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Introduction 



Headlines shout that between 70% and 90% of CRM projects have failed, and that organisations have experienced inadequate return on their investments. Many companies that have already adopted CRM as their way of managing customer-facing parts of their businesses are beginning to ask how they can improve ROI. As CRM vendors and consultants begin to target SME and public sector markets, it seems sensible to ask whether CRM is worth the candle. 



Is it? Well, that depends on what you mean by CRM, and what you count as an investment and return. . 


What is CRM? . 


You can think of CRM in 3 different ways �Estrategic, operational and analytical. . 



Strategic CRM happens when a company has decided to shift away from product- or operations-oriented ways of doing business to a more customer centric business model. Customer centricity means building the business around the requirements of carefully selected customers. It means understanding who these customers are, the profit potential or other strategic value they offer, their requirements, their buying processes, and, even, the requirements and expectations of their downstream customers. You can’t be customer-centric unless you have deep insight into customers. Acquisition and retention of this knowledge in customer-related databases is critical to success at strategic CRM. But that is not all. The knowledge has to be distributed internally within the business, used intelligently, and even shared externally with business partners and suppliers so that they can contribute fully to customer acquisition, retention and development.

. 

Operational CRM involves automating the customer facing processes of the company, - marketing, sales and service. Automations typically aims to improve both effectiveness and efficiency across these functions. Marketing automation might involve implementing campaign management or event-based marketing applications. Sales-force automation involves mapping the selling process and tracking opportunities as they progress through the process. Widely adopted sales force automation applications include contact management, opportunity or pipeline management and product configurators. Service automation generally attempts to remove costs whilst retaining or improving customer service levels. Service modules include enquiry management systems, complaints and issue management. Cost reduction programs typically have involved shifting service from face-to-face or contact centre to web-based self-service. 


Form of CRM: Strategic 


Dominant characteristic: CRM is an IT-enabled core strategy that enables businesses to become more customer-centric 


Form of CRM: Operational 


Dominant characteristic: CRM is the automation of customer-facing business functions, typically sales, marketing and service 


Form of CRM: Analytical 


Dominant characteristic: CRM involves the intelligent mining of customer data for strategic or tactical purposes 


Analytical CRM involves the exploitation of customer data to increase the value earned from customers. Statistical procedures such as cluster analysis, decision trees and neural networks are applied to customer data to guide market segmentation, customer portfolio analysis, cross-selling campaigns and customer retention efforts. 


Measuring ROI 



Directors and their advisors are increasingly demanding the investments in CRM are justified with a sound business case. This is, of course, entirely consistent with sound governance but also raises a number of ticklish questions. 



1. what counts as an investment in CRM? 


2. what counts as a return on that investment? 


3. over what time period should return be measured? 



What counts as an investment in CRM 



CRM investments largely fall into 3 major cost categories: IT, people and process costs 



IT costs include IT infrastructure such as servers, laptops and PDIs, database, and software. The cost of hardware and software is falling, but the cost of IT professionals continues to rise because of a talent shortage. Software may be purchase outright or licensed. Several software components may be required for a large-scale CRM project. Among them are: 



Sales force automation: contact management, account management, order processing, proposal generation

Sales management automation: pipeline analysis, territory design, sales reporting

Call-centre automation: auto-dialing, scripting, AVR, CTI

Customer-service automation: enquiry management, incident analysis and escalation, complaints handling, problem resolution, warranty management

Marketing automation: campaign management, opportunity management, market segmentation, lead generation and reporting, event management

Operations management: customisation, production control, quality assurance

E-commerce functionality: extranets, EDI, e-procurement

Knowledge management: customer service, complaints resolution



Customer-related databases are at the heart of IT-enabled CRM. Creating a single view of the customer, regarded by CRM professionals as the holy grail, involves drawing on data that in most companies is maintained on several, often incompatible legacy systems. This is a huge challenge for many companies, particularly those that have grown though merger and acquisition. 

Process costs may also be significant. Current working practices and workflow may need to reengineered. For example, the selling process may need to be mapped, piloted and refined prior to going live with sales force automation. Complaints handling may have been handled in an ad hoc manner, but now requires engineering to ensure that big problems are escalated, management reports are produced and complainants are kept updated through email of SMS. 

People costs include recruitment, redeployment and training costs. Not every company implementing CRM is blessed with analytically-skilled talent. Statisticians and operations researchers may be needed. Analytical CRM requires expertise in segmentation analysis, migration modelling, lifetime value estimations, customer acquisition planning, and customer churn analysis. Recruitment of CRM talent in direct marketing, campaign management and many other areas may also be required. Other employees may need to be retrenched or re-skilled. In addition, there may be significant project management and change management costs.
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It is clearly a mistake to think that CRM investments are over when the IT has been installed. In complex CRM projects, IT costs may represent as little as one-sixth of total project costs. Even on simple projects, people and process costs tend to equal the costs of IT. 

What counts as a return on investment?


Investors clearly expect an answer to the question: ‘How much additional profit will this investment in CRM yield?�EFor Strategic CRM projects this is an impossible question to answer. To compute the gain associated with a CRM initiative would require all other variables impacting the profit equation to be held constant, or an experimental design to be constructed. Large-scale projects take between 2 and 5 years to complete. During that time, the competitive setting might have changed dramatically, with mergers and acquisitions, new products on the market, and a different legislative environment. 

Measuring returns from Operational and Analytical CRM projects is a lot easier. 

There are a number of outcome measures, both hard and soft, to assess the impacts of Operational and Analytical CRM implementations. Not all of these are suitable for every organisation. Generally, the harder measures focus on either cost or revenue, but rarely do they capture both components of the profit equation. In addition, as show in the table, there are a large number of context-specific measures that can be used to infer ROI. 


CATEGORY: Sales 


HARD MEASURE: Number of leads or opportunities handled; Number of leads/ opportunities qualified; Proposals or quotations written; Number of proposals or quotations accepted; Number of new accounts opened; Average first-year revenue from new accounts; New account acquisition costs; Number of calls made, by class (1-on-1, seminar, telecom etc); Call objectives achieved; Number of orders received; Average value per order; Number of accounts handled �Eby account class; Account migration (e.g. % of accounts classified as key accounts, etc.); Total sales revenues; Revenues per class of account; Customer retention costs (cost-to-serve); Account profitability; Sales efficiency (how much it costs to generate each dollar of revenue); Sales department head-count and payroll
CATEGORY: Marketing 


HARD MEASURE: Number of campaigns produced; Number of targeted communications issued; Campaign production costs; Cost per targeted communication; Number of opportunities or leads generated per communication; Numbers of events held; Event attendance; Number of enquiries generated from events; Cost per event; Collateral origination costs; Collateral production costs; Collateral distribution costs; Advertising costs; Enquiries generated from advertising; Conference, trade shows and exhibitions costs; Enquiries generated from conferences, trade shows and exhibitions; Marketing department head-count and payroll 


CATEGORY: Service 


HARD MEASURE: Number of enquiries handled; Cost per enquiry; Response times; Unresolved enquiries; Enquiries resolved as first point-of-contact; Complaints entered; Complaints resolved in specified times; Complaints escalated; Complaints referred for review; Service headcount and payroll 



Softer measures, while not measuring the immediate impacts of CRM may ultimately be equally, if not more, important for the long-term development of your business. These can include customer satisfaction with their experience of doing business with you, referral intentions and behaviour (word-of-mouth), loyalty (as measured by emotional commitment), perceived customer-centricity (from the customer’s perspective), employee satisfaction and employee churn rates. 



In general it makes sense to review historical performance before implementing a CRM solution to take periodic measures afterwards. 



Every large-scale CRM project is composed of a number of smaller projects: database development, market segmentation, customer portfolio analysis, campaign management, web-site upgrade, customer contact centre integration, for example. Each of these will have cost profiles and time scales. However, not all generate revenue streams. Investments in database development and market segmentation, for example, typically represent sunk costs without which it would be impossible to run CRM-driven campaigns and events. They are necessary costs that enable CRM to function. 
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With small-scale implementations the task of measuring return is easier. If only a single function is automated, it is possible to establish clear performance targets. For example, it might be possible to measure the number of proposals written before sales force automation with the number afterwards, or the number of prospects converted into first-time customers, or the number of quintile two customers who are migrated to quintile one. Even so, without appropriate controls in place, you could not be sure that the cause of the change is the CRM investment. 



Different industries face different CRM problems and therefore need different metrics to assess ROI. Telecom companies�Ebiggest customer problem is customer churn which can reach 40%. Their CRM objective is to hang on to the most valuable customers, and to cross-sell them data and other communication services thus building a multi-product bond that is harder to break. In financial services, the CRM goals are to reduce transaction costs by shifting customers from branches to phone to web, and to cross-sell and up-sell to customers based on their past behaviour and propensity to buy, thus earning a greater share of customer wallet. Customer retention dominates insurance, whereas persuading existing customers to buy more (basket value) dominates retail. Where specific strategic goals such as these are the drivers of the CRM investment ROI objectives can be specifically translated into retention, share of wallet, win-backs and other metrics that feed ROI. 



Over what time period should ROI be measured? 


For many companies, CRM is a long-term investment that is expected to pay off over periods of up to five years. However, as noted earlier, even big projects such as these are composed of smaller projects with more clear-cut objectives and time-frames. As the perspective on CRM shifts from strategic to operational to analytical, so does the time frame over which performance can be measured. This moves from long-term to medium-term to short-term. Whether your organisation becomes more customer-centric following the adoption of CRM practices is a question that can only be answered over the long-term. However, it is certainly possible to measure the costs and revenue impacts of CRM-enabled promotional campaigns over a matter of weeks, if not days. 


Changing the headlines 




The reported failures of CRM projects are largely due to 3 factors: 



1. poor project governance. Boards have failed to understand the true costs of implementation. IT hardware and software licenses are often only a portion of the overall costs. In large-scale Strategic CRM implementations involving database development, systems integration, process reengineering and cultural change, technology costs might only be one-sixth of total costs. Simpler Analytical CRM implementations in which data analytics are attached to an already well-developed database may enjoy an IT: total costs ratio of 1:1; 


2. unrealistic expectations of returns. This is in part due to the extraordinary and unwarranted hype of some CRM vendors and consultants; and, 


3. poor project implementation skills. For example, some companies have failed to obtain buy-in from those most affected by the implementation, reengineer processes before automating them, develop a refined project plan, or they may have treated CRM as an IT project rather than a business project. 



In sum, CRM has had a bad press but there are still significant benefits to be gained from its intelligent execution. It is incumbent upon boards to ask demanding questions of their advisors, specify hard KPIs, provide resourceful leadership, demand a carefully planned implementation and roll-out, generate a few quick wins to build confidence and commitment, and monitor the program to ensure it delivers on its promise. 
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Features & Benefits

 



· A definitive, heavily researched, comprehensive overview 

· Key concepts allied to action templates

· Written by one of the first major marketing thinkers in the field and based on Cranfield Business School’s internationally acknowledged leadership in the field

Reviews 



“Are you perplexed about the proper role of CRM in your business? Disappointed with the results of piece-meal initiatives? Here is a tested strategic roadmap to help focus your resources, information and processes on tightening relationships with your best customers.” 

Professor George S. Day, 
Geoffrey T Boisi Professor, Wharton School, University of Pennsylvania

“This comprehensive handbook contains all one would need to know in
putting together and successfully managing a customer relationship initiative.”

Professor James Heskett
Harvard Business School
====================================================
“CRM is very much alive when understood in the broadest sense of managing your customers better. Adrian Payne has written the best guide to understanding the strategy and tactics of switching from transaction marketing to relationship marketing.”

Professor Philip Kotler,
S. C. Johnson & Son Distinguished Professor of International Marketing, 
Kellogg School of Management, Northwestern University


“Professor Payne has written an excellent handbook for CRM success. Every manager with any customer responsibilities at all should have The Handbook of CRM on the desk.“ 

Don Peppers and Martha Rogers, Ph.D., 
Founding Partners at the Peppers & Rogers Group

Description

 back to top


Customer Relationship Management is a holistic strategic approach to managing customer relationships to increase shareholder value, and this major Handbook of CRM gives complete coverage of the key concepts in this vital field. 
It is about achieving a total understanding of the concepts that underlie successful CRM rather than the plethora of systems that can be used to implement it.

Based on recent knowledge, it is underpinned by:

  Clear and comprehensive explanations of the key concepts in the field

  Vignettes and full cases from major businesses internationally

  Definitive references and notes to further sources of information on every aspect of CRM

  Templates and audit advice for assessing your own CRM needs and targets

The most lucid, comprehensive and important overview of the subject and an invaluable tool in enabling the connection of the major principles to the real world of business. 
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