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Preface

Marketing is about the exchange of value between customer and supplier.

However, the word ‘value’ has been much abused by business people in the last

fifty years.

The overwhelming emphasis to date has been on value to the organizations

themselves and their shareholders and, whilst it is obvious that long-term

successful organizations have always created superior value for customers,

such organizations have essentially been in truly free, competitive markets.

Compare this with those protected and cosseted markets in which the

major players continue to thrive and prosper, in spite of treating their customers

appallingly badly, and for whom value and electronic commerce mean little

more than getting transaction costs down – in other words, cost cutting. The

notion of using e-commerce to create superior customer value is still an alien

concept!

Shining through the gloom, however, is a consumer-driven revolution,

fuelled by information technology, in which customers know as much, if not

more, about their suppliers, than they do about them. And they don’t like what

they are discovering and are voting with their feet in droves.

This new-found freedom is having a major impact on banking, airlines,

financial services, former nationalized industries and many other erstwhile

financially-driven markets, but in beginning to turn to traditional marketing,

the move to a more market-driven orientation is being confounded by

increasingly confusing patterns of consumer behaviour.

Consumers are alternating their identities between the extremes of cyber-

consumer on the one hand and traditional buyer on the other. The new

consumer is becoming something of an enigma, causing markets to fragment.

Add to this an increasing proliferation of products, an endless stream of adverts

and the fact that consumers have become more marketing literate (and in so

doing are rejecting traditional make/promote/sell models) and we have a

situation which demands a new, more proactive style of marketing.

The speed at which the commercial world moves today precludes the

leisurely process of going out and asking consumers and customers what they



P R E FA C E

want and, in any case, no coherent answers would be forthcoming, for the

simple reason that they don’t know what is possible and are relying on

suppliers to provide them with new, life-enriching experiences at reasonable

prices. Those organizations who understand this and who take a more

proactive, market-driving approach, will be the ones who succeed.

So, we have to take all that is best in traditional marketing, supplemented

by some new techniques, and use it to drive markets by creating superior value

propositions. These propositions need to be underpinned by an understanding

of tomorrow’s market structure, channels and customer needs, not just today’s.

Increasingly, we are called upon to bring about these changes in customer

behaviour and the competitive environment, not just to predict them. We call

this process ‘New Marketing’. It involves a deeper understanding of the real

role of marketing in transforming the corporate future and of how the

e-revolution can be woven into the fabric of its processes to create a new

garment that will delight customers and, in so doing, delight all other

stakeholders.

This book isn’t just for organizations struggling to understand the post-

modern consumer. It is a book which is equally valid for business-to-business

marketing. But it does need to be read most carefully, as it is not a trivial,

gimmicky book.

We wish you well in using our version of new marketing.

Professor Malcolm McDonald and

Dr Hugh Wilson

Cranfield University School of Management
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Marketing in crisis

After the best part of a century of marketing, at the dawn of the new millennium

marketing was still perceived as being something to do with promotion and little

else. Even more depressing, a study carried out at Cranfield University School of

Management during 2001 and 2002 among senior non-marketers across a wide

spectrum of organizations revealed that those in marketing are seen as ‘expensive,

unaccountable and slippery!’.(1)

All of this was first brought to a head in the now famous 1993 Brady and

Davis McKinsey Quarterly article, in which they referred to the growing

attention paid by chief executives to typically large marketing budgets and

doubt about their value for money.(2) While this brought a crescendo of denial

from the marketing community, the reality is that confusion still reigns about

what marketing is and where it fits with other disciplines. The marketing

community itself has many different names for different aspects of marketing,

such as selling, advertising, direct marketing, market research and the like.

Other major business functions, such as finance, also clearly define the different

dimensions of their activities, such as auditor, cost and works accountant,

management accountant and finance director. So, we don’t blame the cost and

works accountant for their company’s failure owing to reckless business or

financial strategy. Yet we tend to criticize the whole of marketing when, for

example, the ‘cost and works’ marketer – perhaps a hotel marketing executive

– fails to generate demand for a hotel built in the wrong place, with the wrong

facilities, by operations management who felt they knew better then the

marketplace and did not bother to consult it.

Table 1.1 gives just some of the hundreds of definitions of marketing that

have appeared in books and journals over the years.

If you study the way the various definitions have been grouped, you will

find that the essential difference between those in Group A and those in Group

B is that Group B definitions make an unambiguous reference to identifying and

satisfying customer needs and building systems around this principle. This is

generally accepted as true marketing orientation, and is the stance taken

throughout this book about marketing.

Group A definitions tend to focus far less on the customer (unless it is to

decide what customers want, or to exert influence on the customer, i.e. to do

things to the customer) and more on the company’s own systems and profit

motives.

2
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Table 1.1 Some definitions of marketing

1 The planning and execution of all aspects and activities of a product so as to exert optimum influence on the consumer, to
result in maximum consumption at the optimum price and thereby producing the maximum long-term profit.

2 Deciding what the customer wants; arranging to make it; distributing and selling it at a profit.

3 Marketing perceives consumption as a democratic process in which consumers have the right to select preferred
candidates. They elect them by casting their money votes to those who supply the goods or services that satisfy their
needs.

4 The planning, executing and evaluating of the external factors related to a company’s profit objectives.

5 Adjusting the whole activity of a business to the needs of the customer or potential customer.

6 . . . marketing is concerned with the idea of satisfying the needs of customers by means of the product and a whole
cluster of things associated with creating, delivering and, finally, consuming it.

7 The total system of interacting business activities designed to plan, price, promote and distribute products and services
to present and potential customers.

8 (Marketing is) the world of business seen from the point of view of its final result, that is, from the customer’s
viewpoint. Concern and responsibility for marketing must therefore permeate all areas of the enterprise.

9 The activity that can keep in constant touch with an organization’s consumers, read their needs and build a programme
of communications to express the organization’s purposes.

10 The management function which organizes and directs all those business activities involved in assessing and converting
customer purchasing power into effective demand for a specified product or service and moving the product or service
to the final customer or user so as to achieve the profit target or other objectives set by the company.

11 The marketing concept emphasizes the vital importance to effective corporate planning and control, of monitoring
both the environment in which the offering is made and the needs of the customers, in order that the process may
operate as effectively as is humanly possible.

12 The organization and performance of those business activities that facilitate the exchange of goods and services
between maker and user.

13 The process of: (1) Identifying customer needs, (2) Conceptualizing these needs in terms of the organization’s capacity
to produce, (3) Communicating that conceptualization to the appropriate locus of power in the organization, (4)
Conceptualizing the consequent output in terms of the customer needs earlier identified, (5) Communicating that
conceptualization to the customer.

14 (In a marketing company) all activities – from finance to production to marketing – should be geared to profitable
consumer satisfaction.

15 The performance of those business activities that direct the flow of goods from producer to consumer or user.

16 The skill of selecting and fulfilling consumer wants so as to maximize the profitability per unit of capital employed in
the enterprise.

17 The economic process by means of which goods and services are exchanged and their values determined in terms of
money prices.

18 The performance of business activities that direct the flow of goods and services from producer to consumer in order
to accomplish the firm’s objectives.

19 Marketing is concerned with preventing the accumulation of non-moving stocks.

20 The activity that can keep in constant touch with an organization’s consumers, read their needs and build a programme
of communications to express the organization’s purposes . . . and means of satisfying them.

Group A 1 2 4 7 10 12 15 17 18 19

Group B 3 5 6 8 9 11 13 14 16 20

3
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The problem with such definitions, however, is that none of them is

sufficiently clear and unambiguous to remove the confusion surrounding this

domain. One of the main purposes of this chapter is to define marketing in the

clearest, most unequivocal way, in order that the function of marketing can take

its rightful place at the heart of business management alongside finance, logistics,

IS/IT, R&D, human resources, and operations.

Before we do this, however, let us begin by taking a look at the impact of IT

on strategy and, in so doing, outline the main purpose of this book.

But doesn’t IT drive strategy now?

The most distinctive feature of humans, although the least tangible and most

mysterious, is our information processing ability. And yet it is only now that

information-based products and services are accelerating past physical products

as the dominant proportion of the economy. Information, increasingly encoded

electronically, dominates growth industries such as entertainment and financial

services, and its electronic version of transportation is at last fighting for market

share with the physical transportation that formed the great growth industry of

earlier parts of the last century.

The last century’s dramatic increases in physical mobility are far from

reaching a plateau – witness the continuing rise of global tourism. But the

exponential increases in global communication of electronic information are

sufficiently well established to justify speculation that the information revolution

will be seen as a defining feature of our age.

It is widely recognized that information-based organizations are in the front

line of this revolution. Newspapers find that their role in disseminating news is

challenged by numerous search engines and content sites, and their job

advertising is undermined by online recruitment. Universities are struggling to

define what learning can viably occur at a distance and what requires the

classroom and the live lecturer. Financial advisers are forming consortia to

develop an online presence as consumers prefer to buy insurance products and

simple investment products at home.

But however physical our needs, the information revolution is transforming

industries. We need to be fed and clothed, but retailers face a major challenge

from home shopping. We need to be housed, but the location of our housing in

suburbs created by the physical transport revolution may be drastically modified

with the increase in teleworking. We wish to stay healthy, but a health industry in

4
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which 25 per cent of costs are attributable to processing of information is

increasingly global. Business-to-business sectors, led by the IT sector itself, are

facing a restructuring just as radical due to information-enabled globalization and

mass customization.

Two great trends in information technology are supporting this revolution.

The first is the coming of age of database technology. Databases have evolved at

the heart of the drives over the past 30 years to increase the efficiency of supply,

production, distribution and finance. The costs have often outweighed the

benefits as the computing industry has passed on the costs of its painful, disaster-

ridden childhood since its birth a mere 40-odd years ago. Perhaps because of this,

the realization is dawning that the more fundamental benefits of IT lie at the

customer interface, through interactive exchange of information with the

customer, leading to tailored, information-enhanced products offered to global

niches or even markets of one. Databases that support the storage of intelligence

about the customer, gathered and integrated from diverse sources, provide the

engine that can realize this concept of information-based tailoring.

The second major trend in IT provides the road network, as it were, to enable

the mobility of the new information-tailored products. As Adam Smith noted two

centuries ago, mobility is essential if one wishes to access a large enough market

to allow tailored specialization – without the cost disadvantages that caused the

demise of the made-to-measure suit and, more recently, the hand-built motor-car.

Computer networks have existed for decades, but rapidly decreasing tele-

communication costs and gradual standardization have supported their recent

prominence through the Internet in particular.

This book, then, cannot ignore the interface between marketing and IT –

indeed, it forms one of our major themes. Although they have been historically

placed in two separate departments, both have aspirations to lie at the heart of the

organization. To quote Professor Kit Grindley of London Business School:

“ I went to a talk shortly after the war where the chief executive of Hotpoint was

talking. He said that marketing was now the central function. He said, ‘We got here

by making a good iron, which gets us into the white goods business. Now it doesn’t

matter what we produce, or even if we produce it, as our skill is marketing.’ This was

not the fashion in the 30s: everything was on the product, making it cheaply and well.

Now there is no reason why one should not redraw his circle where he put marketing

in the centre of the organization, and put IT there. There is nowhere that IT does not

dominate your strategy today. It used to be the airlines and the banks, and all the

5
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progammers wanted to work there because they got some kudos there. Now it is key

to get the IT strategy right in any sector. Is that too confrontational for marketing

people? I don’t know.”
Professor Kit Grindley (author interview)

The truth is that neither function can achieve its aim of driving business strategy

without the other. It is the new offering of information-tailored products to

customers, through the medium of a location-independent marketspace as well as

the physical marketplace, that is transforming every industry and placing IT-

enabled marketing at the heart of every organization, whether it knows it or not.

One of the main terms used in connection with this IT-enabled marketing is

Customer Relationship Management (CRM), which we will introduce briefly

now, and return to frequently in this book.

The argument for CRM systems

Ever since the influential study in 1990 by Reichheld and Sasser,(3) which showed

the large impact on profitability of small increases in customer retention rates, the

marketing community has been more conscious of the need to manage customer

relationships in the long term as well as prior to the first sale. The argument has

been further strengthened by data on the low cost of better retention as compared

with better acquisition, and the increasing profitability of customers the longer

the relationship lasts. The term ‘relationship marketing’ has come to represent

this more balanced emphasis on continuing relationships rather than representing

simply individual transactions.

The popularity of this term has influenced the adoption of the expression

‘customer relationship management’ (CRM) over more recent years. Although

some use this term as a synonym for relationship marketing – one definition for

example being ‘a management approach that enables organizations to identify,

attract and increase retention of profitable customers by managing relationships

with them’ – a more typical definition is ‘using Information Technology (IT) in

implementing relationship marketing strategies’.

In addition to the inevitable supply-side push from the IT industry, the trend

towards IT-enabled management of customer relationships has other

influences:

One-to-one marketing. Segmentation can be seen as a simplification of the messy

complexity of dealing with numerous individual customers, each with distinct
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needs and potential value. When customers are reached via mass media, it is

helpful to have a simplified picture of a typical customer in a given segment. IT-

enabled channels such as the Internet, though, allow (at least in theory) a one-to-

one dialogue with a current or prospective customer, in which the product

configuration, price and required service can be individually negotiated.

Meanwhile, analysis tools attached to customer data warehouses can inform the

supplier’s side of this negotiation through analysis of customer lifetime value of

the likelihood of purchasing a cross-sold product and so on. While segmentation

theory is still essential, it needs supplementing with thinking about how to

individualize relationships.

The pressure on marketing spend. As the very existence of a separate marketing

department became questioned in the early 1990s’ recession, marketing staff came

under increasing pressure to justify expenditure. This has increased the

attractiveness of IT-supported media such as direct mail and the telephone for

reaching the customer, as compared to mass media or the sales force where

effectiveness may be more difficult to measure.

Value chain management. Whether under the banner of value chain management,

business process redesign, total quality or market focus, organizations are

increasingly thinking across departmental boundaries in order to concentrate on

adding value to the customer. Marketing has been ashamed that these initiatives

have mainly originated elsewhere – in manufacturing, in the IT department, or

from consultants brought in to manage a crisis. The need for marketing to act as

an integrating function in co-ordinating the organization’s interaction with the

customer, always present in the textbooks, is now more widely recognized, and

even in some cases practised. But attempts to enforce procedures representing

marketing best practice on paper can easily be undercut by departments without

a strong self-interest to comply – witness the sorry failure of many attempts to

institute company-wide planning procedures, where the vital issue of ‘buy-in’ is

often ignored. IT offers marketing staff the opportunity to embed their customer-

informed notions of best practice in sales, logistics and customer service into the

organization. To quote Kit Grindley again:

“ IT can embed discipline because when a computer tells you to do something, you

can’t really avoid doing it. It’s difficult for centralized marketing to impose an

infrastructure. Certain things can be centralized, like branding, and marketing

strategy. But attempts to impose procedures can easily be ignored: it’s easy for human
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beings to duck and weave. In the days when you could shoot people for disobedience

it was different.”
Professor Kit Grindley (author interview)

Trends in customer behaviour. Marketing has also been subject to consumer pull.

Today’s first-world consumer is more highly educated, under higher stress, more

specialized, living longer, and more influenced by global culture than those of the

1960s and 1970s when our view of marketing was formed. This is resulting in

various changes to consumer behaviour, such as: an increased pressure on

shopping time; a trend towards outsourcing by consumers, as in the increase in

ready meals; increased consumer rationality; a fragmentation of consumer

markets; and, as we have already discussed, an increase in the consumer’s power

relative to the producer’s. Nor are these trends specific to consumers. Customer

expertise, sophistication and power is increasing likewise in industrial goods and

services markets. This power shift stems partly from the concentration of buying

into fewer hands, evident in many industries, and partly from the development

of buyer groups, networks and alliances, all recent phenomena which have

swung market control away from manufacturers. These trends in customer

behaviour collectively put considerable demands on the organization’s informa-

tion systems as higher service levels are demanded.

The need for a CRM strategy, then, is widely perceived by practitioners. This

could cynically be regarded as simply a rebranding of marketing strategy. But it

can be argued that the various forces we have described, such as the power of

individualization and the need to concentrate on the whole relationship, require

at least a re-emphasis in the theory of marketing.

We will now consider whether the Internet similarly leads to any need to

rethink the nature of marketing.

Marketing strategy and the Internet

Strategic planning and the processes which underpin it have long been open to

the charge of maintaining the status quo and stifling innovation. An early study

of marketing planning effectiveness in 1968 reported that:

“We were surprised to see how many planners had tunnel vision in thinking about

how the business should be run. In fact, so many plans were based on nothing more

than straight-line extrapolation of the past.” (4)

8
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Not much had changed a decade later, according to a 1981 study:

“A common worry is that managers may follow planning instructions to the letter,

and yet fail to show evidence of the special kind of thinking, both analytical and

innovative, that the instructions are supposed to engender.”(5)

In similar vein, Piercy and Morgan found in 1994 that a myopic focus on

projecting current trends was negatively associated with plan credibility.(6)

Given this record, can we blame the early e-commerce innovators, who

extolled a ‘just do it’ mentality with a disregard for planning procedures, arguing

that all was now changed and that immediate action was the only answer? Maybe

not, but the disadvantages of such an approach have become more obvious with

time. We have seen clothes retailers such as Gap steadily and quietly make

progress online, based on careful market research which led to its hybrid clicks-

and-mortar model, while an online counterpart Boo foundered with – among its

many other mistakes – a proposition which ran counter to known consumer

buying patterns. A consumer may buy their second pair of khakis online, but they

will buy their first from a store; and while they may buy their first Gap shirt

online, it won’t be their first purchase from Gap. We have seen First Direct cut

costs, improve cross-selling and reduce churn by converting 30 per cent of

customer contacts to the Web on a proposition based on customer service rather

than price, while Egg have been forced to backtrack from their initial price-driven

strategy.

Those with a sound existing business to lose at least have a renewed interest

in thinking through their e-commerce strategy before plunging in. They wish to

answer such questions as: Will customers switch to an online service if we offer

it? Should we bypass our distributors – or are we ourselves in danger of being

disintermediated? And how can we prioritize between the numerous opportun-

ities presented to us by the Internet?

While standard marketing and strategy books might be expected to address

these questions, in practice they tend to have several gaps, which tend towards

maintaining the status quo. Consider the relationship between market segmenta-

tion and industry structure. The best contemporary approaches to segmentation

start with a map of the industry structure. Segmentation then proceeds at the

points of greatest ‘leverage’ in this map, where the buying decisions are being

made, these points being divided into groups with similar buying behaviour. But

even with this method, there is a major problem due to the assumption that

industry structure remains fixed, whereas channel innovations such as those

9
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offered by the Internet can radically affect the external value chain by which a

product is assembled and distributed to its end customers.

A second, related gap is the assumption that channel choice is automatic –

indeed, often an undeclared assumption made by managers, who state that ‘In

our industry selling is done via a sales force’, or ‘We work through independent

financial advisers’. An exception is the work of authors on integrated marketing

communications,(7)(8)(9) who recognize the need to make explicit choice of the

most appropriate channel for a given communication, but who provide only

limited guidance about how to do so.

In this book, we have endeavoured to reduce at least some of these gaps in

existing planning processes. We present a tool for choosing which channel to use

for which job (the ‘channel curve’); a tool for deciding how channels will combine

together (‘channel chains’); a discussion of how to predict the future shape of the

industry (‘future market mapping’); a variant on traditional prioritization

matrices better suited to planning in times of change; and a tool for deciding how

the new features of IT-enabled media can best be used (the ‘e-marketing mix’).

Appropriate planning processes will not of themselves ensure innovative

thinking; but if the process allows the definition of strategies which are market

driving rather than simply market driven,(10) then at least the process will not

become part of the problem. We also include guidance on the numerous IT-related

implementation issues which marketers must now be conversant with.

But we also believe that the baby should not be thrown out with the

bathwater. Marketing needs to be holistic if practitioners are to have a hope of

managing its complexities in a way which is credible to colleagues in other

functions. And practitioners tell us they need a sense of how to order the tasks in

their overflowing in-trays, at least as much as help with the minutiae of their

decision-making. Hence we will describe our new tools within the context of a

holistic map of marketing, which includes updated versions of essential well-

established elements such as segmentation theory as well as these new

techniques.

A definition of new marketing

Marketing is a specialist function, just like HR, or logistics, or IT, or finance, or

manufacturing and business schools and marketing practitioners really must stop

the trend towards aggrandizing what is, in effect, a relatively simple, if vital

role.
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The need to define marketing more tightly arose from a Cranfield research

club, Improving Marketing Effectiveness through IT. Clearly, if managers were to

understand what kind of marketing tasks needed to be supported by what kind

of IT applications, a tight definition and a map were needed to help them navigate

this domain.

Surprisingly, in spite of literally hundreds of definitions of marketing, most

of them hopelessly wrong, we couldn’t find such a map anywhere, so we started

with our own definition of marketing. But, before giving it, let us stress once again

that, wherever the function of marketing is located in the organization and no

matter what it is called, it will be ineffective unless the whole company is market

driven (‘customer driven’, ‘customer-needs driven’, ‘demand driven’ are other

expressions for the same thing). This market-driven philosophy has to be led from

the board downwards.

On the assumption that this is in place – a mega assumption indeed! – let us

consider our definition of marketing, shown in the box.

Marketing is a process for:

➡ defining markets

➡ quantifying the needs of the customer groups (segments) within these

markets

➡ determining the value propositions to meet these needs

➡ communicating these value propositions to all those people in the

organization responsible for delivering them and getting their buy-in to

their role

➡ playing an appropriate part in delivering these value propositions to the

chosen market segments

➡ monitoring the value actually delivered.

As we have already stated, marketing never has, nor ever will be, responsible for

delivering customer value, for this is the responsibility of everyone in the

organization, but particularly those who come into contact with customers.

11
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An overview of the new marketing process

With this in mind, we can now examine a map of this process – see Figure 1.1.

This process is clearly cyclical, in that monitoring the value delivered will

update the organization’s understanding of the value that is required by its

customers. The cycle may be predominantly an annual one, with a marketing plan

documenting the output from the ‘Understand value’ and ‘Determine value

proposition’ processes, but, equally, changes throughout the year may involve fast

iterations around the cycle to respond to particular opportunities or problems.

We have used the term ‘Determine value proposition’, to make plain that we

are here referring to the decision-making process of deciding what the offering to

the customer is to be – what value the customer will receive, and what value

(typically the purchase price and ongoing revenues) the organization will receive

in return. The process of delivering this value, such as by making and delivering

a physical product or by delivering a service, is covered by ‘Deliver value

proposition’.

Thus, it can be seen that the first two boxes are concerned with strategic

planning processes (in other words, developing market strategies), while the third

and fourth boxes are concerned with the actual delivery in the market of what was

planned and then measuring the effect. Throughout we use the word ‘proposition’

to indicate the nature of the offer from the organization to the market.

It is well known that not all of the value proposition delivering processes will

be under the control of the marketing department, whose role varies considerably
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between organizations. The marketing department is likely to be responsible for

the first two processes, ‘Understand value’ and ‘Determine value proposition’,

although even these need to involve numerous functions, albeit co-ordinated by

specialist marketing personnel. The ‘Deliver value’ process is the role of the whole

company, including for example product development, manufacturing, purchas-

ing, sales promotion, direct mail, distribution, sales and customer service.

The various choices made during this marketing process are constrained and

informed not just by the outside world, but also by the organization’s asset base.

Whereas an efficient new factory with much spare capacity might underpin a

growth strategy in a particular market, a factory running at full capacity would

cause more reflection on whether price should be used to control demand, unless

the potential demand warranted further capital investment. As well as physical

assets, choices may be influenced by financial, human resources, brand and

information technology assets, to name just a few.

We will be using this process as a structure for the rest of this book, with a

chapter on each of the four boxes. First, though, we will introduce each box in

more detail.
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Define markets and understand value

Inputs to this process will commonly include:

➡ the corporate mission and objectives, which will determine which markets are

of interest;

➡ external data such as market research;

➡ internal data which flows from ongoing operations.

The process involves four major sub-processes, shown in Figure 1.2.

First, it is necessary to define the markets the organization is in, or wishes to

be in, and how these divide into segments of customers with similar needs. The

choice of markets will be influenced by the corporate objectives as well as the

asset base. Information will be collected about the markets, such as each market’s

size and growth, with estimates for the future.

Once each market or segment has been defined, it is necessary to understand

what value the customers within the segment want or need. This value is most

simply thought of as the benefits gained from the product or service, but it can

also encompass the value to the customer of surrounding services such as

maintenance or information. This step also encompasses what the customer is
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prepared to give in exchange, in terms of price and other criteria, such as lifetime

running cost or convenience of purchase. One way of expressing customer value

requirements is via a critical success factor analysis, which might list such

criteria as product specification, quality or reliability, the quality and range of

services, price and the ease of purchase, and which might also include weights to

illustrate their relative importance to the customer in the buying decision. This

step of ‘Understand value required’ also includes predicting the value which will

be required in the future.

In performing this step, it may emerge that subsets of the customers within

a market have very different requirements. In this case, the market may need to

be further segmented to represent these subsets. Hence there is an important

feedback loop from this step to the ‘Define markets’ step.

‘Understand competitor value positioning’ refers to the process of establish-

ing how well the organization and its competitors currently deliver the value

that the customers seek. To illustrate in terms of critical success factors, this

process would correspond to scoring the organization and its competitors on

each of the customers’ success factors. (We will show an example of this

analysis later in the book.) Again it involves looking into the future to predict

how competitors might improve, clearly a factor in planning how the organiza-

tion is to respond. SWOT analysis is one tool used here.

From these three processes, the relative attractiveness of the different markets

or segments can be evaluated. One tool of relevance here is Porter’s five forces

model, showing the forces which shape industry competition and hence the
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attractiveness of a given market.(11) We will discuss its relevance in today’s

rapidly changing industry structures in Chapter 2.

The output will be some form of analysis, such as a ‘marketing audit’. One

way of summing up much of the key information is a portfolio matrix such as a

Boston matrix or directional policy matrix. Such a matrix provides a sensible basis

for prioritization among the many possible product/market combinations which

the organization could address. We will see in Chapter 3, though, that the

portfolio matrix needs adapting in the Internet age.

While this stage can be aided by IT tools, these are far from sufficient on their

own, as we will discuss in Chapter 2.

Determine value proposition

The definition of the value proposition to the customer contains five sub-

processes, shown in Figure 1.3 (more commonly referred to by us as strategic

marketing planning). The key input to this process is the prioritization of target

markets, based on an analysis of customer needs and the relative attractiveness of

different customer segments, which was produced by the previous process.
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Before we can begin to plan our value proposition for each market, though,

there is an important sub-process which is normally missing from planning

methodologies: ‘Predict market structure’. This deals with the vital issue of how

the industry structure might change, irrespective of any actions which we might

take, as a result of channel innovations. Clearly if we are to be bypassed by our

suppliers, or if our customers are likely to wish to buy via an e-hub rather than

directly from us, we need to know about it. A technique for predicting future

market structure is a major part of Chapter 3.

The next two sub-processes define the core of the value proposition to the

customer. While they can occur in either order, organizations typically start by

defining the value they hope to receive from the segment: ‘Define objectives’. This

involves defining marketing objectives in terms, for example, of market share,

volume, value or contribution by segment.

The other half of the equation is defining the value to be delivered to the

customer in return. This price/value proposition can be thought of using the four

Cs: ‘Cost’, ‘Convenience’, ‘Communications’ and ‘Consumer wants and needs’.(8)

These translate the four Ps of marketing from what the organization does to what

the customer cares about. For example, the customer is concerned with

‘convenience’ of purchase, which influences how the organization will ‘place’ the

product through distribution channels. Similarly, instead of ‘product’, we have

the ‘consumer wants and needs’ which are met by the product. The customer is

interested in the total ‘cost’ to them, not necessarily just the up-front ‘price’. And

finally, ‘promotion’ translates into the two-way ‘communications’ in which

customers declare their requirements and learn about the organization’s

offerings.

The fourth sub-process may involve iterations with the third one since, in

defining the marketing strategies – how the value is to be delivered and

communicated – it may be necessary to reconsider what that value can actually

be. We have listed the four major aspects of this process using the four Ps. While

separate plans, or plan sections, may be produced for each of these, the decisions

are closely intertwined: for example, the choice of distribution channel will

impact what communications are feasible, what surrounding services can be

delivered, and what price can be charged.

Some reformulations of the four Ps include others such as ‘Provision of

customer service’, ‘People’; and ‘Processes’. We include customer service within

‘Product/service’, as it is often difficult to separate the core product or service

from surrounding services, but clearly every aspect for the customer interaction
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needs to be planned for. ‘People’ and ‘Processes’ represent dimensions that

certainly need to be planned, but we view them as arising from the consideration

of the customer-focused four Ps, by asking what changes to people or processes

are necessary in order to achieve the desired product offering, price, place or

promotions.

Once these issues have been resolved, an estimate of the expected results of

the marketing strategies can be made, in terms of the costs to the organization and

the impact of the price/value proposition on sales. This final step closes the loop

from the original setting of objectives, as it may be that iteration is required if it

is considered that the strategies that have been defined are not sufficient to meet

the financial objectives.

The output from the ‘Determine value proposition’ process is typically a

strategic marketing plan, or plans, covering a period of at least three years. In

some cases, specific plans are produced for aspects of the four Ps, such as a

pricing plan, a distribution plan, a customer service plan or a promotions plan.

However, even when no plans are produced, the organization is implicitly taking

decisions on the offer to the customer and how this offer is to be communicated

and delivered. The content of these plans has to be communicated to and agreed

with all departments or functions responsible for delivering the customer value

spelled out in the plans.

Integrated marketing communications

Before considering the delivery of value, we will give some further attention to

promotion. Promotion is changing in a number of respects. New channels such as

the Internet are emphasizing an already growing trend from mass media such as

advertising through addressable media such as direct mail to interactive media

such as call centres and the Web. Integrating these channels within a coherent

strategy is not an easy task. As we have mentioned, writers on the new field of

integrated marketing communications emphasize that before engaging on

detailed planning for each medium – writing sales plans or promotions plans, for

example – it is necessary to choose which medium to use for which customer

interactions.(7) This is illustrated in Figure 1.4.

The choice of channel/medium is generally a complex one, involving

different media for different communications with the same customer. The

organization will also frequently wish to leave some options in the hands of the

customer. For example, a Dell customer may find out about Dell from colleagues
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or from press advertising; investigate which product to buy, what the price is and

what configuration is required using the Web; print out order details and pass

them to the purchasing department to place the order via fax; check on the

delivery time via telephone; take delivery via a parcels service; and obtain

customer service using e-mail. Customers are no longer content to have the

medium dictated by the supplier.

We will describe new tools for choosing the right channel for the right task,

the ‘channel curve’ and ‘channel chains’, in Chapter 3.

Having chosen the most appropriate medium for given customer contacts

with particular segments, the traditional planning by medium can then be

conducted.

The choice of medium is clearly closely intertwined with the distribution

strategy. Distribution channels often have a mix of purposes, providing both a

means of conveying a physical product to the customer, and a medium for

information exchange. A garage, for example, provides information on the model,

an opportunity for a test drive, a location where price negotiations can occur, and

a step in the physical delivery of the car to the customer. A clothes shop provides

a location where the information exchange of trying on a garment and feeling it

can occur, in a way which is difficult to replicate using direct marketing

approaches. So the focus of promotion on information exchange is closely linked

to the physical issues of distribution. However, considering the two separately

can result in new solutions, such as direct banking, Web shopping for CDs (which

may need to be sampled but will not need to be felt physically), and
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complementing the sales force with telemarketing and websites for minor

transactions or less important customers in business-to-business markets.

As we have mentioned, it is crucial to predict these kinds of changes to

distribution channels, such as the increasing prevalence of the ‘direct’ model. In

Chapter 3, which expands on this stage, we will discuss how to predict the future

shape of the chain from producers to the eventual consumer.

Deliver value proposition

The third major process is to deliver the value proposition. This is illustrated in

Figure 1.5.

The major input to this process is the strategic marketing plan(s) derived

from the previous stage.

The starting point for our analysis of this process was Porter’s value chain.

This is reflected in the tasks we have listed within ‘Deliver the product/service’

in the top half of the figure: research and development, leading to inbound

logistics, then through operations to outbound logistics and finally to service.
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However, we suggest that there are a number of marketing activities

which shadow these value chain activities, under the general heading of

‘Communicating the offer’. Porter placed ‘Marketing’ after ‘Operations’ in the

value chain, but in today’s one-to-one world, these communications can occur

in parallel with all the tasks involved in value delivery. One might, for

example, check a product with customers at the R&D stage. The product may

be tailored by the customer, resulting in different components being bought in,

assembled and delivered. And so on.

Communicating the offer is typically managed by designing, implementing

and monitoring a number of marketing communications programmes. A

communication programme could be, for example, a direct mail campaign; an

advertising campaign; a series of sales seminars; an in-store promotion; and so

on. We have also stretched the term ‘marketing communication programmes’

to include management of such media as the sales force, which may be

managed in a more continuous way, with annual targets broken down by

quarter or month.

Whatever the medium, the campaign will be aiming to contribute to one

or more of the tasks listed in Figure 1.5 within the ‘Design and implement

marketing communication programmes’ box. The tasks may have an unfamiliar

look: in order to represent the interactive, one-to-one nature of today’s

marketing, we have renamed the classic steps in the sales process. We will

discuss this revised sales process in Chapter 4.

The programmes will then need monitoring. We distinguish the monitor-

ing of the effectiveness of particular programmes, measured in such terms as

response rates to a direct mail campaign or awareness and attitudes arising

from advertising, from the monitoring of the overall value delivered to the

customer, which forms the next major process.

Outputs which come from the value chain activities are products and

services. An important output from the communication sub-processes is

customer information: what the customer’s problems or issues are, the partic-

ular needs arising from these, what products and services are purchased, what

complaints have been made, and so on.

Today, this ‘Deliver value’ stage involves IT at every turn – sales force

automation, call centres, the Internet and the front-office CRM systems that

underpin them. In Chapter 4 we will look in depth at what IT support is

available, and how to decide what to use, using what we term the ‘e-marketing

mix’.
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Monitor value

Monitoring the value delivered to the customer, and received from the customer,

is the purpose of ‘Monitor value’, illustrated in Figure 1.6.

There are four main areas where monitoring can occur, corresponding to the

main types of information dealt with in the planning processes of ‘Understand

value’ and ‘Determine value proposition’.

First, the organization can monitor whether the value the customers actually

require corresponds to the previous analysis of customer requirements carried out

as part of ‘Understand value’. The information for this may be gained partly from

the information gained in the ‘Deliver value proposition’ process, or it may

require special activity such as market research.

Second, the value delivered can be monitored against the value proposition

which was defined during the ‘Determine value proposition’ process. As all

aspects of value are as measured by the customer’s perception, this will again

involve asking the customer by some means.

The organization will also wish to monitor the value it receives against the

marketing objectives defined during ‘Develop value proposition’. This is the area

that most organizations are best at, through monthly analysis of sales by product,

channel and so on (though analysis by segment or customer is often poorer than

analysis by product, with customer profitability or lifetime value generally

difficult to obtain). But as the financial results are a result of customer satisfaction,

monitoring the value delivered to the customer is equally important, and, for

many organizations, one of the simplest ways of improving performance.
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Finally, the overall effectiveness of the marketing strategies by which the

value was delivered may be evaluated.

Monitoring value can be much assisted by ‘analytical CRM’ which we will

describe in Chapter 5. We will also deal with some of the specific measurement

issues raised by the Internet.

The drivers of change

Let us conclude this chapter by explaining why there is so much interest in

marketing in the modern world and why this book is such an important step in

helping practitioners and academics make the transition from old to new

marketing.

The expression ‘the need to be market driven’ is increasingly entering the

lexicon of chief executives and boards, whose old behaviours no longer work in

a world driven by overcapacity and customer choice, hence customer power. In

order to explain this, let us turn to a piece of well-established management

theory – the diffusion of innovation, first discovered by Everett Rogers in

1962.(12)

Diffusion is:

1 The adoption

2 of new products or services

3 over time

4 by customers

5 within social systems

6 as encouraged by marketing.

Diffusion refers to the cumulative percentage of potential adopters of a new

product or service over time. Everett Rogers examined some of the social forces

that explain the product life cycle. The body of knowledge often referred to as

‘reference theory’ (which incorporates work on group norms, group pressures,

etc.) helps explain the snowball effect of diffusion. Rogers found that the actual

rate of diffusion is a function of a product’s:

1 relative advantage (over existing products)

2 compatibility (with lifestyles, values, etc.)

3 communicability (is it easy to communicate?)
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4 complexity (is it complicated?)

5 divisibility (can it be tried out on a small scale before commitment?)

The rate of diffusion is also a function of the newness of the product itself, which

can be classified broadly under three headings:

➡ continuous innovation (e.g. the new miracle ingredient)

➡ dynamically continuous innovation (e.g. disposable lighter)

➡ discontinuous (e.g. microwave oven)

However, Rogers found that, for all new products, not everyone adopts them at

the same time, and that a universal pattern emerges as shown in Figure 1.7.

In general, the innovators think for themselves and try new things (where

relevant); the early adopters, who have status in society, are opinion leaders and

they adopt successful products, making them acceptable and respectable; the

early majority, who are more conservative and who have slightly above-average

status, are more deliberate and only adopt products that have social approbation;

the late majority, who are below average status and sceptical, adopt products

much later; the laggards, with low status, income, etc., view life through the rear

mirror and are the last to adopt products.

Figure 1.8 shows the diffusion of innovation curve and the resulting

‘product/market life cycle’ curve and helps to explain the dynamics of markets.
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It illustrates, for example, that when everyone who could use a product or service

is using it, the market becomes a ‘replacement market’ and is subject totally to

gross domestic product changes, demographic changes and the like.

Most organizations today, but particularly those in the West, face three major

challenges: market maturity, globalization, and customer power. Market maturity

is the result of the ‘diffusion of innovation’ effect described above. So, most

people in developed countries have TVs, dishwashers, washing machines,

calculators, phones, cars, etc. This makes marketing much more important than it

has ever been, because growth has to be based on an even deeper understanding

of consumer needs.

Market maturity has, in turn, led to globalization, as leading companies have

grown bigger and turned to international markets for their growth. The result in

many sectors is that there are a few very large global companies and a very large

number of smaller, niche companies. The car industry and the accountancy

industry are but two examples of such concentration and fragmentation. The

point is that being ‘stuck in the middle’ is not an option any more. Figure 1.9

shows the natural process of most markets over time.

All of this has led to an unprecedented increase in customer power.

For now, however, let us consider what happens to organizations at each

stage of market development in the diffusion of innovation curve (Figure 1.8).

In the early stage, technology is paramount: if we do not have a boat we

cannot go to the island.
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By stage 2, demand tends to outstrip supply, so production becomes the

overriding consideration, as the race is on to meet demand. During this phase the

barons of the organization are the technical people, whether they be production

engineers, lawyers, architects, chemists or whatever.
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In stage 3, the market is established and new entrants join to take advantage

of the high sales and profits growth. Consequently, markets begin to fragment, or

segment, and the response is promotion, which now becomes a priority, often in

the form of advertising and proactive selling.

By the time stages 4 and 5 are reached, there is still growth, as new users are

still entering the market, but there are fewer of them, so the rate of growth begins

to decline, often leading to overcapacity and price wars.

It is usually at this stage that financial husbandry takes over: costs are cut and

ratio management is introduced. The trouble with this is that it tends to create

delusions of success and often leads to what the UK journalist Andrew Lorenz has

described as ‘anorexia industrialosa’ – an excessive desire to be leaner and fitter,

leading to emaciation and, eventually, death.

It is interesting to note that, of Peters and Waterman’s 43 so-called

‘excellent’ companies cited in In Search of Excellence: Lessons from America’s Best-

Run Companies in 1982 (Warner Books), there were only six that could be

considered excellent just eight years later, according to Richard Pascale.(13)

Financial husbandry on its own can have disastrous consequences, and

success today, unless anchored in real customer satisfaction, is likely to be

transitory. You have only to look at the problems that have been dogging the once

blue-chip UK retailer Marks & Spencer (M & S) to see the price of ignoring the

customer.

M & S’s profits were slashed and its confidence dashed in the biggest shock

in its 118-year history. The official story was that it got its fashion line wrong, but

in fact the company’s problems had been accruing over many years. For example,

it was only recently that customers could use debit and credit cards in the stores.

If a food line was out of stock, the story goes that customers blamed themselves

for arriving too late! Until recently customers could not try on clothes, and

changing-booths were introduced very reluctantly. Such arrogance was bound to

have detrimental consequences – particularly as other high street stores such as

Gap and Next were offering attractive, high-quality merchandise at reasonable

prices, together with good customer service.

Marks & Spencer’s experience, of course, begs the question as to whether

long-term market leadership and domination leads inevitably to arrogance and

complacency, and whether this militates against new ideas, products, processes

and regeneration. Virgin’s ‘tracker’ funds, Yahoo!, Amazon.com and the like are

forcing well-established leaders to re-examine traditional management models

and outmoded formulae for success.
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But during the past ten years, many companies have sought a remedy for

their declining fortunes by retreating into faddism, hungrily adopting one fad

after another as they were peddled by eager consultants. In most cases these

initiatives have failed, as organizations have treated them as a quick-fix bolt-on

without addressing their underlying problems. The International Standards

Organization’s ISO 9000 quality initiative, for example, very laudable when

used sensibly, has, in the main, only been a guarantee that organizations can

produce rubbish perfectly and consistently. We use the word ‘rubbish’ judi-

ciously, because there is a little point in producing perfectly something that

people do not buy.

Another fad has been Business Process Re-engineering (BPR). This has

been an outstanding success in those companies which have used it to

redesign their processes to create value for customers. But in those organiza-

tions which have not grasped the nettle of customer satisfaction, it has

achieved merely cosmetic productivity improvements. Yet another fad has been

balanced scorecards. This too, for CEOs who understand the need to balance

the requirements of all stakeholders in a company delivering customer value,

has been very successful. But for those CEOs who do not understand the

importance of being market driven, it has proved to be just another fad. Yet

another initiative is knowledge management.

Of course, all of these initiatives are fabulous and do work, but only when

they are seen in the context of providing superior customer value as a means

to providing superior shareholder value. Alas, even in those organizations

committed to ‘relationship’ and ‘one-to-one’ marketing, too often customers

remain the Cinderellas. As Harvard Business School’s Susan Fournier has

pointed out, rapid development of relationship techniques in the USA has been

accompanied by growing customer dissatisfaction. The much vaunted relation-

ship that companies were so eager to forge with their customers involved not

so much delighting them as abusing them, suggested Fournier.

The problem is that companies have become so internally focused that

they have got carried away with supply-side issues and taken their eye off the

customer ball. Until organizations make a serious effort to lift their heads

above the parapet and understand their markets and their customers better, all

the great initiatives referred to above will amount to expensive, time-consum-

ing mistakes. Most boards are spending too much of their valuable time on

internal operational efficiency (doing things right) at the expense of external

operational effectiveness (doing the right things).
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In many cases managerial attitudes and corporate cultures became ingrained

during the heady years of success, so companies persevere with the old tried-and-

tested formulae, usually with disastrous results.

We will now turn our attention to what being market driven means, and to an

explanation of how ‘marketing’ – a word which, as we have said, causes a lot of

confusion – fits into the market-driven, customer-focused approach. The term

‘marketing’ is frequently used to describe a customer-driven organization’s

philosophy. The Marketing Council has coined the expression ‘pan-company

marketing’ to describe its philosophy of making the entire organization, not just

the marketing department, focus on the customer. But the word ‘marketing’ is

most frequently used to describe the function of marketing.

28

Marketing: the function and prerequisites for
success

The marketing function (or department) never has been and never will be

effective in an organization with a technical, production, operations or financial

orientation. Such enterprises adopted the vocabulary of marketing a long time

ago and applied a veneer of marketing techniques.

Many of the high street banks have spent fortunes on hiring marketing

people, often from Fast-Moving Consumer Goods (FMCG) companies, producing

expensive television commercials and creating a multiplicity of products,

brochures and leaflets. But most customers still cannot distinguish between the

major players, so what competitive advantage have any of these organizations

gained? Is this marketing in the sense of understanding and meeting customers’

needs better than the competition, or is it old-fashioned selling with the name

changed, where we try to persuade customers to buy what we want to sell them,

how, when and where we want to sell it?

The computer industry provides even clearer examples. For years IT

companies used the word ‘marketing’ indiscriminately as they tried to persuade

customers to buy the ever more complex outpourings of their technology. Racked

by recession, decline and huge losses, the industry was transformed by new

customer-oriented entrants like Microsoft and Dell, which forced it to change root

and branch the way it went about its business.

Generally, marketing departments never have, nor ever will, actually do

marketing. The reasons are obvious. If the term ‘marketing’ embraces all those

Generally,
marketing
departments never
have, nor ever will,
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marketing
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activities related to creating and satisfying demand and the associated intelli-

gence, then it is clear that most marketing takes place during the delivery of the

service and during contact with customers. While marketing supports and reflects

this process, it is not the sole preserve of those people in the organization who

happen to work in the marketing department.

It is equally absurd to suggest that personnel issues are the sole preserve of

the HR department, as though nobody else in the organization need concern

themselves with people. The same could be said for finance and information

systems. Indeed, it is such myopic functional separation that got many

organizations into the mess they are in today. In our experience organizations that

have always been focused on the market rather than preoccupied with their own

functional hierarchies have few of the problems referred to in the 1993 Coopers &

Lybrand report that severely criticized marketing and judged it to be going

through a ‘mid-life crisis’.(14)

Again, the banks provide a good example. Most people hold banks in

contempt, and any organization that believes that marketing is something people

‘do’ on the sixth floor in London’s Lombard Street deserves to fail. It is not the

fault of the marketing department if an organization is not commercially

successful, and to believe it is is to misunderstand and misappropriate the role of

marketing.

Such organizations themselves may be at the crossroads, but until they really

come to understand what a marketing orientation or culture is and create an

environment in which marketing professionals can operate effectively, all we are

really witnessing are the growing pains or, in some cases, the birth pangs of

marketing. It may not look like this to the casual observer, but as we have already

indicated, most companies have adopted a superficial marketing veneer.

Understanding what marketing really is

We are not trying to exonerate the marketing community from all blame for

corporate failure. Words can get in the way of meaningful communication and

action. This, perhaps, is the most valid criticism of marketers. They have failed to

define effectively what marketing is, what it can achieve, and how it must be

supported in order to stand any chance of fulfilling its mission of leading the

corporation in understanding and satisfying the needs of all of its consumers and

customers – through innovation, R&D, production, purchasing, logistics and so

on – to create competitive advantage.
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For marketing to work it must flourish at three different levels in the

enterprise.

1 The board of directors must understand and enthusiastically embrace the

notion that creating and maintaining customer satisfaction is the only route to

long-term profitable success. Only when the top management team share this

common vision is there any chance of inculcating an organization-wide

marketing culture where everyone, including the telephonists, van drivers,

order clerks and so on, believes in and practises the concepts of superior

customer service. This corporate top-down driven vision of what marketing is

can create significant and sustainable success, as companies like General

Electric, 3M and Unilever have demonstrated.

2 The business strategies of the company must start with and be evaluated

against what the market wants. Unless marketing has a strategic input in order

to ensure that the future of the company is planned from the marketplace

inwards, any subsequent marketing activity is likely to be unsuccessful.

3 Tactical marketing activities must be implemented within the context of the

market-led strategies. They must meet high professional standards across the

spectrum of functions such as market research, product development, pricing,

distribution, advertising, promotion and selling.

Summary

We have presented an outline process map of the marketing process. Some relevant

features of the map are:

➡ The map is inherently cross-functional. ‘Deliver value proposition’, for example,

involves every aspect of the organization, from new product development through

inbound logistics and production to outbound logistics and customer service.

Hence marketers must be adept in managing cross-functional processes and

relationships, while IT-enabled marketing projects can develop a daunting scale

and complexity, requiring extensive cross-functional commitment.

➡ The map represents best practice, not common practice. Many aspects of the map

are not explicitly addressed by well-embedded processes in even sophisticated

companies. This may be a surprise to colleagues in other functions such as IT, who

meekly come asking what are the management processes which are to be
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supported by IT. Marketers need to put their work in order by addressing

weaknesses in their processes if they hope to put customers at the heart of the

organization.

➡ The map is changing. We have seen that, today, the marketing process must

include conscious decisions on what channels to use for what customer contacts

– we cannot take it for granted that ‘The Internet doesn’t affect us, as our industry

uses a direct sales force’. We have also seen that the supply chain from producers

to consumers in which we participate may be restructured around us by the

actions of others, so predicting future industry structure becomes an important

part of distribution and communications strategy. Marketers need tools to address

these areas to supplement their existing toolset – a need which this book will

endeavour to fill.

The nature of the marketing map, then, has some important implications for how

support for marketing should be provided by organizations.

Figure 1.10 summarizes and consolidates all of the above.

Surely, this map is far superior as a method for organizing the functions and

specialist departments in any organization to support customers than some

predetermined arrangement that puts all kinds of functions within the control of

marketing?

The reality today, though, is that the customer is agog with indifference about

any supplier’s organization, which is bound to be wrong anyway!

The authors of this book do not care how the marketing department is organized

and who reports to whom, just so long as it is fully professional and carries out the

tasks spelled out in our definition of marketing.
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Introduction

In Chapter 1 we outlined a market map for our definition of marketing (Figure 1.1).

The first box was entitled ‘Define markets and understand value’. The purpose of this

chapter is principally to expand on the brief outline provided in Chapter 1 and to

provide robust processes for readers to implement. We have chosen Customer

Relationship Management (CRM) as a vehicle for this, as CRM is often confused with

market segmentation, as we will explain later.

Putting CRM in its proper context*

As this book is being written, billions of dollars are literally being wasted on what

has come to be known as customer relationship management – CRM.

It will, however, be blindingly obvious that, no matter what particular

definition is given for CRM, and no matter how much money is spent on

databases and on systems for accessing and promulgating such data, unless there

exists a deep understanding of the market and of the needs of customers within

market segments, CRM will become merely the latest fad and will soon wane in

importance.

In Chapter 1 we berated organizations which embraced TQM, BPR, balanced

scorecards, knowledge management and whichever latest acronym-promoted fad

emerged from consultants and business schools. Precisely the same reasoning as

we applied in Chapter 1 can and should be used in the case of CRM. CRM is the

latest must-have management fad, not, we stress, because there is anything wrong

with either the process or with the underlying technology that supports it, but

because the fundamental preconditions we outline in Chapter 1 are not being met

in most organizations. We will expand on these conditions later. For now, let us

look a little more closely at the latest acronym, CRM.

What is CRM?

Well, it depends. CRM is really too young to be fully formed yet and what it is

rather depends on who you happen to be talking to – or who is trying to sell it to

you. Definitions of CRM are everywhere, and different. We offer a selection in

the box.
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‘A continuous performance initiative to increase a company’s knowledge of its

customers’.

‘CRM comprises the organization, processes and systems through which an

organization manages its relationships with its customers’.

‘Consistent high quality customer support across all communications channels

and business functions, based on common information shared by employees,

their customers and business partners’.

‘A methodology, based on new information technology, that helps companies

reach their long-held goals for improved customer satisfaction’.

‘An integrated, multiple delivery channel strategy that allows companies to

capture profitable new customers and improve service’.

‘ERP is from Mars, CRM is from Venus’.

The quicker-witted among you will have noted that the IT/systems backbone

of CRM keeps peeking through the skin. This is not automatically a bad thing, but

we need to recognize CRM, at least as it currently stands, for what it is.

At the moment, CRM is being delivered as a method of combining one or

more of the IT systems that exist or can be placed into an organization relating to

the customer interface. Depending on the source of reference, the following are

usually mentioned:

➡ data warehouses

➡ customer service systems

➡ call centres

➡ e-commerce

➡ Web marketing

➡ operational systems (order entry, invoicing, payments, point-of-sale, etc.)

➡ sales systems (mobile representative communications, appointment making,

etc.)

The basic idea, then, is to integrate these systems, thus enabling the organization

to manage its customers flawlessly. It goes without saying that having different
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systems in the same organization that do not and cannot talk to each other is not

conducive to efficiency. The fact that marketing doesn’t talk to finance or sales is

obviously no excuse for the systems to act as badly as the humans. The process of

integrating/cleansing/unifying/presenting the diverse data is obviously a ‘good

thing’, no doubt about that, but does it all add up to ‘customer relationship

management’?

The promised benefits of CRM

Depending on who you are talking to, the benefits of a CRM project might include

everything you have ever wanted. Certainly nothing less than the answer to who

buys what and why. At last, the marketing Holy Grail – unpredictable customers

reduced to numbers that can be analysed, plotted, planned and categorized. The

question is, however, will CRM deliver?

If the answer is ‘I don’t care, let’s give it a go’, do you remember the last time

you felt like this? When was it, about the time of business process re-engineering,

benchmarking, customer service, investors in people, knowledge management?

Or was it even about the time of total quality management or ‘excellence’? None

of these initiatives was a bad idea, but very few got anywhere near delivering the

benefits that were promised.

38

The fact that
marketing doesn’t
talk to finance or
sales is no excuse
for the systems to
act as badly as the
humans

Table 2.1 CRM – the features

➡ Customer analysis

➡ Market segmentation

➡ Manage target marketing activities

➡ Model customer behaviour (predictive)

➡ Customer service history

➡ Access self-service patterns

➡ Customer marketing history

➡ Measure customer retention

➡ Measure customer loyalty

➡ ‘Single view’ of the customer

➡ Revenue analysis

➡ Customer information (demographics and life cycle/lifestyle)

➡ Score customer responsiveness to different forms of communication and service

➡ Identify different forms of product/service in use
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Of course, executives hope CRM will be different, as the features listed in

Table 2.1 promise. The problem is, this time we don’t just risk messing up the

back-office processes, now we are playing with customer relationships and if we

get CRM wrong, customers leave, never to return.

What is CRM all about?

Ultimately CRM has to be about competitive advantage. This is what organizations

want and what the consultants can sell. There is also no doubt that CRM can be

a major factor in achieving competitive advantage. Whether CRM is the whole

answer is quite another question.

There are three legs to the CRM ‘stool’: strategy, marketing and IT. Take just

one of the legs away and the stool will fall over. Try to build CRM on just one leg

alone and you won’t even get your organization off the floor.

The simple truth is, CRM projects will spill out enormous amounts of

customer data. Whether your organization is able to make that data meaningful

and turn it into ‘information’, then knowledge, depends on whether you know

what you want to do with it. Imagine (and this is a real example) that you

discover the most important fact (correlation) about the heaviest users of your

communication service is that they are likely to be cat owners. Then what? Joint

promotions between telecoms and cat food? Too many companies believe that all

they have to do is collect large amounts of similarly pointless data and they will

finally be able to meet those (ludicrous) cross-selling objectives. The power to

annoy more customers, faster and at greater cost is a distinct danger.

Making the small print big print

All of the CRM literature that we have seen does (more or less clearly) state that

the success of any CRM project depends on key strategic issues being agreed

before any work is done. And, to be fair, those organizations currently marketing

CRM solutions do mention the other things that need to be in place before (their

version of) CRM will work. Unfortunately, these ‘things’ are neither small nor

particularly easy to put in place. Of course, nobody writes this in red, or inserts

health warnings at this point, but it needs to be done.

Perhaps it’s time to learn from the pioneers of a previous technological age.

Imagine CRM as the railway track. Lay the lines and it will get the train to its

destination quickly and efficiently – you may have to knock down a few buildings
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standing in the way, but that is surely a small price to pay. The nineteenth-century

entrepreneurs soon learned (sometimes the hard way) that success existed less in

knowing how to lay the lines and more in knowing where people wanted the

trains to go. Simple, isn’t it?

Pushing the image as far as (or even beyond where) it will go, imagine the

company trying to build the first fastest and best line to, well, anywhere really.

Customers are taken along for the ride and arrive where none of them ever wanted

to be. Exit the customers and exit the business – faster than if it had done nothing in

the first place – yet there are many potential benefits, as shown in Table 2.2.

So, do you know where your customers want to go?

Find out where you need to be and then you will begin to understand how

CRM might help you get there.

No new technology or TLAs (three letter acronyms) here, just the same old

difficult questions that nobody wants to answer. But with CRM looming, there

really is no longer a choice. Tomorrow’s battle will not be won by the best CRM

system, but by the organizations with the clearest idea of where they are going

and how they are going to get there. Simple, maybe, but not easy.

40

Table 2.2 CRM – the potential benefits

➡ Identify most profitable customers

➡ Serve most profitable customers better

➡ Manage less profitable situations better

➡ Identify the lifetime value of customers

➡ Reduce customer ‘churn’

➡ Find profitable prospects

➡ Market the right products

➡ Reduce selling and marketing costs

➡ Improve effectiveness of marketing communications and direct marketing

➡ Improve customer service

➡ Focus e-commerce to the right customers

➡ Focus marketing to the right customers

➡ Refine marketing strategy

➡ Obtain competitive advantage

➡ Win!
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What questions need to be answered?

Where are we now?

Ever since Theodore Levitt wrote ‘Marketing Myopia’ in 1960,(1) the question of

‘What business are we in?’ has vexed marketers to the point of forcing them to

ignore this most fundamental of all strategic questions. Defining the industry and

market within which your organization is going to operate is central to any

practical strategy. This is a question all world-class companies are currently

asking themselves. Until it is properly answered, none of the tools and techniques

of marketing work. Certainly CRM won’t. This is an issue we will expand on later

in this chapter to show how it should be done.

What do our customers want?

Identifying the critical difference between what you are making/selling and what

your customers are buying/using identifies your organization’s strengths and

weaknesses and its real competition – the old features–benefits argument. Be very

careful. Your customers really do pay good money for the benefits rather than the

technical features.

What will our customers want tomorrow?

The objective: where do we want to be in the future? Not expressed in financial

terms; this should describe the ambitions of the organization and the role it

expects to be playing in its customers’ lives.

Do different customers want different things?

All the CRM vendors make a great play on segmentation as being the key to

today’s fragmenting and competitive markets. Absolutely true. The big problem

in all this is that very few are talking about segmentation, preferring to spend

more time talking about classifying customers by the data that can be collected

from data warehouses. Segmentation is less about which customers do what and

more about why they do it. More meaningful customer data will reduce

communications and sales wastage and create competitive advantage. Later

in this chapter we explain a straightforward process for doing proper

segmentation.
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Which customers should we be targeting?

Spotting and serving the most profitable customer has to be the name of the game.

Applying segmentation strategically will allow the organization to decide where

it needs to focus its activities for greater returns. The time when we could be all

things to all people has largely passed. Tomorrow belongs to the credible

specialist. An effective CRM process will enable the organization to focus on the

customers it wants to retain over the longer term and will allow the business to

develop just those offers that appeal to its target markets.

How do we differentiate our company/brand(s)?

We know a few things about customers – not as much as some would like – but

something. We know for example that, in every developed market (consumer and

business-to-business), nine out of ten customers would prefer to buy on non-price

criteria. That means the secret to success lies in being different from the rest, not

the same – and for 90 per cent, not the cheapest! Differentiation and owning a

unique market position is critical. Do you know how you want to differentiate

your offer from the rest? Because if you don’t, you might end up with a CRM that

only allows you to do the same as everybody else. The inevitable result –

commodity status, price competition and death.

The secret, of course, is careful market segmentation before embarking on

expensive and time-consuming CRM projects. However, even before we embark

on this journey, there are some fundamental steps that need to be taken as part of

a CRM readiness audit. These involve answering the following questions:

➡ What are the forces driving our industry?

➡ What are our fundamental competences?

Competitive forces analysis

The purpose of this part of the audit is to analyse the forces affecting competition

in your industry.

Five forces which affect industry competition are: the threat of new

entrants; the threat of substitute products or services; the bargaining power of

buyers; the bargaining power of suppliers; and rivalry of existing competitors

(see Figure 2.1). As part of business strategy development, it is valuable to
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assess the impacts of each force (high, medium and low, for instance) and then

to describe the nature of the impact where it is high, in order to identify ways

of counteracting that force.

For example, many organizations are considering the impact of e-commerce

on their industry. One way to do this is to answer the questions in Figure 2.1

about the impact of e-commerce of these five areas.

In thinking about IT in general, rather than just CRM, Figure 2.2 summarizes

some of the key implications of this analysis, and gives examples of ways in

which IT investments can influence the situation. Again, e-commerce provides

many current examples. New entrants in the form of intermediaries between

existing competitors and their customers, while not a new phenomenon, are

particularly important in the e-commerce context, as the information-processing

advantages of the medium are well suited to intermediaries, while the fast-

moving nature of the field makes new entrants difficult to predict. Other impacts

on the industry structure arise from ‘e-hubs’ which increase the buying leverage

of groups of people with similar interests, and switch industries towards a

different way of trading, such as auctions rather than fixed pricing. Potential
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Source: Adapted from Porter by Ward(2)(3)
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changes to industry structure identified using this tool are explored in more detail

in the next chapter.

Worksheet 2.1 at the end of this chapter can be used for performing this

analysis.

Dimensions of competence

The purpose of this part of the audit is to balance the external view of competitive

forces analysis with an internal view which considers what aspects of business

performance the organization has the skills to excel in as a basis for achieving

market leadership.
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Figure 2.2
Competitive
forces and IS/IT

Source: Adapted from Cash by Ward(4)(3)
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This tool suggests that there are three paths to market leadership (see Figure

2.3).

➡ Operational excellence: enabling products and services to be obtained reliably,

easily and cost effectively by customers, implying a focus on business

processes to outperform others, delivering both low costs and consistent

quality of customer satisfaction, e.g. Dell Computer, Wal-Mart, Federal

Express.

➡ Customer intimacy: targeting markets precisely and tailoring products and

services to the needs of particular customer groups, exceeding expectations

and building loyalty. IBM’s recent success in services has been based on such

a strategy.

➡ Product leadership: continuing product innovation that meets customers’

needs. This implies not only creativity in developing new products and

enhancing existing ones, but also astute market knowledge to ensure they sell.

Johnson & Johnson, for example, pioneered the introduction of disposable

contact lenses.
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Figure 2.3
Dimensions of
competence

Source: Adapted from Treacy and Wiersema(5)



Survival

Customer intimacy

Operational
excellence

Product
leadership

Success

Prosperity

How can e-commerce change the
costs/speed/quality of our processes?

What new processes are
needed to accommodate
e-commerce successfully?

How can we increase
the actual and

perceived value of our
products/services via

e-commerce?

How can e-commerce
change/enable new

relationships with our
target segments?

How can e-commerce improve
customers’ knowledge of us and

vice versa and how does it
change their expectations?

How can we bring e-commerce products
and services to market successfully?

‘PROCESS
CUSTOMIZATION’

‘VALUE
PROPOSITION’

‘PERFORMANCE
EFFECTIVENESS’

T H E N E W M A R K E T I N G

Excellence in one of these ‘dimensions of competence’, matched by a reasonable

degree of performance on the others (i.e. not falling below the ‘success’ line in the

future), can lead to a strong competitive position.

Understanding one’s skills in existing product-markets can help to position

one’s offering in new ones. Equally, the analysis may suggest that a new business

environment requires the development of new competencies.

For example, e-commerce may improve the position of all competitors on one

or more of these dimensions, hence ‘raising the bar for everyone’. Figure 2.4

suggests some key questions organizations can ask in relation to how e-commerce

might affect their strategy in each of these dimensions.

Worksheet 2.2 at the end of this chapter can be used for performing this

analysis on your own organization.

Completing the competitive forces analysis and the dimensions of compe-

tence analysis should give all organizations a better understanding of their

competitive position in their markets prior to conducting a more specific CRM

audit, which we turn to now. Table 2.3 lists the content of a CRM audit.
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Figure 2.4
The impact of
e-commerce on
the dimensions of
competence

Source: Adapted from Treacy and Wiersema by Ward(5)(3)
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How do we create a CRM process that will work for us, not against us?

The investment involved in agreeing your organization’s longer-term ambitions

(and therefore the objectives for a CRM project) will be minute compared to the

cost of the CRM project itself. If past experience is anything to go by, the IT and

organizational costs of CRM are likely to run to many millions – and that is

without the potential business costs of getting it wrong. Surely it must make sense

to stop and think through these fundamental questions before committing the

organization to an uncertain future.

Very few companies would embark on a major capital project without a

feasibility study, or an acquisition without ‘due diligence’. So, why set out to

spend millions on something that could cause irreparable harm without a CRM

audit? But what is a CRM audit? As the name implies, it is an unbiased

assessment of your organization’s current customer position and requirements

from any CRM process. An audit such as this represents an investment that pays

off in two directions: it reduces the downside risks of disaster and increases the

upside benefits from success.

The conclusion is probably best summed up by adapting Benjamin Franklin’s

famous quote, ‘Drive your CRM or it will drive thee’.

CRM – some important questions

Before plunging into CRM without agreeing where you want it to take you, think

about the following:
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Table 2.3 CRM – the audit

➡ Identification of the market being served; answering ‘What business are we in?’

➡ A quantification of the customer/process dynamics within this market

➡ An understanding of the competitive environment including competitor positions

and competitive dynamics

➡ An unbiased (NOT a priori!) segmentation of the market we are interested in serving

➡ An understanding of customer needs in each segment

➡ A realistic assessment of the organizational implications of introducing CRM

➡ An outline plan for the introduction of CRM

➡ An assessment of the likely costs and benefits of CRM for the organization

➡ An outline brief for CRM suppliers, especially IT
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Customers

Customers are the name of the game. Without customers there is no business.

Levitt said, ‘The purpose of a business is to create and keep customers’. Achieving that

is not easy, especially as most customers make emotional rather than rational

buying decisions and, more often than not, have no idea what they want.

Relationships

How many ‘relationships’ do you have? How many of those are with commercial

organizations? You need to be clear about what is required here. If all you are

trying to do is to retain more customers longer to make more money, you can

probably do that by making fewer mistakes, so giving fewer excuses for your

customers to leave. Building a ‘relationship’ is quite another matter. But are you

sure that your customers want a ‘relationship’ in the first place? ‘Please stop

sending me birthday cards, just answer the phone when I ring’ is a frequent

complaint that we hear. Supplier delusions about the state of customer

relationships have reached alarming proportions. Also, don’t forget that, just as in

our own personal lives the capacity to build close relationships with all our

friends is limited, so it is with major customers.

Management

Almost everything we read about CRM either talks about or implies the

organization managing its customers/relationships. Much as it might be the

preferred route, it just doesn’t work like that. You don’t manage the customer,

your customer manages you. At least that is the impression you should be trying

to create. Most customers like to feel in control, so help them. Information flows,

systems and processes designed from the customer’s perspective might give you

a better chance of achieving the results you really want; happy customers

spending more and more often. Now, the CRM process that allows customers to

manage the organization better to get more of what they want from it certainly

would be worth having.

Is CRM just another dangerous management fad or the answer to everyone’s

prayers? It doesn’t just depend on the CRM providers, but on you and how well

you apply the concepts.

Don’t be duped into thinking that massaging your own databases will

produce the results you want. Remember what most of the real management
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gurus have said world-class marketing is over the years. In order of most frequent

mention, these are:

➡ a deep understanding of the market

➡ market segmentation

➡ differentiation, positioning and branding

➡ integrated marketing (marketing planning)

Note the order and note the expression ‘market segmentation’, not ‘your own

database segmentation’, since your own database segmentation is often a

reflection of historical accidents or your own cleverness – in other words, it’s what

someone sold to someone at some point in time. And since many sales are of

products which are the easiest to sell, bought by customers who are the easiest to

sell to, this isn’t really very promising.

So, before investing in CRM, think about devoting some of the funds set

aside for CRM to an audit, or you will waste millions and CRM will join all the

other fads.

Market definition and market segmentation
By now, we hope we have convinced you about the preconditions for CRM, so we

will proceed to explain how these steps can be carried out professionally and

effectively. In effect, we are exploring in more detail the first of the four boxes in

the map of marketing, shown below in Figure 2.5.

The first of these boxes is shown in more detail in Figure 2.6.
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Surely marketing has moved on – segmentation?

As we have stressed earlier, whatever the latest management idea sweeping

through organizations, it will only deliver its promised benefits if it is

implemented (or perhaps even rejected!) when a customer perspective is included

in its equation. Few businesses in the world, however, can truly regard each

customer as an individual market for which they design a specific product, service,

distribution channel and so on. The economics of true one-to-one marketing just

don’t stack up for the majority of businesses. At the same time, the days of being

able to treat all customers as if they were a single entity looking for the same offer

have long since disappeared into the history books. Note that the advent of

e-commerce does not rescind this simple truth. There is no single e-commerce

formula that will work across the market. Not all customers want e-commerce, and

even those that do don’t all want the same e-commerce formula.

To be successful, businesses have to view their markets as consisting of

distinct customer groups, each with their own distinct set of requirements, and

then deliver targeted offers to the customer groups they elect to serve. It may not

be the latest idea to sweep the world of commerce, but customer segmentation is

essential to commercial success, and that includes the successful implementation

of today’s latest management ideas and those ideas that may emerge tomorrow.

If segmentation is done properly and thoroughly every fad, matrix, guru, paper,

course and initiative can be assessed according to how it improves the company’s

ability to satisfy its selected customer segments.
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It can be pictured as a bridge across a river, with the latest business idea being

constructed by a company on one bank of the river and the customer segments

constructing their part of the bridge on the other bank of the river. Both are

reaching out to each other with the hope that somewhere on the way they will

meet. Unfortunately, the customers have the upper hand because they will build

their side of the bridge irrespective of how the company is building its side of the

bridge. Now if the two sides don’t exactly meet in the middle, the customers will

just keep building until they find the right supplier. In the meantime, in order to

satisfy their demands in the short term, the customers may add a temporary link

to the company’s bridge, but the customers will break it once their true needs are

satisfied. This is why market segmentation is one of the oldest and most long-

standing of all marketing processes.

True customer segmentation has such a profound impact on a business that

getting it right cannot be left to chance. But what is ‘right’? During the last fifty

years, however, there have been a substantial number of different bases for

segmentation proposed by the academic and practitioner community.

The basic premise of market segmentation is that a heterogeneous group of

customers can be grouped into homogeneous clusters or segments, each requiring

different applications of the marketing mix to service their needs. The focus of

research and discussion has therefore been concerned with the analytical

approaches by which homogeneous clusters can be established from a heteroge-

neous sample.

If ‘segmentation’, however, represents the customers in a market it clearly has

to have a customer-centric focus. So it’s no longer how the company segments its

market, it’s how the customers segment in their market. And there is only one way

customers segment, and that is according to how they maximize their purchase

value. Therefore, a process that builds this picture from a customer standpoint is

required, but before deciding what such a process should look like, it is

appropriate first to list what is required from segmentation:

➡ There has to be a reasonable amount of certainty that the decision-makers have

been segmented.

➡ There has to be a way of identifying which customers fall into which

segment.

➡ It is essential to understand what it is the customers in each segment are

looking for.
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➡ It is important to be sure that there is sufficient business in each segment to

justify putting together a distinct marketing strategy for each of the segments

chosen to serve.

➡ It is necessary to track how customers segment over time to ensure that

changes in the market are captured.

This may sound straightforward, but to do it properly takes time, and money. So

instead of investing heavily in the latest business idea, it would seem prudent to

go back to basics and examine the marketplace in order to understand its

behaviour better.

Methodology for developing a structured system and process for

segmentation

The following structured approach is the result of a painstaking process of

research into the practical difficulties that organizations experience in segmenting

their markets. It is tried and tested and has been successfully implemented in

hundreds of organizations across the world.
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The process consists of seven steps contained within three distinct but related

stages and is summarized in Figure 2.7.

It should be noted at this stage that the process is presented primarily in a

format designed to utilize information already held by or accessible to a company,

and this is the approach it is appropriate to adopt initially.
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Segmentation step by step

Stage 1 – the market and how it operates

Step 1 – market mapping

This part of the process tackles the first requirement of segmentation, which is to

determine who are the decision-makers. A prerequisite is, however, to define

clearly the market about to be segmented.

The general rule developed for ‘market’ definition is that it should be

described in terms of a customer need in a way which covers the aggregation of all

the alternative products or services customers regard as being capable of satisfying

that need. For example, lunch-time hunger can be satisfied not only by the in-

company caterer, but also by external restaurants, public houses, fast food

specialists and sandwich bars. The in-company caterer must therefore consider

these alternatives in understanding the market they are in rather than putting on

the blinkers and deciding that their market is ‘company catering’.

Once the definition is clear, it is essential that the market is mapped out in a

way which illustrates where the decision-makers are to be found, as it is these

individuals whose needs must be understood and around whom the segments

will be built.

It is useful to start a market map by plotting the various stages that occur

along the distribution and value-added chain between the companies that supply

products/services into the market and the final users. At the same time, the

particular routes to market the products go down should be indicated as not all

of them will necessarily pass through all of these stages. An example of this

starting point for market mapping is shown in Figure 2.8.

This market map consists of five stages, one each for suppliers, distributors,

retailers, contractors and final users. This map illustrates that products are also

acquired by the final users directly from the suppliers and the distributors, as well

as from retailers and contractors. Some retailers also bypass distributors and

acquire their stocks directly from the suppliers.

The market
definition should

be described in
terms of a

customer need



Suppliers Distributors Retailers Contractors Final users

Retailers Contractors Purchasing group Section head Final users
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These transaction stages (represented by the cubes in Figure 2.8) are referred

to as junctions, with each junction on a market map positioned hierarchically

according to how close it is to the final user. The last junction along the market

map would, therefore, be the final user.

Ensuring the market map continues right the way through to the final user is

also appropriate in those situations where final users have their products/

services purchased for them, for example, by their company’s purchasing

department. In such instances, the market map would track products/services
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down the corridors of the business clients and continue beyond the purchasing

department to the department(s) in which the final user(s) were found. This is

illustrated in Figure 2.9.

A further refinement of the market map, particularly in business-to-business

markets, could be the inclusion of purchasing procedures as a distinct junction to

capture the fact that there is yet another hurdle to be surmounted between the

suppliers and the final user. In Figure 2.9 this would most likely be located

between the purchasing group and the section heads, the purchasing group

simply carrying out instructions, though they may, of course, be involved in the

purchasing procedure.

With quantification playing an important part later on in the segmentation

process, it is useful to mark at each junction and along each route the volumes or

values dealt with by each of them. In most cases the annual figures for the market

would be used. Where figures are not available guesstimates should be made in

order to convey the appropriate relative importance of different routes. Also note

the company’s market share (again, guesstimate if necessary). This is illustrated in

Figure 2.10.

Note that the number of units entering a market usually equate to the

number of units ‘consumed’ by the final users. Therefore, rather like the work of

an accountant, it all ‘balances’. In some markets, however, it is possible for

intermediaries both to take product from suppliers and to put together the

product themselves. In these circumstances, the number of units in the market

will increase along the distribution/value-added chain.
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Now that the market map is complete, the decision-makers can be identified

by highlighting on the market map the junctions where they are to be found.

These are referred to as market leverage points and are where the next stages of

the segmentation process will focus.

Figure 2.11 shows a completed market map for a business-to-business market

served by a particular range of specialized technical equipment. The importance

of tracking products/services down the corridors of business clients proved to be

particularly important in this market. This map not only highlights the five

groups of decision-makers (highlighted by the arrows), it also attempts to

illustrate what amount of the market their decisions control.

As an example of the value of this approach, it can be seen in Figure 2.11 that

if a segmentation study were to focus entirely on the final users decision-making

for nearly two-thirds of the market would be overlooked. It also illustrates at a

very early stage in the study that a single approach to this market is unlikely to

work. For example, decision-making by Technicians is unlikely to be along the

same lines as decision-making by Administrators. Other useful insights can be

obtained by presenting markets along these lines. For example, the company

undertaking this project can now see that it is totally excluded from nearly a

56

Figure 2.11
Market map
example –
specialized
technical
equipment



B U I L D I N G T H E F U T U R E O N S O L I D F O U N D AT I O N S

quarter of the decision-making due to its complete lack of presence in the Buying

Groups and Leading Institutions. In addition, by projecting this market map

forward by five years the company in question realized that decision-making was

moving away from those with whom the company had a good share towards

those with whom the company had a poor share.

Stage 2 – customers and transactions

Step 2 – who buys

A further essential requirement for successful segmentation is to be able to

identify which customers fall into each of the concluding segments. Unfortu-

nately, however, it is not until the segmentation project has been concluded that

it is possible to uncover what information about the customers helps distinguish

one segment from another. This means that as much information about the

decision-makers in the selected market should be gathered as early as possible,

but with one proviso: selecting the information to record should be governed by

its practical use in enabling the identification of the members of each concluding

segment.

It is recorded at this early stage of the process because it may be possible to

link it to information put together in later steps. For example, certain features

identified in the next step and taken through to the subsequent step may be

associated with specific types of customers.

Step 2 is also the opportunity to introduce into the process any current

segmentation structures believed to exist in the market. This could well be the

different decision types appearing on the market map. The nature of the process

being followed, however, ensures that these pre-defined segments do not form a

mould out of which emerge the concluding segments. So, although Figure 2.11

shows that the market it represents is seen to be structured around five different

decision groups, adopting these groups as preliminary segments will not force the

conclusion in any way.

Step 3 – what is bought, where, when and how

The third item in the list of what is required from segmentation referred to the

need to understand what it is the customers in each segment are looking for. The

particular step in the process being described, along with the next two steps, will

progress towards this goal.
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Customers express their requirements by the features on which they focus

their decision-making. The name we give to these is Key Discriminating Features

(KDFs). These features could be found in what it is the customer is buying, in the

channel through which they buy it, by when they want it or even by the different

methods of payment they prefer. In most instances, the first two, namely what and

where, are accountable for the bulk of a customer’s decision-making. By carefully

understanding the KDFs of a market, the segmentation project is progressing in

two ways:

➡ It provides the framework for the most crucial stage in the market

segmentation process, namely, identifying the range of benefits being sought

by the market (described later). Given that segments are based on groups of

customers with similar requirements satisfied by a distinct marketing mix, this

information is critical to the segmentation process.

➡ It enables the building of a model of the market based on all the different

purchase combinations that are known to take place within it, any of which

could be reflecting a different customer requirement.

It is important to emphasize here that as this step provides the link with the

needs-based buying requirements sought by the market (the benefits), it is

essential that it is approached from the customer’s perspective.

For some markets, the lists of different what, where, when and how factors

can be quite extensive, but some simple rules can restrict these lists so that they

do not lose their contribution to the segmentation process. A guiding principle is

to maintain the customer’s perspective, as customers tend to look at complex

offers in far simpler terms than those of the suppliers.

The first ‘rule’ for restricting these lists is to remove from them all those

features which are basic entry requirements to the nominated market for any

supplier, sometimes referred to as ‘market qualifiers’ or ‘hygiene factors’. These

are the features which the users expect to have as a matter of course. However,

once one company introduces improvements to these features, the entry level

requirement moves up to this higher level. For example, in the market for PCs the

constant improvement in processor speeds simply moves the market up a further

notch in terms of the customer’s standard level of expectation. For a segmentation

study, listing processor speeds for such a market is unnecessary.

A second ‘rule’ for restricting these lists is to focus only on those groups of

features that have an important influence on the choice of product or service for
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Key Discriminating
Features are the
few aspects of the
product/service offer
which customers use
when deciding
between competitors
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any customer. For example, it is unlikely that the radio cassette built into a car has

any great sway on a customer’s choice of a new car.

A third ‘rule’ looks at merging separate features according to how customers

categorize them and buy them, For example, breaking down retail outlets into

specialist stores, department stores and so on may be irrelevant to the buying

process if ‘local store’ is the pertinent description from the customer’s

perspective.

Once the features that are important to the customers in their decision-

making (the KDFs) have been identified the next stage of understanding what it

is the customers are really looking for can be undertaken.

Figure 2.12 illustrates progress to date with the process. It is taken from an

example in the agricultural sector and shows:

➡ the market map for this particular project with the final users, farmers in this

case, identified as the decision-makers – Step 1;

➡ an initial segmentation structure for farmers which the company undertaking

the project wanted to test – Step 2;

➡ an overview of the features decision-makers regarded as important when

deciding between one supplier and another – Step 3.

It is interesting to note that the specific product for this project, fertilizers, was

‘officially’ declared to be a commodity. This ‘commodity’ status was found to be

profoundly untrue once the customers in its market had been segmented

following this process, and this discovery enabled the company in question to

rediscover profitability in its market through differentiation and targeting.

Step 4 – who buys what

The main purposes of this step are:

➡ to construct a customer base for the market being segmented by using the

information put together in the previous step;

➡ to link this customer base to the profiling information recorded in ‘Who buys’.

For companies segmenting their market initially by using data available from

within, or easily accessible by, their company, the most logical way of building a

representative model of their market is to record the different ways in which

different customers in the market are known to put together the features

identified in the previous step as KDFs.
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As an example, take a company looking at segmenting the market served by

the provision of temporary accommodation for workers at building sites. Some of

the market’s customers require just the basic shells, others require them to be fully

furnished but with only basic furniture. Others in this market for temporary

buildings want them to be furnished to a high specification and yet others want

them not only to be furnished, but also serviced. By following this basic logic, a

model of any market can be put together quite easily.

At the extreme, each of the KDF combinations could be reflecting a

different requirement and, therefore, a different segment. The reality is,

however, that these different combinations tend to focus upon satisfying a

smaller range of core requirements. It is just that different customers often

satisfy these core requirements with different features. Therefore, in order to

arrive at a segmentation structure for the market, it is an important step in the

process to list the different combinations known to occur in the market and

then to understand them.

It is worth noting that in practical exercises it is usual to arrive at between 30

and 50 different purchase combinations, referred to as micro-segments in the

process. When the number of micro-segments appears to be getting out of hand,

the simplest check, and the one that tends to return the project to manageable

proportions, is to conduct a reality check to ensure that each micro-segment truly

represents a customer’s actual behaviour in the market.

While putting together micro-segments, it is essential to add profiling

information to each of them. This is first approached by seeing if any specific

features can be linked as a whole to any particular profiling characteristic. This is

then followed by attaching to each micro-segment profiling characteristics known

to be associated with the buyer(s) identified as depicting that micro-segment.

For the segmentation projects which turn to market research in order to

obtain a statistically sound sample of customers for their market, this process

would regard each completed interview as a ‘micro-segment’.

An example of micro-segments for an agricultural supplier is given in

Figure 2.13.

Stage 3 – segmenting the market

Step 5 – why it is bought

So far, the decision-makers in the defined market have been focused on, the key

features they use to differentiate between one offer and another have been
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Feature groups

‘What’
- product

‘What’
- brand

‘What’
- quality

‘Where’
- channel

‘What’
- intensity

‘What’
- consultant

Key: ‘G1’, ‘G2’ and so on are the individual identifiers for the micro-segments, the ‘G’ indicating that they come from the
‘grassland’ preliminary segment. Each feature associated with a particular micro-segment is indicated by a�

Features

AN and manufacturer blends
AN and bespoke blends
Urea and bespoke blends

Well established
Any brand

High
Any quality

Local distributor
Importer

High nitrogen level
Low nitrogen level

Manufacturer’s
Distributor’s
Independent
Not purchased

Micro-segments

G1 G2 G3 G4 G5
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identified, a picture of the market based on the different purchase combinations

the decision-makers put together has been built and information about who

they are (their profile) has been attached to these micro-segments. It is now

necessary to understand what are the real drivers for the micro-segments in

their choice between different offers, in other words, their needs-based buying

requirements. This will then satisfy the third requirement of a segmentation

project.

The essential clues for understanding the real needs of the market have

already been covered. Customers only seek out features regarded as key because

of the benefit(s) these features are seen to offer them. The benefits linked to each

KDF should, therefore, be listed. In addition, for some customers it is only by

combining certain KDFs that they obtain the benefit(s) they seek. Benefits should

also be looked at from this perspective.

In theory, arriving at the benefits should be straightforward, as selling the

benefits, not the features has been a rallying call for decades. In practice, however,

some companies are unclear about the benefits their customers are looking for

and stick rigidly to espousing the features as opposed to the benefits. To move
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Figure 2.13
A selection of
micro-segments
for a preliminary
segment in the
case study
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forward in customer-based segmentation, it is clearly essential to uncover the

benefits. It is important to spend as much time as necessary in compiling these

benefit lists as they will be used to determine the segmentation structure of the

market.

Past research and talking with representatives of the customer contact staff

can be a useful first assessment of benefits. If the company also follows the

practice of putting together lost sales reports, a review of these could also prove

to be a useful source of information. It may, however, be necessary to commission

some research specifically to uncover the real benefits being sought by the

market.

Once the list of benefits has been drawn up for the market, this can be used

as a common framework against which one micro-segment can be compared with

another. The principle is to determine for each micro-segment how important

each of the benefits are to them. An example appears in Table 2.4. It is once again

taken from the agricultural project referred to earlier. This example has used the

procedure of distributing a total score of 100 between the list of benefits for each

micro-segment.
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Table 2.4 Benefits scores for a selection of micro-segments

Market Benefits Micro-segments

G1 G2 G3 G4 G5

Innovative/new 9 11 – – 20

Proven/traditional (reassurance) 5 4 21 20 –

Healthy looking crop (includes grass) 27 24 – – –

Healthy looking animal stock – – 26 25 –

Sophisticated – – – – 5

Maximum crop growth and output 18 22 – – 10

Easy to handle (quality) 16 15 9 8 –

Service (qualified help from manufacturer) 11 9 – – –

Distributor – convenient local supply 11 8 39 42 –

Price 3 7 5 5 65

Total 100 100 100 100 100

Key: ‘G1’, G2’ and so on are the individual identifiers for the micro-segments, the ‘G’ indicating

that they come from the ‘Grassland’ preliminary segment.
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Step 6 – forming segments

With a representative picture of the market, and each customer now comparable

with every other customer because they have all been assessed against a common

framework, like-minded customers can be brought together to form clusters.

With a manageable number of micro-segments it is possible to carry this out

manually. However, in most instances the assistance of a suitable computer-based

support package is required. It should be stressed, however, that progressing the

segmentation project does not depend on the use of a PC-based support package.

It is possible to carry out this key step manually, although a knowledge of

statistical techniques would be essential.

Referring back to Table 2.4, it is possible to see how this very small selection

of micro-segments would cluster. Micro-segments 1 and 2 are clearly very similar

to each other and would therefore form one cluster. Micro-segments 3 and 4 are

similar to each other, but different from the other three. Micro-segments 3 and 4

would therefore form another cluster. The final micro-segment in Table 2.4, micro-

segment 5, is unlike any other in this small selection, and would therefore form

a cluster on its own.

It is worth noting that most markets split into between five and eight

segments, though on some occasions they have concluded with nine or ten

segments. Not all of these segments will, of course, be suited to the company

carrying out the segmentation study and its particular strengths in the market, so

it is not necessary to serve every segment that exists.

An example of a completed segmentation initiative is given in Figure 2.14 for

a company called Global Tech. Before the segmentation study, this company gave

the same after-sales service to the whole market and, not surprisingly, were losing

market share because they weren’t giving the appropriate service to the different

segments.

Step 7 – segment checklist

The fourth requirement from a segmentation project is that:

➡ It is necessary to be sure that there is sufficient business in each segment to

justify putting together a distinct marketing strategy for each of the segments

selected to be served.

This is the first check for the concluding segments. It means, however, that each

of the preceding steps will need to have been quantified during progress through

the project.
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Uses and extended warranty to give them cover.Won’t do anything
themselves, prefer to curl up and wait for someone to come and fix it.

Small offices (in small and big companies) 28% of marketKoala Bears

Teddy Bears

Polar Bears

Yogi Bears

Grizzly Bears

Andropov Big Bears

17% of market

29% of market

11% of market

6% of market

9% of market

Lots of account management and love required from a single preferred
supplier.Will pay a premium for training and attention. If multi-site, will
require supplier to effectively cover these sites (protect me).

Larger companies

Like Teddy Bears except colder! Will shop around for cheapest service
supplier, whoever that may be. Full third-party approach.Train me but
don’t expect to be paid.Will review annually (seriously). If multi-site will
require supplier to effectively cover these sites.

Larger companies

A ‘wise’ Teddy or Polar Bear working long hours.Will use trained staff
to fix if possible. Needs skilled product specialist at end of phone, not a
bookings clerk.Wants different service levels to match the criticality of
the product to their business process.

Large and small companies

Trash them! Cheaper to replace than maintain. Besides, they’re so
reliable that they are probably obsolete when they bust. Expensive
items will be fixed on a pay-as-when basis – if worth it.Won’t pay for
training.

Not small companies

My business is totally dependent on your products. I know more about
your products than you do! You will do as you are told.You will be here
now! I will pay for the extra cover but you will…!

Not small or very large companies
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Size is not everything however, and other possible items suggested in the

checklist process are as follows:

➡ Differentiated: Is the offer required by each segment sufficiently different

from that required by the other segments? This is where the marketing

strategies appropriate for one segment are checked to ensure they are
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distinguishable from the marketing strategies developed for the other

segments.

➡ Reachable: This is where the different marketing strategies are checked to

ensure that they can be directed towards their applicable segments. Each

segment must therefore have a distinctive profile, for example:

– distinct television viewing, radio listening, newspaper or magazine reading

profiles; and/or

– distinct characteristics which can classify them by who or what they are,

such as socio-economic group, type of company; and/or

– distinct characteristics which can classify them by a geographic area, such as

postcodes; and/or

– distinct characteristics which can classify them by their purchasing

preferences, such as purchasing patterns, distribution channels, distinct

benefits sought, distinct response to prices.

This requirement was first mentioned in Step 2.

Once these items have been checked off there is one more test before

launching the company into one or more segment-based strategies. It is probably

the most testing item on the checklist: i.e. compatibility.

➡ Compatibility: This is where the organization rigorously checks its own ability

to focus on the new segments by structuring itself around them organization-

ally, culturally, in its management information systems and in its decision-

making processes. Such changes may not be possible immediately, therefore

the organization’s ability to evolve to the required structure should be

tested.

Any organization rigorously applying this process to arrive at segments is now

ready to adopt any initiative such as CRM.

Time

Segments, however, do not stand still. They change, grow and decline over time

and even new ones emerge. Segmentation is not something done today in the

hope that it will remain the same forever. Hence the fifth and final requirement

from segmentation:

➡ It is necessary to track how customers segment over time to ensure changes in

the market are captured.
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Company's share – 30%

Market mapping

Specifiers
(180,000)
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Micro-segments
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Proven/traditional
Financing package
Network compatibility
Sophistication
Maximum output
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Brand-service
Application range
Price

Total 100 100 100
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score
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Who buys what
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how
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Leading
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uppliers

stream
s

S2
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dependent S7

Cheap traditional
S6

Brand
traditional

S5

Extensive
service

S4

Intensive specialists
S3

Forming segmentsSegment checklist

Size Differ. Reach.

Seg 1
Seg 2
Seg 3
Seg 4
Seg 5
Seg 6
Seg 7

and compatible with
the company!

OK

Groups Private

Who buys

Corporates – $950k
Groups – $1,450k
Private companies –
$1,350k
Preliminary segments

What is bought
What product, brand,
quality, consultancy,
intensity and so on
where, when and how
Key discriminating
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Every two years is recommended. If the company wants to deliver shareholder

value consistently, and shareholder value after all only comes from retaining and

acquiring profitable customers, then repeating segmentation projects in order to

keep in touch with the market is essential.

A structured process for segmentation is essential, as it is not the easiest of

marketing issues to address. It is also essential for any company wishing to

succeed in its market and to remain successful.

There is, however, only one way in which a market segments, and

that is according to how the customers in that market obtain value. Any

process of segmentation must, therefore, ensure it builds itself around this

essential requirement and the process outlined above, and presented again in

Figure 2.15.
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Conclusions

In conclusion, let us stress that, whether or not we call it ‘new marketing’, certain

fundamentals have to be in place. These include:

➡ understanding the forces which are driving our industry

➡ understanding our own distinctive competences in this market;

➡ carrying out an audit to ensure that we fully understand the market we are in,

the segments that form the market, and the needs of the customers who

inhabit each segment.

When these prerequisites have been completed, CRM systems have some chance

of succeeding. If not, CRM is destined to become yet another management fad.
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Worksheet 2.1 Internal competence dimensions

Customer intimacy

Targeting markets precisely and tailoring products and service to the needs of specific customer groups,

exceeding expectations and building loyalty (e.g. First Direct)

Product leadership

Continuing product innovation which meets customer needs. This implies  not only  creativity in developing

new products and enhancing existing ones, but also astute market knowledge to ensure they sell  (e.g.

Johnson and Johnson, 3M)

Operational excellence

Enabling products and services to be obtained reliably, easily and cost-effectively by customers, implying

focus on business processes to outperform others, delivering low costs and consistent customer

satisfaction. (e.g. Dell, Wal-Mart, Federal Express)

1 Score your company out of 10 on your current position against each of these three dimensions and join

the lines up. N.B.

➡ Score yourself 1–3 if you are currently below the minimum level required in your market

➡ Score yourself 4–6 if you are currently as good as the average in your sector

➡ Score yourself 7–10 if you currently exceed the average in your sector.

2 Score your company out of 10 on the position you would need to attain in, say, 3 years’ time against

each of their dimensions in order to ensure your continuing prosperity.

3 On a separate sheet, list some of the main strategies you will need to implement to achieve the desired

positions.
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Worksheet 2.2 New media and industry competition

How might the Internet (or other new channels)

change the basis of competition?

WHERE DOES MY COMPANY STAND?

THREATS OPPORTUNITIES
Cost reduction Customer value creating

1 THREAT OF NEW
ENTRANTS
Can we use
e-commerce to
build barriers to
entry?

a) Market share/size/brand/service
b) Leverage physical assets
c) Provide dominant exchanges
d) Cost/price
e) Remote delivery of bitware
f) Others

2 BARGAINING
POWER OF
SUPPLIERS
How will
e-commerce change
the balance of
power and
relationships with
suppliers?

a) E-commerce-enabled forward
integration or disintermediation

b) Lock-in (EDI)
c) Others

3 BARGAINING
POWER OF BUYERS
How can
e-commerce build
in switching costs
or change customer
relationships?

a) Price transparency
b) Systems integration
c) Aggregation of demand
d) Others

4 THREAT OF
SUBSTITUTE
PRODUCTS/
SERVICES
Will e-commerce
generate new ways
of satisfying
customer needs?

a) Remote delivery of bitware
b) Others
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➡ Channel choice: the channel curve
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➡ Channel tactics
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Introduction

In the last chapter, we explored in greater detail the first of the four boxes in the map

of marketing that we have used as the basis for this book (see Figure 3.1). The

purpose of this chapter is to explore in more detail the second box, ‘Determine value

proposition’, which is expanded on in Figure 3.2.
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Figure 3.1
‘Determine value
proposition’ and
the marketing
map

Figure 3.2
Determine the
value proposition
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Marketing planning

The authors are privileged to be given the opportunity to work with the operating

boards of many companies in the service, industrial and not-for-profit sectors in

many countries of the world. In initiating discussions, we set what one would

consider to be a relatively simple ‘test’ in order to focus minds on the task in hand.

The first question is:

➡ Please list your key target markets in order of priority.

This is a question which often elicits the response, ‘What do you mean by markets?’

Many directors write down words like ‘Pensions’, ‘Middleware’ and ‘Micro-

computers’, even though it is clear that these are products, not markets. On

explaining the difference, they still experience great difficulty in reaching

agreement on what these markets are and how relatively important each one is.

The second question is:

➡ In each market, what is your organization’s differential advantage?

Already you will begin to understand that, if the operating directors cannot

answer these relatively simple, but crucially important questions, it is highly

unlikely that the organization will have much chance of organizing its scarce

resources around the needs of its core customers. In other words, such an

organization is unlikely to be market driven, or, to put it a different way, is

unlikely to be focused on satisfying customer needs as a source of differential

advantage.

Having said this, marketing as a process and as a function will not stand any

chance of being effective unless all the other essential ingredients of business

success are also in place. Figure 3.3 shows how all the core functions of a business

must work together in order to create sustainable competitive advantage.

From this it can be seen that organizations need to benchmark best practice

in all their operations, including manufacturing, logistics, information technol-

ogy, human resource management and so on, because inefficiencies in any of

these areas could lead to unacceptably high relative costs, which could negate

excellence in other business areas. Likewise, the basic financials of the

organization need to be under control, as unacceptably high break-even points,

too much debt (gearing) and so on could also negate excellence in other areas. The

well-documented problems of British Telecom are testimony to this truth. In

building up debts of £30 billion, their excellence in other areas was compromised

and their share value fell dramatically as a result.
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price
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revenue
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business

risk

High
volume

Operations Lower
costs

Economies
of scale

Learning
curve

Low
financial

risk
Positive

NPV SCA

Financial

Gearing
Interest cover

Working capital ratio
Operational leverage

High
cash
flows
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The point is that marketing will not be effective if other parts of the

organization are inefficient and, as a result, ineffective.

The top line refers to ‘differentiation’, which invariably leads to relatively

high prices and high volumes. It is no accident that most readers will have in their

homes products by Heinz, Mars, Kellogg’s, Proctor & Gamble and Unilever. In the

same way, consumers cannot ‘taste the difference’ (as it were) between Castrol

GTX and any other oil, but the moment it is put in a can with this name on it, it

gives Castrol massive global market shares. The same can be said for SKF

bearings, Tetralaval machinery, Intel microchips and the like. So, there is clearly

something to be said for ‘differentiation’. It is no accident that balance sheets

don’t actually mean much in the real world. ‘Assets’ consist of items like plant,

buildings, offices, vehicles, etc. ‘Liabilities’ consist of sources of finance, such as

shares, loans, overdrafts, etc. and, of course, they always balance! It is strange,

then, that most acquisitions are made at over five times the so-called value of the

tangible assets. The resulting consolidated balance sheet of the acquiring

organization then has to include a balancing item on the ‘assets’ side of the

balance sheet known as ‘goodwill’. An uncharitable commentator would say that

this is the first time in the history of the company that the size of the error made

by accountants in valuing the company comes to light and that it takes an

acquisition, or the threat of an acquisition, to work out how big the mistake is!

There are, of course, perfectly good reasons why professional accountants do

not recommend goodwill to be included in balance sheets as a matter of course and

the authors agree with such reasoning. Nonetheless, it is obvious that this
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‘goodwill’ is the only real asset that any company has and that its value resides

in intangibles such as brand names, organizational reputation, relationships with

distribution channels, the trust of customers and consumers, etc. All of these

quintessential elements are what marketing as a function and as a process is there

for. So, having spelled out the vital importance of correct market definition and

segmentation, we can now proceed to expand on how strategies can be developed

for these defined segments which explain why customers would prefer to buy from

us rather than from any other competitor who happens to be around. In popular

terms, this is more commonly known as ‘strategic marketing planning’.

The desired outcomes of strategic marketing planning

There are some 40 years of research into the topic of strategic marketing planning,

an area that overlaps with and is sometimes indistinguishable from strategic

planning and corporate planning. The topic is generally seen as beginning with

Levitt,(1) with major landmarks in the work of Chandler,(2) Ansoff(3) and

Andrews.(4) A thorough review of this vast amount of work shows two striking

features:

1 A bias to process at the expense of outputs: Most of the published work in the

area concentrates on the process of planning with relatively little attention paid

to the desired outcomes or outputs of that process. Although widely seen as

leading to a plan, the implementation of which will lead to sustainable

competitive advantage, there is a distinct lack of definition about what the

precursors or contributory components of sustainable competitive advantage

might be.

2 A set of useful tests for strategy quality: The more advanced work in the field

does attempt to identify generic properties of a good strategy that might be

used as quality tests for the outputs of the strategic planning process. While this

work is clouded by lack of agreement on terms and unevenness of approach

between different thought leaders, it is possible to discern and explicate a list

of these generic qualities of a good marketing strategy. These are described in

Table 3.1.

This part of this chapter, therefore, makes clear the intent and goals of strategic

marketing planning. The next part seeks to understand the processes by which

these goals are attempted and the degree to which formal strategic marketing

planning processes are used.
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Table 3.1 The nine generic properties of a good marketing strategy*

Generic Property

of Strategy

Description

Clarity of scope Good marketing strategy clearly defines the scope of activity of the

organization both positively (e.g. what product/market combinations will

have resource allocated to them) and negatively (what product/market

combinations will not have resource allocated to them)

Definition of intended

competitive advantage

Good marketing strategy clearly defines the nature of competitive

advantage in terms recognizable to the customer (e.g. lower price, better

performance with respect to some customer needs)

Internal consistency and

synergy

Good marketing strategy minimizes conflict and contradictions and

maximizes synergies between the different elements of the marketing mix

Degree of uniqueness Good marketing strategy is to a degree unique (compared to the

competition) in a way recognizable to the customer

Congruence with the

external environment

Good marketing strategy recognizes the implications of the external

environment and aligns the organization’s resources towards those

implications

Consistency with the

organization’s objectives

Good marketing strategy is compatible, in both scale and direction, with

the quantitative and qualitative goals of the organization

Acceptability of risk level Good marketing strategy proposes a broad course of action that limits

risks within the boundaries acceptable to the organization

Feasibility within the

organization’s resources

Good marketing strategy is implementable within the resources available

or accessible to the organization without contradicting its goals or risk

acceptability boundaries

Provision of a level of

guidance to tactical

activity

Good marketing strategy makes clear the direction and scale of tactical

activity both positively (what is to be done) and negatively (what is not to

be done)

Summary: Any marketing strategy has two core components: a statement of the target market(s) and a

statement of the intended basis of competitive advantage. Good marketing strategies define these in such a

way as to optimize strategic fit, synergy, risk etc.

*This list owes much to the original work of Brian Smith, Managing Director of PragMedic.
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The process and practice of strategic marketing planning

Marketing planning

All organizations operate in a complex environment, in which hundreds of

external and internal factors interact to affect their ability to achieve their

objectives. Managers need some understanding, or view, about how all these

variables interact and they must try to be rational about their decisions, no matter

how important intuition, feel and experience are as contributory factors in this

process of rationality. Most managers accept that some kind of formalized

procedure for planning the organization’s marketing helps to sharpen this

rationality so as to reduce the complexity of business operations and add a

dimension of realism to the organization’s hopes for the future.

The essence of marketing planning

The contribution of marketing planning to organizational success, whatever its

area of activity, lies in its commitment to detailed analysis of future opportunities

to meet customer needs and a wholly professional approach to selling to well-

defined market segments those products or services that deliver the sought-after

benefits. Such commitment and activities, however, must not be mistaken for

budgets and forecasts. These have always been a commercial necessity. The

process of marketing planning is a more sophisticated approach which is

concerned with identifying what, and to whom, sales are going to be made in the

longer term to give revenue budgets and sales forecasts any chance of being

achieved.

In essence, marketing planning is a managerial process, the output of which

is a marketing plan. As such, it is a logical sequence and a series of activities

leading to the setting of marketing objectives and the formulation of plans for

achieving them. Conceptually, the process is very simple and is achieved by

means of a planning system. The system is little more than a structured way of

identifying a range of options for the organization, of making them explicit in

writing, of formulating marketing objectives which are consistent with the

company’s overall objectives and of scheduling and costing the specific activities

most likely to bring about the achievement of the objectives. It is the

systemization of this process which lies at the heart of the theory of marketing

planning.
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Types of marketing plan

There are two principal kinds of marketing plan:

➡ the strategic marketing plan

➡ the tactical marketing plan

The strategic marketing plan is a plan for three or more years. It is the written

document which outlines how managers perceive their own position in their

markets relative to their competitors (with competitive advantage accurately

defined), what objectives they want to achieve, how they intend to achieve them

(strategies), what resources are required, and with what results (budget). Three

years is the most frequent planning period for the strategic marketing plan. Five

years is the longest period and this is becoming less common as a result of the

speed of technological and environmental change. The exceptions here are the

very long-range plans formulated by a number of Japanese companies which may

often have planning horizons of between 50 and 200 years!

The tactical marketing plan is the detailed scheduling and costing of the

specific actions necessary for the achievement of the first year of the strategic

marketing plan. The tactical plan is thus usually for one year.

Research into the marketing planning practices of organizations shows that

successful ones complete the strategic plan before the tactical plan. Unsuccessful

organizations frequently do not bother with a strategic marketing plan at all,

relying largely on sales forecasts and the associated budgets. The problem with

this approach is that many managers sell the products and services they find

easiest to sell to those customers who offer the least line of resistance. By

developing short-term, tactical marketing plans first and then extrapolating them,

managers merely succeed in extrapolating their own shortcomings. Preoccupa-

tion with preparing a detailed marketing plan first is typical of those companies

that confuse sales forecasting and budgeting with strategic marketing planning.

The contents of a strategic marketing plan

The contents of a strategic marketing plan are as follows:

➡ Mission statement – This sets out the raison d’être of the organization and covers

its role, business definition, distinctive competence, and future indications.

➡ Financial summary – This summarizes the financial implications over the full

planning period.
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➡ Market overview – This provides a brief picture of the market and includes:

market structure; market trends; key market segments; and (sometimes) gap

analysis.

➡ SWOT analyses – These are the strengths and weaknesses of the organization

compared with competitors against key customer success factors plus the

organization’s opportunities and threats; they are normally completed for each

key product, or segment.

➡ Issues to be addressed – These are derived from the SWOT analyses and are

usually specific to each product or segment.

➡ Portfolio summary – This is a pictorial summary of the SWOT analyses that

makes it easy to see, at a glance, the relative importance of each; it is often a

two-dimensional matrix in which the horizontal axis measures the organiza-

tion’s comparative strengths and the vertical axis measures its relative

attractiveness.

➡ Assumptions – These are the assumptions which are critical to the planned

marketing objectives and strategies.

➡ Marketing objectives – These are usually quantitative statements, in terms of

profit, volume, value and market share, of what the organization wishes to

achieve. They are usually stated by product, by segment, and overall.

➡ Marketing strategies – These state how the objectives are to be achieved and

often involve the four Ps of marketing: product, price, place, and promotion.

➡ Resource requirements and budget – This is the full planning period budget,

showing in detail, for each year, the revenues and associated costs.

The contents of a tactical marketing plan

The contents of a tactical marketing plan are very similar, except that this plan

often omits the mission statement, the market overview and SWOT analyses, and

goes into much more detailed quantification by product and segment of

marketing objectives and associated strategies. An additional feature is a much

more detailed scheduling and costing of the tactics necessary to the achievement

of the first year of the plan.

The marketing planning timetable

Figure 3.4 depicts the relationship between the marketing planning process and

the output of that process: the strategic and tactical marketing plans. Figure 3.5
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Planning team ‘kick-off’
meetings with unit
managers to discuss overall
guidelines for the three-year
planning period

March

1 Unit mission statement
2 Summary of unit’s

performance last year
3 Summary of financial

projection for the next three
years

4 A market overview
5 SWOT analyses (of major

products/markets)
6 Portfolio summary
7 Major assumptions
8 Marketing objectives and

strategies for next three years
9 Financial projections for next

three years

May

Typical timetable for creating unit
strategic marketing plans

Planning team discuss three-
year business plans with unit
managers and amend as
necessary

May

HQ consolidation of one- and
three-year plans

December

Present amended three-year
plan and detailed one-year
plans to planning team

November
Prepare detailed one-year
operational plan with
forecasts and budgets

Between September and October

What unit managers present in their
strategic marketing plans

Unit managers carry out
marketing audits

Between March and May

Note: The marketing planning process must not be confused with what appears in the plan itself,
which is described on the right.
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shows the same process in a circular form, as this indicates more realistically the

ongoing nature of the marketing planning process and the link between strategic

and tactical marketing plans.

As we indicated in Chapter 1, it is important to be clear about the difference

between our (the company’s) objectives, which are usually to do with profit,

volume, value and market share, the strategies we put together (the four Ps) to
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deliver to our customers, and the benefits our customers receive (the four Cs)

which make them want to buy from us and stay loyal to us.

Having explained the essence of best practice in marketing planning, we will

now turn our attention to how the established tools of marketing planning need

supplementing in today’s multi-channel environment.

Planning and innovation*

We live in a time of rapid innovation. The FMCG companies which have long

been held up as examples of marketing excellence are themselves privately

admitting that they have yet to learn how to move beyond the continuous, minor

innovations at which they are expert towards the step-change innovations now

demanded by the business environment.

While product innovation continues apace, with the Internet giving many

opportunities for providing digitizable products and surrounding services
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remotely, we believe that a dominant business theme of the next ten years will be

innovation in the route to market – the channels by which the customer is

communicated with the product delivered. Companies such as Direct Line, First

Direct, easyJet, eBay and Amazon all compete by exploiting IT-enabled remote

channels to add value, reduce costs or both.

How organizations should respond to the opportunities and threats of

these IT-enabled channels and use them to build profitable customer relation-

ships is the subject of the rest of this chapter. We have seen that the IT packages

which enable sales force automation, direct mail, telemarketing, customer

service, e-commerce, marketing analysis and so on, while providing an essential

infrastructure, need to be supplemented by managerial processes such as

market segmentation if the tail is not to wag the dog. Having segmented the

market and understood customer needs as described in the last chapter, we

now need to consider such questions as which channels to use for what

segments, and how different channels should work together to meet customer

needs.

In the remainder of the chapter, we will address these questions by

working through a process for multi-channel strategy formulation, shown in

Figure 3.6. This really expands on certain parts of Figure 3.2 with which we

began this chapter: the Ps of ‘place’ and ‘promotion’, as well as the ‘Predict

market structure’ box. The following sections describe each stage in the process,

and present diagnostic tools for performing the stage.
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Future market mapping: analysing industry
structure
There is clearly little point in making decisions on what channels to use until the

future shape of the whole industry has been considered. Therefore, once a market

map of the current market structure has been developed as we described in

Chapter 2, it is necessary to consider what factors are likely to change the flow of

goods and services through this map. E-commerce is clearly one such major

factor.

The analysis of forces affecting industry competition, which we described in

Chapter 2, often proves very useful for generating ideas on what changes might

occur. These ideas can be fed into a redrawn future market map.

We saw in the last chapter how to annotate a current market map with flows

of money and goods. Given that channels are also used to convey information,

though, it is useful for our purposes also to annotate how information is flowing.

As Evans and Wurster pointed out, physical and information flows together

represent the value added by each step in the chain.(5) One can then consider

whether these components of value can be better provided by a different

configuration of the map.

One possible way in which the car dealer’s role might become unbundled in

future, for example, is shown in Figure 3.7. Recent innovations such as direct car

sales by manufacturers, or sales via Web-based intermediaries like Auto-By-Tel,

have begun to experiment with these kinds of changes. Which of these
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experiments proves permanent is, of course, another issue; but drawing maps of

this sort can help a management team to flesh out the possible options and

identify the relevant opportunities and threats.

There are five main ways in which the market map can be reconfigured:

1 Substitute/reconfigured products. A new channel may enable the underlying

customer need to be satisfied in a different way (‘substitute products’). E-mail,

for example, can substitute for physical post, providing a threat to paper

manufacturers, while online distance learning provides a challenge to book

publishers. Or customer needs may be bundled into different product

configurations (‘reconfigured products’). To illustrate, the newspaper is a

bundled product providing job advertisements, weather information, news,

consumer-to-consumer advertisements and so on for a bundled price. It is now

competing with Internet services which either simply offer one of these

components – such as consumer auction sites – or in other cases, combine some

aspect of the value provided by newspapers with other types of value – an

example being portals. A portal such as Yahoo! meets some of the needs met by

a newspaper, such as the day’s news, and acts as a gateway to others, such as

weather and auction sites, while also satisfying further needs not covered by

the newspaper through the ability to search the Web. It can be seen that

reconfigured products add complexity to the planning process, as two market

maps from different industries may ‘collide’ and need to be considered

together.

2 Disintermediation. IT-enabled channels such as call centres and the Internet can

sometimes enable a link to be removed from the market map, by removing

intermediaries whose primary function of information transfer can be more

effectively performed by other means. Examples are telephone and Internet

banking; direct purchase from clothes manufacturers via websites; and the

bypassing of sales agents and distributors by some consumer goods manu-

facturers who are selling direct to retailers.

3 Reintermediation. In some cases, a previous intermediary is replaced by a new

online intermediary, rather than bypassed. Online sites which automatically

search for the cheapest car insurance are competing with telephone-based

brokers, which in turn caused the demise of the Automobile Association’s high-

street shops in the UK. General Electric’s TPN Register provided an early

successful example of an online marketplace between suppliers on the one

hand, and GE and its partners on the other.
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4 Partial channel substitution. This forms a halfway house towards disinter-

mediation, in which an intermediary’s role is reduced but not eliminated,

through some of its value being provided remotely by the supplier to the

intermediary’s customer. Websites such as those of car manufacturers may

build a brand and provide customer information while pointing customers to

traditional outlets for actual purchase. This is the model adopted by a card

manufacturer we studied in its relationship with retailers, where its website is

supplementing its agent network rather than replacing it.

5 Media switching/addition. Finally, the organizations which form the various

steps in the chain to the consumer may remain the same, but communication

between them may be partially or fully switched from one medium to another.

The many examples of this, the simplest type of transformation of the market

map, include Dell’s addition of the Internet to its other means of communicat-

ing with customers, and electronic components distributor RS Components,

which has similarly added a Web channel to its dominant telephone sales

model, while still selling to the same customers.

Predicting what reintermediation will occur is particularly difficult, as the

possibilities are numerous. Will a given relationship – say, between CTN

(confectioners, tobacconists and newsagents) stores and the manufacturers of the

goods they sell – be a direct one? If so, will the shops buy from a range of

suppliers’ websites, or will the suppliers respond to tender requests provided

electronically by shops? Or will there be a new intermediary acting as a

marketplace between the two? As shown in Figure 3.8, the various possibilities

can be placed in an approximate order, from a supplier’s website (such as Japan

Airlines, which puts out open invitations to tender to suppliers), at one extreme,

to a vendor’s website (such as the Consumers’ Association, which provides an

electronic version of its Which? magazine at a cost) at the other.

Neutral marketplaces are midway between the two. An example is an

auction site, which is tied neither to the buyer nor to the seller. Somewhat closer

to the vendors are intermediaries such as Auto-By-Tel, which passes on leads to

a local dealer (though it has also more recently added a direct sales operation). A

more buyer-oriented intermediary is TPN Register, which we discussed earlier:

set up by a consortium of buyers, it acts to ensure that they gain low prices

through economies of scale, as well as gaining efficiencies in processing costs.

Which of these possibilities becomes the dominant trading mechanism in a

given relationship depends on the number of vendors and buyers, and their
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relative power. Where there are few buyers and many suppliers, or buyer

power is great, the market will tend towards either individual buyer websites

or buyer-oriented intermediaries such as the Covisint exchange set up by

several car manufacturers. Conversely, a small number of suppliers selling to

large numbers of customers will have the power to control the market through

their own websites or through supplier-oriented consortiums. Large numbers of

both suppliers and buyers will tend to use a neutral marketplace to reduce the

search and transaction costs of both parties, though a supplier with a

particularly strong brand and/or product differentiation, such as Harvard

Business Review or the medical journal The Lancet, may choose not to participate

in such marketplaces.

To reconfigure the market map, therefore, one needs to consider the potential

effect of each of our five broad changes in turn. In each case, one needs to:

➡ sketch the effect of the change on the market map, indicating who will now

provide the various aspects of value previously received by the end

customer;

➡ consider whether the value received by the end customer, in benefits minus

costs, is greater with the new structure (for each segment);

➡ if the effect is positive for some segments, incorporate the transformation in a

revised market map.
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Whether one regards the effect on customer value as positive depends on the

organization’s positioning within the relevant market. In terms of Michael

Porter’s three generic strategies this will imply:

➡ for low-cost strategies, an approximate parity needs to be ensured on non-price

buying criteria, while beating the competition on price; 

➡ for differentiation strategies, excellence needs to be ensured on one or more

value-related criteria, while ensuring approximate parity on others;

➡ for niche strategies, strength needs to be high on criteria important to the target

niches.

Table 3.2 contains some additional questions for disintermediation, partial

channel substitution and media switching/addition.

This process may seem complicated, but in practice it is possible to develop

a good enough future market map in a couple of workshops. A summarized

example from a UK groceries company is shown in Figure 3.9.

The current market structure (shaded boxes) involves manufacturers

reaching consumers via a combination of the major multiple supermarkets,

independent stores and CTN stores. The manufacturers participating in the

workshop took the view that because the major multiples are few in number and

hold considerable buying power, their relationship with manufacturers will either

continue to be a direct one, using purchasing systems dictated by the multiples,
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Disintermediation Does the removal of an intermediary improve physical flows?

If so, can information flows or other value-adding services provided by

the intermediary be as effectively handled by others in the chain?

Can the flow improvements be translated into enhanced value for the
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Partial channel substitution Does the addition of an Internet communication channel improve

information flows (e.g. cheaper communication with customer)?

Can relationship with intermediary be redefined to deliver mutual

benefit?

Media switching/addition Within the current structure, can the Internet reduce costs or add value

for some communications? Consider the e-marketing mix.
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or will be mediated by a buyer-oriented intermediary, as shown in the potential

future structure shown by the unshaded boxes.

The many-to-many relationship between manufacturers and independents or

CTNs, though, needs a more neutral intermediary, such as is provided currently

by wholesalers. The workshop predicted a similarly neutral online intermediary

succeeding here, either through a new entrant start-up or through media addition

by a wholesaler. Likewise, the relationship between manufacturers and suppliers

is likely to include a neutral spot market for commodity ingredients. These

predictions appear consistent with industry developments to date.
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Towards a future market map in financial services

As another example, Figure 3.10 shows a current market map for retail financial

services, developed by a panel of financial services strategists during a Cranfield

workshop. Although the workshop did not get as far as a full future market map,

the circled annotations suggest ways in which the map might change in the future

as a result of e-commerce, according to the panel.

The changes they predicted were:

1 Fund managers go direct. Fund managers may find that e-commerce makes it

easier to sell their products directly to customers. The simplification and

transparency of pricing being encouraged throughout the industry should help

customers feel more comfortable buying products directly: in fact they may



Manufacturer ConsumerConfigurer Industry
info Agent Gateway Consumer

info

Merge?

Protection

Pensions

Investments (Life)

Funds

Cash

Mortgage

Tied

Direct sales

Telesales

Retail outlets

Web

IFAs

Local

Network

National inc. banks/
building societies

Discount

Execution only

Stockbrokers

RPBs (accountants/solicitors, etc)

FS Group

Retail, e.g. M&S

Research

Press

Portals/
trading platforms

Affinity groups
(inc. trade
unions)

Companies

Individual

Corporate

TV

Press

Daily/Sunday

Consumer finance

Web

Radio

WAP

Purchase decision or market leverage point

Activities likely to be impacted by e-commerce

Merge?

P L A N N I N G F O R M A R K E T T R A N S F O R M AT I O N

prefer this route since they may be wary of an agent who is receiving a large

commission for his or her advice. The ability for fund managers to present clear

and easy-to-understand information about their products and their perform-

ance online should encourage such direct sales.

2 The customer becomes the configurer. Using e-commerce, customers may be

able to configure their own investment products from manufacturers. Cur-

rently this would be time-consuming and configurers have the significant

amount of regulatory knowledge which is necessary to undertake this function.

However, e-commerce applications that contain this regulatory knowledge as

‘rules’ could allow customers to undertake this function themselves.

3 There is a blurring of industry and consumer information. Currently information

provided to agents and other professional advisers in the market is quite

distinct from that provided to consumers. The former is more detailed and may

require specialist knowledge to understand. However, there are already signs

of distinction blurring, with insurance exchanges that have traditionally been

wholesale or trade exchanges now providing e-commerce routes to end

consumers.
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4 Affinity groups may become trusted portals. Consumers in the online world may

join communities of interest, such as ThirdAge.com, a community for over-60s.

These communities may be the route that many choose to buy goods and

services online.

5 There is a ‘dumbing down’ of advice. Currently many people wishing to buy

investment products turn to a trained, regulated financial adviser. With

e-commerce a rise of electronic agents offering advice is likely. These will be

rule-based algorithms that base product recommendations on the answers to a

few simple questions. There is a chance that such systems will miss subtleties

in the client’s situation, and hence result in the wrong product being bought.

6 E-commerce results in greater product switching. The ease of purchasing

products via e-commerce, particularly with interactive TV that provides for

flow-through sales, may lead to greater impulse buying and hence greater

switching as consumers gain in confidence and perceive switching as easier.

While sophisticated customers may gain, others could lose financially if they

withdraw prematurely from products aimed at long-term investment. Suppli-

ers will need to streamline administration to cope.

7 E-commerce may cause cycles in consumer’s buying patterns. A pattern was

observed in the US whereby many consumers transferred to no-load (no up-

front fee) funds via telephone and Internet sales channels. As the value of their

investment increased, many were turning back to personal advice on how to

protect their investment. Similar cycles of consumer habits may occur in the

future. Market conditions may add to cyclicality of consumers’ buying

patterns, bear markets tending to reduce investors’ confidence to act without

advice.

8 Smaller players are more nimble. Evidence of this in the investments market is

already being seen with small IFAs adopting e-commerce services ahead of

larger chains.

9 E-commerce encourages customers to serve themselves but does not remove face-

to-face contact. By encouraging consumers to register changes of address or

premium amounts online, the agent or manufacturer is outsourcing some of the

administration to the consumer. But many consumers will continue to wish to

combine electronic communication with face-to-face contact with advisers,

particularly for more complex products.
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Whatever the specifics for one’s own industry, it is clearly sensible to come to a

view on the future shape of the market before taking decisions on which channels

to use for what purpose. Worksheet 3.1 at the end of this chapter suggests some

steps for doing this in your own organization.

Multi-channel integration: channel chains

Once the future shape of the industry structure has been predicted, the

organization at least knows who its customers will be in the future – an important

step which is omitted from numerous standard strategy processes. The next step

is to segment these customers into groups with similar buying behaviour.

As we have discussed in Chapter 2, this involves determining the buying

factors, or critical success factors, which represent the main benefits customers

use to decide between suppliers, and establishing their relative importance, or

weighting, to the customer. Customers with similar buying factors and weights

can then be grouped into clusters, or segments. An example was shown in Table

2.4 in Chapter 2.

Another example is the buying factors and weights listed at the bottom of

Figure 3.12, for a hypothetical segment of the books market. These customers are

most interested in the cost they pay – the price plus any other charges such as

delivery – but are also concerned with such factors as convenience of purchase

and the ability to browse for the book they want. We will return to this figure

later.

We also need to know what channels each segment uses to buy currently, and

what channels will be available to them in the future. Here, though, there is a

complicating factor. In many markets, customers do not use a single channel.

Rather, they use a number of channels in combination to meet their needs at

different stages of their relationship with the supplier. To represent the current

channel use, we therefore suggest the use of a new tool, channel chain analysis,

which we illustrate in Figure 3.11.

Channel chain analysis involves describing which channels are used at which

stages of the purchasing process. The stages of the process are listed on the left of

the diagram. We have used our revised sales process from Chapter 1, but you can

use whatever stages make most sense in your industry. The channels used to

accomplish the stage are listed against each stage. The channel used for one stage

will often affect which channel is likely to be used at the next stage, so the relevant

boxes are joined with a line.
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In this example from the business-to-business PC market, three of the

common channel combinations are illustrated. The channel chain on the left

shows the traditional account management approach, as exemplified by most of

the large computer companies until the start of the 1990s, when most of the sales

process was handled face-to-face by account managers. Still a model used for

larger computers or major contracts, it has tended, though, to be supplanted by

other channel chains which offer better channel economics for smaller deals.

The first of these new channel chains was the direct model pioneered by Dell,

illustrated in the middle of the figure. Here, press advertising formed the

dominant marketing tool, with further information provided by product

brochures and call centre staff. The actual order could be placed by a number of

means – often a traditional fax or order sent by post by the accounts

department.

More recently, Dell and its competitors have added the Internet to the

channel mix, as illustrated on the right. But Dell is far from a pure-play Internet

provider. It has account managers for major accounts, who build relationships

and negotiate discount levels. The account managers are freed from the details of
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product configuration and pricing by the website, while the order itself is as likely

to be placed by fax or post as it is on the Web.

Different channels, then, are needed at different points in the sales cycle, and

different competitors may adopt different approaches. The trick is to offer a

channel chain that is appropriate to the differing needs of a company’s target

segments. It is easy to imagine a fourth, pure-play channel chain which has a low

cost structure and is appropriate to certain price-sensitive segments – and, indeed,

competitors adopting this approach exist.

Having drawn the channel chains in current use, the next step is to consider

possible future channel chains. This requires experimentation with channel chain

diagrams to think through not just how the sale is to be made, but also how every

other aspect of the customer’s needs will be satisfied. Will a mobile phone

purchaser buying over the Web be able to return a faulty phone to a nearby store?

Will an e-hub be able to handle not just price negotiations, but also information

flows on stock levels, complaints, returns and product development – and if not,

what additional channels will be needed?

As with the industry restructuring which we considered earlier, the acid test

as to whether these new channel chains will flourish is whether they represent a

better value proposition to the customer: we will return to this topic below.

There is a timing issue to be considered as well. Even if a channel chain offers

a theoretically better proposition to customers, they may not yet be ready for it.

A channel chain innovation, like a product innovation, is likely to proceed along

the lines of the diffusion of innovation curve we discussed in Chapter 1. If one

hopes to convert customers to the Internet, for example, it is clearly necessary to

consider what proportion of the customer base has Internet access and how

mature their use of it is. We recall one department store which wasted millions on

an aborted Web service in the mid 1990s because it was simply too far ahead of

its market.

As a slightly different alternative approach, Worksheet 3.2 at the end of this

chapter suggests some steps for considering how channels combine to meet

customer needs in your own organization.

Channel choice: the channel curve

Channel chain analysis may generate numerous possible bases of channel

competition. In a reasonably pure market, i.e. one which is not too skewed by

regulation or monopolistic dominance, successful channel chains will be those
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which offer the best value proposition to the customer. At this stage, we need to

compare the value proposition across the various potential channel combinations

we have identified.

For this purpose, we recommend drawing up a chart as shown in Figure 3.12,

which we call a ‘channel curve’. For each segment, the buying factors and weights

indicating their relative importance to the customer are listed. The ability of each

channel, or channel chain, to deliver against each factor is then assessed

judgementally on a 1–10 basis: the higher the score, the better this channel meets

this buying factor.

In this hypothetical example, the various means by which a book can be

purchased are compared. It can be seen that, taking all the factors together, the

Internet and physical stores have the best matches to this particular segment. In

reality, different segments of the book market are clearly best matched to different

channels, which would show up clearly if the channel curve was drawn for each

segment’s differing buying criteria.

Another simplification of this example is that, as we have seen, it is often

channel chains which compete rather than individual channels. In these cases, the

various possible channel chains would each be compared against the buying

criteria – so the channel chains would be listed in the key on the left, rather than

individual channels.

Other than looking at the lines by eye to decide which offers the best match

to customer needs, how can one determine which channel ‘wins’? An alternative
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way of presenting the same information makes this clearer. In Figure 3.13, the

same underlying data – shown in the table – is presented in a stacked bar chart.

The height of each segment of the bar is proportional to the score of a factor

multiplied by its weight. So the overall height of the bar gives an approximate

measure of how well, taking one thing with another, the channel meets customer

needs. As with all analyses, though, management judgement should be exercised

in its interpretation.

Both forms of presentation have their advantages, and you can use either or

both. (This bar chart presentation was in fact the form we used when we first

proposed this tool as the ‘channel matrix’,(6) but we then took the idea of the

graphical presentation from Kim and Mauborgne in their ‘value curve’,(7) which

however compared competitors rather than channels.) The main point is, one way

or another, to assess channels not against whether we happen to like them, but

against which will ultimately win out in the eyes of customers.

Our interests do, though, come into the analysis when it comes to price. The

score of a channel chain against price-related factors, such as ‘cost’ in this example

– the total cost including delivery – will be affected by the channel economics,
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which will constrain the price which any competitor using the channel chain will

be able to offer. Conversely, the overall advantage of the channel curve compared

with other channel chains will affect the rate of diffusion of a new channel chain,

and therefore the revenues included in the channel economics analysis. So you

will need to estimate how much higher, or lower, your costs will be if you use a

new channel combination before you can complete this chart.

The ideal way to do this is to work out the Current Lifetime Value (CLV) for

customers in each segment – that is, the value of future revenues minus costs,

discounted to the present using an appropriate cost of capital. (We will discuss

CLV further in Chapter 5.) You can then use the CLV model to work out how the

customer lifetime value would be affected by use of a new channel, by changing

inputs such as transaction costs appropriately.

Whether or not you yet have customer lifetime value figures in your

organization, some rough calculations leading to a channel curve chart will help

you to check whether you’re proposing the right channel for the right purpose. A

form for this analysis is included in Worksheet 3.3 at the end of this chapter. For key

accounts in business-to-business markets, it is useful to supplement this analysis

with an internal value chain analysis. This is explained in Worksheet 3.4.

The prioritization matrix: defining channel strategy

As a result of the previous stages, the organization will have a list of possible

channel innovations, and an assessment of the strength of each potential channel

combination’s value proposition to customers. All sorts of exciting possible

strategies typically emerge by this point. But as one always has a limited budget

and limited management time, it is now necessary to prioritize between the

options available.

Our research, along with that of colleagues such as Cranfield’s Professor

Adrian Payne, suggests that in broad terms companies tend to adopt one of the

following approaches to channel strategy:

➡ A single channel provider provides at least the bulk of its customer service

through one channel. Direct Line and First Direct both started as more or less

pure telephone operations, while in the Internet world the approach is referred

to as ‘pure play’, and represented by Amazon, eBay and so on.

➡ A channel migrator started with one single channel, but is attempting to

migrate its customer base onto another channel on the grounds of increased
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value or reduced cost. EasyJet initially sold tickets by phone, but now provides

financial incentives to its price-sensitive customers to buy online, where the

great majority of its tickets are now purchased.

➡ An activity-based strategy uses different channels in combination to provide

different tasks in the customer experience – that is, a channel chain involving

different channels at different points in the buying cycle. For example, a major

corporate foreign exchange business uses the Internet to generate leads, a

direct sales force to sign up new clients, and a call centre or the Internet to take

orders.

➡ An integrated multi-channel approach involves offering different channels to

the customer without attempts to influence which the customer uses. First

Direct provides both telephone and Internet banking as an integrated service.

While the Internet service has much lower unit costs and also has proved

better for cross-selling, First Direct chooses to position itself on customer

service and accept the higher costs from those customers who primarily use

the telephone without penalizing them or rewarding Internet users.

➡ A needs-based segmentation strategy involves offering different channels to

different customer groups to meet their varying needs. Each of these routes to

market may use the same brand name, or different names. The insurer Zurich’s

multiple brands, including Allied Dunbar, Zurich and Eagle Star, tend to

concentrate on different routes to market – direct sales force, IFAs, company

pension schemes – in order to serve customer groups with differing needs and

attitudes. Zurich has begun to rationalize this set of brands, though, to achieve

economies of scale across Europe and concentrate on the brands with the best

brand values.

➡ A graduated customer value strategy uses high-cost channels such as account

managers for high-value customers, and steers lower-value customers to

lower-cost channels such as the Internet, call centres or value-added resellers.

The IT industry has long made use of this approach. The UK’s clearing banks,

though, are in danger of doing the precise opposite, offering the high-cost

branch network to the lower-value customers who prefer not to bank by phone

or Internet.

How are we to choose between these approaches? Although the channel

curve will determine which approaches are likely to succeed in the market as a

whole, an organization will typically not have the resources to pursue all viable
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options – some of which may, in any case, deliver little value to shareholders,

despite being accepted by the market. It is this dimension of attractiveness to the

organization which we have not yet considered fully. The answer is to use a

portfolio matrix which looks both at the attractiveness of an offering to the

customer, and its attractiveness to us.

The directional policy matrix, an elaboration of the earlier Boston matrix, has

long been used to provide a rational basis for resource allocation between

different product-market combinations, or product-markets. It is illustrated in

Figure 3.14.

The matrix compares different product-markets within an organization or

business unit, each represented by a circle.The product-markets are compared

against three criteria:

➡ Relative business strength. How good the company is at satisfying customers,

compared to the competition. Using a list of the customers’ key buying criteria,

as we did in the channel curve above, you score yourself and leading

competitors against each criterion on a judgemental 1–10 basis, then compare

the total of the company’s scores against the total of the best competitor’s. The

98

Figure 3.14
Directional policy
matrix

A portfolio matrix
looks both at the
attractiveness of
an offering to the
customer, and its
attractiveness to
us



P L A N N I N G F O R M A R K E T T R A N S F O R M AT I O N

scores should be weighted against the relative importance of the various

criteria to the customer.

➡ Market attractiveness. How attractive the product-market is compared with

others. This uses a similar multi-factor calculation, but here using criteria such

as market size, growth and profitability to compare the attractiveness of the

various opportunities.

➡ Revenue from the product-market at present, which is reflected in the circle

size.

All other things being equal, a product-market in the top left of the matrix should

be invested in to grow the market share. The value of a high share in a fast-

growing market will be even greater in the future, when the market is larger, than

it is now, so it makes sense to invest for the future. In the bottom left, the market

position should typically be maintained: these product-markets can be a good

source of cash to fund the sources of future growth, so should be looked after

though not excessively ‘milked’ or, on the other hand, invested in too heavily. The

bottom right quadrant should be managed for cash, which may involve cessation

or divestment, or just profit-taking. The top right quadrant involves selective

investment in those product-markets where the company judges that it can move

the position leftwards.

When working with companies on their e-commerce strategy, we have found

difficulties with using the directional policy matrix in this form. However much

we encourage managers to be future-oriented in their scoring, and to look for

potential for profit growth rather than current profitability, the tool is most

naturally suited to businesses where many, at least, of the product-markets to be

plotted are up and running. In contexts such as e-commerce, though, the market

may not even exist yet. So identifying the leading competitors may be

meaningless, as may be trying to score our performance against the customers’

buying criteria.

This is a real problem, as e-commerce and other new routes to market

provide a myriad of opportunities which managers really need help in

prioritizing. Various authors have proposed ways round this difficulty, an

example being Cisco’s eBusiness value matrix.(8) Another, specifically designed

for e-commerce portfolios, has been proposed by Tjan.(9) He plots the viability, or

potential pay-off, of each current or proposed e-project against its fit – its potential

to dovetail with a company’s existing processes, capabilities and culture. The
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proposed initiatives can then be plotted on a map, which suggests whether each

should be invested in, redesigned, spun out or killed off – see Figure 3.15.

While these approaches have considerable merits, a disadvantage they share

is that while they assess the attractiveness of an opportunity to the company, they

do not measure its attractiveness to customers – clearly equally critical if the

figures in the business plan are to be achieved.

Along with our colleague Dr Liz Daniel and the innovative marketers at

Skandia, we have therefore developed a variant on these approaches, termed the

prioritization matrix, which we explain in full in Worksheet 3.3 at the end of this

chapter. It is summarized in Figure 3.16.

In brief, this approach compares opportunities such as e-commerce projects

against two dimensions: attractiveness to us and attractiveness to the customer. In

many ways it is just like the directional policy matrix. But in assessing the

horizontal axis – attractiveness to the customer – we compare not rival

competitors but rival business models. In other words, if we are considering

selling via a Web/call centre combination rather than a direct sales force, how

would this business model compare in the customer’s eyes with their current way

of doing business?
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You may have spotted that we have already done much of the work to fill in

this matrix in previous tools. The rival business models are often different

channels, or channel combinations, which we have identified in the ‘channel

chains’ tool. We have compared these against customer needs using the ‘channel

curve’. So the horizontal axis simply corresponds to the position of the proposed

way of doing business on the channel curve compared with the alternatives. A

better curve than the alternatives will correspond to a position well to the left of

the matrix. In fact, the position on the horizontal axis can be determined

mathematically by comparing the height of the bar chart for our proposed

channel, in the alternative presentation shown in Figure 3.13, with the highest of

the alternative channels.

We have found that using this tool provides a welcome structure to the

board’s decision-making debate and rapidly sorts out which projects are the top
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priorities. It also forces the proponents of a project to ask the right questions early

on, increasing the quality of proposals put to the board. Worksheet 3.3 explains

exactly how to use the tool for your own organization.

Determining channel tactics

Once strategic decisions about channel choice and channel combinations have

been made, the work is, of course, only just beginning. Here are just some of the

areas where we have found that channel innovations can go wrong in practice.

Organizational structure can be a barrier to change if it encourages the

organization to think and act around existing channels rather than new ones. One

organization told us how its powerful sales force directors gave a highly

successful call centre channel a decidedly mixed reception, as it reduced the

business coming through their direct sales force. Turkeys rarely vote for

Christmas, so the structure may need radical overhaul to reflect a new channel

strategy. Sales directors, incidentally, often make good directors of Internet

strategy, because they are thoroughly unimpressed with technology and fads, and

concentrate on serving customers profitably.

A particular issue facing many organizations is whether to ‘spin out’ a

business using a new channel. Much in vogue during the Internet euphoria of

1999 and early 2000, setting up a separate company to exploit the Internet or a

‘direct’ call centre business has had varying success. A logical approach is to

consider spin-outs when the channel curve suggests that a pure-play strategy is

appropriate to one or more customer segments. Where the customer need is for a

hybrid model, though, innovation needs to be wedded with integration. Just as

IBM initially set up its PC division with considerable autonomy, later ‘roping it in’

to exploit synergies with the rest of the business, so Gap initially set up its Web

operations with highly independent departments which, however, were kept

within the company in order to integrate them as time went on. Another

successful example of melding independence with synergy is Thomas Cook,

which has re-integrated ThomasCook.com Ltd back into the business. This

hybrid, semi-detached approach seems appropriate for the many companies

requiring a multi-channel model, particularly in the cases of an integrated multi-

channel strategy or activity-based strategy which we discussed earlier.

As with organizational structure, reward systems can become tied to a

particular channel, hence distorting behaviour in favour of maximizing returns

from that channel. As profits ultimately come from satisfied customers, a more
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beneficial approach is to provide rewards based on customer profits or, ideally,

customer lifetime value.

The chief executive of a major retailer’s Web service found that store

managers were not encouraging customers to visit a low-cost Web channel

because they feared it would reduce their annual bonuses. He therefore worked

with the store managers to define metrics which would estimate how much trade

was generated by each store for the website, as well as measuring business passed

in the other direction from the website to local stores. These metrics could then be

used to reward managers to act in the best interests of the business.

Finally, project management for large IT-enabled projects is never easy.

Evidence from an in-depth study we conducted of numerous projects suggests

that the use of software packages, where these are available, not only reduces

risk, but also acts to embed and encourage best practice. Channel innovators

may well find, as with innovators in other IT-enabled areas, that packages are

not yet sufficiently mature to meet the whole of their needs; but it is certainly

worth making a thorough exploration of what is available. A staged approach

to project management is also likely to reduce business and technical risk, as

well as being more likely to keep the board on side through delivery of quick

wins.

Implementation is never easy, and we will expand on these points in

Chapter 6. But without a clear, customer-focused channel strategy, the smooth-

est implementation of the best CRM package will deliver limited value. Those

organizations which develop their channel strategy by focusing on their

customers, not their products or their cost base, will reap the rewards of high

loyalty and high customer lifetime value.

103

Summary

The dotcom stock market bubble could not carry on indefinitely, and it duly burst

early in 2000. With it, the prevailing attitude towards channel innovations using this

high-profile channel also seemed to change. 1999s’ ‘just do it’ rhetoric of first-mover

advantage, Internet years and the new economy was supplemented by a rediscovery

of the language of profit, customer satisfaction and return on investment, and a

recognition of the need to safeguard hard-won brand values from being diluted by

rushed channel initiatives.

If the stagnating dangers of planning based on extrapolation of the past are not

to be replaced by fashion-led, highly expensive channel experiments, some kind of
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synthesis is needed, in a planning process which endeavours to allow for creativity

and which is applied flexibly and without dogmatism. The process we have proposed

to meet this need draws extensively on existing planning processes and tools, but

differs from them particularly in the following respects:

➡ The emphasis on evolving industry structures. Many planning methods skip from

an understanding of the industry’s current structure, perhaps supplemented with

PEST analysis and lists of opportunities and threats, to the issue of how the

organization should position itself within that structure. Our industry structure

analysis stage adds the important step of predicting how the industry structure

itself is likely to be changed as a result of channel initiatives, quite independently

of what position the planning organization takes towards potential new

channels.

➡ The analysis of how channels combine to serve customers through their life cycle.

Rather than simply looking up the relevant chapter of a marketing textbook

corresponding to ‘the channels we use in our industry’, we advocate a creative

analysis of how channels might be combined to add customer value, via the

channel chain technique.

➡ The adaptation of critical success factor analysis to the problem of channel choice

in the ‘channel curve’ provides an intuitively sensible ‘acid test’ as to whether a

channel innovation will, in fact, succeed.

➡ Often it is not competitors which compete, but business models. And yet talk

about business models can become an excuse for woolly thinking and endless

losses. The variant on traditional prioritization matrices we have outlined allows

the right business model to be chosen to best meet customer needs as well as the

organization’s objectives.

We do not pretend that combining market-focused planning and entrepreneurial

innovation is easy. But we believe that it is, at least, better to use planning processes

which do not constrain thinking within the current market structure, and which ask

some of the right questions. The rest is up to your skill, intuition and imagination.
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Worksheet 3.1 Future market mapping

1 Having drawn the current market map as described in Chapter 2, identify those

points (junctions) where actual decisions are made about what is bought by the

ultimate consumer/user and the percentage of total value/volume thus decided at

each junction. In some cases, this point will be the ultimate consumer. In others, it

may be a distributor or other influencer, such as an architect who, although not

buying, say, radiators, decides for a builder what radiators should be bought.

2 Now do a buying factors analysis for each of these junctions, as follows:

(a) Name of
decision-making
junction, or
segment

(b) List the most
important buying
factors considered by
the members of this
junction or segment

1

2

3

4

5

(c) State the relative
importance of each
of these factors to
the buyers. Score
out of 100.

Total 100

3 Using your analysis of competitive forces from Chapter 2, in what ways can these

needs be better met through e-commerce or other new channels?

4 Now redraw the market map as it will be in, say, 3–5 years’ time, given your

knowledge about likely developments in the market, such as:

– new entrants

– new channels

– industry consolidation

– etc

5 OPPORTUNITIES

Draw up a list of opportunities for your organization.

Cost reduction Value creation

1

2

3

4

5
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Worksheet 3.2 Channel combinations

1 For each major decision-making junction on the market map (see Worksheet 3.1),

consider what different means of communication customers use, leading to the

purchase they make. The following chart indicates (as column headings) the major

steps in any purchase process. Against each step, indicate what means is used by

the decision-maker to perform the step. Thus, in each vertical column, what

percentage of this task is currently completed using this medium?

Initiate

dialogue

Exchange

information

Negotiate/

tailor

Commit Exchange

value

Offline advertising (TV, press etc.)

Direct mail

Sales force/face-to-face contact

Telephone

Electronic

Other (state)

2 How, from the customer’s point of view, could this sales process be improved?

Reassess the percentages in these columns as they will be in, say, 3–5 years’ time,

taking account of e-commerce or other new media.

3 OPPORTUNITIES

In any rows where you envisage the percentages changing, list the opportunities

for your organization.

Cost reduction Value creation

1

2

3

4

5
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Worksheet 3.3 Prioritization matrix

When to use the tool

– To decide on the relative importance of a number of possible channel initiatives

(e.g. e-commerce projects).

– First-cut prioritization: to decide which potential opportunities should be devel-

oped into a full proposal.

– Second-cut prioritization: to help the board to prioritize limited resources, taking

into account ‘soft’ issues such as strategic fit as well as ‘hard’ financial issues.

– The tool is, though, no substitute for the development of carefully researched

financials such as ROI calculations, which should be done in parallel and used to

inform the vertical axis, particularly for a second-cut prioritization.

– The tool can help to depoliticize debates about prioritization, and to sell the

conclusions reached.

A. Defining opportunities

1 Select a business unit whose opportunities you wish to prioritize. This may be the

whole organization or part of it.

Business unit:

2 List below the channel-related opportunities (e.g. e-commerce projects) which you

wish to prioritize. These may be projects in development, projects which have gone

live or possible future projects.

Opportunity number Opportunity name

1

2

3

4

5

6

7

8

9

10



P L A N N I N G F O R M A R K E T T R A N S F O R M AT I O N 109

B. Attractiveness to us

1 List a few opportunity attractiveness factors for your organization. In other words,

what attracts you to one opportunity rather than another? For example: impact on

revenue; impact on margins; fit with organization’s mission; fit with organization’s

skills; IT difficulty; business change difficulty.

2 Indicate the relative importance of the factors to you when comparing opportun-

ities by allocating weights out of 100.

3 List your opportunities below ‘Opportunity 1’ etc.

4 Score each opportunity out of 10 on each factor, where 10 is highly attractive.

5 Calculate a weighted average score for each opportunity. Multiply the weight by

the score and divide by 100, then add up these weighted scores to arrive at a total

between 0 and 10.

Scores

Attractiveness

factor

Weight Opportunity

1

Opportunity

2

Opportunity

3

Opportunity

4

Opportunity

5

Opportunity

6

Opportunity

7

Opportunity

8

Total score

Notes
➡ Stick to three to six factors if possible for simplicity. Consider deleting factors

with a weighting of less than 10, or combining them with other factors.

➡ The factors should not have anything to do with customer take-up, which is

dealt with in the following analysis. So assume project success, from the point

of view of the customers, in your scoring. In assessing, for example, ‘impact on

revenue’ of a new website, assume that customers will like it and use it.

➡ Clear factors and weights on this axis with senior management before

proceeding.

➡ Keep factors separate from each other.

➡ Research your financial scores as carefully as you can, particularly for a second-

cut prioritization.

➡ If the results don’t meet your intuition, consider whether you need to iterate, or

whether your intuition needs updating!
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C. Attractiveness to customers/stakeholders

Fill in the table below for each opportunity.

1 How do customers choose between rival suppliers in this opportunity’s target

market? List their few key factors under ‘Buying factor’.

2 Indicate the relative importance of the factors to the customer by allocating

weights out of 100.

3 The remaining column headings are for the different business models (e.g.

different channels) by which you, or your competitors, can serve these customers.

‘New model’ is for the business model you are considering for this opportunity, e.g.

selling a particular product set via a new website; or selling via a business-to-

business exchange you’re considering starting up. ‘Current’ is for your ‘traditional’

way of doing business, as currently done by your organization, e.g. selling via a

direct sales force, or selling over the Web with your current site. If necessary, add

other options (e.g. different business models used by competitors) as well under

‘Other 1’ etc., but for today it’s generally best to leave these blank.

4 How would your customers score your proposed business model against its

alternative(s) out of 10 on each of the buying factors? Enter the scores on the form.

5 Calculate a weighted average score for each business model. Multiply the weight

by the score and divide by 100, then add up these weighted scores to arrive at a

total between 0 and 10.

6 Subtract the ‘current model’ score from the ‘new model’ score to arrive at a

number representing the ‘attractiveness to customers’. Enter this at the bottom of

the form.

Opportunity number: Opportunity name:

Scores

Buying factor Weight New model Current model Other 1 Other 2 Other 3

Total score

Attractiveness to customers (new model score minus best alternative score):
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Opportunity number: Opportunity name:

Scores

Buying factor Weight New model Current model Other 1 Other 2 Other 3

Total score

Attractiveness to customers (new model score minus best alternative score):

Notes

➡ Research factors and weights. Where possible, ask customers, whether formally

or informally. Otherwise, involve a small cross-functional team of those in your

organization who are close to the customers. If you have completed the ‘Future

market mapping’ worksheet (Worksheet 3.1) you can take the factors and

weights from there.

➡ Factors and weights will vary by opportunity, unless two opportunities represent

different means of targeting the same customer groups with the same need.

➡ Include all the main buying criteria, even if they are unaffected by the new

business model you are proposing.

➡ If different segments are known to exist and buy on different criteria, the form

should technically be filled in for each segment, but for simplicity you may

choose to fill it in for a typical representative of the target market (i.e. a

distributor, consumer, pensions decision-maker in a company, etc., depending

on the opportunity).

➡ If the opportunity is targeted at a different stakeholder group, e.g. a supply-side

system, modify these instructions to assess the attractiveness factors for this

group. So a system for suppliers might be assessed, in their eyes, on: margin

achieved; transaction costs; fit with organization’s procedures; scope for

building long-term relationship; etc. A recruitment site might be assessed on

range of vacancies, ease of obtaining information, etc.

D. Prioritization matrix

1 Put a cross on the matrix below for each opportunity. Take its vertical position from

the weighted average score at the bottom of form B. Take its horizontal position
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from its ‘attractiveness to customers’ at the bottom of form C. Label the cross with

the opportunity name.

2 Consider the implications for the organization’s resource allocation:

– Where should the investment in money, management time etc. go?

– For these high-priority opportunities, what needs to be done to ensure that your

envisaged scores on the customers’ buying factors are reached?

Notes

➡ Don’t take cross-lines too literally! What matters is the relative position of your

opportunities, not their absolute position on your grid.

➡ Consider interactions between opportunities. If you invest in one opportunity

such as a direct sales channel, will that affect your revenue or profits through

another, such as an agent network?

➡ However, you can’t hold back the tide! If customers wish to switch to a new way

of doing business (represented by a position towards the left of the matrix),

‘cannibalization’ of your traditional business may be necessary if you are not to

leave a competitor to fill the gap.
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Worksheet 3.4 Internal value chain

Only for organizations for whom key accounts are of major significance. For each key account, list ways in which you improve the key

account’s value chain, by reducing their costs or creating value for their customers. Consider e-commerce, other new media or any other

means of adding value to their business. (For service companies consider using the alternative version which follows.)
REDUCING COST CREATING VALUE

Infrastructure – legal, accounting, financial management

Human Resource
Management

– personnel, pay, recruitment, training, manpower planning,
etc.

Product and Technology
Development

– product and process design, production engineering,
market testing, R&D, etc.

Procurement – supplier management, funding, subcontracting,
specification

INBOUND
LOGISTICS

OPERATIONS OUTBOUND
LOGISTICS

SALES AND
MARKETING

SERVICING

e.g.
quality control
receiving
raw material

control
etc.

e.g.
manufacturing
packaging
production control
quality control
maintenance
etc.

e.g.
finishing goods
order handling
despatch
delivery
invoicing
etc.

e.g.
customer mgmt
order taking
promotion
sales analysis
market research
etc.

e.g.
warranty
maintenance
education/

training
upgrade
etc.

REDUCING
COST

CREATING
VALUE



For service companies such as consultants this version may be more appropriate. For each key account, list ways in which you can improve

the key account’s value chain, by reducing their costs or creating value for their customers. Consider, for example, opportunities provided

via the Internet or other new media.
REDUCING COST CREATING VALUE

Infrastructure – legal, accounting, financial management

Human Resource
Management

– personnel, pay, recruitment, training, manpower planning,
etc.

Product and Technology
Development

– product and process design, production engineering,
market testing, R&D, etc.

Procurement – supplier management, funding, subcontracting,
specification

MARKETING
THE
CAPABILITY
AND BUSINESS
ACQUISITION

PROBLEM
SPECIFICATION

KNOWLEDGE
APPLICATION

RESOURCE
ALLOCATION

CONFIGURE
AND EXECUTE
SOLUTION

REDUCING
COST

CREATING
VALUE
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Chapter4
Making the future
happen
Communicating and delivering value

➡ The e-marketing mix

➡ Towards the digital enterprise: a stage model

➡ IT at the customer interface: front-office CRM



Asset
base

Define markets and
understand value

Deliver value
proposition

Monitor
value

Determine value
proposition
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Introduction

In the last chapter we described how to develop a marketing plan which takes

account of today’s changing channels to market. The purpose of this chapter is to

explore how to implement the marketing plan – that is, how to communicate with

customers and deliver the promised value to them, through the variety of media,

frequently IT-enabled, which are likely to be involved. We are therefore dealing with

the bottom box in the map of marketing we have used as the basis for this book (see

Figure 4.1).

Making marketing plans work was never easy, but it used to bear at least some

resemblance to the textbooks. You could look up chapters in many a thick volume on

how to manage the sales force, how to brief an advertising agency or how to

commission market research. These skills are still of course needed, but today’s

marketer is just as likely to be setting up call centres, negotiating with Yahoo! over

banner advertisements, or obtaining customer feedback by e-mail questionnaire. And

at the times when the beginning of a large customer database project seems long ago

and the end is nowhere in sight, it can be difficult to see how this morass of meetings,

specifications and schedules will ever deliver more value to customers.

So we will concentrate in this chapter on what’s different about IT-enabled

channels and how to manage them.

Fortunately, by this stage in the book, we have a vision to provide some light at

the end of the tunnel. We know who our customers are, how they segment, what
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they want from us, and what channels they would prefer to use. And we have

decided which of the resulting opportunities we want to prioritize. So we have a list

of projects to deliver, and a clear idea of what customer needs each must meet.

Still, when the web designers start talking about hit rates and cookies, it is easy

to lose one’s way. They offer new ways of dealing with the customer that are rather

different from those we’re used to. Should we allow the customers to talk to each

other through a chat facility? Do we want to tailor e-mails to them instead of sending

all the same brochure-like mailing? And how about pricing?

Friction-free capitalism

We need some handle on what is different about IT-enabled marketing, and we

will start with the Internet. Luckily, we were all told the answer some time ago,

weren’t we? Economists told us that the Internet would provide ‘friction-free

capitalism’. Typical was this quote from Business Week in 1998:

“The Internet is a nearly perfect market because information is instantaneous and

buyers can compare the offerings of sellers worldwide. The result is fierce price

competition, dwindling product differentiation, and vanishing brand loyalty.”(1)

So all we need to do is use the Internet to streamline everything and compete on

price.

But it hasn’t turned out that way. Most of us in practice don’t shop around for

the cheapest source of a CD or a Christmas present. Once we’ve found the one we

want from a source we trust and whose prices we generally find respectable, we

buy it. Only 16 per cent of us bother to look at more than one website when

shopping for a toy, and only 11 per cent for a book.

Neither are we different as business buyers. Many of the business-to-business

exchanges or e-hubs that tried to turn everything into a commodity to be traded

purely on price have come unstuck. The early successes have concentrated

instead on lowering transaction costs for both parties, improving information

flows and building relationships, with reverse auctions and the like being a

relatively minor part of the value that they add.

Achilles, the exchange that is making most mileage within the UK utilities

sector at the time of writing, is a case in point. Formed by a company with a long

history of vetting potential suppliers to help utilities form a purchasing shortlist,

it understands well that business-to-business purchasing is about trust, reliability,

service and relationship as much as it is about price.
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So online or offline, price is just one of a number of buying criteria. Should

this really surprise us? After all, even today orders are normally placed by people

not computers, and they are still the same people who are buying online today

who were buying offline yesterday. And as we saw in our discussion of the

channel curve in the last chapter, our buying criteria remain fairly constant with

time – it’s just that the means of satisfying those needs and wants evolve. So if

offline market research has suggested, over the years, that the price-sensitive

segment of most markets is only around 10–15 per cent of the market, we should

not be surprised to learn that only 8 per cent of Internet users are active bargain

hunters.

So if, like easyJet, our whole business model is based on keeping costs down

so as to target the more price-sensitive customers, then using the Internet to

compete on price makes perfect sense. But most of us will have to look elsewhere

for our primary source of advantage. Prices online may be lower in most product

categories, and prices may be subject to much more frequent change as players

use short-term price modifications to match supply and demand, but the price

spreads between the lowest- and highest-priced offerings are just as great,

showing you can compete successfully on other criteria.

The three Cs of Internet marketing

So we need to differentiate ourselves through other means. A well-known

checklist for doing this is the three Cs of Internet marketing: content, community

and commerce. Attract customers to your site through rich content, provide

community facilities such as online debates to ensure that the site is sufficiently

‘sticky’ that they hang around, and eventually if only to escape from your clutches

they’ll resort to placing an order.

As with the notion of friction-free capitalism, there’s a grain of truth here. For

some customers, some of the time, content and community facilities can add

value for which they are prepared to pay. But most of the time, we go to a website

for a particular purpose which we wish to fulfil as soon as we can. The idea that

‘stickiness’ is inherently a virtue is akin to McDonald’s deciding to persuade its

customers to stay in its stores all day long, even if they’ve only come in because

it’s cold and they have no desire to buy anything.

What was missing in this early thinking about e-commerce? A grounding in

the deep understanding of customer needs. And that’s why, before looking at

what’s different about the Internet, we have spent half a book understanding the
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customer, what they want and whether they want to use the Internet anyway.

With that understanding, we are able to apply the right acid test for any proposed

IT-driven innovation: which customer need will be better served thereby, for

which customer segments?

Having made that important warning, we will turn to a summary of what

variables the marketer can manipulate in positioning online, or indeed using

other IT-enabled channels such as call centres. For this purpose we will use our

‘e-marketing mix’ or ‘Six Is’ framework.

After that, we will deal with the difficult issue of phasing. Although IT-

enabled marketing has vast potential, the development costs of IT-enabled

channels can be prohibitively expensive. An important issue is therefore the order

in which the relevant IT and process infrastructure should be put in place. Can

one switch to a multi-channel, CRM-enabled business model in one go? Or if a

phased approach is adopted, what order should be followed? While generalized

answers to these questions are difficult, organizations typically follow a similar

route to each other, which may provide at least one clear route through the future.

A ‘stage model’ showing this route is the subject of the middle section of the

chapter.

Finally, when talking to IT colleagues, marketers need at least an overview of

the technology for supporting product/service delivery and what it can do. This

is the legitimate domain of front-office CRM. We will provide an overview of

front-office software at the end of the chapter.

The e-marketing mix

The six Is of the e-marketing mix show the levers that are available for the

marketing manager to pull through the use of IT. Many of our examples will relate

to the Internet, but the framework applies equally to other IT-enabled channels

such as call centres, interactive TV, sales force automation and direct mail.

Like the classic four Ps of marketing, it does not follow that each of these

levers must be fully pulled in every situation. In the same way that not every

product requires a low price, it is clear that not every product requires

information-enabled individualization, for example. These choices must depend,

as always, on the needs of specific customer segments and their matching to the

organization’s capabilities and desires.

But a starting point is to be clear on what options are available, and this

simple framework provides a structure for a brainstorming discussion between
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technologists and their commercial colleagues in terms which both sides can

understand. The framework is summarized in Figure 4.2, and we will discuss

each of its elements in turn. Worksheet 4.1 at the end of the chapter can be used

as a framework for your own organization if you wish.

Integration: know your customer

In the smallest organizations, customer information can be held on a few index

cards. For the rest of us, if we are to manage customer relationships, we need

systems which manage data about the customer, unifying this data throughout

the customer life cycle, from initial contact, through configuration and sales, to

delivery and post-sales service. Because the customer may contact us through a

variety of channels, this data must also be integrated across communication

mechanisms. That way, a call centre operator will know about a letter that was

sent yesterday, and a field sales representative can call on information about

previous purchases and customer profitability to assist judgements about

discount levels.
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This integration is as important with the Internet as with any other

communication medium, a fact often lost on companies who delegate the website

to enthusiasts in one corner of the organization, or outsource its development and

operations with minimal provision for information transfer – hence repeating the

mistakes often made in the early days of the call centre. As surveys continue to

show, it is all too easy to advertise one’s products on the Web with no attempt to

gather vital customer information, obtain customer feedback, or utilize existing

knowledge about the customer in the propositions put to them. And prospects are

rarely impressed by such lack of care.

Not that integration is easy. Front-end website development is generally the

tip of the iceberg of integrating with back-end systems. But the Internet manager

of UK Internet pioneer RS Components, which distributes electrical components

to engineers, said the best decision he ever took was to include the back-end

integration from the first piloting of his online trading system. Hard as this was,

it was the only route to genuine added value.

Interactivity: beyond addressability to dialogue

Knowing your customers means closing the loop between the messages you send

to them and the messages they send back. Clearly, IT is supporting an increased

use of interactive communication mechanisms, such as telephone and the

Internet, to complement less interactive mechanisms such as mail or mass media

advertisements. It has been said that this is the ‘age of addressability’, as

organizations have endeavoured to communicate with individual customers

through direct mail, e-mail or SMS. Interactivity goes one step further, supporting

a dialogue rather than a one-way communication – although there will, of course,

continue to be many occasions when the asynchronous interactivity of the reply

coupon is sufficient and appropriate.

Whatever the media used, interactive communication is essential if the aims

of relationship marketing – a long-term relationship with customers, in which

continually refreshed customer knowledge is used to ensure that their needs are

met, leading to customer satisfaction, higher retention rates and enhanced lifetime

customer value – are to be realized. The IT systems that underpin this relationship

need to be accompanied, though, by a substantial shift in thinking about the

nature of the sales process, and corresponding changes to internal processes.

Figure 4.3 illustrates traditional views of the sales and purchasing processes,

with our revised interaction perspective between the two.
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Traditional ‘push-based’ models of marketing, in which after the product is

made, prospects are found and persuaded to buy the product, are illustrated on

the left. The delivery and service that follow are operational functions with little

relationship to marketing.

Traditional models of buyer behaviour, illustrated on the right of the figure,

assume more rationality on the part of buyers, but underplay the importance of

what the buyer says back to the seller. The seller’s offer is assumed to be

predetermined, rather than developed in conjunction with the buyer.

In today’s world, we need to think of the sales process as something like the

middle, interaction perspective:

➡ ‘Recognize exchange potential’ replaces ‘Category need’ or ‘Problem recogni-

tion’. Both sides need to recognize the potential for a mutual exchange of

value. For the selling organization, this is much of the purpose of the first two

major processes in our model of marketing, ‘Define value’ and ‘Determine

value proposition’.

➡ ‘Initiate dialogue’ replaces ‘Create awareness’ or ‘Prospecting’. The dialogue

with an individual customer may be begun by either party. One feature of the
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Web, for example, is that on many occasions new customers will approach the

supplier rather than vice versa.

➡ ‘Exchange information’ replaces ‘Provide information’. If we are to serve the

customer effectively, tailor our offerings and build a long-term relationship, we

need to learn about the customer as much as the customer needs to learn about

our products.

➡ ‘Negotiate/tailor’ replaces ‘Persuade’. Negotiation is a two-way process which

may involve us modifying our offering in order better to meet the customer’s

needs. Persuading the customer instead that the square peg we happen to have

in stock will fit their round hole is not likely to lead to a long and profitable

relationship.

➡ ‘Commit’ replaces ‘Close sale’. Both sides need to commit to the transaction, or

to a series of transactions forming the next stage in a relationship, a decision

with implications for both sides.

➡ ‘Exchange value’ replaces ‘Deliver’ and ‘Post-sales service’. The ‘post-sales

service’ may be an inherent part of the value being delivered, not simply a cost

centre, as it is often still managed.

One-to-one communications and principles of relationship marketing, then,

demand a radically different sales process from that traditionally practised. This

point is far from academic, as an example will illustrate.

The company in question provides business-to-business financial services. Its

marketing managers relayed to us their early experience with a website which

was enabling them to reach new customers considerably more cost-effectively

than their traditional sales force. When the website was first launched, potential

customers were finding the company on the Web, deciding the products were

appropriate on the basis of the website, and sending an e-mail to ask to buy. So

far, so good.

But stuck in a traditional model of the sales process, the company would

allocate the ‘lead’ to a salesperson, who would phone up and make an

appointment, perhaps three weeks hence. The customer would by now probably

have moved on to another online supplier who could sell the product today, but

those that remained were subjected to a sales pitch, complete with glossy

materials, which was totally unnecessary, the customer having already decided to

buy. Those that were not put off would proceed to be registered as able to buy

over the Web, but the company had lost the opportunity to improve its margins

by using the sales force more judiciously.
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In time, the company realized its mistake, and changed its sales model and

reward systems to something close to our ‘interaction perspective’ of Figure 4.3.

Unlike those prospects which the company proactively identified and contacted,

which might indeed need ‘selling’ to, many new Web customers were initiating

the dialogue themselves, and simply required the company to respond effectively

and rapidly. The sales force were increasingly freed up to concentrate on major

clients and on relationship building.

Individualization: information-enabled tailoring

Having listened to the customer through interactivity and shared this knowledge

through integration, the company is in a position to individualize the product or

surrounding services where appropriate. The ‘cooking’ of CDs to order and the

provision of tailored news e-mails are cases in point.

The example in Figures 4.4 and 4.5 documents a simple but effective move

towards greater integration, interactivity and individualization in a company

which provides an equipment maintenance service to consumers and, in some

cases, corporate customers. It is instructive in that the changes the company made

were incremental, moving from a situation which was not wholly wrong to one

which was not wholly right, under the constraints of the complexities of IT

development and the vast investment already made in ‘legacy’ systems – a

situation common to many of the companies we talk to.
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Previously, the core maintenance services had their own renewals database,

designed to increase the customer retention rate. A cross-selling database used

much of the same information in order to generate business for related products

such as insurance and advice services. Both databases were updated from the

same operational systems dealing with order handling and delivery of the

maintenance product through a field engineer force.

One problem with this situation was that the two activities are not co-

ordinated: a customer might receive a renewal mailing just before a cross-selling

mailing, and may object that his or her response to the first was not taken into

account in the second. The data from the different systems could be difficult to

analyse: names and addresses, for example, were duplicated, sometimes with

minor differences, so that it was difficult to establish a complete view of the

customer. And separate systems supported the corporate customers, so analysis

by product type was difficult.

As shown in Figure 4.5, the company replaced the two marketing databases

with an integrated data warehouse, which holds information about all customers

and all products. Copies of parts of this data, carefully kept synchronized, are

used for purposes such as a marketing data mart for marketing information and

analysis, and an operational system for call centre support. Now a single mailing

can encourage the customer to renew based on a bundled package with other

related services, assessed according to all available information about the

customer’s needs, and priced according to an assessment of the customer’s
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overall value. A call centre with access to the same information widens the

marketing options available to the company.

Independence of location: the death of distance

What is the difference between shoes made to measure by the village cobbler and

a kitchen made to order by an Internet design service? Both achieve individuali-

zation, but the latter combines it with post-industrial revolution economies of

scale. It is able to do this because the design service can serve a widely-spread

geographical population, using the data transport provided by the Internet and

the physical transport of our industrial-age infrastructure, plus a database-driven

manufacturing facility. Independence of location allows individualization to be

achieved economically. Niche products can serve their target markets even if

spread globally.

Being able to reach your customers wherever they are can also widen

customer choice and extend customer power. As we discussed earlier, this can

result in lower prices, as customers expect the savings made through the lack of

location-based infrastructure to be passed on. Interestingly, prices are not always

lowered online: a study of Japanese online car auctions,(2) for example, found that

online prices were in this case higher, as sellers were able to reach a larger

potential audience in the search for a buyer prepared to pay a given price. Similar

cases of higher online prices are memorabilia and perishable goods such as

concert tickets, where the geographically spread target market can be efficiently

reached online.

Note that as with all the elements of the mix, independence of location is

a variable to be manipulated appropriately, not a ‘good’ in itself. Plenty of

successful businesses will continue to exploit physical locations as a fine

means of meeting customer needs. While Cranfield University School of

Management, for example, helps its MBA students to learn more routine

material such as basic accounting remotely via the Internet, it believes that

there is (currently at least) no equally effective substitute for the interactive

and team-based learning that takes place in the same physical location, and

which Cranfield regards as a key differentiator. So it is choosing an inter-

mediate position on the variable of independence of location. For perfectly

good reasons relating to their strengths and target segments, other competitors

may take different positions.
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Intelligence: informed strategy

Better customer data can also improve decisions on marketing strategy, such as

which segments to prioritize. When a major computer manufacturer discovered

that it could not measure its segment share of particular application areas such as

accounting, personnel and stock control, it changed its order procedures to track

the type of use to which the computer was being put on purchase. This

information could then be aggregated to enable effective planning, as well as

enabling initiatives to serve particular segments more effectively.

In this example of the use of customer information to provide intelligence for

decision-making, the segments were predetermined. In other cases, the segmenta-

tion itself may be derived from the data that has been gathered. In the next

chapter we will expand on IT support for segmentation and other analyses.

Industry restructuring: redrawing the market map

If the previous Is can be regarded as opportunities to change our marketing

approach through the use of IT, this final category represents the observation that

if we do not exploit these opportunities, someone else will. Viewed from outside

the industry, the net effect of IT-enabled marketing will often be radical industry

transformation. As we have seen in Chapter 3, many industries are already being

restructured as organizations redefine themselves to take advantage of IT-enabled

marketing, or are replaced by newcomers who operate according to the new rules.

E-commerce expert Joe Peppard regards this as a ‘third-order effect’ in his

discussion of the impact of IT on industry structures:

“‘The first-order effect is a partial substitution of human co-ordination by IT. For

example, the first-order data processing systems replaced some clerical jobs. If you

take the analogy of transport, the first-order transport of the bicycle simply replaces

walking by cycling the same journey. The second-order effect is of increased co-

ordination. Just as people travelled more as railways were introduced, so with IT a

travel agent can search for more flight options using a computer reservation system.

A third-order effect is a shift towards more co-ordination-intensive structures, such as

the virtual organization. This is analogous to the introduction of suburbs and satellite

towns, as a structure that has evolved due to the greater transport capability. Nike are

an example of a reconfigured organization. All they do is design and market.

Manufacturing, distribution and sales are all outsourced. Now this isn’t possible

without the increased co-ordination capabilities of IT. Research has shown the
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average firm size to be getting smaller: one of the reasons might be the move

towards the virtual organization.”
Joe Peppard (author interview)

Towards the digital enterprise: a stage model

The example of a consumer maintenance company showed how increasing

one’s ‘score’ on such dimensions as integration can be a massive task. Unless

one has the luxury of a ‘green-field’ business, this cannot generally be tackled

in a single phase. And yet some sense of direction is needed if today’s

decisions are not to constrain tomorrow’s. As one war-worn marketing

manager told us as he finally began to see customer benefits 18 months into a

CRM project: ‘You have to eat the elephant of CRM one bite at a time. But first

choose the right elephant.’

We will therefore describe a stage model of the stages which organizations

typically go through, and discuss the variations on this process seen within some

of the companies we have studied. The model is summarized in Figure 4.6.
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Stage 1: running the business

IT began by supporting such functions as finance, payroll, logistics and

production. If the customer came into systems at all, it was as an ‘account’ with

a billing address, a list of orders and some delivery notes; but beyond the bare

details necessary to support these transactions, the customer was otherwise

faceless and anonymous. This situation represents low ‘scores’ on all six elements

of the e-marketing mix of the six Is. Although numerous small businesses are still

in this position, none of the larger companies we talked to are at stage 1.

Stage 2: piecemeal customer data

At this stage, endeavours have been made to support marketing activities by the

construction of marketing databases that list customers, not just accounts, with at

least some information which is added for purely marketing, rather than

operational, purposes. Most larger companies have one or more customer

databases, though companies with a chain to the end consumer have differing

levels of sophistication of customer information at different points in the chain.

But numerous organizations complain of a variety of customer databases

developed for different purposes, with consequent restrictions in the co-

ordination which is possible across product lines, functions and geography.

The difficulties that lack of integration can cause are illustrated by the case of

Cranfield University School of Management itself, which until recently was at

stage 2. Figure 4.7 illustrates the situation that had developed historically,

concentrating on short courses for managers.

A ‘client service’ database supported the administration relating to deliver-

ing the product: taking orders for courses, sending out information beforehand,

planning ‘production’ resources such as lecture rooms and catering, answering

customer queries and providing financial management information.

A separate direct mail database, developed over several generations,

supported the School’s primary marketing medium, direct mail. This interfaced to

the client service database, passing on information before the course, and taking

a data feed in the opposite direction after the course had happened.

The relatively new marketing channel of the Web had its own database of

product information, but did not as yet hold customer information. Through

e-mail or by printing order forms, customers could then deal with the client

service staff to make further enquiries or place an order.
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As with many of our case studies, this situation was neither wholly good nor

wholly bad. By the standards of its sector, the direct mail operation was

reasonably sophisticated, and the website was proving a valuable resource for its

customers. But the limited integration was posing some restrictions. For example,

the website could not draw on customer information to suggest courses that build

on others that the customer had attended or expressed interest in. The direct mail

system had delayed information from the client service system, restricting the

currency of information on course attendees. The fact that these systems covered

only a part of the School’s product range – due to separate systems for the MBA

programme, for example – restricted the scope for specific targeting of courses, for

example, of particular interest to those already holding MBAs. These and other

restrictions are reasons why the School’s CRM systems have recently been

replaced.

A paper manufacturer we studied was also at this stage. It had developed

databases for particular points in the sales cycle, so a marketing database could

not make use of the sales force’s knowledge when mailings were carried out, and

the sales force did not know when samples had been requested. Its systems

nevertheless provided a degree of integration, with some independence of
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location provided by telemarketing facilities on top of the marketing database. Its

positioning against the six Is is illustrated (with approximate judgement-based

scores) in Figure 4.8. This company recognized that it could leverage much more

value from its IT investments if they were conceived more holistically.
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customer base and generate mailing lists, but otherwise lacked the key link back

to the operational systems which characterizes his second generation, as we will

explore later.

The operational systems centre around the core billing system for home

consumption, which also provides a base for telephone enquiries. The informa-

tion on customers – or, more correctly, on accounts – from this system is copied

into the marketing database, where it is joined by information on the customers’

purchases of related services. The resulting data can be used for such purposes as

segmentation (supplementing the internal data with third party information) and

targeting, evaluating customers for direct mailing lists and estimating response

rates.

Problems with this architecture include the time lag on getting information

into this analysis database – up to six weeks, depending on the information – and

the limited capacity of the database for holding past history. The operational

systems also differ in their view of the customer, making it difficult to gain an

integrated view of the product holdings of one individual, or to track the

individual when they move house. The lack of a clear view of customers also

prevents calculation of a customer’s lifetime value to the organization, as a

marketing manager told us:

“We are shifting from volumes of customers to understanding the value of the

relationship. Depending on the differing value, one may be able for example to
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reduce effort and expenditure on those who cannot be of great value to us. The

problem is that our current systems do not allow us to deliver that because we are

organized by product. We primarily provide a commodity which people consume, and

all our systems are designed around billing and handling queries relating to

that.”
Furthermore, the information flow into the marketing database is one way. It is

difficult to feed back knowledge gained about customers into the operational

systems, so as to affect such customer interactions as when the customer

telephones.

These issues are being tackled, but the situation as it stands is a good

example of stage 3. Its positioning against the six Is is illustrated in Figure 4.10.

Customer intelligence is the main variable which is improved by the marketing

database, enabling strategic segmentations to be developed for example,

although this intelligence is limited by inconsistencies between the data

sources. This intelligence enables individualization in direct mail communica-

tions, but not in other communications such as billing, handling telephone

queries and so on.
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Stage 4: the integrated customer interface

We have seen, then, that the scope for tailoring all the activities of ‘Deliver value

proposition’ to the needs of particular segments is limited if the customer

interface is not integrated. While the main purpose of integration at the customer

interface is to enable customized marketing strategies – stage 5 in our model –

some organizations go through the intermediate stage of integrating the customer

interface first, leaving issues of individualization to later projects.

Consider the implementation of an off-the-shelf CRM system (these are

described further later in this chapter). These systems ensure that everyone at the

customer interface has access to common information, leading to efficiencies

internally. This can avoid the disadvantage of annoyed customers who have to tell

their change of address to several different parts of the organization, or lost sales

opportunities because an enquiry is not passed on.

But of themselves these systems do not extend into the segmentation-driven

marketing strategies that can make use of the resulting rich customer data,

although they may provide an excellent platform for such work.

In other words, integration is necessary but not sufficient for

individualization.

We illustrate with the example of the Netherlands-based Fortis Bank, which

recently completed a project to outsource most of its incoming telephone calls to

a digi-centre, as well as enquiries by fax, e-mail and the Web. Its aims were tactical

rather than strategic: to free up staff in the expensive high street locations to serve

face-to-face customers; to improve response rates to telephone calls (now at 80 per

cent of calls answered within 20 seconds); to improve customer service through

24-hour availability of remote banking facilities; and to ensure that the

organization speaks with ‘one voice’ through arming representatives with full

customer information. These were laudable aims, and were achieved impres-

sively quickly. But work on exploiting this information to proactively assess what

products customers might actually need, rather than the industry’s usual scatter-

gun approach, was understandably left to a second phase.

Hence the project concentrated on the Is at the top of Figure 4.11. Through

integration, the bank has improved its independence of location, as customers

don’t need to come into branches if they don’t wish to. It has at least achieved the

limited individualization that customers can choose the means by which they

contact their branch from a variety of options, even if the bank is not proactively

endeavouring to influence this.
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Stage 5: customized marketing strategy

“ If a customer is high value, we give him a gold-plated proposal. If he’s low value,

he gets a black and white bill proposal on toilet paper.”
Interviewee on customization

The next stage is to use the flexibility of an integrated CRM system to implement

customized strategies adapted to the needs of different segments. To illustrate, we

describe a bank in which the operational systems have already been integrated

with a unifying ‘front-end’ system. The bank is now grappling with how best to

use this infrastructure to define the operational implications for analyses such as

segmentation and customer value. In other words, how is the customer handled

differently as a result of the knowledge gained about him or her?

With an inheritance including a merger between a bank and a building

society, the organization has a wide range of products available, including

mortgages, bank accounts and credit cards, and high customer numbers. In using

this asset base, it described its strategy several years ago as:
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“We are in business to create long-term profitable relationships with our

customers, by providing the full range of financial products supported by a unique

bank.”
What this emphasis on relationships means in practice was spelt out by a

marketing manager.

“Fundamentally the difference between the relationship approach and our previous

transaction approach is that previously it was all about selling the product. Servicing

it afterwards was regarded as a cost and an annoyance. You were focused down in

the product silos, and you tended to treat every customer exactly the same, working

on averages on all the customer/product and profit data. The relationship approach

is to recognize that not all customers are created equal. They differ in what they are

looking for, in the way they use the product and how they deliver stability to us

through their buying behaviour. It means dealing in smaller segments, so we now ask

which customers we want to acquire, which give us a mix of short-term and long-

term potential, and then which products should we focus on for that customer and

which communication method is best, as well as how to retain them.”
The first piece of the IT strategy to support relationship management has been to

integrate operational systems behind one common interface, providing a unified

view of the customer to all staff. This allows implementation of the notion of

seamlessly transferring the customer from wherever they are actually speaking to

a centre of excellence where staff can deal with their needs, as opposed to trying

to multi-skill everywhere. This unified customer-facing system is illustrated on

the left of Figure 4.12.

The second major component of the IT strategy is an analysis database.

Originally developed in order to generate direct mail, this database now also

forms the basis for models which aim to understand the customer better,

illustrated on the right of the figure. This customer understanding is not just of

use in generating direct mail. The bank is now working out how analyses such as

lifetime customer value should affect the handling of the individual customer

interactions in the branch and on the telephone. Development into online

banking, either through use of the Internet or interactive digital TV, is regarded as

a natural extension to the approach.

Overall, the strategy can be summarized as recapturing the individual

service of the old-fashioned bank manager without the prohibitive costs entailed.

Its positioning against the six Is is illustrated in Figure 4.13.
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Stage 6: IT-enabled market restructuring

So far we have described how IT can enable a customer-driven strategy based on

an understanding of customer needs and a translation of those needs into

different organizational behaviour at every point of contact. Stage 6 goes beyond
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this to cover those cases where IT-enabled channels allow the market structure to

be transformed in the organization’s favour.

It would be wonderful to have a crystal ball which predicted how a given

market would change in the future. In its absence, we described in Chapter 3 the

future market mapping technique by which the organization can at least explore

some options and come to its best guess as to how the future might look. In

particular, we discussed disintermediation and reintermediation. To recap,

disintermediation is the abolition of intermediaries, where IT can enable a more

direct approach, while reintermediation refers to the appearance of new

intermediaries such as the holidays-to-hotels service provided by lastminute.com.

A stage 6 organization deliberately and proactively positions itself in the future

market map rather than the current one.

We have referred more than once to the heavily IT-enabled direct sales

approach of Dell, as it is interesting in many ways. It certainly changed the rules

within its industry through the market restructuring it initiated. Dell’s channel

structure is summarized by Figure 4.14.

Dell began by selling personal computers ‘off the page’ in the computer

press, using mail and the telephone to undercut dramatically its rivals with their

expensive networks of field sales forces and shops – though as we discussed

earlier, it has since added a small field sales force to concentrate on senior

relationships within its largest clients.

Its experience in telephone selling gave it a natural head start in under-

standing how the Internet could be effectively added to the channel mix: indeed,
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the manager responsible for its website has claimed that ‘If a company does not

know anything about telemarketing, it must learn about it before developing an

Internet strategy’.(3) For example, it had been forced from an early stage to collect

and distribute integrated information about its customers and their purchases, so

that any telephone operator could deal effectively with any call. When a website

was added as an alternative route to purchase, it was linked into the same

databases so that it could share the same information on products, customers and

orders.

Dell’s website provides all the same services that are available by telephone,

plus some more. In addition to the usual ‘brochure-ware’ of words and pictures

describing what products are available, and a standard ordering facility, the site

includes:

➡ a configuration service that helps the user to tailor the computer they want,

and calculates its price;

➡ information on the order’s status, lead time and so on;

➡ automated customized pricing for its major ‘platinum’ customers;

➡ added-value services such as online support, information on future product

releases and discussion forums for users to communicate with each other.

The high proportion of visitors to the site who ultimately place their order by

other mechanisms such as the telephone is an important point which emphasizes

that the impact of the Internet cannot be measured simply by measuring online

sales, and more generally that IT-enabled channels are often complementary:

“We don’t see Dell.com as a competing channel. We see it as a complementary

channel. A lot of people visit Dell.com and then call us on the telephone and buy. Is

that a bad thing? No, because it takes six to eight telephone calls to sell a computer,

and we just made five of them go away, with a commensurate reduction in operating

expenses.”(3)

Dell effectively uses all elements of the e-marketing mix, as shown in Figure

4.15.

By way of another example, a manufacturer we visited was initiating market

transformation in its industry through e-commerce (Figure 4.16). Beginning

gently with EDI-style automation of ordering, invoicing, sample requests, and

product information, the more far-reaching potential included: more direct routes

to market through disintermediation, allowing new market sectors to be
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profitably addressed; radical improvements in stock control and hence return on

capital through electronic integration with the supply chain; and more personal-

ization of the product offering through just-in-time production.

Of the other five Is, independence of location is the variable which is

contributing most frequently to industry restructuring. This is one lesson of the

particularly high penetration of the Internet in sales of books, pre-recorded music

and videos. The traditional market structure is dominated by local bookshops and

other retail outlets. Telephone sales have had a relatively minor impact, as the

customer needs to know exactly what item is required without further browsing.

Mail order has carved out a number of niches, in which a limited catalogue sent

by post has been sufficient to meet the browsing needs of, say, science fiction

enthusiasts or keen gardeners. But Internet booksellers are proving a much more

successful challenge to the local bookshop. Large catalogues can be provided

online without the prohibitive expense of printing and mailing, while browsing

can be enhanced by computer search facilities. The added value is accompanied

by lower costs – low-unit cost transactions with a computer replace the high cost

of shop assistants, and capital does not need to be tied up in moving books into
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expensive retail space – though to date, these costs have been offset through

severe online competition by lower online prices and the heavy capital cost of IT

infrastructure development, making it difficult even for the market leader to turn

a profit.

Naturally the retailers are fighting back with their own websites, and some

publishers are bypassing both traditional and online retailers with their own

direct channels, but the principle is clear that at least for many purchases a direct

purchase provides greater value and convenience to the customer. A long-term

challenge to printed books can also be anticipated from electronic publishing,

whereby the product is distributed electronically, not just ordered electronically,

though the limited portability of the average laptop and its low screen definition

compared with printed books are slowing the uptake of the e-book.

As we have mentioned, an information-intensive industry in which IT-

enabled restructuring is already well under way is retail financial services. The

traditional model of local banks (as well as local insurance offices, financial

advisers and the like) is based largely on information-processing needs: the need

for pieces of paper to document transactions and to represent money; the need for

a person to conduct a routine transaction (bank clerks) or to provide face-to-face

advice (bank managers). The bank may outsource the origination of some

products, such as investment products or mortgages, but it aims to act as a unified

distribution channel for a wide range of products to the consumer.

This model has been under threat for some time, and will doubless change

further. Telephone banking in the style of First Direct is a first step, involving the

replacement of the local branch by the telephone for some transactions, but

preserving the principle that a single ‘bank’ can provide a range of products. At

first sight the Internet banking which many high street banks and pure-play start-

ups have rolled out is similar. But new intermediaries are appearing which are

making life more difficult for the high street providers, including portals such as

The Motley Fool and FT.com, which provide financial advice, and the emergence

of online fund supermarkets such as that provided by John Charcol. The always

innovative insurer Skandia’s reaction has been interesting: determined to stick to

its policy of selling through independent financial advisers (IFAs), it has aimed to

strengthen the local IFA’s hand by providing a white-label fund supermarket,

which IFAs can provide on their own website.

The personal financial management programs such as Quicken which help

the user to keep track of their money can also be regarded as a potential new

intermediary. Many US users, in particular, access their banks via software links
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to their financial management packages. But they are proving more loyal to their

software packages than to their banks – a finding important for the power of the

software provider.

Naturally this information-intensive industry is under particularly radical

change. But every industry has a substantial information-processing component

in the interaction with the customer. The changes we have described in such

relatively physical industries as bookselling and sales of computers illustrate that

no one can afford to ignore the potential impact on their market structure of IT-

enabled customer communications.

Summary

The stage model provides a useful overall sense of direction for IT investments in

marketing. Not surprisingly, the later stages show an increasingly integrated

approach to the support of the marketing map which we are using as a structure

for this book, as Figure 4.17 illustrates.

We have seen, though, some important variations in how organizations

navigate through this model. In particular, achieving full integration at the
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operational level (stage 4) is such a large elephant to eat that many organizations

find it better to tackle just part of this meal at a time, and while digesting it add what

value they can to customers through partial market-driven stategies (stage 5).

IT at the customer interface: front-office CRM

How will we communicate our offer to our customers? Previous chapters

emphasized that it is only once we understand who our customers are and what

they want from us, as well as which channels they prefer to use in communicating

with us, that we are in a position to make sensible use of CRM technology in order

to use the right medium for the right message in a co-ordinated way.

We have seen in this chapter, though, that we must also understand what the

technology can do for us. We have looked at the e-marketing mix as a framework

enabling a cross-functional debate about how best to use IT-enabled channels. We

have also looked at the staging of IT/marketing developments. In this section we

provide some more detail of the underlying technologies for those not familiar

with marketing software. To do this, we build on the map of marketing by

overlaying IT applications on to it. The result is an overview of the ways in which

IT can support marketing processes, shown in Figure 4.18. The major IT

application areas are shown in the ovals which are superimposed on the

marketing map.

Overview

In brief, the main application areas are:

➡ Enterprise Resource Planning (ERP) or Enterprise Systems (ES): Under this heading

comes the variety of operational systems that have been developed, often over

a considerable period, to ‘run the business’. These typically centre on the key

operational tasks of Porter’s value chain: inbound logistics, production/

operations, outbound logistics and service, as well as finance and human

resources.

➡ Operational EIS: This operational data may be summarized for purposes of

management information in an operational Executive Information System

(EIS), which presents information in the form of charts, tables and reports.

➡ CRM system: The marketing equivalent of ERP are the systems, typically

diverse, which support the customer-facing functions such as marketing, sales
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and customer service. These are generally labelled CRM systems. A variant

also in current use is the term eCRM. The term ‘eBusiness’ is used by some

vendors, but can be confusing. Depending on who is using it, it can mean

anything from pure Internet marketing on the one hand to any application of

IT in business on the other, with various shades in between.

➡ Data warehouse: The information from the CRM systems may be placed in a

large analysis database, often combined with ERP data, as a basis for

marketing decision-making. It may also be used for decision-making for other

functions, which is outside our scope.

➡ Market research aggregation/analysis: Moving away from the data generated by

the organization’s operations, specific IT support may be provided for market

research data, aggregating this across data sources and providing facilities to

analyse it.

➡ Causal models: Another source of intelligence on customer needs and

behaviour used by some organizations is causal models, which examine

behavioural data to deduce such information as price sensitivity, advertising

effectiveness and the impact of promotions.

➡ Planning support tools: A variety of other tools may be used to provide decision

support for the ‘Understand value’ and ‘Determine value proposition’

stages.

➡ R&D support: Similarly, the R&D process may be supported by tools to

aggregate and analyse data of relevance to marketers (such as on the status of

projects, their market potential, risks associated with them and so on), and to

provide project management support.

We should add a note on terminology. The IT industry likes to replace its

terminology at least as often as we replace our computers or our cars, on the basis

that we’re more likely to pay for a new acronym than an old one, discredited as

the latter is by the project overruns and underdelivered benefits last time around.

So some of these terms may have changed by the time you read this book. But

peer under the bonnet and you’ll probably find the contents pretty similar.

We will describe below the application areas with immediate relevance to the

current stage of ‘Communicate and deliver value’ – ERP systems and ‘front-office’

CRM. We will discuss the other application areas in the next chapter on

measuring value. Readers who are thoroughly familiar with the current ERP and

CRM markets may prefer to skip to the next chapter.
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ERP systems

Although largely outside our scope, we will touch briefly on enterprise resource

planning (ERP) systems as they relate to the customer interface. In some

companies, core operations are performed through bespoke systems for areas

such as finance, human resource, manufacturing and logistics, while in others the

trend towards integrated packaged solutions has been followed, using software

from suppliers such as SAP, the highly successful German vendor of integrated

systems, which has led the market in ERP systems. These systems have become

popular in large organizations, particularly manufacturing, despite the high cost

and complexity of such ambitious projects, as they can in theory reduce the large

costs and risks associated with integrating separate systems from separate

vendors. Differing views remain, though, on whether it is best to implement a

single integrated suite, or to buy and integrate ‘best of breed’ modules for

different application areas.

The success of SAP, and rivals such as J.D. Edwards and Peoplesoft, and the

annual growth rate through most of the 1990s of around 30 per cent in the ERP

market as a whole, was not lost on software companies looking for sources of

future growth, as they realized that there was (until recently, as discussed in the

next section) no equivalent in sales and marketing. If the analogy was initially lost

on the ERP suppliers themselves, they have wasted little time in catching up. SAP

themselves, for example, have been buying into this market and rushing to

improve their suite’s capabilities at the customer interface, to offset their

slowdown in profit growth at the beginning of the decade – itself attributed to the

change in priority to use of IT at the customer interface, as well as to a lull in new

projects as year 2000 implementations were completed.

It is interesting to note that another ERP supplier, Oracle, has been working

at the component parts of its ERP solution since at least 1985, when one of the

authors first examined it. Its vast investment, initially with scant returns, included

the development of two parallel accounting systems over several years, one in the

UK and one in the US, before standardizing on one and scrapping the

considerable effort in the other. But as it now reaps the rewards of this investment,

it has in turn invested in software to automate the customer interface. Venture

capital has not been slow to follow the ERP example and provide a more rapid

development path for integrated customer databases from suppliers such as

E.piphany. Suppliers who already had products dealing with part of the problem,

such as sales force automation, complaint handling or field service, have also
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been well-placed to move rapidly into the market for integrated systems by

expanding their existing offerings.
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Customer relationship management systems

IT in marketing is well behind other areas of business automation in its maturity.

Most larger companies we studied in researching this book still have bespoke

customer databases, or a mixture of bespoke and packaged solutions. It is

illuminating, though, to look at the parallel developments in the packaged

software markets, as the most mature packages available exemplify many aspects

of best practice which the companies we studied, hampered as they are by

complex legacy systems, are endeavouring to move towards. It is therefore worth

looking at these packaged solutions more closely. 

Automation of business areas tends to follow a common pattern. Early systems

are developed bespoke, written from scratch for each organization. As the needs

become better understood, suppliers look to leverage their experience by providing

packaged solutions, and users seek to reduce their software development costs and

risk by buying them. The market for packaged products starts with a large number

of mostly small suppliers, selling limited solutions which need tailoring and

integration with other systems. Over time, packages increase in scope, and a

shakeout occurs as the few suppliers that can afford the now considerable product

development costs compete for the now substantial market.

The market for packaged customer databases, or customer relationship

management (CRM) systems, is following this model, and has until recently been

at the intermediate stage with a multiplicity of small vendors. We can define the

market roughly as systems, along with associated services, that incorporate both

a customer file and also one or more of the operational areas that draw on this file

to manage customer interaction. These operational areas include direct mail,

telemarketing, campaign management, sales force automation, and more recently

customer interaction via the Internet, mobile commerce and interactive TV.

Commonly-provided functionality includes:

➡ Sales force automation: This can include sales force productivity tools such as

contact management, order entry, checking inventory and order status, diary

management, and reporting of expenses. Often now involving notebook

computers used by the sales force in the field, the key facility is ‘contact

management’ making all aspects of the contact with the customer available to

the salesperson: notes of previous meetings, records of orders placed, notes on

IT in marketing is
well behind other
areas of business
automation in its
maturity
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service issues and complaints and so on. This is illustrated by the screen from

the Oracle e-business suite (available from CRM Specialists Interchange

Group, amongst others) shown in Figure 4.19. Integration with the Internet can

include querying online databases to generate leads or find more information

about a prospect, the Maximizer product for example allowing the Eagle

online database of North American businesses to be searched by contact name,

title and so on, as well as e-mail for the sales force to communicate with each

other and with back-office staff. Benefits can include elimination of mistakes in

pricing and configuration, and better inventory control. Features can also

include management functions such as automated reports on staff perform-

ance, sales activity, forecasts versus actuals and so on.

➡ Direct mailing: One of the most mature areas of CRM, direct mail functions

include selecting a subset of a mailing list, customizing letters and address

labels, selecting appropriate literature, and tracking and forwarding leads.

Management of lists can include facilities such as de-duplication, where two or

more lists have been combined, and data quality reporting.

➡ Telemarketing: This typically includes management of call lists, scripting of the

dialogue with the prospect, and tracking and forwarding leads for order entry.

Again, data management of lists can form a major area of functionality.
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➡ Electronic commerce: The CRM suppliers have worked hard to make their

functions ‘Web enabled’, so that remote staff can use any CRM functionality, and

so that selected functionality can also be made available to customers. This is

illustrated in Figure 4.20, another sample screen from the Oracle e-business

suite.

➡ Campaign management: Whatever the route to the customer, there is also a

need for campaign management. Systems that support one or more of the

above channels to the customer may support all steps of a campaign, from

definition of objectives to recording and analysing campaign results.

This functionality is underpinned by shared data on actual and potential

customers. The information can range from basic reference data such as name,

address and postcode to demographic data such as age, sex and income, and

psychographic data on attitudes and lifestyle collected from surveys. In industrial
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markets, information may be richer and more detailed about a smaller number of

customers, covering for example organizational structure, key contacts and their

roles, the customer’s value chain and so on.

As well as details of customers’ purchases from the organization, information

may be held on their purchases from competitors. Information may relate to both

direct and indirect customers, though typically it is weaker for the latter, and a

similar range of information may be held for distributors and other relevant

bodies or individuals such as influencers and sources of referrals.

Information is also typically held in marketing databases on the customer’s

involvement with the organization. Transaction data can include items such as

what products have been purchased at what price, the buying channel used,

purchasing frequency and account balance. The transaction data typically

references product data, which includes product codes, pricing and in some cases

information on costs, margins and promotions. Contact history information, such

as sales contacts, mailings, complaints, service calls, and proposals may also be

held. This may include soft data on why the customer did or did not buy, aiding

analysis of market needs and the extent to which the organization is satisfying

them at the aggregated, market level.

Developments in the packaged software market

Studies in the late 1980s and early 1990s showed a market for packaged marketing

software still dominated by a myriad of small suppliers.(4)(5)(6) Mostly national

rather than international, few had a turnover in excess of £10 million. The lion’s

share of live systems had been developed bespoke, either by internal IT

departments or by software services companies, as larger organizations found the

off-the-shelf solutions inadequate for their needs. Systems often focused on one

means of customer interaction, such as direct mail or sales force automation. The

small suppliers varied considerably in their ability to tackle the complex issues

involved in successful implementation within the user organization, while user

companies themselves as usual tended to look for quick fixes and to under-

estimate the business re-engineering required. The result was high levels of

customer dissatisfaction and the development of a series of piecemeal systems

covering different aspects of the relationship with the customer.

Figure 4.21 suggests that the market for customer databases is now beginning

to reach the shakeout stage as integrated, highly flexible packages are developed.

These integrated systems potentially provide the crucial added value of
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integrating all the routes to the customer, whether via mail, telephone, face-to-face

contact or the Internet. Hence contacts made by one route can draw on

information collected by another route. This development of hybrid systems has

broken down the previous division of the market between call centre systems,

sales automation, direct mail and so on – although specialists in one or more of

these areas are still likely to flourish if their offering is particularly strong, as

illustrated on the left of Figure 4.22.

It should also be noted that products do not all attempt to do the same job,

so some of the products listed in Figure 4.21 can co-exist in a client company

rather than compete. Still, severe competition is taking place for the middle

ground represented by Siebel’s impressive market share. In the view of CRM

analysts Hewson Group, the companies offering the ‘forward integration’ of both
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ERP and CRM software, such as Peoplesoft, SAP and Oracle, are likely to be

particularly well placed at the time of writing to increase their share, as the

boundary between ERP and CRM systems blurs.

Towards best practice in CRM software

These industry details are changing rapidly. But whether the enabling software

for front-office CRM and ERP is bought from one source or several, our research

suggests some enduring lessons about best practice in CRM design.

Task-independent data management

The market for integrated CRM systems has largely arisen out of the frustration

of many companies with their multiple customer databases developed for

different tasks. We have seen how many organizations are working towards a

unified view of the customer, so that all aspects of the customer interface can be

co-ordinated. In order to achieve this, systems need to manage customer data

independently of the task being performed. For example, if a customer enters

their name and address on a website, they do not wish to be asked the same

information on the telephone. This requires all tasks to call on a single module

which manages this customer data if a spaghetti-like set of system inter-

connections is not to result. We call this the principle of task-independent data

management.
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This point can clearly be seen in Figure 4.23. The ‘task management’ layer

needs to be separate from the ‘data management’ layer, rather than systems for

each task endeavouring to manage parts of the customer data, as is still often the

case.

Channel-independent task management

Another point which is clearly illustrated by Figure 4.23 is the importance of

channel-independent task management. The ‘channel management’ layer of

managing different channels or media is often bundled in with particular tasks. A

‘direct mail system’ will be the way in which the organization generates leads; an

‘order processing system’ will assume that orders come in to an order processing

clerk (rather than, say, being made by a website); and so on. Such an architecture

is inherently inflexible. An ideal CRM architecture separates the issue of

managing the medium from that of managing the task.
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Design projects with both operational and strategic components

We were intrigued that most successful projects we have studied involve marketing

tasks from diverse areas of the marketing map. In particular, all have elements

taken from both the ‘Deliver value proposition’ stage and from the analysis and

planning stages. We believe this to be for good reason. If projects concentrate

entirely on ‘Deliver value proposition’, they may end up avoiding disadvantage

through inefficient dealings with the customer; but without work on the analysis of

the resulting data and planning as to how to use the new facilities, the project will

probably not exploit its potential. Similarly, a project focused entirely on analysis or

planning may suffer from a difficulty in having a significant impact on the

company’s operations where the real difference is made.

Summary

The front-office CRM technology with which we have ended this chapter can

provide an excellent enabler for customer-focused strategies. We can draw several

conclusions on how to bridge the gap between this CRM technology and the

marketing strategy we discussed in Chapter 3:

➡ Delivering value optimally requires sophisticated use of the new options

provided by IT-enabled channels. We do not advocate innovation for its own

sake, but innovation which enhances the customer value offering. The

e-marketing mix provides one means of generating ideas as to how the offer

can best be enhanced.

➡ Building a multi-channel infrastructure to underpin value delivery takes time,

and is generally best done in stages to reduce risk. Whether or not these stages

follow those we have described, they need to add up to a truly market-driven

channel strategy in which each interaction with the customer is carried out so

as to maximize the value for both parties. It also helps if the staged plan can

deliver some quick wins in earlier stages.

➡ The fact that one might decide to trade via an electronic channel doesn’t

change the customer. Prices may sometimes need to be different, but the

proposition should still be based on a deep understanding of customer needs,

which will vary by segment – so forget such mythical generalizations as the

need for stickiness or the predominance of price competition, and concentrate

on serving your target segments whose concerns, by definition, will be specific

to that group.
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Worksheet 4.1 The e-marketing mix

1 CURRENT POSITION

Locate your organisation on each of the six Is. Mark your location on the diagram

below. Use the notes below to prompt you if you wish.

Notes on the six Is

Integration of customer data

Do you have detailed knowledge of individual customers, influencers or

consumers?

Do you share this knowledge across all customer-facing parts of the business?

Interactivity

Do you use interactive media to allow your customers to communicate with you?

Do you listen to what they say and respond appropriately in a continuing

dialogue?

Individualization

Do you use your customer knowledge to tailor products and services to the needs of

particular individuals or segments?

Do you tailor all your communications to the characteristics of the recipients?
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Independence of location

Do you exploit remote media such as mail, the telephone and the Internet to

communicate with customers wherever they are in a cost-effective manner?

Do you exploit any opportunities to deliver information-based products and services

electronically?

Intelligence

Do you inform your marketing strategy with intelligence gleaned from your

operational systems at the customer interface? For example, through analysis of

customer needs, segmentation, prioritizing segments according to customer lifetime

value, etc.

Industry restructuring

Do you take advantage of any opportunities provided by new media to restructure

your industry in favour of your eventual customers? For example, by bypassing

unnecessary intermediaries (disintermediation), or providing added value through

electronic intermediaries (reintermediation).

2 FUTURE OPPORTUNITIES

Fill in the form below to indicate how IT-enabled media (the Internet, mobile commerce etc.) might improve

the position of competitors on the 6 Is, and how you might be able to exploit e-marketing yourselves.

THREATS
E-OPPORTUNITIES

Cost reduction Customer value creating

1 INTEGRATION

2 INTERACTIVITY

3 INDIVIDUALIZATION

4 INDEPENDENCE OF LOCATION

5 INTELLIGENCE

6 INDUSTRY RESTRUCTURING
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Introduction

The purpose of this chapter is to discuss the ‘Monitor Value’ box in our map of

marketing shown in Figure 5.1. The box is expanded on in Figure 5.2.

At this stage of the marketing process, we have developed a marketing plan and

put it into action. But the process is a circular, not a linear one: we need to be

continuously monitoring the marketplace for how customers are perceiving our

offers, as well as looking out for changes in market needs, desires and buying

patterns.
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Base year 1 2 3 4 5

Sales revenue
– cost of goods sold

£254
135

£293
152

£318
167

£387
201

£431
224

£454
236

Performance (£million)

Gross contribution
– manufacturing overhead
– marketing and sales
– research and development

£119
48
18
22

£141
58
23
23

£151
63
24
23

£186
82
26
25

£207
90
27
24

£218
95
28
24

Net profit £16 £22 £26 £37 £50 £55

Return on assets (%) 11.3% 13.5% 15.6% 19.1% 24.4% 26.7%

Return on sales (%) 6.3% 7.5% 8.2% 9.6% 11.6% 12.1%

Assets
Assets (% of sales)

£142
56%

£162
55%

£167
53%

£194
50%

£205
48%

£206
45%
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Fortunately, IT enables us to go far beyond the comparison of sales actuals

against forecasts and look not just at what is going right and wrong, but why. The

relevant area of IT can be termed analytical CRM, which we will describe later in this

chapter.

But first, we will discuss what we are trying to measure in the first place.

Monitoring the value received

Of the four categories of measurement in Figure 5.2, most companies are best at

the ‘value received’ box: what they receive – typically revenue and profit – in

exchange for their goods or services.

The main complication is that accounting systems tend to be organized

around products rather than markets. So if marketing objectives have been set in

terms of market share, for example, it may not be trivial to monitor progress

against them.

Does this matter? Consider the case of InterTech, a fictional company – albeit

based on a real example – in Figure 5.3.

A glance at the figures suggests that all is well and the company has nothing

to worry about. The company is growing its sales, profits and return on assets

consistently. But what happens when we consider instead metrics based on the

company’s market position (Figure 5.4)?

It turns out that the company’s sales growth is entirely attributable to growth

in the overall market size. Indeed, the company has lost 5 per cent market share
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InterTech’s 5-year
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Base year 1 2 3 4 5

Market growth 18.3% 23.4% 17.6% 34.4% 24.0% 17.9%

Performance (£million)

InterTech sales growth (%)
Market share (%)

12.8%
20.3%

17.4%
19.1%

11.2%
18.4%

27.1%
17.1%

16.5%
16.3%

10.9%
14.9%

Customer retention (%)
New customers (%)
% dissatisfied customers

88.2%
11.7%
13.6%

87.1%
12.9%
14.3%

85.0%
14.9%
16.1%

82.2%
24.1%
17.3%

80.9%
22.5%
18.9%

80.0%
29.2%
19.6%

Relative product quality
Relative service quality
Relative new product sales

+10%
+0%
+8%

+8%
+0%
+8%

+5%
-20%
+7%

+3%
-3%
+5%

+1%
-5%
+1%

0%
-8%
-4%
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over the five-year period. Neither do things look set to get any better: customer

satisfaction is falling, as is product quality, perceived service quality and the

proportion of sales from new products.

It is plain that the company has much work to do if it is not to hit a crisis at

the next sign of a downturn in this market, and these customer-focused metrics

suggest clearly where this work will need to concentrate. But without this market-

based view the company might be lulled into a false sense of security and do

nothing until the crisis occurs.

So it is well worth monitoring sales by market or market segment as well as

by product line or division. We suggest that one of the first tasks following a

segmentation exercise is to revise internal systems so as to record sales according

to the market segments. Allocating costs against markets so as to arrive at a profit

or contribution figure by market or market segment is also highly beneficial,

though rarely easy.

Customer lifetime value

A danger of the traditional approach to performance measurement is that it

concentrates on the current time period, be it a month, quarter or year, which can

encourage short-term thinking and discourage long-term investments. A useful

antidote to this is the use of Customer Lifetime Value (CLV) as a key metric. Made

possible by the profusion of customer data now available through CRM systems,
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CLV looks not just at the profits from customers this year, but also at future

anticipated profits. These are added together – discounted to the present to allow

for the cost of capital – to give a single measure of the value of the customer. This

can be calculated for the average customer in a segment, or even for individual

customers.

Calculating CLV is a difficult exercise which will probably involve modifica-

tions to IT systems as well as the involvement of your accountants, but the general

principles are illustrated in Figure 5.5.

The most obvious benefits to the organization from a customer relationship

arise from future revenue flows, both from any existing products held by the

customer and from any future ones they buy. But some customers may also be of

significant value by acting as a reference customer: either you can put prospects

in touch with them, or they refer their peers to you themselves. Other customers

may be particularly valuable in the learning benefit which you gain from working

with them. These indirect benefits can be estimated financially and included in

the calculation.

Against these benefits, the various costs should be set, as well as risks such

as the risk of losing the customer and hence the anticipated future revenue flows.

As well as the cost of producing and delivering the product or service, you need

to take account of transaction costs – how much it costs to take and process an

order, for example – as well as lifetime costs such as the cost of acquiring and

retaining the customer.
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� Definition
CLV: the financial
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over the lifetime of

the relationship,
summing all

revenues and costs,
discounted to the

present

Figure 5.5
Calculating
customer lifetime
value

Source: Lynette Ryals, adapted from Earl Naumann, Creating Customer Value, Thomson Executive Press, 1995
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Much was made in the dotcom boom of the lower transaction costs which

could be gained online. We were told that airline tickets cost $10 to sell through

travel agents, versus $5 via call centres and $1 via the Web, with similar figures

being widely quoted for the cost of bank transactions or the cost of share

brokering. All true, and potentially invaluable. But the CLV calculation shows

that transaction costs are not the only thing you have to watch. Often the cost-

effectiveness of acquisition and retention runs in the opposite direction, with

higher costs online. Many a dotcom has ignored to its peril statistics indicating

that the average online retailer spends £66 to acquire a customer, against £13

offline.(1) They are also discovering that the scant attention to customer service

and customer retention that leaves 25 per cent of e-mail queries entirely

unanswered, and only 21 per cent answered within two days, has a high cost in

low retention rates.(2)

This is one reason why we are increasingly seeing multi-channel strategies

which use the different channels for different aspects of the relationship –

acquiring the customer, perhaps, though the sales force and providing service

through the Web and call centres, but with personal visits to handle complaints

and ensure that the relationship is not damaged.

Monitoring the value delivered

The value we receive from the customer is only half the story. As the Intertech

example illustrated with its dropping service quality and satisfaction levels, the

value we are delivering in exchange is of course the root cause of our financial

performance. And yet where do we concentrate our measurement efforts? How

often do we measure customer satisfaction, or our performance compared with

our competitors against the customers’ buying criteria?

Customers are mostly only too delighted to tell us what they think, as it

enables them to get things off their chest, and helps them feel valued. But we will

not generally get this kind of data for free from our operational systems, which,

as we have observed, may record what the customers bought, but not why. If you

have gone through the steps described in Chapter 2 to segment the market on the

basis of buying criteria, you will now have this information on buying criteria at

a particular point in time. But it will still need to be refreshed periodically to see

whether your marketing strategies are working.

Let us illustrate the feedback loop between marketing strategies and what we

then monitor with the example of a tyre company. In the country in question, the
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company sells imported, premium tyres for various purposes, such as earth-

moving equipment, trucks and cars. The managing director felt he knew the

business-to-business markets such as trucks well, and he felt able to plan for these

markets on the basis of internal information and the judgement of the sales force.

But although he felt that the company ought to be doing better in the car market,

given the high quality of the product, he simply didn’t know how the market

segmented, which he recognized was a vital starting point. So he commissioned

some market research along the lines of the segmentation process in Chapter 2,

which led to the four segments illustrated in Figure 5.6.

The figure shows the four segments on a Directional Policy Matrix (DPM),

which compares their attractiveness on the vertical axis against the company’s

strength in each segment on the horizontal axis. We described this matrix in

Chapter 3.

The price-sensitive segment was easily discounted. While amounting to

about 20 per cent of the market, there was no way that the company’s expensive

imported tyres could compete here with the locally manufactured competition.
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Neither would the managing director want to, as margins in this segment were

wafer-thin or non-existent.

His strongest segment was the ‘technical’ buyers, who knew about cars, or at

least thought they did. They recognized the superior quality of the company’s

product, and when they could afford it, they bought it. But this wasn’t the most

attractive segment to him. Far from brand loyal, these customers were as likely to

buy from an obscure but good-quality competitor as from his well-known brand,

and they were acutely aware of market prices.

The ‘ignorant’ segment was at least less price sensitive. These customers

would buy primarily on brand image and on the recommendation of the dealer.

But the most attractive segment was the ‘rational buyers’. In the UK market

we would call these ‘Which? readers’, after the consumer magazine. If they didn’t

know about tyres, they would quiz the dealer, read promotional materials or ask

a friend in the trade, in an attempt to come to a reasonably informed decision.

Typically middle class, they didn’t mind paying a bit extra for a quality product.

And yet they were not currently buying his product in great numbers.

How could he increase his share with this segment? The horizontal axis

calculation in Figure 5.7, which compares his company’s performance against a

leading competitor on the segment’s main buying criteria, showed what he

needed to do. While he could do little about the high perceived price, the

durability scores showed that customers didn’t realize that the company’s high

quality led to a high durability and therefore just as good a price per mile. And

neither had they taken in the high safety specification.
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These perceptual issues were ideal targets for advertising. The managing

director cancelled his current, technology-focused advertising campaign, and a

few months later launched a new campaign focused at this target segment, and in

particular at their perceptions of durability and safety.

What to monitor was now clear. He needed to poll the consumers again

periodically, to check how consumer perceptions were changing, and what impact

this was having on sales by segment. The strategy worked: overall car tyre sales

duly went up, with a doubling of his market share over two years, as he

succeeded in attracting more of the profitable ‘rational buyers’ without losing his

share of the ‘technical’ segment.

Measuring the value we deliver, then, is just as important as measuring the

value we receive in exchange. It is also worth remembering that as well as

monitoring our perceived performance, the buying criteria themselves can

change over time (the ‘value required’ box in Figure 5.2), though generally at a

slower rate.

While this tyre company used market research to monitor the value it

delivered, it is often possible in industrial markets to get good enough results

through other means. A hotel chain we worked with asked some key travel

agents to spend a day telling them about the product/service offering, using

exactly the same kind of analysis of buying criteria to structure the discussion.

A large computer company did the same with a handful of key customers.

This kind of informal approach may not satisfy the statisticians, but it’s better

in our view to be approximately right than exactly wrong, and this kind of

informal polling also helps to build relationships. What we guarantee is that if

you ask even a few customers, you will receive some surprises in their

answers.

Metrics for the sales process online

The final box in Figure 5.2 is: ‘How value delivered/communicated vs strategies’.

The marketing plan may involve any number of specific marketing objectives and

strategies to achieve them – the desired penetration of a new product, the extra

sales from a pricing change, improved reach through new distribution, or the

impact of a promotion – against which performance will need to be monitored.

For most of these, standard metrics are available. But when it comes to the

Internet, both theory and practice have yet to settle down, so the state of play in

online sales metrics deserves some discussion.
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The rush of dotcom start-ups and spin-offs towards stock market IPOs did

not help the development of rational, market-focused metrics. In the absence of

significant sales, the number of registered customers was often picked on as

some kind of indication of market interest. Unfortunately, that’s all that it

proved to be, not a substitute for a business model offering differential

advantage against customer buying criteria. Examples abound of companies

such as Excite which went under despite having millions of registered users, or

of sites such as Lastminute which despite a high profile and a weekly

e-mailing list of 3 million, had a 2001 turnover of less than the average

supermarket. And more than one blue-chip has confessed to us that its

priorities became seriously skewed for a while by the need to demonstrate a

high number of registered users on its dotcom arm to shore up the share price.

It is one thing to develop content which customers value enough to use, as

American Greetings did with their electronic greetings cards – at one point,

americangreetings.com was the seventh most visited commercial website. But

as they discovered with their tiny subscription levels, it is quite another to

persuade the customers to pay for the privilege, or to find sufficient advertisers

to pay for the service indirectly.

How, then, can we ground our online metrics in offline best practice? A good

start is the measurement of the value delivered and received with which we

began this chapter, through metrics such as market share, customer lifetime value

and customer satisfaction. But we also need to look at more detailed metrics for

the sales process.

Marketers are used to measuring a promotion’s success rate in generating

prospects, and sales forces will often calculate their conversion rate of prospects

into customers. Often the same metrics can be used online, which helps provide

a crucial comparability between one medium and another, without which it is

difficult to decide which medium to use for what purpose. But the Internet poses

some particular problems in measurement, such as the difficulty in knowing

anything about the surfer on a website until they choose to register, albeit

balanced by opportunities such as the ability to try out and evaluate changes to

the product, price or promotion rapidly.

Although companies vary in what is appropriate for them, a useful starting

point for designing an appropriate set of measures for an online sales channel is

shown in Figure 5.8 and explained below. Adapted from the pioneering model by

Berthon et al.,(3) it focuses on transactional websites – not the whole of the

Internet’s commercial application, but a large part of it.
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Awareness efficiency

The first task is to make relevant potential customers aware of the website’s

existence. The first metric represents how well this task is being performed:

Awareness efficiency =
aware surfers

target surfers

‘Target surfers’ are defined as the number of surfers who are potentially

interested in the organization’s products or service. This corresponds in

traditional terminology to the size of the relevant product-market segment, or

more precisely that proportion of the segment who use the Internet, as other

members of the segment must be reached by other means or ignored. ‘Aware

surfers’ are those who are aware of its website, without necessarily knowing its

exact location (URL). The ratio corresponds reasonably closely to the traditional

measurement of awareness as one measure of advertising effectiveness, where

awareness is expressed as a percentage of the population (or the relevant

segment).
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Locatability/attractability efficiency

The next issue is that of making contact with the prospect through him or her

‘landing on’ the website. We can distinguish two categories of prospect: those

who actively seek to find the website, and those ‘passive seekers’ whose primary

purpose in surfing is not necessarily to hit the website. The meaning of this ratio

varies for these two categories. The ratio is:

Locatability/attractability =
number of unique visitors

aware surfers

For active seekers, this represents the number of those seeking the website who

actually find it – the ‘locatability’ of the website. For passive seekers, this

represents the proportion of those prospects which the company has succeeded in

attracting to its website while they are browsing – its ‘attractability’.

Note that we have used the ‘number of unique visitors’ rather than the

‘number of hits’ (which was the measure proposed by Berthon et al.). If a visitor

spends some time browsing on a site, and perhaps returns later to gain further

information, we want to count the visitor only once in this ratio. This kind of

statistics collection is one good reason why most websites strongly encourage

users to register (another being the ability to tailor the site as information about

the user is collected).

Contact efficiency

A problem with measuring ‘unique visitors’ is that some of these will just be

passing, looking at the home page and quickly deciding that this is not what they

were looking for – rather like walking past a shop window. The next ratio

therefore concerns the distinction between ‘hitting’ a website, perhaps in passing,

and paying an active ‘visit’ with some serious intent and genuine interest.

Contact efficiency =
number of active visitors

number of unique visitors

There are two ways of establishing whether a ‘visit’ has occurred: measuring the

time spent on the website, and regarding a stay over, say, 2 minutes as a visit; and

noting whether some interaction between the surfer and the website occurs, such

as filling in a form.
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Conversion efficiency

While not all websites aim to sell, for those that do, one can measure the

percentage of visitors who purchase:

Conversion efficiency =
number of purchasers

number of active visitors

A simplification for those who do not feel that the ‘contact efficiency’ measure is

meaningful for them is to combine these two measures into a single measure of

conversion efficiency, the number of purchasers divided by the number of unique

visitors.

If the role of the website is to achieve some other transaction, for example, to

ask the customer to fill in an enquiry form, then conversion efficiency can be

adapted accordingly.

Retention efficiency

We can then measure the capability to turn purchasers into repeat purchasers:

Retention efficiency =
number of repurchasers

number of purchasers

The model in practice

An example of the model in practice is shown in Table 5.1. This high-street retailer

found that the cost of recruiting customers to its website via banner ads was

£1,600 – hardly economic when the average purchase was perhaps £50! Clearly,

much needed correcting. With some help from the Web designers and the search

engine hosting the banner ads, it calculated these ratios to help it analyse what

was going wrong.

The first problem was that click-through rates on banner ads have fallen

sharply – from 2 per cent in 1997 to around 0.3 per cent in 2001 – as consumers

lose their early interest in browsing out of curiosity, and concentrate on using

their time online as efficiently as possible to achieve a focused purpose. The

retailer found that more careful placing of advertisements, to attract surfers who

were looking at related material, made some difference but not enough.
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The company decided, therefore, to experiment, starting with other online

methods. It arranged a promotional e-mail to the customers of a related business

– being careful to ensure that the e-mail came from the business on whose website

the customers had already registered to avoid accusations of spamming. It made

reciprocal arrangements with other online retailers with complementary product

ranges, providing links to each other’s sites in one case and a co-branded site in

another.

While these methods offered much better economics, they did so on a fairly

small scale. The company therefore also began to experiment with offline

promotions. It made a big difference at virtually no cost – except considerable

political perseverance by the Internet division’s chief executive – through

prominent displays of the website address on stationery, store signs, vehicles and

so on. It tried handing out promotional leaflets in shopping centres, finding this

a much more cost-efficient approach than banner ads. And it tried offline press

advertising (with a promotional code offering a discount on first purchase, to

ensure trackability). For the first time, it could compare advertising costs online

and offline, as it had worked out the impact of its banner ads not just on sales but

also on awareness levels. It found that offline ads were little better.

The company also paid attention to achieving a higher conversion rate once

leads had been generated. Some simple changes to the home page improved the
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Table 5.1 Efficiency of a banner ad campaign

Ratio Calculation Notes

Awareness efficiency 40,000

200,000
= 20%

Banner ad campaign increased from 15% to 20%.

Cost £50,000

Locatability/attractability 3,000

40,000
= 7.5%

3,000 unique visitors to Website during campaign

(from 1 m page impressions). Cost per visitor £16

Contact efficiency 600

3,000
= 20%

600 visitors stayed beyond home page

Conversion efficiency 30

600
= 5%

30 purchases from click-throughs from banner ads.

Cost per purchase £50,000/30 = £1,600

Retention efficiency Not known Not known at time of evaluation
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‘contact efficiency’, while continuing usability testing ensured that customers

weren’t needlessly lost through user interface glitches.

The resulting strategy involved a mix of promotional approaches, and is

constantly evolving. As a result of this careful attention to efficiency, the

company’s Internet sales are growing steadily, albeit less fast than had originally

been planned, but the division has begun to turn in a profit, unlike its

competitors.

Some of the morals of this tale are clear. The Web offers great scope for

measuring response rates and modifying promotional strategy ‘on the fly’. But an

investment of management time, and a little effort from IT colleagues, is needed

to ensure that the appropriate measures are in place.

Of course, for businesses with a different business model, the metrics may

need adjusting from those we have given. This particularly applies with multi-

channel business models. How much business is generated by a website for

offline sales channels? How about leads generated offline? Not easy to measure,

but vital if the board is to be able to make rational decisions on how much to

spend on its online activities.

As for banner ads, they still have their place. And as the shakeout of dotcoms

funded by venture capital and IPOs continues, prices may drop further. The key

to their effectiveness is the relevance of the ad to the user at a particular place and

time – ‘contextual advertising’ in the current jargon. A food advert may only be

placed just before office closing time, to catch office workers wondering what to

do for supper. A personal finance advert may be placed alongside personal

finance editorial material on Yahoo! or FT.com.

The key aspect of relevance is illustrated by CNET.com, which provides

an online source of reviews and information about electronics products. As

people go to the site because they intend to buy something, they are receptive

to advertisements about the relevant product category. So CNET.com generates

more than $5 of advertising revenue per year per unique user, according to a

McKinsey survey, much more than most such content sites.

This ability to target Internet advertising to the right people at the right

time can only improve with technical innovations. Full-stream video of, say,

sporting events would allow interposed adverts which would be tolerated for

the same reasons that TV adverts are – the viewer is willing to wait

for the video to continue. And mobile commerce offers, of course,

the additional capability to provide offers relevant to the user’s physical

location.
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Analytical CRM

We will now shift our focus from what is measured to how it is measured, and in

particular, how IT can help.

In Chapter 4, we described how CRM systems can provide automated

support for communication with the customer, through our discussion of the

‘CRM system’ and ‘ERP’ ovals in our map of IT in marketing, which we show

again in Figure 5.9. We saw that CRM systems do this by drawing on a single

repository of customer data. Our interest here is in ‘analytical CRM’: the analysis

of this rich data to monitor how well we are delivering the value which our

customers require, as well as what value we are receiving in exchange. We will

organize this discussion around the various other ovals in the figure, beginning

with data warehouses. The reader who is conversant with these topics may wish

to move on to the next chapter.

Marketing data warehouses

Data warehouses aim to integrate data from all operational systems, such as order

processing and billing, into one database using a single data model. That is, there

is a single consistent view of such things as customers and products, so for

example a customer’s name and address will only be stored once, and all the

products purchased by a customer can be readily ascertained. The data is

refreshed regularly from the operational systems to keep it up to date – though we

mentioned earlier the difficulties caused to one company by a six-weekly

refreshment cycle, which meant that analysis was some weeks behind reality.

Data warehouses typically hold historical information, not just the current

information needed for billing and so on. This has become possible due to the

rapidly decreasing cost of computer power and storage, which also allows the

information to be held at a fine level of detail. Information can be stored about

individual purchases, even for mass consumer markets, over substantial

periods.

Taken together, these developments provide a rich store of information which,

at least potentially, integrates customer/product level data with aggregated data at

the level of markets and product groups. A range of facilities for viewing and

tabulating the information may be provided, such as the SQL query language,

which allows data to be collected according to specified criteria, such as ‘All

customers with a salary of over £40,000 and an approaching renewal date who are
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not currently using our highest level of service’. OLAP (OnLine Analytical

Processing) tools allow the data to be browsed graphically and tabulated.

Some companies use different terminology for this repository of marketing-

related data for analysis purposes, such as ‘marketing database’ or ‘marketing

datamart’ (the latter being used where the data is itself extracted from a more

comprehensive data warehouse which serves other functions, such as accounting

and HR, as well).

The facilities for analysing the data bring us to our next buzzword.

Data mining

When mining, one may discover unexpected treasures – hence the term ‘data

mining’ for searching for relevant patterns in data that had not necessarily been

anticipated. The term tends, though, to be applied to most forms of data analysis

using data warehouses. Some of the analyses of particular relevance to marketing

are:

➡ Segmentation, such as clustering routines – discussed later in this chapter.

➡ Evaluating segment attractiveness: at the level of segments or indeed of

individuals, the warehouse can be used to calculate aspects of segment

attractiveness such as retention rates, customer profitability, and customer

lifetime value.

➡ Purchase propensity: another powerful model is to predict the propensity of

members of a segment to buy a particular product if offered – clearly valuable

in planning cross-selling campaigns.

➡ Channel choice: we have discussed how customers increasingly demand to be

able to choose the method by which they contact the organization. Channel

choice models predict whether a customer is likely to prefer a particular

channel, and whether it is in the interests of the organization to steer them

towards a particular channel.

➡ Causal, econometric or predictive modelling: predicting the effect on, say, future

sales based on predictions of various ‘input variables’ such as future price,

advertising spend, competitor’s price and so on, which we will discuss

below.

➡ Undirected searching for correlations: asking the system to search for significant

correlations between a large number of potentially connected variables, such

as consumers’ purchases of particular product lines.
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The most famous example of undirected searching is from Wal-Mart, where a data

mining tool discovered a connection between the sale of beer and nappies which

was entirely unexpected. It transpired that a significant proportion of weekday

sales were from men who just bought beer and nappies. On reflection Wal-Mart

concluded that men who didn’t normally shop would be asked by their partner

to pop in and buy some nappies, and while they were about it they would buy

some beer. So Wal-Mart put beer on display next to the nappies and claimed a $10

million dollar benefit.

One problem with such undirected searching is that it makes prior cost

justification of the system difficult. Given that most data warehouses are in

practice used more for directed searching than undirected, it seems sensible to

identify in advance at least some major analyses which are likely to be of value.

Warehousing consultant and author Sean Kelly provides an illuminating

historical perspective:
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“When we first put in a data warehouse in 1991, we delivered integrated data, and

we had to then look for application areas that would deliver benefits. It was a huge

risk for the early adopters. Today there’s absolutely no excuse for taking that risk. We

know exactly what the benefits are by vertical industry. In retail we can do basket

analysis, we can do follow-on analysis to see if you buy x whether you buy y later on,

customer value analysis to see who our best customers are, customer retention

analysis to understand what are the attributes of customers who stay, margin analysis

to understand the net margin, and ten other applications. Each can be looked at and

cost justified on its merits.”
Sean Kelly (author interview)

Operational EIS

We distinguish the operational executive information system (EIS) from the

marketing data warehouse. Most organizations have some kind of management

information system drawing mainly on the operational ERP-type systems, whose

purpose is largely to show progress against plan on financial criteria, though as

with all the categories we are examining, terminology varies, with OLAP (online

analytical processing) again being a common label.

EIS systems typically provide facilities for selecting the information required

and displaying it in a variety of formats, such as tables and business graphics.

They may provide additional support for management control such as data on
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performance against plan by product, market, channel and so on, which may be

tracked through simple graphical display, or through facilities such as exception

reporting, where the system highlights areas where the divergence from plan is

significant.

An example of a typical system is provided by Figure 5.10. The system allows

sales information to be summarized according to a number of ‘dimensions’ such

as product category, customer, region and time.

Market research applications

Market research largely draws on data at the level of whole segments, or random

samples of customers, rather than each customer as in data warehouses. We have

seen the importance of external data for ascertaining such information as

customer needs. Some may be imported electronically from outside the

organization, such as from market research (e.g. customer needs, customer

product perceptions, relative market shares) and from external databases (e.g.

market sizes, other market information). For consumer markets, a wealth of

178

Figure 5.10
EIS in a food
products company



S TAY I N G O N T R A C K

information can now be purchased on individuals from standard databases. In the

UK, for example, the major types of information available are:

➡ Geodemographic information: Derived largely from census data, geodemo-

graphic information is so called because it combines geographical information

on where a household is located with demographic information on the age,

education, family composition, income, and so on of the residents. The census

data itself is at the level of enumeration districts of about 200 households,

which can be complemented by individual electoral roll data. The raw data can

be analysed directly if the skills are available but, for many purposes, a

standard classification such as ACORN is often used. CACI’s ACORN, ‘A

Classification Of Residential Neighbourhoods’, divides the UK into 17 major

groups of neighbourhoods, such as ‘wealthy achievers, suburban areas’ and

‘council estate residents, high unemployment’, each of which can be further

subdivided. Another such database is CCN’s Mosaic, which illustrates the

increasingly complex range of data sources combined by the information

providers in that it also includes financial information gained from CCN’s

major business as a credit referencing agency.

➡ Lifestyle information: The household surveys that request information on what

the household purchases in exchange for coupons have now reached a high

proportion of households. The merging of two major players, CMT and NDL,

allowed the launch of Claritas’s Lifestyle Census product back in 1995, which

includes data on an impressive 75 per cent of UK households. In Claritas’s

next-generation Universe database, launched in late 1997, data was guessed, or

‘modelled’, for the remaining 25 per cent, based on a variety of sources such as

the electoral roll, share registers, County Court judgements, and NDL’s ANNA

system, which guesses a person’s age based on their first name – girls called

Agnes or Ethel being unusual in recent decades. Data can also be guessed

based on data from neighbouring houses with the same postcode (Claritas’s

PAD, or Postcode Aggregated Data file).

➡ Industrial markets: Companies House is the main source of data on industrial

firms. Private agencies offer alternative sources, sometimes with added details

on job titles, department sizes and so on.

Data obtained externally may be used as it stands, to form a prospect list for

example, or it may be integrated with internal information. Since 1986, for

example, it has been possible to apply a neighbourhood classification code to

your own customer data using Mosaic.
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R&D support tools

Closely related to market research is IT support for R&D. This was a major focus

in one company we studied, a drinks company, which illustrated the range of

possibilities here with a variety of applications (shown against the marketing map

in Figure 5.11):

➡ Data aggregation and analysis tools: Just as with market research, organizations

can benefit from making data on R&D projects and ideas widely available. In

this case, information on the status of R&D projects had previously been

provided to marketing staff on a one-off basis at particular points in the

project, rather than being available continuously to aid the communication

between R&D and marketing. The current relationship between the depart-

ments was analogous more to a ‘transactional’ approach to marketing rather

than a ‘relationship’ approach. IT was envisaged as an enabler to make the

relationship closer and more productive.

➡ Using the Internet to generate ideas: A virtual (Internet-based) ‘discussion café’

was conceived, to provide an open forum for new product ideas originating

from both employees and customers.

➡ Planning support for R&D: Planning tended to focus around existing products,

with a plan for each. The company recognized the need to broaden the

planning procedures to consider more creatively the range of possible product-

market segments that could be addressed, and which of them were of sufficient

attractiveness and a sufficient fit with the company’s skills to be sensible

targets. Although largely an issue of modifying business processes, it was

recognized that IT support was also required.

An example of IT support for the R&D planning process from another

organization we studied is illustrated in Figure 5.12. Developed by a pharmaceut-

icals company, it is designed to support the decision-making of a cross-functional

group of managers about the vital issue of which R&D projects to back, in an

industry where development costs are enormous and time to market can easily be

a decade. A core analysis is the directional policy matrix, based on judgemental

inputs gathered internationally in order to ensure buy-in to the results. This

summarizes the potential of each project as well as the company’s strength in the

product area. Other analyses cover issues such as development risk and financial

flows.
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The main benefits reported by its users in the pharmaceutical company are

greater consensus, due to a depoliticized debate around a common framework,

and a better corporate memory of the basis on which decisions had been taken.

Vital success factors in making this process work were the involvement of a range

of business managers in the system’s development, as well as in data input, and

the definition of the right cross-functional team to debate the model and take the

appropriate decisions.

Causal modelling

One way to understand a marketing variable of importance, such as market size

or product sales, is to develop a causal model of the factors affecting the variable.

This involves defining a mathematical relationship between a number of

independent ‘cause’ variables and the dependent ‘effect’ variable whose variation

is to be modelled. For example, a product sales model might include as

independent variables consumer spending, product price, competitor’s price, and

advertising and promotion data. Or the dependent variable might be market size,

as illustrated in Figure 5.13 (based on a real case but with invented numbers).
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To take this example, all other things being equal, total market sales of, say,

beef will go up in various circumstances: when the price goes down; when the

producers advertise more heavily; and when there are fewer health scares (in this

case measured by the number of press releases relating to BSE from the relevant

ministry). Through the statistical technique of multiple regression (or various

alternatives such as neural net algorithms), the relative importance of the ‘cause’

variables can be established by examining data from the past (illustrated by six

rows in the figure, though in practice many more are required). This means that

if the marketer can predict the future value of the ‘cause’ variables, the computer

can predict the corresponding value of the ‘output’ variable. So the effect on sales

of, say, a price war or a future health scare can be anticipated.

Several software routes are available for the construction of causal models.

As well as general-purpose statistical packages such as SPSS, some specialist

packages are available that specifically target the business modelling market, such

as the 4Thought package.

The variable being studied does not necessarily vary with time. Cross-

sectional analyses may be performed, for example, comparing the effectiveness of
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distributors or stores, or the attractiveness of possible plan, warehouse or outlet

locations.

Planning support tools

As shown in Figure 5.9, IT can support a number of marketing planning tasks.

The previous section illustrated IT support for portfolio analysis, with particular

reference to R&D. Another major area where our case studies encountered IT

support was segmentation.

We saw in Chapter 2 that the process of segmentation is rarely straightforward.

It is not too difficult to assess whether a segmentation, once proposed, is a good

one: the segments will be of adequate size, members will be similar to each other

but different from other segments, the segments will be reachable, and the criteria

for describing the segments will be relevant to the purchase situation. But there are

many possible variables to use in order to divide the potential market into these

segments – demographic, geographic, psychographic (relating to attitudes,

lifestyle and personality) and behavioural (relating to usage rate, loyalty, purchase

patterns etc.). Which variables will relate most closely to the underlying needs-

based segmentation is a major issue, but not fundamentally an IT one. IT is,

however, relevant in supplying the raw information and providing analysis tools.

Data sources for segmentation

Internal systems mainly hold basic geographic and demographic data. The

storage of behavioural data on customers’ past usage is increasing, as loyalty

cards, electronic point-of-sale systems and websites provide more raw informa-

tion in consumer markets, and data warehouses allow large files of past

behaviour to be economically stored. As we have discussed, though, the main

disadvantage of segmenting on the basis of internal data is that information is

typically only available on current customers (and possibly lapsed ones and

current prospects). Hence the external data sources discussed earlier are often

relevant. The uses and limitations of internal data for segmentation are

summarized in Figure 5.14.

Profiling

Profiling is one means of combining this internal and external data for which IT

support is available. Profiling involves seeing what the customers in the selected
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segments have in common, typically based on internal data, and using these

criteria to select likely candidates from wider lists. One can analyse, for example,

the characteristics of customers who respond well to particular marketing tools,

or who are loyal and profitable. The Scottish blood transfusion service, for

example, used CACI software to analyse who has the greatest propensity to give

blood, resulting in two segments – one an affluent group with high educational

qualifications and professional or managerial jobs, and another less well-off

group who are public spirited, live close to town centres and probably live alone.

This information was used to seek new donors who fell into these segments.

Cluster analysis

IT support is also available to analyse market research data for segmentation

purposes. We mentioned in Chapter 2 how cluster analysis can group the

respondents into segments relevant to their purchase decisions. The tyre

segmentation we described earlier in this chapter was based on a cluster analysis

of respondents.
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We saw in Chapter 3 that cluster analysis can also be used on internal data.

A list of micro-segments can be developed based on numerous variables – who

buys, what they buy, and why they buy. Clusters of micro-segments that share the

same, or similar, needs are then grouped together to form viable segments.

Geographical information systems

Where geography is a major factor in segmentation, geographical information

systems (GIS) may help by providing a graphical interface to the data using maps.

Store location is a classic application of GIS, where a map interface may help to

define an appropriate catchment area. Woolworth’s, for example, used CACI’s

InSite system to understand the local market, providing information on local

population characteristics within each store’s catchment area as well as

information on local competitors, highlighting the potential for particular

products or promotions. This information was used to segment the stores as a

basis for product selection and so on.

Segmenting purely on customer attractiveness

In the absence of data on customer needs as a basis for a needs-based

segmentation, some companies conclude that to segment on customer attrac-

tiveness – the customer’s lifetime value, for example – is at least better than

purely undifferentiated treatment of all customers. One of the business-to-

business companies we studied, for example, used data from a data warehouse

to look at the penetration rates in different segments, penetration rate being

measured by considering the number of companies in the segment who

currently bought at least some products from the company, compared with the

total number of companies in the segment. All other things being equal, a

segment with a lower penetration rate was regarded as having higher growth

potential than one with a very high penetration rate, particularly if experience

in another country showed that the segment was potentially interested in the

company’s offerings.

Other companies similarly segment primarily on customer profitability, or

lifetime value. We do not dispute that this can deliver some quick wins. However,

we regard the most powerful combination as being a segmentation on different

customer needs, combined with an analysis of the relative attractiveness of the

resulting segments on financial criteria. If this is achieved, the company knows
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not just which segments to address, but also how to address them in terms of the

customers’ buying criteria.

Conclusions

We have surveyed the multifarious collection of analyses which fall under the

heading of ‘analytic CRM’. Returning to their synthesis in the process model of

Figure 5.9, we draw out here some overarching conclusions.

External view: market research, not just warehousing

The process map illustrates that marketing is quintessentially the function

which matches customer needs to the organization’s offerings. But we have

seen how internal systems do not collect information on customer needs unless

this is consciously attempted. External inputs are required, whether via market

research, deliberate extensions to the minimum requirements of a transaction

such as taking an order to collect further customer information, or otherwise.

Monitor customer value, not just revenue

Just as segmentation and other tasks in the ‘Deliver value proposition’ stage

suffer from a lack of external information, so the whole task of ‘Monitor value’

is seriously under-supported in many organizations, which myopically choose

only to monitor what they receive, not what they give in return. Hence if sales

go down the company has no idea why.

Need for processes for market-driven segmentation and planning

As well as making data available, market-driven segmentation and planning

does not happen without processes being put in place. After 30 years of

marketing planning theory, this may seem a strange point to make; but at least

two of the companies we recently studied concluded that in order to exploit

the possibilities for targeted communications offered by their CRM systems,

they needed to call a pause in software development and revamp their

planning procedures.
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Introduction

We have completed our review of the marketing process. It will be clear by now,

though, that today’s marketer sometimes needs to step out of the day-job of

following this process, and become involved in major IT-enabled business change

projects – the commissioning of a website, the piloting of a mobile commerce facility,

the development of an integrated customer database or a data warehouse. This

chapter covers issues in successfully carrying through such projects.

Success factors in IT-enabled marketing projects

“Happy families are all alike; every unhappy family is unhappy in its own

way.”
Tolstoy, Anna Karenina

IT has a decidedly mixed track record at increasing the efficiency of white-collar

work. The early emphasis on efficiency-based applications in such areas as

finance, human resources and distribution has been replete with failures, whether

measured by the proportion of projects which fail to meet their objectives,

generally reported to be at least 70 per cent – even higher than today’s divorce

rates – or by IT’s overall impact on productivity. To assess the latter, Morgan

Stanley economist Stephen Roach(1) compared the productivity gains over a

decade in the US service industry, which received about 80–85 per cent of IT

investment, with those in US manufacturing, which spent the remaining 15–20

per cent. While service productivity might have been expected to increase more,

gains were in fact less than 1 per cent a year, whereas the manufacturing sector

managed over 3 per cent. Roach put what productivity gains there had been in

services down to longer hours in the office – a far cry from the fears of excess

leisure once computers did all the work. As with a family, plenty of things can go

wrong in the relationship between the IT function and other areas of the business

to cause these failures. Can we do better than Tolstoy and elucidate what these

problems are and how to avoid them? A strong theme of research in information

systems has been to identify these success factors, producing sizeable lists of such

items as the support of senior management, the involvement of users in the

design process and the need to adopt new business processes.

And yet despite this understanding, failure rates remain obstinately high.(2)

One reason is that the target is a moving one, as the nature of IT projects changes.

We have seen that there is a trend towards IT applications at the customer
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interface, the aim of which is as much to add value as to reduce costs. This change

of emphasis from efficiency to effectiveness is a logical one, given that IT projects

routinely overshoot their budgets, and that cutting costs alone is a perilous route

to business success – none of the top ten discounters from 1962, the year in which

Wal-Mart was born, being alive today.(3)

Do these effectiveness-based applications introduce new success factors?

There is comparatively little emphasis in research into success factors on

differences between application areas, most authors concentrating on developing

generic factors independent of the purpose of the system. And yet one might

expect the nature of marketing to produce quite different problems and solutions

from those found with other functions:

➡ How can rational IT staff, used to automating a business function, deal with

the paradoxical notion that marketing is inherently cross-functional, co-

ordinating the organization’s response to the external environment? Who is

their customer?

➡ If the application is at the customer interface, involving the only partially

predictable reaction of human beings to IT-enabled business changes, how can

the project be thoroughly planned in advance, as IT managers like to do? How

can the investment proposal be drawn up?

➡ IT professionals can readily see the similarity of CRM with enterprise resource

planning (ERP) as another large integration project. Show a business analyst

two computer systems and they will integrate them. But in the case of ERP, this

process can take years – at the time of writing, the BBC are still struggling to

complete the implementation of SAP which was begun in 1994. How can this

be squared with the need to respond rapidly to market changes with new IT-

enabled channels?

➡ IT staff like to ask ‘the business’ (whoever that is) for the ‘business strategy’

(whatever that is) – which they expect to be predetermined, formalized and

explicit – so they can ‘support it’ by ‘solving business problems’. How does

this mindset relate to the notion that IT-enabled marketing channels raise

strategic choices, such as whether to bypass intermediaries or whether to

deliver product/service components remotely, which the board may not even

be aware of as options?

➡ Business analysts work through a process of evolving specification documents.

How can they work with marketers who by personality are intuitive doers,

strong on creativity and weak on process definition?
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To be fair, many of these issues are found in applications going back many years.

But the continuing struggle of practising managers to deal with them is being

brought into sharp focus within the domain of IT-enabled marketing. With CRM

high on everyone’s agenda, this has become even more of an issue. At the very

least, we cannot assume that existing success factor research covers them

adequately. In this chapter we therefore build on the relatively sparse previous

work in this domain by reporting on the results on this topic from case studies

which we have recently conducted.

A synthesis of previous research

In Table 6.1 we summarize previous research on success factors. Leverick et al.

provide a wide-ranging review of success factor research with particular reference
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Table 6.1 A summary of previous research on success factors

Factor IT/marketing

Leverick

et al.(4)

CRM

Ryals

et al.(2)

Marketing

decision

support

Wilson &

McDonald(5)

E-commerce

Dutta(6)

Determine INTENT

Gain champion/sponsor * * * *

Ensure customer orientation * *

Assess CONTEXT

Identify need for system convergence/co-ordination * * *

Organize round customer * * *

Address culture change in project scope * *

Describe CONTENT

User involvement in system design * *

Design for flexibility *

Manage IT infrastructure * *

See other applications * *

Construct intervention PROCESS

Rapid strategy/action loop *

Pilot testing/trial * *

MANAGE intervention process

Flexibility in project management *
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to the marketing domain.(4) By way of more specific areas, CRM expert Lynette

Ryals and her co-authors provide a comprehensive review of the CRM

literature;(2) in Wilson and McDonald, the authors reviewed success factors for

marketing decision support;(5) and INSEAD’s Professor Dutta examines emerging

success factors in e-commerce.(6)

We define success factors as issues influencing the success of an IT-enabled

intervention which is designed to effect business change. The project, in other

words, is trying to change business practice for the better, not just to introduce

another piece of IT. It is sensible, therefore, to look at projects through the prism

of change management. We have grouped the factors under headings from a

model of IT-enabled change developed by Cranfield’s Professor John Ward and

Dr Roger Elvin from more generic change research.(7) Ward and Elvin’s stages of

the change process are as follows:

➡ Determine the intent: First, the organization determines why change is needed,

sets expectations about potential outcomes and gains commitment to the

intervention.

➡ Assess the context: An understanding is reached about the organizational and

business context within which the intervention is to occur.

➡ Specify the outcome: The intent can be distinguished from a specification of the

outcome of the intervention, in terms of the particular benefits which are

desired.

➡ Describe the content: The content is what will change, under the two sub-

headings of IT content and business content. These need to be defined and

responsibilities assigned.

➡ Construct the intervention process: Here, the organization designs a process for

implementing the content changes defined above, including a business case

and plan.

➡ Manage the intervention process: The intervention process designed in the

previous stage needs to be carried out, with modifications as necessary to

ensure an outcome that satisfies the intent.

➡ Assess satisfaction of the intent: Finally, the degree to which the objectives of the

intervention have been met, both in terms of content and outcome, can be

assessed.

We have excluded two of these stages from our scope within this chapter,

‘Specify outcome’ and ‘Assess satisfaction of intent’. The issue of the desired
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outcome varies substantially between different types of system, as we saw in

Chapters 2 and 4, and we have dealt with the development of success measures

in Chapter 5.

For simplicity we have omitted from Table 6.1 and subsequent consideration

various well-established success factors for all IT projects on which we have little

to add – but clearly these should not be forgotten. These are: the importance of

clear and early definition of requirements; the need to link the IT system to

business objectives; the need to have an adequate implementation plan; the need

for adequate resources; the helpfulness of prior-user experience with IT and of

support from any internal IT department; the importance of ease of use; and the

need for adequate training.

We will discuss the factors of Table 6.1 briefly below.

Determine intent

As with other IT applications, top management sponsorship and the presence of

a champion to drive the intervention are widely recognized as important. The

potentially far-reaching effects of e-commerce lead Dutta to take the tough

position that the Internet should be ‘a top strategic priority for your CEO’. If the

project’s aim is to add to customer value, this needs to be complemented by a

customer or market orientation – or at least by the perception of the need for it,

in which case the project’s scope should aim to increase it.

Assess context

The IT context of a project includes the existing set of systems. Leverick et al.

emphasize the need for ‘compatibility and integration with other marketing IT

projects’. Ryals et al. go beyond this to the need for a plan for customer-facing

systems to converge so as to give a single view of the customer or competitors.

The wider organization also needs to be aligned around the customer, either

through the organizational structure or through cross-functional teams. A further

element of the context which has implications for the project scope is any adverse

aspects of organizational culture, Wilson and McDonald, for example, identifying

the need for systems to be ‘perceived as empowering not controlling’.

Describe content

Successful system design depends on user involvement, which in this domain

may need to be cross-functional. There is nevertheless an important role for the
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IT function in ensuring that the IT infrastructure is managed appropriately to

ensure synergies between projects and provide a platform for the future. As the

customer interface is perhaps more susceptible than some internal applications

to the need to respond rapidly to external changes, the need to design for

flexibility is important. It may be helpful to see the proposed application in use

elsewhere.

Construct intervention process

Dutta emphasizes the need to experiment in the marketplace with a ‘rapid

strategy/action loop’ in order to ‘compete in Internet time’. This goes beyond the

need to conduct pilot tests.

Manage intervention process

Leverick et al. emphasize that project management needs to be flexible in order to

respond to unexpected events during implementation and still deliver the desired

outcome.

Success factors from case studies

How, then, has our research contrasted with these previous findings? We

conducted case studies with five companies applying IT to marketing, to examine

the factors which influenced the extent of project success, through 23 face-to-face

interviews with IT and marketing managers. Table 6.2 shows the full list of

success factors which resulted. New factors, or refinements of previously

identified factors, are underlined.

Although we discussed some of these companies in earlier chapters, we

briefly summarize the different applications here. Case A involved a project in

which intelligence from a marketing database was being used to produce

marketing communications targeted at particular segments – a significant

step for a utility used to an operational focus in which all customers were

treated in exactly the same way. Case B was the implementation of a second-

generation sales force automation package within an electricity generator.

Case C followed the progress of a business-to-business e-commerce project

within a paper manufacturer. Case D involved rewriting a business school’s

direct mail application to ensure year 2000 compatibility, and simultaneously
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Table 6.2 Findings on success factors for e-marketing projects

Factor Full description

Determine the INTENT

Gain champion/sponsor A sponsor is needed, preferably at board level, to sell a proposed

project and to build commitment across relevant functions. This

may be a marketing, sales or IT director, but if cross-functional

commitment is not gained, non-optimal ‘silo’ applications can

result.

Ensure market orientation The organization needs a market orientation, or at least the

perception of the need for it, if an IT system is to be accompanied

by the necessary business changes and deliver the intended

benefits.

Define approval procedures

which allow for uncertainty

Applications which aim to increase efficiency may be cost- justified

precisely. But effectiveness-based applications are difficult to predict,

even if the case is strong. Project approval procedures should

recognize this. Otherwise project champions resort to spurious

accuracy to gain project acceptance.

Gain board awareness of

strategic potential of IT

If the board regards IT as merely a support function to keep the

business running smoothly, ideas for major initiatives at the customer

interface are unlikely to flourish.

Assess the CONTEXT

Identify need for business

system convergence internally

and co-ordination externally

An explicit IT strategy for marketing should be developed to

ensure that disparate projects can be integrated to deliver a

single organizational view of the customer, product or competitors.

Organize round customer As marketing becomes data-driven, its need to integrate closely with

other functions increases. A joint sales/marketing director may be

more conducive to IT-enabled marketing applications. Failing that,

close teamwork on joint processes is necessary, such as with

cross-functional process teams.

Address culture change in

project scope

The project plan needs to address any requirement to change

organizational culture, such as addressing staff willingness to share

data, rather than leaving this issue until later or ignoring it.
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Table 6.2 Continued

Factor Full description

Describe CONTENT

Involve users interactively in

system design

Users of a system, or their representatives, need to be closely involved

in such tasks as requirement specification. This involvement works best

if it is interactive: users may not have the skills to write requirements

specifications, while they may not understand written specifications

produced by IT staff.

Design for flexibility The difficulty in getting IT right first time, combined with the need to

phase and a changing environment, necessitate the inclusion of

flexibility as a key design constraint. Rapidly changing IT platforms and

business needs require independence and generalizability of data

models.

Manage IT infrastructure While user departments may believe they have the skills to bypass the

IT function, there is a need for co-ordination of IT infrastructure to

ease future support and development, and to exploit the

cross-functional and, indeed, inter-organizational nature of

customer-facing processes.

Leverage models of best

practice

Where available and suitable, the use of minimally tailored software

packages can embed aspects of best marketing practice, as well as

reducing development risks.

Construct intervention PROCESS

Rapid strategy/action loop to

experiment and gain credibility

Relaxed timescales render a project vulnerable due to loss of key

sponsors, organizational restructuring, external events and so on. A

phased approach can help to build the credibility of those driving the

change through the visibility of early deliverables. ‘Big-bang’ approaches

are more vulnerable to cancellation due to perceived lack of progress.

Prototype new processes, not

just IT

Effectiveness-based marketing applications may have profound

implications for internal or external processes and relationships. These

need prototyping just as much as the IT; if left too late the IT will

constrain necessary modifications to the initial plan.

MANAGE intervention process

Manage for delivery of

benefits, not specification

Documents such as requirement specifications may need refining

during implementation, if the intended benefits are to be achieved.

The implementation process needs to reflect this need for flexibility.

Note: Underlined text indicates new or modified factors compared with previous research
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integrating the application with an order-handling system to provide a

more flexible platform for the future. Case E covered the development and

early use of a marketing analysis system which held statistics on sales and

market size by product type and by market, using OLAP (online analytical

processing) technology, in order to aid the identification of promising oppor-

tunities and the evaluation of campaigns in a business-to-business components

distributor.

We will briefly discuss each factor, with particular emphasis on new and

modified factors.

Gain champion/sponsor

Board-level backing was cited in all cases as crucial, with particularly strong

evidence in the utility, in which a new marketing board member had proved

essential to CRM initiatives. The dangers of championship from a limited range

of functions was shown by the paper manufacturer, in which the aim of an

integrated customer interface had in the past been hampered by differing views

of different directors.

Define approval procedures which allow for uncertainty

This factor was introduced in Case B, in which the risk-averse culture of this

electricity generator – a healthy and understandable attribute as far as its core

operations were concerned – seemed to be a barrier to investment in sales

automation, an area where a degree of risk about benefits is inevitable, customer

behaviour being outside the direct control of the business. But not investing also

had its dangers, in the view of one interviewee:

“Did a better profile of customers arise from implementation of this IT, or from

something that the account manager did differently, or from pure luck? Quantifying

benefits is particularly hard in our business . . . But sometimes you need the

investment just to stay competitive in the marketplace. How do you quantify

that?”
Clearly a degree of control is needed over the approval of capital-intensive

projects from limited resources. The components distributor found a balance

through flexible R&D budgets, which could be used to provide seedcorn funding

until benefits could be better quantified.
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Gain board awareness of strategic potential of IT

The business school showed the powerful shift from a costs focus to a benefits

focus that could occur when the strategic nature of IT investments was recognized

in board-level appointments.

Organize around the customer

Although the utility had an organization primarily around the product line, this

was being successfully counterpointed by cross-functional teams to champion the

customer perspective. The paper manufacturer showed the problems that can

occur if marketing and sales departments are divorced under separate directors,

with the two sometimes pulling in different directions.

Involve users interactively in system design

The utility case introduced the notion that user involvement in system design

needs to be face-to-face, not just at a distance through the writing and review of

specification documents. Here, as in other cases, business analysts reported that

unlike users in domains such as finance, marketers were not necessarily skilled in

the detailed process thinking needed for writing or reviewing specifications – a

problem recognized by one marketer:

“We write things from a flowery marketing perspective. But our requirements

specifications become tablets of stone.”
Furthermore, the nature of the domain required creativity in the definition of new

processes, which was aided by the interactivity of face-to-face meetings. A

workshop approach was proving productive in the electricity generator, in

contrast to experience on a previous project which concentrated on written

documents:

“The requirements specification was inches thick, and it still doesn’t do what the

users want. Because someone had to write out line by line what the system must do.

That’s extremely difficult for anyone, let alone the user who just wants the outputs,

and doesn’t wish to concern himself with inputs or processing.”
Design for flexibility

The importance of designing a system in such a way that it can readily be changed

to meet future requirements was widely recognized. The electricity generator
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provided a clear comparison between generations of the same system, the second

generation being based closely on an off-the-shelf package to aid in future

tailoring and support.

Rapid strategy/action loop

While the literature cites a changing competitive environment as the motivation

for a rapid strategy/action loop, both the utility and the electricity generator

added the problem of a changing internal environment. A long project may seem

rational to the developers, but leaves it open to cancellation due to management

changes, or a loss of faith from managers who do not understand the waterfall

model of development and do not perceive progress until they see the resulting

system. A clear vision, combined with short-term ‘quick wins’ which gain

credibility, seemed the best approach for major projects.

Ensure market orientation

In the business school, in which the organization’s culture and processes are

focused strongly around understanding and responding to customer needs, these

needs acted as a spur to enhance IT systems at the customer interface. In the

utility and the components distributor, by contrast, a conscious perception that

the organization needed to improve its customer focus was one of the motivations

for IT developments to enable and embed corresponding process changes.

Need for IT convergence/co-ordination

In all but one of the cases, the project studied formed part of a longer-term

initiative towards the development of an integrated customer repository, from

which all customer-facing systems would draw. Limited benefits from the

integration so far achieved were reported in the utility and the business school.

Address culture change in project scope

The argument that projects need to address the issue of cultural change was made

by numerous interviewees, for example one in the utility:

“ It’s easier to move on the harder issues like technology than the softer ones. If you

think about our interfaces [between parts of the organization], the biggest thing is

culture. But we start with the hard systems first.”
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Manage IT infrastructure

Past experience in the electricity generator and the business school supports the

view that a danger of commercial functions taking on responsibility for IT systems

is the lack of attention to IT infrastructure issues that can result. In both cases, the IT

infrastructure is now more actively managed through stronger central control,

although responsibility for specific applications is shared with user departments.

Leverage models of best practice

The electricity generator case introduced this widely-corroborated factor, through

the observation that the second generation of the sales automation system

benefited from being based more closely on an off-the-shelf package, which

allowed the organization to benefit from the experience of others in refining best

practice.

Prototype new processes, not just IT

This factor was introduced by the case of the paper manufacturer, in which the

plans from the IT department for a new system did not seem to involve the testing

of some plausible but far-reaching assumptions about the effect of EDI on both the

organization and its customers. Although the case provided no evidence as to

whether the authors’ concerns over this were justified, the components

distributor case showed the benefits which can occur when new processes are

prototyped at an early stage. Here, the business case for further system

development was clarified, as well as steering the system development in the

light of the process prototyping.

Manage for delivery of benefits, not specification

This factor gave a more precise wording to the previously-identified factor of

‘flexibility in project management’. There need to be limits to flexibility if projects

are ever to complete, the electricity generator’s project for example benefiting

from a strict time limit. But limiting time or resources can backfire, as previous

experience in the utility had shown:

“ If you’re not careful, your timescales become the drivers. You then come into

descoping. Then what you get isn’t what you really wanted. And having delivered to

timescale, you spend the next six months sorting out the problems.”
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In this case, the need was identified to review requirements during the project to

ensure that these were indeed adequate to deliver the required benefits:

“We need a review and challenge exercise six or eight weeks down the line, to say,

‘do we still mean that’? It’s all a matter of communication between owner and

implementer. There’s a steerage that’s needed during implementation, to add clarity

as to what needs delivering.”
Conclusions

Our results support various success factors identified by previous researchers: the

importance to the success of IT/marketing initiatives of a market orientation; the

need for business system convergence on a single view of customers and other

entities such as competitors; the need to include cultural change issues within the

project’s scope; the need to design for flexibility; and the need to manage IT

infrastructure.

Further light has been shed on certain other factors:

➡ We have seen that in this domain, the commonly-cited need to gain a board-

level champion may not be enough. Commitment is often needed across

numerous functions which deal with the customer: without such strong,

genuine commitment, non-optimal ‘silo’ applications can result, in which the

potential benefits of a single view of the customer in terms of understanding

customer value, prioritizing resources on profitable customers, and under-

standing how to satisfy particular customer segments, cannot be fully

realized.

➡ A related point is that separate directorships for sales and marketing can be

problematical. While a primary organizational structure around products can

be effectively complemented by cross-functional teams focusing on the

customer, the evidence we have seen strengthens the argument recently made

by Hugh Davidson, author of Even More Offensive Marketing,(8) among others

that organizations can best be viewed in the three major blocks of supply

management, operations and demand management, which should arguably

each have a single director responsible for them, or at the least should be

designed coherently.

➡ We have added to the reasons for a ‘rapid strategy/action loop’ the

observation that long-term projects seem particularly vulnerable to cancella-

tion due to structural or personal changes, or simply due to perceived lack of
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progress, whether grounded in reality or not. This presents a problem given

that implementing an integrated CRM suite or adding an Internet channel

takes a great deal of work. The circle can be squared by defining ‘quick wins’

that collectively contribute to a long-term vision.

➡ Once a project is under way, effective communication between IT staff and

their commercial counterparts is, as always, an issue, given the very different

cultures they inhabit – as one interviewee put it, ‘IT are from Mars, marketing

are from Venus’. We have found that ‘user involvement’ needs to be interactive

and face to face: sending specifications to each other for comment (whether on

paper or electronically) simply doesn’t seem to work. We recall the finding of

Bartlett and Goshal that in many organizations disastrous consequences

ensued when the generation and transmission of reports replaced direct

communications from people representing their own ideas, analyses and

proposals.(9) Instead, they advocated ‘reinforcing the rope bridge of systems-

based communication with the steel girders of frequent personal contact’. We

have also found that personal contact needs to continue through the IT

development cycle, rather than stopping once a specification is defined, if the

project’s benefits are to be realized.

➡ The IT itself is not the only area where iteration may be required before the

right solution is found. We have also found that in this domain, in which IT is

likely to be an enabler to radically different processes, those processes also

benefit from being prototyped. As one successful implementer of an

e-commerce channel argued to us, the best decision he took was to build a link

to back-end fulfilment and finance processes into his very first pilot, as ironing

out these processes was a key to success.

We have also identified three success factors which were not present in the

existing success factors research we surveyed:

➡ Leveraging a model of best practice embedded in an off-the-shelf system can,

at least, reduce the risk involved in development of bespoke software. A CRM

package can ensure that all customer-facing packages draw on a common data

model, while a package for such management tasks as market segmentation,

econometric modelling and marketing planning can implicitly provide a

standardized process for these tasks.

➡ Given the strategic decisions implicit in CRM projects, it is not sufficient for the

board to empower an IT director, or anyone else, to propose and develop
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systems. The board needs to be aware of IT’s strategic capability, and actively

involved in formulation of IT strategy.

➡ Rigid approval procedures for capital expenditure can act as a barrier to

developments with a strong rationale but a degree of risk, favouring less

important but more secure projects. Risk can be incorporated in the calculation

of such measures as customer lifetime value, allowing risk to be taken account

of without ruling out risky developments. Another loosening of traditional

procedures we found effective was to set aside seedcorn funding in advance,

which can be used to fund potentially important pilot projects quickly. Without

such measures, project proponents will simply cook the books, underplaying

risks and leaving the board in a worse position to manage those risks

carefully.

If marketing is still suffering from mid-life crisis, the younger discipline of IT

is surely still suffering from adolescence, with all its attendant delusions of

grandeur pierced by dramatic failures. The marriage of this undoubtedly talented

couple may be no more troubled than most, but troubled it still is. The themes

which need to be pursued in their joint therapy are at least becoming clearer.
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Managing for results: the benefits dependency
network
There are several threads which run through the chapter so far: the need for

marketing personnel to work closely with their IT colleagues; the need for

organizational change as well as IT change; the need for the large-scale projects

which are so often a feature of today’s marketing to be managed so as to deliver

benefits to the business, not just an IT system on time and budget. All easier said

than done. Fortunately, a project management tool has recently been developed at

Cranfield which at least assists greatly with these tasks: the Benefits Dependency

Network (BDN).(10) Instead of simply listing project elements and tracking their

resourcing and timescales, this tool works backwards from the project’s objectives

to ensure that all necessary business changes are made, as well as any necessary

IT developments completed. A simplified example from one project we studied,

a gift manufacturer’s extranet for retailers, is shown in Figure 6.1.

The main elements of the network are as follows:

➡ First, drivers of the project are defined, based on the nature of the opportunity

in relation to the strategy from the application portfolio. A driver is a view by
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top managers as to what is important for the business, such that the business

needs to change in response. In this case, the drivers (which are not shown in

the figure) included the directors’ desire to expand beyond their current

profitable but small niche, and their recognition that this would imply

reducing the organization’s dependence on a small number of large retailers.

➡ The investment objectives are then a clear statement of how the project under

consideration will contribute to achieving effective beneficial changes in

relation to one or more of the drivers. In this example, the objectives related to

turnover, profit, and market share of the small retailer segment.

➡ In order to achieve these objectives, some benefits will need to be delivered

to different stakeholders, including customers. These are now explicitly
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identified and quantified. For the gift manufacturer, these included maximiz-

ing the number of ‘turns’ – how often an item on a retailer’s shelf is sold and

replenished each year; minimizing the number of returns; and so on.

➡ In order to achieve the benefits, it is necessary for organizations and people to

work in different ways, and it is these changes that are captured in the business

changes part of the network. In this case, business changes included the need to

offer retailers a variety of options for how stocks would be replenished. At one

end of the scale, a retailer could choose to ‘outsource’ much of the selling of gifts

to a manufacturer-provided facility on the website, which could select and order

gifts, keep them replenished, change the gift range according to past and

predicted demand, and arrange payment. At the other end of the scale, other

retailers could simply choose to use information provided by the website to

inform their own decisions on what gifts to order, when to replenish and so on.

By offering a choice, the retailer was left with the important sense of control.

➡ Other one-off changes may also be required before the technology can be

implemented, for example to define new processes which are needed, and to

establish organizational roles and skills sets. These are termed enabling

changes. Here, these included the renegotiation of contracts for the existing

agent network, and a piloting exercise with a handful of retailers.

➡ It is only when this analysis has been carried out that the specific role

technology will play in the project’s objectives can be defined in detail. These

technology changes are listed under IS/IT enablers. Here, they included

extensions to the company’s core operational systems, as well as introduction

of the website itself.

We have found that using this technique for e-commerce projects seems to

require an iterative approach. In more traditional IT projects the network is used

to ensure that the technology and business changes will deliver benefits required

to meet the business drivers. Given the current stage of innovation with

e-commerce, a further iteration starting with ‘what can technology enable us to

do?’ is needed, to explore the potential changes and consequent benefits that

could result. Balancing this more creative use of the BDN with the more outcome-

focused, analytical use proved valuable both in uncovering new options and in

realistically assessing what could be achieved.

We found that though time-consuming to apply – a thorough BDN typically

taking two half-day workshops – this tool is invaluable for fleshing out the

business changes which are needed to make the new use of technology effective
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if an e-commerce project is to succeed. This can also lead to more rational

decisions on whether to proceed with a project: in one case, a forward-looking

BDN brought to light such a scale of business transformation that the company

decided it could not currently afford to proceed.

What was the result of the BDN’s development in this gift company? It

pointed out that many of the business changes relied on the managing director,

clarifying the need for a new sales appointment, which was rapidly made. It also

made clear that a pilot was needed to flesh out how retailers could best be

supported online, as well as how the organization needed to adapt to complement

the website itself. Most importantly, it convinced senior management that it

needed to devote enough time to the relevant business changes and that this was

not purely an IT exercise.

The company had experienced considerable difficulties in the past with new

computer systems, due not to the system itself as much as the accompanying

organizational changes which had not been fully thought through beforehand.

The level of rigour demanded by the BDN was not universally popular –

salespeople rarely welcome being hauled into meetings of any sort – but the

company was left well placed to avoid a similar expensive mess.

The tool needs, though, to be used at the right point in the planning process.

Notice that it is not possible to get as far as listing benefits which will be sufficient

to achieve the intended objectives, let alone listing business changes, until the

market is well understood and the strategic rationale for the proposed project is

clear. That’s why we have delayed covering this fine management tool until the

end of Chapter 6! However, once a well-thought-through marketing strategy is

defined, we believe the BDN to be a real contribution to the crucial issue of

implementation.

Summary

There are still some marketers for whom one quarter is much like the last. But such

is the rate of business change, and the importance of IT-enabled routes to market,

that most marketing practitioners need to develop project management skills to cope

with large-scale business change projects.

In many ways, major marketing projects are no different from others: they need

strong support from the top, close interactive involvement of business managers in

the specification process for new IT systems, and forward planning of the business

changes which will need to accompany these systems.
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But we have identified some respects in which marketing projects can be a little

different. Because marketing itself spans organizational boundaries, its projects tend

to as well, necessitating cross-functional board support, process design and cultural

change. And because marketing is about serving customers whose reactions to our

change initiatives can never be predicted with certainty, there is a need to design and

implement projects with flexibility, remembering that the objective is not simply to

implement the original blueprint, but to deliver the intended benefits, even if that

requires changes along the way.

In our experience, the benefits dependency network provides a valuable

framework for addressing some of these issues, in particular ensuring that all the

relevant aspects of business change are identified early on, and focusing the project

firmly on its intended benefits.
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The changing customer

We have presented a map of the marketing function, incorporating tools to

position the organization in the market of tomorrow. But notwithstanding the loss

of innocence in the Internet world, markets continue to change at a prodigious

rate, providing powerful forces for change in every company. We end this book

with some reflections on what the future might hold for marketing and its place

within the organization.

Let us start with the customer. How are our customers changing their

demands on us? Here are just a few examples:

➡ Trends in customer behaviour. Today’s first-world consumer is more highly

educated, under higher stress, more specialized, living longer, and more

influenced by global culture than those of the 1960s and 1970s when our view

of marketing was formed. This is resulting in various changes to consumer

behaviour, such as: an increased pressure on shopping time; a trend towards

outsourcing by consumers, as in the increase in ready meals; increased

consumer rationality; a fragmentation of consumer markets; and, overall, an

increase in the consumer’s power relative to the producer’s. Nor are these

trends specific to consumers. Customer expertise, sophistication and power is

increasing likewise in industrial goods and services markets. This power shift

stems partly from the concentration of buying into fewer hands, evident in

many industries, and partly from the development of buyer groups, networks

and alliances, all recent phenomena which have swung market control away

from manufacturers.

➡ The trend to consumer outsourcing. The time spent by Americans in shopping

malls has dropped from 30 hours per month to 7, partly due to longer working

hours, but also due to the increased time spent in the IT-mediated worlds of

the TV and Internet, the latter accounting for an hour a day among users. The

numerous activities which are thus being squeezed, such as shopping and

cooking, are increasingly being ‘outsourced’, only one meal in three being

cooked in the home, with ready meals and meals out accounting for the other

two-thirds. With an increased proportion of the workforce in self-employment,

and many of the remainder being paid on deliverables rather than on time

spent, the awareness of the opportunity cost of time is increasing.

➡ Consolidation of e-shopping. The mass of start-ups which occur in any new

industry has certainly been seen with consumer websites. Between 1894 and
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1903, 20,000 telephone companies were started in the US, eventually dropping

to one. Of the 1,000 US car manufacturers in the 1920s and 1930s, only two

survived. How many of our 20,000-odd e-tailers will still be there in ten years?

If the experience in other industries is anything to go by, we will be left with

some major players, plus a range of highly-targeted niche operators, like

Simply Organic, the grocery store used by one of the authors, which sells

products such as ‘organic goat gouda with nettle and onion’ to a sparse but

profitable segment. The major players would, perhaps, number no more than

one or two per major category. Contrary to popular belief, the argument of

economies of scale certainly applies online, where the expense of serious

website development and fulfilment is high and the marginal cost per new

order relatively low. An examination of Amazon’s quarterly accounts shows

this clearly. Amazon’s plans to reach profitability depend (among other

factors) on reducing fulfilment costs from 15 per cent, on $2.5 billion of revenue

in 2000, and the 13 per cent achieved by Q3 2001, to the 8–9 per cent which

could be achieved, they believe, on revenues of $6 billion.

➡ Home delivery. Rationalization is inevitable in home delivery to cope with the

increased demand and high service expectations of online consumers. Local

drop-off points or boxes outside the home are being experimented with, for

example, in Helsinki, and some such mechanism is sorely needed.

How can we make our organizations sufficiently responsive to cope with the high

rate of change that this changing customer behaviour will engender? Part of the

answer, we believe, is in the use of marketing planning tools which allow for

rapid change, such as those we have outlined. But is the very concept of annual

planning cycles too staid for today’s markets?

Styles of planning in the digital age
Evolution and revolution

Strategy formation in practice is rarely the ordered, rational process of textbooks,

in which a senior management team uses a predefined sequence of management

tools to draw its conclusions, which are then scrupulously acted on over the

forthcoming year. In some organizations, instead of this ‘rational planning’

approach, strategy is mainly the result of gut judgements made by the chief

executive – a ‘command’ approach. In others, strategy evolves through a series of

smaller decisions made on the problem of the moment – a ‘rational incremental’
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approach. Most commonly, organizations actually adopt a mix of these various

ingredients in differing proportions, so they can be regarded as ‘dimensions’

rather than exclusive alternatives.

After decades of inconclusive research endeavouring to find a link between

a ‘rational planning’ style and better business results, strategy researchers now

presume that the best approach will depend on circumstances – the nature of the

industry, the positioning of the organization within it, the rate of change in the

environment and so on. This is sometimes termed the ‘congruence’ between

strategy formulation and the internal and external environment.

How, then, should one plan for e-commerce, m-commerce, interactive TV

and so on? Should one plan at all, indeed, or just act? The mood of academic

writings has followed that of the wider business community over the past two or

three years. Before the technology crash of early 2000, revolution formed a

dominant metaphor, with much emphasis on entrepreneurial management styles,

experimentation and rapid change. While no one wants to go back to the

excessively bureaucratic, inward-looking and unimaginative planning that formal

strategy processes can so often result in, the aftermath of the crash has caused

much reflection on how to achieve the best balance.

The conventional wisdom that in the new economy time is too short for formal

strategy exercises has been undermined by the recent fate of many of the dotcoms

which had previously been lauded for their fleetness of foot. This new mood of

‘more haste, less speed’ has been typified by the already classic article by Porter,

and is evident for example in his debunking of the ‘myth of the first mover’ which

has motivated so much precipitate action.(1) There was, he argued, a

“general assumption that the deployment of the Internet would increase switching

costs and create strong network effects, which would provide first movers with

competitive advantages and robust profitability . . . This thinking does not, however,

hold up to close examination . . . On the Internet, buyers can often switch suppliers

with just a few mouse clicks.”
As for network effects:

“ It is not enough for network effects to be present; to provide barriers to entry they

also have to be proprietary to one company. The openness of the Internet, with its

common standards and protocols and its ease of navigation, makes it difficult for a

single company to capture the benefits of a network effect. America Online, which has

managed to maintain borders around its online community, is an exception, not the

rule.”
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The costs of change

The change of mood is also reflected in the choices made by journal editors, the

Harvard Business Review for example seeking out interviews with ‘old economy’

figureheads such as Nestlé’s CEO Peter Brabeck, who argues that continuous

improvement is just as successful an approach as radical change, and often a more

appropriate one for long-established, broadly successful companies – and,

indeed, Nestlé’s $3 billion of annual profit is difficult to argue with.(2) His answer

to the question ‘What’s wrong with radical change?’ is simple: ‘What’s so good

about it? Big, dramatic change is fine for a crisis. But not every company in the

world is in crisis all the time.’ But is there a price to pay for evolutionary

change?

“‘Yes, you’re unspectacular. There are certainly many companies out there that are

very sexy, like a 20-year-old girl. Everyone wants to know about them. We are not

that. We don’t want to be. Our company is more like a 40-year-old, someone who is

strong and trim, and who can easily run 10 miles without being pushed or

pulled.”
The argument against unnecessary change ‘to follow some sort of fad without

logical thinking behind it’, as Brabeck puts it, is much in evidence at present.

Morgan laments how

“with all the transformation efforts going on these days, the workplace seems to

have transmogrified into one continual change initiative. Maybe it’s a relief to know

that only a few of these efforts will actually be carried through to completion, but

that knowledge doesn’t do much for morale. Change fatigue is rampant, and it’s

exacerbated by a natural tendency to distrust change that’s imposed from above. The

remedy, say the experts, flies in the face of the revolutionary approach to change that

reigned during the dotcom era’s heyday: Pare down the number of initiatives. Be less

preoccupied with large-scale transformation, and focus instead on small improve-

ments. Above all, lose the notion that you need heroic leaders in order to have

meaningful, sustained change.”(3)

The importance of ensuring that change initiatives are not imposed

unnecessarily from above is taken up by Henry Mintzberg:

“The notion that change comes from the top is a fallacy driven by ego, the cult of

heroic management, and the peculiarly American overemphasis on taking action. If

companies in fact depended on dramatic, top-down change, few would survive.
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Instead, most organizations succeed because of the small change efforts that begin

in the middle or bottom of the company and are only belatedly recognized as

successful by senior management.”
He therefore advocates that our notions of the role of the leader be modified to

one rather like a queen bee, which ‘does nothing but make babies and exude a

chemical that keeps everything together’ (Mintzberg, quoted in Morgan(3)).

What does this chemical glue need to achieve? One important role is to co-

ordinate initiatives which may have been begun lower in the organization. As

change expert Rosabeth Moss Kanter argues in her latest book Evolve!(4), innovative

companies that once thrived on decentralization and internal entrepreneurship

find that the Internet forces an unfamiliar degree of integration and knowledge

sharing. But the CEO cannot achieve this co-ordination single-handedly: for the

initiator of an idea, horizontal influencing skills within the organization are

important, analagous to the intrigues within a court to develop court backers and

supporters: the newer the idea, the more important this coalition building.

The role of strategy tools

It is, perhaps, premature to endeavour to pull together this new mood into a

consensus on the role of strategy and planning in e-commerce. But the common

threads are, it seems, beginning to emerge: the leader as a co-ordinator of

initiatives which originate from all levels; the limits to how much change

organizations can absorb at once, and a recognition of the significant work

involved in following through a change initiative; and the importance of careful

rational thought, as exemplified in strategy tools and techniques, to validate

ideas. Of the three styles of strategy formation with which we started this section,

this amounts to something closest to the ‘rational incremental’ model.

What is the role of strategy tools within this model? The tools will not of

themselves generate strategy ideas, which can emerge from all sorts of chance

discussions, experiments, or insights, by a sort of ‘serendipity’.(5) But tools can

provide a valuable prism through which to view and dissect new ideas, providing

a rational means of checking out whether the gut feel of the idea’s proponents

matches the reality of the marketplace. Tools can also help with trade-offs

between different options if, as Porter argues,(1) trade-offs are vital if companies

are to focus on the few areas where they can genuinely achieve a competitive

advantage. And they can help with change management, if strategy decisions are

to be followed through successfully.
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Strategy tools, then, will not necessarily be used only in the context of an

annual planning process. Such a regular process may be of value in providing a

basic framework for the firm’s positioning within its industry, using tools such as

five-forces analysis and market mapping. But other tools to assess market

acceptance, such as the value curve, may be used within the development of

major project proposals. Board evaluation of fully-developed proposals may use

a rolling portfolio of current and future initiatives, evaluated under common

criteria, such as the portfolio matrices we described earlier. And project

implementation may be steered by change management tools such as the benefits

dependency network.

Although there may, then, be a logic in continuing to present tools as part of

an overall market-focused strategy development process, there can be no sense of

failure if they are in fact used in a way more closely tailored to the needs and

culture of the organization.

If marketing planning is changing, the role of the marketing function which

co-ordinates it is also in flux. We will now turn to the future of the marketing

function, how it is organized and how it measures effectiveness.

Marketing measurement and accountability

Business leaders are under intense pressure to deliver against stakeholder

expectations: customers are demanding greater levels of customization, access,

service and value; shareholders are expecting to see continuous growth in

earnings per share and in the capital value of shares; pressure groups are

demanding exemplary corporate citizenship.

Meanwhile, the rules of competition have changed The ‘make and sell’ model

has been killed off by a new wave of entrepreneurial, technology-enabled

competitors unfettered by the baggage of legacy bureaucracy, assets, cultures and

behaviours. The processing of information about products has been separated

from the products themselves and customers can now search for and evaluate

them independently of those who have a vested interest in selling to them.

Customers have as much information about suppliers as suppliers traditionally

accumulated about customers, which has created a new dimension of competition

based on who most effectively acts in the customers’ interests.

On top of all of these pressures, business metrics such as shareholder value

added and balanced scorecards, together with pressure from institutional

shareholders to report meaningful facts about corporate performance rather than
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the traditional, high-level financial reporting that appears every year in corporate

accounts, are forcing business leaders to re-examine tired corporate behaviours

such as cost-cutting, mergers and downsizing as a route to profitability.

Accounts are measured because it is a legal requirement. But the marketing

budget is a discretionary spend and historically has never been measured

according to any universally accepted and systematic rules. Consequently, the

marketing budget is often the first to be cut the moment profits come under

pressure. This unprofessional approach, however, is changing rapidly as CEOs

demand more accountability, hence measurability, from their marketing

colleagues.

Chief executive officers should follow a number of principles when

evaluating their organization’s marketing processes.

Objectivity

In marketing there are two basic kinds of data: hard data and judgemental data.

Hard data measures outputs such as sales volume and value, market size, market

share and profit margins. Judgemental data explains the reasons for the outputs.

A SWOT analysis, for example, would normally seek to establish how well a

particular organization meets the needs or requirements of a defined group of its

customers. This presupposes that we actually know what these needs are, and

herein lies perhaps the biggest problem of marketing – how to be sure.

Hard data is relatively easy to gather from external databases and most

organizations have reasonably good measures of market size, total sales by

product or service type and by application. Those which do not can commission

such data relatively easily and cheaply from any good market research

organization or consultancy. Figure 7.1 illustrates the types of data that all

business leaders should ensure their organization has.

But marketing departments should not rely on their own internal database

for such information, as this will typically hold data only on current and possibly

lapsed customers.

The most important word missing from Figure 7.1 is ‘why?’ Why do

customers and consumers behave the way they do? What motivates them to buy

what they buy in the particular way they buy it?

Nearly every independent survey over the past 50 years has indicated a

substantial gap between the rational views of suppliers and the real reasons for

their customers’ actual behaviour. But organizations persist in relying on the
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views of their own managers – the sales force in particular. And more recent

evidence indicates that attitudes are not always linked to behaviour: many people

approve of a product or an organization, but do not necessarily use it. For

example, a recent survey of corporate good citizenship by the Consumers’

Association in Britain showed that the three highest-rated companies were

performing badly on profits, while the three lowest rated were exceptionally

profitable. Another survey showed that Peugeot 106 drivers rated their cars far

more highly than Ford Fiesta drivers, though the latter were far more likely to

repeat purchase. So business leaders should be careful to ascertain how their

marketers gather the motivational information they use and how current it is.

Marketing metrics

Business leaders need to measure the effectiveness of their organization’s

marketing efforts. ‘Marketing metrics’ seek to measure and evaluate customer

relationships. The 1980s saw the desktop personal computer explosion, followed

by database building. The 1990s saw the customer service movement, sales

automation, brand valuation and the balanced scorecard. The end of the twentieth

century saw the advent of marketing metrics, partly because of a realization that

marketing had never been truly accountable, and partly because technology now

allowed senior managers to measure and evaluate customer relationships in a

way never previously possible.

217

Figure 7.1
Types of data all
organizations
should have

Attitudes are not
always linked to

behaviour



Customer
segment

Inputs

Customer
motivation

Customer
behaviour

Bottom
line

Remember, all segments are different, so don’t
assume that cause and effect will be the same across
different segments.Top management must commit
itself to segment priorities

Track budget commitments and other inputs, such as
new product introductions, new organizations, sales
focus, advertising, direct marketing

Research how your inputs motivate customers, e.g.
awareness, satisfaction, involvement, brand image,
channel attitudes, perceived quality

Trade trial purchase, repeat purchase,
complaints, switching

Measure the bottom line, e.g. sales market leadership,
distribution leadership, price premiums, brand
valuation, NPV by segment and by customer

T H E N E W M A R K E T I N G

The general rule on marketing metrics should be: ‘If you can’t measure it,

think carefully about whether you should do it.’ The general model to follow

should be as shown in Figure 7.2.

In the case of the strategic and tactical marketing plans, the major items listed

in Table 7.1 need to be measured.

When selecting measures, check:

➡ Alignment – do the measures reflect the objectives and strategy, or are they

disconnected?

➡ Actionable – are they directly actionable by someone?

➡ Predictive – can the measures provide early warning signals?

➡ Causal – do they indicate root causes, or are they merely symptoms?

➡ Necessary – will other measures suffice?

➡ Measurable – are they easy to measure and report?

The world’s best companies are committed to marketing metrics. Those

organizations that continue to ignore the legitimate demands of financial
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investors for better information about the return on marketing investments are

doomed to failure.

Organizational issues and the future of marketing

Given all the principles outlined above, it is nonetheless fundamental that

customers are indifferent to any supplier’s organizational structure. All they want

is the delivery of perfect products or services, on time, in full, whenever and

wherever they want them and preferably at the same price everywhere in the

world where they operate.

Consider for a moment how difficult, if not impossible, this is for any

company that organizes as follows:

1 Around ‘production’ units, such as factories. Each one will endeavour to

optimize its profitability, justifiably making its profit from production rather

than based on any market forces.

2 Around ‘functions’. With each function attempting to achieve its own

objectives, it is extremely difficult, if not impossible, for each department to

take account of customer needs in any consistent or coherent way.
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Table 7.1 Major marketing plan items to be measured

Marketing plans Measurement

➡ Market segment attractiveness Track the important factors that make

markets more, or less, attractive

➡ SWOT analyses Measure real strengths and weaknesses,

against properly researched customer

attitudes and behaviour. Also measure key

external indicators

➡ Key issues to be addressed Track whether key issues have been

addressed

➡ Assumptions Record and track what actually happens

➡ Strategic marketing objectives Track key success indicators

➡ Strategies, programmes and

budgets

Track progress on strategies, programmes and

their outcomes
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3 Around geographical groupings, such as the UK, France, Germany, etc. Here,

country ‘barons’, each with their own profit and loss account, frequently

relegate the needs of global customers and markets below their own narrow

profit-maximizing motives.

There are, of course, many other possible combinations, none of which will be

perfect. No one particular organizational form can be recommended, common

sense and market needs being the final arbiters. However, the following factors

always need to be considered:

➡ marketing ‘centres of gravity’

➡ interface areas (e.g. present/future; salespeople/drawing office; etc.)

➡ authority and responsibility

➡ ease of communication

➡ co-ordination

➡ flexibility

➡ human factors

Wherever practicable, however, it appears to be sensible to try to organize around

customer groups, or markets, rather than around products, functions or

geography. Increasingly, firms are organizing themselves around customers or

around processes, such as product development. Quite a large ‘industry’, known

as Business Process Redesign (BPR), grew up around this issue. The Cranfield/

Chartered Institute of Marketing research study into the future of marketing has

clearly demonstrated that the world’s leading companies now organize them-

selves around customer groups and processes rather than around products. AT&T

for example, organize around end-use markets and appoint multi-disciplinary

teams to focus their attention on their specific needs. The result is personnel,

accounting, production, distribution and sales policies that are tailored specifi-

cally to a unique set of market needs.

Finally, in our experience, the very best marketing plans emerge from an

inclusive process. Fundamentally, marketing planning is simply a process, with a

set of underlying tools and techniques, for understanding markets and for

quantifying the present and future value required by the different groups of

customers within these markets – what marketers refer to as segments. It is a

strictly specialist function, just like accountancy or engineering, which is

proscribed, researched, developed and examined by professional bodies such as
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It is generally best
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functions or
geography

The best
marketing plans
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functional process



Sales Manufacturing IT Finance &
accounting HR Logistics R & D

etc.

Th
e ‘

M
ar

ke
tin

g’
Di

re
ct

or

Marketing

Market 1

Market 2

Market 3

Market 4
etc.

F O C U S I N G O N T O M O R R O W ’ S C U S T O M E R

the Chartered Institute of Marketing in Europe and Asia and the American

Marketing Association in the USA. Sometimes customer-facing activities such as

customer service, selling, product development and public relations are con-

trolled by the marketing function, but often they are not, even though many of

them are included in the academic marketing curriculum.

In the model in Figure 7.3, representatives from appropriate functions are

members of market planning teams, with the main body of work being done by

the marketing representative who has the professional skills to accomplish the

more technical tasks of data and information gathering and market analysis. The

team might also include a representative from product development, brand

managers, key account managers and so on, depending on circumstances.

The advantages of this approach are as follows:

1 Any plans emerging are based on a deep understanding of the organization’s

asset base and capabilities.

2 Members of the team ‘own’ the plan, thus preventing implementation

problems later on.

3 The marketing director, or whoever is responsible to the board for integrating

and co-ordinating all the plans emanating from this process, can be sure that he

or she is not foisting unwanted plans onto reluctant functional heads.
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4 Any strategic functional plans, such as IT, logistics, purchasing, R&D and so on,

will be genuinely market driven or customer-needs driven rather than

production driven.

5 Any business or corporate plans that emerge at a higher level will also be

market driven.

This customer-driven process represents the best current practice and is

undoubtedly the future of marketing.
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