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Developing systems for CRM solutions

Aims and scope

The presence of CRM in many organizations is often characterized by the installation of enabling technology. This paper concentrates on demonstrating a foundation for CRM systems planning. Initially, we provide a case for relationship management as a fundamental component of marketing. Using this to underpin development work, we then set out a series of frameworks to help guide companies to business-led systems implementation.

Marketing: too big to be left to marketers?

There is an oft-quoted phrase that ‘marketing is too big to be left to marketers’. Whoever originally made the comment could well have had the principles of CRM in mind, since the approach requires a broad strategy involving most, if not all areas of an organization.  We are nevertheless mindful that the deployment of CRM within businesses is dominated by technology applications. Some 5,000 companies worldwide are said to be offering software solutions, yet there are regular reports of project failure. Clearly, significant gaps between Relationship Management theory and practice remain to be bridged. 

We should voice our concern at the outset that the proliferation of labels relating to CRM, such as Demand Chain Network Management and Technology Enabled Relationship Management, creates an unhelpful fragmentation that businesses must try and make sense of. It is therefore no surprise to us that we encounter a good deal of scepticism about the application of these various terms, and by default, CRM. We address this suspicion by taking clients through a brief history of marketing and showing that Relationship Management has always been a consistent element, if not always recognised as such. The following section lays out some of the material we use for this review.

We commence the process by observing that CRM is at one end of a scale (described in marketing literature as the “Marketing Strategy Continuum”
) from transactional marketing and that the challenge is therefore to determine the type of approach that is relevant to each customer.

Figure 1
The Marketing Strategy Continuum

Transaction                                                   Relationship


Characteristics

	Product as the unit of planning
	Customer as the unit of planning

	Transaction orientated (one-off)
	Relationship building

	Product investments
	Market investments

	Market analysis and segmentation
	Customer analysis and segmentation

	Product performance
	Service and quality marketing

	Short-term profit
	Long-term profit


Source: Matthyssens and Van Der Bute. Long Range Planning, 1994

From this basis, we point out that transactional marketing, characterised by the 4 Ps - product, price, promotion and place - and referred to by Kent as "the holy quadruple...of the marketing faith...written in tablets of stone"
, has dominated business administration for over 40 years. The origin of the 4 Ps lies in the development of mass production and distribution, which gave rise to a mechanistic approach to marketing strategy, in which customer focus is notable by its relative absence. Gronroos observes that “Marketing the way most textbooks treat it today was introduced around 1960. The concept of the marketing mix and the Four Ps of marketing…entered the marketing textbooks at that time. Quickly they also became treated as the unchallenged basic model of marketing...”
. The consequence of this primacy has been that Relationship Marketing has developed largely subservient to the Marketing Mix and the 4 Ps. This perhaps explains why so many different terms - deriving from the same root - have propagated without necessarily achieving significant momentum. Even the generic label of ‘CRM’ can often be observed in organizations as an adjunct to, rather than occupying a central position in marketing strategy.

This is a curious state of affairs given that Relationship Marketing can be traced back to industrial marketing where client account management was evident, and prior to that in terms of the individual dialogue between artisans and their customers. The pervasive influence of mass marketing and the consequent rise of the four Ps (at least partly in response to growing competition) as a means to “…create a customer…”
 has overshadowed the observation that any business transaction can exhibit, to some extent, a social or relationship component. Standard definitions of marketing such as “…the management process responsible for identifying, anticipating and satisfying consumers’ requirements profitably”
 imply the existence of ‘liaison’. Gronroos is explicit: “Marketing is to establish, maintain, and enhance relationships with customers and other partners, at a profit, so that the objectives of the parties involved are met. This is achieved by a mutual exchange and fulfilment of promises”
. He makes much of ‘trust’ as a key component, observing that  “The resources of the seller - personnel, technology and systems - have to be used in such a manner that the customer's trust in the resources involved and, thus, in the firm itself is maintained and strengthened”
. 

If growing competition in the mass marketing era spawned the 4 P’s, it also provided impetus to the study of marketing economics. Particular focus centres on customer retention, recognising in essence that a pattern of repeat purchases improves the return on ‘acquisition marketing’ investment. This is clearly observed in the principle of ‘customer life-time value’ and ‘marketing efficiency’ where acquisition costs are divided by income to give a raw index of gross profit margin. If the characteristics of repeat, cross-sell and up-sell purchases are known for each existing customer and can therefore be projected for new customers, the acquisition ratio may be acceptable even where marketing costs exceed initial income, because of future cash-flows. In other words, awareness of customer lifetime value creates the basis for discounted cash flow modelling and hence measurement of marketing investment returns.

Literature on marketing economics focuses principally on applications within services and industrial marketing. Murphy
 cites research undertaken by consultants Bain & Co, indicating that a 5% increase in customer retention can increase profitability, ranging from 25% on bank deposits to 85% on car servicing. Reichheld provides a working example of the benefits, citing how Vanguard (a mutual fund management business) focuses on propositions for substantial, cost-conscious long-term investors and discourages high turnover, quick trade accounts. This helps to reduce account ‘churn’, allowing Vanguard to operate with an average expense ratio of 0.3%, compared to an industry average of 1.2%. Their long-term customers therefore create the platform for above average performance.

Marketing economics clearly underlines the financial advantage in sustaining key relationships, particularly where customer segmentation on the basis of transactional and relationship characteristics can be achieved. Yet, as Gronroos observes: “In a standard marketing text, services marketing, industrial marketing and international marketing, for example, are touched on in a few paragraphs or they may be presented in a chapter of their own. However, they are always occurring as add-ons, never integrated into the whole text.”
 In short, the prevailing simplicity of the 4 Ps as a marketing paradigm appears to have constrained the development of Relationship Marketing and the obvious links with marketing economics.
It is ironic that the 4 Ps approach is perhaps seen at its most influential in respect of consumer goods marketing. Typically supported by heavy above-the-line promotion, an obvious objective is to convey product or corporate values to the public, to the extent that an affinity or loyalty may be formed. Klein observes that “The advertising industry’s astronomical rate of growth is neatly reflected in year-to-year figures measuring total ad spending in the U.S. …, which have gone up so steadily that by 1998 the figure was set to reach $196.5 billion, while global ad spending is estimated at $435 billion.”
. 

It is instructive to note the way in which large retail organisations have begun to harness customer data collection to execute individual customer marketing propositions. This development has enabled supermarket chains in the UK to extend the range of goods and services on offer. In the UK, Tesco ‘club’ cards and Sainsbury’s Reward Card and Banking services are obvious examples. Indeed Sainsbury’s has recently announced its participation in the ‘Nectar’ loyalty retailing consortium from Autumn 2002.

CRM – always the bridesmaid?

So far, we have suggested that there is an implicit sense of liaison in the marketing exchange process, that marketing economics point to the benefit of long-term customer relationships for profit and that elements of advertising are intended to communicate brand values that customers can identify with. It is therefore strange that in spite of the obvious centrality of relationship building in these components, CRM has still to obtain wider recognition in marketing strategy.

We have indicated that the simplicity of the 4 P’s as a marketing paradigm may provide an explanation. The broad effect of adherence to this approach is that marketing activities tend to focus on acquisition - a function that can generally be contained within a ‘marketing department’. If we acknowledge however that customer retention and relationship building play an important role in overall marketing direction, then clearly after-sales support, operations, customer service and other ‘back-office’ functions also contribute. Integration of activities to form a coherent customer management proposition is essential if this broader strategy is to work, which brings us back to the opening remark that marketing is too big to be left to marketers.

We have encountered clear tensions within organizations where traditional marketing functions need to be squared with the more integrated approach required for CRM. We have also observed that CRM initiatives are often technology- rather than business-led. It is hard to dispute the significance of software applications to CRM (principally in storage and retrieval of customer information). Nevertheless, if an organization loses sight of the fact that technology is an enabler and not an end in itself, then it will always be possible for development to be compromised. In our view, this goes a long way to explaining why a high proportion of CRM projects appear to fail.
Why should an organization bother with CRM if it simply appears to complicate the marketing function? Apart from the persuasive case made by marketing economics and the increasing requirement to show more precise returns on marketing spend over longer periods, environmental factors also weigh in the balance. In consumer markets, competition has escalated rapidly. Where marketers used to talk about customer share, now the focus is on obtaining a share of that customer’s wallet, and consequently the need to secure repeat income over time to make up for the lower average revenue per unit. Purchasers expect that products and services will be of high quality and service excellence is assumed. These expectations are being progressively backed by a willingness to litigate.

The development of phone and e-commerce contact points have not only lowered barriers to market entry but have also marked a shift in ownership of distribution. Where traditional channels are dictated principally by the businesses themselves, customers have more control over new media links because they can determine the time and place of contact. The normal pattern of ‘supply chain’ management is being modified by the growing need for ‘demand chain’ administration. Integrating 'on-' and 'off-line' marketing will present a major challenge. Keeping track of customers will be vital, whatever channel is used. A closer understanding of their contact preferences through data capture and analysis will be a prerequisite to differentiating product and service offers.

CRM systems – start with the customer

The previous sections provide the backdrop to our work in developing relevant CRM systems. We build our propositions on a business-led approach, placing customer rather than product revenue first, always mindful of marketing economics. We are more concerned at the outset with defining practical templates than we are with systems technology per se. We therefore concentrate on identifying:

1. The current framework of existing business strategy, organization, processes and technology

2. Customer contact points

3. Relevant customer information

4. Suitable performance measures

CRM framework

To facilitate initial scoping of CRM capabilities within an organization, we ask clients to consider some broad questions in order to assess the current state of play:

· Who are your most valuable customers? (There may be an obvious answer in terms of income and profitability, but equally, some customers fulfil a valuable advocacy role. Determining the existence of referral networks is instructive.)

· What do you need to know about your customers to be able to answer their needs profitably? 

· Which members of your organisation are directly involved at customer contact points and what other areas do they rely on to meet customer expectations?

· How do you measure the results of customer marketing and management initiatives?

We then compare initial responses against a broad framework of attributes to identify the extent of organizational, technical and attitudinal shifts necessary to achieve integrated Relationship Marketing. 

Figure 2
CRM framework: outline check-list 

	Customer strategy

	High-level commitment

	Planning

	Communication and leadership

	Organisation & Personnel

	People organised around strategy, processes & technology, supported by training

	Access to information at customer touch-points, supporting service commitments

	Monitoring & managing all CRM processes

	Processes

	Collection & application of customer information (profile, transactions, contact)

	Communicating offers to most receptive audience

	Using most efficient communication channels

	Accurate campaign & client coding

	Relevant tracking of marketing results, service delivery & customer support

	Technology

	Relevant data collection, storage and retrieval facilities

	Analysis capability

	Communication support

	Service technology

	Measurement


This provides a broad qualitative assessment of the components required to strike the balance between strategy, organization, processes and technology. From this, we can begin to address project management to specific initiatives.

Customer contact points

We then deploy a customer touch-point mapping template to help review all links with prospective and existing customers, grouped under two main components of acquisition marketing and customer relationship servicing. This process is also applied internally to determine the degree of inter-departmental coordination for customer support. Where a business uses a multi-channel acquisition approach, each distribution channel may also be subject to individual mapping.

Figure 3

Customer touch-point mapping template








The purpose of this template is to:

· Provide clear insight into where the customer touch-points lie within an organization

· Identify how service disciplines can be applied at the touch-points

· Determine where customer information can be gathered

· Facilitate customer personalization for each touch-point

· Help in the design of service standards monitoring at touch-points

· Provide a detailed framework for IT development
The broad output from this process is a customer contact map, enabling project and IT managers to identify and translate business requirements for both acquisition marketing and ongoing service contact into practical systems support.
Customer information

Having identified the touch-points, resources and protocols required for CRM, we work with clients to determine what customer information will help to strengthen the objective of meeting needs profitably. The depth and structure of information required will vary according to whether we are developing a B2B or Consumer relationship management facility, but broadly speaking, we follow a pattern based around 3 major criteria:

Figure 4

Customer information framework (consumers)
	Customer information

	· Name, address, postcode, phone, mobile, e-mail – to cover all potential contact channels

	· Gender, age, occupation, marital status, family

	· Contact dates, times

	· Track contact preferences (supply- or demand-led, channels, frequency)

	· Customer permissions (e.g. data protection), coding

	· Interests, preferences, characteristics

	Transaction information

	· Enquiries

	· Products / services purchased, value

	· Marketing campaign / sales source references

	· Transaction dates

	Customer Service information

	· Service tracking (enquiry / sales turnaround, delivery time-scales & completion, after-sales support)

	· Customer service register (complaints contact, resolution, satisfaction contact / survey)

	· Customer correspondence (letter, e-mail, phone notes)

	· Contact notes – diary any follow-up requests, event dates


This information structure forms the basis that we look to apply for database design or review. The template also helps to review the adequacy of data capture in customer enquiry and application processes. In combination with contact mapping, organizations can also determine the access to, and level of customer information required by any personnel administering the touch-points.

Such information can then be deployed for CRM application according to a sequence along the following lines:

Figure 5

Customer Data application





A chief aim of analysis will be to determine whether customers favour transaction or relationship contact. We have found clear instances where the same customer exhibits both transaction and relationship characteristics depending on the level of affinity with different products, even where offered by the same organization – motor insurance and home shopping services for instance. Thereafter, the degree of personalization (and thus spend per customer) can be assessed, planned and executed for either marketing or service support contact. Further information derived from this sequence may be fed back into data capture to refine subsequent activity.

CRM performance measures

Investment in a CRM approach requires objective measurement to underpin the balance of strategy, organization, processes and technology. In our experience, misapprehension can stem from the assumption that CRM measurement is principally concerned with either customer service or cost reduction exercises. If we reflect on the Gronroos definition of marketing (“…to establish, maintain, and enhance relationships with customers and other partners, at a profit…”), then it is clear that measures must reflect both acquisition and service elements. We therefore emphasize three broad metrics:

Figure 6
CRM measures

	Metric
	Example Reports

	Income
	Sales revenue reporting - new business, cross-sell, up-sell (in aggregate and per customer), business retention rates

	Efficiency
	Return on marketing and customer service spend (in aggregate and per customer): customer life-time value, marketing efficiency, customer product holdings

	Goodwill
	Customer identification codes, Service standards performance, complaint volumes, customer retention rates, business referrals


We often find that although such measures exist in one form or another within organizations, they tend to be regarded as separate reporting activities. We therefore look to integrate them in order to ensure that customer focus is delivered. This is not always simple, as businesses are often structured with discrete marketing and customer service reporting lines, reflecting the way in which the 4 Ps have influenced their shape. Nevertheless, by adopting a 'balanced score-card' approach that recognises the need to monitor the three areas in combination, businesses can determine the blend of reports and information required for relationship management. Systems can then be calibrated to generate relevant information against the 'score-card'.

CRM systems – end with the customer

Assessment of the four areas of framework, customer contact mapping, relevant information capture and performance measurement will provide the basis for design of practical CRM systems. Even where these components have been reviewed in full, it still requires a significant cultural shift for many organizations to develop CRM as an integrated approach. This is chiefly an issue of leadership and is worthy of separate review. We stress to Executives that the assets of a business count for nothing without the existence of customers. By reference to theory and practice, we seek to demonstrate that CRM holds the key to maximising return on those assets.
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