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Some companies have been incredibly successful – by any
measure – in not only attracting their customers, but also
keeping them, growing them, and reducing the cost to serve
them. What is the evidence that investing in customer
management and customer loyalty pays off? In this
whitepaper we share the results of a research project carried
out in South Africa by interviewing 890 customers in B2B and
B2C industries, as well as summarise a literature scan of
reports by many global organisations.

Is Customer
Management
and
Customer
Loyalty
Worth It?

Introduction: Blood in the Streets
Since 1949, the balance sheet values of intangible assets in many corporations, like “brand value” and
“customer goodwill,” have grown from around 20% to about 85%. But these intangibles don’t appear to be
predictive. There are enough spectacular failures (like Enron, Arthur Andersen, AIG, WorldCom, Lehman
Brothers and many others,) to prove this point.
The world of business today faces more challenges than ever before – and it’s going to get worse. Business
failures are rife, and The Economist reported that only 12% of global businesses made a decent profit in 2009.
The expected recovery may take decades rather than years: In 2010 economist Nouriel Roubini estimated it
would be 30 years: “We've got a long way to go through the valley of the shadow of debt before emerging into
daylight,” he wrote.
Stock markets are in freefall, and even some of the biggest businesses in the world – think General Motors, for
example - came close to going bust. People working in companies are paying a heavy price with pay cuts and
retrenchments common as their employers try to slash costs, sometimes cutting into the bone. In addition,
firms are closing branches and locations, trimming product lines, decreasing quality, reducing service and
availability, and taking drastic action just to survive. Oil, energy, water and food prices are rising, and there are
shortages everywhere. Political turmoil, strikes, protests and even riots are on the rise, with leaders seeming
helpless about taking action. Globalisation means that there is increased competition and rivalry, sometimes
from the other side of the world, and as a small consolation to customers, the price of some goods and
services have come down.
Marketers also face unprecedented hardships. Richard Tedlow, professor at Harvard Business School wrote:
“Businesses fail for one of two reasons: they leave their customers, or their customers leave them. This leads
to a scarcity of customers, and falling revenues.”
But great pressure also comes from the business relationship with customers, where many of the following
trends are prevalent:


Citizens around the world have had enough of paying the price of mismanagement. For example, we
have seen the “Arab Spring” spreading to many countries, and the increasing GINI Coefficient – a
measure of the inequality between incomes of the richest people in a nation and the poorest – has meant
that CEO pay is challenged by many stakeholders – shareholders, employees, the media, and customers.
There is a perception that business and government are in cahoots, plotting how to further impoverish
citizens and customers. Thus…



Customers – consumers and businesses – today experience anxiety, stress and uncertainty. They
have a reduced sense of control over their lives, which manifests in bad behaviour, desperate actions
and a good deal of customer rebelliousness. Faith Popcorn speaks of customers as vigilantes.



What they find meaningful and how they make purchase decisions has dramatically changed. Some of
the biggest differences are manifest in the way younger adults seek work, communicate with each other,
behave in social contexts, and of course, how they buy.



Customers feel more alienated and unappreciated than ever before by the companies where they
spend their money and time, and demonstrate this through a lack of loyalty and mercenary buying
patterns.
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The time available to companies to respond to customers’ changing needs today has also shrunk
dramatically. This starts from the beginning with new product development cycles, but also includes
selling cycles, order processing and delivery, promotion activities, and so on. It seems that everything is
“urgent” now.



There has been a shift in customer desire to move from transactional sales, (one at a time), to
relationships and partnerships, including more sharing of information, working together on projects and
in alliances, and so on.



Market segmentation - as we knew it - has changed: Segments no longer exist in the way that we used
to describe them. The only real categorisation that is meaningful is actual buying behaviour. Thus, there
are no more market segments in many industries – just individual customers with their own set of needs.
Some authors refer to “markets of one,” – and you may have millions of them! The Tescos supermarket
chain in the UK has identified at least 20 000 different market segments that they target for promotional
campaigns, for example.



Customers want to be more involved in product and service design: Deriving from the previous point,
customers want to be involved in the design of the tailored product and service package which will meet
their own specific needs. Thus “mass customisation” is the popular goal. In addition…



They also want to be involved in pricing decisions: Customers want to participate in decisions regarding
the value that they receive, and the prices they pay. Give them a more tailored solution with additional
value-adding options, and they will pay more than they would for the standard package. But, give them
options that they don’t want, and they will expect these to be removed and deleted from the price.
(A restaurant in Johannesburg, imitating the original in England, allows patrons to decide how much they
are prepared to pay for their meal and experience once they are done. Lexus allows potential customers
to design their own unique car.) But for many consumers and many businesses, when they think that a
company’s offer is undifferentiated, use price as the only factor that plays a role. They demand discounts,
and play various companies off against each other to get lower prices – or they take their business
elsewhere.



Market research is very limited in its usefulness: Apart from the fact that it takes more time than the
marketing executive has available, it is also probably outdated by the time it reaches his or her desk.
(Founder of The Body Shop, Anita Roddick, said that market research is like driving down the road looking
in the rear-view mirror – you only see what has passed. Steve Jobs was also famous for saying that
customers didn’t know what they wanted until Apple gave it to them. The company needs an information
system that is very current and responsive – as well as belief in a dream of what could be and a pinch
of luck.



Customers also demand better “experiences”: It is no longer enough to “serve” customers. You need
to do whatever it takes to make them happy. They want you to meet and exceed their expectations by
giving them an experience which is personal, positive, and adds value. Think proactive, engaging,
anticipating, and partnership-building.



And all this in a world where customers have the power of so many choices, and vast social
communication networks!
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Customers are defecting in droves, and customer loyalty seems to be all but dead.
But many executives instinctively know that looking after customers and having a decent customer
management programme pays off in the longer term. There are many case studies and examples of business
success that results from having delighted customers. But is the ROI measurable? Many academics and
consultants have tried to pin down the numbers, to show that there is indeed a quick and massive return – with
varying degrees of success. In this paper, we are not even going to try to do this, but what we want to do is
share with you all of the collected evidence that is so overwhelming that you cannot afford to ignore the
consequences – measurable or not. If you want to try to put down some estimates, that is fantastic, but you
will intuitively know that all of the collective proof that you see – and as described in this paper– make it all
very, very worthwhile.
How This White Paper Was Conceived – and Some Additional Discoveries
In October 2011, The Leadership LaunchPad completed a year-long research project into customer
perceptions and customer management practices in South Africa. This was a follow-up to a similar project
undertaken as a dissertation for an MBA thesis completed by our founder and Managing Partner, Aki
Kalliatakis, in 2002. In all, about 1200 customers in both B2B and B2C organisations were interviewed
between January and August 2012 regarding their perceptions, attitudes and behaviours towards the
businesses where they regularly purchased goods and services. Interviewees were encouraged to mainly
discuss the larger businesses that they purchased from, (since this makes up most of our client base at The
Leadership LaunchPad.)
The project was preceded by a vast amount of available literature research to help steer our project in the
right direction, and much of that is summarised in this white paper. In just about all cases, where we have
been able to identify and/or verify the source of research findings, we have acknowledged it. In other cases,
the writers have made statements that have simply made sense, and we quote them. Occasionally we have
made certain statements and have forgotten the original author. Otherwise, un-cited facts have come from our
research project.
Some important broad findings emerged. The results of our research were in some areas rather predictable,
but in other areas caused quite a stir. Our general conclusion was that customers are becoming
increasingly more demanding just as business organisations seek to become more “efficient” at (read
“reduce”) serving their customers. Customers, however, have become more powerful, through social
media, and also more willing to take action to ensure that they get the best possible value for themselves or,
in a B2B context, for their businesses. Their behaviour when they are unhappy, when they felt trapped in a
business, or when they felt that they are neglected, seems to be far more exaggerated, militant and
rebellious than when we completed a similar survey nine years previously. (Some of our favourite stories
range from a woman in the UK who kidnapped a repairman for repeated visits and poor service, to a patient
invoicing his doctor for wasted time in the waiting room, to a bank customer scanning in and changing his
credit card contract to the degree where the bank pays him every time he uses his card, to a customer who
applied for and gives out a premium line telephone number to all of his suppliers, so that the longer they talk to
him, the more he earns.)
Younger customers are less patient, less tolerant of poor service and experiences, more likely to
complain in the mass media, and easily switch to rival firms.
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But it was also true that when our respondents did report on the rare businesses that had delighted and
excited them, that had added value and paid attention to them, they were almost irrational in their loyalty, and
their positive behaviour to reward the company also reflected this.
Almost without exception, and without being prompted, we discovered that 71% of the interviewees wanted
to tell us that smaller businesses were better in taking care of them as customers, although they
acknowledged that the limited resources of a small business weren’t always adequate to fully satisfy
customers’ needs. Why was this so? While the purpose of our research was to identify what customers
wanted and how they reacted, we could see that small companies have a distinct edge. In a small business
environment where a handful of employees personally deal with every customer, work with and understand
every product or service, and have the visible authority and responsibility to do the right thing, delivering a
distinct and customised customer experience comes naturally.
As companies grow, however, the “personal” touch is lost. Being “big” does not rule out the creation of great
experiences; it only means that the business and its people have to work a lot harder to achieve and maintain
it. Small companies have a unique advantage in creating positive customer experiences, because their
survival depends on managing each and every relationship. “Customer-centricity” is instinctive and natural.
But big companies and their employees are burdened with politics and hierarchical structures that are meant
to create efficiency – for the company; by corporate rules, regulations and operating procedures that get in the
way of delivering great customer service; by complex products, services and systems that allow only a handful
of employees to know every customer and every aspect of the business, (and this makes the few nearly
omnipotent when it comes to serving customers, but they don’t have the time to do so except for the very best
customers.)
When large companies finally understand that customers get upset by these issues, (for example, forcing
customers to transact through call centres,) they then use a number of tactics to counteract these. These
include various schemes to give customers the impression that they receive substantial rewards for their
loyalty, (customers are starting to realise that often these rewards are not worth it,) and, of course, they use
PR “spin” to try to paper over the cracks. In their hollow communication with customers, the giants make
promises that often do have a desirable effect of shutting customers up – until customers realise that they
have been duped. That is changing because the social media spread bad news very quickly.
Obviously, small is beautiful when it comes to delivering great customer experiences, and small companies
have no place to hide when it comes to some of the less ethical, (albeit carefully concealed,) tactics used by
the large rivals. Does that mean that larger companies have no chance of cashing in on customer experience
management? Of course not: Large companies can overcome many of the barriers presented by their sheer
size and scale. In fact, a few large organisations rely on creating amazing and spectacular customer
experiences, and rise to the very top of their industry. (Look at Disney, Amazon/Zappos, Apple, Virgin Atlantic,
Changi Airport, and others as great examples.)
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There is another very important finding that we need to share because it has such serious implications on
business: when we asked managers and employees from various organisations how well they think they are
doing in the way they manager their customers, the company ratings are always higher than their
customers’ ratings. There is always a big discrepancy between what the two groups mean by “quality”
customer management and customer service, and to make it worse, customers believe that their experiences
are deteriorating, not improving.
This was confirmed by Bain and Co’s research that showed while 80% percent of executives said their
company delivered a superior customer experience, only eight percent of customers felt that companies
delivered a superior customer experience. (Maybe it’s because only about one third of the companies
analysed acknowledge having processes to listen to their customers effectively.) Only 3% of consumers
believe that UK high street retailers offer great customer service. (Source: Retail Eyes Report, 2011.) Fred
Reichheld added, “Satisfaction surveys have lulled firms into believing that most customers are happy - this is
wrong. The decided majority of customers are angry or bored.”
But the most shocking news is that more than half of the senior executives of those companies who
responded were unable to cite more than a three specific negative consequences of having unhappy
and indifferent customers, and more than 90% could not put a financial value on this dreadful situation.
Similar results emerged for understanding the benefits of proper customer management practices in place that
created loyalty.
For example, when asked why they felt customers would defect from their business to a rival, about two-thirds
of executives said “price” was the number one factor. Customers said “experience and service,” followed by
“convenience, and ease of doing business,” followed by “reliability,” followed by “speed and responsiveness,”
and then, at number 5: “price.”
These misunderstandings and dis-connects were my main motivation for writing this white paper. It may make
sense to try and fool one’s competitors or the public at large, but is very important to not fool oneself… or
one’s customers.
If you are an executive, and you are reading this white paper, you may be asking, “What’s the ROI of customer
management?” With great respect to you, I will answer that you are asking a silly question. It’s the same as
asking what’s the ROI of cars at AVIS, of airplanes for Virgin Atlantic, or of technology for Google. What would
happen to your company if you stopped interacting with your customers? Of course, I also know that
executives wonder if they investment that they make will be worth the return. They have burnt their fingers with
poor returns on marketing activities in the past, after all.
Let’s now take a broad look at some of the findings about customer behaviour that has been published by
research carried out globally, and then we will look at specific themes that should persuade you that effective
customer management is meaningful and valuable.
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Implications for Business – Some Broad Discoveries
As already mentioned, in the last fifteen to twenty years, the world of business, (and other organisations,) has
witnessed a colossal shift towards customers, (citizens, fans, and so on,) being the key to sustainable
growth.
Yet in spite of all the writings, discussions, conferences, software and hardware, in spite of the fact that
companies sink vast resources into improving customer loyalty, (with a view to getting customers to buy more
stuff,) the focus has remained short-sighted. With so many more strategic choices for managing customers,
(for example, Gartner estimates that there are at least 6000 CRM packages available,) there has been limited
success, and customers are unhappier than they have ever been.
Part of this failure is that many executives focus on the immediacy of short-term results: their customers’ value
is limited to the purchases in the next quarter - but everyone rationally accepts that customers are worth much
more than that. Customers have a lifetime value. They can buy proportionately much more than they do
right now, if properly asked. Customers can refer and recommend, and can make or break the organisation’s
reputation. Customers are the source of new and innovative ideas, and of valuable information. We know
we need to unlock this value, but are often distracted by trivia.
In this white paper, we will attempt to give you a comprehensive understanding of the return on investment on
effective customer management. We don’t like to use the word “attempt” – after all, the old adage “What
cannot be measured cannot be managed,” is commonly accepted in business thought. However, many of the
consequences of looking after (versus not looking after) your customers are difficult to pin down in a specific
financial measure. It doesn’t make the accountants happy, but all executives know that whatever the exact
number, the impact of customer management is immense. You will instinctively know that the penalties - or
rewards - will have an impact on your bottom line, even though you may not always be able to measure their
impact specifically.
In any event, most companies don’t have an accurate way to measure even the most basic customer
management activities and results. For example, you may want to ask yourself some of the following
questions:








Does our organisation have an accurate idea of the lifetime value of customers?
Does our organisation gather and proactively use simple customer information and feedback? (Especially
true when we launch new products and services, or plan marketing and promotional campaigns.)
Does our organisation have accurate metrics in place for measuring the effect of marketing and
promotional campaigns?
Does our organisation have proper information to ensure that we segment and target the customers and
prospects that are most likely to respond to our efforts?
Does our organisation have accurate information for maximising repeat business, for building customer
loyalty, for effective cross-sales and up-sales to our customers, and/or to take advantage of the power of
referrals and recommendations?
Does our organisation have an effective way to respond to and analyse customer complaints and
unhappiness?
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The quick answer to these questions is mostly “No.” Somewhere around 90% of larger organisations don’t
really know how to use such measures to prioritise their sales and marketing activities for ongoing success.
One of the current management fads is the mining and use of “big data,” when most large organisations
haven’t even gotten to grips with small data like customers preferences or even the last time that they made a
purchase.
One thing that companies do very well, however, is to be relentless about cutting costs – and in some
incomprehensible way equating that with adding value for customers. Customers know this and resent it.
But is the “Return on Investment” of all customer management activities measurable? Many academics
and consultants have tried to pin down the numbers, to show that there is indeed a quick and massive return –
with varying degrees of success. In this paper, we are not even going to try to do this, but what we want to do
is share with you much of the collected evidence that is so overwhelming that you cannot afford to ignore the
consequences. If you want to try to put down some estimates to the items we have listed here, that is fantastic,
but you will also know that all of the collective questions that you must ask - as described in this paper– make
it all very, very worthwhile.
The world of customers has changed dramatically, and most companies have already seen the influence on
their businesses – with more to come. To survive and thrive in this new world of customer power and control,
your business needs to effectively respond to all of the customer needs, wants, desires, demands and
idiosyncrasies, whether customers are aware of them or not.
Many executives intuitively know that looking after customers - and having a decent customer management
programme - pays off in the longer term. There are many databases, research reports, case studies and
specific examples of business success stories that result from having delighted and loyal customers.
Again, is customer management worth it? You bet it is! In the jargon of Hollywood, the biggest stars are
said to be "bankable." Attach the right mega-star to a production, and the chances for box office success
skyrocket. The same can be said of customer loyalty. Companies that focus on customer management and
customer loyalty display tangible, positive business outcomes. There is inevitably a very strong correlation of
loyalty to financial performance in all industries. To (mis)quote Damon Runyon, (who paraphrased from the
Book of Ecclesiastes,) “The race is not always to the swift, or the fight to the strong, but that’s the way
to place your bet.” We are betting that effective customer management will affect your organisation very
positively.
Here is some proof. Companies who make customer loyalty one of their priorities not only delight their
customers; they also delight their investors, their people, and even their communities. Across all industries,
loyalty leaders significantly outperform loyalty laggards. The three-year average revenue growth rate of
leaders exceeds the comparable rate of laggards by 20 percentage points and more, depending on the
industry, and the three-year average operating margin of leaders is a minimum of 22 percentage points higher
than the comparable financial result for laggards. The percentage of change in stock price over five years is 34
points higher for leaders as compared to laggards. (PIMS Database.)
The authors behind the CMAT Model, (Customer Management Assessment Tool,) have research-based
evidence that proves a 65% return on capital employed within the first year, and that can increase to a figure
of ten times the amount invested within five years.
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Here is another specific study: University of Michigan Business Professor Claes Fornell directs the National
Quality Research Centre which manages the American Customer Satisfaction Index (ACSI). Vanderbilt
University Professor Bruce Cooil used the ACSI numbers to determine that certain high-level customer
focused companies could outperform the market.
Simply buying a portfolio of companies with high ACSI scores wasn’t the answer. But, companies with above
average ACSI scores who also had scores that had risen over the past year far outperformed the market. A
portfolio that consisted of these companies had a gain of 212% while the Standard and Poor’s 500-stock index
gained 105%.
In a white paper published by Jeff Zabin and the Aberdeen Group on social media monitoring, the conclusion
is that for the “best in class” companies…





75% improved customer advocacy
93% improved their ability to generate consumer insights that drive new product and service development
63% decreased customer service costs
82% improved their ability to identify and reduce risk to the brand. This is 3.3-times the industry average,
and 82-times more likely than the laggards in their industry.

While the above numbers may not apply specifically to your business or industry, the concept does. The effort
and cost to provide an outstanding customer service experience doesn’t cost. It isn’t even neutral. It pays, and
you become more profitable because of it!
In this paper we will focus on the returns and rewards from customer management activities. We will begin by
taking a broad look at the world of traditional marketing and customer acquisition, and examine the
consequences – and costs - of having unhappy and indifferent customers. We will then make some
observations about the potential positive benefits and returns that can be reaped from having loyal customers.
Finally we will make a few broad suggestions for creating effective customer management.
Remember: Customer satisfaction measures today. Customer loyalty gauges the future.
Side Note: Assumptions, Definitions, Notes and Terminology in This White Paper
1. There are many terms used to describe and define the management of the business relationship with
customers, and some pretty useful tools to help you get to grips with these. We will use the term “customer
management” to cover all of these. They include: CRM, customer satisfaction, customer loyalty, customer
experience management, moment of truth analysis, complaint/service recovery, customer satisfaction
measurement, customer advocacy, one-to-one marketing, customer value management, customer
retention, customer referrals and word-of-mouth marketing, customer penetration strategies, (including
cross-sales and up-sales,) world class service, key account management, Net Promoter Score, customer
journey mapping, Customer Effort Score… and so the list goes on. We will use the term “customer
management” as the collective term for all of the activities that companies utilise to make sure that
they increase customer loyalty by adding value – and then reaping the rewards of this loyalty.
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2. Customer satisfaction (perceptions,) and customer loyalty (behaviours,) are linked - but not guaranteed.
While it is probably true that many delighted customers will be loyal customers, the true quest is for the
right customer behaviour, which we will call customer loyalty. Customer satisfaction measures
perceptions, (whether customers “like” or “don’t like” your business,) and results in feelings or attitudes
that range from unhappy, disappointed, dissatisfied, distressed and even disgusted at one extreme, to
delighted, thrilled and excited at the other. Customer loyalty (and disloyalty) describes behaviours that
customers display towards your business, and can range from pretty awful to absolutely fantastic. (Many
of the dimensions described in this article are related to customer behaviour.)
3. While the focus of this white paper is on businesses that generates profits, most of the lessons can be
applied to other organisations with stakeholders: to governments (and citizen-centricity,) to non-profit
organisations, to educational, sporting, social or religious organisations, and even in the context of
“internal customers” whereby certain departments offer services to their colleagues within the same
organisation.
4. We have used the word “customer” to describe any person or group of people that are on the
receiving end of, or that are influenced by, the products and services offered by others. In some
cases these customers pay, in others they don’t. Thus we will use the term customers instead of clients,
consumers, purchasers or buyers, users or end-users, patients, passengers, citizens or tax-payers,
patrons, audiences, investors, delegates, tourists, visitors, fans, punters, shoppers, and all other terms
used to describe people on the receiving end of goods and services, (whether they pay for it or not.)
5. We don’t want to get into a debate about the relative effectiveness of various measures of customer
loyalty such as CSI, (Customer Satisfaction Indices,) NPS (Net Promoter Score,) and CES, (Customer
Effort Score.) In addition, we don’t think there should be a debate about whether to use surveys, phantom
customers, focus groups, or any other methodology used to measure customer satisfaction and loyalty.
We suggest that all three metrics and as many as possible methods have some validity and usefulness,
and if an organisation can afford to use a combination of a few, then it will get the type of information it can
use to advantage.
6. Finally, while much of the research cited in this white paper shows averages, we completely acknowledge
that there are many differences between industries, between age groups, between countries,
between channels and media, and many other factors. The key aim of this whitepaper is to give the
reader enough compelling evidence to decide to take action in customer management. You can do the
specific calculations in your company if you need to.
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How the Rest of This White paper is Structured
The rest of this white paper is structured under a number of vital themes. These are:


Theme 1: The Value of Repeat Business, including lifetime value, purchase frequency, size and share of
purchases, and potential price premium



Theme 2: The Power of Referrals, Recommendations, and Promotion, including actual
recommendations, customer comparisons and preferences, and advocate or ambassador behaviours



Theme 3: Impact on Marketing Activities, including all forms of advertising, promotions, sales and public
relations activities



Theme 4: The Payoff from a Good Reputation, including the competitive position of the company with
respect to its rivals



Theme 5: Communication and Feedback from Customers, including value innovation, feedback,
compliments, complaints, escalations, and lost and recovered customers



Theme 6: The Impact on Processes, Systems, Production and Customer Service Delivery, including
problem resolution, error reduction, continuous improvement, and new ways of doing things



Theme 7: The Impact on Staff, including engagement, attitudes, behaviours, innovation and suggestions,
work-life balance, absenteeism and staff turnover, and teamwork and cooperation



Theme 8: How Profitability is Affected, including reducing the cost to serve customers.

Within each theme, we begin by broadly describing and defining the theme, and then look at the implications
and consequences of having customers at three levels of loyalty:


Delighted, thrilled and excited customers who display an almost irrational loyalty to the business as
demonstrated by their behaviour. They are classed as “promoters” in the NPS model, and other terms
often used to describe them are partners, advocates, ambassadors, influencers, and even “loyals.” We will
call them the loyal angels. These are the customers that are more profitable, buy more, are more open to
partnerships, to cross- and up-sales, who recommend and refer the business, and who do everything that
is desirable to your business for success.



Unhappy, disappointed, dissatisfied, and maybe even disgusted customers, the customers classed
as “detractors” in Fred Reichheld’s NPS model. We will call them disloyal terrorists, (because with a very
small investment, they can do a lot of damage to your business.) Unhappy customers do an enormous
amount of harm to your company, and understanding the effects of these behaviours and attitudes, as well
as their impact on your business, can help you to avoid upsetting them.

10



Indifferent, apathetic, albeit satisfied customers, who actually don’t care who they purchase from, and
who constantly seek to get the best deal for themselves. We will call these the neutral mercenaries, and
they are the biggest danger that most businesses face because there are so many of them: probably
around 90% of any company’s customer base is made up of mercenaries. If the vast majority of your
customers are just “satisfied,” they probably don’t believe that your business is unique nor distinctive, and
this lack of differentiation creates its own set of problems. Because they don’t care who they buy from – as
long as they are getting the best deal for themselves - their levels of loyalty are probably not as bad as
those of unhappy customers, but they will certainly not be ideal. Many companies therefore spend money
to “buy” their loyalty through price manipulation and reward programmes, for example. The biggest
problem with these neutral mercenaries is that of uncertainty: it is difficult to predict if they are going to do
what the company wants them to do.

For many of these specific implications and consequences, we will suggest a way of measuring your
investment and return so that you can try to put some numbers on the ROI of effective customer management.
In a separate document, we have summarised these findings using a three-column matrix that represents the
three levels of customer satisfaction and loyalty, and listing the consequences described in detail in each of
the 7 themes.
Thus without further ado, let’s begin with a better understanding of the return on investment of successful
customer management in these themes.
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Theme 1: The Value of Repeat Business
Some businesses find it easy to get customers to return because their customers don’t have too many
choices. This could be because of a monopoly or cartel, because of few alternatives or substitutes, because of
proprietary technology, because cost of switching is too high, because what they sell is a “grudge purchase,”
because customers have a desperate need for that product or service, because the company has a completely
dominant brand equity, or because of a powerful and worthwhile loyalty programme.
Most industries and the companies within them, however, don’t have these luxuries, and they have to find
other ways to compete, to retain their customers and give them irresistible reasons to return. The best way to
do so is to give them unbelievable, positive, unique and/or “perfect” experiences. But what are the
benefits of having loyal customers who come back again and again?
Let’s begin by looking at what this means when you have loyal angels as customers. There are a number of
very desirable behaviours and consequences:









Loyal customers return because they choose to return, and don’t need to be lured to your business by
expensive price discounts, “loyalty” schemes and similar tactics.
The lifetime value of repeat customers can be easily calculated, and creates a financially more secure
environment for your business. Many companies call this “customer goodwill,” and place a great deal of
financial value on it. By taking the longer-term view, companies can optimise their customer management
strategies. The customer lifetime value can be used to drive decisions such as which customers to
target, how much to spend on acquiring them, and how best to serve them to ensure that they remain
loyal for years to come. (For more on how to calculate the customer lifetime value, see below.)
Customers who enjoy exceptional customer experience are almost three times as likely to continue
doing business with companies for another ten years or more. Some 40 percent are willing to pay
10 percent or more to continue purchasing from companies delivering great experiences. And if
their experience improves, their spending goes up: more than 70 percent of customers surveyed
indicate that they are willing to spend more with businesses - if those firms exceed their expectations
through a combination of buying a wider variety of products and/or services, and by not spreading their
spend into a number of organisations.
Loyal customers are less price-sensitive: More than one-third of consumers surveyed said that they are
willing to spend up to 25 percent or more if their expectations are exceeded. Consider some of these
studies…
 Consumers in the US are willing to pay a 9% premium for “excellent service,” and this figure can
be as high as 11% in some countries. (American Express Global Customer Service Barometer,
2010.) Two-thirds also said companies don’t do enough to earn their loyalty.
 74% customers would be prepared to pay more for a product if it came with better service. (Retail
Eyes Report.)
 More than 50% of UK customers will spend more on products and services if the service
experience was guaranteed to be first class. On average, they will pay a premium of 7% for the
privilege of good customer service and 70% say they would do more business with a company
that offered decent customer care. (American Express Global Customer Service Barometer.)
In addition, long-term customers spend proportionately more than new customers because they are open
to opportunities to cross-sell them additional products and services, and even to upgrades and upsales. (In fact, many companies report that their loyal customers ask them to fulfil additional needs and
wants.)
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Consider some random additional conclusions drawn by various distinctive and credible publications:
 In their book Leading on the Edge of Chaos, Emmett C. Murphy and Mark A. Murphy claim that a 2%
increase in customer retention has the same effect on profits as cutting costs by 10%.
 A 5% reduction in customer defections can lead to an up to 85% boost in profit. (Harvard Business
Review, October 2004)
 70% of customers switch to the competition due to service quality issues. (Forum Corporation 09/08)
 The consulting firm Bain & Company has proven that a 5% change in the rate of retention can swing
profits anywhere from 25-100%.

The advantages are overwhelmingly positive – and evident.
What about the effect of negative, unhappy and disloyal terrorists on customer retention?











Quite obviously, most of them just stop coming back, which means that you lose not only their
abandoned current purchase, but also their repeat business… and all the benefits described above
that relate to their “lifetime value.”
A Datamonitor/Ovum survey of 8800 international customers found the cost of poor customer service in
16 major industrialised economies caused businesses to lose a total of US$ 338.5 billion per year when
customers defect and abandon their purchases as a direct result of poor customer experiences.
Companies earn “bad profits” from one-third of their disloyal customers, stifling long-term growth,
according to the research from Bain & Co. (In contrast, organisations that deliver superior customer
experiences more than double their industry growth average.) Bad profits are generated when a company
fails to deliver on a promise, and they “short-change” customers. Accenture's customer satisfaction
survey in 2009 revealed that when customers’ requirements are not met, they were more likely to defect
to a competitor than was historically the case: As many as 69% of all customers in 2009 switched
providers at least once in the preceding year due to poor customer service, with the highest level of
defectors switching brands in the retail (31%) and banking (27%) sectors. In some developing countries,
South Africa being a good example, the rate of switching is higher at a defection rate of up to 81%!
According to a survey released by Teleperformance, a single negative experience with a customer call
centre would likely cause 68 percent of the respondents to take their business elsewhere. The
results of the customer care survey, Teleperformance officials said, show that the quality of experience
with a company's customer contact centre determines consumer sentiment and brand loyalty.
Almost exactly half of people said the main reason for their dissatisfaction with a company is poor
customer service or a bad contact centre experience. (The survey was commissioned by
Teleperformance and conducted by YouGov. Over 1,000 U.S. adult consumers completed the survey.)
Lifestyle firm WhiteConcierge, which commissioned another UK study, said the findings suggested that
more than 30 consumers were signing up with different companies every minute of the day. The
report found that the worst affected sectors for losing customers over the past two years were motor
insurance, electricity and home insurance. “Organisations have to work harder than ever to keep their
best customers. Consumers have become increasingly demanding and discerning, and with the rise of
price comparison websites for example, it is now much easier to compare and switch products.”
Jonathan Breeze, managing director of WhiteConcierge, said. “Price is undoubtedly one important factor
for causing people to change providers but many companies cannot compete on this at the moment. As
our research findings show, issues surrounding customer service experiences are also key and can be
addressed more readily.”
The findings have come as no surprise to the CRM community. “In the recent tough economic times,
service may have been one of the many cutbacks made across the breadth of the organisation. However,
service is precisely what will keep current customers and continue to attract new ones,” said Matt Fisher,
director of FrontRange Solutions.
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Younger customers from Gen X and the Y Generation are also more likely to defect: In our survey,
41% of people over 45 said they would defect, while 81% of those under 35 said they would do so.
 Some 52 percent of unhappy customers say they will continue doing business with a company
delivering poor experiences - only if it offers a discount of 5 percent or more, and Strativity found
that customers who received an inferior customer experience are ten times more likely to cease doing
business with those companies within the next 12 months.
 Of course, when customers have bad experiences, it doesn’t mean that they stop buying: they just stop
buying from you, and they simultaneously strengthen your competitors, (all they have to do is wait.)
Defecting customers also share critical information about your business which rivals can use to gain
advantage.
 Look at some additional evidence:
o After interviewing more than 2,000 people, Professor Merlin Stone and Oxford Brookes University
found that three out of four people have switched at least one product or service in the last two
years due to poor service. And he estimates that if the study is reflective of the entire population of
the UK, firms could have lost up to 20 million good customers, costing them around £3.39 billion.
o 73% of consumers end a relationship due to poor service and the root causes are: Having to repeat
information; Feeling trapped in automated self – service; Having to wait too long Interacting with staff
who have no knowledge of the service history (or customer value); Unable to easily switch between
communication channels. (Source: Genesys Telecommunications Laboratories Report – The Cost of
Poor Customer Service.)
o 86% of consumers quit doing business with a company because of a bad customer experience, up
from 59% 4 years ago. (Source: Harris Interactive, Customer Experience Impact Report.)
o 51% of UK shoppers refuse to even enter a store if they spy a queue. (Source: Barclaycard.)
o “‘Poor experience” has forced over 10 million consumers in the UK to switch suppliers in the last six
months alone.
o 50% of new callers don’t ring back if they don’t get an answer when they call, and 15% of existing
customers don’t call again if they get the same experience! (Source: Moneypenny.)

Research from Satmetrix in the UK showed that 24% of customers have stopped doing business with
a company within the last six months due to a bad customer experience. Main culprits are:
o 23% Unfair fees or charges
o 22% Poor product or service quality
o 19% Rude or disinterested employees
o 12% Couldn’t get hold of anyone to deal with my problem
o 7% Discounts for new customers but not for existing customers
o 4% Inadequate return or refund policy
o 5% Out of territory call centres
o 1% Inadequate environmental policy
o 7% Other


And finally, if your business is “lucky” enough to be able to hook customers into doing business with you
through legal contracts, warrantees, proprietary technology, and similar barriers to switching, you need
to remember that while they may be forced to continue being customers, but as “trapped hostages”
they will resent it and find other ways to take revenge on your company. It may appear that you are
doing a good job of customer retention, but it is a fool’s paradise.

This really paints a bleak picture, and it is very expensive to replace lost customers, (see below.)
Customers punish companies that fail to deliver the desired experiences, and an easy and safe way to do this
is to not return to that business. Customers vote with their feet.
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Thankfully, there is some good news: While unhappy customers who are not dealt with effectively defect in
really large numbers, if there is a good recovery process, the percentage who leave anyway reduces to single
figures, (6%,) but the number who stay and spend more is around 37%. (Temkin Group report, 2012.)
And what about the “satisfied” – but indifferent – neutral mercenaries?
We assume that if customers are neutral it can’t be too bad. After all, if they don’t care they aren’t going to take
action, right? Maybe it’s not that simple. Here are some of the consequences of having indifferent mercenaries
as customers…







Satisfied customers do come back - but they come back for the wrong reasons. Perhaps it is because
they are creatures of habit, and maybe it is too much trouble to change. Or it could be that there are other
barriers to switching, such as legal contracts, warranties, or other methods that your business uses to
prevent them from leaving. (As mentioned, they feel trapped when this happens, and they don’t like it.) But
what is certain is that they don’t come back because they have made an active choice to do so.
You cannot take their loyalty for granted. The Vanderbilt University study we’ve quoted above said that up
to 40% of “satisfied” customers will leave to go to a competitor anyway with prompting, even
though they are “satisfied.” (The report found that 74% of respondents were looking for a more convenient
customer service, 67% looked for a knowledgeable or better-trained representative, and 66% wanted
faster customer service, with 66% looking for more channel options for getting service.) Bain and Co’s
surveys indicated that figure of defecting satisfied customers to be as high as 80% in certain business.
Ignoring these neutral mercenaries is like having a slowly leaking bucket.
Because of their indifference, it is more difficult to cross-sell and up-sell these customers: they don’t
see the need to deal with you.
Their loyalty is very fragile and mobile, and it is easier for competitors to lure them away with slightly
better offers. In fact, many of these customers initiate this process by playing companies off against each
other in order to get the best deal for themselves.

Clearly, change is needed in this area. In their book Leading on the Edge of Chaos, Emmett C. Murphy and
Mark A. Murphy claim that a 2% increase in customer retention has the same effect on profit as cutting costs
by 10%.
According to Fred Reichheld of Bain and Co, analysis of more than 100 companies across 25 industries in the
U.S. and U.K., (like General Electric, American Express, Apple, John Lewis, HSBC and Dell,) are shifting their
focus to earnings generated from repeat customer sales (and from enthusiastic referrals) that generate growth
2.6-times their industry averages. It’s quite obvious that the effect of customer loyalty on repeat business
can be quite dramatic, and your company cannot afford to have unhappy or even neutral customers
that defect to your rivals.
Some things you can measure in your business to get to grips with this theme include:







The lifetime value of customers, (see notes below on how to calculate it,) and the real long-term costs of
losing customers and their future business.
The cost of acquiring new customers to replace those that don’t come back, and of “refilling the bucket.”
The proportion of repeat customers versus new customers.
The costs of “buying” customer loyalty so that they are obliged to return.
The cost of maintaining your market share in your industry as customers defect to rivals.
The potential value of charging a price premium to customers who are willing to pay it, (and vice versa.)
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The potential value of cross-sales, upgrades and up-sales to your company.
The cost of dealing with “bad customers” who sap your resources.
To calculate the lifetime value of one loyal customer…
o What is the cost of acquiring one new customer?
o What is the average revenue of one loyal customer per year?
o What is the average number of years one loyal customer stays with your organisation?
o What is the lifetime value of one loyal customer?
o (Also see below for an alternative)

How Can Customer Lifetime Value Be Measured?
As more companies adopt customer lifetime value strategies, the question becomes more critical. The value of
any individual customer comes from their financial contribution to your success, because of their ability to
influence others, and also because of their positive behaviours that makes the cost to serve these
customers much lower.
As you can see, this calculation can be a daunting task, and we often wonder if it is worth your while to get into
too much detail. Using the breakdown developed by Don Peppers and Martha Rogers, (One-to-One
Marketing,) we suggest that you use these calculations on at least four groups of customers:





Your most valuable customers. (Top 15% to 20%)
Your most growable customers. (Future top 15% to 20%)
The “below zero’s” (The customers that it costs you to do business with.)
Your “average” customers. (The rest of your customer base.)

Here is a list of some of the factors you can consider.
1. How much does it cost to acquire one new customer? The easiest way to do this is to take your total
sales and marketing budget for acquiring new customers, and divide it by the total number of new
customers in one year. This can include all advertising, direct mail, promotions, proportional cost of the
sales force or other commission when they are “hunting,” (rather than maintaining existing customers,) as
well as any other factors involved in acquiring new customers, such as market research, buying lists of
prospects, exhibitions, and so on. Don’t forget to include indirect costs such as travel, staff benefits, office
space and so on.
2. How much does it cost to get a new customer on board? Includes training, welcoming, getting to
know, entering information, explanations, and so on.
3. How much is one new “good” customer worth to your business this year? (Select either
income/revenue or profit as your measure – and then make it consistent.)
4. What is the potential growth in their lifetime value year-on-year, (through cross-sales, up-sales,
and price increases,) and for how many years can this continue?
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5. How many new customers (prospects) can this customer realistically introduce us to every year?
(How much does it cost to get these new customers on board versus the “cold-calling” calculation
in 1 above?) In this factor you try to calculate the “influence value” of your customers through word-ofmouth referrals, recommendations and positive testimony. Don’t forget to look “internally” at other people,
branches, departments or divisions with the customer’s company, as well as “externally” to their
customers, suppliers, previous colleagues, other professionals or partners, industry connections, family,
friends, and acquaintances.
6. By how much is it possible to reduce the cost to serve these customers year-on-year? This can
include many factors including migration to routine ways of servicing them, efficiencies in customising and
personalising products and services, reducing people – and other resources - involved in servicing them,
using technology to substitute for human contact, reducing or eliminating the number of stages in the
buying cycle, (where orders are handled routinely and regularly,) reducing costs of maintenance, ensuring
prompt payment, preventing attrition and defection costs, and so on.
7. How “expensive” is it for you to fight off competitors and rivals that this customer may also deal
with? For example, do you have to give greater price discounts, pay more attention, and offer increased
value? Is it more attractive to walk away from this customer if it’s just too much effort? Does the average
customer see you as differentiated, and more able to meet and exceed their needs compared to others in
your industry? Of course, the opposite is also true: do poor or under-performing competitors make us look
good?
8. What are the other “hassle costs” of dealing with this customer? Examples include willingness and
ability to pay on time, (including creditworthiness and likelihood of default,) propensity to abuse employees
or waste their time, “nuisance” and “vexatiousness” factors, and complaints and threats that need to be
investigated and dealt with. (How much does it cost you in total to deal with one customer complaint?) All
of these impact on the profitability per customer. On the positive side, things which make it easier for you
are their willingness to share information, build relations or partnerships, and create formal links with them.
9. Are there any other difficult-to-quantify variables such as prestige of doing business with them,
their influence in places outside their own organisation, and so on?

“At the end of the day, it’s about building your business around customers
and finding ways to help them grow, that will make you succeed.”
(Jeff Imelt, Chairman and CEO, General Electric Company)
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Theme 2: The Power of Referrals, Recommendations, and Promotion,
including actual recommendations, customer comparisons and preferences, and
advocate or ambassador behaviours
"Whatever you do, do it well. Do it so well that when people see you do it, they will want to come back and see
you do it again and they will want to bring others and show them how well you do what you do" (Walt Disney)
In every company, the number of customers always exceeds the number of employees and sales
representatives. We battle away with our limited resources to try our best to grow our business, forgetting that
if our customers were on our side, we would have a sizeable army of supporters. Some industries get it right:
sports teams have legions of fans, as do many of the world’s religions, and these fans spend fortunes of
money with those organisations. Most business organisations just don’t even try to achieve the same loyalty.
There is a vital issue that is linked to the idea of customer referrals that needs to be highlighted right up front.
When we look at what customers say, and then at what they actually do, you can imagine that the two
numbers don’t correspond. Fred Reichheld, in his seminal book The Ultimate Question…, stated that the truth
behind so-called “promoters” shows that while many customers will tell a business that they will recommend it,
(between 68% and 81%, depending on the industry,) only about 30% actually did so. Of these, somewhere
around 13% generated new customers, and around 9% were actually profitable customers.
Therefore, having customers that refer and recommend your business is only enough to buy you a place in the
game. The real hard work starts thereafter, with sometimes disappointing results. Does that mean that
generating referrals and recommendations is just not worth the effort? Absolutely not! Sales strike rates for
closing from referrals and recommendations are much higher than if the customer got a cold call; there is a
lower cost of qualified lead generation; and the process of creating awareness, interest and desire to
buy is hastened. In addition, creating a community of customers assists with issues of product
development and innovation.
Getting customers on your side makes a lot of sense, and not just because of the numbers. They live in
the world of your potential customers, and best understand the needs of your prospects. They have much
more credibility than any company representative or paid agent. And if we are truly honest, they would far
rather hang-out with other customers rather than with hungry people from your business.
Recommendations by personal acquaintances and opinions posted by consumers online are the most
trusted forms of advertising globally. A Nielsen survey shows that 90% of online consumers worldwide trust
recommendations from people they know, while 70% trust consumer opinions posted online. Negative
comments reach far and wide.
Loyal angels talk to their families, friends, colleagues, and even to total strangers on the other side of the
world. Let’s look at the impact of referrals and recommendations on your business…


Statistically speaking, the numbers at first appear disappointing. In South Africa the typical loyal customer
who has had a brilliant experience tells on average between four to seven other people, depending on
the industry. Of course, there are some who want to tell the whole world, and in our research we were
unable to assess the statistics relating to reviews on websites like TripAdvisor or Amazon.com. When
something goes “viral,” it does so because people talk about it to their friends, but you have to remember
that “virality” is rare. Adam Mordechai and Sara Critchfield of Upworthy, in a SlideShare presentation
called “The Sweet Science of Virality,” discuss the fact that even though they are probably world leaders in
virality, they managed to succeed in getting more than 500 000 page views less than 5% of the time.
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Even more importantly, delighted customers refer others to your business, or recommend your
products and services. They share their opinions with others, and make use of all the media, growing
your reputation and credibility, and building your brand’s value. Loyal customers are more profitable due to
referrals and repeat business. (Harvard Business Review October 2007)
Satmetrix found that 49% of customers see personal recommendations from friends, family or colleagues
as the most trustworthy source of information.
Therefore, you spend far less on offensive marketing because all you need do is defend what you have
secured. This is much cheaper.
The best news about this theme, however, is the fact that referrals and recommendations can be
proactively managed by the company to take full advantage of their power. We are not asking you to be
like the typical life insurance salesman, (with the greatest respect to them.) There are lots of ways in which
you can invite your delighted angels to participate in events and activities in a way which they enjoy. If you
have taken the trouble to keep in touch, and to add value, they will not be resentful.

Of course, the news is terrible when we look at the disloyal terrorists…










Unhappy customers tell many others: Our research in South Africa tells us that one unhappy customer
will tell between 30 and 35 other people, although that number can become thousands – and at worst
even millions of people - if they get their story into mass media, or it goes viral on the internet. (See
United Airlines case study below and Nestle case study further down.) The old statistics that said that
unhappy customers tell 5 to 10 other people are simply wrong.
Of course, they exaggerate their stories, and this damages your credibility and reputation. As more
and more consumers take to complaining about products and services online and in social network
forums, ignoring this phenomenon is simply no longer an option for any business.
The final result is that there is a chain reaction that can do an awful amount of damage to your
business. We will use a famous example here to illustrate, (although there are hundreds that we can
pick from.) It involves United Airlines and a passenger by the name of Dave Carroll. Dave Carroll is a
Canadian musician who plays and sings with a band called Sons of Maxwell. After a shocking experience
where he watched United Airlines staff throwing his guitar around, resulting in his expensive guitar being
broken, he tried to get some form of compensation. They refused to take responsibility, so he wrote and
performed a song about his travel experience called United Breaks Guitars, and uploaded it on YouTube.
Let Wikipedia tell the rest of the story: “The YouTube video was posted on July 6, 2009. It amassed
150,000 views within one day, prompting United to contact Carroll saying it hoped to right the wrong. The
video garnered over half a million hits by July 9, 5 million by mid-August 2009, 10 million by February
2011, and 13.3 million by September 2013. Media reported the story of the song's instant success and
the public relations humiliation for United Airlines. Attempting to put a positive gloss on the incident and
the song, a company spokesman called it "excellent". Rob Bradford, United's managing director of
customer solutions, telephoned Carroll to apologize for the foul-up and to ask if the carrier could use the
video internally for training. United mentioned it hoped to learn from the incident, and to change its
customer service policy as a result of the incident… Within 4 days of the video being posted online,
United Airlines' stock price fell 10%, costing stockholders about $180 million in value, and has not
recovered ever since.” It wasn’t the broken guitar that inspired Carroll to write the song and vent his
frustration, but the intransigence and resistance that he encountered from United Airlines.
In his book Wired and Dangerous, Chip Bell writes, “Unlike word of mouth which fades as other events
crowd it out of memory, word of mouse missives remain out there like a tribal story repeated down
the generations. They become a chronic disease that weakens a reputation even if they are without
merit.” Ouch!
As Lisa Earle McLeod writes in her blog, “Welcome to the new normal… Customers may be wired and
dangerous. But when you treat them with respect, honesty and dignity, they’ll sing your praises all over
the web.”
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What about the neutral mercenaries? Again, their response doesn’t help when it comes to referrals and
recommendations…




Satisfied but indifferent customers don’t talk about their experiences. The number of people that they
tell about your company approaches zero. There’s a lovely old English expression that says, “To be
damned by faint praise.” It was used by Alexander Pope in his poem Epistle to Dr. Arbuthnot, and the
verse is beautiful: Damn with faint praise, assent with civil leer,
And without sneering, teach the rest to sneer;
Willing to wound, and yet afraid to strike,
Just hint a fault, and hesitate dislike.
Thus it means that you cannot take advantage of the free “word of mouth” advertising and publicity
outlined above, and you still have to spend money building your reputation through improved service,
public relations, and similar activities.

Some things you can measure in your business to get to grips with this theme include:



What percentage of your customers actually talk to others about you, and what is the proportion of positive

versus negative versus neutral comments.

 Use the NPS (net promoter score,) developed by Fred Reichheld to determine whether your customers
are happy to promote your business to others.

 It’s probably also a good idea to not only look at what they say they will do, but to also follow up on
whether they did in fact take action to refer and recommend your business.

 To calculate the referral value of one loyal customer…
o What is the number of referrals of one loyal customer per year?
o What is the annual potential revenue of one new customer?
o What is the referral value of one loyal customer per year?

Delighted Customers Multiply
“There is only one boss here - the customer. He can fire everyone in the company,
from the chairman down… by spending his money elsewhere.” (Sam Walton)
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Theme 3: The Impact on Marketing Activities, including all forms of advertising,
promotions, sales costs and commissions, and public relations
Before we start, let’s take one step back and look at the current state of marketing, promotions and
sales activities in the world – and some of the challenges faced by companies.
Rupert Howell, President of the Institute of Practitioners in Advertising in London, noted some of the following
advantages of advertising:








Encourages competition
Allows choice
Brings down prices (see below)
Funds independent media
Encourages product improvement
Plays a vital educative role
Fuels the economy

Howell argued that when advertising is banned, prices rise by up to 40%. A case in point is children’s toys.
Average prices of three of the most popular toys are 36% higher in Sweden, which bans advertising targeting
children, than in the UK, which doesn’t.
However, some of the challenges facing marketers today include…


Marketing communications: We have moved away from the “spray and pray” approach of mass
broadcasting: spray out your message and pray that some customers will respond to you. Customers also
have preferences about the media which they would prefer to use to receive the messages, when it should
arrive, and they want to specify what information they wish to receive, (or not receive.) In addition, one
way-communication is no longer appropriate. Thus all customer communication through advertising, direct
mail, sales people, even public relations efforts, needs to be relevant, anticipated, timely, and
personalised.



It is too expensive to attract new customers into your business with traditional promotion activities
such as advertising, sales promotions, and PR. These have been severely tested – and found to be
lacking. Sales representatives have come under pressure to produce greater results for less commission,
and are facing less tolerant buyers, but the world of advertising has been most severely impacted. In fact,
David Ogilvy, one of the founders of modern advertising quoted, “I know that only 50% of all advertising
works. I wish I knew which 50%.” A recent issue of AdWeek, (December 2009,) found that, in any event,
only 18% of people trust what they read/see in adverts to be the truth. (Erik Qualman, producer of the
YouTube video called Socialnomics say this figure is down to 14%.)



The cost of all advertising in all media has risen to unaffordable levels for most organisations, and
there has been a proliferation of printed and electronic media, making it difficult to choose where to place
messages. There are so many marketing messages that yours will not stick out above all the clutter. To
make it worse, Google’s advertising strategy has turned everything on its head, where even the
smallest advertisers now have the same power as large global brands. As stated before, word of mouth
trumps advertising in just about all cases, and has come of age because of the internet: the internet
has provided a platform for customers; what used to be a complaint to the CEO is now the public blog
posting, the website for consumers’ comments, or – even worse - the viral homemade video that is both
damning and entertaining at once. An entertaining “viral video” can be watched by millions on YouTube.
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For example, Gangnam Style by Korean musician Psy has been downloaded in various forms more than 3
billion times. Susan Boyle has now had more than 600 million views after her appearance on Britain’s Got
Talent – and pre-sold 8.3 million CDs before she even set foot in the studio! A quarter of British travellers
say that online reviews by strangers on TripAdvisor and similar websites help determine their travel plans
compared to 14% for online advertisements, 13% for TV travel programmes, 11% for travel magazines,
newspaper supplements and 9% for TV advertising and direct mail.


Nielsen reported that 92% of customers trust recommendations from friends and family above all other
forms of advertising, up 18% since 2007. Online consumer reviews are the second most trusted
source of brand information with a 70% trust rating, up 15% since 2008. Television ads were trusted by
only 47%, down 24% since 2009. (Nielsen, April 2012) In another study by Satmetrix, only 2% of UK
customers trust advertising the most as a source of information when choosing a product or service.

And yet companies persist with investments into the bottomless pit of traditional advertising and promotional
activities. At The Leadership LaunchPad, we believe that - with a few exceptions - companies are wasting their
money.
Of course, there are some benefits to advertising:


It certainly can create, in mass markets for consumers, awareness and interest in the company, product
and service, a realisation amongst customers that they may have a previously unrecognised need, a
desire to own something, and may very rarely even lead to purchasing action from the customers. Sadly,
the original AIDA model, (awareness, interest, desire, action,) rarely gets to that final action step of
creating enough customers that actually buy.



It can be used to “educate” and inform customers and potential customers about extensions and new uses
for products, or special offers and deals.



In the long term, with much repetition, and at considerable cost, it may help a company to build up an
image and positioning of the brand, product, or company. Word of mouth activity does the same – but at a
far lower cost.



It can confer a kind of legitimacy or credibility on the product or service, and even the company, especially
if what is being offered is “new”.



A small percentage of easily-influenced buyers would want to purchase the product because it is
associated with the advertising and brand. More often, it helps them to understand what they want (or
don’t want) to be associated with.



Sometimes, a number of adverts from different companies and for similar products do give customers an
opportunity to compare the offers of various competitors.



It can be a very efficient way of reminding current or past customers of the existence of the company and
its products/ services, and in cases where they were happy with the original purchase, they can be
reminded of this. (The other side of this coin, of course, is that advertising may remind unhappy and
disappointed customers about how negative they feel about the company, product, or service, and it can
thus generate more cynicism and remorse.)



In some rare cases, advertising can effectively educate customers about new and specific elements,
applications and characteristics of products and services, (when you only need thirty seconds to do so.).
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It can, when used in conjunction with sales people, serve as an introduction for cold-calling, and perhaps a
reasonably effective way to generate leads.



For companies that sell their products exclusively through intermediaries and brokers, advertising may be
an opportunity to go direct to customers, create demand for the product from final end users, and visibly
display marketing support from the company to encourage and motivate intermediaries.



Advertising can be good for the morale of staff and their families, and certainly boosts the egos of
executives on the golf course.

But the world of advertising is full of traps and problems, and companies need to be aware of some of the
following issues:


Many of the concepts which are promoted don’t exist in reality, but only exist in the minds of people with a
vested interest in promoting them. (For example, where are all those profitable “niches” that were going to
make us rich?)



Consumers are confronted with a blizzard of advertising every day. How are you going to make sure that
your message is noticed above the clutter? Audiences certainly do not feel compelled nor obligated to pay
attention, or even respond.



More importantly, you only have a few seconds to impress your customers that they should give you their
business. Not in your distinctive premises, mind you, not with your well-trained, courteous and motivated
staff, not with your own well-tried marketing resources, not with an example that they can use to “sample
the goods”. No, none of these. Rather, it is a case of using a total stranger in an artificially created studio
situation. In other words, advertising is impersonal, and is only able to carry on in a monologue, not a
dialogue, with the audience. Even on popular YouTube videos, 98% of the ads that come up before one
can actually watch the video are skipped within 1 second of the viewer being given permission to do so.
Similar results exist for all the “eyeballs” promised by internet advertising.



Advertising is enormously expensive – and in most cases there is no measurable, predictable guarantee
that it achieves much more than a cursory result. (Remember David Ogilvie: “We know that only about
50% of all advertising works. The problem is that we don’t know which 50%.” Now down to less that 14%.)



This fact also leads to another problem, which is the motivation and reasoning that companies use to
justify advertising. The argument goes something like this: “If we advertise on a large scale, then it says
something about our size, power and success.” Thus big (usually male) egos are satisfied, but the end
result is: no impact on sales.



The effects of advertising are inevitably very short lived. Hence you need to have regular bursts which
repeat the same message over and over again, spread over a longer period of time – and at the risk of
irritating or alienating your customers. That’s expensive.



Advertising agencies are hardly ever accountable for the results of their work. Of course, your business
does have the choice, in the long-term, of dumping one company for another, but by then it is too late –
you have already spent a small fortune. No advertising agency will under any circumstances give you a
money-back guarantee that your sales will increase: just ask them to be paid a percentage of the
additional sales, and see if they bite. And, in addition, when they have failed to achieve a result, they will
inevitably tell you about a whole lot of environmental factors out of their control which led to the failure of
your campaign, and blame you for not spending enough to have an impact.
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The reward system for agencies is based on only one factor: how much commission they are paid for
placing your advertising in various mass media, (meaning un-segmented, un-targeted and for most of the
people who experience that medium – totally irrelevant.) Thus, they will encourage you to repeat your
message over and over again in a place where you’re uncertain about whether the targeted consumers
are really interested in what you have to sell.



Advertising tends, by its nature, to focus on entertainment and glamour rather than on the creative
satisfaction of customer needs and solving of their problems. There are, occasionally, exceptions to this,
but then, because of time, money, and space constraints, they are able to only highlight one or two of
many issues important to the customer. In fact, due to the amplified expressiveness of advertising, through
the artful use of print, sound and colour, distract and dilutes the main message about the product or
service to be offered.



Most of them hardly ever voluntarily ask to see the company strategic plan and marketing plans that
people who work in the company have spent hours putting together.



Most ad agencies are manned by people who are incredibly creative and innovative, but also have many
emotional problems, are often working under tremendous pressures and stress, to the point of burnout, flit
from company to company, (look at the staff turnover in the industry), have a desperate need to be at the
centre of attention wherever they are, often live on the fringes of society, and are notorious for the
industry-wide problem with drug and alcohol abuse.



Most advertising people are young with very little life experience, and often don’t regularly use the
products with which they work. They can hardly be described as passionate about what they are asked to
sell. In most cases they have never set foot in your premises to get a feel for your culture, people,
structure and systems, and many don’t even know the correct pronunciation of the brand names or
companies which they are asked to promote.



In their more rational moments, consumers mostly say that they don’t believe the empty promises made by
companies in their advertising, and when they shop around for advice – they trust what their friends tell
them much more than what you have paid fortunes to communicate with them. Thus the old adage “The
best form of advertising is word of mouth”.



Do you notice how often advertising professionals tell you that you really need to wait for a long time, and
invest huge amounts of money into repetition of programmes and campaigns, before you will be able to
detect any measurable benefits to your investment? By then, of course, they have made their escape.



Have you also noticed that the most prominently displayed things in advertising agency foyers are the
awards meted out to them by other people in the same industry, usually at an incredibly glamorous and
expensive function? How often do you see letters of praise and other accolades presented for marketing
and sales success?



Have you ever heard any account executive from any ad agency tell you about the numerous failed
campaigns for which they were responsible, and which did not achieve the increased turnover objectives
of the client company? Or do they only talk about their “winners”?
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Would you invest the same amount of money in some other aspect of your business – purchasing new
equipment, hiring new staff, launching a new product, opening a new branch – without seeking accurate
forecasts of what your return will be on that investment? So then why do you approve of the money for
advertising without seeking a similar guarantee of returns? Do you also fall into the trap of being taken in by
the glamorous promises, only to be disappointed later on? The world of marketing and advertising needs to
accept accountability for results.
Customer Management and Marketing
In 2010, 25% of UK holidaymakers first checked out TripAdvisor before they booked their holiday! 42% of
them booked their original choice after looking at such sites, but…




35% switched their hotel as a result,
15% changed the travel agent or tour operator, and
12% decided to visit a different country altogether!

(Source: WTM 2010 Industry Report)
That was 2010. While we don’t have access to current figures, we can be sure that all the numbers have gone
higher. When you consider some of the pitfalls described above, and also consider that there are too many
brands and too few customers, that the cost of advertising and promotion has risen so much over the past few
years, (with the exception of Google and the internet,) that there are so many more media and choices for
customers, that your message in probably not going to stick out above all the clutter, and that most marketing
messages are not trusted anyway, why would you not invest money in customer management where word of
mouth has been proven to be incredibly powerful anyway?
And more importantly, how does the way a customer feels about your brand, and the loyalty that they feel for
your company, affect your marketing and promotional efforts? Once again, let’s examine some of the specific
behaviours.
How does having loyal angels impact on marketing?






The most important benefit of having loyal customers is that it dramatically reduces your marketing
investment – not only for advertising and promotions, but also for internal and external sales, as well
as public relations, brand building, communication and all other activities. This has been even more
emphasised with the internet allowing for more transparent communication from “Twinsumers”, i.e.
customers who interact with other customers who have the same needs and experiences. When your
customers refer your company and recommend your products and services, you don’t need to spend
money on finding, attracting, winning over and acquiring new customers.
Earlier we also discussed customers who defect or stay, and it is obvious that when your customers keep
coming back, your business grows through your ability to leverage your relationship with existing
customers, without a large investment.
More deeply, your marketing and sales activities benefit because loyal customers spread the word about
your trustworthiness, consistency, and responsiveness. While your direct messages may be treated
with distrust or cynicism, they are more likely to believe other customers.
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The opposite is true when disloyal terrorists need to be marketed to. It has become popular in the world
of business management to talk about “dashboards” to monitor the progress and success of the company. For
unhappy customers, however, you don’t need a dashboard. You hear a lot of bad sounds coming at you, and
something starts to stink. You usually know that something is deeply wrong in your business. But managers
often don’t know what to do, and they also sometimes live in hope that if they just carry on maybe the problem
will go away. Of course, it never does.
Some of the consequences you have to deal with when you have unhappy disloyal terrorists as customers
include…


When you lose customers, you have to spend more on advertising, promotions, sales commissions
and PR efforts to replace those lost customers. We like to call this type of marketing offensive
marketing because you are fighting to capture customers from your rivals. (Some reports state that it
costs six to ten times as much to attract one new customer as it costs to retain an existing customer. Your
best bet is to do this calculation yourself to get an accurate estimate.)
 The sales and marketing team have to work harder and harder to make their targets, and may even
have to increase the rate of cold-calling – something which most people hate to do. There are few
introductions from happy clients who want to refer and recommend you.
 Even worse the marketing messages you produce fall on barren ground: current and potential
customers are cynical, distrustful, sceptical, derisory and scornful as they criticise your business loudly
and publicly.
 Once the initial embarrassment is over, your business has to try a lot harder to recover from the poor
perception. It is not unusual for companies to spend a lot of money on charities, special events, media
coverage and similar in an attempt to rebuild their image.
Quite obviously, this is all very expensive, and it’s not much better when your customers are mainly
neutral mercenaries…

 Neutral and indifferent customers don’t leak out of your business as dramatically as unhappy ones, but
they leave nevertheless – and therefore have to be replaced.

 The costs of offensive marketing still remain high. The leaking barrel that is your business still needs
to replace those customers that are lost by a natural process of attrition. In fact, one report suggested that
up to two-thirds of customers that quit a business do so because of a perception of a lack of
attention, rather because of something that actually went wrong.

 Thus expensive, and sometimes ineffective advertising, sales promotions, branding activities,
public relations initiatives, and a large sales force are still necessary to keep topping up the
leaking barrel – and they fall on deaf ears. Customers respond by saying, “Whatever.”
Again, this emphasises that having these types of customers creates too much uncertainty and unpredictability
for your business.
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Some things you can measure in your business to get to grips with this theme include:








Increasing or decreasing market share.
Cost of acquiring new customers or of replacing lost customers, using all marketing and sales activities.
Alternatively, proportion of old versus new customers.
Cost of retaining existing customers.
Total marketing investment per customer.
Media mentions (good versus bad,) including social media monitoring. (Use Google Alerts.)
Customer perceptions and responses to your marketing and sales efforts, including sales strike rate.
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Theme 4: The Payoff from a Good Reputation, including the competitive
position of the company with respect to its rivals.
Proper customer management activity has been shown to directly and conclusively correlate with business
performance. In fact it is a far better predictor of success than most other measures and predictive indices
used by business analysts.
Let’s look at some powerful and compelling evidence about why your business has no choice. Ranjay Gulati of
Harvard Business School showed that resilience in good times and in bad is a benefit that customer-focused
companies reaped. He concluded that between 2001 and 2007, companies committed to an outside-in
perspective showed the following returns:



150% shareholder return performance (vs. S&P 500 of 14%)
Sales growth of 134% (vs. S&P 500 of 53%)

Extend the period from 1999 to 2007, and the results are more dramatic:



130% shareholder return performance (vs. S&P 500 of 0.6%)
Sales growth of 233% (vs. S&P 500 of 10%)

Doug Leather, one of the leading proponents of the CMAT Model in South Africa, quotes the following
numbers to correlate returns with effective customer management:
Measure

Correlation

Return on capital employed

0.61

Reinvestment rate total

0.53

Operating profit margin

0.46

Return on assets

0.39

Reinvestment rate per share

0.31

Return on equity per share

0.30

Net margin

0.27

So many of these numbers relate to the image and reputation of a company – created mainly by customers –
that they cannot be ignored.
So what is the reputational reward from having delighted customers who are loyal angels?


If your customers are happy, it is more difficult for competitors to lure them away, even with better
offers and value. They are not sure if they are going to get the same combination of trusted factors from
another supplier.
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They are far more likely to defend your business from predatory attacks by rivals, and also from
attacks in various media and by various other organisations. For example, when a customer from Nandos
created a parody advertisement after Olympian and Paralympian Oscar Pistorius was accused of killing
his girlfriend, (“We don’t shoot our chicks, we grill them,”) loyal Nandos customers lit up the social media to
defend the company’s values and saying that they would never stoop so low. Nandos, of course, did
explain that they would never do such a thing – but they didn’t need to.
Perhaps the greatest advantage of a great reputation is the effect it has on competitors and potential
new entrants. If they know that your business has created a large group of loyal followers, it may create
fear and a lack of desire to compete with you. (At an international conference in Cape Town, one of our
partners privately asked a senior executive from Starbucks, (who had made a delightful presentation,)
when he thought Starbucks would open in South Africa. The manager’s candid response was “Not in the
near future. We’ve realised that the South African chains have established themselves too strongly, and
have the market wrapped up.”)
Our research showed that 96% of loyal customers will buy again from the company after a disastrous
experience - if their problem is handled satisfactorily and quickly. If they trust you and your reputation,
they will come back.

And the news is not good when it comes to the responses from unhappy customers and disloyal
terrorists…






Apart from the fact that unhappy customers don’t help you to achieve the desirable results mentioned
above, they can do an incredible amount of damage to the business’s reputation with a relatively
small amount of effort. We already said that they tell many other people, (30 to 35 on average,) and
that they tend to exaggerate their stories.
However, customers are no longer happy to be one of the anonymous mass of little people. They want
you to know them, to acknowledge them, and what they value, and to personalise everything. As one
author, Chris Anderson, (Editor-in-Chief, Wired, from his book The Long Tail: Why the future of business
is selling less of more,) put it: “... a company’s brand is not what the company says it is, but what Google
says it is. The new taskmasters are us. Word of mouth is now a public conversation, carried on in blog
comments and customer reviews, exhaustively collated and measured. The ants have megaphones
now.”
But it’s also about what happens when they realise that you have credible rivals: They defect
immediately, and share information about what it was like doing business with you, giving your
competitors useful intelligence about your business. In fact, your rivals may keep their ear to the ground
and proactively respond to your vulnerability when they realise that your customers are unhappy.

And as we have previously stated, it doesn’t get much better if your customers couldn’t give a damn. The
neutral mercenaries…




Do nothing to build your reputation.
Do nothing to protect or defend your company
Are easily lured away by your competitors and rivals, and sometimes respond to an offer which is
fractionally better than yours – just to make a point.
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It sounds like a nightmare, and it is. Your company's bottom line is tied to your reputation, and your
reputation is tied to customer satisfaction. You can never relax and be comfortable with your neutral
customers.
Here is a typical case study involving food firm Nestle. The already embattled business found itself embroiled
in a row about the use of its Facebook page as it became the target of a Greenpeace campaign aiming to
highlight how the use of palm oil in its products was leading to the destruction of Indonesian rainforests - and
the native orangutan population.
As part of this, Greenpeace redesigned its homepage as a mock-up of the Kit Kat logo which read “Nestle
Killer” urging visitors to ‘stop Nestle destroying rainforests for palm oil’ and encouraging them to apply
pressure by writing to the CEO via the website.
Unsurprisingly, concerned consumers also turned to Facebook as part of the campaign to engage Nestle
about the issue. With around 90,000 “fans”, the Nestle Facebook group is clearly something that the firm has
lavished time on building. However, its clumsy attempts to engage with fans on Facebook only succeeded in
causing further anger amongst users, with coverage rapidly spreading across other social platforms such as
Twitter.
Having already attempted to exert control over the social space by pushing YouTube to remove a Greenpeace
video about Nestle (ostensibly on the grounds of copyright infringement), its censors turned to its own
Facebook group. With some “fans” having changed their profile pictures to Greenpeace’s mocked-up version,
the social media team responsible for Nestle’s group lit the powder keg fuse by announcing "Please don't post
using an altered version of any of our logos as your profile pic - they will be deleted."
A series of sarcastic responses to user comments followed, as depicted below. The pick of the bunch being
"Thanks for the lesson in manners. Consider yourself embraced. But it’s our page, we set the rules, it was ever
thus."
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In addition to users taking umbrage to the tone of the responses, some also claimed that their comments were
being edited and deleted. This led rapidly to the construction of a new Facebook page - Your Nestle
Comments Won't Get Deleted Here – while reports of the fiasco spread across the blogosphere, news media
and Twitter within minutes.
Under fire for its poor handling of the situation, the Nestle social media rep eventually posted an apology: “This
(deleting logos) was one in a series of mistakes for which I would like to apologize. And for being rude. We've
stopped deleting posts, and I have stopped being rude.”
Nevertheless, by this point the debacle had garnered so much coverage that users were flocking to the
Facebook site, rapidly turning it into the frontline for protestors. Faced with a major FAIL on its hands, the
Nestle team has wisely acknowledged its mishandling of the situation, with little sign of it attempting to police
its ban on altered Nestle logos on its Facebook page – and the addition of a new corporate statement:
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The whole sorry affair demonstrates once more that businesses cannot throw their weight around in the online
world. Companies cannot control the communities. They don’t have ownership of them. And attempts to
manipulate and moderate the social world will not be tolerated by users.
Nestle spurned a golden opportunity to engage with customers about a legitimate concern, and communicate
the company’s line about this issue. Instead, it seemed to forget that - social platform or not – its Facebook
group demands the same level of etiquette as any other, and that staff operating on that touch-point need to
be just as professional and courteous as with any other.
Hours after the online dust up, it posted the following message:

Unfortunately for Nestle, by then the damage had been done. And now it finds itself with another public
relations disaster on its hands.
Some things you can measure in your business to get to grips with this theme include:







What is your customers’ propensity to recommend, to buy more, to respond to price increases or
decreases, and to defect to another company. Can you also measure whether they actually take action?
Openness and responsiveness to cold calls and invitations to presentations and events.
Quality and quantity of objective published information in various media.
“First words that come to mind” when your company is mentioned.
Amount of money spent by your business on public relations activity aimed at improving your reputation.
Social media presence: What are they saying about you in the social media and on customer-oriented
websites?
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Theme 5: Communication and Feedback from Customers, including value
innovation, feedback, compliments, complaints, escalations, and lost customers
The evidence for having a decent customer management process for your company goes much deeper than
the specific behaviours described above. We have already discussed how customers share their good and
bad experiences with people that they know, and how they say nothing if they are indifferent. But they don’t
only talk to people in their network: they also sometimes talk to people in the businesses that they deal with,
and they share information that can be of great value to your company.
As always, let’s begin by looking at the communication and feedback from your loyal angels.









Delighted customers are more willing to talk to you about their experiences, sharing balanced and
candid perceptions about what they like - and don’t like - about doing business with you. (Because there is
trust, they feel that they can be honest without hurting your feelings.) However, there is one small problem:
in South Africa only around 4% of delighted and loyal customers go out of their way to give
unsolicited feedback. The other 96% don’t say much. Globally, the numbers appear to be similar.
This critical information – when you get it - helps you to understand what you need to do more of, or even
create from scratch, and also what you need to do less of, or kill completely.
Companies often underestimate the value this type of information and ignore the fact that customers
know their needs better than the company does. In fact, customers often know the company’s
competitors better than the company does. But they need to be asked! The implication is that if you
want to increase the participation in feedback from customers, you need to be proactive.
Customers also share innovative ideas for new products, services and systems, ideas that can be used
to generate more sales and/or keep your costs down – but again, they need to be asked.
In addition, they are more willing to share their personal information – and make it easier for you to
develop new targeted offers, and to sell them more.
They are more likely to also thank you and show appreciation, which motivates staff and makes the job
of managing easier.

The same is not true for the disloyal terrorists…


Just because unhappy customers tell many others about your business, it doesn’t mean they will tell
you: In many industries, only 5% of unhappy customers actually tell someone in the business that has
the power to help them, i.e. a manager. Another 15% - 20% or so will tell a helpless front-line member of
staff, who is unable to help them in most companies. More often than not you don’t even hear about
what happened, rendering it impossible to be proactive. But customers mysteriously continue to
disappear in droves, because up to 95% of them didn’t even bother to tell you. (The figure is somewhat
higher – closer to 21% when the experience was “very bad.” There is also a slightly higher percentage in
B2B relationships, 8%, and slightly lower in B2C, 3%. In addition, there are significant differences
between industries. It doesn’t matter: You need to know that there a whole bunch of unhappy customers
who don’t tell you about their negative experiences.)
 The use of Twitter to communicate about a very bad experience has grown from 4% to 9% to 14% of
consumers over the years 2011 to 2013. Most of these tend to be under 24 year-olds. (Temkin Group.)
Similar results show for Facebook.
 Unhappy customers certainly don’t give you balanced information about their experiences, since they
share only the negative comments.
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Of course the few who do complain make the lives of employees and managers miserable: they want
to speak to the most senior person that they can get to; they are inevitably aggressive, suspicious
and contemptuous; they often swear and threaten you; and a few may go so far as to seek legal
advice, or contact an industry representative body like an ombudsman.
 Unhappy customers also tend to look out for, notice and throw at you all the other things that go
wrong, however small and insignificant. They look out for and gather evidence of your “incompetence,”
(just like a lawyer would collect a dossier of evidence to make his case,) because they aren’t sure if you
will respond to their primary complaint.
 Of course they are very unforgiving and inflexible and uncooperative – just when you most need
them to be exactly the opposite.
And as for the neutral mercenaries, their response to your business can be summed up in one word –
silence. To state the obvious, undesirable consequences of this indifference include…






They certainly don’t share ideas for new products and services, and they don’t talk to people in your
business to share information about what they like and don’t like about their experiences. (You need to
spend more on R & D and market research.)
Thus you have little or no information about the things can help you to be proactive about problems and
become even better at what you do – but you have to squeeze hard to get this insight, because they
prefer to remain silent,.
A long time ago some research was published about why customers leave a retail business. (We have
forgotten who the authors were, but it has been extensively quoted since the 1980s.) The statistics about
why customers quit a business went something like this:
o 1% die
o 3% move away
o 5% have a personal relationship with another supplier
o 9% for “competitive reasons”, (price versus value)
o 14% were unhappy and disappointed
o 68% “didn’t know why.” However, deeper probing found that it was because they couldn’t care
less about the company because the company couldn’t care less about them. These are the
neutral mercenaries.

It is true that many managers and employees think that customer complaints are very undesirable, but you can
obviously see that they are precious for the information that they contain.
Some things you can measure in your business to get to grips with this theme include:









How do our customers respond to us – with smiles or with growls?
Many of the measures in the themes of marketing activities, and of reputation.
Number of complaints versus number of compliments.
Number of innovative ideas shared by customers.
Quality and nature of communication and feedback from customers.
Information gathered from techniques such as surveys, market research, informal and formal
conversations, customer focus groups and phantom customer audits.
Willingness to give feedback in any method you choose to use.
Cost of and time spent on dealing with complaints, escalations, investigation into problems, refunds,
ex gratia payments, gifts and compensation, as well as penalties and legal costs. (This can be huge,
and in some companies there is even a separate budget for these actions.)
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Theme 6: The Impact on Processes, Systems, Production and Customer
Service Delivery, including problem resolution, error reduction, continuous
improvement, and new ways of doing things
Most businesses don’t bother to understand the “silent” ripple effects of effective customer management in
their businesses – maybe because they are not always obvious. But once again, the impact on your
processes, systems, production and service delivery can be significant. It affects the normal day-to-day
running of your business. If things go according to plan, it’s great, but when you hit the “speed bumps,” and
are forced to deal with unhappy customers, it is painful.
What happens when you deal primarily with loyal angels?






They treat your staff, products, property, premises, equipment and associates with more respect,
They are more likely to forgive occasional mistakes as and when they occur
They support your processes, systems and programmes, (such as paying their accounts on time, and
implementing activities to make your company’s life easier.)
They are less likely to suffer from “Buyers’ Remorse.”
Because transactions are more routine, and trust exists, your processes, production and service
delivery are not affected, stopped or disrupted, and go smoothly as planned. Thus, for example, you don’t
need to build in redundancy just in case everything is disrupted by a severe customer complaint.

All of this creates less havoc for managers, and, of course, impacts on what it costs to do business.
The disloyal terrorists, again, are just not worth having:






In their need to take revenge, they go out of their way to damage your business
They don’t pay their accounts on time.
They demand immediate dramatic action, refunds and/or compensation
They abuse or disrespect your staff, property, and premises, and equipment.
They don’t support your functions, systems, programmes, events and projects. (In fact, some may
even go out of their way to make life uncomfortable for you by actively not cooperating, and challenging
everything that you ask them to do by cooperating with you. In one scary study done on patients, the
researchers discovered that when patients were upset with a doctor or nurse, they actively did not stick
with the prescribed treatment regimen even though they were doing themselves harm!)
 When companies first become aware that there is a complaint or a problem, many choose to ignore the
customer – often with dire consequences. But even if you decide to respond, their transactions are now
non-routine: every complaint requires investigation, extra work and activity, and usually extra
staff. You then also have to take special action to apologise, and perhaps to compensate them for
their perceived loss. (Some companies have a full-time “Escalations Department” to deal with the worst
complaints, and this team usually also has a large budget to spend to make customers feel better
again.)
 The Consumer Protection Act of 2010 gives most customers protection from bad practices – but is
also used vexatiously just to make trouble for your business. Customers now have the power to take legal
action against businesses without too much effort. In fact, many judges and magistrates are already
finding increasingly against businesses and unfair practices – in spite of the principle of caveat
emptor. (Let the buyer beware.)
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And unfortunately this scenario is not much better when you have to deal with the neutral mercenaries:










They also show little respect for your staff, products, property, premises, equipment and
associates, and don’t necessarily cooperate with you in your initiatives.
They don’t really go out of their way to support your functions, systems or programmes.
They don’t necessarily pay you with a sense of urgency.
If something now goes wrong for a satisfied but neutral customer, however small, they immediately
experience buyers’ remorse, and inevitably start reacting like unhappy customers, (in the ways we
described above.) No forgiveness or flexibility is forthcoming, as is the case with loyal angels.
It is obvious that having a large group of satisfied customers creates too much uncertainty in your
business, and they are truly mercenary in their approach to your business. To repeat: they just don’t
care about who they buy from, as long as they get the best possible deal. But the effort required to take
care of them is still high.
In their quest for better experiences, mercenary customers unfairly change the rules of the game to get
the best possible deal for themselves. And yes, customers are more demanding than ever before,
and expect excellent service and value in return for their brand loyalty. One survey by Teleperformance
found that 87 percent of people felt they had a right to a better experience if they regularly spend money
with a company or stay loyal to a brand.
They play various companies off against each other to get the best possible deal for themselves,
because for them the only thing that differentiates you from your competitors is price.

But the behaviours we described above are sometimes more like terrorists. They want to do damage to your
business.
Some things you can measure in your business to get to grips with this theme include:





How often is your work interrupted by sorting problems experienced by unhappy customers?
What can you measure that gives you an indication that customers are unhappy and uncooperative? (For
example, penalties, refunds and ex gratia payments your business pays, debtor days, theft and
“shrinkage,” premium freight charges for emergency deliveries, costs of repair and replacement, warranty
and guarantee costs paid out, downtime and changeover costs that disrupt production, investment in staff
and departments to deal with customer complaints, problems, anger and difficulties, legal costs, and so
on.)
What proportion of your budget is spent on costs of preventing problems from reaching customers, and on
finding and implementing ways to make the lives of customers easier and more pleasant?
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Theme 7: The Impact on Staff, including engagement, attitudes, behaviours,
innovation and suggestions, work-life balance, absenteeism and staff turnover, and
teamwork and cooperation
It should be obvious by now that having a large group of unhappy, neutral or delighted customers is bound to
have an impact on employee motivation and moral. As the title of this theme suggests, however, it is not only
about motivation and moral. Customer responses affect employees’ willingness to share ideas with
managers, their attitudes towards the company and its leaders, and their willingness to cooperate with
one another. When we so desperately seek those desirable behaviours from members of the team, we need
all the help we can get, and customers can help us - or hinder us.
At the risk of stating something obvious and repeating what we wrote earlier, let’s first examine the impact of
loyal angels on your people. When customers feel respected and positive, and agree that they get good
value…










Employee morale and motivation are affected by the positive way in which customers respond to
them. They feel good about being thanked and complimented by grateful customers, by the fact that
customers cooperate with and respect them, and by the fact that they don’t have to deal with
problems, complaints and anger on a regular basis. This also have a positive result in increased selfconfidence and generous behaviour.
The culture of the business is also one of teamwork and cooperation, with no necessity for blaming
others, for fighting fires, and for playing political power-games. Managers, in turn, can focus on
enhancing performance, building relationships, and inspiring helpful, obliging and supportive
employees.
Happy employees are also more willing to make a bigger sacrifice and risk more for the company,
and therefore for its customers. Thus, apart from a willingness to work longer hours and in more difficult
circumstances, they are more willing to share ideas for enhancing customer service, delivery and
experiences, for innovatively adding value for those customers, and for improving the way in which
you do things in your company, (e.g. improving products and processes, speeding up queues, and
increasing quality and “right first time.”)
But there is also another important set of longer-term consequences that success creates:
o Company security leads to job stability.
o Company growth is inevitable, and growth opportunities for employees are opened up,
including promotion and growth through further education or participation in special and
exciting projects.
o It is easier for executives to consider bonuses and other benefits when things are going well.
o Financial recognition and reward go hand in hand with the success with customers, but it is
also about a more pleasant work environment with eating, concierge, gym, baby-care and other
facilities introduced, and having meetings and retreats in wonderful resorts.
Perhaps the most important benefit comes from doing good for others: By bringing happiness to
people, somehow we find ours, and this helps us to sleep better at night.

If this sounds too unrealistic, or perhaps idealistic, ask people who work in the world’s most admired
companies.
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Disloyal terrorists have the opposite effect:










If anyone – employee or manager – needs to work with unhappy customers all day, it has a terrible effect
on the morale and motivation of that person. The constant abuse, screaming, swearing, insults and
accusations erode all the positive aspects of that person, and often this is taken home to loved ones.
But it is also about the way people within the business respond to each other: finger-pointing,
backstabbing, fire-fighting and crisis management, having to endure disciplining of staff for poor
performance, lack of teamwork, communication and cooperation, and so on. People start hating coming
to work.
In order to protect themselves, employees develop defensive “shields” so that the abusive customers
don’t affect them so badly, but then that comes across as coldness, aloofness, cynicism and/or
indifference to other customers, who are confused or upset by this behaviour.
Employees display all the symptoms of feeling threatened and intimidated: they may fight back, or
withdraw into themselves; they try to shift the blame to someone else, and refuse to take
responsibility for customer experiences; they lie and cheat to escape the wrath of customers and of their
managers; they snap at each other and sabotage their managers; they become pessimistic and even
ill; they make mistakes and errors, and seem unfocused; and much more.
Of course, the company pays the price – financially and through the hassle of dealing with - high levels of
absenteeism and staff turnover.

Needless to say, unhappy staff leads to more unhappy customers, which leads to more unhappy staff….
Neutral mercenaries may not cause as much damage to the company as the unhappy customers, but the
same principles apply. On the other hand, look at all the potential advantages of having delighted customers,
and see what your company loses out upon when your staff also don’t give a hoot.
Some things you can measure in your business to get to grips with this theme include all of the
typical measures of staff morale, motivation and commitment:







Absenteeism and staff turnover
Mistakes and errors due to staff inattention
Number of ideas and suggestions per employee
Staff attitude surveys, including teamwork, innovation, power politics, gossiping and backstabbing,
rumour-mongering, and more.
Quality of interactions between staff and customers. (Many companies record telephonic and live
conversations, and use these for feedback and training.)
The same holds true for the quality of customer feedback specifically with respect to the way they treat
staff, number of compliments versus complaints, recognition of individuals, and gifts given to people.

“Business needs to wake up to the fact that just making money is an empty goal
without contributing to the betterment of life of your fellow human beings.”
(Dr Azar Jamine, CEO, Econometrix)
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Theme 8: How Profitability is Affected, including reducing the cost to serve
customers.
“Be afraid of our customers, because they are the folk that have the money. Our competitors are never
going to send us money”. (Jeff Bezos, Founder & CEO, Amazon.com )
Once again, it is obvious from our discussion in each theme that the financial price paid by the company in
terms of turnover and profitability is huge, not only for the obvious costs of having unhappy or indifferent
customers, but also for the hidden costs of sorting out problems. There is also an opportunity cost for all the
potential rewards that are lost because customers were not loyal to your business.
The picture painted above for the responses and consequences of having unhappy, disappointed, dissatisfied,
perhaps even disgusted customers is just too bleak for any company to ignore, because, like terrorists, they
can do a lot of damage with relatively low investment and effort from their point of view. But there is also a
price to be paid when you customer base consists of too many satisfied, indifferent, disloyal mercenary
customers, the customers who just don’t care who they do business with. The amount of damage done relates
mostly to the uncertainty that is created. The investment and effort required to deal with these two groups and
to try to create loyalty with these customers is very similar.
It is also quite obvious that even if your business is just able to avoid the risks described in these pages, you
will already have some substantial advantages over your rivals, and ensure your survival in these challenging
times. But if you can reap the rewards of having loyal customers, their value is inestimable, and they will
secure your future for a very long time by doing exactly the things that you want them to do – and more.
The following diagram represents they typical cycle that marketers go through to develop profitable
relationships with customers.

Identifying, finding, and winning over new customers using traditional marketing tools can be enormously
expensive – and notoriously ineffective. Why do we keep doing these things? Because that is what we are
used to! That’s how we were trained: the 4 Ps of marketing, advertising and promotions, sales techniques and
tricks for cold-calling and closing, and so on. And that’s how we think we will capture customers from our
rivals.
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The trick is to retain customers so that they keep returning, and then, when the trust exists and they feel that
your company has truly added value, to grow them and their value to your business. This is done through
cross- and up-sales or upgrades, through their propensity to become less price sensitive and willingness to
pay more, through taking advantage of the power of referrals, and through your ability to extract further value
by customisation and personalisation, co-innovating and co-creating, through cooperation, joint projects and
co-promotions, and so on.
And then, and only then, can you find ways of reducing the cost to serve them. This can range from tactics
such as extending credit, (for a fee,) collecting money quicker, making transactions routine, allowing them
access to your systems, (and vice versa,) automating systems and processes, sharing strategic information,
and allowing self-service, to name a few.
Top Line, (Revenue) is affected by…











Bottom Line, (Profit,) is affected by…

We have more customers…
Coming in more regularly…
That don’t have to be paid for or “sold to”…
Spending proportionately more than new
customers because…
o They pay more & are less price sensitive…
o They buy other stuff…
o They upgrade to better more easily
They bring their network…
And build our reputation…
Making employees happy…
And becoming ever easier – and cheaper – to
service…
As we grow together










Lower costs and/or expenses…
Because we don’t have to pay so much – if
anything - for marketing, promotions and
sales…
Nor to play around with discounts and reduced
prices…
To replace lost customers with new ones…
Nor to pay for investigation, error fixing,
prevention, penalties, refunds, replacement,
penalties, reimbursements, ex gratia payments,
forgiveness, and all costs involved in recovering
from complaints, problems, anger, difficulties,
and the problems which plague our business…
Nor to disrupt our systems, processes,
production and service delivery…
Nor to motivate or even replace staff who are
also mad as hell

You can measure your company's value by your customer’s loyalty. Researchers discovered that regardless if
customer service is outsourced either on shore or off shore this affects the net worth of any business. If
customer satisfaction and loyalty declines, (as determined through American Consumer Satisfaction Index,
ACSI, created by National Quality Research Centre at the University of Michigan,) so does a company's value.
This information was presented to determine the impact of off shore outsourcing of customer service. The
researchers reviewed the outsourcing actions from 1998 to 2006 of 150 North American companies including
business units. All companies that outsourced their customer service registered a decline in the ACSI scores.
What is interesting the declines stayed the same regardless if the customer service was outsourced
domestically or overseas. The historical data suggests that the ACSI scores and the companies' share prices
tend to move in the same direction. Within this research, the range of that drop averaged between 1% to 5%
based upon the industry for each respective business.
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The Temkin Group published a report in 2011 titled The Customer Experience – Loyalty Connection. We will
quote directly from the Executive Summary:
Temkin Group analyzed the correlation between customer experience and loyalty across 12 industries:
airlines, banks, credit card issuers, health plans, hotel chains, insurance carriers, Internet service providers,
investment firms, computer makers, retailers, TV service providers, and wireless carriers. Customer
experience leaders enjoy a double-digit advantage in customers willing to buy more from them, reluctant to
switch business away from them, and likely to recommend them. A modest improvement in customer
experience can drive between $179 million (for health plans) and $308 million (for hotel chains) of incremental
revenue over three years for every $1 billion in annual sales.
This diagram clearly shows the correlation between experience and loyalty:

But what is truly the clincher here is that on their website, and in other reports, they directly link customer
loyalty to market share and to profitability, with statistically very high correlation coefficients to prove the
importance.
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In Conclusion: Why Focus on Customer Management, Customer
Loyalty and Customer Care?
To answer this question, we described dozens of compelling reasons in this paper, but it always boils down to
a handful of strategic factors:


Risk reduction: Today there are ever-increasing opportunities for customers to attack a company’s brand
reputation, and businesses need to be able to identify and respond to these threats in a defensive manner,
and to pre-empt further problems. Even if these threats are largely false or based on customer
perceptions, your business could be at risk; but proper action can prevent real customer defections and
impress potential prospects. Business benefits can include cost avoidance, but also revenue and
profitability. (See point below.) In addition, some broader risks are also mitigated by having positive
customers, such as, for example, the risk posed by launching new products or services, new distribution
channels, or even new ways of doing business.



Business growth and development: Related to the risk reduction is also the potential for future growth.
Positive customer relationships and trust can lead to increased income through reduced price sensitivity,
greater propensity to buy additional products and services, (through cross-sales, upgrades, and up-sales.)



Customer advocacy: As a separate but increasingly important benefit, companies also gain from
customer referrals, recommendations and positive testimony. All companies are looking to reduce the
expensive cost of “hunting” for new customers, (such as advertising, special promotions, sales
commissions, and so on,) and most sales people just hate the thought of cold-calling. These become
unnecessary when your own customers keep returning, and send new customers your way by influencing
their purchase decisions. Enhanced customer experiences naturally lead to increased positive word-ofmouth, which always, always trumps advertising. In addition, there is the added benefit of having more
resources to protect and defend you when others attack. “Others” include your rivals and competitors, but
also your other unhappy customers, and even entities like the media and statutory or government bodies.



Generating customer insights: Invaluable insights are gleaned from delighted customers who are more
willing to discuss their brand experiences as well as their future needs, wants and desires. (Unhappy
customers do share their perceptions, but only give one-sided feedback about what they don’t like, rather
than what they like.) This visceral knowledge of customers is able to produce a vast array of strategic
choices: which products and services should be developed, (or dumped,) what marketing messages
should be communicated, and what partnership opportunities should be pursued.



Reducing the cost to serve customers: The most obvious benefits here are the ability to reduce
traditional sales and marketing strategies, (which are becoming increasingly more expensive and
simultaneously less effective,) and eliminating all of the actions needed to respond to upset customers
through proper complaint investigation and service recovery. However, there are many other financial
benefits from reducing the number of unhappy customers and increasing the number of delighted and
loyal customers: the cost of welcoming, briefing or training, support, information-gathering and
reassurance of new customers, (e.g. in a call centre); the cost of poor morale versus highly motivated
employees, (e.g. finger-pointing, poor teamwork and cooperation, high levels of absenteeism and staff
turnover, effect on managers, and so on); greater efficiency in meeting needs of customers whose
transactions are now more routine; and reduced guesswork in understanding how to best customise and
personalise for individual customers. (“Best in class” companies in the Aberdeen report quoted above,
these savings averaged improvements around 7%, with one business reporting a 27% improvement yearon-year.)
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Some of the numbers quoted in this paper are scary, but they don’t lie. While the numbers may not pertain to
your specific function or business or industry, the concept does. And, don’t think you really know how your
customers feel about you until you ask them. It’s the only way to know for sure.
The key issues as we see it are:








Customer expectations are rising and will continue to do so
The world is becoming more transparent
Being “easy to buy from” and “easy to deal with” is crucial
Consistently providing a personalised and tailored response to customers is key
It can create real competitive edge and reduces emphasis on ‘price’
The influence of 'word of mouth' (and 'word of mouse'!) recommendation is increasing
Many businesses still don’t ‘get it’!

So is there hope for your company in all this? You bet there is! Big businesses can overcome many of the
barriers that are presented by size and scale. In fact, some large companies have relied on customer
experience uniqueness and distinctiveness to rise to the very top of their industry.
Being big isn’t always easy. As companies grow, they add channels, markets, products, employees, and
thousands of other touch points. They may also add new layers of hierarchy in an attempt to manage new
offerings. Each addition can contribute to the exponential growth in the overall complexity of the customer
experience. As a result, large corporations can begin to lose touch with their customer’s needs and
expectations. However, being big doesn’t preclude companies from being a leader in customer satisfaction.
Remember that the best source of new business is always – always - your current and past customers. Do
good by them.
And finally, continually find innovative and creative ways to add value for your customers. Ask, “What
must we do more of that we know they love? What can we create from scratch that our industry has
never offered?”
“But this is all such simple stuff,” you may be saying, “Anyone in business should know this by now.” Let me let
you in on a secret: most of the companies where I spend my money don’t do this at all. In fact, right now, I can
only think of about five altogether - in the whole world. It is so often true that all you need to do is ask, and your
customers will respond.
Remember that the return on marketing funds invested with existing clients is a factor of 13 to 15 times greater
than the cost of acquiring new clients, according to Ted Levitt. Don’t leave your customer’s loyalty to chance.
Of course you need to still do whatever you can to give them delightful, amazing and memorable experiences.
But take this one step further: increase your share of their wallet, and you will be unbeatable in your success.
“Failure is not fatal, but failure to change may be.” (John Wooden, Coach)
Do you have a choice but to delight your customers through incredible and irresistible service – and
take the customer management actions that will keep them loyal forever?

“If you are not thinking about customers, you are not thinking” (Ted Levitt)
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The Leadership LaunchPad is a company that delivers a complete consulting solution on all aspects of
customer management.
We assist client organisations to develop the way they manage customers, in a holistic and tried and tested
approach that assesses and advances various aspects of the culture, skills, capabilities, systems, processes,
architecture and metrics of managing customers. Our methods include effective diagnosis and analysis,
planning an improvement strategy customised for each company or division, assisting with the development of
a comprehensive action plan, and presentations ranging from one-hour talks to five-day training workshops for
all levels of staff.
We also sell a wide assortment of tangible products that support organisations in the quest to create loyal
customers, including a range of DVDs, books, handbooks and guides, checklists, articles, surveys,
questionnaires and diagnostic instruments, laminated cards with inspirational quotations and hints for
improving skills, posters, and recognition gifts centred around the messages of customer care.
 2013 Aki Kalliatakis, and The Leadership LaunchPad. All rights reserved.
(We begin this copyright statement by acknowledging the valuable and insightful input and work of all of the
authors and companies quoted in this white paper.) No part of this publication may be reproduced or
transmitted in any form or for any purpose without the express written permission of Aki Kalliatakis.
The Leadership LaunchPad and the Leadership LaunchPad logo are protected trademarks of Aki Kalliatakis.
All other products and service names mentioned are the trademarks of their respective companies. Data
contained in this document is for informational purposes only, and without representation or warranty of any
kind, and we will not be liable for errors or omissions with respect to the materials. The document and its
contents may be changed without notice.
To get in touch with or follow us:
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