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If you had invested in an index mutual fund pegged to the Standard & Poors 500 at the beginning of 1990, you'd
have done very well. But if you had invested in a fund consisting of companies that excel at customer
management, your investment would have outperformed the Standard & Poors 500 by 300 percent! Thelessonis
clear: companies that actively manage and nurture their customer relationships are creating greater value for their
shareholders.

What separates these companies from their peers? After all, most companies recognize the importance of
customer management. Almost all companies espouse the importance of the customer in their vision statements
and business strategies. Many companies benchmark best practices in customer management, build extensive
customer databases, initiate customer feedback programs, and hire and train customer-oriented staff.
Nonetheless, only afew companies have managed to put their customer orientation into actual practice where it
counts — at every customer interface, every day.

Those that do so — companies such asL.L. Bean, USAA, and MBNA — are thriving. These companies have
pioneered effective techniques for building enduring relationships with their most valuable customers. (See
»Reinventing Customer Management,“ Prism, fourth quarter 1995.) And they are leading a radical
transformation in the evolution from product-driven to customer-driven organizations. What does it mean to be
customer-oriented? Customer-oriented companies are focused on and organized around their customers, rather
than their products. They manage their relationships with their customers continuously rather than performing a
series of discrete transactions.

They seek to provide an array of products and services that are packaged and tailored to their customer needs.
And they measure their success by share of account or customer loyalty, not market share or product profitability
(Exhibit 1).

Customer-oriented companies have recognized that accelerating product proliferation, perceived similarities
among competing products, and shorter product life cycles are making product differentiation increasingly
difficult to sustain. In response, they’ ve differentiated their offerings — and fueled their continued growth — by
treating their customers differently and making it easier for their customers to do business with them. As aresult,
they create exceptional customer value — while at the same time yielding the highest customer-retention rates and
the most dramatic financial resultsin their respective industries. These are the companies whose shares would
make up that high-performing customer-management sector fund (Exhibit 2).

Exhibit 1
Product-Driven vs. Customer-Driven Characteristics
Product-Driven Customer-Driven
Focus * Products » Most valuable customers
Organization » One person responsible for *» One person responsible for customer(s)
product(s)
Strategy « Finding customers for products « Finding products for selected customers
Customer Interactions « Individua transactions « Continuity of relationship
Offering « Stand-alone products » Mass-customized, integrated packages
Measures of Success * Market share » Product profitability ¢ « Share of customer » Account/customer
Customer satisfaction profitability « Customer loyalty

MBNA isan excellent example. In just 15 years, a strong customer orientation has propelled this Wilmington,
Delaware, based credit card issuer into becoming the second-largest lender through bank credit cardsin the



United States, with more than $3 5 billion in managed loans. Its customers use their cards more often, spend 50
percent more per transaction, carry balances that are 60 percent higher, and represent losses less than one-third
the industry average. Since 1990, MBNA has increased its market share from 4 to 9 percent and increased its
earnings 26 percent annually. And its shareholders consistently enjoy annual returns on equity above 30 percent!

MBNA carefully selects its customers by marketing through affinity groups such as associations and universities
to attract inherently loyal customers and tailoring its offerings based on the customer’ s expected lifetime value. It
manages its backroom and customer interface processes to deliver on what customers and their affinity partners
say isimportant. MBNA also leverages detail ed customer information to target customers for promotions and to
anticipate defectors. Those that try to defect are transferred to a specially trained recovery SWAT team that
retains 50 percent of the customersreferred. And MBNAS culture continually emphasi zes the importance of the
customer. For example, executives answer or listen to customer calls for four hours/month. There are signs over
the doorsin every room — and notes on every pay envelope— reminding MBNA employees that customers are
the source of their success. And employee rewards are linked to customer needs.

Exhibit 2
Financial Performance of the ADL Best of the Best Companies in
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* These companies—British Airways, FedEx, MBNA, Home Depot, Lands End, American Express, Staples—were
selected in 1995 as the hest publicly held practitioners of customer management (see Primu, fourth quarter 1995).

Source: Dow Fomes Historical Stock Ouote Reporter Service (total shavebolder vetwrn assurming reinvested dividends),

USAA, another universally recognized leader in customer management, was founded in San Antonio, Texas, in
1922 by agroup of army officersto provide insurance to military officers and their families. Like MBNA, the
company selected an inherently loyal base of customers. It then built a nontraditional channel to the market: mail
and telephone rather than local agents. The company focuses on building customer rel ationships through world-
class customer service. By leveraging technology to create a near-paperless office, and by providing adesirable
work environment and twice the industry average in training, USAA is able to retain afront-line staff that iswell
positioned to satisfy each of its customers at every point of interface. USAAS customers have been quoted as
saying, , USAA owns by relationship.”

The company has |everaged its customer orientation to become the fourth-largest homeowner’s insurance
provider, the fifth-largest auto insurer, and the largest mail order company in the United States. It retains over 96
percent of itsinsurance customers, compared to an industry average of only 85 percent for property and casualty
insurance and 89 percent for life insurance. While this $5 billion company is privately owned, arecent Standard
& Poors report suggests that its aftertax return on revenue approaches 10 percent.

To better understand the keys to success, as well as the barriers companies face in implementing their customer
orientation, Arthur D. Little recently conducted a survey of more than 130 major U.S. corporations representing
the utilities, chemicals, pharmaceutical s, telecommunications, metals, resources, and oil and gas industries.



The survey confirmed these companies’ mixed but generally negative experience in implementing a customer
orientation. For almost 60 percent of the responding organizations, customer management is one of the top three
corporateinitiatives. Yet fewer than onein four firms believe they manage customer relationships effectively —
and fewer than one-third believeit’ s easy for customersto do business with them.

Why is customer orientation so hard to implement? And how do successful firms get it right?

In our work with leading companies in several industries, we' ve observed that truly customer-oriented
companies share at least two attributes. First, customer orientation isdriven from the top. In virtually every case,
the leader of the organization has embraced and promoted the customer-driven philosophy. Second, successful
execution arises from the effective integration of strategy, operations, and culture. L eading conpanies begin by
creating winning customer-driven strategies to achieve their business objectives. Then they ensure that their
operations deliver the desired customer experience. At the same time, they instill a culture in which front-line
employees are trained and motivated to satisfy customers at every point of contact.

Our survey confirmed the importance of all three elements. When asked to describe the single greatest obstacle
to implementing customer orientation, 34 percent of the respondents mentioned their inability to formulate
customer-driven strategies, 50 percent cited their inability to operate with excellence before the customer, and 16
percent mentioned difficultiesin creating customer-driven cultures.

Successful implementation of a customer orientation requires the balanced alignment of all three components.
Arthur D. Little has developed a customer management framework that embodies the principles of this
integration (Exhibit 3). In using this framework, the goal isto expand the central shaded area, which represents
alignment among the company’ s customer-oriented strategy, operations, and culture.

Customer-Driven Strategy

The first component of the model is a cogent customer-driven strategy that defines to whom the company will
sell, what it will offer, and why customers will buy it.

Exhibit 3
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Targeting Customers. Leading companies are very effective at targeting their most val uable customers and
communicating priorities throughout their organizations. These companies segment customers at increasingly
granular levelsto ensure that their offerings and promotions meet individual customer needs (Exhibit 4).

Customers are segmented on the basis of their buying needs/behaviors and their lifetime value. Buying needs or
behaviorsfall into categories such as price shoppers, inherently loyal, or service seekers. Such categories are
more relevant than demographic segmentation when devel oping customer-specific offerings and formulating
effective acquisition and retention strategies.



For example, USAA targetsinherently loyal military officers and their families to generate the impressive
retention rates discussed earlier. State Farm targets better-than-average drivers who value personalized service
from alocal agent. Thisfocus allows State Farm to offer low competitive prices while retaining some of the
best-trained, highest-paid agents in the industry. Both contribute to the company’ s 90 percent customer retention
rate, the highest among insurance companies that sell through agents, and one of the highest capitalization rates
in the insurance industry. One wireless company we recently worked with in Europe is focusing on micro-
segments, such as independent plumbers. The firm tailors promotional messagesto their distinct needs,
emphasizing, for example, the benefits of higher sales from fewer missed calls or second incomes from spouses
who can be released from dispatch duties. At the most granular level, conpanies such as Levi Strauss,
Streamline, and Maxell Corporation have built a sustai nable competitive advantage by dealing with their
customers on aone-to-one basis, mass customizing women’s jeans, shopping services, and packaging,
respectively, to meet the unique needs of each individual customer.

Exhibit 4
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The other dimension of segmentationislifetime value. A customer’slifetime value is determined by the net
present value of his or her expected purchases and referrals over the lifetime of the relationship, offset by the
cost to acquire and serve them. Leading companies adjust their customer investments to correspond with the
relationships’ expected lifetime value, thus building customer loyalty without diluting shareholder value.

Federal Express recently began to segment its customers by value in addition to needs and category of product
shipped. The company then devel ops an investment plan for each relevant segment. FedEx spent more than $50
million and four yearsto build a customer database to facilitate its ssgmentation and investment decisions. Asa
result, FedEXx is better able to match direct marketing costs and promotions to the expected value of its target
accounts. For example, instead of distributing alarge number of low-value direct mail offersinto the market and
generating only a5 percent response rate, the company now varies the offer on the basis of the customer’s
expected value and tail ors specific messages to its highest-potential accounts. These initiatives have helped
FedEXx to redlize a five-fold improvement in the return of its marketing investment. In addition, the last two
quarters of 1996 were the first in more than five yearsin which FedEx was able to reverse declinesinits average
revenue per package. James Sellers, manager of Global Distribution Marketing for FedEx, said the goal of this
$10 billion company is, world-class segment-management marketing.“ They are almost there.

Tailoring Offerings. Once they’ ve selected their target customers, leading companiestailor their offerings to
the latter’ s buying needs and preferences. Each offer has three discrete elements: the individual products and



services, the bundling of these products and services, and the price. Companies use an attractiveness/fit matrix to
help prioritize and select the most attractive offerings (Exhibit 5). Each offering is arrayed on a matrix that
measures its attractiveness and fit with company-specific objectives and capabilities. Attractivenessis
determined by criteriaany company would consider desirable —large market size, high growth, profitability, and
favorableindustry dynamics. Fit is determined by company-specific criteria, such as demand by target
customers, acceptable risk/return ratio, leveragability of the company’s strengths and resources, or potential for
future growth. High-attractiveness/high-fit opportunities are then prioritized for investment and promotion.

Exhibit 5
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Increasingly, companies are looking to bundle their products and servicesto lower their transaction costs and
serve more of their customers’ needs. Thistrend is perhaps most pronounced in the telecommunication industry,
inwhich MCI wasthefirst to package local and long-distance telephone service, wireless, data services, Internet
access, paging, voicemail, and fax communications for its customers under its MCI One program. Last year,
MCI grew its revenues an impressive 21 percent to $18.5 hillion. Bert C. Roberts, Jr., Chairman of MCI, credits
much of this growth to , the integration of our products and servicesinto single-solution sets.“ Although such
»Sets’ wereinitially stitched together from disparate divisions and alliances, leading companies such as MCl are
beginning to bundle their offeringsin away that is transparent to the customers, establishing a single call center,
one point of accountability, one bill, and support processes that span the enterprise.

Keeping Tabs on Competitors. Pat Williams, COO of the recently formed Orlando Magic basketball team,
has generated a 95 percent return rate among the team’ s season-ticket holders for each of thelast five years. He
recently said, , My competitors are better than my friends. My friends are too polite to point out my weaknesses.
My competitors advertise them.” Successful customer-driven compani es use competitive-intelligence processes
to establish a thorough understanding of their performance relative to their current and potential competitors.
More importantly, they link competitive insights to strategic action. Competitive analysis hel ps these companies
develop and differentiate their offerings, preempt or neutralize competitor actions, and guide their customer
selection, acquisition, and retention initiatives.



For example, American Express recently leveraged its competitive intelligence activities to solicit direct cus
tomer feedback on competing credit cards. AmEx asked customersto rate the competitors’ cards on nine service
dimensions, including customer service, billing, benefits, fees, rewards, and value. The company was surprised
to discover that cards that offered rewards with airline partners experienced relatively high use despite low
service ratings. This helped AmEX to recognize the overwhelming importance customers place on rewards. The
company quickly developed and commercialized a series of new reward cards including Delta SkyMiles,
Optima, and the Golf Card. These initiatives contributed to four straight years of an expanding AmEXx customer
base, reversing a negative trend from the early 1990s.

Creating Differentiation and Value. For leading customer management companies, the keystone of strategy
isarealistic understanding of why their target customers would buy from them rather than from their
competitors. They focus their effortsin two areas: differentiation strategies and val ue propositions.

The differentiation strategy articulates how the company will leverage its strengths — capabilities, customer
relationships, assets, brands, market position, distribution channels —to attract and retain customers. For
example, DuPont effectively differentiates its commodity fibers by managing its distribution channel and value
chain. Traditionally, DuPont would sell its fibers to fabric makers, who sell fabric to garment manufacturers,
who in turn sell garmentsto retail stores such as Macys. DuPont wisely redefined its customer as the retailer
rather than the next step in the distribution channel, and now it differentiatesits fibers at this point of use. As
Michael Emery, DuPont Vice President of Operations, putsit, , We go directly to Macys, take an order, ask them
how they would like the garments to be made, and put a chain together, using our fibers and our customers.” As
aresult, DuPont’s Fiber Division has generated annual after-tax returns on revenue above 10 percent since 1995.

Our experience suggests that one of the greatest barriers to realizing the benefits of a customer orientationisa
company’ sinability to offer customers a compelling value proposition. The value proposition defines how the
company will create and share economic value. To formulate a compelling val ue proposition, the company needs
to address three questions: 1) What behaviors does the company want from its customers? 2) How much value
will be created by that behavior? and 3) How does the company share some of the value surplus with its
customers in ways that motivate them to behave in desired ways? The latter value-sharing — known as ,,value
share-back” — can take many forms (Exhibit 6). Only one-quarter of our survey respondents have clearly
identified the top desired behaviors they are trying to motivate in their customers, let alone incorporating these
objectivesinto the formation of avalue proposition.

General Electric White Goods exemplifies awell-defined set of desired customer behaviors supported by a
compelling value proposition designed to achieve them. GE developed a program for its appliance dealers that
rewards three desired dealer behaviors: represent all GE product lines, guarantee at |east 50 percent of appliances
sales, and provide on-time payments. In exchange, GE eliminates the dealer’ s inventory, provides overnight
delivery from a GE warehouse, guarantees the best prices regardless of order size or content, and provides 90-
day free consumer financing.

For its efforts, GE has generated more subscribers than it could initially handle. GE accounts for more than 50
percent of the dealers’ business, it realizes a 12 percent savings on its distribution and marketing costs, and it has
streamlined its manufacturing on the basis of actual consumer demand, not inventory build-up.

Operational Excellence

Most customer-driven companies succeed less on the strength of their strategies than on the power of their
execution. Strategy aloneisrarely adifferentiator; execution of strategy is. The three key drivers of successful
execution are processes, information, and people.

Interacting with Customers. Interaction channelsform the critical link between a company’ s offerings and
its customers. Leading companies establish the optimal mix of interaction channels for each customer segment.
Channels are selected from traditional alternatives—sales calls and call centers— and from emerging options
such asthe Internet, electronic kiosks, electronic commerce, and card swipes. The optimal mix balances
customer choice with the company’ s economics and loyalty strategies. Customer-driven companies give strong
preference to channels that allow two-way interactions so that they can collect information about target customer
preferences and tailor or mass-customize their offerings to explicit customer needs.

Dell Computer has effectively leveraged customer interaction channels for strategic gain. Dell bypasses
traditional wholesale and retail dealers and sells directly to end usersthrough call centers and the Internet. By
creating this new direct channel, Dell is able to mass-customize its offering, minimize inventory by assembling
to order, eliminate the cost to support dealers and compete for shelf space, and reduce the risk of obsolescencein
arapidly changing technological market. In addition, the company captures customer buying needsto tailor
future offerings. Using this new channel, Dell has increased net income 50 percent annually in the last six-and-a-
half years— and its stock price has gone up almost 4000 percent.



Exhibit 6
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Customer-driven companies also 10ok at their business processes from their customers’ point of view and ensure
that each process delivers customer experiences that support their loyalty strategies. L eaders recognize that they
are only as good as the most recent interaction with their customers. They map their customers’ experience and
assess their performance at every point of customer contact — advertising, call centers, order entry, order
fulfillment, billing and collection, and field service. Contact points are clustered into customer interface
processes, each with defined standards for operational excellence.

For each of its critical processes, MBNA creates teams that define superior performance and establish corre-
sponding goals. For example, the company established goal s of 30-minute credit-increase approval, 21-second or
second-ring telephone pick-up, 24-hour replacement of lost or stolen cards, and 14-day new-account application
processing. The company contributes to an employee bonus pool each day the staff exceedsits goals. Asaresult,
MBNA meets or exceeds 98 percent of its goals every day.

The best companies create customer val ue through process improvements that minimize the pain and
inconvenience customers experience in purchasing their products and services. For example, to ease the burden
of standing in line when guests arrive at their hotels, Marriott provides, no-check-in“ services. Hertz providesits
#1 Club Gold program to expedite rental car pick-up. USAA provides centralized mail and telephone insurance
services, so military officers do not haveto find a new local agent every time they move. For creating this value,
these companies are rewarded with enduring customer loyalty despite the presence of lower-cost alternatives.

Processes that do not deliver the desired customer experience must be fixed or replaced. Our survey indicated
that sales, marketing, order fulfillment, and customer service are the four processes that would yield the greatest
valueto the respondents’ organizationsif improved. Although many companies have redesigned these processes
in the past, most confess that they are still internally driven, focused on cost reduction, and rarely linked back to
customer needs. Only one-third of the survey respondents believe their internal process improvements are driven
by customer needs.

Leveraging Technology for Competitive Advantage. If customers are the most underutilized asset of
most companies, information is the most underutilized enabler of customer orientation. And information
technology is one of the greatest sources of sustainable competitive advantage available to customer-driven
companies.

Infact, 51 percent of the Arthur D. Little survey respondents cited their inability to use key customer
information as one of the top three obstacles to implementing a customer orientation. Almost one-quarter of the
respondents indicated that effective use of customer information istheir single greatest obstacle. Somefail to
collect relevant information at each customer contact; some can’t analyze the datathey collect and leverageit for
strategic gain. Many lack integrated systems and are ineffective in sharing customer information throughout their
organizations. In contrast, leading customer-driven companiesinvest in highly sophisticated customer
information and database systems. Customer information isintegrated into arelational database marketing
system and effectively leveraged for two purposes: to support strategic decision-making and to build customer
relationships through enhanced interactions.



Building a customer database is easy; making money from it is not. The best companies collect the relevant data
from external sources, internal systems, and points of customer contact, and then ,mine" the information for
patterns, trends, relationships, associations, and sequences. Their analysis allows them to extract useful insights
about individual customers— acustorrer’svalue, likelihood of defection, usage characteristics that precede
defection, and probabl e response to agiven salesinitiative. Armed with these insights and a history of past
transactions, front-line staff can better manage each customer interface. Similarly, management can better decide
how to segment the market, whom to target, what to offer, when and how to promote, and how better to forecast
demand.

The use and maintenance of customer databases cannot be driven by information systems. It must be a cross-
functional imperative, involving marketing, management information systems, customer service, sales, hilling,
and fulfillment. The reliability of theinformation isthe key to continued support.

USAA leverages one of the most sophisticated customer information systemsin the insurance industry to
provide superior service to its customers. The conpany’ s goal isto have ,the touch and feel of asmall company,
but with the economy and efficiency of an industrial giant.“ The company completes 12 million computer
transactions and more than 350,000 voice calls every day. Each call center representative has instantaneous
accessto every customer’s record, including historical transactions and imaged correspondence from each of the
company’ sdivisions. The call center uses thisinformation to serve USAA’s customers better and, where
appropriate, to cross-sell financial services, travel services, or merchandise. As aresult, more than 90 percent of
customer requests and problems are resolved on the first try. Furthermore, 80 percent of USAA’s customers have
purchased both homeowners and auto insurance from the company.

Institutionalizing Feedback and Learning. Itis not the quality of the process but the rate of improvement
that defines a company’ s ability to sustain its customer orientation advantage. L eading customer-driven
companies establish measurement and feedback systems that allow them to chart the rate of their success and to
guide their continuous improvement initiatives. They recognize the importance of monitoring their performance
in meeting evolving customer expectations and initiating process changes when appropriate. USAA tracks wallet
share and retention by five separate lifecyle segments for its members and associate members. Its telephone sales
and call center representatives regularly solicit input, suggestions, and complaints, which are logged, reviewed
by management, and channeled into continuous process improvement for sustai nable competitive advantage.
USAA has learned that customer perceptions are reality.

Customer-Driven Cultures

L eading companies ensure that they have the right people interfacing with customers. Moreover, those people
are properly organized, motivated, and trained to satisfy the customer at the point of interface. Jan Carlzon, the
former CEO of SAS, said, ,,Our moment of truth is when our customer meets our frontline. A bad moment can
depreciate our assets. We have 100 million moments of truth each year at SAS. Y ou must find ways to prepare
the frontline." Survey respondents suggest that the two greatest obstacles to preparing the frontline are
organizational boundaries and misaligned incentives. In most companies, functional and divisional boundaries
inhibit the horizontal collaboration and coordination necessary to manage customer relationships effectively
across the breadth of company offerings. A chemical company we recently worked with has a separate sales
force for each of its divisions. Some customersindicated they receive as many as six different sales callsfrom
the company with little apparent discussion/coordination between them. Thisis aclassic opportunity to minimize
the customer’ sinconvenience. Organizational structure constraints are exasperated by employee incentives that
aretypically linked to financial performance relative to anegotiated plan (i.e., the budget), not value creation or
customer retention. Only 18 percent of the survey respondents indicated that their management and employee
incentives are linked to customer management objectives.

Organizing Around Customers. The vast majority of companies are organized around their basic units of
output — their products. However, customers increasingly demand an ,, orchestrated face,” the convenience of
one-stop shopping, and asingle point of accountability across all of acompany’s offerings. So companies are
moving to modify their organizational structures to better align themselves with their customers and more
effectively manage customer relationships across the breadth of their offerings. Still, only 37 percent of the
companies we surveyed believe that their companies have successfully denned individual accountability for each
customer, and only 22 percent believe they are managing customer relationships effectively across all their
offerings.

Often, thisreorganization follows an evolutionary pattern (Exhibit 7). In the earliest stages as companies begin
to move away from product-based organizations, they might sponsor informal activitiesto promote col-
laboration, as well as redesign their business processes to cut across product-oriented divisions and deliver what
the customer saysisimportant. The intermediate stages require more formal restructuring, in which the front-line
staff —the salesforce and call centers—are pulled out of the product-oriented divisions and reorganized into
separate groups that manage customer rel ationships across the breadth of the company’ s offerings. In the first



intermediate stage, called the product-driven matrix, the product-oriented divisions remain the key profit centers,
and front-line staff provide full support. IBM, Hewlett-Packard, and Procter & Gamble have begun to organize
thisway. The next stage of evolution is called the customer-driven matrix, in which key decision-making
authority and profit responsibility shift to the front-line side of the matrix. In this matrix, the product-oriented
divisions develop products, manage operations, maximize gross margins, and provide support to the front-line
customer managers (Exhibit 8).

Exhibit 7

Evolution of Organizing Around the Customer
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American Expressis moving quickly to a customer-driven organizational structure. Before 1992, AmMEX’'s
Travel-Related Services was organized around products, such as gold and platinum cards. Product managers
reigned supreme. Their product-oriented groups were divided into customer acquisition and customer retention
and were measured on product market share. Under this organization, product managers frequently operated in
conflict with one another, communications with customers lacked coordination, effort was duplicated, customers
were confused, and competition began to take some of AmEX’ s market share. In response, American Express
reorganized into teams designed around needs-based customer groups — college students, frequent travelers, and
small-business owners, for example. Each team isled by a manager responsible for the customer relationship and
is measured on the American Express,, share of customer.” The goal is 100 percent of all customers’ credit card
spending. Asaresult of this reorganization, American Express has blocked further share loss, its customer base
and average card member spending has increased consistently since 1994, and net income for Travel-Related
Servicesrose 13 percent last year, not including a one-time restructuring expense.



Exhibit 8
From a Product-Driven to a Customer-Driven Organization
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Attitudes and Behaviors. The attitudes and behavior of employeestruly differentiate customer-driven
companies. Leading companies create customer-driven cultures by clarifying and managing the attitudes and
behaviors they want from their staff. One pragmatic approach to culture change currently in use by leading
companiesinvolves a simple two-step process. First, these companieslist afew key staff attitudes and behaviors
necessary to implement customer-driven strategy successfully. Embedded in these behaviors are the company-
specific values by which the employees should deal with customers—asincere desire to help customers, risk
tolerance, pursuit of excellence, or ownership of customer problems, for example. Second, the company aligns
and manages compensation and incentives, hiring/firing/promotion decisions, performance evaluation, and
training to support and conspicuously reward the desired attitudes and behavior. Less than 20 percent of the
companies we surveyed have their employee rewards aligned with their customer management objectives. In
contrast, afull one-half of every Pizza Hut store manager’s quarterly bonusistied to customer satisfaction
levels, which are measured constantly by telephone survey. TWA provides cash bonuses for all its employees
each timeit ranksin the top five of three top customer needs. on-time performance, effective handling of
customer complaints, and error-free baggage handling. This kind of incentive alignment will drive the desired
employee behavior.

Filling Skill Gaps. Leading companies continually assess their current skills and capabilitiesin terms of how
well they meet requirements for implementing their customer-driven strategies. Important customer skills vary
by company, but typically include account/ relationship management, consultative selling, cross-selling, product
planning, costing and pricing, customer research, and customer service. Customer-driven companies define the
gaps between their strategic needs and their operating reality and take action to fill the gaps quickly.



Training has become a critical path to fast skill-building. Motorola Canada recently measured the effect of
needs-based sal es training. The company selected 84 employees with similar sales productivity and trained half
of them. New-order volume for the newly trained group shot up 17 percent for the first three months, compared
to a 13 percent decline for the control group. Motorola has determined that for each dollar it spends on training,
it receives a $30 improvement in productivity over athree-year period. It now spends more than twice the U.S.
average on training.

,One Size Fits One"“

These examplesillustrate that successful implementation of a customer orientation requires changesin the ways
most companies manage their business. It requires the continual alignment of strategy, operations, and culture
with evolving customer needs, an emphasis on value creation as opposed to short-term profits, consistent
behavior, and a passion for the customer that permeates the organization.

Most important, it requires an intense focus on the details of execution. Jans Carlzon stepped in as CEO of SAS
in the early 1980s. Using a customer-driven philosophy, he turned the company around and reversed its two-year
accumul ated loss of $30 million. Under Carlzon’s leadership, SAS generated S80 million in profit in the first
year, was named Air Transport World’ s Airline of the Year in the second, and increased full-fare passengers by
23 percent in the third. His secret: ,, We had to be 1 percent better [than the conpetition] in hundreds of details"
important to our customers, not significantly better in only afew.

The customer framework can establish a shared mental model and logic structure to guide detailed planning and
execution. Best-practice techniques can stimulate acompany’ simagination regarding possible initiatives and the
benefits of being truly customer-focused. Ultimately, however, each company requires a unique solution for
successful implementation that reflectsits distinctive strategies, operations, capabilities, and ambitions.
Companies that become truly customer-oriented create a sustainable competitive advantage, generate substantial
shareholder value, and plant the seeds for future growth.

Marc D. Rubinisa Vice President of Arthur D. Little, Inc., and the Managing Director of the firm’'s Marketing
and Customer Management Practice in North America. He helps leading companiesin many industries become
customer -driven organizations and build long-term, profitable relationships with their most valuable customers.



