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7
Chapter

Building customer 

relationships

Relationship marketing

Relationship value of customers

Customer profitability segments

Relationship development 

strategies

Relationship challenges
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Relationship marketing

• A philosophy of doing business, a strategic 

orientation, that focuses on keeping current 

customers and improving relationships with 

them

• Does not necessarily emphasize acquiring new 

customers
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Relationship marketing 

(continued)
• Usually cheaper (for the firm)

– Keeping a current customer costs less than 

attracting a new one 

• Thus, the focus is less on attraction, and more on 

the retention and enhancement of customer 

relationships
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Why Relationship Development Makes 

Sense

Increased 

purchase by 

some customers
New customers

Lost Customers

Decreased purchase by some 
customers

Lost Customers
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EVOLUTION OF CUSTOMER 

RELATIONSHIP
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Figure 7.2

Customer goals of relationship marketing
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Customer expectations of 

relationships
• Transactional expectations

• Active relational expectations

• Passive relationship expectations

Source: Gronroos 2007
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Benefits of relationship marketing 

for customers

• Receipt of greater value

• Confidence benefits:

• Trust

• Confidence in provider

• Reduced anxiety
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Benefits of relationship marketing 

for customers (continued)

– Social benefits:

• Familiarity

• Social support

• Personal relationships

– Special treatment benefits:

• Special deals

• Price breaks
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Benefits of relationship marketing 

for firms
• Economic benefits:

• Increased revenues

• Reduced marketing and administrative costs

• Regular revenue stream

– Customer behaviour benefits:

• Strong word-of-mouth endorsements

• Customer voluntary performance

• Social benefits to other customers

• Mentors to other customers
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Benefits of relationship marketing 

for firms (continued)

– Human resource management benefits:

• Easier jobs for employees

• Social benefits for employees

• Employee retention
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Figure 7.4

Profit impact of 5% increase in retention rate

Source: F. F. Reichheld, “Loyalty and the Renaissance of Marketing,” Marketing Management, vol. 2, no. 4 (1994), p. 15.
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Most profitable 

customers

Least profitable 

customers

What segment spends more 

with us over time, costs less to 

maintain, spreads positive 

word-of-mouth?

What segment costs us in 

time, effort and money yet 

does not provide the return 

we want?  What segment is 

difficult to do business with?

Gold

Iron

Lead

Platinum

Figure 7.5

The Customer Pyramid
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Profitability Tiers-The Customer Pyramid

The Lead

• Customers who 
are costing the 
company money

• Demand more 
attention, 
sometimes 
problem 
customers—
complaining about 
the firm to others

The Iron

• Essential 
customers who 
provide the 
volume needed to 
utilize the firm’s 
capacity, but their 
spending levels, 
loyalty and 
profitability are not 
enough for special 
treatment

The Gold

• May be heavy 
users

• Perhaps want 
price discounts 
that limit margins 
and not as loyal as 
platinum

The Platinum

• Most profitable 
customers 

• Heavy users of the 
product

• Not price 
sensitive, willing to 
invest and try new 
offerings, 
committed 
customers of the 
firm
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Figure 7.6 

Relationship development model
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Strategies for building 

relationships

• Core service provision:
– Service foundations built upon delivery of 

excellent service:

• Satisfaction, perceived service quality, 
perceived value

• Switching barriers:

– Customer inertia

– Switching costs:
• Set up costs, search costs, learning costs, 

contractual costs
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Strategies for building 

relationships (continued)
• Relationship bonds:

– Financial bonds

– Social bonds

– Customization bonds

– Structural bonds
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Figure 7.7 

Levels of relationship strategies
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“The customer is NOT always 

right”

• Not all customers are good relationship 

customers:

– Wrong segment

– Not profitable in the long term

– Difficult customers
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Fire your customers?

• May be best to discontinue relationships 

with some customers---for the sake of 

customers, the firm or both
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