Anderson et al (2004), based on 200 US firms

by  $240 m  Ittner & Larcker (1998), based on 140 US firms

Cash flow by   $55 m  Gruca and Rego (2005) based on 105 US firms

ROI by 2.37% - Anderson and Mittal (2000) based on 125 Swedish firms

ROA by 0.59% - Hallowell (1995) based on 12,000 customers from a retail 
bank 

worth 11.4% of current ROI - Anderson, Fornell and Lehmann (1994) 
based on Swedish firms



6

… but doubts remain

• Satisfaction at t1 correlated with intention at t1 but it is 
uncorrelated with intention at t2 (Mazursky & Geva 89)

• Satisfaction at t1 had no impact on financial 
performance at t1, but changes in satisfaction between 
t1 and t2 affected changes in profits between t2 and t3
(Bernhardt et al. 2000)

• Satisfaction is not associated with future-period stock 
return, except for firms in computer/internet sector 
(Mizik and Jacobson 2007).
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Satisfaction-profit link varies by industries and firms

Source: Anderson, et al., “Customer Satisfaction and Shareholder Value”, Journal of Marketing, October 2004.

Why?
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Satisfaction-retention link

Customer Satisfaction

Customer 
Retention

Ittner & Larcker (1998)

Jones & Sasser (1995)

Anderson & Mittal (2000)

Mittal & Kamakura (2001)

Satisfaction-intention link is concave, satisfaction-behavior link is convex
- Mittal and Kamakura (2001)
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CLV helps in better Customer Selection

• 32% customers were unprofitable
- Niraj et al. (2001) based on 650 customers of a distributor

• Top 30% cross-selling prospects have predicted usage 
probability of greater than 80%
- Kamakura et al. (2003) based on 5,500 customers of a Brazilian bank

• Revenue from top 30% customers based on CLV model was 
33% higher than the top 30% customers selected based on 
RFM model
- Reinartz & Kumar (2003) based on 12,000 catalog customers

• Profit from top 5% customers as per CLV model was 10-15% 
higher than the profit from top 5% customers from other 
models
- Venkatesan and Kumar (2004) based on 2,000 B2B customers
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… and in better resource allocation

Source: Thomas, Reinartz and Kumarv (2004), “Getting the Most Out of All Your Customers,”
Harvard Business Review, July-Aug, 116-123.  
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% ROI

-17%
-30%

530%

Based on
Cross-selling 
model

Based on
Bank’s
heuristic

Based on
purchased
list

Field test on 3 groups of 
24,000-50,000 customers

- Knott, Hayes & Neslin (2002)

… and leads to higher ROI
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… but how accurate are we in predicting CLV?

Of the top 20% of customers, 55% are misclassified

Of the bottom 80% of customers, 15% are misclassified

- Malthouse and Blattberg (2005)
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CE can serve as a proxy for firm value
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..but what is
missing?
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Network Effects

Job Seeker

Employers

Buyers

Sellers

Value of a “free” customer?
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Value of a “Free” Customer

Source: Gupta, Sunil, Carl Mela and Jose Vidal-Sanz (2006), “The Value of a ‘Free’ Customer,” Working Paper.
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Social Networks

MySpace sold for $580 Million
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Social Networks



18

Customer Value in a Networked Society

Intangible Value
Based on Social Network Index

Tangible Value
Based on Purchase

High

Low

Low High

% of Customers

22 28

28 22

Source: Iyengar, Raghuram, Sangman Han and Sunil Gupta (2007), “Customer Value in a Networked Society,”
Work-in-progress.
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Summary: The Profit Chain and its Links
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