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ABSTRACT

We discuss an issue critical to companies that invest in Customer Relationship
Management (CRM): how to assess return on investment (ROI). A number of issues make

this task challenging. First, defining the boundaries of CRM; second, establishing what
congtitutes a CRM investment; third, deciding what counts as a ‘return’ on that
investment; and, finally, choosing the time frame to use in the assessment. We first

review the literature on the effectiveness of CRM, and then propose a customer-journey
approach to computing ROl on CRM. This approach traces the customer’s value from

initial acquisition, through development to retention. We then propose a series of
research propostions that can help inform how business performance can be affected
while implementing CRM.

INTRODUCTION

We discuss an issue caiticd to companies that invest in Cudomer Rdationship
Management (CRM): how to as=ss return on invesment (ROI). A number of issues
meke this task chdlenging. Frg, defining the boundaries of CRM; second, establishing
what conditutes a CRM invesment; third, deciding what counts as a ‘return’ on that
investment; and, findly, choosng the time frame to use in the assessment. We firg
review the literature on the effectiveness of CRM, and then propose a customer-journey
goproach to computing ROl on CRM. This agpproach traces the cusomer’s vaue from
initid acquidtion, through development to retention. We then propose a series of research
propostions that can hdp inform how busness peformance can be dafected while
implementing CRM.

Ove recent years, the amount invested in CRM technology has exploded worldwide.
Helms (2001) edimated that worldwide invesment in CRM good a $61 hillion. This is
St to grow to $148 billion by 2005 according to Internationad Data Corporation. In the
United States, the near-term annud growth rate in CRM investments is expected to be
around 9%, and in Europe, 25% (ECCS 2001).

However, despite these huge sums, vey little research has been published on whether
such investments have made subgtantid returns to the company (see Buttle, 2002b, for a
review). The META group recently conducted interviews with Globa 2000 companies



(eg. Easman Kodak, Norted Networks, Sprint) and found that 64% of the respondents
lacked techniques to meesure the busness vdue of CRM, and less than 10% have a
tangible ROl messure for thear CRM! (Brown 2000). Nealy 40% of Audrdian
companies ae undble to deermine whether CRM has redized any bendfits a 4l
(Meagher 2002).

Given that the boundaries of CRM are ill-defined and projects can take a number of years
to conclude, computing ROI can be troublesome. Consder dso that CRM has drategic,
operationd and andytical perspectives, and the ROl problem becomes even more
pronounced.

ISCRM WORKING?

Managers usng CRM software to support their sdes marketing and sarvice activities
report severd bendfits, for example higher levds of cudomer stidfaction, enhanced
cusomer retention, reduced cudomer acquistion cods, and higher shae of customer
spend.

There is some published research to support this. One oft-cited and semind piece of
ressarch found that lifting cusomer retention rates by 5% of cusomers could increese
company profit by 25% to 95% (Rechhdd 1996). This is due to the high cogt of
acquigtion, plus the fact that in the early years cusomers are often unprofitable. It is
only in the later years when the volumes purchased increese that the customers become
profiteble.  This leads to the idea that a cusomer should not be viewed from a sngle
transaction, but as a lifetime income dream. In the car indudry for indance it is
edimated that a Generd Motors customer is worth $276,000 over a lifetime of
purchasng cars (11 or more vehicles), pats and savice. Heet operators are worth
condderably more. The esimate dso dlows for the effect of word-of-mouth endorsement
to friends and relatives (Ferron 2000).

In the business-to-business context, where there are few prospective buyers, the cost of
customer acquigtion can be huge. We edimate, for example, that the cost of replacing a
log advertisng agency dient is over 20 times the cogt of retaning an exiding dient. In
the UK, mgor agencies can spend up to £2 millions on research, draegic andyds and



cretive work in pitching for one mgor dient, with up to 4 credtive teams working on
different executions An agency might incur these costs severd times over as it pitches to
sevead progpective dients to replace the defector. Sometimes the prospective dient will
be expected to pay pat of these pitching costs. For exiding clients there are only the
ongoing costs of socid bonding plus the recruitment of the occasond hig hitter who is
brought in with fanfare to work on the account. Exising dients ae hilled for any
research and production cogts that areincurred (Michell 2002).

Recently, Coles and Gokey (2002) have argued thet it is not enough to manage customer
defection done. They suggest that it mekes better sense to monitor cusomer buying
behaviour, and to identify customers who have reduced ther spending. This is often a
ggnd that defection may be about to happen. In thar 2-year study, across 16 diverse
indudries, they found that migration in downward spend is more dameging to revenues
than defection. For ingance in one banking case, they found that when 35% of customers
reduced their account balances (i.e. downward spend), this reduced the totd badances of
the bank by 24%. On the other hand, ther annud defection rate of 10% in the customer
base only produced a 3% decrease in the bank’s total baance. This phenomenon was
true across 16 indudries. In short, they argue that it makes better sense not to wait for
cusomers to defect, but to manage the process of customer devdopment (migration)
once the customers are acquired.

Underpinning cusomer acquigtion, retention and deveopment (migration) drategies and
tactics is the information in the custome database. Customer knowledge is criticd to
CRM peformance. Gensch, Aversa and Moore (1990) reported a businessto-busness
cae dudy in which they isolated the 8-10 attributes that customers used to sdlect their
uppliers for indudrid equipment.  They then segmented the customer base udng
different combinations of these atributes  From this, four segments emerged: Company-
loyd, Competitive, Switchable, and Competitor-loya. The company then targeted the
Compstitive and the Switchable ssgments with agppropriate vaue propostions, whilst
remaining focused on satisfying the other ssgments.  After one year, sdes rose 18% while
a the same time, the totd industry dedlined 15%.



CRM AND CORPORATE PERFORM ANCE

There seems little doubt that CRM implementations have the capecity to improve
managerid  peformance in the importat aess of cusomer acquidtion, cusomer
devdlopment (migration) and customer retention. But what evidence is there tha CRM
has had a sgnificat influence on ovedl corporae performance? In short, does CRM
contribute to the bottom line?

The evidence tends to be anecdotd, as indeed it must be. If a company adopts CRM as its
fundamental busness drategy, there is no way of holding the comptitive and internd
environments condant for the next 5 years to assess whether improvements to the bottom
are due soldy to CRM implementation.

One prominent case is the Royd Bank of Canada (RBC), which won the firg
internationd award for CRM excellence in large corporations. RBC darted ther CRM
intigtive in 1995. To dae they have invesed over $100 million. Today the Vice
Presdent for CRM dams “we no longer view CRM as a program. [It] is our core
drategy”. Revenue growth is running at 10-15% p.a, and profit growth a 25%. He went
on to say, “We absolutely conclude the CRM s paying us back in spades. It enabled us
to grow both top of the house revenue line and a the same time achieve huge cost
savings’. RBC's retention of customers is exceptiondly high in an indusry where some
22% of commercid customers change banks every five years (Schell 1996).

Another case dudy in busnessto-busness illudrates the same point.  This concerns the
American market reseerch company Customer Research Inc (Greco 1998). In 1987, this
company had 157 cusomers, tuning over $11 million in revenue.  Andyss of revenue
and cog dreams dlowed the company to divide these cusomers into 4 ssgments. They
found that only 10 cugomers were high margn and high voume Worse dill, the
mgority of ther cusomers (101 in fact) were not dedrable; they were of the low volume,
low margin type. Too much resource had been spent on acquiring and sarviding these
unprofitable cusomers.  To solve this problem, management sacked some customers and
developed a more gtringent screening process for new ones. They caculated they needed
about 20-30% more revenue from exiding dlients if they were to let go of the 100 of 0
unprofitable cugtomers within 2 yeas  Through a saies of organizaiond changes



ranging from sreening new enquiries, ddighting their high vdue cusomeas and
changing the remuneration packages of the sdes people, they managed to make a radica
shift. By 1988, they had trimmed the customer base to 78, but revenue increased to $30
million, and profits more than doubled. This highlights the important CRM disdiplines of
cusomer portfolio andyds activity-based coding, and role of leadership in guiding
CRM implementations.

There have been few dudies brave enough to try to link business performance to CRM
competence. Woodcock (2000) found a corrdation of .80 between how wel companies
managed thalr customers and busness peformance. Corrddion, it should be noted does
not prove cause-effect. Accenture (2001), a consultancy active in the CRM space, found
that a 10% improvement in 21 CRM capabilities boogted profits (pre-tax) by as much as
$40-$50 million in a $1 hillion company. They indicated thet this could be improved
even further to $120-150 million if further improvements were made to CRM capebility.

Ancther sudy by the consulting company Insght Technology Group (cited in Woodcock,
Sakey, Stone, Weston and Ozimek 2001, p.95) found that companies who followed
ther CRM projects to completion enjoyed benefits in a number of aess revenue
increases (+42%), sdes cost decreases (-35%), sdl cyde reductions (-25%), margin
improvements (+2%), cusomer satisfaction (+20%). More recently, Woodcock, Starkey,
Stone, Weston and Ozimek (2001) adso found that with proper investment and
management of CRM, a4-fold return on investment could be anticipated over 3 years.

Agang this backdrop of success dories, we dso have dudies that show that CRM
implementations  often fal. It is suggested that between 70% and 90% of CRM
implementations have faled (Brewton, cited in Buttle 2002b). Ancther edimete is that
30-40% of CRM tactica projects have faled, while 60% of CRM projects that atempt a
drategic focus have dso faled (Woodcock, Starkey, Stone, Weston and Ozimek 2001).

Worse dill, one in five CRM implementations are thought to have actudly damaged
customer raionships (Bain and Co 2001).

If CRM’s contribution to corporate performance is equivoca, what can companies do to
evduaeitsworth? How does one go about evauating the ROl of CRM?



UNDERSTANDING ROI

Return on investment isasmpleidea. It computes thus.
ROI = Profits x 100
Invesment

It meassures how much profit is reurned from a given invetment. It is a usHful
compardive index. Other things being equd if a company can generate 10% ROI from
project A and 15% from project B, the company will opt for project B.
In the context of CRM, this Smplicity is however complicated by 4 issues:

1. defining the boundaries of CRM

2. edablishing what conditutes a CRM invesment

3. dediding what countsasa‘return’ on that invesment

4. choodgng thetimeframeto usein the assessment
The rest of this pgper will examine these issues in detall accompanied by a saries of
testable research propostions.

Issue 1. Defining the boundaries of CRM

CRM auffers from a lack of dear definition. There is no consensus about what is meant
by the tem CRM. Different condituencies having an interes in CRM have different
emphases.  Techndlogy firms, like Sebd and PeopleSoft, want to sdl software solutions
into dient organizetions, consultants, like PwC and Accenture want to profit from
hdping dients generae drong business outcomes from ther CRM invesments dients
typicaly want CRM to improve both cost and revenue sides of the profit equation.

In the context of these different perspectives, we have found it useful to conceptudise
CRM a three levels of abdraction: drategic, operationd and andytical.

At a drategic levd, CRM is seen as a core budness drategy. As such it competes
agang other possible core busness drategies. Kotler (2000) notes that companies may
be product, production, sdes, or market(ing) oriented. CRM is conagtent with becoming
more cudomer- or maketcetric. Other draegies might be preferred in different
conditions of economic and maket development. For example, as emerging nationd



economies have sought to generate wedth, they have typicdly adopted a production -
oriented gpproach to doing busness where the god is to compete on price supported by
low unit manufacturing cods For example, this is true of many businesses on mainland
China today. Smilaly, in developed economies as new makets emerge, companies
typicaly adopt a sdes oriented approech as in the case of the European mobile tdlecoms
indugtry inthe mid 1990s.

Smith (2001) offes a draegicdly-flavoured definition of CRM: ‘CRM is a busness
drategy combined with technology to effectivdy manege the complete cudomer life-

cycle.
At an operational levd, CRM is concaerned with autometing chunks of the enterprise

CRM vendors have developed products that engble automation of sdling, marketing, and
svice functions A mgor driver of CRM implementations has been channd integration.
Wheress it was common for companies to have sngle or few routes to market, now it is
commonplace to have many. In busnessto-busness markets, channds have multiplied:
digributors, catdogues, ontling dectronic exchangesauctions, direct sdling. Under such
adrcumgtances, the credtion of a sngle-view of the customer usng data captured across
dl channds, and exploitation of that data has been a huge chdlenge. It is a chdlenge thet
is difficult to meet without IT. Mot CRM projects dso involve a number of smdler, but
dso vay chdlenging projects, such as sysgems integration, data qudity improvement,
process reengineering, data andytics, and market segmentation.  CRM  implementations
such as these require strong project management and change menagement skills.

Rembrandt (2002) offers an operations-flavoured definition of CRM: ‘a good CRM
program endbles customers to eadly access the information they need a& any time and
incdudes a 24-by-7 web-gte, fagt emal tools and the ability to discuss poblems with a
human being rather than an dectronic answering system'.

At an analytical levd, CRM is focused upon exploitation of cusomer data to drive more
highly focused sdes and marketing campagns Andyticd tools such as decison trees,
neurd networks and dudering can be used to improve the effectiveness and efficiency of
customer acquisition, customer development and customer retentions srategies.

We condude this section by reporting our preferred definition which reflects dl 3

perspectives.



CRM s the core busness draegy tha integrates interna processes and functions and
externd business networks to create and ddiver vaue to targeted customers a a profit. It
is grounded on high quality cusomer data and enabled by information technology (Buttle
2002a)

Issue 2: Egtablishing what congtitutesa CRM investment

It is important to undestand that the invetment figures cited ealier represent
invesments in technology only. Most CRM projects in larger companies take between 3
and 5 yeas to implement. The technology component typicdly is a large invesment a
the outset. However, over the full term of the CRM project, technology costs account for
between one-third and one-fifth of overdl cods.

Other codts are incurred in changing tvo other core dements of CRM draiegies. people
and process. People may need to be reskilled or retrenched; tdent may need to be
recruited. Consultants may need to be brought in to conduct some of the project, such as
systems integration and data warehowsng. Front and back-office processes may need to
be reengineered. The organization may need redesigning around customers or segments.

Issue 3: Deciding what countsasa ‘return’

In the conventiond ROI formula, return is defined as profit.  However, as noted ealier,
tracng profit consequences of CRM invetments is extremdy difficult if not impossble
a the draegic levd of andyds Other factors such as superior cusomer-vaued qudity,
efficdency of didribution, brand image or corporate reputaion may dl be important
determinants of sales and profitability.

However, a the operationd levd, it is often possble to identify useful measures of CRM
peformance. CRM Industry Awads findis, EMC, has largdy automated its customer
sarvice. Erras or potentid events in a customer’s sysems or networks are autometicaly
sensad. The customer’s equipment dids home to EMC's support center 24/7 where Saff
reseerch the issue by diding back into the sysem. 90% of cdls are resolved remotely



without cusomers even being aware there is a problem. EMC uses a number of cdl-
centre metrics to assess ther CRM performance where there is contact between customer
and EMC: cusomer hold time, cusomer abandon rete, cdl duration, firg cal resolution
rate, regponse time and resolve time, for example. A sdes force automation program may
be deemed successtul if the enquiry-converson rate is improved, the number of proposas
written is increased, the cod-of-sdes is reduced, and average customer order Sze is
increased. All these measures are likey to be compared with pre-automation results.
However, a company could not be certain that these results would not have been achieved
without automation. In the absence of a control group, the best companies can hope for is
asmple before-after comparison.

One catdogue trading company in the UK is a case in point. It ran a cusomer acquigition
experiment in 1998, and found tha the CRM-endbled campagn was much more
successul in generding new cudomers then traditiond direct mail. Furthermore there
were additiond beneficd outcomes from the CRM campagn, as shown in Table 1
below.

Table 1: CRM peformance a UK Business Direct

CRM campaign Traditional direct mall
Number of catalogues mailed 1000 5000
Mailing cost £3,000 £15,000
New customer s obtained in 1998 65 45
Converson rate (new customers) 6.5% 0.09%
Initial salesper acquired customer | £180 £120
Total new initial salesrevenues £11,700 £5,400
Acquigtion cost per account £46.15 £333.33
Average customer sales1998-2001 | £7,500 £2,200
3-year gross margin (40%) £3,000 £880
1998 customers still activein 2001 80% 35%

At the andyticd levd, CRM enables companies to embark on ambitious experimenta
programs to identify what sorts of campaigns and events are successful a improving the
effidency and effectiveness of cusomer acquistion, development and retention.

Besdes thinking of ‘return’ from the drategic, operationd or andytica point of view,
another approach is to make the CRM outcome measures more ‘customer-relaied’. There
ae two types of messures here — ‘hard behaviord’ indicators, and ‘soft-attitudind’



indicators.  Some examples of the former indude the number of new customers acquired,
cusomer éttrition rates, average spend per customer, cusomer complaints, cross-sdl and
up-sdl raes Examples of the later indude the cugtomer satidfaction, purchase
intentions, willingness to recommend.  The problem with dl thee ‘cusomer-related
measures, especidly the ‘softer-attitudind’ ones is that their rdationship to the financid
performance of the company (i.e profitabdility) is not necessaily dear. For indance, it
has been damed tha cudomer retention drives profitebility (Reichhdd 1996).
Contrarily, it is argued that even this is mideading. Wha is even better than messuring
retention rate is measuring changes in cusomer spend (Coles and Gokey 2002). Forndl
(2001) dso disagress, daming that the key driver is cudsomer saidection.  The
advantage with these ‘customer-rdated’ indices unlike the financid indices, is that they
corresponds closer to the philosophy of CRM.
CRM outcome peformance indicators can dso be viewed more holigicdly from a
number of domains based upon the balanced scorecard (Kaplan and Norton 1996). These
indude

Fnancid indicators like return on assets, EBIT and profit on sdes.

Cugomer indicaors like numbers of cudomes average cusomer vaue,

customer satisfaction, customer retention, share of customer spend

Process results like customer acquistion codt, soeed to market (new products),

complaint resolution

People indicators like percentage crosstrained, employee satisfaction, employee

retention, suggestions per employee.
The assumption in this scorecard is that there are cause-effect connections between
financid results, cusomer results, process results and people results. Whils it may be
imposshle to unequivocdly link finendd indicators to CRM invesments a a drategic
levd, it is ceatanly more possble to make connections between customer, process and
people indicators and CRM outcomes a an operationd and anaytica level.



Issue 4: Choosing thetimeframeto usein the assessment

As noted above, CRM implementations may take up to 5 years, and in some cases, more,
to implement fully. Over this time not only can the competitive environment change, but
members of the management team which opted to ‘do’ CRM may have |eft the company.
It makes very little sense to atempt measurement of CRM performance over the lomg-
term when generd business turbulence has ggnificant impact on business peformance
For example, a company indaling CRM on the upswing of a busness cyde could not
know with any catanty whether the gened budness dimae o the CRM
implementation were respongible for business performance.
It can be argued that the ided time frame to evduate a CRM program depends on the
date of CRM maurity within the company. The further awvay the company is from the
‘optimd’ dae of bet cusomer managemet practice, the longer it will teke before
seeing a return.  An operdions-oriented business is less likdy to see adequate returns
from a CRM deployment than a company tha dready has congderable customer
knowledge.
Is there a good rule of thumb for assessng CRM implementations? It has been suggested
tha a goan of three years, with a minimum of 18 months is a good time frame
(Woodcock, Starkey, Stone, Weston and Ozimek 2001). This suggestion is based on
their observation that the payback period for lower quatile companies in thar sudy
shows very little benefit being ddivered until the third year. They concdlude:
It underlies the absolute need for CM initiatives to be viewed at the very least as
mediumterm business developments. We would advise companies that have
scored poorly on CMAT not to look for any net benefits to begin to show through
inthefirst 18 months. This demonstrates that although the benefits begin to flow
in that time, they are really quite negligible until some time later on (p.101).
While the time frame of 18 months to 3 years may be a ussful guide, it is dso important
for managers to be cognizant of a whole number of contingent factors thet can influence
this guiddine For indance, one of the mgor difficulties with CRM implementations is
the difficulty of changing exiding busness processes and humen behaviors It is not

1 CM is short for Customer Management. CMAT is aproprietary tool for auditing CRM capability.



unusud for CRM implementations to require changes to the ways cudomes ae
segmented, acquired and migrated; employees may have to learn aresh how to make
outbound cdls, identify crosssdl opportunities and handle complaining cugtomers
Processes like these often involve changing the culture and the retraining of (or indeed
hiring of new) employees. Thus, the more busness processes need to be danged (or
chdlenged), the longer it will take before any discernible benefits can be seen.

A way forward: a customer-journey approach with activity-based costing

Given these resavations and complications in assessng ROI, whet is needed is a
theoretica framework and concept to anchor these four issues  Two theoretica building
blocks we recommend are: the customer-journey gpproach and activity-based cogting..

Fird, we propose a customer-journey agpproach to assessng CRM peformance. By
customer-journey we mean the cusomer’'s trandtion from never-a-cusomer to dways-a-
cusomer. This has been described by others (Gordon 1998; Christopher Payne and
Balantyne, 1991) as a cusomer darcase or ladder. On this journey the vdue of
cugomers will change We imagine the complete journey as comprisng 7 dages as

folows

Suspect - could the customer fit our target market profile

Prospect - customer fits the profile and is being gpproached for the fird time
Fra-timecusomer - cudomer makesfirdg pur chase

Repest customer - customer makes more purchases

Majority customer - customer selects your product/company as supplier of choice
Loyd customer - cugomer isresgant to switching suppliers, strong attitude
Advocate - customer generates additiond referrd dollars

From the company’'s pergective, the journey is enabled by four criticd CRM
competencies.

Acquiring and exploiting customer knowledge,

Cugtomer acquistion competency

Cugtomer deve opment competency (up-sdling and cross-sdling)

Customer retention competency.

A W DN



Second, the gpproach we suggest for ROI evdudtion is to use activity-based costing for
eech dep of the journey. In other words, to trace both revenues and cods to
customer/ssgment/cohort group as they make ther journey from suspect to advocate,
This means that the company should be adle to trace the codts of acquistion,
development and retention to cusomer/ssgment/ cohort. Ability to do this implies
competency a activity-based coding (ABC). This in turn means that companies have to
condder which line-items of sdes marketing, and sarvice cos are directed to which
outcome — acquistion, development or retention. Equaly it is necessary to trace revenues
to the same source. Data like this will yidd a clearer picture of how effective the CRM
implementation has been.

We opt for a cusomer journey approach to evaduaing CRM performance for a number of
reasons.

1. These 4 components of CRM ae important deleminants of busness
peformance. The vdue of a cudomer is not in the margin of ay dngle
transaction but in the vdue of dl future magins eaned over a lifdime of
purchases.

2. Thejourney concept is Smple for managers to undersand

3. It is possble to track the dttrition rate (and hence vaue) of a cohort of cusomers
asthey move from one stage to another.

4. These are amenable to measurement in the short-term, and give a dear indication
of Andyticd CRM peformance

Findly, it should be noted that acquigtion, development and retention Srategies are not
cost-free. They nake demands on company resources. A customer who cdls a customer
contact centre to find out answers to questions that gopear in FAQ on the company web-
dte may turn out to be unprofitable despite producing a high margin for the company on
the purchases mede. Smilaly, a large cusomer tha demands jus-intime customized
product, and then negotiates deep discounts may dso turn out to be unprofitable. In one
sudy looking into the busness-to-business area of grocery didribution, Nirg, Gupta and
Narasmhan (2001), found that indeed, the large companies are not necessrily the most
profitable even though they may account for nearly 79% of sdes.



Resear ch propogtions

A number of research propostions flow from this customer-journey framework. Our
research propostions atempt to explan how busness performance can be affected while
implementing CRM.  This research should lead to better understanding of the various
drivers of ROI in the context of CRM.

To recapitulate, the customer-journey perspective of ROl amply dates that a good way
of evduaing CRM investment is to see if it has brought about sgnificant changes in
cudomer acquistion, cusomer devdopment, and customer retention, as underpinned by
cugomer ingght (from acquiring and exploiting customer knowledge). These data will
gengrae an underdanding of customer/segment/cohort  profitability. The journey modd
provides a framework with objectivdly trangoarent criteria (eg. cot of customer
acquigtion, products owned per customer, share of cusomer spend, customer retention
rae) and management can more eedly see the connections between journey outcomes
and busness parformance. Thisleads to the following research propodtion:

P1: Companies that track gross margins and cost-to-serve as customers move along the
journey will achieve better business performance than companies that don't.

P2: Companies that manage the value of each customer/segment/cohort as they progress
along the customer journey are likely to have a better business outcome than companies
that do not.

The research propodtion above is mediated by a number of factors Understanding the
vaue of each customer/ssgment/cohort is only the beginning. To make CRM effective,
the company ill needs to plan, st gods, and provide appropriate feedback to the
implementation team. This line of thinking is conagent with the exising literature on
god seting and moativation in organizationd behavior (Locke and Latham 1990). It can
thus be hypotheszed that companies tha possess an explict plan for customer
acquigtion, retention and devdopment driven by a dedicated team with attached
incentives, are more likely to achieve better busness outcome than otherwise.  This leads
to the following propostions

P3: Companies that have explicit customer acquisition, devel opment and retention plans

will have better business performance than companies that don’t.



P4: Companies whose people are skilled in managing the customer journey will achieve
better business performance than companies whose people are not so skilled.

P5: Companies that incentivise their people to achieve specific targets for customer
acquisition, development and retention will achieve better business performance than
companies that don't.

Our view is that companies mus inves a least enough to understand their customers,
snce customer knowledge is the foundation of dl intdligent CRM ativities ~ Without
cusomer indght, companies are likdy to be much less effective in customer acquigtion,
and would be less ale to define dealy tagets for retention.  Furthermore, without
cugomer knowledge, companies canot experimentt intdligently with new offerings
which might enhance revenue dreams from up-sdling or crosssdling. This leads to the
following propostions:

P6: Customer acquisition is more effective when companies have better insight into the
buying intentions of customers.

P7. Customer retention will improve if the company understands the switching
propensity of its customers.

P8: Customer retention will be better in companies that monitor trends in customer-
spend.

P9: Companies that experiment with new offerings to existing customerswill enjoy better
cross-sdlling and up-selling rates that companies that do not.

One deaxr danger in making CRM invesmerts is to equate it with IT invesment (Rigby,
Reichhdd and Schefter 2001). This is because it may seduce management into thinking
that as long as the software is implemented, success is more-or-less guaranteed. Buittle
(2001) has pointed out that one of tie man reasons why CRM falls is because companies
fal to undedand the impact of organizetionad culture on the implementation program.
Companies which are focused on operationd excellence, cogt-cutting or are very sdes
driven will find that CRM invesments contribute little to their gods. CRM does better in
organizationsthat are already cusomer-centric.

If the adoption of CRM mug take the culture of the organization into congderation, then
it ds0 implies that the leadership of the company is extremdy important. This is because
the upper management has the power to bresk down organizationd slos, and the power



to reward and punish 0 tha an enterprise-wide integration can occur quickly. Reed
(2001) found thet the lack of senior management buy-in was the sngle mog important
reeson for CRM falure Budness leaders a the minimum, must underdand the
organization-wide implications of CRM, be keenly aware of the company’s wesknesses
in this regard, and then have the fortitude to implement culturd changes before CRM
sysems are brought into the company. Thisleadsto the following propostions

P10: The more the senior management team under stands the enter prise-wide aspects of
CRM, the greater the success of CRM implementations.

P11: Companies that have a more customer-centric culture are more likely to be
successful in their CRM implementation than others.

P12: CRM initiatives that are lead by IT champions are less likely to succeed than those
that are championed by marketing, sales or general management.

It is worth noting that the connections between acquistion, development and retention
are not necessaily linear. For indance if customer retention is poor, then even with a fast
rate of cusomer acquistion, companies are not likdy to see a mgor improvemen in the
busness outcome. Smilaly, if the cudomer acquidtion rate outdrips cudomer
development capability, companies may end up with too many low vaue customers (eg.
not enough sdes and support ectivity to nurturing exiding customers to higher spend).
Conversdy, the oppodte may dso be true.  If companies carefully optimize customers as
they make their journey (eg. minimizing the leve of atrition between each dage) may
experience the benefits (e.g. profit) compounded many times over. Thus,

P13: Companies that adopt a coordinated customer-journey approach in their CRM
implementations are more likely to have better business performance than companies
that don’t.

P14: The more business processes need to be changed, the longer it will take before
thereis a measurable improvement in business performance.

Ancther factor impacting on the time-frame for assessng CRM outcomes is the nature of
the company’s product or sarvice. The issue here is to the extent to which these can be
eedly modified or cusomized for CRM purposes such as customer acquistion,
devdopment and retention. The esder it is for the companies to do this, the shorter will
be the time frame needed to evauae the CRM. On the other hand, if it is difficult to



customize the company’s product or sarvice, or this can only be done & mgor cod, then
a longer time frame may be needed before the benefits of CRM are seen. Given thdt it is
eeder for service companies to cusomize ther offer (in red time) we would expect them
to se a fader reurn on thar CRM initigtives than manufacturing companies. An
exception might be companies manufacturing modular products. This leads to the
following propogtions

P15: Service companies that implement CRM practices are nore likely to see quicker
benefits than product-based, manufacturing companies.

P16: Manufacturing companies that have modular products are more likely to see a
quicker return on their CRM investment than companies having non-modular products.
Related to the issues discussed above is the Sze of the company. It can be argued both in
terms of changes in busness processes and cusomizing of products and services it is
esder for amdler companies to change.  For indance, in a sudy of qudity awvards with
600 US companies (Hendricks and Singhd 2000), it was found that smdler quaity awvard
winning companies average an increase of 63% in operating income, 30% in sdes 17%
in return on sales, 21% increase in employment, 42% increase in assats. For each of
these metrics, the smdler companies outperformed larger companies  Thus it seems that
sndler companies are more nimble-footed, and hence more likdy to need a shorter time
frame before seeing the benefits of CRM. Hence:

P17: The larger the company, the longer it will take before seeing the benefits of CRM
initiatives.

P18: Larger companies that implement CRM in a phased way, mimicking the scale of
implementation of smaller companies, will experience a faster ROl than their large
counter parts who do not.

The find issue rdates to the time it takes to communicate the changes created by CRM to
cusomers.  For indance, cusomers may not be aware of changes in business processes,
people skills or offerings that impact upon ther experience of doing busness with the
company. Furthermore, in some product categories where the purchase cyde is long,
customers may not come into contact with the company for a number of years dfter initid
purchase. In which case, improvement in cusomer experience may not be #t until some



time down the track. Indeed improvements may need to be advertised before customers
even naticeit. All theselead to the following propostions:

P19: Companies that systematically communicate their offerings will see a quicker ROI
ontheir CRM investments than companies that don't.

P20: The shorter the purchase cycle, the faster the customers experience the benefits of
CRM implementations.

CONCLUSON

The am of this paper is to highlight a number of issues rdevat to evduding the ROl of
CRM. Although the ROl concept is rdaivedy smple, it's goplicaion in the CRM
context is complicated by 4 issues.

defining the boundaries of CRM

establishing what condtitutes a CRM invesment

deciding what countsasa‘return’ on thet investment

choosing the time frame to use in the assessment

We sugget a cusomer-journey goproach to messuring CRM-peaformance. The
cudomer-journey  perspective badcdly emphasizes the importance of understanding
cugtomas and then exploiting that knowledge in intdligent customer acquidtion,
development and retention activities. We suggest tha companies adopt some form of
activity-based cogsting for each sep of the customer-journey. Adctivity-based cosing will
give ingght into the red profitability of each cusomer/ssgment/cohort on the journey.
Acquistion, devdopment and retention drategies are not cos-free. They make demands
on company resources. Once cods to acquire, develop and retain customers, and the
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margins earned from sdes to these same customers are known, it is possible to compute
cudomer vaue a each dage of the journey. We propose a series of research
propositions, which connect the ROI question to customer vaue on the customer journey.
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