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Market share and customer equity measurement using markov chain
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Various techniques have been developed to measure firm's market share and return of investment (ROI) of
firm's marketing expenditures. However, most of those techniques are usually used to assess the past
performances of a marketing program, using history of longitudinal data instead of expected future
performance of a planned marketing program. In the absence of historical database, measurement of
expected ROI could still be carried out using a cross section survey, evaluating customer future purchase
intentions as influenced by a new loyalty program to be launched by the firm in near future. Using survey of
domestic airline passengers and Markov Chain approach the model incorporates competition whereby
customers are free to switch from one carrier to another from time to time. Expected ROI of loyalty program
is measured by canges in the customer equity. Using Matlab software , future market share of Lion Air,
MandalaAir, and Merpati Airline could be estimated quite accurately, and subsequently, changesin
customer equity could be measured. Loyalty programs indeed induce changes in customer's future share of
wallet and customer equity. Managers are encouraged to regularly conduct customer survey to guide them
prior to launching a marketing action, using changes in customer equity as the ultimate dependent variable
of ROI measurement.
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