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° Chapter
Building customer !

relationships

» Relationship marketing
» Relationship value of customers
= Customer profitability segments

» Relationship development
strategies

= Relationship challenges

N

Page 2



http://www.powerpointstyles.com/

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

New customers purchase-by
some customers

Customers

)écreased purchase by some
ustomers

Page 5


http://www.powerpointstyles.com/

EVOLUTION OF CUSTOMER
RELATIONSHIP

7 3
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A Typology of Em:h;;g-e Relationships

Acguaintances

Friends

FPartnars

Product offering

Source of competitive
advantags

Buying activity

Selling and sarvicing
activities

Acquisttion costs

Time horizon

Sustalnability of cormpetitive
advantage

Parity product as a form of
industry standard

Satisfaction

Satisfaction faciitates and
reinforces buying activity
and reduces nead o
saegrch for markeaet
information.

Familiarity and genaral

knowlaedgs of customear

{identification} facilitataes
saelling and sarving.

Low: Generally low but
depands on indusiry factors
such as markeat growth,
satisfaction with compeating
alkermatives, distribution,
and media availlabiliby.

Short: Generally short
recauss the buyer can shift
suppElier without much sfort
ar ooat.

Low: Genaerally low, but
competitors can vary in
howe ey build uniigque valus
into selling and serving
avean if the product is a
form of industry standard.

Differentiated product
adaptad to spacific markat
segments

Satisfaction + trust

Trust in supplier s neaded
1o continue the Buwing
acitvvity withoul perfect
imformation.

Specific knowledge of
customear's connection to
sagment nead and situation
facilitates selling and
serving.

Medium: Acouisiticn andfor
conversion costs increase
with degraes of
differantiation in produdct
iparceived risk), establishad
preferences for competing
altermatwes, and awvailgbility
of segment spacific
channels and media.

Medivm: Generally longear
than acquaintance
relationships because frust
in a differantiatad position
takes a longer time to build
ard imitate.

Medivm: Ganerally madium
but depands on
competitors” ability to
undaerstand haterogenaity
of customer neaeds and
siteations and the ability to
franstorm this knowledge
into maarkingful,
differentialed products.

Customized product and
dadicafad resocurcas
adaptad to an individual
customar or arganization

Satistaction + trust +
commstment

Commitment in the form of
imnformation shanng and
idicsynocratic investimenis is
naaded 1o achiswe
customized product and to
adjust product oomtinuously
to changing neseds and
siluations.

Specific knowledge of
customear's need and
situation and idiosynoralic
invaestimeants facilitates
selling and serving.

High: Acguisiticn andfor
comwversion costs increase
with degree of
customization and leveal of
idiosyrncratic investmants
from ona or both sides.

Long: Generally long
becauses it takes time (o
bwild and replace
intercannacted activities
and to develop a detailed
knowledge of a customears
raasd and the unigue
rasources of a supplier 1o
commil resourcas to the
relationship.

High: Ganerally high but
depends on how urnegque
and affecitne
interconmnacted activities
betwean customer and
supplier are organized.
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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

IR Talt
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Benefits of relationship marketing
for customers

« Receipt of greater value

« Confidence benefits:
* Trust
« Confidence In provider
* Reduced anxiety

e
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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

; to 't,. other customers
| Mo Page 12



http://www.powerpointstyles.com/

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

100% [
(/)]
-+
Y—
o
o 80 85% [ 85% | 84% 819
£ ° | 75%
i
3 2 °
g E 60 [~
o 2
= »
C 5
£ O
O o 40
()
o
EQ.
o
o 20 I
8
0
o> £ o o O O ® » o ()
c © O c e O &) o) 8 5 =
'_C Cw o« — C -S S :; (ﬁ
2L o © O < O C © n S =
— = 5 — e
O © QO o o) Fo) %)) — o R @)
> © = N o =
o) - S5 s ) == O b} o 9]
C Q <-— ) - —
R 2 O

aissance of Marketing,” Marketing Management, vol. 2, no. 4 (1994), p. 15.


http://www.powerpointstyles.com/

Figure 7.5

The Customer Pyramid

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?
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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 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

Relationship
Bonds
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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

— SW|tch|ng COSts:

l'up-costs, search costs, learning costs,
Jer al 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

Stable
pricing

Bundling
and cross

Volume and
frequency
rewards

1.
Financial

Integrated Continuous

information
systems

xcellen
t
service
and
value

4

| Joint  |Structural
investments\ ponds

Personal
relationship

Shared
processes
and
equipmep

Customization
Bonds

Customer
intimacy

Mass
customization

Page 20


http://www.powerpointstyles.com/

“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

e
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