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Frequently Asked Questions About This Book



What is Customer Relationship Management?


Customer Relationship Management—or CRM—is an old subject that has become a hot topic.


Since the 1960s management gurus such as Peter Drucker and Theodore Levitt have been preaching the CRM gospel, which can be simply summarized like this:


“The true business of every company is to make customers, keep customers, and maximize customer profitability.”


This gospel was neglected by most companies—until recently. Why? Because only now are new and improved technologies (databases, datamining, Internet, etc.) capable of tracking and managing customer profitability, behavior, and satisfaction at a reasonable cost.


As a result, 70% of large companies expect to implement Customer Relationship Management in some form during the next five years, according to a recent study published by the Economist Intelligence Unit and Andersen Consulting.


What is Customer Marketing?


Customer Marketing® is a structured method that has been used by hundreds of companies to implement one or more aspects of CRM. The European Economic Community has supported the development of the Customer Marketing method and tools to improve the competitive position of European companies. This book introduces the method to American companies and managers.


What will I learn from this book?


This book is divided into three parts:


• Part One explains what CRM and Customer Marketing are and how they can lead to dramatic profit increases in your company.


• Part Two takes you through a step-by-step process to implement CRM in your company using the Customer Marketing method. The “InterTech” case is used to illustrate the steps. (You can read through it quickly the first time, then use it as a “cookbook” during your implementation project.)


• Part Three discusses how you can take advantage of the Internet to build better relationships with your customers—and to defend yourself against competitors who are trying to use the Internet to take your customers away from you.


What kinds of companies will profit most from this book: small, medium or large?


Implementing CRM with Customer Marketing is similar to implementation of a Total Quality Management program. It brings with it the need to change the activities and attitudes of managers and employees. It doesn’t happen overnight.


Customer Marketing implementation works best at the level of Customer Teams—groups of sales, marketing, and service people, all of whom work with the same group of customers. Once you find out the right way to do this with a “pilot project,” you can roll out the process throughout the company, no matter how large it is.


In short, the book is primarily written for


• Owners and CEOs of small to medium-size companies, up to around five hundred employees.


• Managers of business units in large companies who can operate relatively autonomously and/or have been selected to implement CRM as a pilot project.


• Large companies that want to improve the performance of their franchisees, distributors, dealers, and agents.


Where can I get additional information and guidance about Customer Marketing—without hiring a consultant?


The readers of this book are invited to visit www.customermarketing.com, where you will find out about more tools and information to help you implement CRM in your company.


Is this book for business-to-business or business-to-consumer companies?


CRM and Customer Marketing can work for any business—provided that it can capture and store customer names, sales revenues, and characteristics in some kind of software, the minimum being a simple spreadsheet.


And the authors draw on their experiences with companies selling to other businesses and to individual consumers.


The “InterTech” implementation case in Part Two of this book is a business-to-business example, since it demonstrates how CRM can be implemented in companies that employ a sales force in addition to other methods and media.


Is this book a value-for-money proposition?


The time and money you invest in this book can be quickly paid back many times by following up on only one of the many tips and suggestions you will find in it.


But you can get a huge return on investment from this book if


• You want to know how to increase the profitability, sales revenues, and satisfaction of the customers you now have.


• You want to know how to get some new customers, which will improve your bottom line results.


• You use the knowledge in this book to make it happen. Part One How to Profit from Customer Relationship Management With Customer Marketing
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Chapter 1
[image: image]
“What Business Are You In?”



Has a consultant ever asked you this simple but profound question?


If so, he may have been trying to appear wise and all-knowing.


But more likely he was trying to see if you are product oriented or market oriented.


If you answer the question “What business are you in?” in relation to your primary product or service with, for example,


“We sell shoes.”


“We are accountants.”


“We build houses.”


then you probably are rather product oriented. And this can be dangerous.


As Theodore Levitt pointed out in “Marketing Myopia,” his classic Harvard Business Review article published in 1960, the presidents of American railway companies in the early 1900s, if asked, would have answered the question like this:


“We are in the business of operating trains.”


The result of this narrow, product-oriented thinking was that virtually every U.S. rail company went bankrupt or faced serious problems because they missed out on the rapid growth of the airlines and the development of a sophisticated highway system as a way to get things and people from place A to place B.


For the railroads, a better answer would have been


“We are in the transportation business.”


Another example is IBM. Thomas Watson, Jr., son of the IBM founder, tells in his book, Father, Son & Co., how IBM almost missed out on the computer revolution in the early 1950s. Many IBM-ers—including his forceful father—would have answered the question this way:


“We are in the business of supplying punch card machinery.”


The old-guard IBM-ers were making huge profits selling the machines that processed the cards carrying the famous “Do not fold, spindle, or mutilate” admonition. They simply refused to believe in the benefits of magnetic tape as a medium to store data and in computers to process that data. Watson Jr., hearing major customers such as Time, Inc. complain about the costs of storing and managing millions of punch cards, realized just in time that IBM’s answer to the question should be


“We are in the business of data processing.”


By exploiting and developing computer technology as a better, faster, and cheaper way to process data, IBM became one of the largest and most successful companies in the world. (They have had ups and downs since then, but at the end of the day, IBM listens to their customers. That’s why they are a leader in e-commerce today.)


As these examples indicate, a market orientation is much healthier for you and your business in this fast-changing world.


But now the politically correct answer is


“We are in business to make customers, keep customers, and maximize customer profitability.”


Business owners and managers have rediscovered the customer. And so should you—if you haven’t already.


Your company’s revenues, profits, and market share and your salary—come ultimately from only one source: your customers!





No matter what product or service you provide—be it candy bars, computers, insurance, or temporary help—customers are the heart of your business. When you get right down to it, the one single thing a company needs to be in business is a customer!


• You don’t need money to be in business.


• You don’t need to have an idea to be in business.


• You don’t need a store, factory, or office location to be in business.


• You don’t need personnel to be in business.


• You don’t even need a product or service to be in business.


All these things help, of course. But without a customer, you’re not in business.


If you have just one customer, you are in business.


If you have a lot of good customers, you have a successful business.


If your company is successful—and I hope it is—I’m willing to bet you have developed a solid base of good customers who do nice things like this:


• Buy more from you—even if your prices are (somewhat) higher than the competition’s.


Obviously, you can’t gouge people and expect to get away with it. But think about that small grocery store or specialty clothing store where they know your name or the service is pleasant. Sure, you pay a bit more. But you keep coming back.


• Recommend you to colleagues, family, friends.


There’s no better promotional message than a recommendation from a satisfied customer. People talk about their experiences with suppliers—both good and bad. A recent study showed that Information Technology managers rate advice from colleagues as one of the most important sources of information for buying a system—and that more than 60% of IT managers give advice privately to colleagues outside their own organization!


Imagine—the IT manager of Proctor & Gamble meets the IT manager of Unilever at a computer conference. They don’t talk about soap. They talk about who’s doing what to whom in the IT community—and their experiences, good and bad, with suppliers.


While a good customer will generate a lot of business for you, a dissatisfied customer can hurt you badly. Who was it who said: “For every complaint there are 10 others who didn’t make the effort to tell you of their dissatisfaction. And since every dissatisfied customer gripes to an average of 6 people, every complaint represents 60 people who are walking around with a negative image of your company.”


• Make you the “standard” for the organization or family.


What could be better than having the boss at your customer site send out a memo to all employees: “All [name of your product or service] must be ordered from [name of your company]” Good customers write memos like that.


• Try out your new products and help you make them better.


Good customers are usually willing to invest their time and effort to help you develop and improve your (new) products and services. In the case of software and sophisticated technology, customer involvement in research and development of new products can be worth millions of dollars or more in man-hours and expertise. And the beauty part is this: As customers become involved in your business, they tend to become better customers!


• Use your support, service, and other facilities.


Service, support, training, add-ons. These often highly profitable products and services are usually offered to customers with whom you have a good relationship.


Do you believe that getting, keeping, and maximizing the profitability of good customers is so essential for the continuity of your business?


Then you will probably want to know how customer pyramids can help you understand and manage your customers better than you now do.


Read all about them in the next chapter.





Chapter 2
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All About Customer Pyramids



A customer pyramid is a useful tool to help you visualize, analyze, and improve the behavior and profitability of your customers.


You can also use a customer pyramid to create more customer awareness among managers and staff in your company. Replace the sterile monthly sales charts on the company cafeteria walls with customer pyramids that graphically illustrate what is really happening in the real world each month: the up-down/in-out behavior of your customers.
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Figure 2.1





The following are the basic elements of a customer pyramid (see Figure 2.1):


• Active Customers—persons or companies that have purchased goods or services from your company within a given period, say, the last 12 months.


• Inactive Customers—persons or companies that have purchased goods or services from your company in the past but not within the given period. Inactive customers are an important source of potential revenue—and also a source of information about what you need to do to prevent your Active Customers from becoming Inactive Customers!


• Prospects—persons or companies with whom you have some kind of relationship—but they have not yet purchased any goods or services. Examples of Prospects are people who have responded to a mailing and requested your brochure; companies that have issued you a request for bid; contacts met at a trade fair. The Prospects, of course, are persons and companies you expect to upgrade to Active Customer status in the near future.


• Suspects—persons or companies that you could be able to serve with your products and services—but you do not yet have a relationship with them. Normally, you seek to begin a relationship with Suspects and qualify them as Prospects, with the longer-term goal of converting them to Active Customers.


• The Rest of the World—persons or companies that simply have no need or desire to purchase or use your products and services. While you will never make any money with this group, it is important to visualize them to dramatize how much marketing time and money you spend trying to communicate with people and companies with whom you will never do any business!


The value of the customer pyramid increases when you segment your Active Customers into categories of behavior critical to the success of your company, such as sales revenue.


After a lot of experimentation, we recommend for most companies a “standard” customer pyramid, which is formed by clustering customers according to a four categories of sales revenues as shown in Figure 2.2: “Top,” “Big,” “Medium,” and “Small.”


To create this customer pyramid, make a list of your customers with their sales revenues for a given period (normally, your last fiscal year). This information should be available in your bookkeeping department.
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Figure 2.2


You then sort the customer list from top to bottom, beginning with the largest customer in terms of sales and ending with the smallest customer. (A spreadsheet program such as Excel or Lotus 1-2-3 makes this task more manageable.) What you end up with is what we call a “customer sort.”


You then segment the list of customers into four categories, as follows:


• “Top” Customers—the top 1% of your active customers in terms of sales revenue. (If you have 1,000 active customers, your “Top” Customers would be the first 10 customers on your list.)


• “Big” Customers—the next 4% of your active customers in terms of sales revenue. (If you have 1,000 active customers, your “Big” Customers would be the next 40 customers on your list.)


• “Medium” Customers—the next 15% of your active customers in terms of sales revenue. (If you have 1,000 active customers, your “Medium” Customers would be the next 150 customers on your list.)


• “Small” Customers—the remaining 80% of your active customers in terms of sales revenue. (If you have 1,000 active customers, your “Small” Customers would be the remaining 800 customers on your list.)
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Figure 2.3


To complete your customer pyramid, add the number of “Inactives” (Inactive Customers) (they can also be found in your bookkeeping records), your active Prospects (ask the sales department), and your Suspects (ask the marketing department). For the moment, don’t worry yet about the Rest of the World.


Figure 2.3 shows an example of a customer pyramid for the “Ajax Fine Plastics Co.,” which has 2,615 active customers. Thus Ajax had 26 “Top,” 105 “Big,” 392 “Medium,” and 2,092 “Small” Customers.


Notice also the customer pyramid segment “boundaries,” which will become evident from your customer sort.


For Ajax, a “Top” Customer spends more than $75,000; a “Big” Customer spends between $25,000 and $75,000; a “Medium” Customer spends between $3,000 and $25,000; and “Small” Customers spend from $1 to $3,000. (Note: We will come back to the Ajax Fine Plastics shortly.)


Some companies and industries find it more practical or useful to work with a customer pyramid based on behavior other than sales revenues.
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Figure 2.4


For instance, the financial industry (banks and insurance) can segment customers based on the number of products or product clusters purchased or used by each customer. For instance, the “One Shots”—often 80% or more of a bank or insurance company’s customers—have only one account or insurance policy; “Duets” have two; “Triples,” three; and so on (See Figure 2.4).


For many retail organizations, the number of visits per customer is a key—and measurable—factor. For food stores, the number of visits per month is important. For clothing stores (and hairdressers!), the number of visits per year are used to build a customer pyramid (see Figure 2.5).


Companies that sell capital goods, such as machines, trucks, and automobiles, may prefer to work with a customer pyramid based on the number of consecutive purchases made by a customer over a long period of time (see Figure 2.6). For instance, an auto dealer would count a customer who has purchased four or more automobiles in the past as a “Top” customer; the customer who has purchased three as a “Triple”; and so on.
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Figure 2.5


By the way, since many capital goods suppliers also sell services and “consumables,” they often find that a customer pyramid based on yearly gross margin (sales revenues less costs of goods and services) is even more useful.


Customer Pyramids for Each Company Level


Customer pyramids can be built to reflect the hierarchical structure and size of your company. A small company may have only one pyramid for all customers. Larger companies can have a customer pyramid at the corporate, regional, and on down to the sales territory level (see Figure 2.7).


It is essential, however, that the customer pyramids maintain the same customer definitions and that the structure remain the same for all levels. This allows for customer reporting up and down the line—how many customers were gained, lost, upgraded, downgraded, etc. It adds a new dimension to the typical financial reporting.


For instance, one Swiss company established a pyramid for scores of sales offices around the world with these parameters in Swiss francs:
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Figure 2.6
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Figure 2.7







	Top Customer: 	>100,000




	Large Customer: 	50,000-100,000




	Medium Customer: 	25,000-50,000




	Small Customer: 	1-25,000





This system gave top management a clear view of their worldwide customer base, translated into the one currency of relevance.


More Than One Customer Pyramid per Company or Business Unit


Most managers have no problem answering the question “Who is your customer?”


The retailer knows his customer who comes into the store. The temporary help agency counts the personnel department as its customer. The insurance brokers sell either to private individuals or a corporate decision-making unit.


But sometimes defining the customer is not so simple. For instance, if you are a food processor with branded products, who is the customer? The distributor that buys the product directly from you? The supermarket that buys from the distributor? Or the individual shopper who buys from the supermarket? (See Figure 2.8.)


And who is the customer for a producer of prescription drugs? The doctor who prescribes the drug? Or the hospital that buys the drug directly from the producer or the wholesaler? (See Figure 2.9.)


There are two guidelines for helping you define your customers and define your customer pyramids.


1. Make pyramids for those customers whose behavior you can influence. It doesn’t make sense to spend a lot of time tracking companies or individuals in the “food chain” over which you have no influence. Therefore, a prescription drug company may have a customer pyramid only for the prescribing doctor who is visited by the “detail man.” But a food processor may have customer pyramids for the distributor, the supermarkets, and individual households.
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Figure 2.8


2. Make pyramids for customers requiring different marketing and sales methods. You may have a product that you sell to end users and to distributors or dealers. If you have split your sales force into direct and indirect business units, you may find it useful to make completely different pyramids for each business unit in order to make performance comparisons and to allow for differences in customer (contact) plans.
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Figure 2.9








Chapter 3
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Ten Lessons Learned from Customer Pyramids



The concept of Customer Marketing and the customer pyramid as a tool to visualize and analyze customer behavior was introduced in 1989. Since then we have built and looked at hundreds of customer pyramids for companies in a wide variety of industries. Electronic component manufacturers … wholesalers … automobile dealers … retailers … manufacturers of fast-moving consumer goods … banks and insurers … even law firms!


While these companies have been wildly different in terms of size and types of business, their customer pyramids reflect remarkably similar patterns of customer behavior. And the ways in which all these companies interact with their customers are also remarkably similar.


From our experiences with these companies, we have been able to distill and share with you 10 lessons learned from customer pyramids.


To illustrate these 10 lessons, we will use “Ajax Fine Plastics Co.” (AFP) as a case. (Finally, I can follow the advice given to Dustin Hoffman in The Graduate and … get into plastics!)


While Ajax is a fictional name of a fictional company, the customer pyramids are very real and are quite representative of the situation in the business-to-business marketplace.


Just to set the background, here is some basic data on Ajax Fine Plastics:


• 2,615 customers


• $13,669,000 annual revenues


• $588,654 operational profit
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Figure 3.1


• $5,227 revenue per customer


• $225 operational profit per customer


Figure 3.1 shows the AFP customer pyramid.


You will probably want to compare your own customer pyramid and activities to see which—if any—of the 10 lessons apply to your situation.


Lesson 1 The top 20% of the customers deliver 80% of revenues.



Just about every customer pyramid we have ever constructed or seen proves the validity of the 80/20 Pareto Principle. There are, of course, some variances, from 70/30 to 90/10. But the revenue analysis is almost always in the 80/20 ballpark.


The revenue distribution of AFP is also quite normal; that is, revenue contribution per customer segment does not vary greatly. There are exceptions: some business-to-business companies derive a great deal of revenues from a very small number of customers. The customer pyramid will reveal this vulnerability.


We once presented a customer pyramid to 500 employees of an IT company that showed that 1 % of their customers—16 in number—were good for 49% of revenue. The customer pyramid demonstrated with facts and figures that the departure of just one of these customers could mean bankruptcy. (The “customer care” attitudes of these employees improved quite quickly as a result of the presentation.)
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Figure 3.2


Lesson 2 The top 20% of the customers deliver more than 100% of profits.



Now you can understand why all airline companies have “frequent flyer” programs—a relatively small percentage of their passengers deliver all the profits, and more.


Put another way, the airlines—like most companies—lose money on 80% of their customers!


If you fairly allocate all costs—product, overheads, and marketing/sales—spent on each customer or customer segment in the customer pyramid, you will probably discover this amazing fact of business life holds true for you as well.
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Figure 3.3


Take, for instance, the average revenue of your small customers. Then deduct the cost of product or services to arrive at the gross margin per small customer. If you then deduct the cost per company for invoicing, customer service, and one or two sales visits at $150 each, then there is not much contribution—if any—left over for the shareholders.


With the AFP example, small customers deliver an average of $1,201 in revenues. The cost of invoicing and collecting the revenues—plus a sales visit or two eats up the margin for these customers. (Later on in this book we will discuss how “Customer-Based Accounting” techniques can help you measure the profitability of the customers in your pyramid.)
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