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Preface

Customers are placing increasing emphasis on the way they are
treated. If you want to keep your customers, you have to make sure
they feel impressed, not just “OK.” You have to earn their confidence
and trust—not just once but again and again. You have to make your
customers feel important and appreciated, and you have to devise a
way to break through all the marketing clutter . . . and all the filters
your worldly-wise and increasingly cynical customers have invented to
deal with this clutter.

We’re going to tell you how to do this.

The good news is that your customers, being human, make largely
emotional decisions. While you must create compelling, ditferentiat-
ing value for them, keeping them happy doesn’t have to mean
throwing money, discounts, or free alarm clocks at them. It can be
as simple as a follow-up question, a frank acknowledgment to them
that you value their continued business, or a sincere smile from a
relaxed and motivated employee who genuinely loves serving them.
It can happen face-to-face or over the phone, provided you have
created the conditions that make it both possible—and probable.

We’ve written this book, Customer Loyalty: a guide for time trav-
elers, because we believe it is high time a new perspective was
developed on the matter of winning customer loyalty.

A service business sells itself and when it does this successfully, it
makes friends with its customers. The feelings it should generate in its
customers are something akin to what a good friendship delivers—
teeling important and individual, a sense of being listened to,
knowing whom you can trust and who will have the time for a useful
chat. Not surprisingly, successful service brands—Ilike the bank First
Direct and the UK travel and insurance giant Saga—take the concept
one step even further, creating in their customer base a sense of
belonging to an exclusive club. This is why today, about one in eight
people in the United Kingdom aged 50 or older are Saga customers
and First Direct is the United Kingdom’s most recommended bank.

xi



Preface

In the course of our research with the customers of a great many
service brands, we have discovered a forgotten secret. It’s this:

If we have found a service brand that we can make friends with, why
on earth would we want to shop around?

It seems organizations have forgotten that customers prefer to be
loyal.

So what evidence do we have for this assertion? The best evidence
of all—the evidence of hindsight. Ever since commercial enterprise
began on any large and organized scale, there has been clear evidence
that people like brands. They particularly like feeling good about the
choices they make, since these choices confer emotional benefits. In
the past—just as in the present—product brands conveyed the reas-
surance of quality, prestige, discernment. Today service brands are
doing the same and more—the choice of a service brand has the
capacity to convey the emotional benefit of making life easier and
more pleasurable. There is little doubt that the importance of service
brands is continuing to increase.

Here, in this book, we argue that customers don’t want to be
shopping around for service brands if they can avoid it. Our lives
in the twenty-first century are influenced by a number of signifi-
cant social trends that actually preclude against too much shopping
around, even if we wanted to do it, which we don’t. We haven’t
got the time for it and we don’t know who we can really trust. Too
much choice gives us additional stress. We want to be treated
with respect as an individual and not as a member of a target
“demographic.”

For organizations to create the right type of feelings in customers
is no small challenge, but the potential benefits are enormous. It can
create the opportunity for some premium in a competitive world—
a loyal customer base can boost the bottom line dramatically. It’s
definitely worth the effort.

In the course of this book we’ll be sharing with you real-world
examples of some of the actions that service businesses have taken to
impress their customers and win their loyalty. Some of these busi-
nesses are our clients, some of them are businesses that have
impressed us as customers, and some of them fall into both categories.
Here is a brief introduction to each of the organizations that feature
in the book.

xii



Preface

Bank of China. Established in 1912, Bank of China is China’s
oldest bank. It is also the only Chinese bank with a presence in all
the major continents, with over 560 overseas offices in 25 coun-
tries and regions. The Banker magazine ranks it as one of the
world’s top banks in terms of core capital. Since its foundation
over 90 years ago, Bank of China has played a major role in pro-
moting China’s economic and social progress through its active
involvement in the country’s international trade and financial
activities. Since 1992 Euromoney magazine has awarded the Bank
“The Best Bank in China” nine times. The Bank has also been
included in the Fortune Global 500 for 13 consecutive years.
Bank of Ireland. Bank of Ireland first opened its doors to the
public over 220 years ago when it received its Royal Charter in
Dublin in 1783. Today the bank has over 17000 employees in
eight countries worldwide. It is the largest Irish bank by total
assets.

Egnatia Bank. Greece’s relatively new Egnatia Bank was
founded in 1991, and quickly emerged as one of Greece’s
fastest growing and most innovative banks. It was the first
Greek bank to offer Internet banking services in 1997, and in
1998 was the first Greek bank to offer secure credit card trans-
actions over the Internet. In 2002, Egnatia saw an opportunity
to significantly improve customer service, control costs, and
boost revenue potential by introducing a modern, multichannel
telebanking customer relationship management (CRM) solu-
tion. The new system enabled Egnatia to expand the types of
services available through its call centers, add interactive voice
response (IVR) options, extend service hours to 24/7, and
increase the efficiency of phone interactions so customers spent
less time on hold.

First Direct. First Direct is the UK’s most recommended bank—
one in every three customers has been recommended by a current
customer. First Direct was formed in 1989 by Midland Bank, now
part of HSBC. In the 1980s Midland Bank had the foresight to
see that a new bank offering a “direct proposition” for customers
could be a major success. Midland Bank commissioned research
that revealed customers were making fewer visits to their bank
branch and having less contact with statf. The research found this
was especially true of certain customer types, such as busy, urban,
demanding, professional, educated consumers. Today, First Direct

Xiii



Preface

employs about 3000 people. It experiences significantly lower
than average employee turnover for the sector. It operates its 24-
hour online services from two UK contact centers.

Holmes Place. The first Holmes Place health club opened in an old
plumbers’ merchant’s off the Fulham Road in Chelsea, London in
1980. It quickly grew into a chain of clubs, funded in part by out-
side investors and joint ventures with property development
companies. By 1995 the company was awarded its first council
leisure contract and it became the first company to have its council
leisure contract renewed. The company floated on the London
Stock Exchange in November 1997 and has continued to grow
steadily. Today, there are 61 Holmes Place clubs—46 in the
United Kingdom, 14 in Continental Europe as well as one joint
venture club in Chicago.

Laithwaites. Laithwaites is the world’s largest mail order wine
company. It was formed by Tony and Barbara Laithwaite in 1969,
after Tony Laithwaite had a letter published in The Sunday Times
responding to an article lamenting the poor quality and avail-
ability of wine in the United Kingdom. He got 2000 letters
agreeing with him. Tony Laithwaite contacted the paper’s editor
and The Sunday Times Wine Club was born. The company grew
between 1994-2004 from £42 million turnover to £250 million.
It has 800 employees and very low staff turnover. Its main cus-
tomer contact resources consist of two contact centers with a total
of 500 seats. Many managers started at the bottom of the com-
pany and have worked their way up. Laithwaites was the winner of
the UK’s prestigious National Sales Awards 2005.

Norwich Union. With 13 000 employees and total annual pre-
miums of almost £8 billion, Norwich Union Insurance, the
general insurance arm of Aviva plc, is the UK’s largest insurer.
Norwich Union provides 60 percent of Aviva’s worldwide general
insurance business by gross written premium. In 2004 Norwich
Union generated an operating profit of £832 million. Altogether
it operates 15 customer contact centers in the United Kingdom
and 3 in India. These employ a total of 8000 people.

Our sincere gratitude to those who kindly gave their time, despite
having busy schedules, in order that we could research the excellent
work their organizations have done in the area of winning customer
loyalty. In particular we thank: Lesley Cotton (Holmes Place),
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Christos Filinis (Egnatia Bank), Matthew Higgins (First Direct),
Brian Lande (Bank of Ireland), F. C. Li (Bank of China), Victoria
Sherston (Laithwaites Wines), Stella Stavropoulu (Egnatia Bank), and
John Willmott (Norwich Union Insurance).

We also wish to extend our thanks to our colleagues at Cape
Consulting for their help and encouragement with this book. Our
gratitude to Yannis Anastasiadis, Coral Atkins, Louise Clark, Jamie
Craig, Tracey Nunn, Jackie Walpole, Hadrian Wise, and Alex
Zitrides. Particular thanks to Brenda Stewart for her significant
input to Chapter 4. Our thanks also to our public relations and writ-
ing consultant, James Essinger.

Finally, why a guide for time travelers? Because our case is indeed
that organizations wishing to succeed in the current demanding
environment need to be something like time travelers, and should
attune themselves to the ongoing changes in society that matter as
far as winning customer loyalty is concerned. Oh, and they espe-
cially need to learn the strategic and tactical lessons of the past, too,
because that is the best way to understand the present. And, for that
matter, the future.

So here it is, Customer Loyalty: a guide for time travelers. A guide,
in eftect, for people for whom developing a skill at winning customer
loyalty is an important aspect of their career progression.

A guide, therefore, for everyone in business today.

Dr Sionade Robinson and Lyn Etherington
2005
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1 What do customers want?

Winning customers and keeping them coming back are the most
hard-fought elements of modern business. Things are fought over
because they are precious, and an organization’s ability to win cus-
tomers and to keep customers coming back are indeed extremely
precious attributes.

A competitive marketplace requires organizations to find ways to
establish relationships with customers that make individual businesses
stand out from the crowd. Some commentators might call this process
wowing or delighting the customer, while others call it enhancing the
customer’s experience. We call it impressing customers because
impressed customers talk about your company. They offer positive opin-
ions, both prompted and unprompted. They share what they have expe-
rienced and they stake their personal reputations on the firm belief that
others, too, could benefit from doing business with the company they
have chosen. When that happens, a business grows.

This book is all about how to grow the number of impressed cus-
tomers that will want to talk about your business. If you put our
advice into practice, your customers will want to tell others about the
great service experiences they’ve had at your company. We can show
you how to do this because we know what customers are looking for
from service relationships—we know how customers want to feel.

The customer’s desire to be loyal

Over the last ten years we have been advising service businesses on
improving the quality of relationships they form with their customers
in order that our clients can achieve profitable growth. And here’s the
scoop. When customers feel they are dealing with the right company
or organization for their needs, they don’t want to change. In fact,
they want to be loyal.

Why do we believe this to be true in the face of many commenta-
tors arguing the opposite? It’s because customers tell us that staying with
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a supplier that meets their needs and caves about them makes their lives
easier. It’s a bit like forming a friendship. We are drawn to people who
meet certain criteria—be it their warmth, kindness, dependability, or
even their energy and wit—and then we stick with them. We don’t
make a choice every day about whether to maintain a friendship or
not—we just do.

When customers don’t want to be loyal, it is normally for one of
three reasons. First, the customer may believe that there is always a
better deal or better service around the corner. This characteristic may
be a function of a customer’s personality—they may be “maxi-
mizing,” constantly driven to find the best—Dbe it an insurance plan,
banking service, or even a car mechanic. With the plethora of
inescapable marketing messages bombarding customers every day, it’s
hard not to adopt maximizing tendencies.

Second, customers may not be loyal to an organization because
actually that business can’t meet their needs. If the customer actu-
ally likes and wants face to face, personal service, then choosing the
lowest cost provider who is running a busy contact center will prove
a disappointment.

Third, customers leave suppliers because something has gone
wrong in the relationship. The American Management Association
recently published an analysis of customer defections in the United
States, and found that 13 percent of defections were due to product
performance, 12 percent were due to “other reasons” and a massive
75 percent due to shortcomings in customer service. Customers
today don’t leave because they are dissatistied, but more because
they are not overwhelmingly satisfied and have other choices. This
is the point. Failing to meet the customer’s expectations and desire
for service is enough to prompt a defection. If there were fewer
disappointing service experiences there would be fewer defections.
It really is as simple as that.

Why merely satisfying customers isn’t enough

Once upon a time most business books about customer service
tended to focus principally on presenting strategies to deliver satis-
fied customers. Then in 1995, Thomas O. Jones and W. Earl Sasser
Jr showed in “Why satisfied customers defect” (1995) that satisfying
customers is not enough to retain them.

Why? Because, if one looks at how business really works, even
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customers claiming to be satisfied defect at a high rate in many indus-
tries. There is no simple linear relationship between degrees of satisfac-
tion and the customers’ willingness to repurchase. In 1994, Rank Xerox
disclosed results of an annual poll of its 480 000 customers. These
customers scored their satisfaction with Rank Xerox’s products and
services using a scale from 1 (low) to 5 (high). Xerox’s goal was to
achieve 100 percent of responses in the 4 (satisfied) or 5 (very satisfied)
band. However its analysis of the relationship between satisfaction
scores and customer loyalty revealed that that even among this band,
customers scoring their satisfaction as 5 (very satistied) were six times
more likely to re-purchase during the following 18 months than those
awarding a 4 (satisfied). This result led Xerox to revise its goals to
achievement of 100 percent scoring of 5—very satisfied.

As a result of the Xerox findings back in the 1990s, the
compelling view was that businesses must seek 100 percent, or total,
customer satisfaction to achieve the kind of predictable repurchase
behavior from customers they desired. Nowadays customer satisfac-
tion is almost taken for granted even though satisfaction itself is a
relatively low standard. Many of the organizations we have met have
reported high satisfaction scores even approaching the 100 percent
maximum—but no loyalty. That customers now expect to be highly
satistied is the norm, and any business wishing to secure a stronger
bond with their customers must do a great deal more than satisfy.
Instead, they must secure an emotional or attitudinal preference or
attachment via the customers’ feelings.

After the cracks started to show in strategies based on satistying
customers, several studies emerged focusing on the opposite end of
the satisfaction continuum—that is, the factors which caused dissat-
isfaction. For example, Bell and Zemke in their 1987 article,
“Service breakdown: the road to recovery,” suggested that
customers who have experienced service failures fall into two cate-
gories—the “annoyed” and the “victimized.” Bell and Zemke
define annoyance as “minor irritation” associated with a promise
not fully realized; whereas a feeling of “victimization” is character-
ized by a major feeling of “ire, frustration, and /or pain.” The inter-
est in sources and degrees of dissatisfaction spawned the industries
of service recovery and again studies revealed some strategies for
recovering customers were so effective that some customers became
more strongly attached to the organization than if nothing had
upset them in the first place.
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Interestingly, in the analysis of dissatisfaction, it was the customers’
feelings—both rational and irrational—that came to the fore, whereas
in many satisfaction studies it was the stimulus and response approach
that received greater emphasis. Clearly, the feeling of being “victim-
ized” is a deeper and more volatile emotion than feeling mildly irritated
and a much more useful term than “dissatisfaction” when communi-
cating with front-line staff about the importance of avoiding this
customer reaction. It is the sense of being outraged victims that causes
customers to tell stories about their unhappy service experiences far and
wide, often with increasing degrees of embellishment and often for
many, many years. Think of when you last heard such a story. It’s usual
for people to join in this type of tale with relish, each competing to top
the justifiable sense of outrage that’s been provoked by some careless
member of staff or unfriendly process. It has been estimated that
customers will remember and repeat bad service stories for something
like 13 years! A customer who feels victimized bears a serious grudge.

These days, in our research, we have found most customers can
comfortably score their overall experience of service businesses in the
range “good to very good.” Yet despite this, many customers are essen-
tially ambivalent in their loyalty to a particular business. These are the
customers who would be likely to “defect” in the presence of even a
modest motivator—for example, getting a better price, or being
intrigued by a new marketing message from another supplier. An
“impressed” customer however, feels far less ambivalent. While a “vic-
timized” customer is almost certain to leave a supplier for another and
probably become what Jones and Sasser called a “terrorist,” a truly
impressed customer is likely to become loyal as a result of an organi-
zation’s good service deeds. Having experienced an organization’s
superior service, such a customer has faith and will spread the word
through wunsolicited advocacy.

The need to impress customers

These insights suggest organizations should focus on how to create
the feelings which impress customers and make a positive impact on
customer behavior and loyalty. Above all, organizations must avoid
creating feelings of irritation or in extreme cases, victimization or—as
we shall describe—simply #no feelings at all. If organizations can
manage customers’ emotional responses to service encounters—they
can impress. As we’ve said, impressed customers lead to loyalty.



What do customers want?
We define customer loyalty as:

An emotional and attitude-based prefevence resulting in the
behavior of spontaneous personal recommendation and/or purchase.

Customer Joyalty must be seen as clearly distinct from customer satis-
faction, which is a predominantly rational and less emotional frame of
mind. Loyalty is different from repurchase intent because repurchase
may be based merely on inertia. The key factor is the element of per-
sonal recommendation. In other words, the willingness to stake one’s
reputation on the future performance of an organization is really the
distinguishing feature of the truly loyal customer.

Understanding what customers want

Here, we look at the importance of understanding what customers
want from service encounters and how companies can create the
feelings in customers that allow service encounters to impress.
These two factors—first, understanding what customers want, and
second, knowing how to create the feelings that impress
customers—underpin our approach to developing the kind of rela-
tionships between customers and their chosen providers that can be
described as loyal.

The Saga story

If Sidney de Haan, the founder of the Saga Group, had only ever
managed merely to satisfy his customers, he would never have grown
his business activities beyond running a successful hotel in the seaside
resort of Folkestone in the south of England.

Sidney had started out as a hotelier in the late 1940s but had
found that while it was easy to fill his hotel in the summer, business
was too quiet in the winter. So utilizing the kind of creative
insight—propelled by the need to win commercial success—that
distinguishes a true entrepreneur from a run-of-the-mill busi-
nessperson, he traveled to the north of England, to unglamorous
towns that were mainly far from the sea, and offered old age
pensioners cheap winter holidays in Folkestone. He found an abun-
dance of customers in the north of England, and soon his hotel
was full all year round. He went on to buy other hotels and by
following the same business principle he managed to fill those too.
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Presently it dawned on Sidney that he could offer his old age
pensioners (these were the days before more tactful descriptions
such as “senior citizens” became popular) other types of holiday.
Before long he had set up a business he called “The Old People’s
Travel Bureau.”

Not a very glamorous name, perhaps, but an unambiguous one
which conveyed the simplicity, attention to detail, and value for
money his not very wealthy customers appreciated. From the
outset, Sidney decided he would create a business that would focus
on retired people, and that he would sell to his customers directly
rather than through intermediaries (such as travel agencies) and
constantly strive to offer his customers value for money. The Old
People’s Travel Bureau prospered. All the same, the brand name did
perhaps lack a certain something, so some years later he thought of
a better name that rather brilliantly encapsulated all the positive
aspects of longevity: Saga.

Saga is today a major brand in the area of financial services and
travel, with about one-eighth of the UK population over the age of
50 forming its customer base. In 2005 the de Haan family sold the
Saga Group for £1.4 billion. Saga is run under new management
that adheres meticulously to Sidney’s guiding principles of:

e focusing on providing older customers with products and services
that are tailored to their needs (though the Saga age threshold is
now just 50)

e selling to customers directly rather than through agencies and
intermediaries

e understanding how to impress customers and thereby increase
their perception of value for money.

In setting up and running Saga, it is evident that Sidney de Haan
had spotted a unique opportunity to meet the needs of this specific
customer group. And there is an interesting and important lesson
here. His success was based on understanding people’s needs—
spoken and unspoken—rather than the more conventional model
that focuses on customer expectations. He impressed his
customers—as Saga still does—creating in them the kinds of feel-
ings that make many customers see Saga as a special club rather than
a commercial business.
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Understanding customer behavior

Many of the models used for the analysis of customer research are
based almost exclusively on presenting a detailed overview of cus-
tomer expectations (such as Zeithaml, Parasuraman, and Berry’s
Balancing Customer Perceptions and Expectations, 1990). This is
based on the premise that it is the gap between customers’ expecta-
tions and the reality of their experience that form the basis of
subsequent evaluation, leading to:

e satisfaction (where there is no gap and expectations match
experience)

e dissatisfaction (where the expectations exceed experience)
the opportunity to delight customers (where experience exceeds
expectations).

Approaches that focus on developing in-depth understanding of cus-
tomers’ expectations have, of course, proved extremely useful to
organizations. They are predominantly qualitative and can provide
companies with:

customers’ overall service expectations
e customers’ detailed expectations with regard to specific service
scenarios
the relative priorities of different elements of service
qualitative perceptions of a company’s current performance.

In such groups, customers are selected by various criteria to populate
a relatively homogenous discussion group. A skilled facilitator might
ask customers to describe their view of ideal service (or expected ser-
vice, or best in class service), and then discuss this with reference to a
particular organization’s performance. They may be asked to rank or
“trade off” various service attributes. Client organizations receive a
list of service attributes along with desired service standards. They also
receive customer views on their own perceived performance against
the ideal—sometimes comparing that performance against other com-
petitive organizations with whom the customer has experience. The
list of service attributes are usually ranked in terms of
importance—the idea being that different customer groups may value
attributes of service differently.

While we acknowledge that this body of research is well founded, we
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also argue that it does not focus sufficiently on what we know about
customers’ emotional needs. By far the most famous index of human
desires is psychologist Abraham Maslow’s hierarchy of needs. Maslow,
the founder of the humanist school of psychology, described a hierar-
chy ranging from the bottom, the physiological needs for simple bodily
survival to the uppermost need—to self actualize or fulfill one’s poten-
tial. Maslow argued that one could hardly self actualize through the
appreciation of beauty if, for example, every moment was a desperate
struggle for food, warmth, or safety.

Fortunately in the developed world, few of us are required to
struggle to meet physiological needs. But what of our other needs?
We argue that it is the organizations which meet customers’
emotional needs that create feelings of being impressed. Organiza-
tions which do this stand out from the competitive crowd. We argue
strongly that it is whether and how the customers’ psychological
needs are met—the need for esteem, for instance—that result in
positive or negative feelings about an organization.

For example, consider the case of the online supermarket that fails
to deliver ordered groceries on the allotted day. This could be framed

Self
Actualization

Esteem Needs
Self-esteem
Recognition

Status

Social Needs
Sense of belonging
Love

Safety Needs
Security
Protection

Physiological Needs
Hunger
Thirst

Figure 1 Maslow’s hierarchy of needs
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as an instance of unfulfilled expectations—yet the resultant anger and
rage ignited in the customer seem incongruously out of proportion
with mere unmet expectations. However by rethinking the situation
as one that violated the customer’s fundamental need to be treated
with respect, we can more readily accept and anticipate the customer’s
feelings of anger and outrage.

First then, we will briefly review the conventional model of cus-
tomer satisfaction and follow that with a fuller treatment of a
complementary needs-based model.

Modeling customer expectations

Typically, conventional models of customer satisfaction are implicitly
or explicitly variations of the “met-expectations model” (also known
as the “gap model” or “disconfirmation of expectations”).

This framework assumes that customers have specific expectations
about their interactions with an organization and, by meeting those
expectations, the organization can satisty the customer. Customer sat-
isfaction models are often quite complex. For example, some models
differentiate between perceptions of quality and customer satisfaction
(quality being only one component of satisfaction), and others use
various approaches to assess “expectations” (what should e, what is
ideal, or what is realistically expected). All focus on satistying the cus-
tomer’s expectations of the attributes being delivered—whether those
attributes relate to facets of service quality, or perceived value.

It’s true that expectations models do overlap somewhat into the area
of what it takes to delight a customer—one element in our concept of
the need to impress. Expectations research generally shows that exceed-
ing customer expectations causes customer delight. Whereas perceived
quality and satisfaction result from meeting customer expectations,
delight may result from providing the customer with more than
expected. Pleasant surprises, so to speak, create delighted customers.
But how could a service business act to continually provide the pleasant
surprises that increase customer delight?

First, the firm would need to research its customers’ expecta-
tions—this time their experience-based expectations, rather than ideal
or normative expectations. To elicit a pleasant surprise requires an
organization to know what its customers expect (experience-based
expectations) or their predictions about the outcome of their next
exchange with the organization. Delight is delivered when the firm
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provides a surprising, positive departure from expectations. For
example, if a dry cleaning customer is treated to free service in reward
for loyal patronage, delight results primarily because the customer had
predicted (expected) the need to pay.

Difficulties occur though, in the pragmatic application of such an
insight. In our experience, several organizations have sought research
to show how to consistently “delight” or “wow” their customers.
One famous hotel chain badgered us to provide examples of ideas
which would deliver repeated customer “delight”—as if the “pleasant
surprises” which engender delight could thereafter be mass-produced,
to thereby create a loyal customer base, irrespective of customers’
individual needs.

In summary, achieving delight and engendering the loyalty that
ostensibly follows in the expectations model can be elusive for two
reasons. First, there is the obvious assertion that most customers do
not feel especially “delighted” or become loyal when an organiza-
tion is merely delivering the basics of the service promise (see the
RATER definitions in Table 1).

Research shows that after fulfilling basic reliability expectations, an
organization then must meet expectations related to responsiveness and
assurance to enhance loyalty. Thereafter, it must meet expectations for
empathy to receive yet another boost. Fulfilling expectations to
promote loyalty is a dynamic rather than static construct—expectation
levels are always ratcheting upward. Expectations are dynamic—as are
customers’ feelings.

Reliability The ability to provide what was promised, dependably and
accurately
Assurance The knowledge and courtesy of employees; their ability to

convey trust and confidence

Tangibles The physical functionality of service facilities including their
appearance

Empathy The degree of caring and individual attention

Responsiveness The willingness to help and provide prompt service;

problem solving

Table 1 The RATER framework
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Second, customers are individuals and what constitutes pleasant
surprises in excess of expected levels of service will vary. This makes
them difficult to measure for research purposes and also difficult to
manage. Generally speaking, seeking to systematically evoke customer
delight by exceeding expectations is an extremely difficult and very
expensive way to build loyal customers.

The primacy of customers’ feelings

Though useful for understanding at a rational level customers’ satis-
faction and dissatisfaction, we believe that the expectations model is
less helpful in offering insights into customers’ emotions. Much more
important is understanding how to positively impact customers’ feelings
and to keep them coming back and talking about the great company with
whom they are dealing.

At this stage we also need to differentiate between the concepts of
customer delight and a broader concept of impressing customers.
We have already defined customer delight as the “pleasant surprise”
when service positively deviates from expectations.

Impressing customers, however, is more about understanding
how to consistently create the feelings that inspire customers to
feel themselves to be individually valued and important. These are
customer reactions that are more emotionally charged than mere
satisfaction or dissatisfaction. We believe organizations cannot
elicit the desired emotionally charged responses from customers
necessary to impress them (or avoid being victims) by focusing
only on meeting or exceeding specific service expectations. We
need another perspective.

Instead, to explain how to impress customers, we’ll review why certain
customer feelings can cause them to be impressed with an organization.
We have identified these feelings in the course of ten years of consulting
work and research with service businesses. When front-line service
providers understand the significance of their own behavior in creating
these feelings, customers exit service encounters feeling impressed with
the experience. We call these customer feelings Loyalty-building experi-
ences (LBEs). When they are consistently perceived to be of a high
standard, our research shows that they create loyal customers.

LBEs can be defined as “recognizable and measurable feelings that
impress and create a willingness to recommend to others.” We enlarge
in detail upon the nature of LBEs later in this book.

11
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The new age of customer loyalty

In today’s buying world, where customers are confronted by a vast
number of offerings streaming towards them from numerous sources,
both physical and virtual, organizations may be forgiven for assuming
that the age of customer loyalty is over. They may easily conclude that
everything is being brought down to the level of a commodity—with
the implication that price is the only factor that matters.

Price certainly zs important when customers make spending choices.
But in practice sheer common sense, and the fact that markets have
plenty of room for players who are ot the lowest-cost provider, tells us
that other factors really matter too. Just as we make allowances for
friends, so do loyal customers, within reasonable limits, tolerate a price
differential—a small premium in recognition of a valuable relationship.

In particular, customers badly want to feel good about the level of
service they receive from an organization, and want to feel that the
organization genuinely cares about them and their needs. But what
can we say about the nature of these needs and how meeting them can
positively impact loyalty?

Schneider and Bowen in their book, Winning the Service Game
(1995) argue that for a service business, customers’ emotional
responses originate in three basic customer needs—those of security,
justice, and self-esteem—and how they are handled.

Schneider and Bowen begin with two basic premises, namely:

Customers are people first and consumers second.

e Decople strive to satisfy core needs in life at a level more funda-
mental and compelling than meeting their specific expectations as
consumers.

By thinking of customers as consumers, an organization focuses on
service performance attributes and how to meet or exceed consumer
expectations. Thinking of customers foremost as people shifts the emphasis to
basic human needs. The impulse on the part of people to fulfill these basic
needs is sacrosanct; violate these needs and the outcome will be outrage
and victimization; fulfill them and the result will be to impress.

How needs shape customer behavior

Expectations and needs shape customer behavior. The desired
outcome of expectations is getting what one anticipates from a

12
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service encounter as a consumer; needs focus on obtaining what one
seeks from life as a person. Expectations can be satisfied; needs are
such that they must be continually and consistently attended to—by
every customer contact point in an organization.

Three needs: an overview

The hierarchy of customer needs identified in 1943 by Abraham
Maslow in his article “A theory of human motivation” has a relatively
long history of application in management. In explaining how to
impress customers and create LBEs we have borrowed specifically two
of Maslow’s needs—the needs for security and self-esteem—and a
third from Schneider and Bowen—the need to be treated fairly, which
underpins the notion of having “trust” in a company.

Specifically, “security” refers to the need to feel unthreatened by
economic or indeed physical harm. “Self-esteem” refers to the need
to maintain and enhance one’s self-image and the need to be treated
fairly requires no further explanation. These three needs help to
explain why LBEs are so effective.

At Cape Consulting, our own experience in consulting to, and
research with, service businesses suggests that the best way to
“manage” customers’ needs for security and to be treated fairly is to
avoid violating them through service failures in the first place.

Violation of these needs will usually incite a sense of outrage; how-
ever, respecting these two needs is more likely to produce a passive
sense of satisfaction rather than overtly impressing the customer. In
contrast, where a customer’s esteem is bolstered—and he or she is left
feeling smarter, listened to, respected, and valued—the customer is
much more likely to be impressed with the service encounter.

Security

Most customers do not know when their security needs have been
met because they are generally unaware of them in the first place,
unless there has been a problem of some sort. The key factor in
meeting security needs is whether customers believe they can
entrust their well-being to another. Customers with a low risk pref-
erence for investments must feel that an advisor has taken this into
consideration if they, the customers, are to feel secure. Witness the
furore over the mis-selling scandals in the United Kingdom in the

13
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pensions market, or the collapse of the long-trusted financial insti-
tution Equitable Life. The justifiable outrage unleashed when those
companies failed to meet customers’ need to feel unthreatened by
economic harm rumbles on and on.

With regard to the need for security, let’s consider whether posi-
tive deviations from stability, routine, and equilibrium might yield
positive consequences. It’s our belief that people seek consistency,
equilibrium, and stability in their lives; in other words, customers
would prefer to be loyal. But what if leaving this stable state created
a benefit for the customer—a cheaper mortgage rate, for example,
than that being offered by the current provider? Such a positive
outcome would obviously delight the customer in that he or she had
found a better rate. At the same time, finding a better rate with a
competitor would totally undermine a customer’s sense of, and need
for, security. It’s for this reason that most customers switch without
offering their incumbent provider the opportunity to match any
marketplace deal.

Perceived fairness

Maslow’s theory does not explicitly discuss the need for fairness,
though considerable research in philosophy and social psychology
suggests that the notion of fairness is absolutely central to relation-
ships within society and between individuals. Interestingly, Leonard
Berry has noted in his 1995 book On Great Service:

The service promise ... includes the implicit promise of fair play.
Customers expect service companies to treat them fairly; they become
angry and mistrustful when they perceive otherwise.

Needs related to perceived fairness are not as crucial for survival as
security needs; violation of the need for fairness does not threaten life
nor financial security. Nevertheless, the need for fairness, and its con-
sequent outcome, trust, does become important when considering
relationships with customers as a two-way street.

We commonly recognize the investment an organization makes in
attracting customers, acquiring customers, and in delivering a specific
service, but seldom do we think of the emotional investment a cus-
tomer makes in an organization. At Cape Consulting we have often
held focus groups for our insurance clients where customers describe

14



What do customers want?

the following two frustrations, both based on perceived unfairness of
the insurance system.

1 invest time, money, and effort in patronizing this business and
continually demonstrate loyalty to the business by venewing my policy.
Yet, after I had one accident, the company raised my rates. I have
been loyally paying preminms for many years, and now the company
has been charging me higher fees for three years! What about all those
years when I paid preminms and never had an accident?

Alternatively

1 have been a loyal customer for years and never claimed for a thing.
Then when I spilt paint on my carpet, I assumed I would be covered
for a veplacement. It turned out—in the small print—that I wasn’t
actually covered for this type of accident. But survely after ten years’
loyalty, they would allow me to get a new carpet?

Respecting the customer’s need for fairness means delivering service
at three levels. First, Bowen and Schneider refer to ensuring the
customer perceives distributive justice involving the customer’s eval-
uation of the outcome of the encounter. Second is procedural
justice, in which customers judge the fairness of rules and proce-
dures, and third, interactional justice, which involves how an orga-
nization’s employees relate, on a personal level, with the customers:
their “bedside manner,” so to speak.

The first, distributive justice, is difficult to manage because customers
use some combination of three often internally inconsistent rules
(equity, equality, and needs) to determine if an organization is acting
fairly. The equity rule implies that if individuals invest a certain amount
of effort, time, or money, an organization should reciprocate propor-
tionately. For example, people who have paid on insurance policies for
years without filing a claim may feel they should not experience rate
increases the first time they have an accident.

The equality rule implies that everyone is treated the same way: for
example, if a policy does not cover spilt paint, then the rules cannot
be bent for some customers and not others. The needs rule implies
that, on the basis of unique, individual requirements, firms may
decide to treat people differently. Inconsistency is clearly in evidence
therefore, when a customer define fairness as being treated the same
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as some other customers (on the basis of equity), the same as a// other
customers (on the basis of equality), or like 70 other customer (on the
basis of his or her individual circumstances or need).

In the service business, some airlines appear to have got the com-
plex management challenge right. For example, some airlines employ
the equity principle by stating clearly that first-class customers get
more service than those who invest less. Airlines publicly declare what
they will do for the investment their passengers make and then deliver
it without economy class passengers feeling unfairly treated. The
secret of the airlines’ success is that everyone knows the ground
rules—what you’ll get for a first class investment versus an economy
ticket. (Admittedly, the perceived value of such an investment is now
clearly in question given the increase in low-cost airlines which make
a virtue of offering little or no service beyond transfer from A to B.)

Airlines have also addressed the issues of equality and individual
need. Everyone in economy gets the same food (or not) regardless of
his or her fare base. Passengers do not board the aircraft wearing their
fare base codes for all to see (though again, this is now a popular
topic—and a source of esteem—among low-cost travelers!). How
about individual need? Some airlines give additional boarding time to
parents traveling with children—though some don’t. Some also care
for disabled passengers or those requiring additional help in transfer-
ring to aircraft—though some don’t. The key to success, when need
is a basis for action, is the publicly known reason for different types of
treatment. When differential treatment occurs, as in cases of need or
equity, the reason for that treatment must be public, otherwise people
will expect equality.

The secret to fulfilling a customer’s need for equity justice is literally,
or at least figuratively, to compensate the person for investments of
time, effort, and money. For example, insurance actuaries could be chal-
lenged to differentiate long-term policyholders from short-termers
when calculating the probabilities of having a second accident for the
potential assessment of premium increases. The ten-year anniversaries of
insurance policies could yield a bonus to the policy. A seemingly minor
corporate investment in terms of cost, such a gesture could be a psycho-
logically equitable acknowledgment of customer loyalty. By demon-
strating loyalty to the customer, an organization hopes for customer
loyalty in return.

The importance of procedural fairness and “bedside manner” is evi-
dent in our research on what customers really want from service firms:
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o Keeping promises and commitments. companies need to keep
promises, especially when time is the issue; when people have a
reservation or a specific time commitment they don’t want to wait.

o Help when needed: companies are unjust if they don’t help
someone who needs help.

e  Friendliness. companies should treat people with openness and
warmth.

Honesty: companies shouldn’t lie to customers.

e Politeness: companies should treat people courteously and
respectfully.

o Flexibility in dealing with unusual requests: companies should
strive to honor reasonable yet out-of-the-ordinary requests.

What’s interesting about the items listed above is that they largely
depend on how an organization treats its own people. These factors
can only be provided by highly skilled, motivated, and empowered
service providers. In fact the customers’ perceived fairness of the
outcomes of service encounters and a company’s service procedures
depends almost totally on processes and procedures that must be
skillfully taught, reinforced, delivered, and monitored.

What happens when a business does not behave in a way that customers
perceive as fair? The company loses its customers’ trust and most proba-
bly their loyalty and patronage. Once a company violates trust, how diffi-
cult is it to turn back the clock? We would argue that it is close to
impossible. We would also argue that the opportunity to impress the
customer sufficiently to win their loyalty has been squandered forever.
That’s not to say that a customer may still return at some time in the
future if an offer is good enough, but that customer will never be loyal.

In the meantime it pays to have plans in place to recover from ser-
vice breakdowns, because errors are inevitable. There will always be
disgruntled or angry consumers for whom such plans may be put in
motion. Three rules apply to service recovery:

1. Be quick about it: fix the problem immediately with no questions
asked. If it can’t be corrected immediately, follow up with the cus-
tomer, and keep the customer informed of actions taken and
progress made.

2. Get it right: an organization gets only one chance to recover. If it
fails at service recovery, the outcome will certainly be a customer
who feels victimized, a potential customer terrorist and defector.
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3. Leave the customer better off than before: ensure that the customer
feels secure, feels better about himself or herself, and feels justly
treated.

The eftect of all this effort in meeting customers’ needs for perceived
fairness is not, however, sufficient to create impressed customers.
That is dependent on the characteristics of the next need—that for
self-esteem.

Self-esteem

This is the most important need and penultimate in Maslow’s hier-
archy. Safeguarding and/or building a customer’s self-esteem is the
key to impressing him or her. It is achieved by enhancing feelings of
self-worth, by acknowledging the customer’s point of view, sense of
importance, and indeed his or her rights. Also, the smarter, more
competent, and more valued a customer feels, the more impressed he
or she will be at the outcome of the service encounter.

Maintaining and enhancing esteem takes many forms. In preserving
a customer’s self-esteem, the company may need to foster his or her
sense of self-worth, so he or she does not feel or appear stupid. In our
work in contact centers, we have frequently heard a customer, when
buying holiday insurance for example, share his or her excitement
about a pending trip, only to have that emotion ignored by the agent.
The outcome is that the customer feels embarrassed and unimportant
for daring to share a human emotion with a stranger.

However, the best service organizations—and the best service
providers in other organizations—quickly acknowledge the cus-
tomer’s perspective by establishing rapport and soliciting details about
a customers need, query, or problem: “It must be great to be going
on holiday,” “I’d like to understand in detail what’s concerning you
about this issue,” or “I understand that you are upset about this,
please tell me exactly what has happened.” Top service businesses treat
the customer as an important individual with whom they seek a mutu-
ally beneficial velationship, not just as an intevchangeable member of
target group. When service providers at least appear to view customers
as unique people, customers are impressed.

A second effective way to reaffirm a customer’s feeling of confi-
dence and competency is to arrange service environments in ways that
permit him or her to feel in control. Customers attending our focus
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groups over the years have often cited their needs for well-designed
signage in service premises, for clarity in queuing systems (reluctantly
acknowledging the need for queues), for clear instructions on paper-
work, much more frequently than might be anticipated. We believe
this is because customers—human beings—wish to avoid appearing
confused or ignorant.

No one enjoys feeling stupid, yet service is not synonymous with
servility or obsequiousness toward the customer. Overdone efforts
to enhance customer self-esteem risk insulting a customer’s intelli-
gence. Sharing information in such a way that the customer feels
“smarter” as a result reaffirms customer feelings of competency,
whereas being condescending or talking down to a customer will
never impress and could provoke a much more unpleasant reaction.

Meeting and managing customer needs

Service consists of an exchange relationship: customers exchange their
money and loyalty for what we argue is fulfillment of needs—a psy-
chological contract with service firms to have needs met in exchange
for money, time, and effort.

In our research over the last ten years we have identified a range of
crucially important behaviors which successfully meet customers’ needs.
The effect of these behaviors is to have an enormously positive impact
on customers’ feelings and experiences. From among the many
emotional responses that a customer may have as a result of an
encounter with a service provider, we have isolated eight which describe
how customers want to feel. The result of giving customers what they
want is evidenced by the loyalty they extend to the organization.

We have called the eight experiences that describe how customers
want to feel the loyalty-building experiences (LBEs). When we dis-
tilled these important experiences we were tempted to call them
loyalty-winning experiences in recognition of their importance. But
that would have wrongly implied that each alone was sufficient to
impress. More accurately, it is the cumulative effect of the experiences
and behaviors that deliver them that creates in the customer the sense
of needs met and the desire to recommend.

The LBEs impress because they meet the innate human needs that
govern much of our behavior and reaction to the behavior of others.
Examples of the behaviors which underpin how LBEs are created
include:
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e modulating the voice to offer enthusiastic and welcoming greet-
ings and communication

e building rapport by listening for personal information or personal
attitudes offered by customers, and using these to develop sincere
personal connections such as an “I know just what you mean”
kind of interaction

e keeping customers engaged by offering relevant information,
appropriate explanations, and insights

e reassuring customers by encouraging them to ask questions and to
communicate any further queries they may have.

We describe in depth the origins and the effectiveness of the LBEs
later, and also reveal in considerable detail how they can be deliv-
ered to customers. But before we descend to that level of detail,
consider the earlier arguments about the fundamental nature of the
customer exchange relationship—we trade our loyalty as customers
for fulfillment of our needs. This means that companies must
manage how they implement concern for customer needs in al/
actions that might influence customers’ feelings about their
relationship with the organization.

This includes the activities of the back office (such as processing
and distribution), not just front-office customer contact personnel
who interact directly with the customer. To focus on meeting the
customers’ needs is to concentrate on what it really takes to build
relationships. And that will mean questioning an organization’s
structure from top to bottom.

By contrast, a focus on performing well on service attributes rein-
forces the fragmented transactional view of service delivery that fails
to address the need for a “seamless” customer experience. Building
relationships requires that companies view customers as people first
and consumers second. Deep understanding of the generic customer
needs outlined here, combined with actions to create the type of orga-
nization where the LBEs can be consistently delivered, will produce
the type of relationship that leads to customer retention and loyalty.

In conclusion, we have outlined the basis of our belief that cus-
tomers want to be loyal—but only to organizations that can meet
their needs. We have outlined why understanding customers’ needs
and emotions can enable organizations to impress customers. We have
also introduced our research which suggests that there are eight key
teelings (our LBEs) which will positively impress customers and lead
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to loyalty for the company that delivers them. In the rest of this book
we reveal what an organization must do to make this logical sequence
a reality in their business.

But before we do so, it’s important to establish whether the invest-
ment in strategies to win customer loyalty will stand the test of time—
and whether past experience suggests that the investment is likely to be
profitable. To ascertain this, we need to become time travelers.
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2 Lessons in customer loyalty
from the past

We don’t usually have too many problems understanding the funda-
mental motivations of people, and even entire populations, who
feature in history. As for art and literature, they retain a power to
move us over centuries and even over millennia. These facts, taken
together, suggest that human nature does not change much over
time, even though the physical environment in which people live
and the technology and resources they have do, of course, change a
great deal.

This being so, it makes sense to see what lessons we can learn from
the past about winning—and losing—customer loyalty. After all,
lessons learnt in the past have been paid for by someone else; it seems
abundantly sensible to benefit from this free advice if we can.

First steps in exploring customer loyalty in the past

How far back should we begin our investigation of how customer
loyalty was won in the past? Recorded history begins in or around
the third millennium BC, when the Ancient Sumerians and Ancient
Egyptians built the world’s first cities. It is no accident that the
building of cities coincided with the beginnings of writing itself and
the start of recorded history. Hunter-gathering communities can
adopt a fairly casual attitude towards personal property, but once
people start to settle in towns, property has to be accounted for in
a more formal fashion. There is clear archacological evidence that
writing itself first came into being into order to record personal
possessions in a reliable way.

Even before the foundation of the world’s first cities—such as
Babylon in Ancient Mesopotamia—people living in smaller settle-
ments would have competed for customers for whatever they might
have to sell, but customer loyalty first started to matter in the early
towns and cities, because prior to their foundation, people mainly sold
things to people they knew personally. Winning customer loyalty is all
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about winning loyalty from strangers; or at least people who are
strangers to start with. Our core idea that customer loyalty is emo-
tionally related to the loyalty we show to friends means that loyal
customers do not need to continue as strangers for long.

If we look around the world, the bustling, intensely competitive
public marketplaces we find in developing countries today are no
doubt much the same as they were in the past. Furthermore, these
marketplaces in modern developing countries surely give us some idea
of what marketplaces were like in the past in developed countries such
as the United Kingdom.

We can confidently assume that such marketplaces have always fea-
tured intense competition among vendors over price and quality of
merchandise, though there is also often covert collusion (generally
banned by modern trading legislation) between sellers to stop prices
dropping too low.

The bid to win customer loyalty must have been part of business life
for many hundreds or thousands of years, even though the vendors at
the time may not have seen it this way. Their focus was on earning
enough to survive another day rather than on winning customer loy-
alty, but of course ultimately the desire for commercial survival is only
another way of expressing the need to win customers and if possible
to turn those customers you win into loyal ones. Today, if developed
countries did not have welfare provisions, winning customer loyalty
would be even more desperate an endeavour than it actually is.

We don’t know how “perfect” yesterday’s marketplaces were in the
economic sense of all customers having access to all information about
pricing and goods, but it seems likely that most markets featured sev-
eral vendors selling approximately the same thing and—initially at
least—competing mainly on price.

But some sellers doubtless came to know their customers person-
ally (and so the customers stopped being strangers). Sellers who
managed to do this would quickly have attuned themselves to what
a particular customer wanted. We don’t know for certain, but we
can reasonably assume, that sellers who met these personal needs
probably succeeded in winning a kind of loyalty from customers
even without invariably offering the best price in the marketplace.
We know that, today, people like to do business with people and
organizations they know. What grounds do we have for thinking
that people were any different in the past? As we say, human nature
doesn’t change.
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Customer loyalty in the nineteenth century

There are good reasons for only traveling as far as back in time as the
nineteenth century in order to embark on a detailed consideration of
the nature of customer loyalty in the past. It is reasonable to assert
that before the dawn of the nineteenth century, economies were fairly
primitive and featured relatively straightforward buyer/seller relation-
ships which only shed a fairly limited light on the nature of customer
loyalty in a modern economy.

But the nineteenth century saw commercial life in the world’s
most technologically advanced countries (and especially the United
Kingdom and the United States) achieve a level of sophistication
that was not only unprecedented, but also laid a solid foundation
for economic life in the twentieth and twenty-first centuries. It is
no accident that the period yielding the first really substantial
insights into sellers’ responses to customer behavior is indeed the
nineteenth century.

The second half of that century is particularly fruitful in terms of the
insights it yields. This was a period marked by competition so intense
that even today’s cut-throat marketplaces seem sedate by comparison.
For much of the century there was little or no legislation affecting
vendors, and they operated in a sort of laissez-faire free-for-all which
however undisciplined it may have been, did at least show human
behavior in its rawest and most elemental form.

Furthermore, the very fact that there were no welfare “cushions”
to speak of meant that there was inevitably a kind of desperation
surrounding individual attempts to succeed. However unpleasant
this may have been for the participants, it certainly sharpened their
commercial sensibilities. In the nineteenth century, giving
customers satisfaction and winning their loyalty was a kind of reli-
gion. In the twenty-first century, on the other hand, while you may
face relative poverty and social embarrassment if your business fails,
you are unlikely to starve. Yet even today we work hard. It is hardly
surprising that nineteenth-century people often seem to us to have
worked like slaves possessed of a demonic work ethic. They had no
other choice.

When we look at nineteenth-century entrepreneurs, we see a tremen-
dous resourcefulness and enterprise as a result of the dire economic
penalties that waited on failure. The sheer drive and energy with which
so many traders and early businesses sought—often successfully—to
win customer loyalty is immensely impressive.
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The realities of nineteenth-century life

Despite the romanticized view of life offered by some Victorian
novelists—or at least their twentieth-century adapters for the
screen—life for most people during the nineteenth-century was
hard and impoverished.

Their material possessions, the clothes they wore, and the food and
drink they consumed, reflected this. But by around the middle of the
nineteenth century, life in some countries—especially the United
Kingdom, the United States, and some continental European coun-
tries—there was gradually starting to develop a sophisticated and even
luxurious aspect for a broader range of people than just those at the
very top of society.

In the United Kingdom especially, the Industrial Revolution—
which began around 1780 and had its principal impetus from then
until about 1850—gradually led to the evolution of a prosperous
middle class. These people, unencumbered with anything more than
a minimal income tax, were starting to enjoy a standard of living
that would have been unthinkable even a couple of generations
previously. The middle class could enjoy the pleasures of life in every
sense. Nineteenth-century prosperity in effect created a relatively
unregulated economic microcosm from which, as business histori-
ans looking back in time, we can gain useful insights into winning
customer loyalty.

It is no accident that many efforts to win customer loyalty in this
period tended to focus on food and drink products. Regulations
controlling the production of food and drink to ensure public safety
hardly existed. There was ample opportunity for charlatans and
unscrupulous business people to deliver a lamentably poor standard
of product. Customer choice was especially highly active in food
and drink because for many people who were only just emerging
from poverty, the first products on which they could exercise a
varied choice tended to be food and drink brands. Furthermore,
with standards initially being so low, there was indeed abundant
opportunity for resourceful manufacturers to design and market
products which could win a level of loyalty which brought vast prof-
its. Many of the great nineteenth-century fortunes were won from
tood and drink brands.

It is important to mention at this stage a distinction that we elabo-
rate on later in Chapter 5. This distinction is between the product
brand—which is a tangible thing that is being sold under a particular
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branding—and a service brand—usually an intangible set of services.
The acid test for the distinction between a product brand and service
brand is that with a product brand, the organization selling the
product brand is not usually of any importance in the promotion of
the branding, and in fact many customers will not even know the
name of the organization. With a service brand, on the other hand, it
is usually the organization itself that is really being promoted rather
than the product.

The nineteenth century was the great era of the dawn of product
brands, just as our early twenty-first century is the great era of service
brands.

The nineteenth century was, in short, the epoch of people buying
things. After all, the Industrial Revolution was producing not services
but tangible objects, and this object-focused attitude of the time
extended to the culture and to the economy. Look at how the interiors
of nineteenth-century houses were cluttered with things, the job of
dusting them must have been fearsome. While it is true that many prod-
uct brands first devised in the nineteenth century are still with us today,
there are far more other brands which, while popular in the nineteenth
century, are forgotten today.

The nineteenth century had a product-oriented commercial cul-
ture. Yes, service mattered, very much indeed, but service had not yet,
with a very few exceptions, become enshrined in the rand. For nine-
teenth-century customers, a brand meant a product brand. That was
their world; that was their culture. And to understand their world,
and harvest the insights it furnishes that are still useful today, we need
to be time travelers.

The Book of Household Management

There is no better indicator of the growing discrimination of con-
sumers of food and drink or the new prosperity of the middle classes
than the justly famous work by (Mrs) Isabella Beeton, The Book of
Household Management, first published in 1861, and still found
invaluable by many cooks today.

The book runs to more than 1200 pages, of which about 1000 are
concerned with recipes and ideal bills of fare for middle-class house-
holds. Meat, fish, and game are very much favored over salads and
vegetables. Modern nutritionists might frown upon some of the
recipes, which are often alarmingly heavy on eggs and butter, and also
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are prone to include creatures (blackbirds, for example) which most
people nowadays prefer to feed rather than feed on.

Yet Mrs Beeton’s acute awareness of the difference between good
quality and poor quality food shines through on every page of her
book. She was especially concerned that her readers should have the
opportunity to enjoy the former rather than the latter.

Indeed, as Mrs Beeton herself explains, her motivation in writing
the book was to help women keep their husbands at home by oftering
them excellent housekeeping in general, and excellent food and drink
in particular, rather than lose them to gentlemen’s clubs. As Mrs
Beeton writes in the Preface to the first edition:

What moved me, in the first instance, to attempt o work like this, was
the discomfort and suffering which I had seen brought upon men
and women, by household mismanagement. 1 had always thought
that theve is no more fruitful source of family discontent than o
housewife’s badly cooked dinners and untidy ways. Men are now so
well served out of doors—at their clubs, well-ovdered taverns, and
dining houses, that, in order to compete with the attractions of these
places, o mistress must be thoroughly acquainted with the theory and
practice of cookery, as well as be perfectly conversant with all the other
arts of making and keeping o comfortable home.

She goes on to explain that she wrote her book to help wives win
domestic loyalty from their husbands.

The advertisements in the back and front of her book are designed
to win from readers a more directly commercial kind of loyalty. This
kind of loyalty, of course, is what our own book, Customer Loyalty: o
guide for time travelers is all about. These advertisements clearly
demonstrate the desire of early businesses to attract customers to their
own products—their own branded products. And this meant product
brands, not service brands.

We have already seen that brands are vital to making your business
succeed, and that they are much more than merely an interesting mar-
keting exercise. The nineteenth-century use of brands exemplifies
their importance in attracting customer loyalty, and thereby revenue,
to one supplier rather than another. Branding in the nineteenth cen-
tury was a big part of the desperate competitive struggle of the day.

It was the age of the individual, and of individual struggle, in every
sense. In his novel The Man of Property published in 1906 and later to
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become the first volume of The Forsyte Saga (1922), John Galsworthy
writes of the “terrible call to individuality” of London in the nine-
teenth century. To the modern reader this phrase may conjure up
nothing more horrifying than exuberant hairstyles, but in the eco-
nomic context of the nineteenth century, when failure to win
customers’ loyalty to your own individual offering meant disaster, it
takes on a more somber meaning. In our sophisticated modern
economy, where top managers flit from one organization to another
at a moment’s notice, it’s easy to see business as a kind of elaborate
game. But it isn’t, and it certainly wasn’t for the Victorians.

The route to market for most vendors was through their own retail
outlet or through a retail outlet to which they sold on a wholesale
basis. Difficulties in distribution meant that many products were sold
near their production site, even when they were sold wholesale.
Factories could operate close to the center of cities at a time when
property prices were not what they are now.

For businesses operating in these conditions, there must have been,
as well as a dread of failure, a glorious sense—even an intoxicatingly
glorious sense—of opportunity. Distinguishing oneself from the
crowd—that process of differentiation which is as important today as
it ever was—Ilay at the heart of all nineteenth-century enterprise. And
if one failed to achieve this differentiation? The penalty would be
commercial failure, and possible destitution. At first these differentia-
tions took the form of simple brandings, with just the vendor’s or
manufacturer’s name followed by the generic name of the product,
tfor example, Smith’s Black Puddings. Many of these products were
food-related, but as the century wore on, brandings were extended to
a wider range of products.

Looking at an 1880 edition of Mrs Beeton’s book, we see adver-
tisements for brand-name medicines, pocket-handkerchiefs, marking
ink, and even ice machines. These ice machines are advertised so
proudly, one easily forgets they were not refrigerators in the modern
sense of the word, but simply ice-cupboards that would keep lake ice
(a popular consumer product in Victorian London) in its solid, wintry
state for as long as possible.

One particularly entreprencurial vendor, George Nelson of 14
Dowgate Hill, London, offers readers Nelson’s gelatine, Nelson’s citric
acid, and Nelson’s essence of lemon, all of which were used in the
making of jellies—considered at the time to be a particularly nutritious
foodstuft. If jellies were not to your taste, you could purchase Nelson’s
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pure beef tea, which probably tasted something like modern-day Bovril,
and was available in half-pint packets.

Notice how the branding in this instance is a simple matter of attach-
ing the surname of the manufacturer to the generic name of the prod-
uct. George Nelson knew he had to demonstrate the quality of his
particular branded products. He signs his advertisements personally and
emphasizes that he has been awarded a Royal Warrant because his prod-
ucts are used by royalty. He is evidently particularly proud of his beef
tea, which he describes as a “readily digestible food for invalids.”
George Nelson lists a testimonial from the medical magazine The
Lancet. which recommends Nelson’s beef tea as:

An excellent preparation. Is very portable. Its flavour is all that
conld be desirved.

The Medical Press is quoted as saying;:
Omne of the best articles of the class we have examined.

The firm also offers Nelson’s soups, which are described in more
restrained terms as being;:

Beef, with various kinds of vegetables, carrots, celery etc.

By 1880, advertisements for food brands such as this were ubiquitous
in the newspapers and household journals likely to be read by the
middle classes and aspirational working classes. In many respects,
modern approaches to product branding and the vast marketing
industry that has developed in our own time are a continuation and
elaboration of the food and drink branding phenomenon whose ori-
gins can be traced to around the time when Mrs Beeton first put pen
to paper. In examining Mrs Beeton’s influence on the culinary tastes
of the English-speaking world, we shouldn’t forget that Mrs Beeton
was, and remains, something of a brand herself.

Since its early days, the food and drink industry has always been
fond of using characters to personify their products: the usual associ-
ation is with the homeliness and honest values of the character. A
particularly popular fictitious brand character is Betty Crocker, who is
enormously well known in the United States as a brand for the epony-
mous corporation that makes cake mixes and other baking products
for housewives. Isabella Beeton, however, was very much real,
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embodying certain homespun values which other real-life character
brands have also embodied, such as Colonel Sanders of Kentucky
Fried Chicken fame.

The rise to prominence of food brands in the mid-nineteenth
century

Let’s now examine in more detail how brands came to prominence in
the 1840s to 1850s in the food business.

The 1840s and 1850s were generally a time of great deprivation and
hunger in the United Kingdom and the United States. A Christmas
Carol, Charles Dickens’s famous story about the redemptive powers
of human kindness and generosity, was published in 1843, and even
at the time the significance of its publication in the midst of the
“Hungry Forties” was clear.

Historians attribute the economic tribulations of the period to the
migration of millions of people from the country to the town in
search of work in the new factories that had sprung up as a conse-
quence of the Industrial Revolution. The movement of huge numbers
of people put enormous strain on the infrastructure (or lack of) in the
towns and cities whose populations had increased so rapidly.

For many, the first effect of moving from the country to the towns
was to reduce rather than increase standards of living. Just as under
rationing in the Second World War country people tended to eat
better than city dwellers, so people moving from country to city in the
1840s and 1850s would have taken with them memories of a rural life
that, while hardly in any sense prosperous, would at least have given
them the opportunity to grow some of their own food.

As the towns and cities increased in population, serious nutritional
problems began to surface. This was a period before food laws. You
bought your food and drink as seen, and if what you saw turned out
to be something rather different from what you’d wanted, well, that
was your bad luck. Caveat emptor was the ruling principle. After all,
many suppliers of food and drink were themselves on the brink of
poverty, and were prepared to go to extraordinary lengths to maxi-
mize their profit from what they were selling. If customers got a raw
deal, it was simply hard cheese (sometimes literally).

Bakers, for example, got into the habit of adding powdered chalk to
their flour to make it look whiter and increase its weight without actu-
ally increasing the amount of flour used. Dairies would water down
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the milk they sold and then add chalk powder to make it look white
again. It was not unusual for toxic additives to be used. For example,
Gloucester cheese was sometimes given its characteristic red hue, not
by maturing it in the proper way, but by taking a cheaper cheese and
augmenting it with red lead—a substance that is now known to be
neuro-toxic.

Even where a food producer did not resort to such practices, the
quality of hygiene in many food producers’ establishments was, to put
it mildly, less than what might have been expected. For example, a
sample of what was hopefully described as ice cream, analyzed in
London in 1881, was found to contain quite a few substances most
unlikely to inspire customer loyalty, including cotton fibers, straw,
human and cat hairs, fleas, lice, and bed bugs. This, though, was a
comparatively mild abuse compared with the activities of one vil-
lainous London chocolate manufacturer who sold children
“chocolate” that was found to consist of brown paint mixed with
melted candle wax.

The emergence of the product brand

At a time when lack of money meant lack of power, poorer people
often had little choice but to take these gastric abominations or leave
them. The middle classes, though, wanted something better, and felt
they were entitled to it. In particular, they wanted to get what they
paid for, they wanted guarantees of quality, and they wanted to know
they were buying from a producer who observed standards of hygiene
and health. Ultimately, it was this demand on the part of middle
classes in the United Kingdom and the United States that led to the
creation of the brand as a concept which has dominated food and
drink production ever since.

When a rich man paid to install street lighting in a previously unlit
London street, poorer people living in the street also benefited. In
much the same way, the rise of brands that catered to the money-
backed wishes of the emerging middle class also benefited poorer
classes of society, who themselves exercised all the choice they could
and increasingly preferred the “known” brands.

To the modern eye, the reason for developing a brand is obvious: it
is a hallmark of a particular supplier’s products and allows that sup-
plier the opportunity to win the loyalty of customers who like the
brand and want to keep buying it. This, however, was initially less
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important than the powerful motivation food producers had to offer
guarantees of quality.

In the 1850s, for example, five brothers with the surname of
McDougall began selling flour in the burgeoning industrial city of
Manchester. Their flour became recognized for its quality and
freedom from adulteration. In 1864 they invented what they
described as “patent self-raising flour.” They found a ready market for
this flour, which, as it included raising agents, was particularly suitable
tor baking. The new self-raising flour was immediately popular, and
along with the guarantees of quality and purity stemming from the
McDougalls’ reputation, its popularity brought the brothers huge
commercial success.

Another popular brand in the flour industry was Brown & Polson’s
cornflour. This began to be produced in 1854 by John Polson, who
had taken over a milling firm called Browns in 1840. Fortunately for
Polson, Mrs Beeton was kind enough to mention Brown & Polson’s
cornflour in her recipes, and he became a millionaire as a result.
Brown & Polson’s cornflour is still sold in supermarkets today.

Five brothers—Charles, Leonard, Bramwell, Ernest, and Stanley
Gates—were behind one of the most popular of all nineteenth-
century food brands. In 1885 they decided to promote their wares
by using a picture of a cow to represent the milk they offered, and
a gate to represent their name. The Cow & Gate brand captured the
public imagination, and the company they founded is still trading
successfully today.

Many of the food and drink brands that are part of our everyday
experience today have their origins in this period. Sometimes the
obscurity of these origins seems strangely at odds with the fame of the
brand today. For example, in 1892, after several years of experimen-
tation, a coffee enthusiast from Nashville, Tennessee called Joel
Owsley Cheek produced what he decided was absolutely the right
blend of coffee. He went to the largest hotel in Nashville and per-
suaded the management to let him make coffee for the guests. The
hotel was known as the Maxwell House Hotel, and so Maxwell House
coffee came into being. Maxwell House is today one of the most suc-
cessful brands of the leading international food and drink
manufacturer Kraft Foods Inc.

As well as dairy products and special blends of coffee or tea (all of
which, because of the risk of adulteration and generally poor quality,
offered a fertile commercial arena to a producer who was offering
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quality from the outset), bottled sauces were also heavily branded in
the nineteenth century.

There were several reasons for this. For one thing, there was an
enormous demand from all classes of society for tasty sauces that
improved the often bland food of the time. And making a sauce was
fairly straightforward and needed only a relatively small amount of
capital, yet if the sauce became successful, profits could be vast.
Additionally, once the right recipe for a bottled sauce had been con-
cocted, it could be repeated indefinitely and supplied to what we
nowadays call a loyal customer base. The history of bottled sauces
contains some of the earliest concerted attempts to win customers’
loyalty by impressing them with a brand.

In fact, many nineteenth-century fortunes were made from bottled
sauce. Often, the stronger the sauce, the more popular it was likely to
be. The British Empire was proud of its possession of India, and the
exotic flavors written about so evocatively in magazine stories were
cagerly sampled in the homeland. Housewives and cooks hurried into
their kitchens to try to replicate exotic Indian foods with whatever
spices they had.

By the late nineteenth century, there were hundreds of commer-
cially made sauces, relishes, chutneys, piccalillis (a class of sauces
consisting of vegetables picked in brine, vinegar and mustard, and yel-
lowed with powdered turmeric—nicer than it sounds), mustards, and
ketchups. Many are still sold today, though not all in vast quantities.
The most successful have become household names, with brand loy-
alty transferring easily and almost as a matter of course from
generation to generation.

One of the best-known sauces of today, Worcestershire Sauce,
derives from this period. It was discovered when a barrel of relish
made from an Indian recipe sent in by a customer was left in the
cellar of a chemist’s shop in Worcester, England. It was inadver-
tently forgotten for many years, by which time it was well mature.
Made from a well-kept recipe, and still bearing the name of the
chemist’s shop—Lea & Perrins—it has become one of the world’s
most widely used sauces.

Bottled sauce, though, is far from being a British prerogative. The
famous Tabasco sauce, extremely popular in North and South
America as well as in Europe, owes its origins to the American Civil
War. The recipe for Tabasco is still a closely guarded secret, but its
origin isn’t. An American soldier fighting in the Mexican War found
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some pepper seeds when he was posted to the Mexican state of
Tabasco. The plant had pretty flowers that he thought would look
good back home in his garden in Louisiana. When he got home, he
planted the seeds on an island known as Avery, just oft Louisiana’s
coast, and owned by a wealthy local family with the same name, who
were making their fortune with American’s first salt mine, providing
salt used to preserve meat to feed Confederate troops.

Unfortunately for the Avery family, the island was shortly after-
wards taken by the Union army, and the family were forced to flee to
Texas until the end of the war. Three years later, they finally managed
to return, only to find their mansion looted and their plantation in
ruins. Nothing remained but a crop of Tabasco peppers and some
piles of salt. Fortunately for the world’s palates, a son-in-law of the
Avery family named Edmund Mcllhenny was sensible enough to
experiment by crushing the peppers and mixing them with garlic,
vinegar, and salt. He aged this mixture in barrels, siphoned oft the
liquid, and bottled it in empty cologne bottles. The result was an
exceptionally strong and piquant sauce which his friends and neigh-
bors liked so much that he started bottling the sauce and selling it
beyond his locality. Before long, it found a wider market, and it is now
sold around the world.

But brandings and the quality they promised were not applied
only to particular concoctions or special formulations. A prized
brand could also be gained by a supplier who took the trouble to
source his food or drink from a particular location. There is no
better example of this than the “railway milk” produced by the
London grocer John Sainsbury, which played an instrumental role
in developing his shop into the chain of stores that grew into the
major supermarket retailer of today.

Case study: the evolution of the grocery vetailer | Sainsbury plc

John and Mary Sainsbury founded an emporium in Drury Lane,
London in 1869 to supply dairy products in the West End. The small
shop prospered. Strict attention to hygiene, a real awareness of what
customers wanted, and a wide variety of wholesome goods were all
factors in its success, but the innovative spirit of the couple played a
big role too.

The railways were beginning to change the way food was supplied
to the capital. Today, when we take for granted there is in London all
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the variety of food that life can afford (to adapt a saying of Dr
Johnson’s), it’s easy to forget that this was by no means always the
case. In the eighteenth and early nineteenth century, sheer logistical
problems of distribution restricted the diet of most Londoners to ale,
salted meat, bread, and the occasional tired-looking vegetable.

But by the 1860s, the use of the railway had greatly broadened the
range of delicacies available to Londoners. The middle-class house-
wite could read The Book of Household Management and be confident
that the often ambitious recipes contained therein were feasible, as
long as she knew where to shop. The Sainsbury’s stores were perfectly
placed to meet the new demand for superior provisions for middle-
class households, and spared no effort to deliver top-quality goods.

The Sainsburys saw that milk brought into London directly from
farms in Somerset and Devon would be much better than the sorry
liquid produced by cows kept in cramped and dirty conditions in
London. The couple used the railways to bring in rich, creamy, well-
flavored milk from the West Country—their milk became renowned
as “Sainsbury’s railway milk.” The fame of this white nectar made the
Sainsbury’s shop known throughout London and brought the middle
classes—or at least their servants—flocking to it.

With popularity came expansion. By 1882 there were four
Sainsbury’s emporia. That same year, John Sainsbury constructed his
own bacon-smoking stoves. The bacon he smoked in these became
the first Sainsbury’s-branded product. He also decided to supply a
superior range of products, which he packaged more elaborately. By
1900, the Sainsbury’s chain had increased to 48 shops, every estab-
lishment still run on traditional lines, with customers coming to a
counter and asking for what they wanted.

The Sainsbury’s story is a useful example of how a food and drink
supplier with an instinct for winning an edge over its rivals can build
its business. The sale of railway milk to give customers a special quality
of milk was obviously a good idea, but at the time seemed a truly orig-
inal stroke of commercial acumen. Many of the challenges that
Sainsbury’s has faced since then have required similar creativity and
commercial flair to overcome.

By 1900, John Sainsbury, despite his success, faced competition
from large retailers who were moving in on the food market. To assert
the quality of his shops and emphasize the Sainsbury identity, he
refitted them with carefully designed tiled walls, ceramic mosaic
floors, and marble-topped counters. He drafted a new rulebook to
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formalize trading and working practices: an early example of regula-
tions for corporate identity standardization, familiar today to anyone
who has worked in a large retailing organization.

Sainsbury’s now had a distinctive shop design and product pack-
aging, and a culture dedicated to maximizing the quality of the food
on offer and overall customer service. Customers walking into any of
the chain’s shops would instantly recognize them as Sainsbury’s.

In the 1920s, Sainsbury’s created its own transport fleet to facilitate
its expansion out of London—a major innovation at the time. By
January 1928, when John Sainsbury died, the chain he had started
was one of the UK’s biggest food retailers. It went on to greater
strength under his eldest son, the number of branches passing 300 by
the 1920s and extending from Kent to Nottinghamshire. The chain
was controlled from the company’s headquarters at Blackfriars,
London, where the administrative staff worked. Also at Blackfriars
were the depot and a factory that produced sausages and other meat
products for the branches.

In the 1950s, Sainsbury’s was one of the first chains in the United
Kingdom to introduce the US idea of self-service shops. A new
house style was devised with checkouts, trolleys, refrigerated cabi-
nets, fluorescent lighting, as well as a new and simplified product
packaging design. During the 1950s all shops were converted to this
new format.

In the 1970s, Sainsbury’s responded to strikes, the oil crisis, and
rising inflation by looking at new ways of becoming more efficient.
New stores were built, much bigger than supermarkets of the past.
This new style of store, which was already widespread in the United
States, had ample parking facilities and exciting new in-store outlets
such as bakeries and delicatessens. The new stores also started to sell
non-food products such as hardware, cleaning materials, and house-
hold utensils. They were better suited to the lifestyles of people who
wanted to pick up as much of their week’s shopping in one visit and
from one shop as they could.

In the 1980s and 1990s, Sainsbury’s was among the first retailers to
introduce various new types of technology into shops, including scan-
ning checkouts, electronic funds transfer at point of sale
(EFTPoS)—called direct debits today—computerized stock control,
and sales-based ordering. It wasn’t until the mid-1990s that
Sainsbury’s results began to deteriorate, with the organization losing
much of its impetus as an innovator. It launched its loyalty card
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“Reward” arguably too late, after its rivals Tesco and Safeway had
already established their own loyalty cards. In April 1997 Tesco
announced record profits and attributed these to its loyalty card.
Sainsbury’s, which had been left behind by its rivals in the matter of
loyalty cards, was determined not to be left behind in the new race
among large supermarkets to move into financial services. Today, it
continues to compete vigorously with its principal rival, Tesco, for a
more significant share of the UK’s food and financial services markets.

The growth in importance of food and drink brands during the
twentieth century

As the nineteenth century reached its close, the United States took
over from the United Kingdom as the leader in population and eco-
nomic growth in the English-speaking world, establishing a lead in
GNP that only widened as the twentieth century advanced.

The new leader in food and drink brands would henceforth be the
United States; the rest of the world would follow in her footsteps. Her
rapidly increasing population (it shot up from 50 million in 1880 to
76 million in 1900) created a vast and expanding market of con-
sumers who were looking for value for money, taste sensations, and
the opportunity to make a statement about the kind of people they
were by choosing certain brands.

According to studies of brand reputation today, the most successful
brand in the world is Coca-Cola, a brand that even in its early days
assumed a cultural as well as commercial significance. Its success
shows how organizations can use the right kind of branding to
develop customer loyalty. The entire brand—the distinctive hand-
written logo, the look of the bottles, the color of the drink (which is
in fact colored simply by adding caramel, and would otherwise be a
murky pale color)—helped from the beginning to win customer loy-
alty from customers impressed by the taste, the stimulating properties,
and the association with an all-American lifestyle.

Case study: Coca-Cola—the dvink and the branding
Like many successful drink brands, Coca-Cola started life as a medi-
cinal product. The first recipe was devised by a pharmacist from

Atlanta, John Pemberton, at his pharmaceutical firm, the Pember-
ton Chemical Company, in 1866. He and his bookkeeper, Frank
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Robinson, invented the name and designed the flowing script that
has become the Coca-Cola trademark. The name came from two of
the active ingredients: cocaine extracted from the coca leaf, and the
caffeine-rich extracts of the Cola nut. With these ingredients, the
drink soon acquired a reputation for its powerful stimulating and
analgesic effects.

Robinson’s method of marketing his drink has continued to this
day. He did not bottle the drink himself, but simply sold the syrup to
local soda fountains that would bottle it and serve it to customers.
Supported by advertising that was innovative from the beginning, the
drink became enormously successful. A succession of takeovers led to
the formation of the Coca-Cola Company, which continued to grow
in strength and after the Second World War made a variety of acqui-
sitions that introduced new soft drinks to the market it had in some
senses created.

Ultimately, brandings in the food and drink industry are designed
to ensure the consumer buys the product repeatedly, knowing it will
always taste the same and give the same pleasure it gave when the cus-
tomer sampled it for the first time. Consequently, the standardization
of the formula or recipe is enormously important, and even highly
successful organizations have come unstuck when seeking to alter the
brand’s taste.

A classic example is Coca-Cola itself. In 1985 the then chief exec-
utive of Coca-Cola, Roberto C. Goizueta, introduced a new taste—
branded “New Coke”—tfor the flagship drink. The taste was popular
in tests, but was met with horror when it hit the marketplace.
Customers begged for the return of the old formula. On 11 July
1985, a mere 79 days after the launch of “New Coke,” the public
outcry over the loss of their favorite drink obliged Coca-Cola to
bring back what was immediately rebranded as “Classic Coke.”
“New Coke” remained as a brand, but it has never caught on. Today
it is known as “Coke II,” but is available only in the United States
in a few city areas. Outside the United States, the new formula never
took off at all, and most non-US customers are probably completely
unaware of the existence of Coke II.

This incident shows that when a brand reaches a certain critical
mass it is “owned” as much by the people who buy it as by the
organization that makes it. This is customer loyalty in action.

The success of the Coca-Cola brand is seen not only in the
iconic status it has achieved in many countries as an emblem of US
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capitalism, but also in its impact on many aspects of culture. The
drinking of Coca-Cola by a character in a movie, for example,
would be taken by the audience to indicate something about the
character, probably connected with youth, vitality, and energy.

Case study: Kellogg’s Cornflakes

Another successful loyalty-inspiring branding, which originated from
a product designed to improve health, is Kellogg’s Cornflakes, one of
the earliest and still among the most popular breakfast cereals. In
1900, two brothers who had a profound interest in the embryonic sci-
ence of nutrition founded the Sanitas Food Company to market
crunchy, tasty flakes of processed grain.

Throughout the nineteenth century, as Mrs Beeton’s book shows,
breakfast was simply a form of lunch or dinner that took place earlier
in the day. It was routine for nineteenth century gentlemen to start
the day with steak, potatoes, devilled kidneys, and a variety of hot,
spicy meat-based dishes.

The Kellogg brothers believed this diet was extremely harmful to
health; the poor condition of the patients who came for rest cures at
the “sanatorium” they set up at Battle Creek, Michigan, seemed to
confirm this. They were convinced that toasted wheat and corn prod-
ucts were much healthier, especially in the morning. Until 1922, the
brothers made only cornflakes, but then began producing other
cereals. They played a big role in creating the popular fashion of
starting the day with cereals rather than more elaborate meals, and
today the brand they created is regarded as extremely trustworthy, a
hallmark of good quality. The brand is associated in customers’ minds
with concepts of homeliness, trustworthiness, good taste, and health-
fulness. Like Coca-Cola, Kellogg’s cornflakes are a familiar product in
many households.

Case study: Skippy peanut butter

One big difference between the branding of food and drink in the
nineteenth and twentieth centuries is that nineteenth-century
brands tended to stamp an individual name on a generic type of
food or drink, while in the twentieth century there was more focus
on inventing identities for completely new types of food or drink
products. One food product that has remained generic while being
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the subject of ferocious branding campaigns by many producers is
peanut butter.

The peanut is a highly concentrated food. Pound for pound,
peanuts have more protein, minerals, and vitamins than beef liver. The
peanut also contains more fat, weight for weight, than double cream,
and more food energy (calories) than sugar. In most peanut-growing
countries, the peanut is used mainly for its edible oil. But in the
United States, more than half the harvested crop is ground into
peanut butter, with much of the rest sold as roasted and salted nuts or
for use in candy and bakery products. Perhaps the most successful
peanut butter brand in the world today is Skippy peanut butter.

Peanut butter as we know it today was invented in 1890 by a St
Louis physician who wanted to give his patients an easily digestible
high-protein food. But the idea of crushing peanuts into a paste and
using them as a spread had occurred to many before then. Peanuts
were known as long ago as 950 BC and originally came from South
America. The ancient Incas enjoyed peanuts and made them into a
kind of paste-like substance. The great American chemist and food
technician, George Washington Carver, saw the potential of crushed
peanuts as a foodstuff, but didn’t patent the idea or seek to develop it
because he believed food products were a gift from God.

The Skippy brand began in 1932. Its owners cleverly helped its evo-
lution along, winning it a high profile by sponsoring popular
television shows and ensuring that they became associated with the
Skippy brand. In 1963, Skippy peanut butter was immortalized in
illustrations by the enormously popular artist Norman Rockwell,
while US celebrities advertised the product on television and gener-
ally promoted it, as they did Coca-Cola, as an essential part of a
healthy American lifestyle.

The success of these US brands came about rapidly because of what
they offered customers in terms of taste, impact, fashion, and positive
lifestyle associations. A brand that is famous today in many parts of
the world outside the United States, but had to win its fame more
arduously, is Marmite.

Case study: Marmite
Marmite (French for the kind of pot in which stews and casseroles are

cooked) is a brand name given today to a particular recipe of extract
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of brewer’s yeast, a substance whose only function is to ferment sugars
into alcohol. For many years this by-product of the brewing process
was regarded as a nuisance rather than a potentially valuable food
source, but further investigation revealed it could be made into a con-
centrated food product that resembled meat extract in appearance,
smell, and color, but obviously contained no meat.

In 1902, the Marmite Food Company was founded in Burton-on-
Trent (England) in order to exploit the commercial possibilities of
yeast extract. It had perfected a recipe with an appealing taste and
smell, and the food had popular appeal at a time when many people
ate inadequate and unhealthy food and had little money to spend on
nourishment. Marmite would be seen as a cheap and wholesome
addition to their diet—or so the company hoped.

Unlike some food brands, Marmite was not an instant success, but the
good deal offered in terms of taste, nourishment, and cost eventually
conquered the unadventurous palate of the UK public. Marmite became
an increasingly popular spread for toast, as well as an instant nourishing
drink (simply add a few teaspoonfuls to a mug of boiling water).

The discovery of vitamins in 1912 was a big boon. The manufac-
turers were quick to point out that the sticky black foodstuft was an
excellent source of B vitamins. This hugely increased demand for
Marmite from hospitals, schools, and institutions of all kinds, with
many tons of the stuff dispatched to war-torn countries overseas
during the First World War and then again in the Second World War.
Particularly during the Second World War, Marmite filled an impor-
tant niche as a light and portable source of nourishment which
reminded soldiers of home. And with its vitamin content, Marmite
helped to combat outbreaks of nutritional diseases such as beriberi.

Since then, Marmite has continued to grow in popularity, and today
is one of the most widely recognized brands in the kitchen. Clever
design of the Marmite pot and the straightforward and slightly old-
tashioned appearance of the logo have contributed to this popularity.
It is a remarkable success story, especially as, if you think about it,
there is something rather odd about finding in kitchens a branded ver-
sion of a highly specialized by-product of the brewing process. Many
habitual consumers of Marmite still believe it is a meat extract.
Funnily enough, when Marmite was first sold commercially, the man-
ufacturers underplayed its vegetarian nature, whereas today, when
vegetarian lifestyles are more popular, Marmite is promoted heavily as
a vegetarian product and important source of nutrition for that kind
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of diet. Again, the link between a successful food branding and health
or, strictly speaking, perception of healthiness, is an intimate and
important one.

Developments in customer loyalty since the nineteenth century

As investigators into the nature of customer loyalty, we need to be
willing to travel into the more recent past as well as into the nine-
teenth century. It might reasonably be asked what insights into
customer loyalty can be gleaned from looking into the more recent
past.

While it is certainly abundantly reasonable to regard the nineteenth
century as the century when product brands rose to prominence and
when they tended to dominate commercial life, it would be a mistake
to imagine that there was suddenly an end to this trend on January 1,
1901: the first day of the twentieth century.

In fact, the domination of product brands in commercial life in gen-
eral and in the business-to-consumer world in particular persisted
until surprisingly recently. Even as late as the 1970s, most prominent
brands were still product brands, and indeed many had become estab-
lished in the previous century. Consumers did make use of brands in
areas such as financial services, insurance, travel, and so on—brands
we would nowadays tend to regard as service brands. However, these
brands were usually purchased in a face-to-face transaction in a retail
outlet (such as a bank branch or a travel agency), and any post-pur-
chase service provided with them would usually have also been
provided via the outlet (for example, facilities connected with the day-
to-day running of a bank account). There were no remote service
facilities in this period; it was generally possible to phone one’s branch
for example in order to talk to one’s bank manager, but the whole
modern notion of extensive and comprehensive service being supplied
remotely had not yet developed.

What was happening to service brands at this time?

There was a gradual rise in the importance of service as an element
of brands in the period immediately after the Second World War, but
really significant progress was only made in the 1960s, which saw the
rise to prominence of self-service in retail food marketing and in
banking. At about the same time, consumers started to become aware
of their power, and consumer rights became an important talking
point, especially in the United States.
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The rise of service issues in marketing to consumers was much
increased and spurred on by technological developments. These
developments have included the invention of the microchip (which
eventually made for compact, portable, and extremely high-power
computers) and of course the introduction of the Internet.

The result is that today, remotely-supplied service is not only inti-
mately connected with service brands, but is also continuing to grow
in importance. So many organizations deliver services remotely nowa-
days rather than via bricks-and-mortar outlets that town centers no
longer have many types of outlets they once featured; such as the
retail shops of utilities companies, which have been eliminated from
High Streets.

Let us now travel in time from the past and into the present, with
the second core principle of this book firmly in our minds: that orga-
nizations succeed in winning customer loyalty by attuning themselves
to the key social developments of the environment in which they are
operating, and by doing their best to forecast future trends.

Conclusion

In this chapter, which has focused on the past, we have correspond-
ingly focused on certain examples of product brands because the
social and economic conditions of the nineteenth century were espe-
cially conducive to the rise of reliable products. However, many of the
lessons we can learn from how product brands rose to prominence in
the nineteenth century are also highly relevant to the subject of ser-
vice brands, which are the kind of brands we mainly concern ourselves
with in this book. The most important lessons are:

e Brands win customer loyalty directly by establishing a recogniz-
able product (or service) on which the promotional “dialog”
between seller and customer can focus.

e Brands establish the “permission of the marketplace” with
customers by offering clear and genuine benefits.

e A good brand is based on a solid and honest offering to the cus-
tomer. One factor that seems undeniably common to all successful
brands is the genuineness of the brand’s quality, or the fact that the
product represented by the brand has something special about it.

e For brands, as with art, survival is perhaps the best and most
reliable test of ultimate quality.
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e A good brand is supported from the outset by positive marketing
associations and is consciously developed to become part of a con-
sumer’s lifestyle. Consider the associations of Coca-Cola and the
way it is seen as a US icon and a celebration of friendship, com-
radeship, and youth instead of just as a brown fizzy sugary drink
in a bottle. The “brown fizzy sugary drink in a bottle” is a dis-
passionate, objective, description before the catalyst of product
marketing has worked its magic.

e Ifa brand can start by portraying itself as unique and special, it is
off to a flying start. A good brand will be able to create its own
market, in much the same way as Coca-Cola did.

This chapter has looked at how the changing conditions of society
have influenced opportunities to win customer loyalty by offering cus-
tomers things they really want, and continue to want. These are
things, furthermore, that more and more customers want. These
insights into how this process has worked in the past advances our
overall theme. This is the core argument: to identify ways of winning
customer loyalty we need to be a kind of time traveler, understanding
the changing conditions of society as someone who was traveling in
time and observing these changes as an outsider might.

Having considered the changing conditions of society in the past,
let us now look at the changing conditions of society in the present.
Yes, product brands remain extremely important, when increasingly, it
is not product brands organizations are trying to market, but services
and service brands. Furthermore, it is in the area of service brands that
for many organizations the greatest amount of potential competitive
edge is nowadays waiting to be won.

Appendix

When we were writing this book, we mentioned the project to a
friend and he said, “Oh, so I suppose you will be writing about Green
Shield stamps.”

Well, as you see, we aren’t writing about Green Shield stamps, at
least not to any significant extent.

Why not? The reason is, quite simply, that essentially loyalty-
winning gimmicks such as Green Shield stamps, cigarette coupons
(which allowed you to acquire various supposedly desirable
consumer goods in direct proportion to the fatal damage you were
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doing to your body), Air Miles, and so on, are not really subtle ways
of engineering genuine, authentic customer loyalty, but instead
fundamentally insincere incentives (gimmicks) whereby the organi-
zation aims to obtain loyalty from a customer on a sort of bribed
basis. The idea is that the customer would not perhaps want to
confer the loyalty were it not for the bribe.

Customer loyalty cards seem, at least superficially, more
“respectable” than trading stamps—perhaps if for no other reason
than that customer loyalty cards bear some resemblance to bank cards
or credit cards—but really they are no more than a slightly more
sophisticated version of trading stamps.

Customer loyalty cards continue to be popular, but the evidence
suggests that what customers really prefer are lower prices, at least in
the intensely competitive marketplaces in which customer loyalty
cards are usually offered (such as supermarket food shopping). Any
organization offering customer loyalty cards is bound to ask itself at
some point what real evidence there is that the loyalty cards actually
do win any loyalty. While it is never easy to prove this either way, there
is a general sense in the customer loyalty “profession” that the future
of winning customer loyalty does not lie in gimmicks or loyalty cards,
but in creating better relationships between organizations and their
customers. This is, of course, exactly what this book is all about.

In the meantime, since this particular chapter focuses particularly on
time travel, here is a timeline showing some of the customer loyalty
gimmicks that have been tried since 1958.

o 1958 The Green Shield Trading Stamp business is founded by
Richard Tompkins in the United Kingdom. Tompkins is inspired
by similar schemes in the United States.

o 19605 and 1970s Consumers receive green or pink stamps with
their shopping, and glasses with their petrol.

1965 Co-op launches dividend stamps.

1977 Tesco abandons Green Shield stamps. Tesco says it believes
its customers prefer lower prices to the chance to collect trading
stamps.

e 1980 Banks use new technology to foster “relationship banking.”
1988 Air Miles Travel Promotions founded.

1993 Sainsbury’s Homebase launches Spend & Save card. Boots
begins planning a loyalty card.

e 1994 Asda introduces limited loyalty card scheme.
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1995 Tesco launches Clubcard—dismissed by David Sainsbury as
a return to Green Shield stamps. Sainsbury’s introduces a Reward
card and Safeway enters the market with the ABC card.

1996 Tesco creates a student Clubcard and a card for mothers.
1997 W H Smith launches Clubcard, Boots launches Advantage
Card, Tesco adds full range of financial services, and McDonald’s
launches its first card—the McExtra Card.

1998 Tesco ofters electricity and telecommunications. The CWS
Dividend Card replaces Co-op stamps.

1999 Asda discontinues its loyalty scheme to focus on a Rollback
campaign. Boots launches the Advantage loyalty credit card in
conjunction with Egg. “Advantage Point” goes into Boots stores.
Tesco launches Clubcard Deals, which enable customers to use
their vouchers to obtain discounts on travel and leisure products.
2000 Safeway drops the 7 million strong ABC card, saying, “Our
customers don’t want a relationship with us.”

2002 Nectar card launched by Air Miles founder Keith Mills.
Somerfield pilots a Saver Card.

2003 Vodafone joins Nectar. Barclaycard’s switch from Air Miles
to Nectar points causes complaints. 50 percent of UK households
have a Nectar card (11 million out of 22 million). 85 percent of
UK households have at least one loyalty card. Marks & Spencer
falls foul of the Office of Fair Trading (OFT) over the launch of
its credit card.

2004 Somerfield launches a Saver Card.
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3 New customers, new challenges

The way businesses have served their customers in the emerging con-
sumer markets of the nineteenth century and through time to the
present day have a great deal to teach us. But as time travelers seeking
insights into customer loyalty, we need to plunder the present for
these insights, too, especially when the present is the product of as
much tumultuous recent change as ours.

In 1993, in his book Post Capitalist Society, Peter Drucker
observed:

Every few hundred years in Western history there occurs a sharp trans-
Sformation. Within a few short decades, society rearvanges itself—its
worldview; its basic values; its social and political structure; its arts;
its key institutions. Fifty years later theve is a new world.

He is describing a vast change in the fabric of an age. But he is not
writing of historical events. The age is our age; he argues that we are
living today through the kind of transformation he describes.

Identifying and defining fundamental changes in society that are
going on now is always more difficult than writing history, which—by
definition—affords us the benefit of hindsight. Our remit in this
chapter—to show how today’s changes are affecting customer
behavior—is demanding. We have to try to understand how current
trends and developments are affecting society so that organizations
whose commercial goal is to win, impress, and retain customers today
can do so. Organizations desperately want to achieve these objectives,
and to do so better than their competition.

Drucker’s argument is now widely accepted. Every day in the
modern business world, it is generally believed, competition gets
tougher—thanks to new economic pressures, new markets, techno-
logical innovation, rapid scientific advance, and increased
cross-border competition. These forces drive the social changes that
create new kinds of customer demand, and these new kinds of
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demand in turn influence the way we live our lives (the “24-hour
society” for example).

A nineteenth-century model for winning customer loyalty

In the boom in product brands in the early nineteenth century,
suppliers tried to win customer loyalty by meeting basic concerns
about safety, consistency, and quality. The McDougall brothers, for
example, sold their flour on its purity, consistency, and wholesome-
ness. It was only much later—in the 1970s—that they advertised
their flour as “super-sifted” to distinguish its quality from that of
rivals. Today, everyday commodities are routinely promoted as chic,
status-conferring luxury goods. Witness a recent Forbes article about
“Salt chic” (Forbes, October 28, 2002), featuring a Californian
restaurant chef using 20 varieties of gourmet sodium chloride, with
a certain variety of Japanese sea salt costing US$45 per kilo.

By the end of the nineteenth century, food regulation in the United
Kingdom—and laws regulating the quality of other products—meant
the consumer could increasingly take it for granted that most organi-
zations would be offering a quality product. Product advertising
shifted away from testimonials of quality towards high-status endorse-
ments from aristocratic and Royal households and associations with
famous things or persons. (For example, numerous businesses whose
goods were being used on the ship advertised the fact before the
maiden voyage of the Titanicin 1912.)

But the desire for basic quality is only the starting point and neces-
sary condition for customer demand. Once quality is assured, loyalty
derives from elsewhere. Especially important is the desire to acquire
social status through one’s buying choices. Throughout history, the
desire to establish social status has been a significant driving force
behind consumption of goods and services.

In today’s buying world, it’s probably fair to say many customers
feel they already have everything they need, at least at a fundamental
physical level. Yet the very fact that there is so much competitiveness
among organizations who are selling what appear—on the face of it—
to be similar products and services suggests that even when people are
buying things they believe they need, they have motives other than
the mere need to acquire essentials.

But what are these motives? What are customers most concerned
about receiving from organizations? The answer is simple, but
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momentous. The factor most likely to influence customers’ buying
decisions, when they are buying things available from a large number
of organizations, is the quality of service the organizations are offering.

Increasingly, products come “bound up” with a level of service
that is the decisive factor in winning competitive advantage for that
product. As time travelers looking at the changing nature of
customer loyalty over time, we shall find that focusing on changing
attitudes towards service can yield us invaluable insights with
massive financial implications in today’s markets where winning
customer loyalty is so important.

A brief history of time travel

Nowadays, when an organization wants to do something more effec-
tively, it often starts by convening a “focus group” of its staff or
customers or users. A focus group is a group of people who collec-
tively answer detailed questions about their behavior, tastes,
motivations, and so on. Ever since a focus group advised Bill Clinton
to wear a “red power tie” when seeking re-election, they have been a
fruitful source of humor, but they have their uses too.

They are most often used by businesses wanting to know what their
customers want. It’s interesting to speculate what we might learn if we
could travel back through time 150 years to a focus group of the nine-
teenth-century customers whose needs and priorities we discussed in
the previous chapter.

Back then, the average customer had a vastly lower income and a
significantly inferior standard of living to that enjoyed by his or her
counterpart today. Their ideas of essentials and indeed luxuries were
very different from ours. Yet despite the big differences between con-
sumers of the past and consumers today, we are likely to draw the
surprising conclusion from our nineteenth-century focus group that
many nineteenth-century customers would actually have been more
demanding about service than we are today.

In the nineteenth century, he who paid the piper really did call the
tune. Capital was scarce. All kinds of money were scarce. Most ways of
earning a living gave little reward other than subsistence-level existence.
The idea that you might accumulate wealth from waged or salaried
income was a non-starter in the nineteenth century for most occupa-
tions. Even the enormously popular and furiously hard-working Charles
Dickens (1812—1870) remained under financial pressure for most of
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his life; it was only towards the end of his career, when he gave a series
of spectacularly successful readings in the United States, that he made
enough money to enable him to leave £98 000—perhaps £3 million at
today’s prices—when he died. The rich in the nineteenth century
tended to be those who had inherited it from wealthy ancestors. Only
a few were self-made.

It was a buyer’s market. True, only a small part of the population—
perhaps about 5 percent—had any real buying power in the sense of
being able to choose between suppliers and feeling entitled to be
courted by them. Today, in the more prosperous society of the early
twenty-first century, perhaps 90 percent of the population has suffi-
cient buying power to make choices between suppliers and to feel
entitled to be served.

Yet just because more of the population feels this entitlement today
than felt it in, say, 1850, does not mean that fundamental attitudes
and expectations of service have changed since then. They haven’t.
Demands for service reflect our fundamental needs as human beings,
and nineteenth-century consumers were in fact even more demanding
on this front than we are today.

In particular, Victorian consumers not only hoped for the following
from their suppliers, but would have taken for granted that they were
entitled to these things:

e They expected suppliers to know them and their personal
requirements and spare no effort in meeting those needs.

e In particular, they expected suppliers to be thoroughly acquainted

with their likes and dislikes.

They expected performance to be completely reliable.

They expected impeccable courtesy.

They expected suppliers to be knowledgeable and helpful.

Generally, they expected service providers—if we might call them by

a modern term—to show promptness, eagerness, and a readiness to

make helpful suggestions.

But what kind of service do modern consumers want? On the face
of it, their requirements are shaped by the nature of the economy
today. In particular, capital is no longer scarce, although in an age
of—possibly—excessive personal borrowing, good credit records
may be. And we have a more egalitarian society in which people are
no longer prepared to play lowly and subservient roles deferring to
their “betters” as was perhaps the case in the past.
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In this society, the motivation to provide good service is more
complex than it was in the nineteenth century. There is no longer the
likelihood of starvation if you fail to earn a living; the penalty for being
inactive economically is certainly a constrained financial existence, but
hardly the ghastly poverty that blighted so many nineteenth-century
lives. A nineteenth-century butcher’s boy who was insolent to a
customer would probably have been sacked without a “character” (as
references used to be called). The absence of a character could make it
impossible to find a new job.

Today, we do not fear the sack as much as we did. Furthermore,
because people no longer regard themselves as inherently inferior in
social status to anybody else, they are less likely to feel obliged to serve
certain people. So why, in today’s society, should anybody want to
offer good service at all?

Ultimately, it depends on partly personal inclination and a moti-
vating work environment that convinces its people of the funda-
mental importance of service to the business’s success. As Archie
Norman—the former head of the UK supermarket group ASDA
(now part of the global supermarket group Wal-Mart)—once said,
the retail supermarket business is first and foremost a service busi-
ness, and if you want to do well at it, you need to hire people who
basically /ike other people.

Positive, life-affirming, optimistic people are attractive, and their
outlook is often contagious. They achieve great results, and why would-
n’t they? They’re a joy to interact with! Whether they’re waiting on your
table, checking you in at the hotel, repairing your computer, writing
you a check for your new mortgage, selling you a new network, or solv-
ing a billing problem at your credit card company, they can make a
genuine difference in the quality of your life in that moment if they treat
you with a positive, up-beat, and can-do attitude.

Nobody can be motivated through money or fear of the sack to /ike
people, let alone to ke serving people. Some highly successful and
productive people don’t especially like other people and are happiest
working in a kind of shell where they can do their own thing, pursue
their own agenda, and have minimal contact with others. We probably
all know a few of these characters. Many great scientists have been like
this and have still achieved, ironically perhaps, a great deal for
humankind; great writers, artists, and composers may also be like that.
But if people who don’t really like other people are working with your
customers, there’ll be problems. A key difference then and now is the
pride a person takes in providing great service.
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In the customer loyalty business we need people who do get an
inherent pleasure out of giving service and who do like other people.
What customers really want are not insincere servile grovellers, but
people who will take a personal intevest in them and their concerns.
Inherent personal inclination is a crucial factor in whether or not it
happens and the feelings that customers have as a result. Of course
people can be trained to be better at customer service, but to truly
excel at impressing customers, there needs to be some basic talent and
inclination to help others in place from the beginning.

At the award-winning Greek bank, Egnatia Bank, Christa Fillinis,
assistant director of phone banking, and Stella Stavropoulou, direc-
tor of marketing, attribute their success to their human resources.
They are highly motivated and highly qualified: half have first
degrees and 14 percent have postgraduate qualifications. There is a
lot to be said about motivating customer service staft, and we say a
lot about it here in Customer Loyalty: a guide for time travelers,
but there needs to be something to work on if the motivational
initiative is going to succeed.

Modern expectations of customer service

What do modern consumers expect from customer service? Human
nature doesn’t change, so it’s no surprise that the modern consumer
would like to enjoy what his or her nineteenth-century counterparts
would have expected. Unfortunately, today’s customer is unlikely to
have anything like the confidence of the nineteenth-century customer
that she will get what she wants.

In the nineteenth century, if your grocer’s boy was impolite when
he delivered the week’s groceries, you would simply report him to his
boss and he would be sacked forthwith, to be replaced by a boy who
had more sense. But any consumer today who expects impeccable
politeness may be setting him or herself up for disappointment.

Again, can a modern consumer realistically expect a vendor to be
thoroughly acquainted with his other likes and dislikes? The consumer
would certainly find this gratifying, but would hardly take it for granted.
As for organizations being completely reliable, dependable, helpful, full
of constructive suggestions, and prompt in what they deliver, these
again would doubtless be gratifying to modern consumers, but they
wouldn’t expect to find it in every case.

In essence, our service expectations today are a diluted version of
those of the past. They are diluted because our expectations are—
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perhaps sadly—less ambitious. But in principle we, too, want to
enjoy all the following customer benefits:

e We should like our suppliers to know us and our personal
requirements and to spare no effort in meeting those needs.

e In particular, we should like organizations to be thoroughly
acquainted with our likes and dislikes.
We should like organizations to be completely reliable.
We should like service providers to show impeccable courtesy.
We should like organizations to be dependable, helpful, and ready
to make suggestions.

e  Generally, we should like organizations to be prompt and eager to
serve us.

Modern organizations can learn a great deal from Victorian
demands. Failing to provide service experiences that customers
appreciate—with characteristics that essentially have not changed
for at least 150 years—is a bit sad and pathetic, but it’s the reason
why many customers continue resignedly to shop around.

Why the service ethic has deteriorated

Some elderly people never tire of telling you that today’s quality of
service is not what it was.

In many respects they are right: personal service is more difficult to
get nowadays than it was in the past, mainly because far more people
are candidates for service than they ever were in the past. Even in the
1930s, most people did not have bank accounts, for example, and
were too poor to be significant as consumers. In both the United
Kingdom and the United States, the Second World War ushered in a
more egalitarian and socially democratic society in which people felt
there was no reason why #hey shouldn’t have the best. The old idea
that only the aristocracy who had inherited their money deserved to
enjoy the best from a material perspective, was dead, or dying.

However, in today’s economies the people who serve customers are
no more inherently inclined to give good service than they ever were,
indeed they are probably less so. Generally, perhaps related to the rise
of'a more egalitarian society, there is perceived to be a decline in a ser-
vice ethic: the notion that serving others should be a source of pride.
Despite this potential problem, many organizations have successfully
achieved a level of service which customers may describe as good or
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even very good—yet these organizations still do not retain customers,
let alone win their loyalty. Why?

Because even “very good” levels of service, if they do not connect
with the customers’ emotional needs, do not impress. For organizations
wishing to win a competitive edge by attracting more customer loyalty
than their rivals, this has to be the goal. But how to make it so?

Unfortunately, there are other factors making the provision of impres-
sive service more difficult: We live in a fast-moving consumer society; a
culture and climate where business operates at a faster level, across more
delivery channels, where consumers have more choice and organizations
more potential customers, than was ever the case in the past.

Consider the case of Tesco, the UK’s leading supermarket with over
14 million customers each week. Tesco Telecoms is the fourth retail
service offered by Tesco; tesco.com is already the largest online grocer
in the world and Tesco Personal Finance has signed up nearly 4 mil-
lion customers in just five years. Tesco’s core purpose is to create value
for customers to earn their lifetime loyalty. Sir Terry Leahy, the chief
executive of Tesco plc, puts it like this:

What creates loyalty is how much we understand your life, and what
we do about it that helps your life.

In the past, customers’ lives were considerably improved by reliable prod-
ucts, some of which through quality and brand marques were able to win
lifetime, even generational loyalty. Can service businesses do the same
and provide experiences that impress customers by helping them live their
lives? Let’s start by looking at what’s going on in customers’ lives.

Trends and fads and their impact on customer demand

For our analysis, we distinguish between a trend and a fad. Fads are
ephemeral enthusiasms. They are impossible to predict, being short
term and caused by a sudden popular whim. Who could have pre-
dicted pet rocks, hot pants, or ponytails for men? (Fashions, of course,
are merely cyclical fads—there is a more predictable regularity with
which red lipstick becomes de rigueur and hemlines wax and wane,
but there’s no great rhyme or reason to it.)

By contrast, social trends are changes in individual behavior that are
manifest in a large amount of the population. Social trends affect the
way we live and the way we work. Examples are the desire to work
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from home, rebalancing work/life, and our emerging willingness to
recycle. When a trend persists for many years, the chances are it has
passed into the culture and become the norm.

There is no hard and fast way of distinguishing a social trend from an
economic one. The ageing population, growing racial diversity, and
decline in educational standards could be considered social trends, but
of course, such trends have economic consequences as well as causing
other social or consumer trends that are relevant to service businesses.

Funnily enough, trendspotting has itself become a trend. It’s pos-
sible to register as a “trendspotter” on any number of websites. There
has been an explosion in the number of “futurists” (and fortune
tellers and mediums, come to that) that belies the sense of chaos that
drastic social transformation brings for individuals and businesses. At
the corporate level there is widespread adoption of trendspotting by
companies such as Wal-Mart, Campbell’s Soup, Lego, Marks &
Spencer, Virgin, and ICI, who all use trend forecasting to anticipate
what their customers will want in the future and guide innovation.

Even the greetings card giant Hallmark has an in-house
trendspotter who apparently monitors the social milieu to spot trends
as they emerge and tracks existing trends as they climb, peak, and
wane. Apparently she reads virtually every new book and article on
social change. If this much effort goes into greetings card manufac-
ture, anyone running a service business should be in a cold sweat by
now (though what’s the betting the best-selling cards are still the ones
“left blank for your own message”?).

Why is this happening? Many business leaders have lost confi-
dence in traditional consumer research, especially when applied to
innovation. This ties into a general acceleration of business
processes of innovation and service delivery. Yet nonetheless there is
also the belief that, in the information age, we should be able to
predict what’s going to happen next. Companies are therefore
constantly looking for new ways to ensure that they don’t become
the victims of change.

Trends can be relatively easy to spot if you keep your eyes and ears
open. They can give a strategic framework for innovation and help
organizations keep existing products and services relevant. But just
being aware of trends—developing and otherwise—is not always
enough. For a service business the real challenge is to understand the
choices that such trends will lead customers to make. This is how
you’ll get customers and then keep them.
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The driver of change

Trends happen for a reason, and one of the biggest impacts on social
and consumer trends is what’s going on in the economy. But ask
leading economists to define today’s “New Economy,” and it soon
becomes clear that there are as many definitions as there are econo-
mists. So what is the New Economy, and how will it change our lives?

Analysts have identified three distinct economic movements that
have shaped the last 150 years. From 1850 to 1918, commodities
such as cotton, iron, and steel drove the economy. During this time,
the new railways and factories were beginning to package work into
“jobs,” where workers earned wages and were accountable for the
completion of specific tasks. However, the idea of working for wages
had not yet rooted itself in society. Many workers still prized their tra-
ditional crafts and the interweaving of their home life and work life.

By 1918, industry was transformed by Henry Ford’s vision of
bringing the automobile to the masses. His new manufacturing tech-
niques increased production to levels never thought possible, and
spawned a period of unprecedented industrial expansion. The concept
of “job” was perfected during this era, as workers performed specific
tasks and duties that accelerated output on the production line. In this
era of mass production, the growing infrastructure such as roads,
airports, and telephones was a visible sign of economic growth.

In the last 20 years, industrial shifts have occurred so quickly that many
economists have been at a loss to understand them. We now live in such
complexity that we have had to develop whole new theories just to be
able to ask the right questions. The New Economy is difficult to define.
Innovations in communications technology and the globalization of
trade (enabled by technology) have slowly shifted industry from the
production line to industries whose major product is knowledge itself.
Our concept of a job is also changing. In the industrial age the job was a
certain kind of work, defined by a job description, which met the needs
of the relatively slow-moving factories. Now, in a world wired together
by electronic data, today’s organizations need to respond more quickly
to developments or be left behind by global competitors. Today’s job is
becoming “something we do” (a set of skills and competencies) instead
of “something we are or have” (a function).

The growth of this New Economy is also hard to measure because
we cannot see its infrastructure of satellites, fiber optics, and radio fre-
quencies. In the New Economy, people are increasingly working with
information and ideas and, in service businesses, their emotions,
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rather than with their hands. It has meant that now, as never before,
people are the basic source of economic strength and growth—not
land or natural resources. Look at the services that are increasingly
traded globally in a way that would have been unthinkable even 20
years ago: software programming, back-office services, product
design, research and development, and of course customer services.
Right now customers from the West are flying to developing nations
for dentistry and plastic surgery.

We now have an “office economy” characterized by high-tech
communications and a service orientation that has replaced the facto-
ries and product-driven focus of the industrial movement. In this world
of competing service economies, the need to increase productivity
(efficiency) and effectiveness will become increasingly important.

The drive for efficiency may be already well underway, yet the drive
for effectiveness has hardly begun. It’s already clear that to best serve
customers, it’s important to understand their needs, characteristics,
habits, and concerns. In the course of our client research over recent
years, we’ve identified a range of significant individual behaviors that are
sufficiently prevalent among many to be called trends relevant to service
businesses. We have named them as follows:

Interconnected individualism.
The permanent hurry.

The trust implosion.
Ethic-quette.

Rude rage.

Stressfulness of choice.
Authenticity addiction.

NG

Interconnected individualism

Globalization has had its homogenizing effects, but paradoxically, it
has also created a fragmented and diverse society—in lifestyles, in reli-
gions, in social and political allegiances. The information age has
brought us an unparalleled awareness of ourselves and each other. The
world is becoming more cosmopolitan and more insular at the same
time; accelerating global trade, awareness, and travel coincide with
intensifying local, national, ethnic, and religious identity. For govern-
ments it has created a renewed interest in ethnic, national, and
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cultural affinities that magnify the differences among people perhaps
more than their similarities. For businesses it marks an age of niche
markets, specialization, and personalization of products and services.

Fragmentation in society has led to a destruction or downsizing of
traditional social networks, such as the family, leaving room for more
ephemeral forms of interaction and influence. In his 2004 book Karaoke
Capitalism, the Swedish management guru Kjell Nordstrom suggests
that soon, 60 percent of households in many Western cities will be
single-person. Human beings, though, are social animals, and although
we may be increasingly fragmented in our living and working arrange-
ments, there is overwhelming evidence of our need to interact,
frequently and fluently. Technology has expanded our ability to share
our thoughts and feelings not only with friends and family, but now
more or less globally at little or no cost. Forrester Research estimate that
60 percent of online Europeans now connect with others in mutual
interest or support groups. Look at the apparently increasing desire to
“blog.” A blog (“web log”) is an online diary or journal, a web page that
can be used for instant online publishing by opinion writers, part-time
poets, critics, or boosters, and by family and friends, educators, clubs, or
businesses—anyone with the desire to share. The blog site creates
opportunities to exchange ideas, share timely news, record events,
update projects, show pictures, or post writings similar to a diary or
journal. It’s a source of recommendation or criticism with potentially
global reach.

Consider too, the emerging trend of “Twinsumerism,” where cus-
tomers looking for the best, the first, the most relevant to them are
influenced by and listen to their taste “twins”—other individuals
somewhere in the world who think, react, enjoy, and consume the
way they do. Increasingly, websites that provide the opportunity to
review or recommend products and services are encouraging their
reviewers to add personal profiles, allowing the concept of
Twinsumerism to blossom.

And what about Podcasting? There is a fast-growing band of “pod-
casters”—mostly amateur program makers whose radio shows are
designed to be heard on iPods and other MP3 players. Since iPodder
software first allowed listeners to download their favorite shows auto-
matically, hundreds of new advertisement-free radio channels have
emerged in cyberspace. At current reckoning, there may be 4 million
iPods out there, but soon there will be hard discs on hundreds of mil-
lions of phones—each a potential storage device for the latest episodes
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of these guy-in-a-basement programs. “Podcasting creates the oppor-
tunity to talk about whatever’s on your mind, without having to
satisfy some great commercial entity,” explains one Podcaster, ironi-
cally an advertising executive by day whose shows appear at
theovernightscape.com. He describes the podcasting phenomenon as
“being part of a cultural revolution. This must be what it felt like to
be a hippy in the sixties.” Beware big business, man.

Our desire to interact, to form allegiances and communities—
real or virtual—is part of human nature. Our society has created
the opportunity for many such allegiances to be formed in a few
hours on the Internet. This is just the beginning, as the digital
generation will be the first group of consumers to grow up with
all these new tools and peer-to-peer options for communicating
about their experiences—and preferences.

The generation that’s coming are keen to share their experiences
because many of the traditional means of corporate communication and
marketing are sufficiently individualized to provide customers with the
personalized, niche service and information they desire. Plus, these
customers are increasingly unimpressed by traditional (producer) power
and authority, wise to self-promotion, and want to hear what other
customers really think of a product or service before they jump in.

With the massed technology of the information age, it should of
course be possible to give customers the individualized relationships
they want, and we know, customers have been looking for this since
business began. A friend of ours, who has been shaving his head for the
last 15 years, recently received a free gift “specially selected for him”
from his online supermarket. What was it? Shampoo.

Of course many organizations lag behind this important customer
desire because their systems are organized around the products
customers hold, not the needs those customers have. But here’s a
quick tip from Trendwatching.com for those who have yet to
restructure their databases:

The art of “Googling” (checking people’s backgrounds on the Internet
via search engine Google)—which started out as o wuseful tool for
weeding out psychopaths from the online dating game—will soon be
an integral part of corporate 1:1 marketing strategies. With con-
sumers disclosing their most intimate secvets online (voluntarily!),
Google has essentially created a “domestic database,” i.e. a world-
wide database loaded with your customers’ details and profiles, with
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a depth of information your company’s database can only dream of.
So instead of consumers Googling you before they buy your services,
you should Google THEM, and instantly get more personal informa-
tion than youw’d ever be able to capturve in an entirve lifetime. A
real-life example? The Bel Air Hotel in LA alrveady Googles first-
time guests upon arvival, based on their veservation details (name
and address), leading to personalized services like assigning guests a
room with morning sun if Googling shows the guest enjoys jogging
early in the day (source: bitp://blog.outer-court.com,).

So how will this trend affect your business? Consider the example of
the holidaymaker who reviews a hotel, the claimant who reviews the
claim-handling process, or your twinsumer who has found a great
financial adviser. There are literally tens of millions of personal pro-
files, blogs, and homepages already up and running (whether it’s on
Yub, MSN Space, Blogger, TheFaceBook.com, Friendster, FunHi,
Epinions, Hi5, Cyworld, Meetup, Common.net, Tribe.net, or
Cu2.nl). This is “the word of mouse” of the future.

Look at any of these virtual communities and you will realize it’s no
longer just about rating books, music, and DVDs. In our fragmented
society, do you still know who is telling your customers to do or buy
what? Are you confident enough in your superior service performance
that you will consistently outdo your competitors’ reviews? With our
access to mobile technology, we should expect reviews to become
real-time, entertaining, and even visual. They could potentially make
or break new products or services.

For good or ill, we now longer have “a place” in society. We can dip
in and out of interest groups, find likeminded others, create momen-
tum for our own causes with the click of a button. Look at Yub.com, a
wholly owned subsidiary of Buy.com, which calls itself the world’s first
shopping social network. Its mission is to “provide word-of-mouth on
the web, filtered by trusted relationships.” Partnering with the likes of
Sony, Apple iTunes, Target, Gap, Linens ‘n Things, and Footlocker, its
virtual shopping mall offers 3.3 million products. Yub customers share
their opinions on purchases and everything else in accessible e-profile,
and receive a 1 percent cashback on every item they buy.

The permanent hurry

I’ve become convinced that our society now consists of only two
classes of people. It’s not a divide by birthright. It’s a divide by
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time. There are large numbers of people who spend huge amounts of
time to save money and a small group of people who spend huge
amounts of money to save time.

(Dr Peter Cochrane, Frontiers)

It’s now accepted that many of us are tzme poor. Inside businesses, learn-
ing to manage time is at least as important as managing other resources
of the enterprise—and per head, often the most expensive training course
in the brochure. In our experience, managers at all levels complain about
lacking the time to do all they want to do in the day. And if'it’s bad for
those inside organizations, it’s just as bad for those outside.

But how has this happened? Why, at the beginning of the twenty-
first century, do so many of us complain we have less time than ever
before—for work, for our families, to exercise, even to sleep, which
we apparently do, on average, for 90 minutes less per night than
our parents?

Over the last 20 years the pressures of competition in the market
have become manifest in the need to work longer hours. There isn’t
just the competition between firms, it’s the competition between
employees too. Furthermore, in the office, there is more and more
information to assimilate and more communication to be acknowl-
edged and responded to.

At home, although we have a huge array of labor-saving machines,
we do more washing, of clothes and ourselves, than ever before, not
to mention the ironing. So the “time saved” seldom adds up to more
than 30 minutes a day. Doctors in the United States have coined the
term “hurried woman syndrome” to describe juggling a spouse, chil-
dren, relatives, friends, and a boss. In the United Kingdom,
physiotherapists say it has become the norm, despite their claim that
this hectic lifestyle can put your physical and mental health at risk.

It’s not just women. We live in a hurried society. As James Gleick
documented in his 1999 book Faster: The acceleration of just about
everything, we try to speed up even the un-speedable. We obsessively
push the “close door” elevator button to give ourselves the illusion we
are speeding up the door closure, even though this button—certainly
the most worn-out on the panel—does zot in fact speed up the closing
of the door. We try to eliminate meal preparation by eating fast food.
A restaurant in Japan has even changed the way we are charged for
food; now it simply charges patrons 35 yen per minute!

The result is that a great many people complain about being
rushed, overscheduled, stressed, and unable to keep up. We feel
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frantic, impatient, short-tempered, and frustrated much of the time.
What does this mean for your customers and for the people who
look after them? It hardly sounds like the conditions needed to mark
the start of a beautiful friendship.

The trust implosion

There is a paradox that the more sophisticated media management,
public relations and advertising become, the less they appear to work.
Part of the problem is that the more power and influence spin doctors
and marketing people acquire, the more they themselves become the
story. Trust today is a scarce resource. To greater or lesser degrees we
distrust the media, the government, and big business. In the UK’s
recent government elections, parties arguably expended more effort
in persuading the electorate to vote at all.

A recent poll (Harris Poll, March 2005) measured the trust US citi-
zens have in important institutions, and compared the results with those
in a virtually identical European survey. For many institutions the levels
of trust, or distrust, on both sides of the Atlantic were similar. There
were also striking differences. US citizens showed much less trust than
Europeans in the media and in the United Nations. On the other hand,
US citizens trusted religious institutions more than Europeans. Both
US citizens and Europeans had relatively high levels of trust in their
police and military but both had very little trust in political parties, their
governments, trade unions, and notably big business.

The structural features of the media sector in the United States
versus those in Europe, particularly in the United Kingdom, underlie
the more cynical US attitudes toward the press, radio, and television.
Specifically:

1 62 percent of US citizens did not trust “the press.” Europeans were
a little more confident of the integrity of the press with 46 percent.
Trust in the press was highest in Spain (61 percent) and France (60
percent), and lowest in the United Kingdom (20 percent)—with its
own special mass-market tabloid journalism.

2 A modest 43 percent of US citizens were inclined to trust the
radio; a larger majority of 62 percent of Europeans did so.

3 A substantial 58 percent majority of US citizens did not trust
television; while 54 percent majority of Europeans did trust tele-
vision. Trust in television was highest in Germany (59 percent)
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and the United Kingdom (54 percent) and lowest in Italy (37
percent), where Prime Minister Silvio Berlusconi owns several
powerful networks.

Majorities in both the United States and Europe did not trust their
politicians or their governments. Forty-nine percent of Europeans
trusted the United Nations, while 44 percent of US citizens distrusted
the UN. Very large majorities of US citizens (77 percent) and Euro-
peans (again 77 percent) distrusted political parties. Substantial majori-
ties of both US citizens (55 percent) and Europeans (63 percent)
distrusted their governments. A substantial majority of US citizens (56
percent) distrusted Congress. A substantial majority of Europeans (57
percent) distrusted their parliaments or elected chambers.

With regard to other institutions, large majorities of between three to
one and two to one trusted the police and the military in both the
United States and in Europe. Large majorities also trust charitable and
voluntary organizations. On the other hand, very large majorities in
both the United States (70 percent) and in Europe (60 percent) distrust
big companies. Respondents also tended not to trust trade unions in
both the United States (51 percent) and Europe (50 percent).

But why don’t we trust anyone any more? Could it be the fact that
big business raided the pension funds and got away with it? What
about the weapons of mass destruction that never were? The
pedophile scandals of the Catholic Church or the CIA training
camps in Afghanistan? And yes, the Red Cross really did use blood
infected with HIV and hepatitis to treat Canada’s hemophiliacs.
With the decline in trust comes a perhaps almost refreshing growth
in cynicism. One is reminded of the Hollywood comic actor Jack
Black, who commented, “We’re in the Dark Ages if it can be the
case that J-Lo can have a singing career because of her ass. And let’s
face it, that’s it.”

Is there anyone left we can trust? Eighty-eight percent of people are
more likely to trust their dads than anyone else when it comes to
financial advice on topics such as mortgages, pensions, and invest-
ments, and are happy with the advice they have received. This is 10
percent higher that those who were happy with the advice they
received from an independent financial adviser (B&CE Benefit
Schemes, 2002). In a world where we feel cynical and distrustful our
family and friends (real or virtual) are perhaps the most reliable
sources of information—and recommendation.
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Ethic-quette

In times of social transformation, traditional values often make a
comeback. The resurrection of respect and “basic values” in the
United Kingdom is an example, and the process is already well
underway in the United States, with a surge of morals and values
that are often labeled Republican territory, although the political
correctness of the left may be a manifestation of the same urge.

There is also, of course, the growth of organic food, “Fairtrade”
products, dolphin-friendly tuna, and the whole green movement in
general, with its wide-ranging effects on consumer preferences.
These days it’s commonplace to hear customers asking, “Are those
eggs free range?” Or “Was that garment made with child labor?”
But how does the ethical dimension work for services?

In many service businesses there is a great deal of concern about
retaining staff] since staff retention is often taken as a measure of staft
motivation. The degree to which staff are motivated to take care of
customers is an important strategic consideration since, other factors
being equal, customer loyalty depends on highly skilled service
providers who want to impress. The degree to which service organi-
zations become recognizable for their ethical treatment of staff and
customers will become increasingly important.

Perhaps the best example is the unease which many customers feel with
regard to offshoring services. In the 2004 report “Finding the balance:
the effect of offshore customer contact on profit and brand,” Contact-
Babel, a research and analysis firm in the United Kingdom, found that a
significant number of UK customers are reacting negatively to oftshore
call centers. According to the findings of the research conducted with
more than 1000 British adults—who had had personal experience of an
offshore contact center—74 percent of UK customers feel more
negatively towards the company providing it than they did before.

In the United Kingdom a typical high street bank will save an estimated
£9.26 million per year in operating costs by replacing 1000 UK agents
with the same number in India. However, it only an extra 0.343 percent
of customers defect in protest at this, the bank’s revenues will be reduced
by the same amount. In 2003, 1.09 per cent of UK banking customers
changed banks as a direct result of customer service offshoring.

Customers who have experienced offshore customer contact are
four and a half times more likely to have changed their supplier than
customers who have had no direct experience of offshoring. Plus, 42
percent of customers said they are less interested in sales calls when
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they come from outside the country. In the United Kingdom, tele-
coms and insurance companies experienced the greatest levels of
offshore-related customer defection.

The report suggests the reasons for defection are that customers feel
too many companies are using offshore contact centers in an unimag-
inative and cost-obsessed way which is alienating. Most of the UK
public are not against the concept of offshoring, and are prepared to
give it a try. However, the experience has often been disappointing
and has led to considerable numbers of customers defecting to UK-
based competitors, which has made a definite and growing dent in
profits—exactly the opposite to what these companies are trying to
achieve through oftshoring,

One wonders to a degree to which it is the ethical backlash—that
customers feel offshoring leads to job losses in the home country or
exploitation in the offshore location—or actual customer experience
that is behind these statistics of customer defection. Our own
research has shown that offshore contact centers certainly do have a
role to play in providing service to UK customers. Offshore contact
centers can greatly help in improving the quality of service offered.
By offering the flexibility of a highly qualified and cost-effective
labor pool, the offshore call center industry can help to solve issues
that the domestic industry has, such as finding staff for evening and
weekend working, providing technical support, replying promptly
to e-mails, reducing queuing times, and increasing the service hours
that a company can offer to its customers.

There persists, however an ethical dimension, perhaps best illus-
trated by example. When John Varney, chief technical officer at the
British Broadcasting Corporation (BBC) in London, recently signed
off a massive, ten-year I'T outsourcing deal worth nearly $3.3 billion
with Germany’s Siemens, he raised the welcome prospect of saving
the pioneering UK public broadcaster $50 million a year. In an inter-
esting development, the BBC plans to outsource its IT department.
But it will not allow offshoring of the same. Varney said that while off-
shoring application development will be permitted, everything else
must stay within the United Kingdom. All services, help desks, and
network support will be inside the United Kingdom:

The BBC is part of the UK’s cultural heritage. It is important that
services be delivered from inside the UK and the future of the 1400
staff must be assured.
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Rude rage

Good manners help us get on together. It may be that the nineteenth
century was a more polite age because life was then more desperate
and difficult and politeness was needed to prevent frustration, anxiety,
and desperation continually spilling out into violence. Politeness puts
others at their ease by smoothing interaction in new situations
through abiding by established rules: saying please and thank you, not
keeping people waiting, taking turns in conversations, and showing
respect for others’ feelings and status.

Yet surveys showing widespread perception of a decline in respect
and increase in reprehensible behavior in people other than those
responding to the survey appear all the time. In 2003, for example,
a record number of Germans—164 848—were booked for insulting
each other as opposed to fewer than 80000 in 1990. The gestures
are carefully defined in a catalog kept by public prosecutors and
include: tapping the forehead with an index finger, which relays the
message “you’re crazy,” forming an “O” with the index finger and
thumb to signify a part of the anatomy, and US-inspired use of the
middle finger. Verbal insults listed by prosecutors include “stupid
cow,” “pig-dog” and “riff-raft.”

In a survey by Public Agenda, a New York based non-profit organi-
zation, 79 percent of US citizens think that rude behavior is a serious
problem and 61 per cent of them think it is on the increase. Ninety
percent of them also believe rudeness leads directly to violence—which
is certainly plausible, since being treated rudely leaves us feeling angry
and enraged. You have only to think of what happens on the road, in
the air, and even with supermarket trolleys as examples. It’s not a prob-
lem just in the West—apparently the Chinese government has banned
50 rude phrases from use by service providers in hotels, airports, and
shops. That is not a bad idea.

But what evidence is there that rudeness is really on the rise? There
is a rumor that directory enquiry services have stopped using the
word “please” in order to save time. A quick survey of UK Directory
Services found only half the agents appeared to be familiar with this
term—and only one offered a “thank you for calling us” message that
reminded callers with whom they’d actually been dealing.

While its not clear whether the language we choose to use today
is any more salty or shocking than it was in the past, Sam Hill in his
2002 book 60 Trends in 60 Minutes makes an interesting point:
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The case for decline and full of etiquette is not so clear cut. Were we
shipped back in time to the 19205 we would be appalled at the number
of horrifying and patronizing attitudes towards and terms for social
and ethnic groups that would be sprinkled throughout the conversation.

He argues that in fact we’re getting more polite in some ways and less
polite in others. Consider the insurance agent who works on the claim
line. This agent listens to reports of accidents, losses, and burglaries all
day, every day. By the strange priorities of a typical IT system, the infor-
mation customers must give first is their “policy number” rather than
their name. As a result of this system quirk and the alienating nature of
the work, many agents actually have to be prompted by the same system
just to acknowledge the human being at the end of the phone with “I’m
sorry to hear that” before the requisite “Policy number?” Is that rude?
We think it is. There is always time to respond to customers’ feelings.

Of course, what we consider rude varies from individual to indi-
vidual—a bit. Someone making small talk when we’re in a hurry?
Infuriating. Someone trying to rush us when we need time to think?
Exasperating. Is it an impossible challenge for service providers?

It may be that differences in individuals’ social skills means that
someone, somewhere, will always feel he or she is being treated
rudely. Rudeness will always be with us, and finger-wagging about
polite behavior may seem futile. The implications, however, for busi-
nesses wishing to impress customers with their service are serious.
Although there is as yet no proof that rudeness is increasing in
absolute terms, the significance of the poor impression it creates is
bound to increase—especially with our ageing population. Good
manners are already perceived to be in desperately short supply, and
this makes them a competitive weapon.

Stressfulness of choice

With 11 pieces of clothing there are 39,916,800 ways of getting
dressed. Trying one method every minute would take 76 years of life.
(Dr Edward de Bono)

Materially in the West, we’ve never had it so good. Yet research
findings show us that despite the growth in material wealth, we
aren’t getting any happier. Of course, money does matter—people
in rich countries are happier than people in poor countries, but the

67



Customer loyalty

difference is not as dramatic as one might expect. Once a society’s
level of per capita wealth takes its people from poverty to adequate
subsistence, further increases in income have almost no effect on
happiness. There are as many happy people in Poland, for example,
as there are in Japan, even though the average Japanese is ten times
richer than the average Pole. Comparing happiness between coun-
tries is one way of looking at it. A second way is to compare rates of
happiness over time. Japan’s per capita wealth has increased by a
factor of five in the last 40 years, though with no measurable
increase in the level of individual happiness.

Why should this be so? Surely a measure of our material well-being
must be the ever expanding choices that we now have as a matter of
course in almost every category of product, of service, of entertain-
ment, or even of lifestyle. In fact, freedom of choice is something that
we take as a mark of our civilization. While no choice is a recipe for
human misery, Barry Schwartz in his 2004 book The Paradox of
Choice has described how the relentless proliferation of choice can also
make us feel stressed and even depressed.

A recent study entitled “When Choice is Demotivating” was set up
in a food store where customers were accustomed to trying out new
products. Researchers set up a table featuring a range of high-quality
jams and encouraged customers to taste them—giving each taster a
coupon he or she could use for money off it he or she then purchased
a jar. In one version of the study, six varieties of the jam were available
for tasting; in a second version of the study 24 varieties were available.
In either case all 24 varieties were for sale.

There were some fascinating results. The larger array of jams attracted
more tasters than the small array, though in both cases the average
number of jams tasted was the same. When it came to buying, though,
30 percent of customers exposed to the small array bought a jar of jam,
while only 3 percent of those exposed to the large array did so.

The authors of the study speculated about the significance of these
results. It appeared that a large array of options may discourage a deci-
sion to purchase because the effort to make that decision is
significantly increased—so consumers decide not to decide. In other
studies it has also been found that among consumers who do pur-
chase, the effort of the decision can detract from the results. When
people have dismissed many options, it may decrease the satisfaction
they experience from what they have actually chosen, because dis-
missed options may still carry significant attractive benefits. Every
choice we make has opportunity costs which can cause us regret.
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The number of options can influence our capacity to make deci-
sions, but why does this cause us stress? What matters most of the
time is how we feel about the decisions we make. When economists
theorize about satisfaction and preference, they assume people seek to
maximize their preferences or their satisfaction. They do, but subjec-
tive factors are likely to be as important as objective factors here. For
example, getting the best objective result—such as the cheapest car
insurance—may not be worth much if we feel distrustful of the com-
pany or worried that there may be some hidden clause that will
compromise us should there be an accident. If we don’t feel good
about our decisions, we will keep shopping around.

One of the reasons we don’t always feel good about choices is the
concept of regret. Any time we make a decision and it doesn’t turn
out well—or we find out about an alternative that would have
turned out better—the chances are we will feel regret. Often this is
post-decision regret—or buyer’s remorse—when we have experi-
enced the unpleasant or unwelcome consequences of a decision we
have already made, but sometimes we also anticipate regret.

When we anticipate regret we’re asking ourselves, “How will I feel if I
buy this insurance now, from this company, when there might be a better
deal around the corner?” It raises our emotional stakes in the decision-
making process. We would need to feel mighty confident that there
would be no such notional deal if we wanted to avoid anticipated regret.

In summary, while we’re not saying reduced choice is necessarily
good, we are pointing out that the proliferation of choice has pre-
sented customers with problems that being loyal to an organization
could solve. Schwartz describes the future as a bleak scenario in which
after years of economic development and prosperity we will revert
back to the time-consuming foraging behavior of our ancestors in
which we have to sift for ourselves through more and more options in
almost every aspect of life. If this is the way people are to live their
lives, loyalty makes a lot of sense.

Authenticity addiction

The changes in the economy over the last four decades have marked
a distinct break with the past. The massive shifts that originated in the
social and economic conditions following the Second World War have
been accelerating in recent years. The arrival of the new knowledge-
based economy, the Internet, and e-commerce have changed the pace
of customers’ demand for service, but not the attributes.
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It is certainly the case that previous generations of customers were
more easily retained by organizations, though this is not customer
loyalty by our definition. Many customers would have been constrained
by a lack of choice or need for convenience which no longer apply
today. Given the erosion from these types of constraint, there is some
evidence that customers are looking for more in the way they live their
lives and even the relationships they form with service businesses.

This trend has been heralded amongst sociologists, ecologists, and
even advertising companies as a search and need for authenticity,
where it defines integrity and trustworthiness. Customers influenced
by this trend are easily recognizable—they want to know where their
food comes from and what is in it; they want politicians to be more
transparent about what they are saying; they want musicians to play
rather than mime; they want to speak to a person rather than a
machine when they call a helpline.

The desire for authenticity in services is partly an outcome of
another one of the trends we have discussed here—the trust implo-
sion. Customers today are much less likely to believe marketing
messages than ever before. They want to experience the promises
service organizations make. Without experience of “a caring atti-
tude” or “helpfulness,” the credibility of such claims on the part of
an organization are meaningless and easily dismissed.

As life experience teaches us, it’s the source of information that we
use when judging credibility—and the experience of other consumers,
or better still, people we know, that will lend certain businesses this
credibility in their service claims, while others will suffer. Clearly, cred-
ibility is also deeply rooted in the performance of an organization’s
charismatic and skilled service providers and the way in which service
is provided. For example, treating customers as individual people
rather than interchangeable members of a target segment can trans-
form a mundane commercial encounter into a worthwhile, authentic
experience. By personal experience or by association, customers find
authenticity attractive because authenticity signifies, in every sense,
superior quality.

Summary

We have covered seven trends which we have identified among the
customers we have been talking to over the last few years. It you want
to identify some relevant social trends yourselt, it’s quite simple. Keep
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your eyes and ears wide open—seriously. Despite all the hype, most
companies don’t spend much time talking to customers. If you do,
you’ll find customers who feel frantically short of time. You can save
them time by making sure they never feel the need to shop around.
There will be customers who worry about whether to trust you to
take care of them, and those looking to be steered through a bewil-
dering set of choices. Others will want to be treated with authentic
respect and courtesy.

We believe these trends reveal opportunities for service businesses
to dramatically improve the quality of the relationships they have
with customers. By understanding the influences in customers’ lives,
service businesses can serve customers better. Plus, if you impress
customers, there is good money to be made.

And the really big money? Well, this doesn’t come from following
trends. Since loyalty takes time to build, the best opportunity comes
from people with original ideas and service propositions who can
create trends. We think social conditions are now absolutely ripe for
the next trend to be created. This will be the trend among customers
to stop shopping around and instead to return to being loyal to a
small set of unquestioningly preferred suppliers. How that can be
achieved is the subject of the remainder of this book.
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4 The benefits of winning
customer loyalty

Do customers want to be loyal?

In the 2002 movie Minority Report, starring Tom Cruise and directed
by Steven Spielberg, there is a scene that should excite the interest of
anyone with a professional interest in customer loyalty. Set in the year
2054, the movie depicts a fairly benevolent society where everyone is
identifiable by personal retina scanning.

In one scene that is designed, for plot reasons, to illustrate how
readily the outlawed Cruise can be identified by his eyeballs, the
actor strides rapidly though a shopping mall, where he is incessantly
bombarded by personalized messages spoken by loudspeakers fitted
into advertising hoardings he passes. These messages offer him all
sorts of products tailored to his precise needs. The relentless
bombardment of the messages suggests by implication that in the
year 2054, the idea that someone might voluntarily want to be loyal
to a particular supplier is a nonsense.

What about the situation now, in the first decade of the twenty-first
century rather than the sixth?

While we must be careful in making observations about which
received wisdoms dominate in the business world—for prevailing atti-
tudes in the business world are notoriously difficult to pin down—few
would deny that more and more organizations are despairing of being
able to win loyalty from customers. The rapidly increasing use of
remote service dispensed by contact centers, the ever more important
role of the Internet in commerce (in which disloyalty is supposed to
be only the click of a mouse away), plus the general sense that our
fast-moving, highly mobile society does not encourage a climate of
loyalty, all conspire to support the notion that most likely customers
want to be disloyal.

But we very firmly believe that they don’t. The truth of the
matter, we believe, is that people want to belong nowadays more
than they ever have, especially because the plethora of choice facing
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customers today can, as we saw in the previous chapter, be highly
stressful. People want to belong: to their loved ones, to their
friends, to familiar communities (witness the enormous popularity
of soap operas featuring fictional tight-knit communities). Above
all, as far as this book is concerned, we believe people want to
belong to the community of customers of organizations they know,
trust, and like.

It is possible to witness a real-life example of how the product focus
dominates in the fermenting pressure of developing economic systems
without the need for a time machine. Simply look to the East. The
burgeoning economic growth in China offers some interesting paral-
lels. Certainly the retail banking industry in China is in its infancy
compared with that in Britain and the United States. Yet China has
been changing fast. Previously under socialism, there was only one
bank (the “People’s Bank,” inevitably). There is now a market
economy with four large banks. In the beginning, each bank had a dif-
ferent business speciality, but now they all cover everything, so there
is genuine competition between them, and smaller banks are entering
the market too. So the question how to keep customers is arising. But,
unlike in Britain and the West generally, this question has only just
arisen and the main focus is for the time being on getting products
right—“offering the right competitive products in the long term.”

In the past, the private sector could hardly borrow from the banks,
so firms all looked after their own finances, but now such borrowing
has started. Given how much is still to be privatized, the challenge for
Chinese banks is to get lending rights to the companies that are about
to join the private sector.

Also, ten years ago there were hardly any personal loans or mort-
gages, but they are just starting now, and Bank of China offers
them. They are set to grow considerably. In terms of social trends
however, the Chinese aren’t used to borrowing: only 5 percent have
current accounts, and very few have credit cards—everything is
cash. So the potential for growth is obvious. But the Chinese do
save—45 percent of their income, on average, as opposed to 4
percent in the UK. The insurance market is just starting to develop.

Yet customer loyalty, even in this massive market, must include the
service as well as the product ethic. Since 1992 the ten-times winner
ot Euromoney magazine’s Best Bank in China award has been the
Bank of China. The bank has also been included in the Fortune
Global 500 for 13 consecutive years. Significantly, as Mr Li of the
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Bank of China points out, “as well as attracting new clients, the Bank
has to serve its existing customers too, as this is clearly the best way
of marketing.”

Further evidence supporting this point is that in many industrial and
commercial sectors, there is a clear correlation between the level of
loyalty an organization manages to attain and its profitability. James
Dyson’s revolutionary bagless vacuum cleaner, for example, has made
him a billionaire and won millions of customers around the world who
are fiercely loyal to the product which comes bundled up with so much
service that it is not unreasonable to describe it as a service brand. The
late Sidney de Haan’s organization Saga—which started out as a holi-
day company and then diversified very successfully into financial
services—is a superb example of an organization that has consistently
and regularly won an abundance of loyalty from its customers.

To conclude; there really seems little doubt at all that customers
want to be loyal. The message to organizations must be: accept this
point and integrate it intimately into the fabric of your business
strategy, and see your sales and profits climb.

The crucial importance of the lifetime value of a customer

The lifetime value of a loyal customer (the value of a loyal customer
to an organization during the customer’s economically active life) can
be enormous. Researchers at Harvard Business School have estimated
that the lifetime revenue stream from a loyal pizza eater can be $8000,
a car purchaser US$332 000, and a purchaser of commercial aircraft
literally billions.

The problem, though, is that most businesses find it very difficult
to think in terms of financial consequences of a customer relation-
ship beyond the current deal, or perhaps the current budget period.
A piece of equipment, a product development, or a brand may have
long-term value, but customer relationships exist only in the
present. The startling fact is that loyal customers actually become
more valuable over time.

All of us know that attracting new customers costs. Indeed for
many businesses, the profits gained from the initial deal or even
during the first year may not defray the costs of gaining the
customer in the first place. Real value only starts to develop when
the customer is able to purchase a variety of products or services
from you and savings are gained through aligning processes and
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preferred supplier relationships. So if the customer is loyal, and is
retained because the quality of your service inspires the customer to
remain loyal to you, the customer should become increasingly prof-
itable, because it should be possible to reduce the cost of selling to
the customer and reduce to zero—after the first year—the cost of
acquiring the customer. In the meantime, the customer may well be
likely to spend more money with you every year.

TeleCheck International, a check acceptance company, calculated
the lifetime value of a customer by factoring in increased revenues
from its base product, declining per-unit service costs (from
customer and supplier learning effects), and increased sales from
purchases of a new product, and estimated profits from referrals by
a satisfied customer. Telecheck’s management estimated that a 20
percent annual increase in revenue from its base product could
produce a 33 percent annual increase in operating profit from the
customer relationship. The total five-year stream of operating
profit—£52 000—was used to justify £4 000 spent on acquiring the
customer in the first year.

More about the commercial benefits of offering customer
loyalty

Today’s business world is full of examples of organizations that pro-
vide merely middling or poor levels of customer service, but which
still continue in business and even to thrive. This being so, what pre-
cise link can identify between customer loyalty and the commercial
benefits accruing to the organization that wins it?

It’s true that many organizations do indeed find that they can
keep on ticking over and making a reasonable profit by delivering
only an ordinary level of customer service and winning ordinary
levels of customer loyalty. Any organization operating in a large
retail market such as the United Kingdom and United States is likely
to find that many customers come to it as a consequence of the
sheer fact that there are so many customers out there who will be
looking for what the organization can offer.

But winning customers in this way can hardly be satisfactory for an
organization that wants to maximize its profitability and success
during difficult competitive times. Delivering a mediocre or only
ordinary level of customer service cannot, logically, be the best way to
do business. Indeed, one might reasonably ask why any organization
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deserves to be in business at all, if delivering a mediocre or only
ordinary level of service is the best it can do.

Besides, there is the clearest evidence that, in fact, organizations
that do set out on a crusade to offer great rather than merely good
customer service can expect to win major commercial advantages.

Let’s start by looking at the cost argument.

Great customer service and cost

Does offering great customer service really make sense from a cost
perspective? There has often been a perception on the part of organi-
zations that the cost of delivering great customer service cannot really
be justified; that great customer service and profitability are, in effect,
mutually exclusive.

True, few organizations would deny the strategic benefits of making
every effort to maximize the quality of customer service.
Organizations accept that these benefits would typically include
increased customer retention and much better staff motivation—
resulting in improved retention of quality staff. But are there also
likely to be clear cost benefits for an organization in putting a major
emphasis on improving its customer service?

Strangely enough, attempts to analyze the cost advantages to an
organization of improving the quality of its customer service are sur-
prisingly thin on the ground. New research and field work we have
carried out at Cape Consulting suggests that the cost benefit issue
relating to customer service should ideally be considered from three
perspectives. Taken together, and with illustrative examples, they add
up to a reliable and solid justification that investing in improving the
quality of service offered to customers is not only the most potent of
strategic initiatives, but also has the clearest possible cost justification
attached to it.

Cutting the costs of poor service

First, let’s look at the cost benefits likely to be gained from cutting the
costs of poor service.

Every organization which is in business will incur costs associated
with providing service to its customers. In many industries these
customer-servicing costs are a substantial proportion of total costs.

What is true of customer service generally is particularly true of
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customer service as delivered through contact centers. These were
introduced to save money, but are in reality still a major cost,
especially for large organizations.

In practice, there is clear evidence to indicate that about 10
percent of the time in business-to-business markets—and at least 20
percent of the time in consumer markets—customers who deal with
a call center still wind up with a query, a concern, or an unmet need
after their first interaction with the contact center, which will
prompt them to contact the center again. These instances of
renewed contact in practice cost organizations running contact
centers substantial sums. The instances of renewed contact are often
known within the customer service arena as “failure demand.”

Research has also shown that even after a second attempt at resolu-
tion, about 5 percent of the group of consumers who felt they needed
the second attempt at resolution may, in fact, still need further help to
get their needs addressed. This costly, and all too common, scenario
is known as “escalation.”

One of the paradoxes of the contact center industry is therefore that
contact centers actually create additional work that is only necessary
because the inherent nature of a contact center can create a need for
additional interaction with customers. It is a curious example in busi-
ness of a powerful resource creating additional work that might not
otherwise have been necessary.

The fact that the problem of failure demand is especially acute in the
consumer industry is really a momentous revelation, and one that orga-
nizations would be irresponsible to ignore, especially since all the
evidence available suggests that failure demand is an equally serious
problem across all consumer sectors.

It follows that a contact center must, as far as possible, take every
step to maximize the likelihood that customers will be happy with the
first contact (or one might even call it the “primary contact”) they
have with the center.

Ensuring that contact center agents know the correct behaviors
on their part that will maximize the likelihood that the query will be
handled correctly first time round, and ensuring that agents know
how to put these behaviors into practice are absolutely essential if
wasted costs are to be avoided. Again, this brings us to the notion
of the loyalty-building experiences (LBEs) that are such an integral
part of delivering top levels of customer loyalty, and are discussed in
detail elsewhere in this book.
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One of our clients recently drew the conclusion that for every one
percent of improvement in the quality of the customer service experi-
ence, at least four percent of servicing costs could be saved. In any
customer service operation involving large numbers of customers
being looked after every day by a contact center, the potential cost
savings of “getting it right” can be enormous.

An additional crucial point that needs making here is that cost-sav-
ings achieved by organizations, working with their contact center
agents to modify and improve the behaviors these agents display to
customers, do not need to involve any capital costs. However, this
idyllic state of being will in practice only be achieved if loyalty-
building experiences are in place and are being pursued seriously by
contact center agents. The following worked example shows precise
details of cost savings achievable by improving the quality of service
provided in contact centers.

Quantifying the potential savings can engage management and gal-
vanize action as it represents the direct link between investment in
service excellence and the bottom line. By improving the customer’s
first contact, an organization can avoid the costs associated with esca-
lation—as well as knowing that loyalty and retention are also being
positively impacted.

Worked example 1

More and more organizations are relying on call centers to provide
the “customer service” function. This simple example shows how a
reduction in repeat calls (failure demand) can not only improve
customer feeling toward the organization but also save the company
money. This is in fact a real-life example of a call center with which
we recently worked. The same principles will tend to apply in any
customer interaction.

This worked example is based on the case of a 250-seat call center
taking 200 000 inbound calls per month. This example assumes that
the call center achieves a first-time resolution in 70 percent of calls.
Second-time resolution is achieved in 25 percent of calls, and the
remaining 5 percent of interactions entail three or more contacts.

Although these figures may not be accurate in your organization
they help illustrate the point. The figures are certainly realistic. Why?
Because when customers have to make more than one phone call to
achieve resolution of an issue, the following all increase:
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the time taken by the call center agent to read customer details
the time taken to resolve the query
the time taken to reassure the customer that he or she will be
satisfied this time

e the escalation to supervisor/manager level and complaints
handling.

Now let’s look at some sample arithmetic of the figures in this example:

Number of inbound calls per month = 200000
Cost of a service interaction at first call =£2

Cost of a service interaction at second call = £4

Cost of escalated contact (three or more contacts) = £10

Total cost of service in the call center:

70 percent of 200000 (140000) x £2 = £280000
25 percent of 200000 (50000)x £4 = £200000
5 percent of 200000 (10000) x £10 = £100000
Total monthly cost of service = £580000

Based on these figures, by reducing the number of customers having
to call twice to resolve a matter by just 5 percent, an organization
would create significant cost improvements, as follows:

75 percent of 200000 (150000) x £2 = £300000
20 percent of 200000 (40000) x £4 = £160000
5 percent of 200000 (10000) x £10 = £100000
Total monthly cost of service = £560000

This will lead to a saving of £20 000 per month in cost of contact
alone. In the longer term this will lead to dramatic savings from a
reduction in number of calls overall, a reduction in number of calls
escalating beyond two calls, and—generally—much less “fire-
fighting.” The result will therefore be more opportunities to sell, plus
engendering a more positive feeling towards the organization, and all
the good things that will bring.

Increased vevenues deviving from impressing customers

The second aspect of the cost benefit involves increasing revenues by
impressing customers.
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Other things being equal, customers want to show loyalty to an
organization. Quite apart from anything else, it is easier for a
customer to stick with one particular supplier once a suitable one
has been found. Organizations that are aware of this practical
element in customers’ behavior can benefit from giving customers
additional reasons to be loyal.

In practice, the evidence that making a successtul effort to impress
customers is likely to lead to the winning of additional revenue is
conclusive. Specifically, good service should result in:

o More repeat business: creating 20—40 percent lower selling costs.
e Longer customer retention: up to 50 percent longer.
o More referrals: creating 20—40 percent lower promotion costs.

Worked example 2
Let’s now look at the specific financial implications of the above fig-

ures. The figures we use here are likely to be typical of a medium-sized
contact center.

Number of transactions per month 200000
From a reliable sample, service incidences

which are judged as “satisfactory,” 70 percent
versus

those judged as “excellent,” and generating

recommendation 20 percent
Annual profits per customer £100

In this example, with 20 percent of the 200 000 contacts being
deemed worthy of recommendation, we are talking about 40 000
customers altogether who make recommendations. Modern
research into customer loyalty suggests that when people do recom-
mend a vendor, they are likely to recommend to up to a total of
eight other people.

Using these figures, we might expect that in the best-case
scenario, the 40 000 incidences worthy of recommendation do in
fact result in a total of 320000 actual recommendations. It is diffi-
cult to be dogmatic about the relationship between number of
recommendations and number of new customers won. However,
our experience at Cape Consulting leads us to believe that an
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average figure of one new customer being won for every 50
recommendations is reasonably workable and accurate.

Consequently, for the 320 000 recommendations here, we might
expect the organization to win 6400 new customers. Assuming that
annual profit is £100 per customer—which is a reasonable assumption
for a large consumer organization—this equates to a gain in profit of
£640000 annually.

Again, this improvement can be achieved without capital cost.

The impact on the brand

Third, it is essential to bear in mind that improved customer service
can have a major and long-lasting positive impact on the value of your
brand. Since we are talking here principally about customer loyalty
stemming from exceptionally good service, we are correspondingly
talking principally about service brands.

Since the 1980s there has been a dramatic increase in the extent to
which the economic significance of brands—both product brands and
service brands—has been recognized. Furthermore—and this point is
in our view rarely given the attention it deserves—more and more
product brands now contain strong elements of customer service.

In practice, many organizations have created brands that embody a
significant amount of service, yet the organizations do not pay any-
thing like as much attention as they should to the actual service
experience that goes along with these brands. The experiences that
customers have during their encounter with the company’s service
representative can significantly enhance or damage the brand.

In practice, there are significant challenges in translating a brand’s
values into a set of behaviors that can be delivered by the people who
work in customer-facing roles. A key component of success is getting
the service climate right. This service climate is created through the
visioning, leadership, and management of the environment where ser-
vice can thrive. To make the change to the service climate truly
effective and enduring, an organization must be brave enough to
challenge the way work has been done in the past.

We look in greater deal at the impact of improved customer service
on the commercial impact and value of the brand in the next chapter,
which focuses on customer loyalty and branding.

Overall, what lessons can we learn from everything above? Perhaps
the two most important lessons are:
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1. An organization must be careful to avoid implementing a perfor-
mance management system that disproportionately rewards staff
for their productivity as far as dealing with customers is concerned,
rather than their expertise and emotional devotion to giving their
customers a great experience.

2. The organization must develop ways to measure staff performance
by embodying measures of the quality of the experience the
member of staff gives to customers and the referrals generated by
the customers with whom that member of statf has interacted.

The cost avgument—a conclusion

In general, organizations have always tended to regard good
customer service as being “nice to have,” but have many times
suspected there to be a dichotomy between achieving good
customer service and achieving key financial goals. In other words,
many organizations have in the past regarded the delivery of good
customer service as being a luxury they could not necessarily afford:
they have believed that first-rate customer service and profitability
may be mutually exclusive.

Our work at Cape Consulting, however, indicates that this is not
at all the case. In fact, far from being mutually exclusive, top-notch
customer service and profitability go hand-in-hand. Above all, these
figures indicate that it is much more sensible to regard great
customer service less as a cost than as an investment, and one likely
to give a faster—and greater—payback than many organizations
might have expected.

Delivering on the customer service promise

So the cost argument in favor of offering great customer service reigns
supreme. But there is unquestionably also a powerful, solid, strategic
sheer commercial reason in favor of an organization offering its
consumer customers great service.

When a business offers a brand to its customers it extends them a
promise that should be exciting, memorable—and, most importantly,
deliverable. Keep your promise, and you can have every expectation
your customers will be delighted to commit themselves to you for as
long as you continue to deliver.

The promise consists of the benefits the customers can expect the
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brand to bring them. The brand’s advertising and marketing will
enlarge on this promise, but the only dynamic that will delsver the
promise will be the customer’s real experience of the brand. Key fac-
tors will be the brand’s quality, consistency, and the value for money
customers perceive the brand as offering.

For many brands, the quality of the associated customer service will
play a major role in delivering the brand’s promise. In fast-moving
consumer goods (fmcg) markets the role of the customer service ele-
ment in the brand is hardly significant. A chocolate bar, for example,
does not come bundled up with any customer service, though a box
of washing powder might do, if there is a helpline number or a web-
site address on the box. But in complex service offerings—areas such
as financial services, hospitality, the motor industry, professional ser-
vices, and most areas of retail—the quality of the customer experience
is a vital element, indeed probably the decisive element of delivering
on the brand’s promise.

A crucially important question

The crucial question to ask yourself is: does the level of the
customer experience you offer play a significant role in winning you
competitive differentiation? If it does, then as a matter of sheer
logic and commonsense, you need to focus on taking every step to
maximize the quality of the customer experience you deliver with
your brand.

Many organizations, aware of the importance of customer service,
try to “up the ante” by launching specific initiatives focusing on
customer service. But experience suggests, and a knowledge of
human psychology tends to confirm, that such initiatives are not
likely to be effective.

By definition, initiatives are conceived as separate, self-contained
projects. Such projects tend to be vulnerable to indifference, inertia,
and to being discarded if trading conditions worsen. Also, your staft
may detect that the initiative is essentially a fad and not something
they need to take too seriously.

Even the idea of an organization having a customer service depart-
ment might imply that the organization thinks it can hive off the
responsibility for serving the customer to a specialized department in
the same way that it can delegate responsibility for functions such as
transport, catering, human resources, and so on. The organization
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might be tempted to believe it can solve its customer service challenge
by adopting this “silo” mentality and approach.

What really needs to happen is that all of the organization’s
departments must assess on a continuous basis how they impact on
the customer and if necessary they must put changes in place. What
must be avoided, above all, are conflicting priorities within depart-
ments which jeopardize the objective of consistently delivering
superb service.

By all means do let the customer service department manage the
customer service operations, but don’t allow yourself to fall into the
trap of thinking that all the responsibility for delivering a competi-
tively differentiated customer experience can be diverted to the
customer service department.

Why the holistic view is key

Instead, you need to take a much more holistic view, and strive to
ensure that everyone at the organization, and every functional depart-
ment, are all working together in unison to deliver the same caliber and
quality of service—in effect a seamless service—just like every drop of
wine in a bottle contributes to the overall experience of its flavor.

Adopting this approach to customer service is not just an altruistic
act on the part of the organization; there is a significant body of
research that shows conclusively a close correlation between “truly
impressed” customers and profitability.

Why merely “satisfying” customers is not enough

Note the use of the term “truly impressed.” All the evidence suggests
that organizations cannot confidently expect much commercial edge,
or indeed any at all, from customers they merely satisty. An organiza-
tion looking to win long-term loyalty and trust from a customer is in
an analogous position to a suitor wooing a prospective lover. Would
your highest romantic aspiration be to marry someone with whom
you are merely “satisfied”? Hardly. So why would you expect your
customers to feel differently when they consider whether to enter into
a “marriage” with an organization’s brand?

Chapter 6 of this book looks in more detail at the nature of this
need for customers to be truly impressed by the quality of service
being offered by an organization.
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The two crucial requivements

Today, there are two major dimensions to the challenge of deliv-
ering a customer service experience that consistently impresses and
so differentiates a business.

First, the organization’s board and senior management team need
to see the customer service experience as the core of an organization’s
being, and central to its business strategy, not merely as an “initiative”
or the responsibility of some specialized department. Directors and
senior managers must be “onboard” and “on-brand”: consistently
and awuthentically committed to implementing the organization’s cus-
tomer service strategy. They need to understand the implications of
that strategy at a holistic level, and to grasp its fit (or not) with other,
perhaps longer-standing, strategies and commitments.

Indeed, any organization that wishes to show that it is taking its
customer service really seriously should consider the ultimate test of
an organization’s commitment to its customers—and to the long-
term commercial benefits this commitment brings. This is that the
organization’s senior executives are ready to link their salaries and
bonuses to the positive impact their organization has on the
customers’ experience.

Second, organizations must have the imagination and sincerity to
view customer service principally from the perspective of the customer
and the customer’s needs rather than purely from the point of view of
the organization’s own requirements.

The danger of the “CRM” mentality

Proof that many—perhaps most—organizations often don’t approach
the customer with sincerity at all, and don’t view customer service
principally from the customer’s point of view, is seen in the popularity
of Customer Relationship Management (CRM) systems. In many
cases, calling the system a Customer Relationship Management
system at all is intellectually a trifle dishonest, because these systems
tend to be programed not to deliver a relationship to the customer but
to maximize the opportunity to se// to them.

Whatever CRM systems designers claim, technology alone cannot
deliver sincerity, authenticity, and genuine respect to customers. Only
people can do that. Worst of all, too many CRM systems are delivered
as essentially stand-alone technological solutions that aren’t intimately
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integrated with the organization’s customer service strategy and its
people strategy. CRM solutions are hardly ever deployed holistically.
They are, in most cases, simply a technological initiative.

The right approach to managing customer-facing staff

One extremely potent practical measure an organization can take to
effecting a radical improvement in its customer services is to introduce
“customer-facing” teams trained to deal with, as far as possible, all
customer requests. Organizations might baulk at the investment and
training necessary to achieve this objective, but in practice the
increased customer loyalty, and a reduction in the volume of queries
arising from customers who do not feel their needs were properly
dealt with first time round, are likely to justify it abundantly.

Other practical steps that really work

What other specific practical steps should organizations take to ensure
that they have the best chance of effecting the radical improvement in
their approach to customer service that is required, and putting it into
practice?

Experience suggests that the following steps are the most important:

1. Analyze where your organization is zow in terms of excellence in
delivering customer service, and where it wants to be. In partic-
ular, look hard at what you think you are doing in terms of
generating—again in an authentic and sincere way—the right
feelings in customers, so that you can truly impress them.

2. Directors and senior managers need to start working together,
now, with a concerted purpose, to focus the whole organization
on making the customer experience central to what the organiza-
tion does. This activity should above all be directed at
understanding the implications for the organization of offering
the caliber of customer service it wants to offer. The organization
may need to restructure so that it can present itself as customer-
centric. The “silo” mentality, where the organization sees
customer service as simply something handled by a specialist
department that operates in splendid strategic isolation, must be
avoided at all costs.

3. Think hard about, and focus intensely on, what have been
described as “moments of truth.” These are the particularly
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important touchpoints between your customers and your organi-
zation where good service is likely to make an especially strong
positive impact on your customers, and conversely where bad ser-
vice is likely to have an especially destructive or negative effect on
the relationship.

Not only should you take every step to ensure that “moments
of truth” touchpoints offer your customers really positive experi-
ences, but you need to ensure that the quality of the experience is
consistent across a/l touchpoints. A great experience the customer
received in, say, a bank branch will be completely squandered if
the following day the same customer has a negative experience
when talking to one of your call center staff. And don’t forget that
it is unfortunately the case that people tend to remember bad
experiences longer than good ones. (Seven times longer,
according to recent research.)

4. Atasimple, elemental level: make sure you have staffin place who
genuinely care about customers. The giant food retail chain Asda
has a saying, “recruit for attitude, train for skills.” You should in
fact recruit, assess, and reward staff as much on their devotion to
customers as on factors such as the sales they generate and their
productivity.

5. Take what steps are necessary to give all appropriate people at
your organization the tools to measure the beneficial effects of
adopting a comprehensive, organization-wide focus on cus-
tomers. This may require you to develop tools for measuring, in a
balanced way, the different impact various departments have on
the customer relationship.

6. Remember you are ultimately seeking to win commercial benefits
and financial pay-offs from your efforts to offer customers an
authentic experience which truly impresses them and encourages
them to trust your organization and so win their long-term loy-
alty. You are ultimately seeking to induce your customers to enter
with you into what can—not unreasonably—be described as a
commercial marriage. Success in achieving this aim is enormously
important nowadays, when winning a new customer is far more
difficult and expensive than retaining an existing one.

When you make a decisive, sincere and authentic effort to turn your

organization into a holistic, comprehensively focused entity that is
passionate about the quality of customer service it offers, you are
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reinventing—and rediscovering—precisely why you are in business
in the first place.

Ideally, you want your customers to make a commercial marriage
with you, and for the honeymoon to last forever.

Great customer service in the business-to-business world

Talking of honeymoons, why do so few relationships between vendors
and customers in the business-to-business worlds remain mutually
delightful beyond the honeymoon period?

So far in this chapter we have been focusing on the potential effects
of offering great customer service to an organization that is mainly
doing business with consumers. But there is also an important argu-
ment to consider in relation to organizations that do business with
business-to-business customers.

In the world of business books such as this, the importance of the
business-to-business world is often de-emphasized, or even forgotten
entirely. But in fact the business-to-business side of economies is of
course of massive importance. And in fact there are important points
to make about the great potential significance of customer service to
business-to-business organizations.

In practice, reliable industry research suggests that the way to win
and retain business-to-business (B2B) customers in today’s highly
competitive marketplaces is to give them quality service delivered with
passion rather than focus excessively on price.

Other research suggests that B2B organizations can regularly expect
to win as much as 50 percent more business from existing customers
if they devote themselves to understanding what these customers
really want.

Organizations that sell to consumers spend millions of pounds
every year finding out what consumers think of their products and
services and identifying what will motivate consumers to buy more.
B2B organizations, on the other hand, rarely take as much trouble to
find out what their customers think of them, even though B2B con-
tracts are often enormously valuable. It seems that B2B suppliers
often believe they have an innate and reliable knowledge of what their
customers think of them. The evidence, however, suggests that in
many cases they don’t.

Recent research published by TARP—a consultancy that special-
izes in measuring customer satisfaction—reveals that regardless of
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the contract size, around 25 percent of B2B customers in the
United Kingdom say they would not complain to their supplier
about poor service.

This finding is confirmed by our own research at Cape Consulting.
Most business customers we have interviewed say that while they will
discuss operational failures with suppliers, they are less comfortable
giving feedback about relationship management.

The need to maintain a working relationship prevents them revealing
the true strength of their feelings. There is, therefore, a serious danger
that the first time a B2B supplier knows that a particular customer is
unhappy is after the customer has gone to a competitor.

The “80 percent of business from 20 pevcent of customers” rule

It’s an established fact that in a typical B2B organization, about 80
percent of business comes from about 20 percent of customers. This
being so, a B2B supplier runs the risk of losing significant turnover if
one of its major customers decides to move to a competitor. So there
should be no debate—you should invest time in understanding
exactly why your major customers buy from you and what you can do
further to satisty them.

Cape Consulting set out to investigate B2B organizations’ views on
their suppliers. The key finding—that B2B suppliers can increase their
revenue from a customer by as much as 50 percent—stems from that
research.

All the senior executives we interviewed said that suppliers who
delivered what they promised and managed relationships eftectively
could win “significant” new business from their organization. Only a
tew valued that additional opportunity at less than 25 percent of what
they were currently spending. Our research also found that far from
awarding contracts just on price, most organizations are willing to pay
a price premium to keep on working with B2B suppliers whom they
perceive as really caring about their business.

When a B2B supplier loses a major customer, it frequently makes
excuses about the reasons, often persuading itself that the account was
only lost because a competitor offered a better financial deal.

Any organization that is tempted to make this assumption should
perhaps consider asking itself whether 7# ever moves vital contracts,
supplied by excellent organizations with which it has strong, long-
term, mutually beneficial relationships, only on price. Few

89



Customer loyalty

organizations can genuinely answer in the affirmative to this. This
being so, it is worth the organization asking itselt why its customers
might do this.

One senior executive of a major UK insurer, discussing this point
with us soon after ending a relationship with a major supplier, said:

Our supplier will have told themselves they lost the deal on grounds of
price, but in fuct they made no effort to develop relationships around
the company. They started out with all the advantages of brand,
product vange and being the incumbent relationship. If they had
lived up to their oviginal promise we would have happily paid a bit
more—1but for the sub-standard service we received we might as well
save some money and take a risk on someone new.

How to prevent a business-to-business velationship from going stale

So often it seems that a supplier/customer relationship that starts out
with great enthusiasm on both sides simply goes stale. Why does this
happen?

Perhaps it is because most people tend to find new relationships and
new situations more exciting than existing or “old” ones. The chal-
lenge of winning business, the satisfaction of beating competitors is
undoubtedly good for the ego. No wonder we pay great attention to
making the sale and getting the relationship off the ground.

Whether or not you agree, there’s no doubt that a huge amount of
time, effort, and personal pride goes into winning a big contract.
Suppliers present their best features, like eager suitors on a date. They
make commitments about delivery, put their best people on the project,
and make it clear they see the deal as a partnership.

Once the contract is won, the customer is pleased to have found
the right people for the job; the supplier heaves a sigh of relief and
top-team attention turns to where the next big contract is coming
from. As the marketing director of one of the country’s best known
charities told us:

1t’s like o marviage. When they want your business they flirt with
you, they offer ideas and excitement, we veally believe we are going
places together, but once they’ve won, all the spavkle and enthusiasm
wanes and we are left wondering whether we chose the right partner
after all.
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The difficulty for most suppliers is that delivering what has been
promised demands a different mindset from the heady “romantic”
phase of the actual winning of the business, just as a successful long-
term marriage demands a different mindset from the early days of
dating and courtship.

What the new customer really wants is to feel that it is getting access
at all times to the same caliber of people who sold it the service:
people who really want to understand the customer’s business and can
spot opportunities to grow it, people who can bring new ideas to the
table—in short people who can add value. And that’s how opportu-
nities arise for the supplier to win more business from the customer.

For a supplier, finding out what matters most to its most important
business customers is not an add-on; it should be something a sup-
plier does as a matter of course. At Cape Consulting we have found
that even the most senior people in a customer organization will will-
ingly give their time to providing feedback if they think it will improve
existing relationships and ultimately help them grow their business.
Customers genuinely like being asked. Individuals stake their own
reputation on the deals they do with you. They need you to deliver;
they want the relationship to work.

So what positive steps can you take to develop lasting relationships
that will create business opportunities for you and your customers?

o Never forget—yon arve the supplier: “They treat me as though I
have a dotted-line responsibility to send them money,” a man-
aging director of a financial services company told us recently,
explaining why he had decided to put out to tender a sizeable
contract that he would have in principle been happy to keep with
the incumbent. Corporate arrogance is one of the biggest failings
to which suppliers are prone. Big-brand suppliers too often forget
that they are just that: suppliers. The value of the contract may be
high, but that doesn’t automatically turn the supplier relationship
into a partnership. Imposing your processes on your customers,
changing the account team without telling them, withdrawing
agreed services with no negotiation, canceling meetings at short
or no notice are all examples of common ways in which suppliers
disappoint customers and ultimately let them down.

o Make sure your customers feel valued: Remember they bought from
you because they liked what you had to offer. They liked the people
they met, so make sure the top teams stay in touch. Block out time
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in your diary, sit down, and make contact. You may be the most
important person in your company—but you are not more impor-
tant than your customers. There may be occasions when internal
issues or other meetings seem more pressing, but keep cancellations
to the minimum. Follow up problems personally and make it clear
to everyone in your company that existing customers are your best
opportunity for business growth. By the way, don’t make the
mistake of thinking (as many suppliers do) that corporate hospital-
ity is a substitute for a business meeting where the nitty-gritty
aspects of your relationship with your customer get attended to and
the customer’s problems solved. Corporate hospitality is one thing;
business meetings something else.

Deliver what you promised and keep on delivering it: B2B relation-
ships are normally based around service agreements so there’s
really no excuse for failing to deliver the standard you committed
to. If operational problems crop up, don’t keep quiet and hope
your customers won’t notice, inform them in good time—then
they have a chance to manage the impact of the problem on their
reputation and business.

Get to know your customer’s people: Even though your B2B rela-
tionship may be focused around only a small number of people at
your customer’s organization, get to know as many people there
as you can. There may be other business opportunities around, so
ask for introductions. Take the time to meet front-line people,
very often they have the best ideas about how service can be
improved and you will demonstrate you genuinely want to know
how the business works.

Make sure your customers ave “the first to know” Any change in
your organization that is going to affect your customers needs to
be communicated before the grapevine gets to work. Customers
feel valued if you make sure they are kept informed. Remember
also that a common complaint from B2B customers is that the
people who look after their account change too frequently. Make
sure there’s a range of contacts in place, so that one or two people
moving won’t have so much impact. Think through the effect of
organizational changes, and if you are convinced the changes will
be positive, sell the benefits.

Continue to flirt with your customers both new and old: The secret of
keeping your customers happy is to continue paying them attention.
“Flirt” with them in a business sense. Don’t just concentrate on the
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day-to-day; make time for “blue sky” conversations; you never
know where they might lead. Really get to know your customers’
business, find out what they want to achieve, identify where you can
help—and say what more you can do. If they don’t know what
more you have to offer they may start looking around for other
suppliers of services you could have supplied.

Take the trouble and time to vesearch how your customers think of
you: It’s an unfortunate truth that in a B2B situation the way
you are treating one customer is likely to be the way you are
treating all of them. So find out what your customers think of
your organization and the way it does business.

Never leave o vacunm: If you are not a full partner in the rela-
tionship, someone else will step in and fill the gap. No matter how
long you have been working with a customer, be aware that your
competitors will be putting their top people in front of your cus-
tomer, they’ll be making creative proposals and promising an
exciting future together, in the same way you did when you really
wanted the business.

Don’t allow the honeymoon to end: If the relationship works well,
your customers won’t want to part with you, and they’ll invite you
do more work for them, not less. This is equally true whether you
are in a business-to-consumer or business-to-business sector.
Never let the honeymoon end: that really is the phrase that governs
the winning of customer loyalty, no matter where our time
machine has taken us.
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5 Customer loyalty and service
brands

The promise offered by the brand

We saw in the previous chapter that when an organization offers a
brand to its customers it is in effect extending a promise to them.
What is the nature of this promise? Nothing less than a pledge to
improve their lives in some significant way.

Ultimately all brands have certain emotional expectations bound up
with them relating to life improvements the customer will expect to
obtain from the brand. The expectation may or may not turn out to
be justified, but it will certainly be there.

A brand’s promise will typically relate to one or more of the fol-
lowing type of benefit the customer is likely to experience as a result
of choosing the brand in question. This list is not, however, exclusive:

financial (e.g. cost-savings or perceived value for money)
physical gratifications (e.g. taste, warmth, comfort)

e status (e.g. the customer feels more important, more knowledgeable,
or of a higher social class as a result of interacting with the brand)

e stimulation (e.g. the customer enjoys a particular artiste’s music,
or a particular movie, or generally feels more excited as a result of
interacting with the brand)

e peace of mind (e.g. a life insurance brand gives customers the
gratification of knowing that if they die suddenly their families will
be protected)
health benefits
sentimental associations (e.g. a mother buys the Marmite brand of
yeast extract to put on toast for her children because she used to
have it on toast herself when she was a child).

Product brands

The word “brand” derives from an old Germanic word meaning
“burnt.” Originally a brand was simply a burning or charred log or
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stick. Later—by the mid-seventeenth century—it came to mean a
mark of ownership that was placed (branded) on cattle, horses, and
other domesticated animals.

By the early nineteenth century, the word “brand” had also come to
mean a particular make or kind of goods that would usually bear a
trademark. The obvious purpose of this kind of brand was to distinguish
one particular commercial oftering from another. The brand was a type
of badge showing in effect the originator of the product in question.

Gradually, as the notion of the brand evolved and gathered popu-
larity, it came to be associated with a particular set of benefits. As we
have seen, brands became extremely important in nineteenth-century
commerce, because they allowed one particular offering to be distin-
guished from another. In particular they provided a simple
commercial mechanism for suppliers who were prepared to invest a
great deal in the quality of their branded product.

Product brands are in a highly enviable position as far as customer
loyalty is concerned. As product brands are, by definition, tangible
objects, how they are perceived by consumers is totally within the control
of the supplying organization. The discipline of marketing was developed
against this product-based scenario: where the marketing department is
responsible for understanding customers’ expectations and for managing
the delivery of the company’s offer to its customers. In effect, the rela-
tionship a company has with its customers is marketing-led and is
governed by the “4 Ps of marketing”, namely:

product specification
price

place (or distribution)
promotion.

By varying one or more of these variables, a company can successfully
position its product brand to deliver its promise to customers. And,
because the financial rewards of successful brands can be so enor-
mous, organizations devote a significant amount of energy and effort
to tightly controlling and managing this marketing-led relationship.

Product brands can be sampled and quality controlled—the charac-
teristics of each bottle of Coke, packet of Persil, or tube of Colgate
should be exactly as designed. A product can be picked oft the pro-
duction line and tested. If it isn’t as it should be, production can be
halted until it is.
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Service brands

A service brand is a brand where the customer benefit is essentially
inseparable from the service associated with the brand. While product
brands are tangible, visible things, service brands are intangible and
invisible. Nonetheless, they very much exist.

People /zke brands. Product brands may be likeable for all sorts of
reasons. Service brands are also likeable, sometimes for more
profound or more emotional reasons.

One reason why we like service brands is that just as with prod-
uct brands, they are likely to give us a sense of familiarity, of belong-
ing, a sense of community in a world that can feel like a lonely place
to be.

Try this experiment: the next time you are in the center of the town
you live in, visit a branch of a bank that is not your own bank branch
and spend a few minutes there. Your “mental map” of your town
center will change slightly, or even significantly; even the aspect of the
High Street from inside the unfamiliar branch will look different. You
will feel different. You are no longer quite on home territory.

Service brands, in contrast to product brands, cannot be sampled
and quality controlled in the same way because they are intangible.
Their characteristics cannot be encapsulated simply by product spec-
ification, price, place, and promotion because there is an experien-
tial element to service brands. Product specifications in service
businesses, such as the components of insurance policies or savings
accounts can be copied overnight; prices can be matched; and distri-
bution and promotions of service features are, at best, short-lived
differentiators.

Nor can service brands be promoted independently of the organiza-
tion supplying them. Customers simply cannot separate what they feel
about the organization from what they feel about its (intangible) prod-
ucts. Indeed, customers would not relate to terms such as the “long-
haul product” or the “fixed-term product,” to use the kind of phrases
employed within the marketing departments of an airline or a bank,
respectively. Customers understand the experience of flying or of bank-
ing with a particular organization—and, form a view of the organiza-
tion based on their current and past experience of the company and its
competitors, on word of mouth, as well as on the promise as promoted
through the organization’s marketing.

The challenge of differentiating service brands is far more complex
than differentiating product brands as is illustrated by Figure 2.
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Company

enables the promise sets the promise

Staff Customer

delivers the promise

Figure 2 The service triangle

While a (service) company still sets a promise to its customers
through its marketing proposition—the four Ps—down the right-
hand side of the triangle, the delivery of that promise happens when
the customer interacts with customer-facing statf (the base of the tri-
angle). Indeed, customers don’t know what they are going to get
until they themselves are involved—the customer is using the service
as it is being produced. When a customer approaches a cashier in a
bank the nature of the service delivered (the delivery of the promise)
depends totally on the skills, attitude, and behavior of the employee,
plus the systems and processes that support them. Further, the cus-
tomer him or herself shapes the experience—he or she is part of the
final production process.

In service businesses, what dominates customers’ views of the com-
pany are the interactions they have with front-line staff. Indeed, our
rescarch over the last ten years has shown that between 70 percent or
80 percent of their view is conditioned by these interactions—the atti-
tude of the contact center agent; the helpfulness of the cashier or
booking clerk. The remaining 20 percent to 30 percent is related to
the traditional 4Ps of marketing. Yet, what percentage of most board-
room debates and budgetary considerations go to products and
marketing issues as opposed to ensuring the ability of front-line staft
in delivering impressive customer experiences?
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The dilemma for management in service organizations is that their
brand is dynamic—it is delivered at the customer interface, and even
it they do realize the value of their customer-facing staft, as many
today do, they cannot control the perceived value that their customers
have of their brand. It’s the way we feel about our experience rather
than any objective measure that makes the difference.

The service brand is in the hands of often hundreds or thousands of
statf who are delivering perhaps tens of thousands of relatively small
interactions. And it is at each and every one of these interactions that
customers are, often subconsciously, deciding what they feel about the
company and its brand. Of course, the price and cover of a travel
insurance policy play a part—but to the customer, travel insurance is
widely available and “all the same”—so the experience delivered by
the insurance company’s agent will be the deciding factor.

Let’s look at an example of a company competing in the emerg-
ing market of fitness and well-being, Holmes Place. Holmes Place is
an award winner for customer service in a crowded and competitive
marketplace. Over the last 15 years there has been a social trend
prompting an increasing desire for customers to improve their
fitness, figures, and physiques as well as use an increasing range of
beauty treatments—for both men and women. The market to meet
customers’ needs is—some would say—saturated.

But customer intentions are not always in line with their commit-
ment, and customer churn in this market is significant—two-thirds of
customers who join a gym don’t last the course. The challenge for
companies like Holmes Place is to retain their customers and increase
the range of value-added services the customers can consume.
Holmes Place has found that the best way to make this happen is to
ensure the gym feels like a club. Lesley Cotton, the Human Resources
director of Holmes Place, explains:

Customers do feel virtuous after visiting the gym and it’s the job of
all our staff to make sure customers feel really good about them-
selves. Our people can set us apart. The way we achieve this is by
focusing on service as a key differentiator of the experiences that
customers have at Holmes Place. The initial part is to make sure
our members feel really comfortable—and our people have a key
role in establishing the friendliness, the clubbable element. From
our fromnt desk receptionists (we call them service consultants) to
instructors to cleaners, everyone has a role in this. Plus increasing
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the feeling of being part of a club is something our people recognize
as incredibly important to success. It’s achieved by ensuring we
make our service experience visible to customers. Obviously we have
to start with our basic opevational standards and checks but we also
concentrate on the service expervience through ouwr GUEST
programme which focuses on how greetings and body language can
make customers feel connected to the club.

Sometimes the points at which a service brand is consumed, however,
will be such that no particular human interaction is taking place at all.
For example, a customer in a queue at a retail bank who spots a leaflet
advertising the retail bank’s new family travel insurance policy and
reads the leaflet while in the queue, is in a very real sense interacting
with this particular service brand. Of course, when the customer gets
home and makes a telephone enquiry about the family travel insur-
ance policy, a very different kind of interaction will take place, but
both types of interaction are, in their own way, significant.

In fact research at the direct bank First Direct—the UK’s most rec-
ommended bank—showed that customers can be impressed with a
service brand where personal service does not necessarily imply access
to service providers. Customers can “self serve” (see Chapter 9) most
successfully and as a preference, but still feel loyal to the service brand.
Matthew Higgins, the head of brand planning and communications,
describes it this way:

Our rvesearch shows that personal doesn’t necessavily mean you always
have to talk to a person. In fact our e-banking customers are more
satisfied even though they have less personal contact. But they know
with First Divect that they can get through to a person if they need to.
Ultimately they trust us not to leave them in the lurch.

For many companies, of course, the importance of their customer-
facing staff in the customer interaction is paramount and they invest
in their training and ongoing development. But what is so rarely fully
appreciated are the vitally important factors that enable—or not—staft
to deliver the promise, as represented by the left-hand side of the
service triangle (Figure 2). These factors that enable staft to deliver
the quality and value of the brand are:

e The climate of the organization—does it support and encourage
staff to deliver high quality experiences to customers?
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The morale and motivation of staff.

How people are managed—are they encouraged and developed to
believe that giving an impressive customer experience is vital to
their own and to the company’s success?

e Business measures—as always, what gets measured gets done. If
the customer experience is to be seen as truly important then it
must be a Key Performance Indicator for statf, for business units,
and for the organization as a whole, alongside other measures.

What this means, and is indicated by the Service Triangle, is that the
brand experience in service organizations must be seen as a company-
wide issue. In Heskett, Sasser, and Schlesinger’s 1997 bestseller The
Service Profit Chain, they make the point that although it is entirely
appropriate that organizations place a great deal of emphasis on the
challenge of producing successful service encounters, this could prove
an expensive distraction. Too much research, they argue, has focused
on the front line when it is the broader strategic decisions of which
the service experience is to some extent an outcome. It overlooks the
fact that effectiveness of front-line service must be the responsibility
of top management.

Hence the design and delivery of the brand cannot be the respon-
sibility of one or two parts of the organization—they must be looked
at holistically. This, again, adds a complexity that does not exist in
product-based organizations where marketing, sales, human resources
(HR), finance, and operations can all operate neatly in departmental
silos, each typically reporting to a senior executive. This “traditional”
organizational structure works fine when the focus of the business is
about delivering its products profitably to customers because the busi-
ness tasks can be subdivided into these functions and each can
succeed, more or less, independently of the others. One silo is respon-
sible for selling; another for manufacturing; a third for distribution,
and so on. And staff issues, as covered by HR, are purely internal in a
product-based business—they do not impact on the customer because
the staff do not, in the main, impact on the customer.

When translated to a service business, the traditional approach to
structuring the organization causes difficulties because the focus of
the business is about delivering intangible experiences—not tangible
products—profitably to customers, which requires many more depart-
ments or functions to work seamlessly together. However, we still see
service businesses where sales and after-sales (often, ironically, called
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“customer service”) are managed separately, with different objectives
and reporting to different senior executives. This can lead to practices
where sales stafft—driven by sales targets—rush customers off the
phone with little care for anything other than getting the deal.

Little surprise that when the after-sales staff pick up the contact,
the customer feels little allegiance to the company (and the brand)
and is disinclined to buy more or stay with the company, let alone
say that the experience would lead him or her to talk favorably about
the company. Similarly, most organizations with both a branch
network and contact centers manage the two functions separately.
What typically happens is that the branch network is managed for
maximizing sales, with staff encouraged to give customers time and
to build relationships; and the contact center is managed to mini-
mize costs, with staff discouraged from giving customers time! Thus
the organizational silos leads directly to the customer getting an
inconsistent brand experience.

As can be seen in the service triangle, the factors depicted by the
left-hand side of the triangle cut across many silos—not just these
customer-facing departments, as illustrated above. The HR policies
that determine staft performance, management, and reward
systems; the management information reported to the executive by
the finance department; these are, in effect, enablers of the success-
ful delivery of the brand. Everyone has a role, and if each person
does not recognize this and minimize the pitfalls of silos as created
by a traditional organizational structure, the experience for
customers will be sub-optimal.

In summary, all customer-facing functions, such as sales and
after-sales, need to be managed in a way that creates the desired
experience consistently for the desired customer types—irrespec-
tive of the point of contact. In addition, many other departments
that would not have seen their role as having an external, customer
impact—such as HR, training, even finance—need to recognize
the enabling effect their department has on the customer-facing
functions and align their own functions accordingly. This need for
greater synergy across departments is leading to the introduction,
often at a quite senior level, of appointments in many major service
businesses of “customer experience” executives who have the role
of breaking down the silos and endeavoring to get ditferent
departments to work together to enable customer-facing staff to
deliver the organization’s desired customer promise.
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The pressing need for clarity

If, as we argue, it is each and every interaction with each and every
customer that conveys the quality and value of the service brand,
it follows that customer-facing staft must be given total clarity
about how the organization wants the customer to feel and their
role in delivering this. Again, let’s refer to the experience of First
Direct:

The essence of our brand is Expect Respect—to and from customers.
We encourage our people to try to recognize the customer’s mood,
while staying professional. We don’t use the customer’s first name
but we do expect our people to be able to adjust their responses to
vary speed, empathy and pick up on a customer’s concerns. Our
style is not as “quirky” as some of the new players—there is still n
professional distance. We don’t use service scripts and never have
done—we want our people to have conversations with customers.
1t’s an adult-to-adult relationship though, not a parvent to child.

Furthermore, First Direct has defined which types of customers
value their proposition, so that the right experience is delivered to
the right people. The purpose is, after all, about delivering a service
to customers—profitably.

But of course not all consumers are the same and—depending upon
a range of factors such as how knowledgeable they believe themselves
to be about the service; how experienced they are at buying this type
of service, and so on—they require a different mindset from the
member of statf with whom they are dealing.

For customer-facing staff this is, to a point, common sense and
something they naturally adapt to—but only to a point. They can
tell if the customer wants to chat or simply get things done and
move on; whether the customer wants a lot of detailed information
or not. However, the temptation of marketing departments is to do
market research and produce a sophisticated segmentation analysis
defining many complex buying behaviors of their customers and
hope that customer-facing departments can adopt these definitions
and improve their performance.

One organization has developed 125 customer segments which
may help with their direct marketing activity but, not surprisingly,
such a sophisticated analysis cannot be used by those dealing
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directly with customers because it cannot be “operationalized,”
however accurate it may be.

At the point of delivery, staft can recognize and adopt different
behavioral techniques with perhaps up to six different customer types;
no more. To get staff to embrace this concept, target customers
should be easy to identify, and not shrouded in tricky names. They
should be simple enough for everyone in the organization to under-
stand and relate to. Targets might be “teenagers” or “first-time
buyers” for example, where everyone can picture a teenager, or iden-
tify a first-time buyer with one simple question. The more
recognizable the target market segments, the more likely the organi-
zation can understand the vision and effectively deliver the right
experience to the right customers.

There is, after all, little commercial sense in selling to customers
who could have been predicted to be “butterflies.” A bland vision
statement is not enough, staff need:

e an inspiring rallying call that tells them just how important their
interactions with customers are to the business

e to know which customers the company is aiming to win and keep
to understand what an excellent experience would feel like for the
customer

e the skills and behaviors to deliver this experience, each and every
time they interact with the customer

e to be managed and motivated in a way that reinforces the
importance of delivering this experience, each and every day.

As we have described, customers of service organizations may inter-
act with many individuals within a company across their “lifetime”
of being a customer, and at each interaction they are making a judg-
ment about the quality and value of the company and its brand.
Whilst these interactions may be infrequent, they may well be
happening over some considerable time and potentially across a
number of different channels—in branches, over the telephone, by
mail, or the Internet.

The concept of “moments of truth” introduced by Jan Carlson of
the airline SAS over 20 years ago is still relevant today. Customers
do not logically evaluate the experience at these touchpoints against
some mental checklist, it is all about how they feel. Companies need
to understand where it matters to the customer, where the key
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touchpoints are, and design the experience—irrespective of the
channel—to convey the quality and value of the brand.

When a customer deals initially with a branch of, say, a mortgage
provider, the detailed discussion he or she has with the advisor
should—if handled well—leave the customer feeling impressed
with the experience and hence with the organization itself. If, as
so often happens, the customer subsequently has cause to phone
the organization, his or her expectations of the person they are
going to deal with are high. The opportunity to, in some way, let
the customer down is far greater than if there had been no other
point of contact. As customers we see the organization as one
entity and expect a seamless experience—the complexities of differ-
ent channels, under different management structures, are not our
concern.

By ensuring staff understand what an excellent experience would
feel like for the customer and that they can articulate their own role
in delivering it gives them clarity of their role and sets boundaries.
Many organizations talk of the need to empower staff—indeed, an
excellent experience cannot be delivered without empowering and
encouraging staff to take personal responsibility. But staft will not
change their behavior simply because they are told “Customer satis-
faction is our number one priority,” or, worse still, “The customer is
king.” They need to know what they can do for the customer and
what they cannot do. They need clarity, guidance boundaries.

If a customer calls a contact center about a non-standard insurance
risk; or to ask for a charge on his or her bank account to be reversed,
or to change the payments on his or her mortgage, does the agent
have the authority to handle it? Or does he or she have to elevate the
customer to a more senior person? Either can be effective for the cus-
tomer—as long as the agent has clarity and knows the boundaries.
What all too often happens is the agent believes he or she cannot
answer the point, cannot find someone who can, and makes an insin-
cere promise that something will happen or someone will call the
customer back.

If a customer calls First Direct to say that he or she has been
charged for going overdrawn and that it is the first time it has hap-
pened, the agent has information to be able to see ifit really is the first
time; has authority to reverse the charge if so, or knows to tell the cus-
tomer that it has happened before, so the charge stands. The agent
has clarity and understands the boundaries.
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Service brands and customer loyalty

The customer loyalty issue facing organizations supplying service
brands is so complex that it deserves to have a book written about it.
In fact, there have been several books written on this subject, and of
course you are reading one of them.

The basic reason why the customer loyalty issue relating to service
brands is so complex is that—almost by definition—service brands are
not one-off experiences, as product brands tend to be. Instead, ser-
vice brands will be judged on an essentially ongoing basis at the many
points of interaction between the service brand and the customer.
And there’s the rub.

Service brands are especially challenging to management because
service experiences are continually evaluated. Human experiences
cannot be evaluated objectively in absolute terms as “good or bad.”
Instead we judge them against other factors.

As customers, when we consider whether we like a meal, a holiday,
a haircut, the quality of advice we’re given, inevitably we are making
a comparison. Social scientist Alex Michalos in his discussion of the
perceived quality of experience argues that people establish standards
based on the assessment of three gaps:

the gap between what one has and what one wants
the gap between what one has and things others like oneself has,
and

e the gap between what one has and the best one has had in the
past.

The third gap—that between what one has and the best one has had
in the past—creates a particular challenge for service businesses; and
is especially important because the comparisons influence our
decisions about what we’ll do in the future.

It is the result of a key characteristic of human nature—our capacity
to adapt and to adapt quickly. Simply put, we get used to things and
then we start to take them for granted. To psychologists it’s known as
“hedonic adaptation.” (“Hedonic” is a term used in psychology to
convey the idea of pertaining to pleasure.)

An interesting example of hedonic adaptation was a survey in which
respondents were asked to rate their happiness on a five-point scale.
Some of the respondents had won between $50000 and $1 million on
lotteries. Other respondents had become paraplegic or quadriplegic as

105



Customer loyalty

aresult of accidents. Not surprisingly, lottery winners were happier than
those who had been paralyzed. What was surprising though was that
lottery winners were no happier than people in general, and accident
victims, while somewhat less happy than people in general, still judged
themselves to be happy.

What happens in hedonic adaptation is explained by two reasons.
First, people just get used to things. Second, new experiences (good
or bad) set new standards against which experiences are judged.

There is good and bad news in this for service business problems
caused by our human ability to adapt. The bad news is that because
of adaptation, what we used to think of as impressive—access to 24-
hour banking for example—becomes a new norm. An organization
can only hope to sustain the brand if it can consistently meet exacting
standards. This means working very hard and having to operate all the
time at the very wavefront of superb service.

The good news is that when your customers have adapted to your
organization’s high standards of service, and if you can succeed in
truly impressing them, they will be less tempted to risk a potential dis-
appointment by switching to an organization whose standard of
standard is unfamiliar to them.

In other words, get the service proposition associated with your ser-
vice brands right, and there is every reason why you might keep your
customer indefinitely.
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6 The one question that really
matters

Roberto—the customer loyalty guru

Every year a friend of ours travels with her family to a small Italian sea-
side resort on the Adriatic coast. They always go in the same week for
a short May holiday which they like to regard as marking the end of
the winter and the start of the summer.

As is usually the case in that part of Italy, access to the stunning sea
is divided into a great many private beach clubs. These all provide
rented sunshades, sunbeds, food, drink, and children’s play facilities
to anyone wishing to spend the day at the beach. Every beach club is
a separate business, usually operated by a family concern. Every club
is about the same size, accommodating around 300—-400 sun seekers
at any one time. Ostensibly the only visible differentiator between the
clubs (apart from their names) is the color of the umbrellas or perhaps
the lunchtime special advertised on the blackboard in the café.

The year when our friend and her family began visiting the resort,
they chanced upon a beach club known as Bagno Sorriso, one of 20
or so beach clubs all within an easy walk of their hotel. They were
greeted by the owner of the club, Roberto, who through the language
barrier enquired where they would like to sit. Roberto, noticing the
younger members of the family, asked our friend whether the family
preferred to be nearer to the sea or to the play facilities and café. My
friend explained where the family most liked to sit and Roberto paid
careful attention. Throughout all the holiday Roberto was attentive in
this way, and did not press for daily payments. Indeed, money was
scarcely discussed at all; he did not ask for this and was happy to leave
things until the end of the week. After a wonderful holiday—and a
daily friendly wave from Roberto, always busy among his many cus-
tomers—my friend settled the perfectly reasonable bill and left Bagno
Sorriso to go home, full of happy memories of the break.

Over the following few years, my friend and her family continued to
choose Bagno Sorriso, always receiving the same warm and friendly
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reception from Roberto and his colleagues. Each day the family spent
money in the café; drinks, breakfast, occasionally lunch. Some years
they brought other friends and relatives along to holiday with them at
the resort who did the same.

Then one year something extraordinary happened. Rather than
travel in their usual week at the end of May, our friend and her
family traveled one week later, in June. Arriving at the Bagno
Sorriso there was the customary warm welcome, then Roberto—
in his halting English—remarked, “What happened? We were
expecting you last week.”

Roberto was making a joke but you can imagine the effect his
remark had. Among hundreds of customers in the course of a week,
among thousands of customers in the course of a season, Roberto
had noticed that a “regular customer” had not turned up when
expected.

Roberto is a clever man, and a great winner of customer loyalty. He
builds relationships with individuals, with families, with their friends,
and friends of friends. His business depends upon it, since his product
is virtually indistinguishable from literally hundreds of similar beach
clubs that run the length of the coastline. For our friend, the family’s
conversations with Roberto are an integral part of their holiday.
Roberto has secured their loyalty—forever.

It is on the face of it entirely obvious that the only way to grow a
company is to win more customers, to keep them coming back, and
to bring more business through recommendations and referrals. What
is a matter of intense debate, however, is exactly sow customer loyalty
will be won. Addressing this question involves formulating answers to
some fundamental questions about human nature. One of the most
important ones is this: do people prefer familiarity and stability or
novelty and change?

Twenty or thirty years ago, changing one’s supplier used to be the
ultimate indication that a customer was dissatisfied. Changing the
supplier could be a momentous matter; many customers of retail
banks, for example, would never change their bank at all; or perhaps
just once in a lifetime. Customers’ habits of being supplied by a par-
ticular organization died hard; and quite apart from anything else
customers’ access to information about what else was available in the
marketplace was pretty much limited to what different organizations
said about themselves. At a purely practical level, to step into the
unknown and find a new insurance broker, bank, or even retailer
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involved the customer in some considerable effort. Even if there were
other players on the other side of the High Street, the process of
changing over to them was long and complicated, and for a bank
would involve an interview with a bank manager in which the
customer was as likely to be “auditioning” as the bank itself was.

Nowadays, thanks to sources of information such as consumer “best
buy” magazines, “league tables” comparing performance between
different players, and of course the Internet, comparing suppliers’
products and services features is simplicity itself. Indeed, most orga-
nizations even promote their services to customers by offering to take
on the process of switching themselves—credit cards, mortgages, util-
ities to name a few. Interestingly, companies also often advertise that
they’ll help customers “come back”—implying, in a way, that
customers must have been stupid to leave them.

But despite all the incentives today that tempt customers to be
disloyal, there is every reason to believe that, in fact, the crucial point we
made at the very beginning of this book still most definitely applies. Yes,
customers want to remain loyal. Certainly they need to feel themselves
overwhelmed with reasons why they shoul/d remain loyal, but the fact
they want to find those reasons appears incontestable, even today.

Well, perhaps we can understand it. After all, customers are dealing
with a commercial environment where continually comparing rates,
suppliers, and remaining constantly vigilant to the risk of being “ripped
off” all represent a great deal of extra eftort in already busy lives. Plus,
there’s no easy way to anticipate and predict what treatment the
customer will receive in the hands of a new supplier.

In our experience, the customers we have met don’t want to spend
their spare time working as hard as this. Most normal human beings
attempt to avoid anxiety and uncertainty if they can; this avoidance is
part of human nature. This explains why loyalty to a trusted organi-
zation is something people are willing to give—provided they are
willing to trust the supplier they choose to take great care of them.
This leads on to the reason why organizations must strive to deliver
an experience which convinces customers that they couldn’t do any
better and that is worth the price. Our research has confirmed time
and time again that many customers want to stay put in the “loyalty
situation” which they are already occupying. When they are impressed
with their supplier, they have no reason to leave, just as people have
no reason to leave a marriage or serious relationship just as long as
they are in love with their spouse or partner and are happy.
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Despite these commonsense observations about customer loyalty, a
great many writers on customer loyalty today argue that customers
don’t want to be loyal. They present evidence of sectors’ churn rates
(30 to 60 percent in many sectors), and claim this alone proves that
customers are intrinsically fickle and happy to shop around. We
believe this is wrong. We also believe very firmly that just because some
customers clearly are very interested in shopping around, this does
not mean that most customers are. Too many writers on customer loy-
alty fail to make basic observations about human nature. And it is
human nature, we would argue, essentially to want to be loyal.

Our belief is that customers want to be loyal to organizations which
win their trust and confidence. If relationships with customers make
customers feel this way, then being loyal to that organization makes
their lives easier. It’s an antidote to the stresses caused by some of the
trends described in Chapter 3 of this book, which impact the way we
live and the choices we make.

The emotional links between customer loyalty and friendship

There appears to be considerable similarity, at an emotional level,
between the loyalty we feel to organizations we like (that is, that have
impressed us) and the loyalty we feel to friends.

In his thought-provoking book The Paradox of Choice (2004),
Barry Schwartz observes:

We are dvawn to people who meet our standards for intelligence, kind-
ness, charvacter, loyalty, wit and then we stick with them. We don’t make
a choice every day about whether to maintain the friendship, we just do.

What is true of the choices we make when we choose our friends is
also true of the choices we make when we choose organizations to
which we want to be loyal. We want to stick with organizations we
like, just as we want to stick with people we like.

Returning to the social trends identified in Chapter 3, let’s analyze
them in terms of their implications for an organization’s ability to
impress customers.

Interconnected individualism

In general, when customers have been impressed with a supplier, they
feel good about it. Usually this makes them only too happy to pass on
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their tips and advice to others. The emotional motivation to share
such thoughts and experiences is the desire to win the approval or the
gratitude of others; it feeds self-esteem. Remember when you last saw
a movie you really liked? Didn’t you recommend it wholeheartedly to
many of your friends, colleagues, and relatives because you wanted the
pleasure of them sharing in your own appreciation of it?

The permanent hurry

“At the Bank of Ireland, our customer research in July 2004 found
queues in the branches to be a big concern for customers,” says Brian
Lande, head of customer service at the Bank of Ireland. Has the perma-
nent hurry hit Ireland, a country with a worldwide reputation for a
rather more pleasant pace of life? In fact, time spent in queues was the
number one issue with customers. Bank of Ireland has responded by
doubling the number of its ATMs but also by putting its people back
into branches. “If our customers want face-to face service, they should
be able to access it,” Lande says.

Time is precious and not to be wasted. The idea that a customer
really wants to spend any of it switching suppliers is only accurate
when a customer feels that something is missing from the rela-
tionship with his or her current supplier or that something has
gone wrong: Perhaps the customer believes or is persuaded that
there is a better financial deal around the corner. Much more
commonly in our experience, customers do not believe there is any
relationship to speak of in the first place, and believe that to spend
time shopping around for a new supplier is “what they’re expected
to do.”

The trust implosion

Traditional advertising and marketing techniques are losing their
effectiveness. Not only are many customers increasingly cynical about
marketing messages (which is hardly surprising, as marketing mes-
sages are so obviously driven by a very obvious commercial
self-interest), but also a dispersed and crowded media marketplace
means getting customers’ attention is doubly hard.

People are more likely to trust people they know and listen to the
thoughts and experiences of people they respect. For this reason word
of mouth is now recognized as increasingly important. Additionally,
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the trust implosion causes customers to question whether it is really
worth switching suppliers or whether it will prove a pain but no gain.

Ethic-quette

Customers are increasingly likely to be swayed by ethical considerations
when deciding to which organizations they offer their loyalty. This
growing trend may in fact be linked to the feeling many people have
that traditional moral constants are fading in societies that often seem
to be a moral free-for-all. Certainly, organizations that do adhere to
certain specific ethical considerations and actively promote this adher-
ence often find they win additional levels of customer loyalty as a result.
In the United Kingdom, for example, the Co-operative Bank won
considerable success when it decided only to invest in organizations that
met certain ethical considerations it set down.

The fact that customers do appear to be influenced by ethical issues
is not only an important commercial observation; it is surely also
encouraging from the point of view of the moral development of
society.

Rude rage

This is also directly related to the previous point. Customers’ expecta-
tions are rising and consumer power has sensitized customers to the way
they are treated in many different interactions. There is, perhaps, too
much rudeness and gratuitous informality in society today, and organi-
zations that take steps to prevent themselves being infected with this
problem are, other things being equal, likely to harvest benefits.

An obvious example is the extensive and even almost automatic use
of first names by contact center agents when they talk to customers
for the first time. Many customers do not like this, or at the very least
prefer to be asked first whether being addressed by their first name is
acceptable. It certainly creates a friendlier climate than using, for
example, “Mr Smith” each time, but it may be felt to be too informal,
especially for customers who are obviously significantly older than the
contact center agent.

For interactions outside the English-speaking world, another
consideration here is whether the contact center agent feels entitled
to use the informal or formal ‘you’, such as #x/vous in French and
du/Sie in German. Again, tact and consideration are necessary here,
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and just because it may be easier and quicker for the contact center
agent to use the customer’s first name and the informal “you” does
not necessarily mean that the customer will appreciate it. As with
everything in this book, it is the customer’s agenda that should be
taken as the primary one, not the organization’s.

In fact, this subject is another argument that bolsters the advantages
of winning loyalty, because when the organization really knows the
customer, it will know what the customer’s preferences really are as far
as formality are concerned. And so from a customer perspective, remain-
ing loyal to an organization that “gets to know its customers” minimizes
the need to repeat personal information and preferences, being
bombarded with inappropriate cross-sells, or of being treated “rudely.”

Stressfulness of choice

The American psychologist Barry Schwartz has published research
suggesting that an over-abundance of choice can actually reduce our
decision-making capacity and even cause depression.

Certainly, we are all likely to have anecdotal evidence that choice is
often hard work. Going clothes and accessory shopping on Saturday
may be enjoyable, but it also brings with it certain stresses; not the
least of which is wondering whether this or that really suits us;
whether we have made the right choice.

Search for authenticity

One of the best examples of companies’ lack of understanding of cus-
tomers’ desire for authenticity in relationships concerns research we
undertook for one of the UK’s biggest retail banks. In focus groups
we had asked customers how they would show loyalty to a bank and
a great many explained that for them, the most authentic gesture of
loyalty they could make was when they took a child into a bank to
start a lifetime’s consumption of financial services. Almost universally
these customers described being dismissed off-handedly with a sheaf
of leaflets and forms to complete at home. What was the reason?
There were no sales rewards associated with opening a child’s account
and staft were therefore very unwilling to invest any time in doing so.

To take another example, Laithwaites is the world’s largest mail
order wine company. In our view, Laithwaites is as authentically pas-
sionate about its customers’ experience as it is about its wines. In
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2004 the company began to focus in earnest on retention, and devel-
oping a low churn-business model. Although it has grown through a
total of 60 partners (such as BA, Halifax and the National Trust) it
realized that it ran the risk of switching customers from one partner
to other, not growing the business.

The goal was to ensure the customers enjoyed the experience of
dealing with Laithwaites so that the experience became more enjoy-
able than a merely placing an order. It was important to get it across
that this was because the company was zot trying to develop a lowest-
cost means of contact—its staff wanted to really talk with its
customers. Laithwaites tapped into its staff’s motivation and aspira-
tions in building the low turnover model. Victoria Sherston, head of
customer operations, explains:

We asked staff to smy what would this mean. They told us it was all
about the appropriateness of the comversation to make the contact
experience better. Our people told us, for example, that the informa-
tion they had to ask customers was inappropriate—so we changed it
(in the past we asked things we wanted to know from a marketing
prospective—1but that’s not always good from an experience perspec-
tive). Talking about wine isn’t easy, and we all agreed we didn’t
want our people to start talking about our wines in a patronizing or
in an insincere—"“bint of blackberry” or “on the nose”—sort of way.
We knew we must avoid pretentious language but wanted our oper-
ators (a.k.n. our contact centre agents) to be veal product advocates.
Our goal is that our people convey such an enthusiasm for wine that
our customers rip open the delivery boxes with excitement. We've
found it’s anecdotes and stories that create this feeling, not wine talk.
Growing the knowledge and enthusiasm of our people is achieved
by having our wine buyers, writers and suppliers run “Wine Alive”
sessions for our operators, and everyone attends one every month. We
train them with authentic anecdotes about specific wines, not to use
pretentious wine language our customers would find ridiculous. In
particular, all our people arve fully trained on knowing about what
we call our “20 Hero Wines.” These are the wines we are most actively
promoting at any time. In practice, our staff ave encouraged to talk
about our wines in their own words because we want them to use their
individual personalities. For example, one of our wines, the XV du
President, is grown in an area of southern France. Our people can
tell our customers that the rugby team there drvink it at half time!
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Getting the right feelings across about Laithwaites is tremen-
dously important to wus. Many of our customers think we’re
small—we build on this, but it takes real organization. For example
we can do a mailing to 18 500 customers and someone will call us
saying, “It’s Teresa Smith of Tunbridge Wells—you’ve really tempted
me with that Chablis!” We can’t reply by asking the customer,
“What’s your customer number?” or “What offer number are you
referring to?” The customer expects us to know and it’s our job to
make suve they feel we do.

We have definitely found it to be an advantage that we are per-
ceived as o small company. If, for example we failed to answer a
customer’s call because our centve is busy, we capture numbers and
we call that customer back to apologize. We feel we have earned the
right to the close relationship we have with our customers.

Customers—who are human beings after all—want to deal with
people and organizations they like and whom they believe like them.

The point is that we all know how complex, chaotic, and ultimately
indifferent the world is to us and to our hopes, dreams, and ambi-
tions. Yet despite this we want to belong; we want to feel that the
people and organizations to which we give our business actually care
about us and our individual needs. When customers get that feeling,
they become loyal.

The Loyalty Effect

You have probably already undertaken some good hard thinking
about your customers and what you’re doing to win the loyalty
they’re prepared to invest. You’re in good company. Since American
guru Frederich F. Reichheld published his highly influential and best-
selling books, The Loyalty Effect (1996) and Loyalty Rules (2001),
businesses are paying more attention to loyalty generation than they
have ever done in the past.

Reichheld’s books make an aggressive and powerful case for the
principle that winning customer loyalty is far too important to be seen
as a mere adjunct to what an organization should be doing. He argues
that winning customer loyalty is absolutely the be-all and end-all of
why an organization is in business. Because of this, he believes the
objective of winning customer loyalty should be built into every part
of an organization’s operations. Furthermore, Reichheld—using a
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wide range of case studies—convincingly establishes the link between
loyalty and bottom-line profits: a link we ourselves explored in
Chapter 4.

The organizations that really want success now and lasting success
in the future are taking on board the following crucially important
beliefs, and are acting on them with passion, energy, and creativity:

e The drive for customer loyalty is too important to be delegated to
a marketing department.

e The responsibility for maximizing the customer loyalty that an
organization wins sits fairly and squarely with the chief executive
officer (CEO).

e Winning and maintaining customer loyalty deserves the same kind
of attention that is lavished on such issues as stock price, cash flow,
and regulatory compliance.

e Customer loyalty should have a fundamental dynamic eftect on
every element of an organization’s business operations; it drives
business success and therefore CEO careers.

e Consistently high customer retention stemming from winning
customer loyalty can create tremendous competitive advantage,
boost employee morale, produce fundamental bonuses in
productivity and growth, and even reduce the cost of capital.

Conversely, organizations from which customers persistently defect
because they are convinced the organization offers inferior value will
soon find that these defecting customers outnumber the organiza-
tion’s loyal advocates and may even dominate the collective voice of
the marketplace. If this occurs, no amount of advertising, public
relations, or clever marketing will be likely to save the organization’s
reputation.

The US experience is decisively in favor of the principle that orga-
nizations that take customer loyalty seriously are much more likely to
get taken seriously by existing and potential customers than those that
do not. It demonstrates that organizations winning significant levels
of loyalty from their customers do not do so by accident or by good
fortune but because they set customer loyalty firmly in their sights as
something to be achieved and devote themselves to achieving it.

After conducting extensive practical research, Reichheld has con-
cluded that the acid test of whether a customer truly feels loyal to an
organization or not is to ask the customer, “Would you recommend
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this organization to a friend, relative or colleague?” This question has
proved itself to be significantly more reliable than any other, more
complex, criteria for assessing customer loyalty.

Reichheld assesses customers’ willingness to recommend an organi-
zation using an ascending scale of 0 to 10. Those customers willing to
endorse 9 or 10 on the scale, he regards as “promoters” of the orga-
nization. These are customers who are really fired with enthusiasm for
the organization and would recommend it spontaneously. Reichheld
sees customers who register 7 or 8 as “passive” and those who score
6 or less as “detractors.” He uses the three categories to calculate his
Net Promoter score, by subtracting the percentage of detractors from
that of promoters. The larger the result, the more likely that an orga-
nization is growing profitably—since the number of customers
actively recommending the business to others exceeds those that feel
less enthusiastic.

Reichheld’s research does seem to bear out what observation of the
real business—and indeed sheer common sense—suggests: that truly
loyal customers, by recommending a particular organization, product,
or service by word of mouth, can in effect amount to an unpaid sales
force for that organization.

The US experience also clearly indicates that there is an intimate,
even symbiotic, relationship between customer loyalty and employee
loyalty: that it is likely to be impossible to maintain a loyal customer
base without a base of loyal employees. Furthermore, the symbiosis
between customer loyalty and employee loyalty also includes investor
loyalty, because winning employee loyalty is in practice difficult if the
owners of the business are indifferent to employee needs.

Ext.remely Neutral Extr(.emely
likely unlikely
| | | | | | | | | | |
I T T T T T T T T T 1
10 9 8 7 6 5 4 3 2 1 0
| Promoters | Passive || Detractors

Figure 3a Distribution over the 0 to 10 scores of the Reichheld analysis
Source: Reichheld (2003)
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Figure 3b Typical performance in financial services
As Reichheld himself comments:

Customer rvetention is a subject that cannot simply be confined
within narrow limits.... Business loyalty has three dimensions—cus-
tomer loyalty, employee loyalty and investor loyalty. They arve
powerful, far-reaching and interdependent. Loyalty has implications
that extend into every corner of every business system that seeks the
benefit of steady customers. Tempting as it may be to delegate cus-
tomer vetention to the marketing department, what can marketing
do to stem the outflow of employees and investors?

And Reichheld adds:

Stemming the customer exodus is not simply a matter of marketing:
it demands o rveconsideration of cove strateqy and operating princi-
ples. Loyalty provides the unifying framework that enables an
executive team to modify and integrate corporate strategy and oper-
ating practices in ways that will better serve the long-term interests
of customers, employees and investors. Even more importantly, the
loyalty framework permits a set of practical measures that executives
can use to manage the company’s value creation process, the
upstream source of all profits and growth.
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Winning recommendations through loyalty-building experiences
(LBEs)

“The Bank of Ireland has grown the last 14 years in a row. Yet
customers seem to see a fundamental conflict in bottom-line perfor-
mance versus investment in them as customers,” says the Bank of
Ireland’s Brian Lande. “I think our 2004 research revealed the root
of this feeling—a big concern for customers is a perceived lack of
recognition for their loyalty.” He continues, “At the Bank of
Ireland, we feel we’ve done the cost-cutting and the sales improve-
ments part and yes, customer service has improved. But there’s
more to do in making sure everything is designed to work together
for the real benefit of the customer.”

The Bank of Ireland’s strategy for keeping its customers loyal com-
bines continual process improvements with a thorough and specific
customer service programme detailing how each service interaction
should feel. And it’s far-reaching, covering every touchpoint in the
customers’ experience.

So what practical steps can an organization take to stem the cus-
tomer exodus? At Cape Consulting, we base our practical
interventions on the belief—borne out again and again by experi-
ence—that, other things being equal, customer loyalty derives
straightforwardly and entirely from the customer service experience
customers enjoy.

Ultimately, there is a simple but momentous logical sequence that
links quality of customer service with generation of customer loyalty
and profitability. This logical sequence is: customers who are
impressed with the service they experience from an organization are
likely to:

e buy more of the same—indefinitely
buy other things—indefinitely
enthusiastically recommend it to their relatives, friends, business
contacts, and anyone else who matters in their lives.

This fundamental point connects the quality of customer service expe-
riences with commercial performance. When customers remain loyal,
costs go down and profits go up. To measure loyalty, successful com-
panies pay close attention to the Net Promoter score. Measuring
customer loyalty is important because loyalty is the key to predictable
profits. If you don’t understand and can’t measure the things that
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inspire customer loyalty, you won’t be able to adjust your services to
turn your passive customers into promoters.

What practical assistance can be given to organizations that want to
transform the level of customer service they offer to customers? At
Cape Consulting, our work over the past ten years has identified a
range of crucially important experiences which when delivered to a
consistently high standard, have an enormously beneficial impact on
customers’ overall impressions and consequently on the loyalty they
extend to the organization.

Cape Consulting’s research has identified a total of eight core cus-
tomer service experiences we call “loyalty-building experiences”
(LBEs). Absolutely fundamental to our work here is the assumption
that when customers sense a LBE they are significantly more likely to
be impressed with the service they are receiving and will, in effect,
increase their “likelihood to recommend” by one increment every
time they sense that the LBE is present.

When we initially conceived the idea of focusing on these kinds of
experience, we were tempted to call them “loyalty-winning experi-
ences.” But after further careful thought we decided this would
wrongly imply each experience alone was sufficient to win a recom-
mendation. The process is more complex than that. To really impress
a customer, every LBE must be in evidence; in fact they are co-depen-
dent since impressing a customer sufficiently to turn him or her into
a promoter requires holistic effort.

The incidence and effectiveness of LBEs for customers is dependent
on the skills, attitudes, and behaviors of a front-line service provider.
When your people are talking to customers, it’s up to your people to
create moments that really impress them. Our research suggests that
the best service providers display distinctive characteristics that differ-
entiate them from “the rest” and enable them to routinely deliver
such customer experiences—creating promoters.

Interestingly though, these individuals are not necessarily aware of
the skills and strategies they use. Sometimes their managers, too, find
it difficult to put into words what makes their top performers so effec-
tive. We have met many managers who wish they had “more like
Jenny or Johnny,” implying that the managers sense the special LBE
capability of a particular member of statf, but can’t articulate it. We
hope the LBE tool will, in fact, let them do this.

What makes the interaction governed by LBEs different for cus-
tomers from those that are not? In general many service experiences
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are little more than relatively efficient information exchanges and pos-
sibly “order taking,” rather than being characterized by the factors
likely to impress customers and build loyalty. Conversations are con-
strained by what we’ve identified as “inhibitors,” that is, behaviors on
the part of a service provider that actually stop customers feeling
impressed. Customers who experience inhibitors when they deal with
service providers become at the very best passive customers, in
Reichheld’s terms. It is however, much more likely that it will be
worse than that and they’ll become “detractors.”

By contrast, we identified that the very best service providers use
“accelerators” when they’re talking to customers. Our research has
shown that some of these behaviors have a strong impact in securing
positive customer response and reaction; for example, quickly identify-
ing how willing a customer is to invest time in a conversation. Skilled
service providers encourage customers to feel good about their deci-
sions and are comfortable giving—but also receiving—compliments in
the course of conversation. Similarly, sharing humor occurs much more
frequently in higher caliber service providers and has a positive impact
on rapport building with customers. These accelerators actively boost
the degree to which customers enjoy the service experience and have a
positive impact on likely recommendations and sales.

In practical terms, many organizations find it almost as useful to
understand what not to do as well as perhaps the skills of high service
delivery. This is particularly true for contact centers where typically
high turnover rates among staff mean there is almost always a larger
percentage of “rookies” than the skilled and experienced. Inhibitors
have a particularly damaging effect on a customer’s evaluation of a
service experience. Examples are not listening to a customer’s specific
issue, failing to respond to customer emotion, and patronizing or
talking down to the customer. Importantly, when inhibitors are pre-
sent in service interactions, they destroy opportunities for relationship
building (value building) even when it has been initiated by the cus-
tomer. No wonder many customers are inherently disappointed with
their customer service experiences.

We believe that the way for organizations to win the customer
loyalty war is to focus on ensuring their staft understand and can
deliver LBEs. A conversation or encounter peppered with accelera-
tors should be the goal for every service provider every time. Our
firm belief is that this is an attainable goal, and that it can cause
revolutionary improvements in the quality of an organization’s
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customer service. Even better, these improvements can in the vast
majority of cases be achieved without a single penny needing to be
spent on capital investment.

The origin of LBEs

Most contacts with an organization are at best efficient but rarely
impressive enough to create advocacy or recommendation. Cape
Consulting recognized the need to help our clients identify where the
opportunities lay to “raise their game,” to really impress customers
each and every time they made contact. Fundamental to this is a clear
definition of what a great customer experience looks like in the mind
of the customer—the LBEs.

Over a ten-year period Cape Consulting identified and talked with
customers of both UK and international businesses to establish the
most common characteristics of an ideal service experience in the eyes
of the customer. Based on the findings of both qualitative and quan-
titative research from more than 40 UK and multinational
organizations, the initial list of ideals was extensive, some 50+ factors
that customers had identified as important. Many of these were
“hygiene” factors that every organization must get right; for example
to be “efficient” and “knowledgeable.” Through content analysis this
list was reduced to a shorter list of 14 discrete elements that if deliv-
ered at the highest level would actually impress.

Subsequently extensive quantitative research was conducted with
customers based on their experience and evaluation of the 14 ele-
ments, to identify which factors most closely correlated to the
propensity to recommend the organization; using the Reichheld
question:

On a scale of 0-10 wherve 0 = Extremely unlikely and 10 = Extremely
likely: How likely are you to vecommend [the organization] to others?

A final list of eight LBEs was devised that can be cross-referenced to
Parasuraman’s RATER model. Cape Consulting regularly confirms
that the eight LBEs remain the most important factors.

The LBEs are more than just a set of words, though! Cape Consult-
ing’s research in contact centers has found that customers are more
likely to promote products and services if agents deliver high levels of
performance in the LBEs. Mediocre performance is insufficient to
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impress or create perception of a relationship. Further quantitative
analysis showed customers must be impressed by service providers for
the LBEs to generate a recommendation—in fact only when customers
rate LBEs at the maximum 10/10.

The set of eight LBEs are listed below. We use them to gather quan-
titative research from customers and to assess customer interactions in
face-to-face interactions and in contact centers:

LBE 1: “It’s easy to access someone who can help.”

e Customers want access promptly—either by telephone or face to
face.

e Customers always say they should be able to speak with a human
being if they wish.

LBE 2: “I spoke to a person who appeared/sounded positive and

eager to help.”

e Body language and voice should set the tone for the whole
interaction by starting well.

LBE 3: “The person I spoke to listened well to what I had to say.”
e Customers should be confident that the service provider has paid
attention, listened and fully understood.

LBE 4: “I felt I had enough time and did not feel rushed.”
e Customers should feel that a conversation is being held at their
desired pace and not that of the service provider/agent.

LBE 5: “I got a chance to ask any questions I had.”
e Customers have been given the sense that they have time to think,
that the duration of an interaction is being run on their terms.

LBE 6: “The person I spoke to seemed to have a good knowledge of

what he/she was talking about.”

e Customers will reflect their perception of a service provider’s
knowledge, of both products and systems.

LBE 7: “The person I spoke to at the organization really gave me the

impression that he /she enjoyed speaking to me.”

e Getting to know the customers is a key factor in conveying the
sense that they are valued and appreciated.
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LBE 8: “The interaction was concluded to my complete satisfaction.”

e Service providers should aim to give customers the impression
that it only takes one conversation to resolve the matter and any
uncertainty about next steps is eradicated.

Above all, organizations need to remember this: they win
customers with the quality of their offerings and their keen pric-
ing, they keep customers by offering them great service. They
build major success for the future by sincerely delivering to
customers a quality of service that is of such a high standard that
customers not only want to recommend the organization, but will
positively iznsist on doing so.

We believe the LBEs we have outlined in this chapter, viewed in
conjunction with the one question that really matters—whether the
customer would recommend the organization to a friend, relative, or
colleague—are the real key to winning customer loyalty in today’s
markets where service brands have risen to prominence. Let’s now
look at the LBEs in more detail.
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7  The loyalty-building experiences
take center stage

Customers want to be loyal to organizations that they consider to
deserve their loyalty. Why? Because giving such loyalty makes life
easier—customers don’t need to worry about what organization to
choose to meet a certain set of needs, and better—because they feel
they have, as the Carole King song puts it, “got a friend” in their
relationship with the organization.

Ideally, a customer wants to be able to feel that the organization is,
in an emotional sense, part of the customer’s own community of
friends. When this happens, the customer’s loyalty to the organization
can be as strong as his or her loyalty to a close friend.

The crucial importance of loyalty-building experiences (LBEs)

We have argued that our conception of the loyalty-building experi-
ence (LBE) is the key to understanding the dynamics of winning
customer loyalty in the time-period that really matters to organiza-
tions right now: today. This chapter now goes into more detail about
the LBEs: those precious techniques for building valued and valuable
relationships with customers. There is enormous practical potential
for organizations to exploit LBEs to deliver service experiences that
impress customers and turn them into promoters.

In essence, LBEs focus on the feelings that an organization wishes
to create in customers in order to impress them. It follows from this
that the tools service providers can use to create these feelings are all
about eliciting an emotional response. What we’ve learned in deriving
our LBE:s is incredibly powerful in business and in life.

Furthermore, the use of certain techniques can accelerate the
degree to which the customer perceives a LBE. In addition, certain
behaviors on the part of a service provider will actively inhibit—even
stop—customers’ positive perceptions and responses from devel-
oping. Under those circumstances, there is no way that customers feel
impressed enough to become loyal, and so behaviors that accelerate
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the LBEs are vitally important for service providers to understand and
deliver.

The Bank of Ireland’s chief executive, Brian Goggin, is creating a
bank where customers can “feel the difference.” This objective speaks
directly to the need to win customers’ emotional commitment. As the
Bank’s Brian Lande points out, “reducing the variability in the per-
formance of our people is the challenge. We need to continually
re-energize them. The challenge is to continually motivate the top
performers and bring the less skilled ones up. Everyone needs to
understand that every time we touch our customers, we are adding or
taking away from their experience.”

The skills and techniques that deliver the LBEs are tools that our
research has shown significantly increase the effectiveness of those
who work directly with customers, in either face-to-face or telephone
environments. Many of the techniques we’re going to describe arve
deployed as a matter of course by people we intuitively recognize as warm,
Likeable, and communicative.

When it comes to relationship building, most of us have made a few
embarrassing mistakes. But just as some of us are better flirts than
others, so too are some individuals better at impressing customers.
Leaving the relationships that impress and lead to loyalty to service
providers’ best instincts, however, is obviously not the most effective
strategy for organizations. By making the LBEs explicit, observable, and
measurable, we have made it possible for the techniques that create
them to become teachable. For organizations, it creates the opportu-
nity for service providers to impress more customers, more consis-
tently—a fundamental factor in creating loyalty. Organizations whose
customer service staff learn about the LBEs will find themselves at a
significant advantage over their rivals in winning customer loyalty.

Loyalty-building experience 1: “It’s easy to access someone who
can help.”

This first loyalty-building feeling will only apply if customers really do
teel that the customer service statf member with whom they are inter-
acting really is going to help them. How does a customer know
whether this will be so? There is research available suggesting that
people’s first impressions are based 55 percent on appearance and
body language, 38 percent on style of speaking, and only 7 percent on
what is actually said. In other words, body language may be the most

126



The loyalty-building experiences take center stage

important “relationship building tool,” but vocal signals come a very
close second.

The more you think about that 38 percent, the more concerned
you should be to ensure that vocal signals—whether face-to-face or
when working over the phone—make the best possible impression.
Similarly, an ability to “read” the vocal signals of other people helps
service providers find out how customers are feeling, how much time
they are prepared to invest in a conversation, and even how they may
feel about the organization overall.

Vocal signals refer to tone of voice, pitch, volume, speed of speech,
and are like body language in that they are not about what is being
said but how. For example, think of the way interest and even attrac-
tion can be communicated much more by the tone of the voice than
by the words used. Depending on the tone, volume, speed, and pitch,
even a simple phrase such as “Good evening” can convey anything
from “Wow, you’re gorgeous” to “I’d like to get away from you as
quickly as possible.”

In a contact center, callers nearly always begin a call by greeting the
contact center advisor before making their specific enquiry or request.
When the caller customer gives a slower, lower pitched, “Good
evening/morning/hello,” with a slight rising or falling intonation at
the end, as though asking a question, this tends to indicate interest
and that the customer is prepared to invest some time—within
reason—in the conversation. If the greeting is delivered in a shorter,
high-pitched, clipped “Good evening/good morning,” or a
monotone, expressionless version, the customer is signaling that
time—and interest in the organization is limited.

Once the service conversation begins, the intonation of even a
single word can communicate an immense variety of emotions and
meanings. For example, anyone with experience of children will be
familiar with the variations in intonation of the one-word response
“Yeah,” and know that it can communicate anything from enthusi-
astic agreement, grudging acceptance, varying degrees of skepticism,
to total disbelief.

If contact center agents speak in a monotone, with little variation in
pitch, pace, or tone of voice, as well as sounding boring and dull, they
are perceived as being bored. When this happens customers stop believ-
ing that the other person is really interested in or committed to help-
ing them—even if what they are saying is truly caring and generous. It
reinforces a cynical attitude on the part of the customer.
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Equally a loud volume, a booming tone, and too much variation in
pitch makes a service provider organization seem overbearing and
pushy—undermining the authenticity and credibility that will impress.
If advisors speak too quietly or too slowly, they can appear submissive
or even depressed. Some regional accents can provide the modulation
in voice pitch and pace that capture customers’ interest—but it’s also
a skill that can be learned.

An important factor when communicating readiness to help is
learning to listen for intonation. Rising or falling intonation, espe-
cially when accompanied by a drop in volume, is a “turn-yielding
cue,” whereby speakers signal that they have finished what they are
saying and are ready to listen to the other person.

It has become fashionable to end phrases with a rising intonation but
bear in mind that some customers can interpret this as indicating that
it is their turn to speak. If service staff frequently end sentences on a
rising or falling intonation, with a drop in volume, and then carry on
without allowing the customer to speak, the customer will become frus-
trated and annoyed. Equally, if a service provider takes his or her turn
when the customer has not given any “turn-yielding cues,” even if the
customer has finished a sentence, this will be seen as an interruption,
and the customer will feel irritated.

Loyalty-building experience 2: “I spoke to a person who
appeared/sounded positive and eager to help.”

This loyalty-building experience marks the customers’ perception of a
significant attitude change. When customers score their perception of
this experience high, it’s because they have noticed the difference
between a “what do you want?” type of attitude and a “how can I
help?” attitude. It’s a much friendlier and more personable approach.

Our research also regularly identifies the following as major
customer service issues:

failure to deliver the service being promised
impersonal service from agents

poorly trained agents

not enough people to answer queries.

In fact, service providers often come in for particular criticism, with
customers frequently describing them as “ignorant,” “rude,”
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“unwilling to help,” and as having a lack of understanding not only of
their own business but also of the needs of the customer. It’s no
wonder that ensuring service providers actively convince customers
that they are eager and willing to help offers such an advantage in
building customer loyalty.

Although a customer’s initial impression depends more on appear-
ance, body language, and voice than on what is actually said, moving
on successfully to meet a customer’s need or enquiry requires good
conversation skills.

The art of conversation is really just a matter of knowing its
conventions, the unwritten laws governing talking and listening
with other people. It is a distinguishing feature of the best organi-
zations that their customers feel they have participated in a helpful
and useful conversation, rather than a “service encounter” or worse
still, a transaction.

For all of us, the best and most enjoyable conversations may seem
entirely spontaneous, but the people involved are still obeying rules.
The difference is that they are following the rules automatically,
without consciously trying, just as skilled, experienced drivers do not
have to think about changing gears. But understanding how the rules
of conversation work—Ilike learning how and when to change gears—
helps service providers converse more fluently and effectively.

One of the most powerful changes in the new economy is the
increasing financial independence of women. An increasingly impor-
tant factor in delivering this LBE to customers is appreciating how the
sexes differ in their habits of talking and listening.

Learning to communicate effectively with women makes sound
financial sense. But little has been done to research and adopt
methods that will connect more successfully with female
customers. Male preferences predominate, neglecting the fact that
women view language, listening, and relationship building very
differently from men.

For example in their book Why Men Don’t Listen and Women Can’t
Read Maps (1998), Barbara and Allan Pease’s research suggests that
women have a broad range of listening sounds and habits using an
average of six listening expressions in a ten-second period to reflect
and then feed back the speaker’s emotions. They typically use up to
five tones of high- and low-pitched listening sounds—including repe-
tition of key words, “oohs and ahs.” Women often nod to show they
are listening, although this nodding does not imply agreement,
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merely an acknowledgment of emotions or ideas. Women find it easier
than men to read the meaning of what is being said through voice
intonation and body language.

In contrast, men have more restricted pitch range, tending to use
only three tones. Men speak in a more monotonous voice, which can
appear as being uninterested even though it isn’t. Men’s preference
when they want to show that they are listening is often to use, as Pease
and Pease put it, a grunt with an occasional nod. Women, however,
prefer more expressive feedback and hearing only a grunt, can often
believe—and complain—that a man is not really listening.

In speech too, there are marked differences. Men have a prefer-
ence for short, direct sentences with specific use of vocabulary and
often a literal quality. This kind of speech is clearly good for some
business interactions since it can be perceived to be authoritative
and competent. Women however, often use indirect language in
which they may suggest, hint, or imply what they want. Indirect
speech is intended to build relationships and rapport and avoid
disagreements or discord. In our experience indirect talk can appear
in sales and servicing situations as, for example:

e Do you think we should sign you up for a three-month or a
six-month contract?

e  Wouldn’t it be great if we could solve all these problems for you
by integrating your account details?

e Do you feel this is right way forward for you?

However, in delivering service or selling, indirect talk of this sort may
be too indirect to win business from men who find it confusing, or
evidence that a woman either doesn’t understand or is unenthusiastic
about winning their business.

Another key difference—with important implications—in the way
men and women talk and listen concerns interruptions. Men usually
only interrupt each other if they are becoming annoyed, competitive,
or aggressive and if interrupted they can become resentful. By contrast,
women often find it hard to resist interruption, especially when a male
customer is expressing interest in buying something, or conversely if a
man is complaining. Interruption and conversational interplay are
inbuilt female strategies for building rapport. Interrupting a male
customer can have the opposite effect to that intended. Instead of
building rapport, men feel ignored or even belittled.
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One explanation of women’s reputation as great talkers is their
propensity to think aloud. The female brain is wired to make it pos-
sible to “parallel process” several conversations simultaneously. This is
because speech in women is controlled by specific areas of the brain,
so that even while they are talking, the rest of the brain is still avail-
able for other things. It’s one of the reasons why women are so adept
at multi-tasking.

The opposite however is true for men, where the rule for effective
communication is keep it simple. Men’s sentences tend to be shorter
than women’s and they are usually much more structured. Men can
become uncomfortable if women talk in a way that covers several
subjects simultaneously, as indeed women prefer. For women to be
credible and convincing when talking to men, it’s much more effective
to present one clear thought at a time. For example:

Let’s discuss what exciting options you have to meet the range of
financial objectives you may be considering—extending your home,
buying a new car, going on a holiday—1but before we do that, there is
some information that I need to collect from you.

Versus:

Firstly, you need to provide some basic information. After that, we
can discuss all the options youw may have to help you meet your
plans.

In contrast, for male service providers interacting with female cus-
tomers, reticence to “think aloud,” to share options, and discuss freely
can be perceived as cold and unfriendly. To talk only of conclusions
and actions can lead women to perceive male service providers as
“pushy.”

In fact, keeping it simple works most of the time. While both sexes
can follow “man speak,” men may switch off with what appears to be
the disorganized and long-winded multi-tracking approach favored by
women.

Loyalty-building experience 3: “The person I spoke to listened
well to what I had to say.”

Listening is often cited as by far the most important of all communi-
cations skills. It doesn’t come naturally to most people, so we need to
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work hard at it; to stop ourselves just “jumping in” and having our
say. Incidence of poor listening is an everyday occurrence—and fre-
quently observable—in friends, colleagues, and even members of our
own families. We’re all guilty. You don’t believe us? Then see it any—
or some—of the bad habits below apply to you:

I pretend I’'m paying attention when my mind is drifting off.
I cut people oft or finish their sentences because I know what
they’re going to say.

e When someone is speaking to me in person or on the phone, I
look around the room to see what else is happening.

e When someone talks too slowly or for too long I start doing
something else.
When someone is speaking, I plan what I will say next.

e When a person speaks too fast or uses words I don’t understand,
I let it go and listen only for what I do understand.

Mostly, people don’t listen—we all tend to be more interested in
announcing our own views and thoughts than really listening and
understanding others. This is ironic since we all like to be listened to and
understood. Even in a contact center where at least 50 percent of an
agent/advisors’ role is to listen, our experience suggests that consistent
and effective listening is the exception rather than a rule.

A useful focus to aim for when listening to another person is to try
to understand how the other person feels, and to discover what he or
she wants to achieve. In business and in life good listeners have distinct
advantages. In our research we have found good listeners to be signifi-
cantly higher rated in organizations and more effective sales perform-
ers. But being a good listener is not just about shutting up and letting
the other person talk (although this certainly helps). As we have said,
good listening is essentially about giving good “feedback,” giving both
verbal and non-verbal signals to show that you are both paying atten-
tion and interested. Effective non-verbal feedback signals include
nodding, smiling, responsive facial expressions, and leaning forwards,
accompanied by general positive body language such as “open” posture
and posture /gesture echo. Good verbal feedback signals include the use
of expressions such as “mm-hmm,” “yeah,” “mmm,” “ah” to show
interest or agreement and to encourage the other person to continue.

Long-standing research has shown that these basic feedback signals
are highly effective in winning friends and influencing people. They
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can even result in concrete, tangible rewards: studies have found, for
example, that candidates who give this sort of feedback during job
interviews are more likely to be successful than those who do not.

Another effective good-listener technique is “paraphrasing.” To
show that you are paying attention and interested, and to encourage
the customer to tell you more, it can help if you occasionally sum up
what the other person has said, as in “...so you lost your bag and your
keys? How did you get home?” Furthermore, another significant ben-
efit in paraphrasing customers’ input is that it builds customers’
confidence and reduces any insecurities or anxieties they may have
about choosing to deal with your organization over another.

Of course, if you wish to encourage the customer to talk it’s impor-
tant that the question at the end of the “paraphrasing” example is an
“open” question, rather than a “closed” question requiring only a yes
or no response. Open questions begin with one of the following
words: Who, What, When, Where, How, Why. Open questions
encourage respondents to give detailed replies, providing the organi-
zation with opportunities to build further rapport, surface additional
service or product needs, and provide additional advice and reassur-
ance—all of which contribute substantially to ensuring the customer
feels that he or she has been listened to.

The acclaimed author Stephen Covey in The Seven Habits of Highly
Effective People coined the expression: “Seek first to understand, and
then to be understood,” which serves as a constant reminder of the need
to listen to the other person before you can expect him or her to listen
to you. He also says that when we are understood, we feel atfirmed and
validated. Effective listening nurtures a sense of deepening trust and
rapport with customers for three key reasons:

1. Customers are much more inclined to trust a person who shows
respect for them and for what they say.

2. Customers are much more likely to trust a person when he or she
has listened carefully and helpfully to their problems.

3. The more customers trust you, the more they will share.

Loyalty-building experience 4: “I felt I had enough time and
did not feel rushed.”

Anyone who has ever sat through a boring meeting knows that five
minutes can, under some circumstances, seem like an hour. Anyone
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who has ever pressed a snooze button will tell you the reverse is true.
Both are examples of how we experience time.

Philosophers have long argued about the nature of time. Since the
early 1800s, psychologists have been testing how humans interpret
the passing or duration of time. Many modern experiments rely on
the theory that the cerebral cortex is the part of the brain responsible
for keeping track of time and research has shown that people with
damaged cerebral cortexes have difficulty in this. In experiments psy-
chologists typically ask participants to estimate the amount of time
they spend completing an activity and then change different aspects of
the activity, such as its difficulty, to look for correspondence between
variable aspects and the time estimates. In these experiments, the dif-
ficulty level of the activities is changed to require greater use of the
cerebral cortex. Hypothetically, as the difficulty increases, less brain-
power is available to keep track of time, and therefore participants
would be more likely to underestimate the duration of time passing
during the activity.

But a problem arises when conducting experiments involving the
cerebral cortex. Imagine you are given the instruction, “Don’t think
about cream cakes.” Chances are you’ll now be thinking about cream
cakes (chocolate éclairs, in our case). This phenomenon is one of the
difficulties of the cerebral cortex-based experiments. If participants are
told before the experiment that they are going to make time estimates,
then these participants may think about time, and use more of the cere-
bral cortex for time-keeping than they otherwise would. To deal with
this problem, psychologists differentiate between two kinds of time
estimates, prospective and retrospective. In prospective time estimates,
participants know beforehand that they are going to be asked to esti-
mate time. In retrospective time estimates, participants do not know
that they will be asked to estimate time at the end of the activity.

In 1990, in his book About Time, William Friedman published a
review of 70 time experiments, which describe six ways that the
duration of time is subjectively distorted. The first of the Friedman
phenomena is that people underestimate time while completing
attention-demanding tasks. Most experimental research shows that
this phenomenon occurs because people’s attention is diverted from
time-keeping when they are engaged in challenging activities, in
other words, time flies when you’re busy. Friedman also points out
however, that time slows down during periods of high expectation,
nervousness, fear, or anticipation.
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Further, memory can affect how you perceive time. Friedman states
that a time period seems longer if remembered in detail, and shorter
it remembered only in outline. Similarly, many events during a time
period lead to overestimates of duration. Friedman relates these phe-
nomena to people’s tendency to assume that it takes longer for many
events to occur than for a few to occur. Last, Friedman also states
something we all know intuitively and from experience—that time
goes by more quickly as you age. This is because the relationship
between age and time perception is logarithmic, meaning that people
measure time relative to their age.

For an organization to deliver this particular LBE successfully, it’s
vital that its staff recognize whether a customer is in a rush or in the
mood for a more relaxed or leisurely interaction. “The permanent
hurry” for many customers (this trend was discussed in Chapter 3)
means that for customers, unless they are able to understand some-
thing quickly and easily it will often be ignored, especially if the
personal relevance is not immediately clear. Today’s time starvation
leads to a poverty of attention, and it is quite a challenge to create an
experience in which a customer perceives he or she has been given
enough time—given that this will vary from individual to individual.

The secret of success is for customers to feel that time spent in a ser-
vice interaction has been effectively and efficiently invested. For
customers in a more relaxed mood, individualized rapport building is
the measure of effectiveness—“They were interested in serving me,”
“I didn’t feel rushed.” Customers in a “permanent hurry” already feel
rushed and should feel that their needs have been met along with the
perception that a minimal amount of time has been invested. The
value of the time spent—in terms of experience and outcome—must
exceed its duration.

In this context Friedman’s findings contain important lessons for
delivering service experiences that will impress. Let’s examine their
implications in detail:

e Engaging the customer will make time pass more quickly.
Expert neurological evidence suggests that there’s a disparity in
our thought processes—the mind is only conscious of a thought
or decision a moment after it’s made. The slower the transition
between these two moments, the slower time seems to be passing.
The speed of the process is dependent upon outside factors. When
one is engaged, say, in an interesting conversation or task the
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process goes faster, making time seem to go quickly. When the
transition from unconscious to conscious thought slows—during
a call transfer, for example, or if a service provider is looking up
details on a system—so, too, does one’s perception of time. For
example—“dead air” (long silences) in a phone call slows time
and increases perception of inefficiencies. The best service
providers fill it by talking about how products, services, or
processes are relevant to the customer.

More events lengthen the perception of duration. A signifi-
cant frustration for many customers is the failure of many orga-
nizations to provide a single point of contact. One-to-one
service remains top of many customers’ priority lists when it
comes to making general enquiries about their household bills
or bank details. Around 94 percent of people who regularly use
contact centers, for example, see their benefit as being one point
of entry to a multitude of linked services: “The whole concept
of a call center is to provide access to multi services. I want to
be able to dial a number and be able to access the entire orga-
nization’s customer service via this one point of contact.” Tech-
nology combined with more effective training to create
multiskilled organizations is the key to future success.

A given interval seems longer if a judgment of the duration is
anticipated. Because of the “permanent hurry,” it is natural to
assume that telling customers “this will only take a couple of min-
utes” will please them. But it is important to avoid this at all costs.
This phrase triggers the cerebral cortex to focus on time passing,
with the result that the customers will subsequently over-estimate
the duration of the interaction. In order to impress hurried cus-
tomers, it’s far more effective to refer to time passing after a task
has been completed. “That only took a couple of minutes” is
much more likely to leave customers feeling that time has been
efficiently used.

A duration seems longer if we are frustrated, waiting for a
positive experience, or waiting for a specific event.

An interval seems longer if it is remembered in more detailed
pieces and shorter if we think of it more simply. When it comes
to dealing with hurried customers, many contact center agents
believe that these customers want to end a call as quickly as pos-
sible. In our research however, we find this to be a mistake—for
two reasons.
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First, the research suggests that memory affects our perception
of how time passes—when we remember more detailed interac-
tions, we believe that they have taken longer to resolve, even
though this is not necessarily the case. The best agents in contact
centers we’ve worked with often summarize the actions they have
taken on a customers’ behalf at the end of'a call. The summary fools
the customer’s memory of the interaction into simpler chunks—
creating the impression that less time has been taken.

Second, in the rush to deal with the call, there is always the
danger of failing to deal with the customer’s whole query or con-
cern; this problem is known as “failure demand.” It was discussed
in Chapter 4, in which the seriously adverse financial implications
of it were addressed in detail.

At Egnatia Bank, the customer service experience has been consider-
ably enhanced with the use of speech-enabled interactive voice
recognition (IVR), with initial estimates of take-up rate (15 percent
of call volumes) being considerably exceeded. Speech-enabled IVR
puts the customer in control of the time they invest, and frees agents
from routine transactions to focus on more complex requests from
customers, and very likely also more profitable ones.

Loyalty-building experience 5: “I got a chance to ask any
questions I had.”

Our research has shown that when customers have formulated ques-
tions about a product or service, they fee/ smarter and better
informed, which are key elements in feeding self-esteem. The
emotional response is almost independent of whether the questions
are satisfactorily answered—though rationally this is clearly impor-
tant too. An “accelerator” is to create a space for customers to ask
a question; the “inhibitor” is not to give them time to think of one.

Success in generating this particular LBE depends on a service
provider’s ability to engage customers in the encounter. Customers
teel better about their decisions if they have asked a relevant and cred-
ible question: “How will that benefit me?”, “What options do I
have?” It also provides an excellent opportunity for a service provider
to offer customers reassurance and potentially additional service. The
secret lies in creating the opportunity for customers to think of how
the product or service will bring them individual benefit.
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Setting up this opportunity is a sophisticated skill that also involves
the use of questions. Good questions invite customers to convey what
they are thinking and to talk through their decision-making processes
and concerns.

Another important aspect of questioning is waiting for customers to
respond. Our research indicates that the average time we wait for
responses is less than three seconds, and service providers should
allow for more time for customers to think through their responses.

Probing questions are an assessment strategy that provides insight into
the mental processes a customer is using by engaging him or her in
conversation about the subject. The goal of the questions is to deepen
the customers’ knowledge and subsequently boost their self-esteem.

Sample probing questions

How did you know that?

What factors did you use to decide?

Can you show us how you did that?

Can that be done another way?

What if I changed [some element of problem|?

If customers do not get the opportunity to think about poten-
tial questions at the time of the service interaction, there are at
least two potential consequences. First, a query or need goes
unmet, which undermines the ability of the organization to
impress. Second, customers seeking clarification or further service
and attention, will, if you’re lucky, return to give the organization
another chance at resolution or they may go elsewhere. Neither
outcome is desirable.

At a more pragmatic level, another important element is ensur-
ing that service providers understand the etiquette of conversa-
tional turn-taking. For instance, how many of us have ever felt
bombarded by a service provider that has got into his or her stride
so that the conversation has felt like either a steamroller or a roller-
coaster? Contact center agents in particular, are taught to how to
control a call—in order to manage call-handling times. The down-
side is that many contact centers suffer from up to 30 percent on
average in “failure demand,” which is the measure of customers

138



The loyalty-building experiences take center stage

calling back because a service need was not resolved at first
contact.

Once a service conversation is underway, a successful outcome—that
is, customers who feel so impressed with the service that they rate the
experience as “ten out of ten” will depend as much on interpersonal
skills as product or process knowledge.

We have probably all encountered at least one person in our lives
who is highly articulate, witty, and amusing, but who loses friends and
alienates people by hogging the conversation, not allowing others to
get a word in edgeways. In life, there is the equally irritating strong,
silent type who never asks a question, or never expresses interest.
While these people don’t last long in service jobs, they may still be
customers who’ll need to be engaged in a service encounter in order
to feel impressed.

In the service environment, it may be that what we have to say to
customers is fascinating, and we may express it with great eloquence,
but if we’ve not grasped the basic social skills involved in conversa-
tional turn-taking, we’ll be perceived as arrogant and unpleasant.
Customers will not enjoy dealing with us and nor, for that matter, will
anyone else.

A basic rule on how much to talk is very simple: contributions in
terms of air-time to the conversation should be roughly equal. The
essence of a good conversation is reciprocity: give-and-take, sharing,
and exchange, with both parties contributing equally as talkers and
as listeners.

Achieving this balance depends on knowing when to take our turn
in a conversation, as well as when and how to “yield the floor.” So,
how do we know when it is our turn to speak? Pauses are not neces-
sarily an infallible guide—one study found that the length of the
average pause during speech was 0.807 seconds, while the average
pause between speakers was shorter, only 0.764 seconds. In other
words, people clearly use signals other than pauses to indicate that
they have finished speaking.

In previous sections, we have described in detail the various non-
verbal signals people use to show that they have finished what they are
saying, and that it is another person’s turn to speak. These also
include eye-contact signals (remember that people look away more
when they are speaking, so when they look back, this often indicates
that it is your turn) and vocal signals such as rising or falling intona-
tion, with a drop in volume. This may be accompanied by verbal
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“turn-yielding” signals, such as the completion of a clause or “tailing
off” into meaningless expressions such as “you know.”

As a general rule, the more of these turn-yielding cues that occur
simultaneously, the more likely it is that the other person has finished
and expects you to speak. Watching and/or listening for these clues
will help avoid interrupting, and also awkward gaps and lengthy
pauses in the conversation.

Loyalty-building experience 6: “The person I spoke to seemed
to have a good knowledge of what he/she was talking about.”

Over the last ten years, in the many thousands of customer focus
groups, discussions, and interviews that we’ve conducted, customers
always cite well trained, knowledgeable and even “expert” staff
among the top three on their wish list for ideal organizations. This is
a consequence of the “trust implosion,” and something that causes a
great many customers to worry.

But how would a customer really know if a member of an organi-
zation did not know what he or she was talking about, until it was
too late? What signals can organizations give to reassure customers
that they can be trusted to take care of them? There are a number
of interwoven factors.

In their engaging book, The Soul of The New Consumer (2001), David
Lewis and Daniel Bridger show how people are motivated to purchase
or experience products and services that they like and perceive as
authentic. They conduct a number of experiments to explore the rela-
tionship between liking and authenticity. In one such experiment they
describe how customers were asked to rate their liking for a small green
glass bottle on a scale from 1 (not at all) to 5 (a great deal). Some
customers were told nothing about the history of the bottle while
others were told it had been discovered in the ruins of Pompeii, the
ancient city buried by the eruption of Mount Vesuvius in AD 79.

Lewis and Bridger found that those who believed that they were
holding an authentic relic from the catastrophe rated their liking
significantly higher than those who were given no information
about the bottle. This suggests that, as a general rule, when we
perceive something to be authentic we are more likely to like it.

In another part of the experiment they found that liking an object
also conferred upon it the property of authenticity. Lewis and
Bridger asked customers to rate their liking for a small, barnacle-
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encrusted figurine. They were then told that it was believed to come
from Titanic and asked to rate the degree to which they considered
this to be true. Those who liked the object were more inclined to
believe it had come from Titanic than those who disliked it.

The finding that liking and authenticity are interlinked is borne out
in research that well-liked brands—such as Disney, Virgin, and Apple—
are considered to offer highly authentic products and experiences.

When it comes to convincing customers that an organization is
trustworthy, however, credibility is a more practical focus than
authenticity for individual organizations.

A credible source of information makes for quicker and firmer deci-
sions. A credible person is expert (experienced, qualified, intelligent,
skilled) and trustworthy (honest, fair, unselfish, caring). Credibility is
context-dependent, and an expert in one situation may be incompetent
in another. Actions that enhance credibility include:

e highlighting individual experience and qualifications
showing you care about the other person and have his or her best
interests at heart

e showing you are similar to the other person by using his or her
language, pace of speech, mannerisms, and so on
being assertive; quickly and logically refuting counter-arguments
highlighting the credibility of your organization.

Language that reduces credibility includes:

Ums, ers, and other, ah, hesitation.

Excessive exaggeration.

Vague kinds of qualifications that sort of lack assertion.

Excessive politeness that indicates subordination.

Most importantly of all, a key factor in enhancing credibility is to
leverage the credibility of others by getting introduced by a cred-
ible person. There is no higher form of credibility than word of
mouth and personal recommendation.

Loyalty-building experience 7: “The person I spoke to at the
organization really gave me the impression that he/she
enjoyed speaking to me.”

This LBE is linked to the relationship between liking, authenticity,
and credibility. It turns the tables on whether the organization is liked
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to show the importance of the customer feeling that a service provider
has been motivated by, or even enjoyed providing service. The
encounter may have been face to face or by phone, and its importance
in bridging to a further encounter or reinforcing a lasting good
impression is vital.

Winning this endorsement from customers is largely based on the
skill of rapport building. Rapport building is about charming or in
some sense “chatting up” a customer. Whenever we make this
recommendation to clients, many of the less experienced organiza-
tions seem to be obsessed with the issue of how to go about this—
in particular what their opening line should be.

But what comes as a big shock to many of our clients is the fact that
frequently—indeed, at least half of the time—it is the customer who
uses a positive, constructive, and “chatty” opening line that could be
the basis of a positive and constructive interaction, but that the cus-
tomer service staff member then “blanks” the customer and spoils the
rapport. The staff member may not be sufficiently interested in cre-
ating a rapport (which raises the question of why he or she is doing
that job at all), or the staftf member may be laboring under thought-
less training or management practice that has focused unduly on
maximizing call-handling volume, or sales.

This “blanking” of a customer’s opening line is a huge inhibitor of
this particular loyalty-inspiring feeling. If it happens the customer
often feels stupid and unappreciated and will withdraw emotionally
from the encounter as quickly as possible in order to “save face.”
While this may inadvertently help meet time management targets, it
won’t help sales or customer retention figures.

To help service providers begin rapport-building conversations
more effectively, but also recognize when rapport building is cus-
tomer initiated, let’s look at “openers” in more detail. Interestingly,
the choice of opening line is not really very important, and striving for
originality and wit is a wasted effort. The fact is that conversational
“openers” are rarely original, witty, or elegant, and here’s the news-
flash, no one expects them to be. The best openers are, quite simply,
those that can easily be recognized as openers—as attempts to start a
conversation. In the United Kingdom, the traditional comment on
the weather, for example (“Nice day, isn’t it?” or “Doesn’t feel much
like summer, eh?”) will do just fine, as everyone knows that it is a con-
versation starter. The fact that these comments are phrased as
questions, or with a rising “interrogative” intonation, does not mean
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that the speaker is unsure about the quality of the weather and
requires confirmation: it means that the speaker is inviting a response
in order to start a conversation. In the United Kingdom, it is univer-
sally understood that such weather comments have nothing to do
with the weather, and they are universally accepted as conversation
starters. Saying “Lovely day, isn’t it?” (or a rainy-day equivalent) is the
UK way of saying “I’d like to talk to you; will you talk to me?”

A friendly response, including positive body language, means, “Yes,
I’ll talk to you”; a monosyllabic or monotone response (possibly
accompanied by body language) often signals lack of time and means,
“No, I don’t have time for this.” The words chosen to open a con-
versation aimed at rapport building are really quite unimportant, and
there is no point in striving to be witty or amusing. Much more
important is the tone of voice. To effectively open a rapport-building
opportunity, it’s sufficient to make a vague, impersonal comment,
either phrased as a question or with a rising intonation as though
asking a question.

This formula—the impersonal interrogative comment—has evolved
as the standard method of initiating conversation with strangers
because it is extremely effective. The non-personal nature of the com-
ment makes it unthreatening and non-intrusive; the interrogative
(questioning) tone or “isn’t it?” ending invites a response, but is not
as demanding as a direct or open question.

There is a big difference between an interrogative comment such
as “Cold today, isn’t it?” and a direct and open question such as
“What do you think of this weather?” This direct question demands
and requires a reply, while the interrogative comment allows the
other person some flexibility. He or she may decide to respond
minimally, expansively, or not at all, if he or she does not wish to
invest in developing rapport.

There are, of course, degrees of positive and negative response to an
impersonal interrogative comment. The significant factors are length,
personalizing, and questioning. In gauging the willingness of the
customer to participate in rapport-building conversation, the longer the
response, the better. If the customer responds to your comment with a
reply of the same length or longer, this is a good sign. A personalized
response, that is, one including the word “I” (as in, for example, “Yes,
I love this weather”), is even more positive. A personalized response
ending in a question or interrogative (rising) intonation (as in “I
thought it was supposed to clear up by this afternoon?”) is even better,
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and a personalized response involving a personalized question, that is,
a response including the words “I” and “you,” is the most positive of
all. So, if you say, “Nice day, isn’t it?” and the customer replies, “Yes, I
was getting so tired of all that rain, weren’t you?” you are definitely
developing a deeper level of rapport.

What is really interesting here is that there’s nothing original, witty,
or clever about the above exchange. It could even be dismissed as
polite, boring, and insignificant. But in fact, a great deal of vital infor-
mation has been exchanged. The opener has been recognized as a
friendly invitation to a conversation, the invitation has been accepted,
the customer has revealed something about him/herself, expressed
interest in talking with you, and even suggested that you might have
something in common. Remember, the opening remark in a rapport-
building conversation may often come from the customer—so build
on it!

Another factor that concerns many of the organizations that we
have met over the years is the use of humor. Humor is perhaps the
most powerful relationship-building tool, yet it can easily backfire if
abused or misused.

On the positive side, studies have shown that people who use
humor are perceived as more likeable, and that both trust and attrac-
tion increase when a light-hearted approach is used. Judicious use of
humor can reduce anxiety and establish a relaxed mood that helps a
relationship to develop more rapidly. On the negative side, inappro-
priate use of humor can kill a promising relationship stone dead in a
matter of seconds.

While it is clearly important to avoid causing offence, humor, used
at the right time, conveys the sense that we are liked and appreciated.
Liking something or someone, as we have discussed, also has the
effect of enhancing credibility and authenticity. As humans we have a
natural instinct to make people we like smile; shared smiles and
laughter provide reassurance.

The most common mistakes in use of humor involve its over-use or
under-use. As a general rule, men are more likely to over-use humor,
while women sometimes have a tendency to under-use humor—and
to adopt a too serious tone when a more light-hearted banter would
be more effective.

Failing to respond in kind (if appropriate) to a customer’s use of
humor can make the customer feel he or she isn’t liked, which is
undermining to self-esteem.
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Another, deeper, form of rapport building is reciprocal disclosure.
This technique is used by the most successful service providers, and
involves the exchange of personal information. Reciprocal disclosure
creates a deeper rapport because it conveys intimacy, even if the
exchange of information is nothing more intimate than sharing a
liking for warm weather, caravan holidays, or hotdogs.

If a customer discloses some such detail, the best service providers
recognize the opportunity to reciprocate as soon as possible by
revealing some similar information about themselves. By offering
slightly more personal information, it is possible to assess the effec-
tiveness of the technique in building deep rapport. If the customer
likes you, he or she will probably try to “match” your disclosure with
one of similar value. Reciprocal disclosure of this kind is much more
subtle and less threatening than asking direct personal questions.

A critical success factor is to always maintain a balance in disclosures
between customer and staft member. If a service provider gets too far
ahead by revealing too much—the customer will perceive a credibility
gap or if the service provider is lagging behind by revealing too little,
the customer will feel rebufted.

Loyalty-building experience 8: “The interaction was concluded
to my complete satisfaction.”

Every salesperson knows that there is little point in establishing a
great rapport with customers, attracting their interest, gaining their
trust and so on, if you fail to “close” (sales-speak for actually making
the sale, securing the contract, getting the customer to hand over
money, or sign on the dotted line).

Amazing as it may seem, many of the organizations we have met
over the last ten years still do not accept the basic fact that if a cus-
tomer has been impressed by a service encounter, he or she will end
up wanting more—which equals more service and more sales.

Conclusion

There is a fascinating, if obscure, aspect to modern-day complexity
theory known as “the law of requisite variety.” This law states that
to control a system, the controlling unit must have more options
and choices in its responses than the system it is attempting to
control. In human systems, the idea translates into the principle that

145



Customer loyalty

the person with the greatest flexibility of behavior—that is, the
greatest number of ways of interacting—will control the system.
When service providers are able to vary their behavior, they are
more likely to get the desired outcome—that is, for customers to
feel impressed.

Increasing awareness of the LBEs and the tools that support them
correspondingly increases the flexibility of the behavior of customer
service staff, increasing their effectiveness. Organizations need to take
on board without delay the lesson that if what they are doing now is
not working as far as generating loyalty from impressed customers is
concerned, then the organization needs to do something radical
about it—and urgently. After all, almost anything is better than con-
tinuing with what doesn’t work.

For organizations today, what matters is winning customer loyalty
from customers who will become so loyal that they will in effect want to
sell and promote the organization themselves. Everything else is, in a
very real sense, just conversation.
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8 Making loyalty-building
experiences happen

For any organization, knowing about the importance of the eight
incremental stages of loyalty-building experiences (LBEs) is of great
importance if it is do justice to its potential for winning customer loy-
alty. But being aware of these eight incremental stages of creating a
glorious totality of an irresistible loyalty-winning interaction is only
the start; what really matters is putting them into practice. In this
chapter, we look at the process of doing so, and how it works at the
coalface of an organization’s interactions with its customers.

We profile our own activities in doing this because these are the
activities we know best. In any case, the concept of the LBE is one
we have developed at Cape Consulting, and is an original concept
that is not put into practice anywhere else. It is also proprietary to
our firm.

Our experience at Cape Consulting is that there are four prelimi-
nary issues that must be addressed to create an environment in which
LBEs can be put into practice successfully. These four preliminary
issues are as follows:

1. Facing up to the challenge

The most momentous journey does indeed begin with just one step.
If you want to make the most of the transformation potential of LBEs
for your organization, the first step to take involves accepting the
nature of the challenge with which you need to engage.

Let’s be very clear about the nature of this challenge. You are not
going to set your sights anywhere near as low as the aim of changing
a “bad” caliber of customer service to “good.” No—if you aren’t
already starting out on this journey with an organization that is
already offering “good” customer service, then you had better up the
ante of your customer service before you start thinking about how to
use LBEs. For, strictly speaking, the purpose of identifying and iso-
lating LBEs as a concept and practical reality is not to facilitate the
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creation of merely good service, but rather to help an organization
move the quality of its service from being good to becoming “great.”
For every customer, every time.

2. Creating clarity

If you have read this far in this book, you will be unlikely to have
much doubt that all organizations need to maximize the extent and
quality of customer recommendations, and that this requirement is
especially important for any organization selling service brands.

Our work and research at Cape Consulting is based around careful
monitoring and measurement of LBEs at specific organizations, and
the development of specific initiatives to help a client organization
implement LBEs more successfully. In other words, clarity must be
created about what needs to be done to implement LBEs.

This initial work involves, above all, listening to the organization’s
statf dealing with customers, and researching customers’ perception
of their experiences. Subsequently, diagnostic information is shared
with the management team to develop a practical plan and method to
improve the delivery of LBEs by staft interacting with customers.

3. Creating “climate”

In practice, developing team managers so that they can create the “cli-
mate” for the LBEs to be delivered is an essential step in the
transformation of the quality of an organization’s service from
“good” to “great.”

The way this development of team managers usually works is by
events being held which focus on equipping team managers to
support the delivery of LBEs through:

e developing team managers to be able to coach team members in
the required practices

e customizing our generic LBE-measuring tool to prioritize specific
and practical actions for advisers to deliver during every interaction
with every customer.

4. Creating consistency

Our work in the area of helping client organizations transform the
quality of their customer service is focused on enabling clients to win
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new—and on occasion previously undreamt-of—levels of customer
loyalty. In practical terms, the work involves developing customer ser-
vice staft, team managers, technical advisers, and telephony coaches to
radically improve customer experiences.

Above all; our work involves:

e communicating the nature of LBEs to everyone at the client orga-
nization who will be involved with the initiative to improve
customers experiences

e implementing our LBE measurement tool.

In this way, the LBEs create consistency and give customer service
staff clarity about what they must do to maximize the opportunity to
create a recommending customer—for every customer, every time.

Now let’s look at how one particular organization focused on
LBEs and put them into practice in one of its major customer
contact centers. The organization is Norwich Union Insurance, and
we are grateful to our client John Willmott, director of organiza-
tional change at Norwich Union Insurance, for providing us with
this account of how his organization is implementing an original
new technique to cause a paradigm shift in the quality of customer
service it offers via its customer contact centers.

John Willmott, Norwich Union Insurance

In the enormously competitive retail financial services markets of
today, being good enough is no longer good enough.

At Norwich Union Insurance we have always believed—I hope jus-
tifiably—that we offer a high level of customer service from our
customer contact centers. But this is no longer enough for our cus-
tomers, for our partners, or for ourselves. We want to offer a quality
of service that is really special; a level of service which, if we can get it
right, might even be great.

With 13000 employees and total annual premiums of almost £8 bil-
lion, Norwich Union Insurance, the general insurance arm of Aviva
plc, is the UK’s largest insurer. We provide 60 percent of Aviva’s
worldwide general insurance business by gross written premium. In
2004 Norwich Union generated an operating profit of £832 million.
Altogether we operate 15 customer contact centers in the UK and
three in India. These employ a total of 8000 people.
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Our commercial landscape is ever more competitive; our customers
ever more demanding. To survive and prosper, we must embrace rad-
ical change. We must reduce our costs of doing business and we must
improve customer service. Our fundamental perception—and the
implications of this point are massive and ongoing—is that a tradi-
tional, “ordinary” level of contact center performance will not deliver
the differentiated, exceptional caliber of customer service that wins
enthusiastic loyalty from customers.

A major part of what Norwich Union does involves selling insur-
ance to customers directly. But like most large insurance companies
and many other types of financial services organization, we also place
a major emphasis on developing relationships with third-party organi-
zations to furnish them with a variety of services. These services
include being, in effect, the partners’ own customer contact center.

My job as director of customer service for our partners is to ensure
that their own customers do indeed enjoy a level of service that is
much better than merely “good.”

Norwich Union began working with partners in the 1970s. This
was comparatively recently in our 200-year history, yet we were in fact
one of the first insurers to start getting involved with this area of busi-
ness. From the moment we initiated this new revenue stream we have
regarded our ability to offer a top-notch service to partners and their
own customers to be an essential part of our corporate strategy and
competitive differentiation. Today, the business we have with our
partners is worth a quarter of our annual turnover.

The precise nature of the processes we carry out for our partners
varies according to their particular requirements.

In some cases we take on the complete responsibility for a partner’s
insurance offering and deliver that offering essentially as a turn-key
service. When this happens, our staft deal with the partner’s cus-
tomers’ insurance requirement from start to finish—that is, from sales
to claims resolution—as though we were the partner’s own staft.

Other partners, especially those with strong, high-profile brands,
may prefer to retain control of their sales and branding but will make
use of our own people in administering and managing the insurance
product, again including handling claims. In practice, this second type
of arrangement tends to be the most popular with partners.

Ideally, both types of arrangement give our partners’ customers the
peace of mind, security and square deal they associate with a brand
they know and trust—the partner’s brand. The partner’s customers
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also benefit from the long-term expertise, strong capitalization and
reliability of the Norwich Union.

But whether we are offering a partner an entire turn-key service, or
focusing on the administration and management of the insurance
product, including claims handling, the entire arrangement cannot
possibly be a successful one for the three parties concerned—the cus-
tomer, the partner, and ourselves—unless the quality of service we
provide to the partner’s customer is absolutely top-notch.

In my professional life, I adhere rigorously to the creed that in the
financial services industry, as in other major sectors, product pricing is
a crucial factor in winning customers. But if you really want to keep
customers, what really matters is the quality of customer service you
extend to them.

Following on logically from the implications of this creed, we
decided to take vigorous steps to investigate what we could do to
make the quality of the service we offer to our partners’ customers
even better than we believed it already was.

Research into the theory of customer loyalty

A sensible first step seemed to be to find a consultancy that had in-
depth experience in the customer service and customer loyalty
arenas and could give us advice about practical steps we could put
into practice to achieve our aim. As a result of our research, we
made contact with an organization that had already been in touch
with us: the service excellence consultancy, Cape Consulting.

The first advice we were given by Cape Consulting was that we
ought to familiarize ourselves with the work of the business thinker
Frederick Reichheld, author of the best-selling book The Loyalty Effect
and its sister publication Loyalty Rules.

I found reading Reichheld an invigorating and inspiring experience.
In these two books, Reichheld is unequivocal in his belief that cus-
tomer loyalty, far from merely being a subset of what a business
should all be about, is—in fact—the totality of what a business’s focus
should be.

What I found particularly interesting about Reichheld’s work is
that he has ingeniously reduced his thinking about customer loyalty
to proposing that the best and most reliable test of this should
simply consist of the customer’s response to the question, would
you recommend this organization to a friend?
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Indeed, Reichheld has drilled down even farther into the subject.
He has actually developed ways of measuring customers’ willingness
to recommend on a scale of between zero and ten.

Reichheld has modeled the results against organizations’ sales
growth and shown that when there are significantly more promoters
(that is, enthusiastic recommenders of the organization in question)
than there are detractors (that is, those scoring comparatively low on
the recommendation scale), then it is likely that sales growth among
these loyalty leaders will substantially exceed growth among competi-
tors who do not have significantly more promoters than detractors.

The terms “promoters” and “detractors,” by the way, are
Reichheld’s invention. They seem appropriate for the exposition of his
basic thesis, which is that anything less than an enthusiastic willingness
to recommend makes someone essentially a detractor.

This is a crucially important point. In Reichheld’s world there are
no “A”s for effort when it comes to inducing someone to be almost
willing to recommend an organization. Only success in winning their
enthusiastic willingness to recommend counts.

After steeping ourselves in Reichheld’s ideas, and then holding fur-
ther discussions with Cape Consulting, we decided that if we wanted
to effect a major improvement beyond merely being “good” in the
quality of the customer service we offered our partners’ customers, we
would need to define and pursue a clear and decisive course of action.
Above all, we would need to do everything we could to improve the
quality of the customer service experience our partners’ customers
were receiving from our customer contact centers.

The challenge that faced us

The substance of the challenge that confronted us was that, as I’ve
suggested above, we knew our customer service was pretty good
already. We weren’t, therefore, in a situation where we had to
dismantle everything we were already doing and start again. From
some perspectives that might have been easier than what we actually
had to achieve, which was to raise a system that was already
performing well another rung—or preferably even several rungs—
up the ladder of quality.

When an organization already believes itself to be good in some
particular respect, there is a huge challenge involved in overcoming
the inertia of the status quo. People see no compelling reason to
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change what is already working perfectly well. Their creed tends to be
that rather over-used but nonetheless commonsense mantra, “if it
isn’t broken, don’t fix it.”

But we were confident the way ahead we had chosen was the right
one. And so, starting with our call center in Bishopbriggs—a suburb
of Glasgow—we began working closely with our call center agents to
develop an entirely new mindset as far as dealing with customers was
concerned.

Our initial vesearch

We decided to appoint Cape Consulting to assist us with this initia-
tive. Our work with Cape Consulting began with a programme of
customer research in which we measured our ability to generate
enthusiastic customers who would be “promoters” according to
Reichheld’s terminology. We then modeled our ability in this direc-
tion against Cape Consulting’s database of loyalty-building
experiences (LBEs). The term was developed by Cape Consulting
itself. LBEs can be defined as experiences that result in a customer
feeling more loyal to an organization.

LBEs indicate that a customer is enjoying, and feeling comfortable
about, his interaction with the organization.

In particular, LBEs are designed to investigate that the customer
teels that:

he or she has sufficient time to think, without feeling rushed
he or she is appreciated as an individual

e dealing with the organization is easy, convenient, efficient and
enjoyable
the organization genuinely cares about meeting his or her needs
he or she is getting a really good deal from the organization.

Putting the veseavch into action

In business good research is always important, but devising and
implementing applications that literally capitalize on the research and
win competitive advantage from it is what really matters. We aligned
Cape Consulting’s LBEs to a programme we already had underway to
improve the quality of customer service experiences. That programme

153



Customer loyalty

had defined the ends. Cape Consulting’s work defined the means. We
named our new programme “Care at the Heart.”

The idea behind the “Care at the Heart” programme was that we
would very consciously set specific objectives for how our customers
would feel when they dealt with us. We then identified what changes
we could make in how we communicated with our customers, to give
them the feelings we wanted them to have. This objective—giving
customers those feelings—was the key aspect of the procedure.

Achieving this objective required a vigorous programme of decisive
action. Like many in the call center industry, I believe that the biggest
influence on the performance of call center agents is their team leader.
And so we created a programme that involved team leaders teaching
their teams how to achieve the LBEs that we had, very literally, set at
the heart of the Care at the Heart programme.

We were delighted to find that the LBEs gave the programme an
unprecedented level of credibility among call center agents and team
leaders. In particular, the enthusiasm of team leaders was infectious—
in the best sense of the word—and their teams benefited enormously
from it.

The practical intevvention

What was the particular nature of the intervention at the actual “coal-
face” where call center agents deal with customers on the phone?

Above all, the telephone interaction between the call center agent
and the customer became guided by specific target behaviors that the
agents were encouraged to put into action in a natural and—above
all—authentic fashion.

The reasons why authenticity has been the key to the programme’s
success are:

e A lack of authenticity is easy to detect in voice, tone and manner.
A commitment to offer really excellent service is often called
“emotional labor.” An agent must want to deliver the LBEs. If he
or she doesn’t, no sustained improvements are going to happen.

e Ifagents don’t enjoy the experience of talking to customers, their
jobs can be very mundane indeed. A principal purpose of the pro-
gramme is to help call center agents realize that their jobs will
actually become more interesting and more enjoyable if they put
these practices into action.
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Making progress

Overall, the work itself consisted of three key phases: a diagnostic
phase, an implementation phase and a “business as usual” phase.
The diagnostic phase posed the following key questions:

e Do we impress our customers through their service experiences?
Do our people know how to impress customers?
Are we supporting a contact center environment where our agents
are given the opportunity to perform to a high level?

e How can we support our front-line managers in driving
improvements to customer experiences?

Cape Consulting’s diagnostic processes involved a range of tools:
quantitative assessment of customers’ service experience and the
identification of Reichheld’s all-important scores to identify
performance gaps that had to be closed, and thereby increase the
likelihood of creating promoters.

Cape Consulting assessed calls between our contact center through
call listening. Our performance climate was measured, relative to
Cape Consulting’s existing database, on such key dimensions as:

strategic clarity

performance standards
teamwork

recognition and motivation
responsibility and commitment.

It’s important to point out that because we know our Team Manager
population to be ultimately the most influential factor of all affecting
the performance of our customer contact center staff, Cape
Consulting used an audit of coaching skills and practices to make rec-
ommendations to increase the effectiveness of this important group.

The implementation phase involved team managers becoming
even more involved at the heart of the process. They ran events for
their teams that shared customers’ feedback and data. This allowed
team managers to communicate to their call center agents impor-
tant discoveries about the agents’ current level of performance.
Contact center staff were shown that while certainly they were
good at what they did, there were many areas where they could
potentially make improvements.
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Finally, there was the “business as usual” phase in which we in effect
“rebooted” our activities to include the new working practices we had
developed that incorporated the major new emphasis on achieving the
LBEs.

These new working practices, and the feedback processes that were
a crucial element of them, were essential to our key task of instilling
new behaviors. Again, the difference was between knowing what to
do and actually doing it. We have found that implementation has
taken dogged effort and persistence to convert those contact center
staff that were still comfortably doing just enough to satisfy customers
but not enough to impress them.

Conclusion

The Care at the Heart programme is still continuing. I think it is fair
to say that it has allowed us at Norwich Union to achieve a paradigm
shift in how call center agents do their job. Making this paradigm shift
happen has been a major undertaking and one that still needs constant
vigilance. People do not change their behavior overnight; they have
to be repeatedly persuaded to change it, and given positive reasons to
want to change it.

It is true that some aspects of Cape’s intervention did involve
scripting the new way of dealing with customers. And because the call
center agents were dealing with financial services, there were some
necessary regulatory and technical aspects of the conversation that
had to be included.

But the general approach has not been to inflict scripts on our
agents but rather to create a collaborative atmosphere within call
center agent teams where individual agents feel motivated to work
together in the team to collaborate on achieving an enormous change
for the better in how they deal with customers.

The response to the initiative from individual call center agents at
Bishopbriggs has been extremely inspiring and encouraging. Many
people who work in call centers are young people starting what is
often their first job. Labor mobility within call centers is quite high,
and in the past many agents have taken it for granted that their work
would be rather boring and not very “human.” We have shown, I
think, that this does not need to be the case.

The hard facts are there too. Sales are up. The virulent problem of
“failure demand”—when customers have to make a second call to
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clarify some problem that was not dealt with properly the first time
round—is down. Motivation is up. Our net promoter scores are up
across the board.

I have no doubt at all that we can differentiate our products and
services from those of our rivals by striving to offer a better level of
customer service than they do. And for us, this enhanced customer
service is won by focusing very carefully, thoughtfully and creatively
on how the agents in our customer contact centers actually talk to
customers—and the authenticity and care with which these agents
respond to customers’ needs.

157



9 The future

In the early years of the nineteenth century, clerks at the branch of the
Martins Bank in Liverpool (England) would habitually add, as an
additional security measure, short descriptions of customers in the
bank’s signature book. One rather unflattering entry described a
female customer as a “little pug-faced woman with a squeaky voice.”

No one is likely to enjoy the idea of being described as being pug-
faced and having a squeaky voice, or indeed knowing that any
similarly unflattering description of them is held on a bank’s internal
ledgers. Still, the unfortunate lady whose physiognomy and vocal
charms were recorded for the bank’s employees, and for posterity, can
rest in her grave knowing that she was at least given a significant ele-
ment of personal recognition by the nameless bankers who wrote
down what she looked like.

This book, Customer Loyalty: a guide for time travelers, has essen-
tially been a hymn in praise of organizations that take the trouble to
get to know their customers on an individual basis and offer them a
personal level of service that truly impresses them.

Odur first core belief in this book has been our conviction that intrin-
sically customers want to be loyal. They enjoy finding an organization
to which they can be loyal and they are likely to regard the organiza-
tion that wins their loyalty with the same level of excitement and
affection with which they regard their friends.

We’ve focused on the notion of time travel because of our second
fundamental belief, which is that in order to give customers what
they want it’s necessary to take the trouble to understand the social
factors and social trends affecting customer behavior and desires.
This means that the organization has to be sensitive to changing
trends over time. In other words, the organization has to become
something of a time traveler.

A recent convention in the United States organized by time travel
enthusiasts was deliberately geared to inviting people from the future
in the hope that some time travelers from the future might indeed

158



The future

turn up. Unfortunately, but perhaps not entirely surprisingly, there
was no record of any futuristic people appearing at the convention in
a suitably glamorous time machine. But if people may not be able to
return to the present from the future, we can at least look into the
future from our current perspective and speculate. What kind of
developments do customer loyalty professionals need to anticipate as
we move into the future at our pedestrian but inexorable pace of 60
minutes an hour, 24 hours per day?

While this book was in final preparation, there came the splendid
news that London had won its passionate and energetic bid to stage
the 2012 Olympics. Writing this book as we are in 2005, it occurred
to us that looking ahead to the seven years between now and 2012
might be a good foundation on which to base an analysis of the kind
of future trends that are likely to affect the customer loyalty business
during the next seven years.

Looking ahead fewer years than those seven is not perhaps very
useful from a practical point; looking ahead much more than seven
years would probably turn out to be unrealistic. And so, as far as this
chapter about the future of the customer loyalty is concerned, we
focus in this final chapter on the years between now and the London
Olympics of 2012—years which will, of course, pass much more
quickly than we think, until the Olympic Games of 2012 themselves
become a memory.

In the meantime, what big changes are likely to happen on the
customer loyalty front between now and then?

At a major conference on customer management held in London in
May 2005, several speakers gave their own views about likely future
developments in customer loyalty. Some of the most interesting
comments about key future developments were as follows.

Increasing importance of women as customers

At present, about 70 percent of retail customers are women, with the
same figure—70 percent—of online banking being done by women.
However, about 80 percent of customer management system design
is undertaken by men. There seems to be a general perception that
women are likely to become even more significant as customers in the
future than they are at present, and that not enough acknowledgment
of this fact is currently made when customer management systems are
developed.
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Increasing importance of older customers

At present in the United Kingdom, about 75 percent of the country’s
wealth is owned by people aged 65 or over. This trend is set to continue
and intensify. There seems little doubt that accommodation for the
increasing importance of the wealth of the elderly will need to be made
increasingly in how organizations approach winning customer loyalty.

Increasing importance of cause-related marketing

There is significant evidence that people are increasingly likely to buy
products linked to a cause they care about or believe in. This partic-
ular aspect of customer behavior seems to vindicate our own belief
that ethical and moral issues are becoming more and more important
and are significant in how they influence customers’ buying decisions.
It does indeed seem that in a society where people see fewer and fewer
examples of strong pressures to enforce traditional, objective morali-
ties, people are likely to try to find security and solace in their own
moral beliefs and moral worlds.

Increasing importance of one-person households

Whatever one thinks about the increasing proliferation of one-
person households and the increasing fragmentation of society,
there is little doubt that these trends are continuing. It is estimated
that western cities, for example, are heading for a situation where
about 60 percent of households contain just one person. The conse-
quences for organizations selling to these customers seem clear:
personalization and individualization are going to be more and
more important. Just because organizations have to deal with tens
of thousands or even millions of customers cannot be regarded as an
excuse for failing to pay careful personal attention to each customer.
This point is linked to the next.

Increased emphasis on individual delivery of service

One of the fascinating ironies about modern life is that more and
more we seck mass-market products that give us the facility to be indi-
viduals. Indeed, the entire history of many branches of technology is
actually about increasing opportunities for individualization rather
than decreasing them.
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The computer is a case in point. It was initially a cumbersome
device designed to perform abstract and complex mathematical
calculations requiring a heavy input of arithmetic. Today, when
computers fit on desktops, or even in pockets, and may only cost
about the price of a family’s grocery shopping, only professional
specialists consistently use computers to undertake calculations.

Most of us use computers for very different reasons; exploiting
the enormous facility computers have for running a wide range of
applications on which we can write our websites, play computer
games, create our favorite selection of music, paste a digitized
version of a family photograph album, write our memoirs, an
account of the first six months of our baby, or to write our novel to
beat J. K. Rowling at her own game. In other words, the more
advanced technology becomes the more it appears to lend itself to
personalized applications.

The implications of this for the customer loyalty fraternity are pro-
found, but they don’t only extend to product brands or service brands
with a strong technological element. They seem to affect all types of
product brands and especially service brands; holidays put together
for the individual on a customized basis, food products strongly dif-
ferentiated by certain criteria such as organic, health, luxury quality,
and so on. There is actually evidence that mass-market advertising is
significantly less effective now than it was even in the last few years of
the twentieth century. If this is indeed so (of course the eftectiveness
of advertising is something that it is difficult to prove statistically and
easier to glean on a more impressionistic basis) then we can expect
that mass-market promotion in the future will be more successful if it
focuses on individualized formats (especially in areas that lend them-
selves to service brands) where marketing is more likely to be by word
of mouth rather than by advertising.

Many of the key trends in customer loyalty today were well
summarized by a speaker at the conference who remarked that today
was not a particularly good time to be a product manager, but it was
certainly a great time to be a customer manager.

The need to find customers who value what you do

In the future, successful marketing to customers won’t be a ques-
tion of creating “obedient” customers but rather a matter of finding
customers who value what you do. This may be achievable through
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focusing on different areas of customer interests or on particular
segments of customers where the individual segment might lend
itself to the creation of a kind of “club”—focused around the brand-
ing—to which customers are proud to belong. The example of the
travel and financial services company Saga obviously springs to mind
in this respect.

The ever-increasing importance of winning more promoters and
reducing the number of detractors

The legendary Frederick Reichheld, who spoke at the conference on
his favorite themes of how organizations can become loyalty leaders,
firmly believes that the future of customer loyalty will be about orga-
nizations winning more and more promoters and shedding more and
more detractors. As Reichheld pointed out, Dell Computing has esti-
mated that 60 percent of its customers are promoters and that Dell
gets 25 percent of its new customers by word of mouth. (Reichheld
also pointed out, incidentally, that because Dell knows the value each
customer has to it, Dell can actually calculate the value of word of
mouth to the company.) Reichheld also pointed out that in his view,
15 percent of Dell’s customers are detractors, and if Dell could cut
this number by half it should be worth an extra $150 million to Dell
per year in revenue.

The increasing role of self-service in customer loyalty

Helping customers help themselves is a relatively old idea, and one
that has become a growing business priority. Organizations have
long focused on enabling users to help themselves via technological
intermediaries, from the first mechanized vending machines of the
1880s through to ATMs, the growth of the World Wide Web and
all the voice-activated customer management systems available
today. Self-service as a model and a market has been gaining
momentum in all areas where it is practical, and of course the very
concept of self-service harmonizes with the growing importance of
individual choice and individualism in customer loyalty.

Self-service is most eftective when there are benefits both for users and
for the organization supplying the service to users. A recent survey has
shown that in the United States about 40 percent of airline passengers
now make use of self-service kiosks when they obtain their boarding
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passes for flights. More and more organizations are seeking to deflect
calls to their websites, although this is by no means at present always a
successful strategy, as many websites are notoriously bad at interactive
communication, leaving customers stuck to know what to do if their
particular need is not readily available as a website option. Another
problem with website interaction for anything other than merely obtain-
ing information can be that website responses do not usually give a suit-
able level of “closure” on a particular need or problem, whereas a
successful telephone conversation with a helpful agent who understands
the need to be helpful can give closure very successtfully.

For example, a customer who is concerned that a particular enquiry
is taking longer to answer than he or she expected is unlikely to be
much placated by an automatically-generated website saying some-
thing like “your order is being processed” if that was exactly what the
website response was three weeks earlier. But a telephone interaction
with a contact center agent that ends with the agent saying, for
example, “We haven’t forgotten about you, don’t worry” is much
more likely to offer something resembling closure. But assuming that
the organization does know how to provide closure and to be truly
helpful, there is no doubt that self-service can be an increasingly
important resource for organizations wishing to maximize customer
loyalty. Certainly, self-service is going to be perceived as a benefit by
more and more customers as a result of two of the trends we identi-
fied in Chapter 3. These trends are the “trust implosion” and the
“permanent hurry.”

The trust implosion leaves more and more customers eager to
undertake their own research and their thinking without the help or
advice from organizations that customers are—possibly justifiably—
likely to be unwilling to trust. Such customers are prone to want to
use the resources of the information age to create their “own” exper-
tise because they believe their own expertise to be of similar or better
quality than that available within many organizations. The increasing
expertise that many customers have in the mortgage market is a case
in point. More and more customers are surprising adept at under-
standing technical financial issues such as different types of interest
rate, indemnity, insurance, and various penalty clauses. Self-service
even allows customers to make crucial decisions about mortgages by
means of electronic terminals or via the Internet, and customers are
able to on occasion switch from one provider to another merely by
clicking on a mouse.
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Or at least they are if they want to. But of course our crucial theme
here in this book has been that customers are likely not to be disloyal if
they have an emotional reason—and ideally all of the eight LBE
emotional reasons—for remaining loyal. The message seems to be that
organizations should offer self-service facilities because more and more
customers are likely to appreciate them, but they need to integrate into
their self-service facilities as many of the LBEs as they possibly can.

In practice, interactions over the Internet or via any self-service
system will, by their very nature, be less personal than face-to-face
contact and telephone contact. However, there is still scope for
building the precepts governing the LBEs into the self-service inter-
action, though doing so is likely to require specialized assistance and
guidance.

The increasing need to recapture the personalized service of the
past

Consumers today—and consumers between now and 2012—are
likely to have access to a greater range of electronic shopping
resources than has ever been the case before. But the information age,
while in many respects making life more interesting by providing a
wider variety of activities to fill leisure hours and giving people far
more control over their environment, has also created societies that
feature a great deal of social fragmentation and alienation.

There is no doubt at all that a major consequence of this increased
alienation is the fact that customers are likely to be more and more
appreciative of sincere and authentic personalization of service.

But the personalization does have to be sincere and authentic.
Delivering the LBEs isn’t some sort of confidence trick, but a process
that allows authentic personalized connection to be made between a
contact center agent, or a customer service staff member, and a cus-
tomer. A contact center agent who imagines that he or she is offering
a personal service by being very informal and chatty with a customer
who doesn’t particularly want the agent to be chatty and informal, is
not doing any service to the customer or to his or her organization.

It obviously isn’t easy for organizations to win this level of personal
contact with their customers because customers are likely to resent
too intrusive an approach to their lives from an organization until
they know the organization and believe that it likes them and cares
about them.
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All the same, personalization is what really matters. In the days
when staft at Martins Bank described their customers in the not
always flattering ways they did, it was at least the case that customers
expected vendors and service providers to be familiar with their likes
and dislikes. In a society where only about five percent of people had
any real spending power, this personalization was obviously far easier
than it is today, when practically everybody but about ten percent of
the population has some real spending power.

Not surprisingly, under the circumstances, there was a period when
the need to understand this significant majority of the population
exceeded the ability of technology to deliver that understanding. And
so you got the rise of many tools organizations used for trying to
understand their broad marketplace; tools which were blunt instru-
ments indeed. It was assumed, in particular, that customers’
demographic characteristics—age, sex, earnings, and so on—could
help decipher the mystery of the mass market. In fact, this way of ana-
lyzing customers’ needs has rarely delivered a loyal customer base on
service—we are individual people and not likely to be understood
merely because we belong to a certain demographic group.

Such naive and even crude analysis was replaced by neighborhood
analysis and identification of social groups such as Stanford Univer-
sity’s “belongers,” “actualizers,” or “strugglers,” or even the
Benton & Bowles’ advertising agency’s psychometric categorization
of housewives as, among others, “outgoing,” “optimistic,”
“apathetic,” “indifferent,” or “contented.”

The mass market is disintegrating. What will be important to future
service businesses is joining up the information they already have
about customers’ relationship preferences and responding and
rewarding them appropriately. Currently CRM systems are intended
to track the patterns and habits of various market segments in detail—
but this information rarely supports a service provider engaged in a
meaningful live conversation.

We would suggest that every time a customer makes contact, learn
something new about him or her. Research should develop revealing
questions to ask at the end of customer-care calls. If you put those
questions to use every time you contact a customer, you’ll understand
him or her more and increase your ability to build a relationship.
Some organizations are using information about how their customers
live and then thanking them in ways that are tailored for their lives.

One telephone service provider in Boston, Massachusetts, improved
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its customer loyalty by nearly 12 percent through one simple pro-
gram. The provider asked customers what dry cleaners they used,
tracked down the most popular dry cleaners in their areas and gave
customers discount cards for their nearest dry cleaner. The concept
didn’t even take much time or money. The discount cards weren’t
expensive because the only cost incurred was for printing. Other than
that, the provider simply had to contact several dry cleaners to arrange
discounts. But the perceived value to the customer was high. As a
result, the provider reaped bountiful customer loyalty. Every time a
customer used the card, he or she saw the service provider’s logo—a
subtle reminder the carrier appreciated his or her business.

Increasing difficulty of making unsolicited sales to customers

We live in a digital age and we can be confident that the years
between now and 2012 are likely to be even more digital in their
nature in the future. It follows that organizations have little choice
but to meet this communications preference and to deliver a service
that exploits the opportunities furnished by digital technology. The
inventiveness that organizations bring to this task will be a major
defining factor in their success. Closely related—and indeed part
of—the digital era in which we are living is the fact that customers
are more and more choosy, and even dictating the way they receive
communications. In practice this makes it increasingly difficult for
organizations to make unsolicited approaches to customers. The
challenges this poses for organizations are going to become more
and more a factor in defining success in the future.

Increasing opportunities for organizations to exploit customer
desire to “belong” to organizations with an excellent reputation

In a society that is fragmented and where people feel increasingly
alienated, people want friends more and more. Organizations need to
recognize this, and to recognize at the same time the powerful poten-
tial there is for giving customers the privileged sense of belonging to
an organization with an excellent reputation. The conscious decision
to create a community of members—that is customers—is one which
most organizations are only just starting to understand should be at
the heart of their marketing policy and at the core of their initiative to
win customer loyalty.
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By the way, never stop making a fuss over your loyal customers.
Reserve your very best deals for them, not for the new customers you
are wooing. Remember that it is your regular and loyal customers
who, most of all, can make you rich.

Never let the honeymoon end. After all, why should it?

The need to make the most of existing customers

The information age has led to customers having a pretty free choice
in terms of what marketing information they receive. In principle,
the full utilization of suitable IT systems should allow organizations
to target specific offers at existing customers, but in practice most
organizations make much too little of their existing customers and
do not have sufficient coherent information about them. Organiza-
tions often do have vast amounts of information but no intelligent
way of sharing or using it.

Furthermore, with more and more people registering for the
Telephone Preference Service (TPS) the future of cold calling has to
be on its way out. There is a curious dynamic at the heart of the cus-
tomer mentality whereby people do want more and more to see their
preferred suppliers as friends, but also are increasingly suspicious of
what they perceive as blanket impositions on their freedom.

But there is not really a contradiction here; all that is happening is
that human beings are expressing their wish o live within a friendly
community while excluding strangers and people they don’t trust. And if
you want to explore the days when that wish first manifested itself;,
you need to travel back in time much, much farther than to any of the
previous times discussed so far in Customer Loyalty: a guide for time
travelers. You need to journey back to the infancy not of the modern
consumer economy, but to the childhood of our species.
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The following is a summary of the major points made in Customer
Loyalty: a guide for time travelers.

e Customers are placing increasing emphasis on the way they are
treated. If you want to keep your customers, you have to make
sure they feel impressed with your organization, not just
“OK.”

e There is clear evidence that even in today’s society and market-
places which feature a multiplicity of choice, customers do in fact
want to be loyal.

e A service business sells itself and when it does this successfully, it
makes friends with its customers.

e The feelings a service organization should aim to generate in its
customers are very akin to what a good friendship delivers—
feeling important and individual, a sense of being listened to,
knowing who you can trust, and who will have time for a useful
chat.

e Customer thinking runs something like this: if we have found a
service brand that we can make friends with, why on earth would
we want to shop around?

e Too many organizations have forgotten—or not bothered to
learn—that customers do in fact want to be loyal.

e Winning customers and keeping them coming back are the most
hard-fought elements of modern business.

e Merely satistying customers isn’t enough to win their loyalty.

If organizations want to win customer loyalty they need to
impress customers.

e Today is the age of the service brand, just as the nineteenth
century was the age of the product brand.

When an organization sells a service brand, it is really selling itself.
Today’s customer needs are substantially shaped by particular
social trends and especially by:
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— interconnected individualism
— the permanent hurry

— the trust implosion

— ethic-quette

— rude rage

— stressfulness of choice

— authenticity addiction.

e Winning customer loyalty brings clear provable financial benefits
to organizations.

e Frederick Reichheld’s “one question that really matters” is:
“would you recommend this organization to a friend, relative,
or colleague?”

e Reichheld’s research has revealed undeniable evidence that only a
strongly affirmative response to this question counts as consti-
tuting customer loyalty. People who do make this strongly
affirmative response can be described as “promoters” and are
extremely valuable assets for any organization.

Cape Consulting has identified eight loyalty-building experiences
(LBEs) that are crucial to the process of building loyalty between a
customer and an organization.

These LBEs are as follows:

e LBE 1: “It’s easy to access someone who can help.”

LBE 2: “I spoke to a person who appeared /sounded positive and

eager to help.”

LBE 3: “The person I spoke to listened well to what I had to say.”

LBE 4: “I felt I had enough time and did not feel rushed.”

LBE 5: “I got a chance to ask any questions I had.”

LBE 6: “The person I spoke to seemed to have a good knowledge

of what he/she was talking about.”

e LBE 7: “The person I spoke to at the organization really gave the
impression that he/she enjoyed speaking to me.”

e LBE 8: “The interaction was concluded to my complete
satisfaction.”
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