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    KEY LEARNING OBJECTIVES


    
      	Describe customer relationship management.


      	Develop a strategy for customer management.


      	Identify and segment your customers.


      	Understand what drives customer satisfaction, retention and loyalty.


      	Implement a customer management strategy.

    


    The breadth of choice of suppliers available and depth of products on offer means that the customers are in the driving seat: deciding how (mobile commerce), where and when they want to buy from you. They are managing you!


    We are living in an over-communicated world and your offer has to have distinct and different value to customers. This is the starting point of any customer relationship. Today’s companies must attract customers with strong customer value propositions, keep them by delivering superior value and manage the company and customer interface effectively.


    The term ‘customer relationship management’ (CRM) has been hijacked and equated with a technology-driven solution to manage customers. In this eBbok, we will define customer relationship marketing and technology’s role, and also put it into the overall context of marketing in the company. We will also look at customers in the context of the business to the consumer market (B2C) and the business to business market (B2B). This will also include services ... as all businesses are now in the service business.


    The ability of a company to manage customers is vital. It is a function of their organisational culture and values and how far they sustain the view of ‘the customer comes first’. If you want to know where your future profits will come from ... look to the source of your cashflow, your customer.


    The success of your customer plan is dependent on everyone in the organisation. The notion of customer centricity, as defined by Adam Smith (“consumption is the sole purpose of production”) or Drucker (“the purpose of business is to create a customer”), is even more relevant in today’s highly competitive environment. The paradigm has shifted. Products come and go. The unit of value today is the customer relationship.

  


  
    DEFINING CUSTOMER RELATIONSHIP MANAGEMENT


    Customer relationship management (CRM) is a critical subject for all businesses and companies have made significant investments in new systems, strategies and channels for managing their customers – often with disappointing results, due to a lack of understanding of what customer management is, how it can deliver value and to a lack of leadership in driving the strategy through the business.


    There are many definitions for CRM. The lack of a single agreed and generally accepted definition is one of the key problems in this area. I suggest as a preferred definition: “Customer Relationship Management is the strategic process of selecting the customers a firm can most profitably serve and shaping the interactions between the company and these customers. The goal is to optimise the current and future value of the customer for the company as well as satisfaction for the customer.” (Reinartz, INSEAD, 2002)


    Other definitions such as ‘one-to-one marketing’ and ‘customer intimacy’ highlight the segmentation of the customer-base to the level of a single unique customer.


    Customer relationship management is based on deep customer knowledge. Information is the engine that drives the process and the ability of the company to act on the information to make a difference to how the customer is treated.

  


  
    DRIVERS IN MANAGING THE INDIVIDUAL CUSTOMER RELATIONSHIP


    The driving force behind the growth in CRM comes from the understanding that it is more profitable to seek growth from existing customers than it is from new customers. Retention costs less than acquisition and a customer in their sixth year of doing business with a company is seven times more profitable to that company than a customer in their first year.


    Research by Reichheld of Bain & Co in the 1990s also examined the cost of customer defections, in industries as varied as credit cards and industrial laundries, and found that reducing customer defections by even 5% can boost profitability by as much as 85%. While more recent research has questioned some of the findings, it is undisputed that loyalty pays. The customer is no longer seen as an exploitable source of income but as a long-term asset.
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    In B2B marketing, companies have long realised the value of looking after their most important customers. They have adopted many of the theories and practices of relationship marketing as formerly much of the consumer marketing practices were not relevant to their businesses. The organisation of the sales function into Major Account Management is one of the most widespread manifestations of the applicability of relationship marketing to B2B companies. The use of sales force automation, which originated in the 1980s, has allowed everyone in the company to have the same view of the customer. This allows for increased effectiveness – better customer targeting as well as sales force efficiencies. Improvements in data storage and data-mining techniques means that sales force automation has progressed into additional company-wide functionality, to the point that most large-scale Enterprise Resource Planning (ERP) systems now incorporate a CRM component.


    In consumer businesses, managing customer relationships to the level of the individual has been an extension of database and direct marketing. The improvements in technology – the volume and speed of data storage and the ability to interrogate and understand customer information – has meant that companies with large customer-bases on the one hand and with detailed customer information on the other are able to harness technology to make sense of the data in a more cost-effective way.


    Consumer companies now have the ability to connect with each customer on an individual level. In direct marketing, the connection with the customer is a monologue – one way – while CRM allows a dialogue with the customer. Firms can use the answers from this dialogue to acquire new customers intelligently, provide better service and support, customise offerings more precisely to customer preferences, cross-sell, close deals faster and provide on-going value to satisfy and retain profitable customers.
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FIGURE 2: TRADITIONAL BASES OF BUSINESS SEGMENTATION
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FIGURE 4: THE COMPONENTS OF CUSTOMER VALUE
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FIGURE 5: LEVELS OF RETENTION STRATEGIES
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FIGURE 1: WHY CUSTOMERS ARE MORE PROFITABLE OVER TIME
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FIGURE 6: THE COMPONENTS OF CUSTOMER RELATIONSHIP
MANAGEMENT
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FIGURE 3: THE PURCHASING MODEL
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