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Abstract

Many companies are in the early stages of implementing customer relationship management (CRM).  Although CRM promises increased revenues, profits, and customer service, companies face the potential for failure because of the complex technical and organizational issues that are involved.  The findings from a program of research about CRM provide useful insights about effective CRM strategies and practices.  The experiences of six companies are presented to illustrate that companies undertake CRM with one of three targets: implementing a single or a few applications, creating a strong infrastructure to support CRM, or using CRM to transform the organization. Each of these goals presents unique challenges in terms of gaining organizational commitment, data management, technical architecture design, and changing job designs and job skills. Recognition of these differences suggests lessons that are applicable to any organization’s CRM efforts.
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Realizing Business Benefits through CRM:

Hitting the Right Target in the Right Way

Introduction

Managing customer relationships was easier in earlier times.  Merchants knew their customers – who their households contained, what they had bought in the past, what they likely would buy in the future, and their current and potential value as customers – and this knowledge helped those merchants create highly effective customer relationships. The close understanding of the customer eroded, however, as people became more mobile, cities grew, companies became larger, and marketing reach expanded.  This development was unfortunate for customers and companies alike. 

Today, many companies are trying to go back to “the good old days” of knowing their customers well by capturing the wealth of internal and external data that is available, analyzing that data to better understand customer needs, preferences, and profitability, and then leveraging that knowledge in every contact with the customer. Recent studies show that the movement to customer relationship management (CRM) is gaining momentum (Yu 2001). One survey of over 1500 companies by The Data Warehousing Institute (TDWI) found that 91 percent either have or plan to deploy a CRM solution in the near future (TDWI, 2000). 
Over the past few years, the authors (on their own and in cooperation with TWDI and Teradata, a division of NCR) have undertaken a series of studies that examine the CRM phenomenon.  Our portfolio of research includes case studies, telephone interviews, and surveys of both an exploratory and a confirmatory nature. Receiving special attention has been the study of CRM from a managerial perspective – how organizations are using CRM to realize strategic business goals, the issues and problems they are facing, and ultimately, the benefits that are being realized from these initiatives.

Based on our research over the past four years (including 14 case studies), we have developed a view of CRM that recognizes three important targets of any CRM effort:  individual CRM applications that deliver business value, a data and hardware infrastructure that supports those applications and will also support future applications, and an organizational transformation that is made possible through comprehensive CRM efforts. Though any CRM effort must ultimately address all three targets to some degree, a company often puts special emphasis on one.  In fact, by studying CRM efforts that did predominantly focus on a single target, we were able to better understand the challenges in addressing each.

Although CRM is on the rise and holds tremendous promise for building mutually beneficial relationships with customers, many companies are struggling with their CRM efforts (Rigby, Reichheld, and Schefter 2002; Woodcock and Starkey 2001). The TDWI survey found that 41 percent of the organizations with CRM projects were either experiencing difficulties or close to failure. We believe that companies can minimize their risk of failure by first having a clear vision for their CRM target – application, infrastructure, or transformation – and then by understanding and addressing the issues typically associated with it.

This article begins by describing CRM and the three targets of CRM initiatives. Next we present cases that illustrate each target, followed by six lessons for successful customer relationship management. The cases and lessons not only describe the three CRM targets, but also the processes through which the targets are reached and the unique issues that arise from them. The article concludes with a comparison of the importance of the three targets for CRM versus two other common types of IT initiatives.  

Customer Relationship Management (CRM)

The movement to CRM reflects a dramatic evolution in business and marketing strategy (Dyche, 2001; Swift, 2000). Until recently, companies were product focused, and marketing campaigns were designed to reach as many people as possible. Customers were treated as though they had the same needs and preferences, and the emphasis was on mass marketing products and services.  This approach gave way to target marketing, where subsets or segments of consumers received marketing messages tailored to their particular market segment. This more selective approach resulted in cost savings and increased response rates.  The 1990’s saw the emergence of relationship marketing (also called 1:1 marketing), with its focus on developing and maintaining relationships with individual customers (McKenna, 1993; Peppers and Rodgers, 1993). It relied on a two-way dialog between a company and customers to develop a deep relationship (Dyche, 2001).  A problem was that this two-way dialog tended to be labor intensive and thus had to be limited to a small subset of customers.

Customer relationship management extends the reach of relationship marketing by intensively adding information technology to execute marketing relationship concepts across a wide range of potentially very different customers.  The new emphasis on CRM is driven by the changing demands of the business environment, the availability of large amounts of data, and advances in information technology.  In particular, information technology is a critical enabler for CRM (Dibb 2001).

At its core, CRM is a simple, intuitively appealing concept: attract new customers, know your customers well, anticipate their wants and needs, and give them outstanding service.  When companies do these things, increased revenues and profits are likely to follow. While CRM may be a simple concept, it means different things to different people and is being implemented in different ways. To some companies, CRM means creating offers to customers that are based on their past behaviors and demographic characteristics. To others, it means enabling service representatives by providing information about customer profitability and the ways in which the customer generates profits, or it means changing the appearance of a website based on customer profiles and preference information.

To include its different forms, CRM needs to be defined broadly as: 

any application or initiative designed to help an organization optimize interactions with customers, suppliers, or prospects via one or more touchpoints –  such as a call center, salesperson, distributor, store, branch office, Web, or email – for the purpose of acquiring, retaining, or cross-selling customers.” (TDWI 2000)

CRM takes a broad view of a company’s customers by including both current and prospective customers, as well as trading partners along the supply chain. In order to optimize interactions with these customers, it is necessary to collect, store, and manage data on every interaction with them, whether the data comes from a salesperson, a call center, or the Web. This allows a company to create a “360-degee view” of its customers.

As shown in Figure 1, the CRM technical architecture can include many applications, performing both operational and analytical functions. On the operational side, data must be captured, integrated, and stored from all in-bound touchpoints, including the web, call centers, stores, and ATMs. This data may be augmented with external demographic data. Current data can be maintained in an operational data store that supports operational applications, such as email, direct mails, telemarketing, and customer support. On the analytical side, a data warehouse typically maintains historical data that supports generic applications like reporting, queries, online analytical processing (OLAP), and data mining, as well as specific applications, such as campaign management, churn analysis, propensity scoring, and customer profitability analysis.

-- Insert Figure 1 --


Most obvious in Figure 1 are the many applications supplying and using customer information, and the data warehouse and operational data store to hold that data.  Two other  important components of a successful CRM effort are only implicit in the figure:  the data infrastructure necessary to make data sharing possible, and the organizational transformation necessary for the organization to take full advantage of the CRM capabilities provided.  The data infrastructure provides a structure of logical consistency that enables data sharing across the applications and business processes (Goodhue, Wybo and Kirsch 1992).  Data can be the key to marketing success, so this infrastructure is critical to CRM success (Abbott, Stone, and Buttle 2001).  In addition, the newly available ability to access comprehensive customer information (and the insights gained when such information is analyzed) presumably make possible new ways for a company to interact with its customers.  However, these insights and possibilities will have no impact unless the organization changes the way it does business to take advantage them.  Therefore CRM may involve a significant organizational transformation.  

Conceptually, it would seem that any effective CRM effort should address all three CRM components (applications, infrastructure, and transformation), at least to some degree. There must be some information technology applications; without some data infrastructure put in place information sharing across applications would be limited; and there will need to be at least some organizational change to harness the potential benefits.  However, most of the companies we studied can be categorized as focusing primarily on one of these three “CRM targets”, at least initially. This fact makes it easier for us to study the each of the targets separately, and to better understand the difficulties of “hitting” each target.

Methodology

Over the last four years, we studied 14 companies that are leaders in CRM.  The companies were identified by Teradata, were winners in The Data Warehousing Institute’s annual best practices competition, or were case studies in a major CRM study conducted by The Data Warehousing Institute (TWDI 2000) and the authors. The selection of companies was judgmental and purposeful because we wanted to learn from the experiences of CRM leaders.  Being a leader did not mean that a company had to be the best in every aspect of CRM, but it did need to excel in at least one area.  For example, some companies were selected on the basis of a single application, others were chosen because of the CRM infrastructure that was put in place, and a few because of their eCRM activities.

Data was collected from participating companies in multiple ways.  The companies provided documents, presentations, annual reports, and videotapes.  At least two of the researchers spent one to three days on site interviewing senior executives, marketing directors, marketing managers, analysts, CIOs, data warehousing managers and professionals, end users, and in few cases, customers and suppliers.  This cross spectrum of people provided a multi-stakeholder perspective – senior managers, IT, end users, and customers/suppliers.  The interviews were 30 minutes to 2 hours in length, taped recorded, and later transcribed.  Follow-on conversations with several of the companies have continued in order to keep abreast with their CRM activities.

 Three Targets and SIx CRM Cases

The following sections describe in more detail the three CRM targets and the way they were addressed in six different organizations. For each CRM target, there are two cases that illustrate the approach. We focus on the processes by which the CRM targets are reached by the organizations and the benefits that have been realized.

Target 1: Individual Applications

Some companies have a burning need for a specific CRM application, and the “quick hit” benefits that it can bring. The most popular applications are database marketing (in 56% of the firms), telephone call centers (53%), web marketing (50%), direct mail campaigns (49%), field sales (40%), web self service (40%), web portal (40%), and email marketing (37%) (TDWI 2000). Because these initiatives are often local in scope, with departmental sponsorship and funding, it is easier to gain the necessary organizational commitment. Also because of the local scope, data integration problems may be less difficult at first, because only a few, departmental source systems are used. 

Many companies are not ready to rush into a new way of doing things with an extensive enterprise-wide CRM effort; their situation and culture encourage a cautious approach to CRM, whereby the concept can first be tested and proven before being rolled out across the organization.  As illustrated below with SmarterKids.com, organizations can realize significant impacts from targeting CRM applications at the departmental or business-unit level.  However this sometimes leads to complications when separate applications need to be linked for more effective data sharing.  

Sherwin-Williams, the second case below, was like SmarterKids.com in that it was reluctant to commit to a major investment without proving the concept.  However, Sherwin-Williams saw great potential in corporate-wide CRM, and after an initial CRM application it moved forward by defining an expanding, integrated architecture and requiring all future applications to conform to that.  Table 1 summarizes key characteristics of CRM efforts that target individual applications.

-- Insert Table 1 --

SmarterKids.com

Company Background.  SmarterKids.com is an Internet-based educational toy retailer that helps parents determine and address educational goals for their children. The company carries products from over 200 manufacturers, encompassing nearly 6,000 products, and it provides suggestions about the appropriateness of products based on information that parents provide about their children.  At SmarterKids it was understood that the company would ultimately need a comprehensive CRM infrastructure, but there were neither the time nor the resources to build one in the beginning.  

CRM Path.  Delivering incremental benefits.  SmarterKids’ CRM efforts focused on applications that were needed and could be implemented relatively quickly. The company began with a Web personalization engine and software to analyze Web behavior. This first effort was very successful. Quickly, other CRM applications were put in place, sponsored by different areas of the organization: the marketing department implemented email campaigns, and the customer service department installed an integrated customer service suite. The latter application provides customer service support via email, live chat, and telephone, and it monitors the effectiveness of the various service interactions.

Selling the initiative.  These individual efforts were relatively easy to sell to management. First of all, they tended to have local costs, and the benefits were easily understood at the department level. Secondly, they fit well with the overall company strategy of “personalized e-commerce to build a learning relationship and drive lifetime customer value.” 

Evolution of the CRM effort.  Over time senior management recognized that the company should combine customer information across CRM applications, which was a challenging feat because each of the applications existed as silo systems. To do this, SmarterKids would have to build a data warehouse and create new organizational processes to keep data integrated. 

Getting the data right.  The biggest problem was creating and maintaining a unique identifier for each customer that would span all the disparate systems.  Without this, it would be impossible to engage in closed-loop analysis so that the results of targeted marketing campaigns could be tracked across all possible customer touchpoints.

Benefits.  Each individual CRM application was highly successful in its own right, bringing great value to the sponsoring part of the company.  In 2000, SmarterKids began the installation of a corporate data warehouse and started to incorporate information from the various systems into the data repository. Despite the integration challenges that the company then faced, there was great optimism that the integrated infrastructure would support a portfolio of CRM applications. However, in the short term the company had already received great returns from its application-centric approach.

Sherwin-Williams 


Company Background.  Sherwin-Williams is the leading developer, manufacturer, and distributor of architectural coatings and related products
. Founded in 1868, Sherwin-Williams’ Consumer Division today manages 130,000 products, across 300 diverse brands, in 2,400 paint stores nationwide, with $5 billion in annual sales. With its thousands of external customers and numerous suppliers, the company views service to both customers and suppliers as a key to its competitive success.  

CRM Path.   Getting the data right.  Sherwin-Williams experienced twenty-eight acquisitions between 1990 and 2000, and patching together the information systems from these companies resulted in a fragmented data infrastructure. For example, there were seven major order systems and innumerable other legacy systems, none of which spoke to one another. This presented significant challenges when trying to integrate the many diverse businesses so that the company could present “one face” to the customer and maintain productive vendor relationships.  Management realized that it needed a single, integrated view of the entire business across all of the diverse business units and up and down the supply chain.  

A CRM project began with a business requirements assessment, during which the Consumer Group worked with consultants to identify requirements for an integrated, customer-centric data store. The CRM vision would ultimately require a data warehouse to serve as a repository for integrated company information to support a collection of CRM applications. The company believed, however, that a project focused on infrastructure was not feasible. The concept of CRM was new at Sherwin-Williams, and it would need to be proven through real, delivered value; the company would lose interest in a CRM infrastructure project quickly.  Adding to the uncertainty, the skills needed to put such a data warehouse in place were not available in-house.

Delivering incremental benefits.  Therefore, instead of focusing on the construction of the data warehouse, Sherwin-Williams decided to prioritize requirements and deliver them to the business incrementally by building a series of data marts targeted to support specific CRM initiatives. A steering committee of business users prioritized the data mart roll out based on payback, data readiness, and sponsorship. The first mart contained the highest impact information: sales performance. Before this data mart was constructed, Sherwin-Williams did not know the total sales across its twenty business units for any given customer (e.g., K-Mart), without time-consuming data consolidation from many sources.  

Planning for the evolution of CRM efforts.  Once the sales mart was completed, the project team created an enterprise architecture to support it, as well as future data marts. Over time, more data marts were built, repeatable processes to support the marts were created, and the marts were integrated into the enterprise architecture. Additional marts included a raw materials mart to manage supplies, and a category mart that allowed customers to better manage products on their shelves using the customers’ own categories.  This strengthened Sherwin-Williams’ partnerships with key customers.  Future plans include providing direct application access to the customers and suppliers.

Benefits.   Overall, the CRM project has served as a catalyst for improving and strengthening the supply chain. For example, Sherwin-Williams used its category management data mart to help one of the large retailers better manage customer inventory. Recognizing that northern stores needed different inventories than southern stores at different times of the year, they analyzed trends in sales and made recommendations to keep paint on the shelves in southern stores for an additional two to three months each year. This resulted in approximately two million dollars in increased sales per year. Other applications of the same data mart helped improve Sherwin-Williams’ relationships with its major customers. The company was selected in 2000 as the Wal-Mart supplier of the year, and it was chosen to be Category Captain in Wal-Mart’s paint department (i.e., to manage all the paint Wal-Mart sells).

Target 2: CRM Infrastructure

CRM applications must be supported by an effective underlying infrastructure that provides not only the computing power and telecommunications links so they can be connected to each other (Broadbent and Weill 1997, Duncan 1995), but also logical consistency of the data so they can share information (Goodhue, Wybo and Kirsch 1992). The concept of CRM implies that companies should interact with their customers in a coordinated manner across all of the customer touchpoints or channels.  Without this coordination, communications will be inconsistent, weaker in content, and suboptimal.  Thus, it is necessary not only to have the capacity to store large amounts of data, but to be able to share data between all applications.  This requires a data infrastructure comprised of common data models and data standards to which the applications adhere, and the hardware and software to provide high volume storage and fast retrieval.  

When organizations focus on their CRM data infrastructures, they usually have potential applications in mind, but they seek first to put in place a data resource that is integrated across various source systems and customer touchpoints; uses a single, unique identifier for every customer; and is accurate, timely, and reliable. Because IT departments are especially aware of the benefits of such infrastructures, often it is corporate IT that initiates such efforts.  However, to succeed, IT must link to business needs with arguments that appeal to top management because infrastructure investments are costly, and the returns are unlikely to be immediate. See Table 1 for characteristics of CRM infrastructure efforts.

As described below, 3M succeeded with such an approach. Radisson Hotels and Resorts provides a good example of a company taking an initial infrastructure effort (as seen at 3M), extending it, and capitalizing on it to deliver value. 

3M

Company Background.  3M is a $15.7 billion manufacturer with 70,000 employees and 50,000 products. 3M traditionally has had very autonomous divisions, with information systems groups in both corporate and divisions. In 1995, top management realized that the company needed to become much more customer and market focused.  This obviously would require more coordination across divisions, a difficult organizational and technical shift.

CRM Path.  At that time, a veteran IS manager began a crusade to create a corporate IT infrastructure that would enable the company to move in that direction – a Global Enterprise Data Warehouse (GEDW) that would hold all customer, product, and sales information, company-wide.  Three parallel efforts laid the groundwork for creating the CRM infrastructure. 

Selling the initiative.  The GEDW champion justified the initiative on two counts. First, a common source of all customer data was necessary if 3M were to be managed as a global business. Second, if the many disparate decision support databases currently being maintained were discontinued in favor of a single data warehouse, the savings in hardware and personnel would pay for the investment. The selling of the concept took one year as the vice president to whom IT reported insisted that 3M’s fifty divisions approve the initiative before the Operating Committee would sign on. GEDW’s champion had credibility with senior management because of his long tenure at 3M and his proven ability to deliver systems with business value. In addition, he had broad business knowledge and an understanding of the role of data within key business processes.

The year that it took to garner support had two important outcomes. First, getting division VPs on board gave the GEDW effort strong buy-in.  Second, the process showed that sharing data on a global scale would require a non-trivial shift in corporate culture about data ownership.  The decision to share sales, profitability, margin, service, inventory, customer, and product data across the business units was ultimately supported by the CEO and the Senior VPs. 

Scalability.  Since the financial justification included replacing all existing decision support databases, the GEDW group spent several million dollars benchmarking the data warehouse technology platform to prove that the technology could actually support the load.  They benchmarked five different vendors’ platforms, testing (1) how long it took to load the database, (2) the time required to run various queries, and (3) and the impact of increasing the number of users from 1 to 200.  The wisdom of this benchmarking effort was seen when all but one platform crashed as the number of users increased.

Getting the data right.  Unfortunately, the GEDW group found that the global data definitions developed over several years by a separate global data standards group were nearly useless. The people who had written the data definitions were low-level IT employees who had little understanding of business processes and how the data was used. The GEDW champion assembled a team of people who had both strong business knowledge and knowledge of the IT applications, across global and U.S. businesses. This group interviewed 250 mid-level managers and spent more than 20 person-years to create a new global data model and data standards.

Changing the organization.  Interestingly, even though the corporate savings were significant, and the data was of higher quality, the old divisional IT groups (now centralized) offered the strongest resistance to switching old divisional decision support applications to the GEDW.   They were losing control of their data and their standalone decision support databases.  Only strong lobbying direct from the GEDW team to the division management succeeded in turning the tables.  

Once 3M’s corporate IT group made the data available, the business units were responsible for creating applications that would leverage it to create business value.  Initial indications are that the organization is taking advantage of the new infrastructure. However, the focus of project management has been more on successfully implementing the technical infrastructure and replacing the old distributed decision support capabilities than on using the new capabilities to change business practices to be more customer-focused.

Benefits.  Return on investment for the effort was 56 percent, primarily based on cost savings from phasing out decentralized decision support platforms that existed previously.  Now that a major portion of the product information on the warehouse is available to the public through the Internet, a second visible benefit is a reduction in the cost of handling some 5000 daily requests for product information, which the warehouse makes available via email or fax.
Radisson Hotels

Company background.  Until recently, the marketing department at Radisson Hotels and Resorts knew it could place Sunday morning ads in the travel sections of newspapers across the country, and by Monday morning the phones would ring in their reservation center. However, with the emergence of database marketing, new customer touchpoints such as the Web, and customer loyalty programs, the dependable relationship between advertising and sales was no long clear. An analysis of marketing trends indicated that Radisson was gradually loosing market share, and would need to take a different approach.

CRM path.  IT infrastructure initiatives.   Two early infrastructure efforts initiated by corporate IT laid important groundwork for later CRM initiatives.  First was the successful effort (1994 through 1997) to move all Radisson franchisees to a common suite of applications for reservations, operations, and guest tracking.  Second was the development by corporate IT in 1996 of an enterprise data model and data dictionary. Although existing applications were not changed to meet the new standards, subsequent systems (including the central reservation system in 1999) were written to conform to the corporate model.

Delivering incremental benefits.  Building from that initial infrastructure, the first initiative of a new Director of CRM in Radisson’s marketing department was the "Look to Book" on-line loyalty program, a highly successful incentive program aimed at travel agents. The Look to Book program allows the marketing department to create promotions targeted at travel agents, which encourage them to book their clients in Radisson hotels. This would have been impossible without the standardized reservation system and its common reservation data across all hotels.  

Getting the data right.  The Director of CRM soon realized, however, that even though there was common data across all hotels, the information needed for a comprehensive CRM initiative was not available.  Radisson could not track information about specific hotel guests, because it had no dependable customer identifier, and its name and address information was of poor quality. Therefore Radisson could not identify or target particular groups or individuals, and it was forced to rely on external data sources for marketing campaigns. Marketing and IT began working closely together and devised a way to use credit card and frequent flier IDs (which were more likely to be accurate) to uniquely identify guests and all their transactions.  In 1998 they delivered a data warehouse called CustomerKARE that provided an integrated view of Radisson's customers.

Creating an effective IT / business partnership.  Radisson was surprised to discover that one of its biggest problems was communication between Marketing and IT.  It became clear that these two groups, though trying, did not really understand each other when CRM was first put on the table.  A major effort facilitated by outside consultants was needed before the "light bulbs went on" for both groups, and they truly understood what the other side was saying.
Changing the organization.  Some data quality problems stemmed from poor data entry practices at its franchises. The franchises tended to think that they had unique needs and were justified in doing things "their own way."  As a result, practices such as appending clerk initials to a reservation code, or accepting defaults like the hotel's own address for use in guest records, were common.  IT had to engage in an ongoing effort to educate franchise employees and police the quality of the data.

Meanwhile, recognizing the need to change the corporate mindset, the new director of CRM has been educating senior management on the potential of CRM.  She has also begun changing the mix of skills within marketing to support the new mindset.  This has not been easy because some employees are willing and able to make the shift, while others are not.  Jumpstarting the change by bringing in key skills and perspectives from outside has been critical.

Benefits.   CustomerKare provided a foundation for additional CRM activities.  CustomerKARE data coupled with guest satisfaction surveys allowed Radisson to identify key loyalty drivers and to quantify how much of a guest's lifetime value can be attributed to the guest's perception of their stay.  CustomerKARE data also was used to target invitations to Gold Rewards, a loyalty-based program rewarding customers for doing business with Carlson and its business partners.  

Target 3: Organizational Transformation

Changing the technology without transforming the organization (the work processes and the mindset of the employees) will have less than optimal impact.  Companies must develop a customer-centric culture, hire personnel with the vision and skills needed to implement and practice CRM, and change business processes, organizational structures and reward systems.  These changes must take place in conjunction with the changes to information technology, complicating both types of change.  The organizational transformation implied by all these changes is difficult and fraught with opportunities for failure (Henderson and Venkatraman 1993, Kotter 1995).

For most firms, becoming truly “customer-centric” involves a major shift in organizational culture and business practices. The changes extend beyond the information systems used by the whole organization to include business processes, incentive structures, organizational structures, and employee roles.  Even firms that do embrace CRM may make this organizational transformation slowly.  Table 1 provides several key characteristics for transformation efforts.

Management in the next two cases intentionally set about to fundamentally change the way that they competed in the marketplace by implementing a comprehensive CRM strategy.  In First American Corporation, senior management decided that a shift to a CRM strategy was the only way their firm could survive.  At Harrah’s Entertainment, senior managers recognized the opportunities that CRM promised and were confident enough to lead their firm through a major strategic shift, even though it required a major organizational transformation.  

First American Corporation 

Company Background.  FAC is a comprehensive financial services holding headquartered in Nashville, Tennessee.  In 1990, First American Corporation (FAC) lost $60company million.  FAC was operating under letters of agreement with regulators, and competitors were waiting to “come in and pick the pieces they wanted.”  Clearly business as usual was not possible if the bank were to survive.  The new management team recognized this and considered different long-term strategies.

CRM Path.  Selling the initiative.  Ultimately, they came to the conclusion that their only source of sustainable competitive advantage was to know their customers exceptionally well, and leverage that knowledge in product design, in distribution channel decisions, and in every interaction with their customers.   To implement such a strategy, FAC would have to redesign every aspect of its operations to meet its clients' needs as well as its own profitability goals.  It would also need a critical piece of IT – a data warehouse called VISION – that would contain integrated customer information, product profitability information, and distribution revenues and costs. Justifying the VISION data warehouse was not an issue; without it, the new strategy could not be successfully implemented. 

Creating an effective IT / business partnership.  Initially, FAC’s internal IT department was charged with building the VISION data warehouse.  Within three months it was clear to business management that neither the tools chosen nor the in-house IT skills were sufficient to meet the business needs.  Because of the strategic importance, FAC could not wait for its own IT people to come up to speed, and management decided to rely on outside help from consultants and their technology vendors.  A leading consulting firm in the financial services industry was brought in to help develop the data models and formulas required for cost, revenue, and profitability calculations.  Contractors and consultants from the technology vendors were used to help build and operate the warehouse.

In all cases, special attention was paid to the transfer of knowledge from the consultants to FAC’s internal IT personnel. The project leader was appointed from within FAC’s marketing department, supported by a project leadership team that contained key managers from marketing, finance and IT.  Even with special attention, it was difficult to build the internal skill base needed.  Members of the data warehouse team continuously received "off the scale" offers from other companies, including consulting firms.  FAC developed an attractive retention program (e.g., bonuses for completion of the project, commitments for additional training) for key people, but it still was difficult to retain them.  

Delivering incremental benefits.  For two years the VISION data warehouse was implemented incrementally, and incremental benefits were delivered to the business users on a regular basis.  For example, marketing analysts could identify the top revenue producers by the first phase of the warehouse project, and profitability information was available by the second iteration.  About 50 marketing and finance analysts used warehouse data directly, and reported results and recommendations to management. There also were hundreds of indirect users who received and used reports that were generated from VISION data.

Changing the organization.  The technology implementation was only one type of change that was needed.  Top management moved decisively to also change the business processes and the mindset of the organization.  They linked their incremental change management efforts to the increasing amounts of information that were available through VISION.   Finance moved from being “bean counters” to aggressively working to find better ways of creating revenue. “Good customers” were now determined by the profitability of their overall relationship with FAC. Marketing moved from a “suckers and balloons” mentality to predicting customer actions through careful analysis, and using this information to promote profitability.

This level of change was not easy or comfortable. Throughout the organization, those who could adapt to frequent changes left and who could take the initiative to enhance performance prospered, while those who could not, left. Some areas experienced 100 percent turnover in one year, and many others experienced 25-30 percent turnover over three years. 

Benefits and Evolution.  In the end, the movement to CRM for FAC was highly successful. The organizational transformation efforts and the new CRM warehouse and applications moved FAC from losses of $60 million in 1990 to profits of over $211 million in 1998.  It even changed how FAC was perceived in the financial services industry. The CEO of Deposit Guaranty (which FAC acquired in 1998) said that FAC was attractive because he wanted to be part of "a financial institution of the future and not a bank of the past." He had learned of FAC's data warehousing initiatives and had not encountered banks of similar or even larger size with the same capabilities1
Harrah’s Entertainment

Company Background.  While FAC’s organizational transformation was motivated by the threat of organizational extinction, at Harrah’s Entertainment, a leader in the gaming industry, a transformation was engineered to take advantage of a new business opportunity   In the early 1990s, legislation was passed that allowed gambling on Indian reservations and riverboats, which opened up new markets for gaming companies. In Las Vegas, new properties (e.g., the Bellagio and Paris) were built with vast sums of money invested in lavish hotels, shopping malls, and attractions such as dancing water shows and a replica of the Eiffel tower.

CRM Path.  Selling the initiative.  With these changes occurring, Harrah’s senior management moved to implement a new business strategy.  Rather than competing on the basis of which casino could create the most lavish attractions, they decided to build a strong Harrah's brand identity, and promote it across all Harrah's properties while they aggressively expanded into the new gaming markets. Advertising offers would promote the Harrah’s brand rather than any one property. There would be recognition and reward programs for customers who cross played at more than one property.  In other words, Harrah’s new mission was to build lasting relationships with its customers.  This would require a major investment in information technology.

Creating an Effective IT/Business Partnership.  The CIO and Director of Strategic Marketing took the leadership role in developing WINet, which collects data from Harrah’s casino, hotel, and event systems. The data then is integrated into a patron database that serves as an operational data store. The ODS is used to support various customer-facing operations, such as checking into Harrah’s hotels, as well as marketing activities, such as generating offers for customers to visit Harrah’s casinos. The patron database is also used with Total Rewards, Harrah’s customer loyalty program that rewards (e.g., complementary show tickets) customers for their gaming and other activities at any of Harrah’s properties.  Data from the patron database is loaded into a “marketing workbench,” which serves as Harrah’s data warehouse.  It supports various analytical applications, such as customer segmentation and profiling, and marketing campaign management.

Changing the organization.  With this new approach, Harrah’s various casinos would operate in an integrated manner rather than as separate properties and there would be commonalties in the gambling experience across the various casinos.  This was a radical shift in the gaming industry where casino managers historically ran their properties as independent fiefdoms, and marketing was done on a property-by-property basis.  

It also was a shift in the way marketing decisions were made.  Harrah’s offers are now based on the market segmentation analysis and customer profiling performed using the marketing workbench. This more analytical approach replaced the intuition-based beliefs called Harrahisms, which had developed over the years for what did and did not work with marketing campaigns.
Keys to executing this strategy were bringing in people with the vision and skills to oversee a significant organizational transformation, and making a substantial investment in IT infrastructure and applications.  An important addition to the Harrah’s management team was a former Harvard professor who was named Chief Operations Officer.  He had the understanding and skills needed to analyze customer behavior and preference data and to put programs in place to capitalize on this knowledge.  

Scalability.  The development of WINet was not without technical problems.  Although the initial infrastructure was satisfactory for the patron database, it proved to be inadequate for the volume of data and the queries needed when the marketing workbench was added. The result was unacceptable response times.  After considerable effort to work with the installed platform, Harrah’s ultimately turned to another vendor for technology that would provide scalable capacity. 

Benefits.  Harrah’s CRM initiative is now highly successful.  A brand identity has been created for Harrah’s casinos, and many customers play at more than one Harrah’s property; the casinos are operated in an integrated manner, and there are consistent guest rewards and recognition across properties.  More quantifiably, there has been a doubling in the customer response rate to Harrah’s offers, and there has been a 62 percent rate of return on information technology investments.

Learning from Other Companies’ Experiences

There are a number of lessons that emerge from these and other CRM cases and related research.  Some of these, though important for CRM, are actually applicable for many types of IT initiatives.  Two prominent examples of this type of lesson are:  the importance of planning for knowledge transfer, and the criticality of effective and perceptive communication between the IT group and the business side of the organization.  

Below we focus on those insights that seem critical specifically for CRM efforts.  We suggest all organizations consider these lessons, regardless of their specific CRM target. 

Lesson #1:  Sponsorship May Vary Across Targets.  Our cases illustrate that different CRM targets have different challenges, necessitating different kinds of sponsorship to secure funding and organizational commitment. CRM efforts that focus on individual applications tend to be initiated at the department level, with specific goals that are easily tracked. The costs and benefits are limited to single departments, and business unit leaders often understand why these applications are being implemented and have fairly realistic expectations (if managed properly) about the outcome of this approach. This makes the approval process for CRM applications the most straightforward of the CRM targets.

Infrastructure efforts typically focus on providing a consistent and standardized data resource, thus creating a flexible platform for future applications. Interestingly, at least in some firms, moving to an integrated infrastructure for decision support can generate significant savings through replacing heterogeneous decision support platforms and related IT personnel (as at 3M).  However, in general, though future applications will presumably have high payoffs, the infrastructure itself will not necessarily generate positive returns. Because the difficulties caused by unstandardized infrastructures are generally far more apparent to IS professionals than to business professionals, the impetus for CRM infrastructure efforts often comes from within the IT group.  The high up-front costs and political challenges of sharing data compel IT sponsors to create effective bridges with business leaders through their own business experience, personal relationships, and/or regular communication. Linking the infrastructure to the ability to deploy one or more specific high-impact business applications will help generate support for the effort.  

Organizational transformations efforts are high potential, high risk, and high cost endeavors, involving both technical and organizational challenges. While individual applications can be viewed as local affairs, and CRM infrastructure efforts as technical concerns, an organizational transformation clearly affects the heart of the business and requires overt commitment, first by top management, and then by all levels of the organization. For companies like FAC and Harrah's, that are making a major organizational change, a half-hearted movement towards CRM is not an option -- there are too many ways for such transformation efforts to fail, and a complete organizational commitment is the only possible way to succeed (Kotter, 1995).  Organizational transitions are the most disruptive and difficult of the CRM targets to reach. 

Lesson #2:  The Incremental Approach Is Always Best:  Move As Quickly As Possible To Deliver Benefits.  It may be possible to start a major CRM effort with the complete development of a new infrastructure, and only once that was in place, to follow it with a number of individually targeted applications, which together with numerous organizational changes would all bring about an organizational transformation to CRM. In practice we have not seen this happen, even in the firms that we would classify as engaged in an organizational transformation.  It requires a clarity of vision that seldom exists at the outset of a project, and it puts a huge cost burden up front, when the uncertainty about business benefits is at its highest.  Instead, the successful firms we studied used an incremental approach.  


For example, in the development of its CRM infrastructure, FAC set a series of incremental business and technical goals, with each set of goals crafted to provide significant positive financial “lift” (i.e., impact) and to embody some of the basic changes in the way the bank would operate.  The first goal was to present to business decision makers, data on total revenue by business customer. Such data had never before been available and was an eye opener to management. The second goal was to add costs to revenues, and to provide data on profitability by customer. Additional goals followed. With each goal, FAC took business action to capitalize on its new understanding of its customer base. 

Regardless of the CRM target, companies should move quickly to deliver concrete business benefits. Another way of saying this is to be sure to gather "low hanging fruit" early. Breaking a CRM project into increments that deliver visible business benefits creates many advantages.  First, this approach reinforces the value of the overall CRM project on a regular basis and helps maintain momentum. Second, the project team gains understanding and expertise over time as new applications and capabilities are added and as volumes of data grow. Third, the organization can learn more about what works from a business sense, and it can make corrections as its abilities and its understanding of CRM evolve.

Lesson #3: Prepare to Get Your Hands Dirty When Working with CRM Data, Especially When Building Enterprise-Wide CRM Infrastructure.  The companies that participated in the TDWI CRM survey identified data quality as a top technical challenge for a CRM initiative – 79 percent of them found it challenging or very challenging. At Radisson, elaborate match-and-merge algorithms were needed to link all their customer transactions to unique customer identifiers.  Fortunately, data cleansing tools are maturing, and there is a wide range of packaged software available to address data quality problems. Many times, however, (as at Radisson) poor quality is linked to poor business practices that ultimately need to change.  Organizations must begin their CRM implementations knowing that great effort will need to go into changing operational systems and business practices to support data quality standards.   

The data challenge varies with the CRM target.  For applications like sales force automation, the data challenges are limited because they are based on the number of existing information systems that will be linked to the application. However, incompatible data definitions and a lack of consistent identifiers for key entities like customer and product can pose serious problems for infrastructure targets. These difficulties escalate when the target is organizational transformation, and the firm is also engaged in major changes to business processes and job roles. Thus, data quality concerns must be addressed thoroughly with the two latter targets.

Lesson #4: Ensure that the CRM Architecture Will Scale to Future Needs.  Companies often are caught off-guard when CRM is embraced by the organizations. Data volumes grow exponentially; the complexity of systems that need to be integrated into the customer view increases; and technology advances need to be incorporated into the existing infrastructure (e.g., real time information; Web data analysis). The initial CRM application or infrastructure that is implemented by the organization will need to scale appropriately, and it is important that this capability be considered from the start of the CRM project.

3M recognized the importance of building CRM infrastructures that could scale with changing needs. In contrast, although Harrah’s initial architecture was satisfactory for the patron database, it proved to be inadequate for the marketing workbench.  Harrah’s ultimately had to turn to another vendor for technology that would provide satisfactory response times for user queries.

Like the data challenges, the architectural challenges also increase with the level of the CRM target.  It is much easier to plan for a specific local application. Capacity planning is much more difficult for infrastructure projects when specific applications may not have been identified yet. The key is to make sure the architecture is scalable, so that new or growing demands can be accommodated.

Lesson #5:  You Can Teach an Old Dog New Tricks… Sometimes.  The move to CRM requires new business skills. Organizations need to anticipate the effects on their people so that they can facilitate the transition appropriately. Both Radisson and FAC, for example, learned that relationship marketing requires people with strong analytical, quantitative, and technical abilities.  Some organizations will need to hire new employees with the right business skills to replace existing people who have a hard time making the switch to customer-centric activities. Radisson discovered that seeding the Marketing Department with new hires that possess these skills helps create momentum for a different way of thinking by the existing staff. However both FAC and Radisson found that many original employees did not want to or were able to make the transition.

Dealing with changes in jobs and job skills is never easy, but obviously the difficulty increases with more complex CRM targets. The more pervasive the organizational change, the more dramatic the changes to business processes and job tasks, which increases the management efforts needed to manage the change. At FAC where the change was especially significant and widespread, those who could adapt to frequent changes and who could take the initiative to enhance performance prospered, while those who could not, left.

Lesson #6: Plan for the Evolution of Your CRM Effort.   Implicit in our discussion is the assumption that infrastructure targets typically will also involve applications, and that organizational transformations will typically also involve infrastructure and applications. However, we found that the evolution of CRM projects typically moves from target to target at different times. Figure 2 indicates the way in which shifts across targets occurred in the six cases presented in this article.

-- Insert Figure 2 --

Sometimes these shifts are an intended sequencing of efforts, planned from the beginning; sometimes they are the result of new insight developed through experience with a first approach. We recommend that whatever the target of the first CRM effort, consider that it may well be the first in a collection of efforts. If and when there are additional applications, will the same identifier for customers be used?  What interfaces could the application provide to external systems?  What technology would be required if data volumes increase?  Similarly, recognize the possibility that even departmental applications may sow the seeds for an eventual organizational transformation, which may require significant management attention.

Conclusion

Successful CRM requires hitting all three targets, at least to some degree:  implementing strategically beneficial applications, improving the underlying data infrastructure, and changing the way the business is run.  When appropriate "targets" are chosen, the result can be radical improvements in business performance.  On the other hand, firms can stunt their potential benefits by not realizing the importance of all three targets, that is, by treating CRM as purely local affairs, by forgetting the importance of changing the business processes and culture to go along with the technology, or by failing to put in place sufficiently powerful information technology infrastructures to allow data sharing across the firm.

Certainly CRM initiatives are not the only information technology endeavors that potentially must address the three targets discussed here.  It is useful to contrast the way the targets relate to CRM versus the way they relate to two other types of IT initiatives which may be familiar to readers:  traditional custom built applications, and enterprise resource planning (ERP) systems.  For traditional custom built applications, the emphasis is on the individual applications.  The requirement for organizational transformation is often much reduced -- the system is designed and built to support the desired business processes, which are usually not much different from the old ways of doing things.  New custom built applications do often have to interface with existing legacy systems, creating some infrastructure challenges.  However, typically the scope of custom built applications is somewhat limited.  Certainly the larger the scope, the more difficulty there will be interfacing with the existing infrastructure.  


ERP systems, as prepackaged applications, tend to avoid the problems of interfacing with many different legacy applications by replacing all (or most) of those applications with the new system.  Thus in many respects ERP sidesteps the difficulties of data infrastructure by throwing out the old and providing a new capability.  This benefit comes with a cost -- firms often find that some of their old business processes cannot be supported by the new ERP.  Thus there is often substantial organizational transformation or at least substantial changes to business processes.  However, in this case the organizational transformation is often more driven by the requirements of the software than by a conscious shift in strategic direction chosen by management. In many companies installing ERP systems, organizational transformation is more an implementation necessity than a goal in itself.  To flirt with a cliché, the tail wags the dog.  


CRM efforts, in contrast, are usually driven to a much greater extent by a desire for a major shift in the way the firm carries out its business, in the way it thinks about and interacts with the customer.  Applications to carry out this shift are much more effective when they can share information, so major investments in the technical infrastructure to facilitate information sharing are usually required.  

In summary, it is true that regardless of the IT initiative, firms should consider all three of the "targets" discussed in this paper:  individual applications, the data infrastructure to support them, and the changes to the organization needed to take full advantage.  However, when the IT initiative involves CRM, the importance of the later two targets is greatly elevated.  
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Figure 1.  CRM Technical Architecture



	
	Primary Target:  

Individual Applications 
	Primary Target:

CRM Infrastructure 
	Primary Target:

Organizational Transformation 

	Sponsorship
	Usually at the department level.
	Often initiated by corporate IT, but must also enlist wider business sponsorship.  
	Initiated by top management, but must enlist all levels of the organization.

	Data Challenges
	Data needed is limited in scope and volume.  Integration problems are easier to solve, since the data is controlled at the departmental level.
	Large amounts of data needed from disparate source systems owned by different constituents, frequently without common identifiers.  A difficult challenge.
	All of the problems of the CRM infrastructure, with the added intensity of trying to support new business processes with a changing data infrastructure.  

	Architectural Challenges
	Requirements are localized and easier to understand and predict.
	Need to support a multitude of users and applications.  Harder to understand and predict requirements.  Must be highly scalable.
	All of the problems of the CRM infrastructure, with the added intensity of trying to support new business processes with a changing technical infrastructure.  

	Impacts on Jobs and Job Skills
	A small group of users must learn to work with new applications.
	A growing base of users and analysts must learn to work in the new decision support environment as data becomes more available.  IT personnel must learn new skills and technologies, may need help from consultants initially.
	Nearly everyone becomes a user in some way.  Jobs are changed, eliminated, and created.  Many changes in job skills both for business and IT.  

	Organizational Impacts
	Costs are relatively low.  Greater efficiencies and effectiveness at the departmental level may result in greater local revenues and profits.
	Infrastructure creation is costly.  Departments give up control of “their” data.  Possible cost savings from infrastructure consolidation.  Possible “quick hit” returns from follow-on CRM applications. 
	An expensive, risky undertaking, but the potential for great increases in revenues and profits
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Figure 2.  Evolutions of CRM Efforts
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1 At the end of May 1999, it was announced that FAC would be acquired by AmSouth.
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