CRM 2.0: High-Definition Business Strategies

When it comes to marketing, customers are king. But managers across different departments should “hold court” with customers as well. For more than a decade, firms have eagerly adopted customer relationship management (CRM) systems to better connect to their customers, hoping to drive firm performance. CRM creates the most value when it is geared toward the firm’s business strategies, according to new research by Marketing Professor Jacquelyn Thomas and colleagues.

Some academics have heralded CRM to be the new marketing paradigm. Others have seen it as a fad, resulting in ‘losses or no bottom-line performance improvement.’ “CRM systems got a bad wrap because firms either did not know how to use them or did not use them to their full capacity,” noted Thomas commenting on a 2003 Gartner Group study. She asks: “Can people use CRM processes simply and inexpensively? Yes. You can devise a CRM-type system. Look at your current transaction database, determine the financial value of customer segments, and see what emerges from it to address customer needs.”

Source of advantage

The basic premise of CRM is that the customer is an asset of the firm and they should be managed, says Thomas. “To manage them as a financial asset you need to have understanding and insight about customer needs, wants, and behaviors, now and in the future. This allows you to identify trends, and even needs that they don’t articulate, and change your offerings to meet them.” 

The aim of CRM is to engage customers in long-term relationships. The authors’ concept of CRM embodies the key idea of firms viewing customers as assets and managing them to maximize their value across their lifecycle. This is done by systematically accumulating and processing information across the relationship lifecycle. CRM can affect future marketing decisions, such as communication, price, distribution, and brand differentiation. For example, many hotel chains are able to flexibly manage their room pricing based on previously collected customer data.

CRM can be thought of as an organizational capability, the authors say. They view it as “a source of advantage, which permits businesses to become unique and to improve patterns of capacity utilization.” Originally, CRM was developed in a business-to-business context, helping the manufacturer manage its relationship with a distributor.  “It was a supply chain management function — analyzing metrics that looked at the differential value of the customer,” Thomas notes. “CRM then expanded to the business-to-consumer markets.” While CRM still applies to the operations side, it also involves learning about the customer’s role in the delivery process of a product or service offering to better facilitate exchange. “You want to more cost effectively get your product from point A to B,” she adds. “So, integrate CRM into both marketing and operations.”

The study analyzed the responses from a sample of business executives spanning ten industries, which included energy supply, mining, forestry, agriculture, pharmaceuticals, clothing apparel, and toys.  The study also looks at CRM within the context of commoditized and non-commoditized products. CRM has a larger role to play in commoditized industries such as energy. “With gasoline, what makes people choose one station over the other ?”questions Thomas. “Managers believe it’s all about cost? It may be more than cost — it’s my general experience, cleanliness, security, and perhaps ease of transaction.” Energy firms observed their customers and asked them what was important when buying gasoline. To better understand their customers needs, they had to use CRM to compete, suggests Thomas. Innovations such as paying at the pump, and even faster with a Speedpass, were the results of CRM initiatives. 

From field interviews, findings show that firms with commoditized products did little with CRM initiatives. Firms with non-commoditized products like Smartphones, have more levers to pull because their markets are diversified. They can use brand differentiation or communications strategies to focus on different market segments. Having worked in the pharmaceutical industry, Thomas offers, “Pharmaceuticals is very much a relationship business. There can be commoditization within particular drugs, but CRM provided an edge. CRM is about finding solutions for your customer, doctors in this case.”

In its early days, Apple took a niche position in the PC market and built a high degree of customer loyalty. But today, rather than just focusing on its brand, Apple also offers an ease of facility reflected in the iPhone. “You don’t need to go to the check-out register,” Thomas relays. “If Apple only considered its brand, they wouldn’t care about the customer’s check-out process. They would just say: ‘Buy Apple, we’re great.’ But they go beyond the product focus into how the customer interacts with their products and services.” That’s CRM.

CRM indirectly affects firm performance by increasing efficiency and driving down costs. In the airline industry, for example, CRM has resulted in significant cost reductions by eliminating waste from targeting unprofitable customers. CRM can positively affect a firm’s cost leadership position, and thus lead to superior performance.
More than Marketing

The authors advise more collaboration between CRM teams and other strategy-, brand-, advertising-, and operations-oriented groups in the organization. A CRM team, or even a consumer insight group, should be integrated into other business units. This is a significant departure from earlier CRM proponents, who argued for distinct customer acquisition organizations and retention organizations. They suggest embedding “CRM experts” into departments that develop and execute the core strategies.
“We learned that many managers view CRM in isolation, and not within other strategic contexts,” Thomas sums up. “CRM enhances other strategies; it is not an either/or proposition. If you’re focused on brand differentiation, then use CRM to provide insights and enhance it.” The authors found merit in focusing CRM efforts on the fundamental strategies of differentiation and cost leadership. If customer insights and implementation of CRM is not aimed at the key strategies that link to firm performance, then the effect of CRM may be minimal. This may explain CRM’s lack of effectiveness frequently reported in business practice. CRM should not be used to replace foundational business strategies, but to enhance them, Thomas concludes.
“Customer relationship management and firm performance: The mediating role of business strategy” by Jacquelyn Thomas of SMU Cox School of Business, Martin Reimann of University of Southern California, Oliver Schilke of Stanford is forthcoming in Journal of the Academy of Marketing Science.
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