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Foreword

The View from Here

hen T first started writing about marketing 45 years ago, the Industrial Age

was in its prime. Manufacturers churned out products on massive assembly
lines and stored them in huge warehouses, where they patiently waited for retailers
to order and shelve boxes and bottles so that customers could buy them. Market
leaders enjoyed great market shares from their carefully crafted mass-production,
mass-distribution, and mass-advertising campaigns.

What the Industrial Age taught us is that if an enterprise wanted to make money,
it needed to be efficient at large-scale manufacturing and distribution. The enter-
prise needed to manufacture millions of standard products and distribute them in
the same way to all of their customers. Mass producers relied on numerous interme-
diaries to finance, distribute, stock, and sell the goods to ever-expanding geographi-
cal markets. However, in the process, producers grew increasingly removed from
any direct contact with end users.

Producers tried to make up for what they didn’t know about end users by
using a barrage of marketing research methods, primarily customer panels, focus
groups, and large-scale customer surveys. The aim was not to learn about individual
customers but about large customer segments, such as “women ages 30 to 55.”
The exception occurred in business-to-business marketing, where each salesperson
knew each customer and prospect as an individual. Well-trained salespeople were
cognizant of each customer’s buying habits, preferences, and peculiarities. Even
here, however, much of this information was never codified. When a salesperson
retired or quit, the company lost a great deal of specific customer information. Only
more recently, with sales automation software and loyalty-building programs, have
business-to-business enterprises begun capturing detailed information about each
customer on the company’s mainframe computer.

As for the consumer market, interest in knowing consumers as individuals
lagged behind the business-to-business marketplace. The exception occurred with
direct mailers and catalog marketers who collected and analyzed data on individual
customers. Direct marketers purchased mailing lists and kept records of their trans-
actions with individual customers. The individual customer’s stream of transactions

Xiii



Xiv Foreword

provided clues as to other items that might interest that customer. For example, in
the case of consumer appliances, the company could at least know when a customer
might be ready to replace an older appliance with a new one if the price was right.

Getting Better at Consumer Marketing

With the passage of time, direct marketers became increasingly sophisticated. They
supplemented mail contact with the adroit use of the telephone and telemarketing.
The growing use of credit cards and customers’ willingness to give their credit card
numbers to merchants greatly stimulated direct marketing. The emergence of fax
machines further facilitated the exchange of information and the placing of orders.
Soon the Internet and e-mail provided the ultimate facilitation of direct marketing.
Customers could view products visually and verbally order them easily, receive
confirmation, and know when the goods would arrive. Now that experience is
enhanced by the way customers speak to one another. Even companies that don’t
really understand social networking realize they have to get on board. If 33 million
people are in a room, you have to visit that room.'

But whether a company was ready for customer relationship management depended
on more than conducting numerous transactions with individual customers. Companies
needed to build comprehensive customer databases. Companies had been maintaining
product databases, sales force databases, and dealer databases. Now they needed to
build, maintain, mine, and manage a customer database that could be used by company
personnel in sales, marketing, credit, accounting, and other company functions.

As customer database marketing grew, several different names came to describe
it, including individualized marketing, customer intimacy, technology-enabled mar-
keting, dialogue marketing, interactive marketing, permission marketing, and one-
to-one marketing.

Modern technology makes it possible for enterprises to learn more about indi-
vidual customers, remember those needs, and shape the company’s offerings, ser-
vices, messages, and interactions to each valued customer. The new technologies
make mass customization (otherwise an oxymoron) possible.

At the same time, technology is only a partial factor in helping companies do
genuine one-to-one marketing. The following quotes about customer relationship
marketing (CRM) make this point vividly:

CRM is not a software package. It's not a database. It's not a call center or a Web
site. It’s not a loyalty program, a customer service program, a customer acquisi-
tion program, or a win-back program. CRM is an entire philosophy.

—Steve Silver

'uliette Powell, 33 Million People in the Room (Upper Saddle River, NJ: Financial Times Press,
2009), pp. 8-9.
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A CRM program is typically 45 percent dependent on the right executive leader-
ship, 40 percent on project management implementation, and 15 percent on
technology.

—Edmund Thompson, Gartner Group

Whereas in the Industrial Age, companies focused on winning market share
and new customers, more of today's companies are focusing on share of customer,
namely, increasing their business with each existing customer. These companies are
focusing on customer retention, customer loyalty, and customer satisfaction as the
important marketing tasks, and customer experience management and increasing
customer value as key management objectives.

CRM and its kindred customer-focused efforts are more than just an outgrowth
of direct marketing and the advent of new technology. This approach requires
new skills, systems, processes, and employee mind-sets. As the Interactive Age
progresses, mass marketing must give way to new principles for targeting, attract-
ing, winning, serving, and satisfying markets. As advertising costs have risen and
mass media has lost some effectiveness, mass marketing is now more costly and
more wasteful. Companies are better prepared to identify meaningful segments
and niches and address the individual customers within the targeted groups. They
are becoming aware, however, that many customers are uncomfortable about
their loss of privacy and the increase in solicitations by mail, phone, and e-mail.
Ultimately, companies will have to move from an “invasive” approach to prospects
and customers to a “permissions” approach. On the flip side, customers—now
in contact with millions of other customers—have never been more informed or
empowered.

The full potential of CRM is only beginning to be realized. Of course, every
company must offer great products and services. But now, rather than pursue all
types of customers at great expense only to lose many of them, the objective is to
focus only on those particular customers with current and long-term potential in
order to preserve and increase their value to the company.

Philip Kotler
S. C. Johnson Distinguished Professor of International Marketing,
Kellogg School of Management, Northwestern University

Philip Kotler is widely known as the father of modern marketing. His textbook Marketing
Mancgement, coauthored with Kevin Keller, has become the foundational text for market-
ing courses around the globe. First published in 1976 by Prentice Hall, it is now in its 15th
edition.



Preface

n 1993 we published our first book, The One to One Future: Building Relation-
Isbips One Customer dt a Time (New York: Currency/Doubleday). We had no way
of knowing how or when ubiquitous, cost-efficient interactivity would arrive, but
the march of technology was inevitable, and we felt strongly that genuinely interac-
tive media channels would become widely available sooner or later, in one form or
another. And when interactivity did arrive, we suggested, the nature of marketing
would have to change forever. At the time, marketing consisted primarily of crafting
outhound messages creative or noticeable enough to break through the clutter of
other one-way messages. These messages promoted standardized, mass-produced
products with unique selling propositions that appealed to the most commonly held
interests among the widest possible markets of consumers.

In sharp contrast to this model of marketing, we maintained that interactive tech-
nologies would compel businesses to try to build relationships with individual cus-
tomers, one customer at a time. To our minds, this new type of marketing—which we
dubbed "one-to-one marketing” or “1tol marketing"—represented literally a different
dimension of competition. We predicted that in the one-to-one future, the battle for
market share would be supplemented by a battle for “share of customer”; product
management organizations would have to be altered to accommodate managing
individual customer relationships as well; and the decreasing returns of production
cconomics would be supplanted by increasing returns of relationship economics.

We did not know it at the time, but also in 1993, the first genuinely useful Web
browser, Mosaic, was introduced, and by the end of 1994, the World Wide Web had
begun making major inroads into business and academia. This meant that interactiv-
ity arrived even sooner than we had suspected it would, via a more robust, vibrant
technology than we anticipated. Over the next 10 years, our predictions about the
nature of marketing in an interactive world proved uncannily accurate, and we were
gratified at the popularity our little book enjoyed among the many marketers and
information technology professionals wrestling with the question of how, exactly,
to use this new capability for interacting with their customers on the Web. The
term one-to-one marketing was often used interchangeably with the easier-to-say
computer-industry acronym CRM, standing for “customer relationship management.”
Some think of CRM as a reference only to the software, but from our standpoint, the
1tol rose smells as sweet by any other jargon.
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By the time the first edition of Managing Customer Relationships was written,
10 years later, many other academics, business consultants, and authorities had
become involved in analyzing, understanding, and profiting from the CRM revolu-
tion. Our goal with the first edition was to provide a comprehensive overview of the
background, methodology, and particulars of managing customer relationships for
competitive advantage. Although we significantly updated the material in the sec-
ond edition, and now again in this third edition, we believe the original approach
has in fact been confirmed. So we will begin with background and history, outline
the Identify-Differentiate-Interact-Customize (IDIC) framework, and then address
metrics, data management, customer management, and company organization.

Since our first edition of that first book came out, the steady march of technol-
ogy has continued to change the business environment, bringing us two particu-
larly important developments, each of which requires some treatment in this new
edition. One has to do with the increasing influence of social media—including
everything from blogging and microblogging to sharing and collaboration Web sites
such as Facebook, Twitter, LinkedIn, YouTube, Amazon, Instagram, and eBay. The
other has to do with the increasing proliferation of mobile devices and interactive
services for them, including not just broadband Wi-Fi at places like business hotels,
Starbucks, and McDonald’s, but smartphones that can surf the Web, keep your cal-
endar, deliver movies, and track your location, as well.

Over the past few years, there has also been a major change in the way busi-
nesses think about the process of value creation itself, given their new technological
capabilities to track and interact with customers, one at a time. Increasingly, compa-
nies are coming face-to-face with the question of how to optimize their businesses
around individual customers. When you think about it, this is the very central issue
when configuring a Web site, or when trying to design the work processes or script-
ing for a call center, or when outlining new procedures for sales reps or point-of-
sale operations. Each of these tasks involves optimizing around a customer, and
none of them can be completed adequately without answering the question, “What
is the right communication or offer for this customer, at this time?”

But a business can answer this kind of question accurately only by disregarding
its existing, product-based metrics and using customer-based metrics instead. This
is because the fundamental issue at stake is how to maximize the value a particular
customer creates for the enterprise, a task that contrasts sharply with the financial
objective of the old form of marketing (mass marketing), which was maximizing
the value that a particular product or brand created for the enterprise. So we have
considerably upgraded the financial issues we consider in the metrics discussion in
this edition of Managing Customer Experience and Relationships.

Among other things, we will suggest that a metric, Return on Customer™, is
sometimes more appropriate for gauging the degree to which a particular customer
or group of customers is generating value for a business. Return on investment (ROI)
measures the efficiency with which a business employs its capital to create value,
and Return on Customer (ROC) is designed to measure the efficiency with which it
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employs its customers to create value. The ROC metric is simple to understand, in
principle, but it requires a sophisticated approach to comprehending and analyzing
customer lifetime values and customer equity. With the computer analytics available
today, however, this is no longer an insurmountable or even a particularly expensive
or difficult task. And this kind of customer-based financial metric will ensure that a
company properly uses customer value as the basis for executive decisions.'

In the years since the second edition of this book was released, we have contin-
ued to teach seminars and workshops at universities and in for-profit and nonprofit
organizations, and we have collaborated in depth with our own firm’s working
consultants in various Peppers & Rogers Group offices around the world, from
Sao Paulo to Dubai, and from London to Johannesburg. We have wrestled with
the serious, real-world business problems of taking a customer-centric approach to
business in different business categories, from telecom, financial services, and retail-
ing, to packaged goods, pharmaceuticals, and business to business. Over the years,
our experience in all these categories has reinforced our belief that the basic IDIC
model (identify, differentiate, interact, customize) for thinking about customer rela-
tionships is valid, practical, and useful, and that financial metrics based on customer
value make the most sense. And we have continued documenting these issues,
coauthoring a total of eight business trade books, in addition to this textbook.

The biggest change in this third edition, reflected in the title itself, is the addi-
tional consideration of the importance of the creation of better and more personal-
ized customer experiences. CX (customer experience) plays an increasingly greater
strategic role, and we've devoted much discussion to it, as well as to the idea of CX
journey mapping.

While we obviously know more about our own work than anyone else’s, and
this book draws heavily on our fairly extensive direct experience in the work envi-
ronment, we also continue to believe that a textbook like this should reflect some
of the excellent work done by others, which is substantial. So, as with the first two
editions, you will find much in this edition that is excerpted from others’ works or
written by others specifically for this textbook.

When it first appeared in 2004, Managing Customer Relationships was the first
book designed specifically to help the pedagogy of customer relationship manage-
ment, with an emphasis on customer strategies and building customer value. It is
because of the wonderful feedback we have had over the years with respect to its
usefulness for professors and students that we have undertaken this third edition.
And while we hope this revised work will continue to guide and teach our readers,
we also encourage our readers to continue to teach us. Our goal is not just to build
the most useful learning tool available on the subject but to continue improving it as
well. To that end, you may always contact us directly with suggestions, comments,
critiques, and ideas. Simply e-mail us at mr@mrogersphd.com.

'Return on Customer™ and ROC™ are trademarks of Peppers & Rogers Group.
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How to Use This Book

Each chapter begins with an overview and closes with a summary (which is also
an explanation of how the chapter ties into the next chapter), Food for Thought (a
series of discussion questions), and a glossary. In addition, chapters include these
elements:

» Glossary terms are printed in boldface the first time they appear in a chapter,
and their definitions are located at the end of that chapter. All of the glossary
terms are included in the index, for a broader reference of usage in the book.

® Sidebars provide supplemental discussions and real-world examples of chapter
concepts and ideas. These are italicized in the Contents.

s Contributed material is indicated by a shaded background, with contributor
names and affiliations appearing at the beginning of each contribution.

We anticipate that this book will be used in one of two ways: Some readers will
start at the beginning and read it through to the end. Others will keep it on hand
and use it as a reference book. For both readers, we have tried to make sure the
index is useful for searching by names of people and companies as well as terms,
acronyms, and concepts.

If you have suggestions about how readers can use this book, please share
those at mr@mrogersphd.com.
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