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THE SUMMARY IN BRIEF

If you are going to succeed in business today, you have no choice but to
become customer-centered. Gone are the days when you could compete on
price or a unique product alone. Customers can get just about any product
they want from a choice of producers at about the same price. Companies
who want to distinguish themselves from the competition will have to do so
by offering something else. That something else is most likely superior
service, delivering exactly what the customer wants when he wants it.

In this summary, you will learn exactly what steps you must take to
become customer-centered. You will learn from leaders in the field what they
did to change their focus and vision from an internally driven idea of what
the customer wants to an outside-in vision of what the customer wants.

You will see how you can implement an operationa strategy that differ-
entiates and competes on service and value to customers rather than merely
on products and price. You will begin creating value at touch points to
attract and retain customers.

Asyou learn to listen to your customers, you will see which group can
create the greatest profit and be of the greatest value to your company. Then
you can tailor your services and products to satisfy the needs of this group
by providing value to customers commensurate with their value to you. You
will see how you can harvest the information your customers provide to
improve your targeting and personalize the services you deliver.

Finally, you will learn how to realign your entire company to meet cus-
tomer needs and increase profitability. You will harness the power of tech-
nology to deliver what your most profitable customers want. Your employ-
ees from the top down will see why the changes are being made. You will
create an entirely new culture that is customer-focused and able to undergo
continuous change. &,
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CUSTOMER-CENTERED ENTERPRISE

by Harvey Thompson

— THE COMPLETE SUMMARY

Customer Value M anagement

The last two decades have seen companies reinvent-
ing themselves over and over. First, they downsized to
boost profits. Then they reorganized and reengineered
themselves. But through it al, promised profitability
didn’'t soar. What was missing in all these efforts was a
focus on the customer. That has to change.

Achieving theVision

In today’s business environment, the world can be
characterized by overcapacity, and customers have
become kings and queens. The old management philos-
ophy, “If you build it they will come,” is being replaced
with a new executive order, “Find out what they want
and give it to them.” But putting the wish to put cus-
tomers first into action isn't easy. The key is the use of
customer value management, or CVM.

Customer value management provides a rational set
of techniques, methodologies and strategies to weave
the needs and wants of customers into the key process
designs and management activities of a company.
Customer value management is a way of doing busi-
ness. Employed correctly, it can help you understand
what your customers want and how you can go about
aligning your business to deliver that product or service
consistently.

Easy to Say; Hard to Do

Implementing a customer-focused vision requires a
major shift in most companies’ strategic thinking, often

Stemming Customer Attrition
IsKey to Profits

A multi-industry study by the University of
Pennsylvania’s Wharton School of Business found
that companies who managed to reduce their cus-
tomer attrition by only 5 to 10 percentage points
actually increased their profits by an astounding 25
to 75 percent, depending on the industry. When you
consider that many American businesses report cus-
tomer attrition rates approaching 20 percent, the
value of becoming more customer centered is obvi-
ous. Even if a business doesn’t add new customers,
keeping the ones it does have can reap rich rewards.

Top Executive Concerns

Global senior executives see customer relation-
ships as most important to their businesses in the
new millennium.

Customer Relationships: The #1 Source of Competitive Advantage
Customer relationships 66 |
Transform info into knowledge 49
Flexibilty I
Speed of execution I
Ability to innovate [ ]
Quality improvement I
Cost position I
Investment in HR [
Supplier relationship |
Brand image and equity [ |
Degree of Consensus
0.1 .2 3 4 5 6 7

including aradical move from product or price to
process or service as the basis for competition. Today,
one company’s products look about the same as anoth-
er's. What were once exclusive and unique products
have become more like commaodities. Virtually any
product can be bought from several companies for
about the same price.

In order to beat the competition, your company must
find something other than product features to differenti-
ate you from a dozen other competitors. That something

(continued on page 3)
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Customer-Centered Enterprise — SUMMARY

Customer Value M anagement
(continued from page 2)

is customer service and value. The shift requires that
you understand what the customer wants and that you
align your business processes with the customer’s
needs. To do that, of course, requires intimate knowl-
edge about your customer. That's where customer value
management comes in. Using CVM, you will be able to
systematically acquire customer information that is
linked to customer behavior. You must get information
that tells you what will make the customer buy your
product or service.

CVM requires you to take an outside-in customer
vision of your company as the ideal provider of goods
and services. You start by identifying the target cus-
tomers and seeing what they really want from your
company. Thisincludes identifying:

e what the customer gets out of interactions with

your company,

e the minimum value level needed to retain cus-

tomers,

o the optimal value level the customer imagines, and

o the customer’svision of the ideal vendor deliver-

ing ideal value. m

Visioning: Let Customers
Set the Goals

The fundamental problem that makes it so hard to
become customer-centered is that traditional manage-
ment principles focus on where you want to be and how
to get there. This process, embodied in management by
objectives, is a process taught for decades in introducto-
ry business courses. It has been programmed into the

Car Maker Finally Gets |t

Becoming customer-centered is a lot harder than it
sounds. When a major European automobile manu-
facturer decided to make customer needs the focus
point of its revamped business plan, it was clearly on
the right path. But when it came time for the CEO to
come up with a new vision statement, his first draft
demonstrated exactly how hard it is to move from an
inside-out to an outside-in view of business. His draft
declared that the company’s vision was “Selling a car
is the beginning of a lifelong relationship.”

The draft had it all wrong. An outside-in view is
essential. Only when the CEO changed the vision
statement to “Buying a car is the beginning of a life-
long relationship” did he get it.

Soundview Executive Book Summaries®

Great Execution, Wrong Vision

Consider the case of a utility company that
embraced management by objectives and the related
concept of total quality control. Realizing that cus-
tomers didn’t like long power outages during fre-
quent inclement weather, the company embarked on
a plan to improve their performance, and, in turn,
satisfy customers. The utility reasoned that reducing
the duration of power outages would be valuable to
customers.

The utility managed to cut the duration of power
outages from a few minutes to a few seconds, and
congratulated itself for a job well done. When cus-
tomer surveys revealed declining customer satisfac-
tion, management was perplexed. After all, hadn’t
they improved their processes and met their goals?

Of course they had. The problem was that they had
met their goal, not their customer’s goal. What cus-
tomers really wanted wasn’t shorter outages. They
wanted fewer outages.

decision-making DNA of thousands of business school
graduates. If you use management by objectives, you
decide what objectives you will meet and then set an
agenda to get there.

The fundamental problem with management by objec-
tives is that the objectives you set are yours, not your
customer’s. To succeed today, the end goals must be
your customer’s. That means you must find out what the
customer wants. The old management by objectives par-
adigm must change from an inside-out model of inter-
nally defined goalsto aradically different, outside-in,
customer-defined set of objectives.

Obtaining the Customer Vision

At this point, you may be thinking that it should be
obvious that the best way to understand the customer
view is to do what thousands of companies have done
for years: survey customers. Unfortunately, even that
isn’'t smple. You have to ask the right questions, or you
risk collecting alot of useless information.

Surveys have to ask questions linked to buying behav-
ior to be of any use. An American luxury automaker
prided itself with high customer satisfaction marks on
surveys, but couldn’'t understand why those “ satisfied”
customers were defecting to Lexus and Infiniti. A close
look at their surveys revealed that they were asking al
the wrong questions. The company learned that its cus-
tomers appreciated the leather chairs in the waiting room
and the clean condition of the shop floors, but learned
nothing about what would make the customer buy their

(continued on page 4)
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Visioning: Let Customers Set the Goals

(continued from page 3)

brand again. To be effective, surveys must get to what it
is that would make the customer buy again. m

Focus: Listen to the
Right Customers

Not every customer is a desirable, high-value cus-
tomer whose opinions and viewpoint should drive busi-
ness design and investments. You must identify and
focus on atargeted set of customers whose view counts.
That customer is the one who receives value from your
goods and services, who generates demand and a mar-
ket for your company.

The Customer View at the Point of Contact

Sometimes the customer is the one at the direct point
of interaction with your company’s products and servic-
es. If that person has an impact on the purchasing deci-
sion, hisview counts. Take as an example the secretary
who makes reservations for business travelers. He or she
isn’t the ultimate consumer of the goods or service, but
does control some of the purchase decision. Should his
or her view matter? It may very well. The same goes for
others your company directly impacts but who are not
end users of the product or service. These “customers’
include shipping clerks, purchasing staff and accounts
payable clerks.

Customer View from Non-Point-of-Contact
Personned and Influencers

Those who have indirect decision-making power in the
decision to make a purchase also count. These include
consultants, reviewers and staff expert advisers. When
Comerica bank commissioned a CVM study to under-
stand the needs and wants of a targeted market segment
— gmall business owners — they asked customers from
where they received information about financial products.
Their answers included from manufacturers, service ven-
dors, journalists and publications, software and account-
ants. But they also reveaed that their preference would
be to get the information from the bank with whom they
already had an ongoing relationship.

In response to the survey, Comerica took two major
steps. They made sure every key customer had access to
financing information and made sure the customer’s
other identified sources of information also knew about
the bank’s financing programs.

Customer View from the Channd or Third Party
Value Chain Intermediaries
Another customer whose view must be considered is

Soundview Executive Book Summaries®

Harley-Davidson TurnsAround

Harley-Davidson Motorcycles has gone from the
edge of bankruptcy to cult-like loyalty and high cus-
tomer retention by focusing on two customer groups:
motorcyclists and dealerships. All its products,
processes, services, employee team incentives and
measures of satisfaction were linked and aligned with
the two groups. Central to Harley-Davidson’s success
are two customer satisfaction indices: a customer sat-
isfaction index and a dealer satisfaction index. By
focusing on both groups, the company has managed
to grow a powerful brand that inspires dealer and
rider loyalty.

the channel. Channels are intermediaries for delivering
products or services, and can be internal (i.e., call cen-
ters) or external (i.e., retailers, agents, dealerships).
Many companies are dependent on channels and the
relationship those intermediaries have with the end user.
Their views must be considered in addition to the views
of the ultimate consumer.

Customer View from Internal Customers

Often, companies focus too much on the needs of so-
caled internal customers at the expense of the paying
customer. Programs and processes need to be designed
with the paying customer in mind, and you must get
internal customers to focus outward rather than inward.
Everyone must agree that even internal processes must
be designed with the end user in mind.

Targeting the Right Customer

You cannot be all things to al customers. The battle
to attract and retain loyal customers will be fought and
won on the ability to identify potential profitable current
and future markets and then meet their specific needs.
You must go beyond analyzing current customers and
identify non-customers who are members of desirable
market segments.

Technology makes it possible to do just that.
Customer transactions and behavior can be analyzed to
reveal patterns. By taking alook at the characteristics of
a profitable segment and seeing if another customer seg-
ment shares characteristics with the profitable group,
you can identify potentially high-profit customers with-
in your base.

You may discover that in some cases the cost of meet-
ing a customer group’s needs is too high. In that case,
you must be willing to “fire” the customer. You cannot
be all thingsto all customers, without regard to how
profitable the customer actually is. Sometimes the

(continued on page 5)




Customer-Centered Enterprise — SUMMARY

Focus:. Listen to the Right Customers

(continued from page 4)

answer to a low-profit segment is to stop recruiting from
that group. Sometimes you actually have to “ deselect”
the segment altogether.

You may also want to vary the level of service provid-
ed to different customer groups based on their prof-
itability. One way to do that is to provide a consistent
level of service to everyone with a single common sup-
port infrastructure but varying the fees for that service
based on the profitability of the customer. Another
approach is to provide extraordinary service only to the
most desirable customers. Low-value customers get
only their basic must-have needs met while high-value
customers get high-value services to attract, delight and
retain them. Airline frequent flyer Bronze, Silver and
Gold level services do this. Travelers are grouped based
on their value to the business and provided with a com-
mensurate level of service. If low-value flyers want
additional services, they have to pay afee. m

Scope: Select Highest-L everage
Customer Interactions

Once you have identified those customers whose
opinion counts, you are ready to focus on the business
activities that directly touch those customers, make
them feel important, and let you distinguish yoursel f
from the competition. These interactions become
moments of truth which can be managed and leveraged
to affect customer acquisition, retention, loyalty and
growth.

The interaction may be a single process. Take, for
example, MasterCard. The company wanted to develop
call center standards to improve customer service. They
began by identifying cardholder and customer demo-
graphics (high, low and moderate income; professional
and non-professional; location and member banks.)
Next, they determined each customer group’s needs and
designed the new system to meet those needs.

During the analysis, the company discovered there
were far more moments of truth than they had guessed.
While the company saw making a call center cal asa
simple process, customers reported that it was not. The
process took along time and required navigating voice
mail systems and providing information several times to
several people. What customers wanted was to be able
to explain their question or problem once. MasterCard
acted on customer needs and developed a system to
address those needs. The system was then shared with
affiliated banks so every MasterCard customer could
benefit from the new design. =

Getting the Mittensto Granny

Sometimes you must redesign your processes
across the entire enterprise or even to an extended
enterprise. That is, the entire company may have to
be redesigned to meet customer needs, and others in
the chain of distribution may have to be included. A
perfect example is the interaction between L.L. Bean
and Federal Express. L.L. Bean understands that it
must manage the entire delivery process beyond the
time the customer’s order leaves its premises. From
the customer’s viewpoint, the moment of truth is
whether the mittens get to Granny by Christmas.
Continued business success for everyone in the
value chain depends on the mittens getting where
they are supposed to be on time.

L.L. Bean and Federal Express have partnered so
that FedEx processes have been integrated into L.L.
Bean’s processes. When a customer calls L.L. Bean
about an order, she is told exactly where her package
is and when it will arrive.

Soundview Executive Book Summaries®

Value: |dentify Actionable
High-L everage
Customer Needs

Your customers’ expectations are often set based on
their experiences with other businesses. When another
industry or company sets its standards high, you will
have to respond. The problem is that you don’t always
know whose standards you must meet. For example, if
your customer gets a loaner when he has his Lexusin
for service, he probably expects aloaner computer
when his laptop isin for repairs. When Sears offers
him a specific time for repairs to his dishwasher, he
will also expect you to offer a specific time for auto-
mobile repairs.

The performance bar isrising relentlessly. Your chal-
lenge is two-fold:

e You must understand what your customer values,
especially since those values change constantly, and

e You must maintain a balance between what cus-
tomers value and what you can actually deliver.

You must keep tabs on customers' changing expecta
tions by developing new ways of listening. One
approach isto meet customer expectations. The other is
to exceed those expectations. The first will effectively
manage dissatisfaction, while the second will go much
farther. It will let you manage loyalty and attract a

(continued on page 6)
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Value: Identify Actionable High-L everage
Customer Needs

(continued from page 5)

greater share of the market through competitive advan-
tage. Which approach you take depends on where you
are and where you need to go.

If your strategy is to be the low-cost provider, and you
want to compete on the basis of price as a commadity
vendor, you may just need to meet minimum expecta-
tions. Or you may have so many complaints and such a
high rate of attrition that simply meeting minimum
expectations will turn things around. On the other hand,
if you want to distinguish yourself as a high-service
premium provider you will want to exceed expectations.
Either way, you need to find out what expectations your
customers have. The following techniques will let you
do that:

e Establish customer complaint outlets like 1-800
hot lines, customer reply cardsor Internet-based
feedback systems.

Interview front-line, customer-facing personnel.
Interview customerswho recently defected.
Interview recently lost prospects.

Use customer focus groups.

Use customer satisfaction surveys with blank
spaces for write-in comments.

Once you know what customers want and aren’t get-

Finally Hearing the
Voice of the Customer

A car rental company held a focus group to deter-
mine what improvements it could make for business
travelers. The group’s facilitator was focusing on a
particular moment of truth: when the customer is
dropped off at the rental car. The group was asked
what would make that moment ideal. One customer
replied, “I'd like a light on the side of the bus.” When
asked why she needed a light, she replied, “Because
it’s dark out there.” After more probing, the real rea-
son emerged. She and the others in the room were
worried about their personal safety given that rental
lots are often located in high crime areas.

Once the real reason for the request came to light,
the group was able to come up with other ways to
solve the problem. They suggested that the rental car
company bring the car to them instead. The end
result was that the company found a way to delight
customers by listening to what they had to say.

Soundview Executive Book Summaries®

ting, you can go to work closing the gap. You must
align your service promises against your ability to
deliver. For example, if you promise zero defectsin the
hotel rooms you rent, customers will expect you to
deliver. That means you must set in place processes that
guarantee there will be functioning televisions, clean
bathrooms and working air-conditioning before a guest
checks in. Providing zero defects is the minimum
expectation.

Many companies can't stop at just meeting minimum
expectations. Instead, they can strengthen their com-
petitive advantage by providing superior customer
value and service. This requires areal understanding
of what customers want and what drives their buying
behavior. There are three steps to this kind of satisfac-
tion. They are:

e Meset basic needs.

o Exceed basic expectations in ways that make the
customer feel good about your company. For exam-
ple, when a bank teller calls a customer by name,
the customer feels good about the bank.
Remembering a name isn’'t enough to bring new
customers in nor is its absence enough to drive cus-
tomers away. But it does drive satisfaction.

¢ Provide so high or unexpected value that a customer
would |eave a satisfactory relationship with another
company to get it. m

Prioritization: Make
| nvestment Decisions
Based on Buying Behavior

You cannot and should not strive to be world-class at
everything. You must learn what is necessary and what
isn't. A perfect example is answering the telephone. If
your company doesn’t answer the phone when cus-
tomers call, they won't be your customers for very long.
But investing millions to answer the phone on the first
ring won't help either. I1t’s unlikely new customers will
flock to you because you answer on the first rather than
the third ring. Being the world leader in this case won't
provide a significant incremental customer value or
competitive advantage.

On the other hand, providing access to critical infor-
mation once the phone is answered can give you a com-
petitive advantage. You must decide how important each
need is to your customer and if meeting that need will
boost your bottom line.

Once you have identified the “voice of the customer,”
you must trangdlate it into the “voice of the company.”
After al, the company has other constituents, such asits

(continued on page 7)
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Prioritization: Make I nvestment Decisions
Based on Buying Behavior

(continued from page 6)

shareholders, employees, the community and regulatory
agencies. The customer’s needs must be converted into
business decision-making criteria.

Linking Customer Needswith Buying Behavior
and Bottom-Line Results

If you want to do more than the minimum required to
satisfy customers, you will need to use advanced meth-
ods to tie needs to behavior and bottom-line results. You
can use focus groups to identify creative, new, added-
value interactions that move your company from “meet-
ing customer expectations’ to “establishing and fulfill-
ing new value propositions that exceed expectations.”

You can aso use quantitative surveys to identify actu-
a buying behavior. This serves as a check on whether
satisfying the needs you identified actually resultsin
additional buying by those customers.

Prioritization Scenarios
When choosing and applying CVM methods for prior-
itizing, there are four methods you can use:

e Design atotally new process or service. The most
important needs become the top design priorities
regardless of how well they were being performed
in the old one.

e Design improvements to an existing process or serv-
ice. In this approach only those important needs that
are being poorly performed move to the top of the
improvements list.

e If you choose to focus only on the customer’s voice,
prioritize according to the customer’s identification
of which needs are most important.

e If you choose to focus on actual buying behavior,
choose to focus on those needs that bring bottom-
line improvements. =

Design: Envision “ldeal”
Customer-Defined
Business Capabilities

The contenders for high profits and customer loyalty
will be the companies that are willing to make funda-
mental changes in their infrastructure and process capa
bilities to align themselves with the needs of their cus-
tomers. Customer value management can be visualized
as a pyramid with three layers. The customer’s view-
point is at the top, and it is here that CVM begins.
Once the customer’s vision is identified and business

Soundview Executive Book Summaries®

High-Tech Call Centers

Today’s high-tech call centers demonstrate the
power of designing systems from the outside in.
These call centers can identify who is calling before
the call is answered. By searching internal databases
and analyzing the calling history, the center already
knows what language to answer in, the caller’s buy-
ing history and preferences. External databases can
also be searched, giving instant access to credit his-
tory, risk management data, and fraud protection
assessments. In addition, all the gathered data can
be analyzed and a prediction made about what the
customer is calling about, or what he or she might
want to buy. The call can then be routed automatical-
ly to a specialist. All this happens seamlessly.

priorities are established, the focus shifts toward the
next two levels of the pyramid: the organization’s
essential process capabilities and the required infra-
structures (including organization structure, business
practices, measures/rewards/culture and technology).
The capabilities and required infrastructures are
designed to support and fulfill the customer’s vision.

Let'slook at an example of how thisis done.
Customized service is quickly becoming a universal
chorus from customers who are becoming used to per-
sonalized treatment from high-service industries. Today,
the customer vision isincreasingly to have things “my
way.” For your company, the issue is to identify exactly
what that means in terms of new business capabilities
and infrastructure investments.

Customers also want businesses to recognize them.
That means you need to put processes in place that cap-
ture information early on in the relationship. Take a
bank loan application as an example. Although a new
bank customer will have to supply lots of information
up front, an established customer shouldn’t have to. If
you captured basic information up front and made it
available to those who need it, the established customer
wouldn’t have to repeat information.

Designing the Bottom of the CVM Pyramid

The starting points for CVM are customer desires and
company strategy, such as the decision to compete on
price or value. Then, you should data mine your compa
ny’s transactional data to identify high- and low-profit
target segments and identify common buying behavior.

With that data in hand, you can conduct primary mar-
ket research using focus groups and quantitative sur-
veys. Thiswill give you an idea of the relative impor-
tance of customer needs, size up where the competition

(continued on page 8)
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Design: Envision “ldeal” Customer-Defined
Business Capabilities
(continued from page 7)

is, and identify the behavior that drives customers. You
can then do on-site benchmarking by visiting other
companies in different industries that customers have
identified as the best at meeting their needs. You should
also do secondary research in journals to see which
companies have distinguished themselves. Finally, you
and others in your company can brainstorm to come up
with the infrastructure and capabilities required to meet
the needs identified at the top of the pyramid. m

ment of where the company is going are required to
help employees understand and support company goals.
Employees need a framework for business decision-
making. This requires that customer-centeredness must
be incorporated into your company’s values, vision and
mission. It also requires that you change employee
incentives, measurements and objectives to align with
the customer-centered view. =

| mplementation and
Maintenance: The Holistic
Approach

For a company to become and to remain customer-
centered requires a balanced holistic approach. The
challenge isto calibrate and align all the major elements
of the business so they are mutually supportive, holisti-
cally balanced, and aligned and linked with the things
that drive customer buying behavior. Once the align-
ment and balance are attained, however, the redlity is
that the environment will not remain constant. Changes
will take place that must be integrated into the business
without upsetting the balance.

Well-articulated business direction and a clear state-

Reaping the Benefits of Being
Customer-Centered at |BM

When IBM transformed itself into a customer-cen-
tered company, the employees had to be convinced it
was necessary; they had to “get it.”

Some of the actions taken to assure they would
come onboard included educational programs about
the changes coming and why they were being made.
In addition, the company elevated the customer to the
position of final arbiter of whether IBM’s performance
was satisfactory. Employees were ranked and rated
on their individual performance and their team contri-
butions toward customer-focused objectives.
Executive compensation, which had been based pri-
marily on business unit performance, was now based
on overall business results and customer satisfaction.

The result was that the culture changed and aligned
around a new set of values and vision for the compa-
ny. Together, these efforts assured that the employees
“got it.”

Sustaining CVM, Always

You're ready. You have arrived at a customer-defined
state for your business. Your marketplace has been seg-
mented into groups of customers based on their current
and future value and then subsegmented into clusters of
customers with common needs and wants. Target mar-
ket segments have been divided into buying behavior
drivers and prioritized based on their relative potential
to improve your business. You have redesigned your
business capacities and infrastructure to align them with
your customer’s vision. Your employees are with you.
Congratulations!

Now, get set to do
You must ingtitutionalize 'tfﬁgya'gasgguse
becoming custome_r-centered. already one day out
You mugt continually of sync with your
monitor changing customer  customers. The

. answer isthat you
and market perceptions. must institutionalize
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becoming customer-
centered. You must continually monitor changing cus-
tomer and market perceptions.

Remember that the business world today is character-
ized by an intense but often disorganized desire to
become more customer-centered. Virtually every corpo-
ration is grappling with how to develop and implement
strategies to move closer to their customers. The pres-
sure for a company to become customer-centered will
only increase as more and more consumers get used to
doing business on the Internet.

As affordable Internet access continues to rise, so will
the number of people using the Internet. These con-
sumers will get used to personalized transactions and
will have access to new vendors as never before. They
will seek out new deals and expect great service. And if
these consumers are unhappy with your service or prod-
uct, they have the power to let the world know.

In light of these realities, you have no choice but to
intensify and accelerate your ability to understand cus-
tomer needs. But if you integrate CVM into your busi-
ness approach and management, you can be the |leader
who sets the bar others will have to meet. m




