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Foreword
The View from Here

When I frst 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 effcient 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 fnance, 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 codifed. When a salesperson 
retired or quit, the company lost a great deal of specifc 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 
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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 
confrmation, 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.1

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

1 Juliette 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 fip 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 
Management, 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.
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Preface

In 1993 we published our frst book, The One to One Future: Building Relation-
ships One Customer at a Time (New York: Currency/Doubleday). We had no way 

of knowing how or when ubiquitous, cost-effcient 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 
outbound 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 “1to1 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 
economics would be supplanted by increasing returns of relationship economics.

We did not know it at the time, but also in 1993, the frst 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 
gratifed 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 
1to1 rose smells as sweet by any other jargon.
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By the time the frst edition of Managing Customer Relationships was written, 
10 years later, many other academics, business consultants, and authorities had 
become involved in analyzing, understanding, and profting from the CRM revolu-
tion. Our goal with the frst edition was to provide a comprehensive overview of the 
background, methodology, and particulars of managing customer relationships for 
competitive advantage. Although we signifcantly updated the material in the sec-
ond edition, and now again in this third edition, we believe the original approach 
has in fact been confrmed. 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 frst edition of that frst 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 infuence 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 confguring 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 fnancial 
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 fnancial 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 CustomerSM, 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 effciency with which a business employs its capital to create value, 
and Return on Customer (ROC) is designed to measure the effciency 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 diffcult task. And this kind of customer-based fnancial metric will ensure that a 
company properly uses customer value as the basis for executive decisions.1

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-proft and nonproft 
organizations, and we have collaborated in depth with our own frm’s working 
consultants in various Peppers & Rogers Group offces around the world, from  
São 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, fnancial 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 fnancial 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, refected 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 refect some 
of the excellent work done by others, which is substantial. So, as with the frst two 
editions, you will fnd much in this edition that is excerpted from others’ works or 
written by others specifcally for this textbook.

When it frst appeared in 2004, Managing Customer Relationships was the frst 
book designed specifcally 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.

1 Return on CustomerSM and ROCSM are trademarks of Peppers & Rogers Group.

mailto:mr@mrogersphd.com
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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 frst time they appear in a chapter, 
and their defnitions 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.

 ■ Contributed material is indicated by a shaded background, with contributor 
names and affliations 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.

mailto:mr@mrogersphd.com
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Part I
Principles of Managing Customer 

Experience and relationships

The Learning Relationship works like this: If you’re my customer and I get you 
to talk to me, and I remember what you tell me, then I get smarter and smarter 

about you. I know something about you my competitors don’t know. So I can do 
things for you my competitors can’t do, because they don’t know you as well as I 
do. Before long, you can get something from me you can’t get anywhere else, for 
any price. At the very least, you’d have to start all over somewhere else, but starting 
over is more costly than staying with me, so long as you like me and trust me to 
look out for your best interests.
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Chapter 1
evolution of relationships 

with Customers and Strategic 
Customer experiences

No company can succeed without customers. If you don’t have customers, you 
don’t have a business. You have a hobby.

—Don Peppers and Martha Rogers

Think about it: By defnition, customers are every company’s source of revenue. 
No company will ever realize income from any other entity except the customers 
it has now and the customers it will have in the future. Brands don’t pay money. 
Products don’t. Sales regions don’t. Thus, in many ways, a frm’s most valuable 
fnancial asset is its customer base, and, given our new and unfolding techno-
logical capabilities to recognize, measure, and manage relationships with each of 
those customers individually, and to create and improve their experiences with 
our companies, a forward-thinking frm must focus on deliberately preserving and 
increasing the value of that customer base. Customer strategy is not a feeting 
assignment for the marketing department; rather, it is an ongoing business impera-
tive that requires the involvement of the entire enterprise. Organizations manage 
their customer experiences and relationships effectively in order to remain com-
petitive. Technological advancements have enabled frms to manage customer 
relationships more effciently and to create better customer experience, but 
technology has also empowered customers to inform themselves and one another 
and to demand much more from the companies they do business with. The goal 
of this book is not just to acquaint the reader with the techniques of managing 
customer experiences and relationships. The more ambitious goal of this book is 
to help the reader understand the essence of customer strategy and how to apply 
it to the task of managing a successful enterprise in the twenty-frst century.
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The dynamics of the customer-enterprise relationship have changed dramatically 
over time. Customers have always been at the heart of an enterprise’s  long-term 

growth strategies, marketing and sales efforts, product development, labor and 
resource allocation, and overall proftability directives. Historically, enterprises have 
encouraged the active participation of a sampling of customers in the research and 
development of their products and services. But until recently, enterprises have 
been structured and managed around the products and services they create and 
sell. Driven by assembly-line technology, mass media, and mass distribution, which 
appeared at the beginning of the twentieth century, the Industrial Age was domi-
nated by businesses that sought to mass-produce products and to gain a competitive 
advantage by manufacturing a product that was perceived by most customers as 
better than its closest competitor. Product innovation, therefore, was the important 
key to business success. To increase its overall market share, the twentieth-century 
enterprise would use mass marketing and mass advertising to reach the greatest 
number of potential customers.

As a result, most twentieth-century products and services eventually became 
highly commoditized. Branding emerged to offset this perception of being like all 
the other competitors; in fact, branding from its beginning was, in a way, an 
 expensive substitute for relationships companies could not have with their newly 
blossomed masses of customers. Facilitated by lots and lots of mass-media 
 advertising, brands have helped add value through familiarity, image, and trust. 
 Historically, brands have played a critical role in helping customers distinguish 
what they deem to be the best products and services. A primary enterprise goal has 
been to improve brand awareness of products and services and to increase brand 
preference and brand loyalty among consumers. For many consumers, a brand 
name has traditionally testifed to the trustworthiness or quality of a product or 
service. Today, though, more and more, customers say they value brands, but their 
opinions are based on their “relationship with the brand”—so brand reputation is 
actually becoming one and the same with customers’ experience with the brand, 
product, or  company (including relationships).1 Indeed, consumers are often con-
tent as long as they can buy one brand of a consumer-packaged good that they 
know and respect.

1 Christof Binder and Dominique M. Hanssens, “Why Strong Customer Relationships 
Trump Powerful Brands,” Harvard Business Review, April 14, 2015, available at https://hbr.
org/2015/04/why-strong-customer-relationships-trump-powerful-brands, reports research on 
brand valuation of a company at the time of merger or acquisition. They discovered that 
over a 10-year period from 2003 to 2013, “brand valuations declined by nearly half (from  
18 percent to 10 percent [of total company value]) while customer relationship values dou-
bled (climbing from 9 percent to 18 percent). Acquirers have decisively moved from investing 
into businesses with strong brands to businesses with strong customer relationships.” See 
also Anita Chang Beattie, “Catching the Eye of the Chinese Shopper,” Advertising Age 83, no. 
44 (2012), p. 20; and Masaaki Kotabe’s chapter, “Emerging Markets,” in Marketing in the 21st 
Century: New World Marketing, ed. Bruce David Keillor (Westport, CT: Praeger, 2007).

https://hbr.org/2015/04/why-strong-customer-relationships-trump-powerful-brands
https://hbr.org/2015/04/why-strong-customer-relationships-trump-powerful-brands
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   For many years, enterprises depended on gaining the competitive advantage 
from the best brands. Brands have been untouchable, immutable, and  inf exible 
parts of the twentieth-century mass-marketing era. But in the interactive era 
of the twenty-f rst century, enterprises are instead strategizing how to gain 
 sustainable competitive advantage from “brands” that create the best customer 
experience, based on the information they gather about customers. 

    For many years, enterprises depended on gaining the competitive advantage 
from the best brands. Brands have been untouchable, immutable, and inf exible 
parts of the twentieth-century mass-marketing era. But in the  interactive era  of the 
twenty-f rst century, f rms are instead strategizing how to gain sustainable competi-
tive advantage from the  information  they gather about customers. As a result, enter-
prises are creating a  two-way brand,  one that thrives on customer information and 
interaction. The two-way brand, or  branded relationship,   transforms itself based on 
the ongoing dialogue between the enterprise and the customer. The branded rela-
tionship is “aware” of the customer (giving new  meaning to the term  brand aware-
ness ) and constantly changes to suit the needs of that particular individual. In current 
discussions, the focus is on ways to  redef ne the “brand reputation” as more  customer 
oriented, using phrases such as “brand engagement with customer,” “brand relation-
ship with customer,” and the  customer’s “brand experience.” Add to this the trans-
parency for brands and rampant ratings for products initiated by social media, and 
it’s clear why companies are realizing that what customers say about them is more 
important than what the companies say about themselves.   

 roots of Customer relationships and experience 

 Once you strip away all the activities that keep everybody busy every day, the goal 
of every enterprise is simply to get, keep, and grow customers. This is true for non-
prof ts (where the “customers” may be donors or volunteers) as well as for-prof ts, for 
small businesses as well as large, for public as well as private enterprises. It is true for 
hospitals, governments, universities, and other institutions as well. What does it mean 
for an enterprise to focus on its customers as the key to competitive advantage? Obvi-
ously, it does  not  mean giving up whatever product edge or operational eff ciencies 
might have provided an advantage in the past. It does mean using new strategies, 
nearly always requiring new technologies, to focus on growing the value of the 
company by deliberately and strategically growing the  value of the customer base.  

   What does it mean for an enterprise to focus on its customers as the key to 
competitive advantage? It means creating new shareholder value by deliberately 
preserving and growing the value of the customer base. 
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To some executives, customer relationship management (CRM) is a 
 technology or software solution that helps track data and information about 
 customers to enable better customer service. Others think of CRM, or one-to-one, 
as an elaborate marketing or customer service discipline. We even recently heard 
CRM described as “personalized e-mail.”

To us, “managing customer experience and relationships” is what companies 
do to optimize the value of each customer, and “managing customer experiences” 
is what companies do because they understand the customer’s perspective and 
what it is—and should be—like to be our customer. This book is about much 
more than setting up a business Web site or redirecting some of the mass-media 
budget into the call-center database or cloud analytics or social networking. It’s 
about increasing the value of the company through specifc customer strategies 
(see Exhibit 1.1).

Companies determined to build successful and proftable customer relation-
ships understand that the process of becoming an enterprise focused on building its 
value by building customer value doesn’t begin with installing technology, but 
instead begins with:

 ■ A strategy or an ongoing process that helps transform the enterprise from 
a focus on traditional selling or manufacturing to a customer focus while 
increasing revenues and profts in the current period and the long term.

 ■ The leadership and commitment necessary to cascade throughout the organiza-
tion the thinking and decision-making capability that puts customer value and 
relationships frst as the direct path to increasing shareholder value.

The reality is that becoming a customer-strategy enterprise is about using 
information to gain a competitive advantage and deliver growth and proft. In its 

exhibit 1.1 Increasing the Value of the Customer Base

Keep

Get

Grow

Acquire profitable customers.

Retain profitable customers longer.
Win back profitable customers.
Eliminate unprofitable customers.

Upsell  additional products in a solution.

Cross-sell other products to customers.

Referral and word-of-mouth benefits.

Reduce service and operational costs.
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most generalized form, CRM can be thought of as a set of business practices designed, 
simply, to put an enterprise into closer and closer touch with its  customers, in  
order to learn more about each one and to 
deliver greater and greater value to each one, 
with the overall goal of making each one 
more valuable to the frm to increase the 
value of the enterprise. It is an enterprise-
wide approach to understanding and infu-
encing customer behavior through meaningful 
analysis and communications to improve cus-
tomer acquisition, customer retention, and 
customer proftability.2  Customer centricity 
is distinguishable from product centricity and 
from technology  centricity. These differences 
will be discussed more in Exhibit 1.3 later in 
this chapter.

Defned more precisely, what makes cus-
tomer centricity into a truly different model for 
doing business and competing in the market-
place, is this: It is an enterprise-wide business 
strategy for achieving customer-specifc objec-
tives by taking customer-specifc actions. It is 

2 Peter Fader, Customer Centricity: Focus on the Right Customers for Strategic Advantage, 
Wharton Executive Essentials, 2nd ed., 2012 (1st ed., 2011); Ju-Yeon Lee, Shrihari Sridhar, 
Conor Henderson, and Robert W. Palmatier, Effect of Customer-Centric Structure on Firm 
 Performance, Marketing Science Institute Working Paper Series, Report No. 12–111, available 
at http://www.lehigh.edu/~incbeug/Attachments/Lee%20et%20al%202012%20MSI_Report.pdf, 
accessed February 3, 2016; Erik M. van Raaij, “The Strategic Value of Customer  Proftability 
Analysis,” Marketing Intelligence & Planning 23, no. 4/5 (2005): 372–381, accessed  January 28, 
2010, available at ABI/INFORM Global (document ID: 908236781); Sunil Gupta and Donald 
R. Lehmann, Managing Customers as Investments (Philadelphia: Wharton School Publishing, 
2005); Robert S. Kaplan, “A Balanced Scorecard Approach to Measure Customer Proftability,” 
Harvard Business School’s Working Knowledge Web site, August 8, 2005,  available at: http://
hbswk.hbs.edu/item/4938.html, accessed January 28, 2010; Phillip E. Pfeifer, Mark E. Haskins, 
and Robert M. Conroy, “Customer Lifetime Value, Customer Proftability, and the Treatment of 
Acquisition Spending,” Journal of Managerial Issues 17, no. 1 (Spring 2005): 11–25; George S. 
Day, Market-Driven Strategy: Processes for Creating Value (New York: Free Press, 1999); Don 
Peppers and Martha Rogers, The One to One Future (New York: Doubleday Books, 1993); 
Ronald S. Swift, Accelerating Customer Relationships: Using CRM and Relationship Technolo-
gies (Upper Saddle River, NJ: Prentice Hall, 2001); Fred Reichheld, The Loyalty Effect (Boston: 
Harvard Business School Press, 1996); and Fred Reichheld and Rob Markey, The Ultimate 
Question 2.0: How Net Promoter Companies Thrive in a Customer Driven World (Cambridge, 
MA: Harvard Business Review Press, 2011).

Enterprises determined to build 
 successful, proftable customer 

relationships understand that the process 
of becoming an enterprise focused on 
building its value by building customer 
value doesn’t begin with installing tech-
nology but rather begins with:

 ▪ A strategy or an ongoing process 
that helps transform the enterprise 
from a focus on traditional selling or 
 manufacturing to a customer focus 
while increasing revenues and profts in 
the current period and the long term.

 ▪ The leadership and commitment 
necessary to cascade throughout 
the organization the thinking and 
decision-making capability that put 
customer value and relationships frst 
as the direct path to increasing share-
holder value.

http://www.lehigh.edu/~incbeug/Attachments/Lee%20et%20al%202012%20MSI_Report.pdf
http://hbswk.hbs.edu/item/4938.html
http://hbswk.hbs.edu/item/4938.html
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enterprise-wide because it can’t merely be assigned to marketing if it is to have any 
hope of success. Its objectives are customer-specifc because the goal is to increase 
the value of each customer. Therefore, the frm will take customer-specifc actions for 
each customer, often made possible by new technologies.

In essence, building the value of the cus-
tomer base requires a business to treat differ-
ent customers differently. Today, there is a 
customer-focus revolution under way among 
businesses. It represents an  inevitable— 
literally, irresistible—movement. All busi-

nesses will be embracing customer strategies sooner or later, with varying degrees of 
enthusiasm and success, for two primary reasons:

 1. All customers, in all walks of life, in all industries, all over the world, want to be 
individually and personally served.

 2. It is simply a more effcient way of doing business.

We fnd examples of customer-specifc behavior, and business initiatives driven 
by customer-specifc insights, all around us today3:

 ■ An airline offers a passenger in the airport waiting for his fight to arrive an 
upgrade offer to business class through a phone app he has used to check his 
fight status, as an apology for a 45-minute departure delay.

 ■ A woman receives an e-mail before her eight-month obstetrics appointment 
that gives information about what to expect at the appointment and her baby’s 
stage of growth. A month later, the same woman receives a notifcation of her 
baby’s immunization appointment that is triggered when she leaves the hospital 
with her newborn.

 ■ A retail clothes company sends a message to a customer it knows is standing 
outside one of their stores to come in and use a 15 percent discount, sometimes 
with a sweetener such as free shipping. Or the items appear as a reminder next 
to the newspaper articles the shopper reads next morning.

 ■ A business sees that a customer has left their Web site, abandoning a cart with 
selected products before checkout, and sends an e-mail with more detailed 
information about those specifc products to the customer the next day.

 ■ An outdoor gear company sees that their tents are being discussed on a social 
channel and sends a free tent as a trial sample to a consistent product supporter.

 ■ A group of three friends open the Web page of the same kitchenware company 
that they all have ordered from in the past. Each friend views a different offer 
featured on the company home page on her device.

An enterprise-wide business strategy 
for customer centricity achieves 

customer-specifc objectives by taking 
customer-specifc actions.

3 Thanks to the SalesForce Marketing Cloud Web site for inspiring many of these examples; 
available at http://www.salesforce.com/marketing-cloud/overview/, accessed December 4, 2015.

http://www.salesforce.com/marketing-cloud/overview/
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 ■ A customer service representative sees a complaint a customer has made on a 
social channel and is able to view at the same time his purchasing history and 
order status. The service rep uses that information to reply to the complaint via 
the same social channel.

 ■ Instead of mailing out the same offer to everyone, a company waits for specifc 
trigger behavior from a customer and increases response rates 25-fold.

 ■ An insurance company not only handles a claim for property damage but also 
connects the insured party with a contractor in her area who can bypass the 
purchasing department and do the repairs directly.

 ■ A supervisor orders more computer components by going to a Web page that 
displays his frm’s contract terms, his own spending to date, and his  departmental 
authorizations.

 ■ Sitting in the call center, a service rep sees a “smart dialogue” suggestion 
pop onto a monitor during a call with a customer, suggesting a question the 
 company wants to ask that customer (not the same question being asked of all 
customers who call this week).

Taking customer-specifc action, treating different customers differently, 
 improving each customer’s experience with the company or product, building the 
value of the customer base, creating and managing relationships with individual cus-
tomers that go on through time to get better and deeper—that’s what this book is 
about. In the chapters that follow, we will look at lots of examples. The overall busi-
ness goal of this strategy is to make the enterprise as proftable as possible over time 
by taking steps to increase the value of the customer base. The enterprise makes 
itself, its products, and/or its services so satisfying, convenient, or valuable to the 
customer that she becomes more willing to devote her time and money to this enter-
prise than to any competitor. Building the value of customers increases the value of 
the demand chain, the stream of business that fows from the customer down 
through the retailer all the way to the manufacturer. A customer-strategy enterprise 
interacts directly with an individual customer. The customer tells the enterprise about 
how he would like to be served. Based on this interaction, the enterprise, in turn, 
modifes its behavior with respect to this particular customer. In essence,  
the concept implies a specifc, one-customer-to-one-enterprise relationship, as is the 
case when the customer’s input drives the enterprise’s output for that particular 
customer.4

A suite of buzzwords have come to surround this endeavor: customer  relationship 
management (CRM), one-to-one marketing, customer experience  management, 

4 Ranjay Gulati, “From Inside-Out to Outside-In Thinking,” Economic Times, May 10, 2013, 
available at http://ranjaygulati.com/rg/images/the-economic-times_from-inside-out-to-inside-
in-thinking.pdf, accessed on February 3, 2016. Also see Ranjay Gulati, “The Quest for Cus-
tomer Focus,” Harvard Business Review 83, no. 4 (April 2005): 92–101. Also see Don Peppers 
and Martha Rogers, Ph.D., One to One B2B (New York: Doubleday Broadway Books, 2001).

http://ranjaygulati.com/rg/images/the-economic-times_from-inside-out-to-inside-in-thinking.pdf
http://ranjaygulati.com/rg/images/the-economic-times_from-inside-out-to-inside-in-thinking.pdf
http://ranjaygulati.com/rg/images/the-economic-times_from-inside-out-to-inside-in-thinking.pdf



