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ABSTRACT

This research reviews aspects of Customer Relationship Management (CRM)
literature. It examines, in particular, the area of CRM performance measurement.
The main objective of this research is to develop a business-orientated measurement
tool for the assessment of CRM performance. The research context 1s set within the
Small and Medium-sized Enterprises (SMEs) across the United Kingdom.

Although the Iliterature review showed that there are both successful and
unsuccessful cases of CRM performance, the research highlighted a significant issue
concerning CRM performance measurement. It was found that many companies are
unable to quantify their performance claims. Additionally, there 1s little or no strong
evidence that companies measure their CRM performance, it 1s therefore
questionable in regard to the justification of reported cases of CRM success and
failure. Further literature evidence on the area of existing CRM performance
measurement tools was critically reviewed. Overall the evidence points to the need
for a simplified and realistic measurement tool that is based on what CRM user
companies are actually doing or capable of doing regarding the assessment of CRM

performance.

Research methodological approaches undertaken were hierarchical in their nature.
Two stages of empirical work were conducted: questionnaire survey and semi-
structured interviews. The questionnaire survey covered the scope of 2,200 SMEs
across the United Kingdom. The survey aimed to identify Key Performance
Indicators (KPIs) adopted by companies and to also create a profile of CRM
companies for the next phase of research. The interview stage aimed to gain insight

" into CRM performance measurement in order to aid the development of a practical
and business-orientated CRM performance measurement framework. There were 26

self-selected CRM user companies involved at the interview stage.

Results from the quantitative analysis of survey data revealed a number of KPIs
adopted by companies including the profile of CRM users. The qualitative and
quantitative analyses of interview data allowed a CRM performance measurement
framework to be derived and developed. The main findings suggested that companies
should focus primarily on assessing the process rather than putting the entire focus
only on the final outcome or bottom line (i.e. financial outcome). The close
relationship between the process and outcome measures implied that the effective

assessment of process would result in the effective outcome.

There were also other outcomes relevant to the research such as issues with CRM
market forecasts, issues with existing CRM measurement tools and extreme views on
CRM. In regard to the ways they assess their CRM, one of the interesting findings of
this research revealed that CRM user companies who view CRM from a customer
perspective enabled by technology perspective appear to be more successful than
those who view CRM solely from a strategy perspective
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Chapter One: Introduction

1.1 Introduction

Customers are becoming more highly educated, more influenced by international
cultures, under higher stress levels and more demanding in their requirements.
Consequently, these have affected changes in their behaviour. For example increased
pressure on time spent on shopping, an emerging trend of outsourcing like the rise of
ready meals, an increase in the consumer buying power and products that were once
considered as luxuries like televisions and fridges have become necessities due to the
evolved consumer lifestyles. Products or services are bought for a number of
different reasons or benefits, some purchases are made consciously, the other are
made unconsciously, some with rational thought and the other are made with pure
emotion (Brassington and Pettit, 2007; Smith and Taylor, 2004; Wilson et al, 2002).

Businesses are trying very hard to retain their market shares by utilising a variety of

possible marketing techniques and strategies to boost their sales.

As the market has become more competitive and customer requirements have also
become more dynamic and demanding, these have forced businesses to adapt and
change the way they operate their businesses. In keeping with such fierce
competition, good and effective marketing initiatives are required to timely react to
the fast changing environment. It is then more important than ever for companies to
build and sustain long-term relationships with their valuable customers. According to
Wilson, et al (2002) the changing trends in consumer behaviour have created

significant demands on company information systems, as higher service levels are

required, resulting in more focus on customer service strategies.



It 1s worth considering how this change of focus has emerged including its impact
upon current practice.* Previously, marketing theory and practice have had a sole
focus on the sales and single event of a transaction as the objectivé of marketing
activity: 1t was termed as ‘Transactional marketing’ (Webster, 1992). The concept of
transactional marketing was later on evolved into a concept of ‘Relationship
Marketing’ (RM). Relationship marketing emphasises retaining and building

relationships rather than having just simply individual transactions (Wilson et al,

2002).

The marketing community and industry began to be aware of the need to better
manage customer relationships around the 1990s. This is partly due to an influential
study which revealed that small increases in ‘customer retention rates can greatly
contribute to profitability levels (Reichheld and Sasser, 1990). Since then, marketing
has changed its focus considerably. Further studies have highlighted the gap between
the costs of acquiring new customers and the costs of keeping the existing ones.
Several authors have found that it is more profitable to retain existing relationships
(Birkin and Harris, 2003; Chen and Popovich, 2003; Meltzer, 2003a; Stefanou and
Sarmaniotis, 2003; Hildebrand, 1999; Reichheld, 1996; Bergman and Klefsjo, 1994;
Peppers and Rogers, 1993). As a result, many organisations are becoming aware of
the importance of customer loyalty to their businesses (Comb, 2004). Peppers and
Rogers (1997) suggested that the focus on this concept should not be placed on just
keeping any customers, but the most profitable or valuable ones. The popularity of
this concept has introduced and influenced the adoption of the term ‘Customer

Relationship Marketing’ in recent decades (Wilson et al, 2002).



This changing trend in the understanding of customers and the business operations

introduced a concept of Customer Relationship Management (CRM) and its

associated technologies.

It could be argued that there is nothing new about the idea of customer relationship
management because it is the way businesses have been done all along. Fortunately,
managing customer relationships has been benefited from advances in technology
and data intelligence. As a result, larger scales customer data collection and analyses
have been made possible and become much more efficient than ever (Nelson, 2003).
Another supporting view stated that the rapid growth of the Internet and its relative
technologies has significantly boosted the opportunities for marketing. The way

relationships between companies and their customers are managed has also been

substantially transformed (Bauer et al, 2002).

Regarding its technological capacities and promising business potential, CRM

software is therefore becoming an increasingly important strategic tool. As
businesses are moving towards a customer-focused perspective, the quest for
competitive advantage and profitability motivates enterprises to adopt CRM to
improve their businesses (Roberts et al, 2005). By tailoring offerings that suit their

customer requirements, companies are expected to develop for themselves a

competitive edge which will help them to stay ahead of their competitors.

Consequently, CRM is seen as an attractive subject area for research due to its

relative novelty and detonating growth (Ngai, 2005).



This thesis focuses on the area of Customer Relationship Management (CRM). It
investigates, in particular, the aspect of performance measurement of CRM. The
main aim is to explore how CRM software systems are actually assessed by

companies and whether a realistic performance measurement solution can be usefully
derived and developed from such an investigation. The context of the research is set
within Small- and Medium-sized Enterprises (SMEs) in UK industry and commerce.
This 1nvestigation therefore specifically focuses on benchmarking, assessment
models and metrics for CRM performance. It neither includes cultural or social

perspectives of CRM performance assessment nor other aspects of CRM technical

development.

This chapter provides the introduction to the thesis. It summarises the initial research

work done and the preliminary findings of relevant literature and industry practice. It

then attempts to explain how the decision on the choice of topic area was made as a
result of the preliminary work. The context in which the research is set 1s also
discussed. The objectives of the research and research questions are given and the

structure of the thesis is also outlined.

1.2 Research Context and Area

| My particular interest in CRM started from my Master Degree: my MBA dissertation

focused 1n the CRM arena and Data Mining Technologies . An encouragement from
my supervisor and support from the family has inspired me and led to an interest in

undertaking further research in CRM for a doctoral degree.



In this section, explanations are provided in terms of how the initial choice of
research topic was selected. It details the initial research focus and preliminary work
done. It then discusses how results'ﬁ'om the preliminary work have resulted 1n a
decision on the current topic area of this research. It concludes the section with

details on the research context in which the study is set.

The choice of the research area was originally decided to be CRM performance. The
initial literature search was focused on the current situation of CRM performance in
the industry. The literature reported the staggering CRM failure rates of between
50%-85% (Gartner, 2003;Myron and Ganeshram, 2002). A global study conducted
by IBM Business Consulting Services in 2004 showed that 85% of large- and small-
sized companies in America, Europe and Asia, across all industry sections, are not
satisfied with their CRM performance (IBM, 2004). This suggested that the

underlying reasons for CRM failure were yet to be discovered. Another area of

interest was on the potential benefits and the possibility of integration between CRM

and the Enterprise Resource Planning (ERP) system.

ERP assists an organisation to gain competitive advantage by automating business
processes and _connecting corporate departmental functions such as finance,
accounting, logistics, manufacturing and human resources. As a result, it increases

operational efficiency, reduces operating costs and provides faster access to end

users (Zeng, 2003; Siau and Messersmith, 2002; Tamn et al, 2002).

It was believed to be a promising solution to the reported poor performance of CRM.

Literature searches discovered benefits and the need for these two software systems



to be integrated (Light, 2003; Pettit and O'Connor, 2002; Solomon, 2000). As a result
of this mnitial focus, the two research objectives drawn for the study were as follows:
firstly, to review current use of CRM and assess the effectiveness of its usage and
secondly, to identify the causes of failure and develop solutions to enable functional
integration of CRM and ERP, including a consideration of the barriers and

requirements for the integration.

A preliminary questionnaire survey was designed (Appendix I, section 1.1), a pilot
test was conducted and the survey was carried out. Results from the survey and the
initial literature review carried out raised issues of the feasibility of completing the
research, creating further questions and a change of focus: it was realised that there
were small amounts of research on the integration of CRM and ERP systems. Also, i1t
was very rare to find organisations that connected these two systems together. In
many cases, either a company adopted only one type of these systems (CRM or ERP)
or a company may adopt both systems but utilise these two systems separately. A
number of important issues related to the CRM literature were also acknowledged

i.e. CRM definition, justification, and assessment of CRM performance and impacts
on its success: the questions of justification for CRM success and failure then

emerged when considering reported successful and unsuccessful cases of CRM |
performance within the literature. It seemed to be the case that these claims on CRM

performance from the literature were not quantifiable. The focus of this study was
then shifted to the area of CRM performance measurement literature within a context

of Small- and Medium-sized Enterprises (SMEs) in the United Kingdom.



Further literature review on CRM performance measurement literature was
conducted as a further investigation into the subject area. Several existing
measurement tools and best practices were identified and critically reviewed. It was
clear that much work has been carried out to try and establish standards of
measurement for CRM systems. Yet the fact still remains that disappointment with
CRM performance remains extremely high within companies. It was therefore
suggested that a programme of work that could lead to a simplified, clearly
understood approach that may be used by companies of any size, but particularly by
SMEs, was required. A rattonal approach to achieving this was to identify what
companies are actually doing successfully and then see if such activities could
usefully be modelled. The main findings from the literature have therefore suggested

a direction and foundation to an establishment of the research objectives and

questions for the research discussed in the next section as follow.

1.3 Objectives of the Research

It was hoped that realistic measurement solutions for CRM would be discovered and

developed in a way that would be a useful guideline for CRM user companies to

adopt as best practice. The main objectives for the research were therefore:

* To identify key performance indicators that can be specifically and practically

applied to CRM systems.

* To identify whether companies have the information required to operate existing

measurement tools.



* To develop practical and business-orientated measures for the assessment of

CRM performance.

The following research questions were then derived:

1. What are the Key performance Indicators (KPIs) being used by companies and

how do they reflect the success of CRM systems?

1.1 What are companies doing to monitor the efficiency of their CRM systems?
1.2 How do they perceive the effectiveness of their assessment approaches?

1.3 How these approaches can be related to the success of their CRM systems?

2. What are the difficulties companies facing with existing CRM measurement

tools?

3. What measurement solutions can be developed for companies to adopt

realistically as a framework in assessing the success of the CRM systems?

1.4 Summary of Potential Contributions

It was hoped that the following contributions would be made to the existing

knowledge as outcomes of this research:

Firstly, it was intended that an investigation into the aspect of CRM performance

assessment would give clarifications to the subject area, which has been under-

researched.



Secondly, a CRM performance measurement framework or best practice would be

derived and developed from the research.

1.5 Structure of the Thesis

According to a number of authors, a typical structure that is generally used for a
research report consists of the following elements (Phillips and Pugh, 2005; Malhotra
and Birks, 2003; Saunders et al, 2003; Robson, 2002): abstract, introduction,
literature review, method, results, discussion, conclusions, references and

appendices. Variations exist only in the wording and the detail of the structure, but

the elements and structure are generally similar.

It is also essential that the structure of the report has a logical flow. Readers should
be made aware of ‘the journey’ being taken and the point where the journey has been
reached. Giving a clear structure to the report will enable readers to identify the
storyline clearly, having read the report. (Phillips and Pugh, 2005). In this section, an

outline of the research contents is presented in the following six chapters:

» Chapter One: Introduction

This chapter introduces the key area which the research investigates. It discusses
the particular interest in the subject area which led to a decision to pursue a

doctorate degree. It also presents preliminary work done and explains how the
results led to the choice of the research topic undertaken for this study. It explains
the context 1n which the research is set. The research objectives and questions are

discussed and the structure of the thesis is outlined and presented.



Chapter Two: Literature review

A comprehensive review on aspects of Customer Relationship Management
(CRM) literature is presented and discussed in chapter two. Various aspects of
CRM literature covered in this chapter are CRM history, definitions, current
situation, trends and issues in the CRM market including major providers within
the industry. A number of CRM implementation models and best practices are
also reviewed. This chapter focuses and discusses CRM performance
measurement 1n particular as it is a key aspect of this research. This aspect was
guided by discussions and initial findings from the literature review on CRM
performance. The main existing performance measurement tools for CRM are
identified and critically reviewed in which a gap in knowledge is revealed. These

recognitions and findings have guided the direction to an establishment of

research objectives and questions detailed in the next chapter.

Chapter Three: Research Methodology

This chapter discusses the research methodological approaches undertaken and
their justifications. The contents of the chapter are structured into two major parts
using the basis of stages of empirical work conducted - questionnaire survey
stage and interview stage. The chapter provides explanations and discussions on
the philosophical underpinnings for the chosen reéearch approaches. It details the
research processes and elements of the empirical work done: covering the design,
respondent profile, pilot test, sampling design and the process of data analysis.
Discussions on the relationship between the gap in knowledge and the chosen

research methodological approaches are also included within the chapter.

10



*  Chapter Four: Data ana}ysis and findings
The main findings from the questionnaire survey and interview stages are
presented and discussed in this chapter. It provides discussions on how the CRM
performance measurement framework was developed as a final outcome of this
study. Other findings that were considered to be relevant to the research are also

discussed and presented within the chapter.

» Chapter Five: Summary and Initial Conclusions
Key i1ssues 1dentified from research carried out into Customer Relationship
Management (CRM) are summarised and discussed. It discusses particularly
main concerns 1n the area of CRM performance assessment. It also explains how
a knowledge gap was identified from the literature which then led to an
establishment of the research objectives and a formulation of the research

questions. This chapter also discusses the research methodological approaches

undertaken including their justifications.

»  Chapter Six: Conclusions and Recommendations
This chapter concludes main findings discussed and reported in chapters four and
five. The chapter also discusses the limitations of both the research area and the
methodological approaches undertaken. The theoretical implications (research

contributions) and business implications are discussed including suggestions for

future research.

11




Chapter Two: Literature Review

2.1 Introduction

Chapter two presents a comprehensive review on aspects of Customer Relationship
Management (CRM) literature. The chapter begins with the history of CRM,
followed by discussions on the various definitions of CRM perceived within the
literature and the industry. It then reviews current situation, trends and major CRM
‘vendors within the CRM market and industry. Following a review on a number of

CRM 1mplementation models and best practices, the chapter then provides a report

on CRM performance.

This chapter focuses and discusses CRM performance measurement in particular as it
is a key aspect of this research. This aspect was guided by discussions and initial
findings from the literature review on CRM performance. Within the CRM
performance measurement section, the main existing performance measurement tools

for CRM were identified and critically reviewed in which a gap in knE)wledge was
identified. These recognitions and findings have given the direction and foundation
to an establishment of the research objectives. Regarding the literature review on
CRM performance measurement in this chapter, this research specifically focuses on

benchmarking, assessment models and metrics for CRM performance. It does

include neither cultural or social perspectives of CRM performance assessment nor

other aspects of CRM technical development.

12




2.2 CRM History

Previously, marketing theory and practice have had a sole focus on the sales and
single event of a transaction as the objective of marketing activity (Webster, 1992).
This was evident by a study of Theodore Levitt in 1983 in which the marketing
concept was much of a ‘transaction-orientated’ basis. The key concept of this basis 1s
that the process between two or more transactions is neither analysed nor influenced.
It is implying that the relationship and the investment in relationship between a

company and its customers were totally ignored (Peelen, 20035).

From around the early 1980s, a rising number of market situation has marked a shift
in the focus on the transactional to the relational aspects of the exchange process
(Ardnt, 1979). The term ‘Relationship Marketing’ (RM) introduced by Berry (1983)
came in place to reflect on this changing focus. Relationship marketing emphasises

attracting, maintaining and enhancing customer relationships (Berry, 1983).

A tuming point where the marketing community and industry Began to be aware of
the need to better manage customer relationships was around the 1.9905. This partly
dues to an influential study which revealed that small increases in customer retention
rates can greatly contribute to profitability levels (Reichheld and Sasser, 1990). Since
then, the world of marketing has changed its focus considerably. Further studies have

strengthened this argument: there were a number of evidences proving that retaining
existing customers is more profitable than building new relationships (Birkin and
Harris, 2003; Chen and Popovich, 2003; Meltzer, 2003a; Stefanou and Sarmaniotis,
. 2003: Hildebrand, 1999; Reichheld, 1996; Bergman and Klefsjo, 1994; Peppers and

Rogers, 1993). Consequently, more and more organisations are becoming aware of

13



the importance of customer loyalty to their businesses (Comb, 2004). It was further
commented that the focus on this concept should not be placed on just keeping any
customers, but the most profitable or valuable ones (Peppers and Rogers, 1997). The
popularity of this concept has introduced and influenced the adoption of the term

‘Customer Relationship Marketing’ over more recent decades (Wilson et al, 2002).

Another study on the CRM history was conducted by Chalmeta (2006) who
examined the evolution of the technological and management systems in regard to an
emergence of CRM syétems. The study revealed that the management approach
adopted by many organisa_tions during the pre-arrival of CRM was mainly focusing
at costs reduction, improved quality of the operational activities (re-engineering
business processes), Supply Chain Management (SCM) and so on. One of the most
important technologies was the ‘Enterprise Resource Planning’ system (ERP) which

aims to improve the efficiency of daily operational activities of the company.

Although the adOp_tion of ERP or related enterprise application systems may produce
an improvement in the quality and efficiency of the business processes, gaining
competitive advantages would require capability to respond to the customer
requirements and demands in the market. The need for innovative products and
services are then quite a necessity. Placing customers at the centre of the business has

become ever so important. ‘Customer Relationship Management’ concept is now
vital for a customer-focused organisation in establishing their business strategies
(Chalmeta, 2006). This changing trend in an understanding of customers and the

business operations shows how a CRM concept and its technologies have emerged.
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Figure 2.1 1llustrates the evolution of the technological and management approaches

of pre- and post-CRM era.
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Figure 2.1
Evolution of the Technological and Management Approaches

Source: Adapted from Chalmeta, 2006, p.1061

2.3 CRM Definitions

According to the literature searches carried out, a number of different definitions of
Customer Relationship Management or CRM have been discovered. It was suggested
by a number of authors that a common definition of CRM rarely exists. It was
commented that CRM could mean different things to different people or perhaps

CRM 1is just not a well-defined entity (Bull, 2003; Néwell, 2003; Park and Kim,

2003; Sweat, 2000). A quote from Newell (2003, p.4) presented as follows echoes

this view:

“Some think CRM is a matter of technology. Some still believe it is
just the process of segmenting customers. Some think it is a matter of

selling efficiency...”
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It was considered that this diversit'y in the definitions of CRM could be categorised
into four perspectives, namely ‘Technology perspective’, ‘Customer perspective’,
Strategy perspective’ and ‘Combined perspective’. These identified common CRM
perspectives could be supported by Kellen (2003) who suggested that the diversity in
CRM definitions could be classified into three types of definition namely
Technology Centric, Customer lifecycle Centric and Strategy Centric. Payne and
Frow (2004) also shared the same view that CRM definitions could be considered in
three similar categories with variations only in wording. The four common

perspectives of CRM are discussed as follows:

»  Technology Perspective

Technology perspective of CRM has basically emerged from the positions of
particular CRM products placed by vendors. It includes the use of technology
within them which makes CRM almost is a synonymous with the technology

(Kellen, 2002). A number of authors defined CRM as an information téchnology

system that improves, supports and facilitates sales, services and any aspects of
interactions with customers (Goldenberg, 2004; Xu et al, 2002) Some authors
defined CRM in a more sophisticated technology-related way such as
Requirements Engineering (RE) which involves all the activities of analysis,
discovery, design, maintenance and documentation in an information system

project or regarded CRM as an integrated databases systems (Nelson, 2003; Boon

et al, 2002).
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*  Customer Perspective
This perspective of CRM involves atUactiné, transacting, servicing, supporting
and enhancing activities. In other words, it is all about different stages in a
typical customer life cycle. This involves acquiring, developing and retaining
profitable customers by managing relationships with them (Adebanjo, 2003;
Cade and Almas, 2002; Mathur et al, 2002; Bradshaw and Brash, 2001: Chavda
et al, 2001). Some authors relateci CRM to Relationship Marketing (RM) which
is based on a simple concept that if a customer is happy with a relationship, it is

then likely that they will stay in a relationship with an organisation (Lindgreen,

2004; Light, 2003)

=  Strategy Perspective

The pefspective looks at CRM as a way to compete against competitors
successfully in the market. This type of definitions regards CRM as a process,
strategy or an approach that brings together information about customers. The
key task to CRM operations is to maximise customer values and organisation

equity by organising, aligning and integrating these processes to every customer
touch points (Peelen, 2005; Doshi, 2004; Swift, 2004; Chin et al, 2003; Deck,

2003; Stone et al, 2003; Hannigan, 2002; Suresh, 2002; Verhoef and Langerak,

2002; McKenzie, 2001).

»  Combined Perspective

This perspective is based on the notion that CRM definition could fall into more
than one perspective. Combined perspective of CRM could be defined as an

approach that integrates people and/or process and/or technology to maximise
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relationships with customers (Chan, 2005; Curry and Kkolou, 2004; Bailey,
2003; Chen and Popovich, 2003; Meltzer, 2003b; Bose, 2002; Brooke and
Suntook, 2002; Liehr, 2002; Smock and Watkins, 2002; Davenport, 2001;

McKenzie, 2001; Burghard and Galimi, 2000).

Table 2.1 below gives examples of authors whose CRM definitions are conformed to
the four common perspectives of CRM. Please note that full details of CRM

definitions by author can be found in Appendix II, section 2.1.

Table 2.1 Common Perspectives of CRM by Author

CRM Perspective Authors

Technology Perspective Boon et al,2002; Goldenberg, 2002; Nelson,
2003; Xu et al, 2002

Customer Perspective Adebanjo, 2003; Bradshaw and Brash, 2001;

Cade and Almas, 2002; Chavda et al, 2001;
Light, 2003; Lindgreen, 2004; Mathur et al,

2002

Strategy Perspective Chin et al, 2003; Deck, 2003; Doshi; 2004;
Hannigan, 2002; Peelen; 2005; Stone et al,

2003; Suresh, 2002; Swift, 2001; Verhoef and
Langerak, 2002

Combined Perspective Bailey, 2003; Bose, 2002; Brooke and
Suntook, 2002; Burghard and Galimi, 2000;

Chan, 2005; Chen and Popovich, 2003; Curry
and Kkolou, 2004; Davenport et al, 2001;
Liehr, 2002; McKenzie, 2001; Meltzer, 2003;
Smock and Watkins, 2002

It was therefore considered to be useful to conduct an investigation on CRM
perspectives adopted within the industry. The three main perspectives namely
Technology, Customer and Strategy perspective would be used as a basis for such
investigation. This basis would be used to provide explanations in relation to findings

of research 1n the later chapter.
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2.4 CRM Industry

This section discusses current situation, trends and market growth and forecasts in
the CRM industry. It also reviews major CRM players and movements in the

competition among them within this dynamic market.

2.4.1 CRM Market
Despite potential benefits CRM software can offer organisations, the price tag 1s

rather high. There were evidences showing that the average investment in CRM
applications was over two million dollars (CIO, 2002). InformationWeek (2000)
analysed CRM by company expenditures: it was revealed that 24% of organisations
with CRM implementations underway claimed that they spent between one million
and five million dollars and 13% of organisations spent over five million dollars.
One of the UK’s largest direct marketing companies mentioned that a wide selection

of CRM solutions could start from a budget of between £50,000 and £1 million or

over (Matthew, 2003).

CRM is a fast growing and impressively huge industry where the entire CRM market
worldwide is worth billions and billions of dollars. Statistical figures on CRM
worldwide market size between 2001 to 2006 were collected from a number of
market reports and presented in Table 2.2 shown below (Bailor, 2007; Stojanovski,
2006; Bailor, 2005). It appeared that the CRM global market has been growing
rapidly over the past years despite the economy downturn back in 2002. This radical
deployment of CRM could be supported by results from a global survey on CRM
conducted by IBM Business Consulting Services: it was reported that many

companies are looking into CRM to improve their performance and grow their
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overall businesses. Over 50% of companies believed that CRM is ‘relevant’ or
‘highly relevant’ to improving performance from a shareholder value perspective. It
was also revealed that around 65% to 70% of companies are looking into CRM to

deliver the revenue growth: this is by improving the customer experience and

retention including development of new products and services (IBM, 2003).

A number of research firms have also been projecting the growth of CRM worldwide
market for the next five year (2007 to 2011): AMR Research (2006) predicted that
the CRM worldwide market will continue to rise and reach USD 18 billion in 2010.
According to Forrester Research (2006), a less optimistic prediction was produced:
they estimated that the worldwide CRM revenue from the software applications and
services will rise at a steady 7% per year for the next few years. It was predicted that
the growth will reach USD10.9 billion by 2010. A recent report produced by Gartner -
Dataquest revealed a forecast of the CRM worldwide market size for 2007 to 2011
(Gartner, 2007) as shown in Table 2.2. Considering differences in the projections of
the CRM worldwide market growth figures produced by these research firms, there is
however a consensus among these different estimation;s. The common view shared

among those market watchers is that the CRM global market 1s expected to grow

substantially over the next five years.
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Table 2.2
Actual and Estimated Worldwide CRM Market Size: 2001-2011

Year Market Size (USD Billion)
Actual 2001 3.7
2002 2.8
2003 33
2004 34
2005 5.7
2006 6.5
Estimated 2007 7.3
2008 8.1
2009 9.1
2010 10.0
2011 11.0

Source: Bailor, 2007; Gartner Dataquest, 2007 Stojanovski, 2006; Bailor, 2005

2.4.2 Accuracy of CRM Market Forecasts and Issues

CRM market size figures for 2001 to 2005 were predicted by a number of different
research firms in the industry (Gray and Byun, 2001). It is worth investigating into
variations between these predictions and the actual CRM market size. The actual

CRM market size figures between 2001 and 2005 were then collected from a number

A

of sources (Bailor, 2007; Stojanovski, 2006; Bailor, 2005) and presented as a

baseline for the comparative analysis illustrated in Table 2.3.

Table 2.3
Comparative Analysis between Estimated and Actual CRM Market Size

Year Actual Estimated Market Size by Research Firms (USD billion

market Size Aberdeen Diff, AMR Diff. Forrester Diff. Yankee Diff.

Group Research Research Group
2001 3.7 4.5 +0.8 1.9 +4.2 2.0 -1.7 0.4 -3.3
2002 2.8 6.3 +3.5 11.5 +8.7 2.4 -0.4 0.7 -2.1
2003 3.3 8.9 +5.6 16.8 +13.5 3.0 -0.3 1.2 -2.1
2004 3.4 12.5 +9.1 26.5 +23.1 3.7 +0.3 2.1 -1.3
2005 5.7 17.6 +11.9 41.9 +36.2 4.5 -1.2 3.8 -1.9

Source: Bailor, 2007; Stohanovski, 2006; Bailor, 2005; Gray and Byun, 2001
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By comparing the actual market size figures to the forecasts (as shown in Table 2.3
above), there were some significant differences between them. These differences also
showed considerable variations among the research firms, some were considered to
be much more optimistic than the others: Aberdeen Group and AMR Research were
those with highly optimistic estimations of the CRM market size, these two firms’
forecasts were dramatically overestimated e.g. Aberdeen Group and AMR Research
overestimated the CRM market size by USD 11.9 and 36.2 billion in 2005
respectively. Forrester Research and Yankee Group were the two firms whose
predictions were less optimistic at the time: most of the forecasts produced by these
two market watchers were slightly underestimated e.g. the differences between the
estimations and the actual market size are ranging from USD3.3 billion lower than

the actual market size to USD 0.3 billion higher than the actual market figures.

2.4.3 CRM Providers

Traditionally, CRM software vendors provided solutions based on their specialities,
for instance, Siebel was specialised in the Sales Force Automation (SFA), SAP,

PeopleSoft and Oracle were specialised in the back-office applications or Enterprise
Resource Planning (ERP). The other were specialised in either Helpdesk systems,
Call centre or Email management etc (Gray and Byun, 2001). Table 2.4 illustrates
some of the leading players by the major software solution category. A more

comprehensive list of CRM solutions provided by CRM vendors can be found in

Appendix II, section 2.2 (Girishankar, 2000).
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Table 2.4
Major CRM Software Vendors by Category

Category CRM Vendor
Enterprise-wide Back-end Office = SAP
*  Oracle
= Baan (Now SSA Global)
» PeopleSoft
Front-end Office = Siebel Systems
= Saratoga Systems
*  Clarify
*  Onyx Software Corporation
* E.piphany
Web-Based Front-end Solution * Firstwave

=  Upshot.com

Adhere to Microsoft Standards = Remedy Corporation
*  Onyx Software Corporation

Midsize Player * SalesLogix
»  Sales Automation Group

Contact Management =  Symantec Corporation
*  Multiactive Software Inc.

Source: Adapted from Gray and Byun, 2001, p.15

According to Gartner (2004), it was reported that there have been four leading CRM
vendors dominating the market as shown in Table 2.5 (Bailor, 2005). There has been
a number of mergers and acquisitions of the leading CRM providers across the CRM

industry since 2005. Over the past few years, the CRM market has changed
significantly as a result of these consolidations: E.piphany was purchased by Infor
Global Solutions, Onyx Software was taken over by M2M Holdings and there was
also a merger of Oracle with Peoplesoft and Siebel. There has also been a merger of
well-capitalised business applications vendors i.e. SAP and Microsoft and an
introduction of the new Software-as-a-Service (SaaS) deployment alternatives by

Salesforce.com and RightNow Technologies (Band et al, 2006; Beal, 2006a).
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Table 2.5 |
2003-2004 Market Share of Leading CRM Vendors

CRM Vendor 2004 Market Share (%) 2003 Market Share (%)
= SAP 17.4 15.4

= Siebel 13.8 13.8

= PeopleSoft 3.6 34

* QOracle 3.5 3.5

Source: Adapted from Bailor, 2005

Gartner (2006) reported a dramatic change in the market share dominated by these
leading CRM vendors after the recent wave of consolidations including some new
entries who managed to secure their position as one of the top four players as shown
in Table 2.6 below (Bailor, 2007). SAP managed to secure the highest market share
of the CRM market, whereas significant changes have been signified in the market
share of Oracle/Siebel/PeopleSoft: their combined market share have dropped
considerably from 22.9% in 2005 to 15.7% 1n 2006. Salesforce.com has enjoyed its

enormous rise in the share (an increase of 3%).This has primarily resulted from the

introduction of its SaaS offerings.

Table 2.6
2005-2006 Market Share of Leading CRM Vendors

CRM Vendor 2006 Market Share (%) 2005 Market Share (%)
= SAP 25.7 25.6

* Oracle-Siebel-PeopleSoft 15.7 22.9

= Salesforce.com 7.0 4.8

s Amdocs (Clarn 5.6 4.8

Source: Adapted from Bailor, 2007

It was considered from the vendor perspective that these mergers and acquisitions

among the CRM players aimed to reduce competition in the market (i.e. the
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consolidation .of direction competition) and to increase the ability to offer a
comprehensive solution, rather than a single specialised area, that covers the entire
CRM area (1.e. the consolidation of indirect competition or other CRM specialists).
From the customer perspective, these consolidations and intensified competition
from the major business applications vendors have driven enterprises to rethink and
reconsider the CRM solution strategy they adopt (Campbell, 2006). This growth 1n
the CRM market shows an increasing demand of organisations determining to
continue investing significantly into the software, as an effort to improve their
customer-facing capabilities. According to the Forrester’s report titled “CRM Market
Size and Forecast, 2006-2010, a rising acceptance of Software-as-a-Service (SaaS)
among enterprises - as evident by an impressive increase in the market share of
Saleforce.com in 2006 - has resulted in an emerging trend where the existing vendors

are forced to generate their own SaaS solutions (Forrester cited in Band et al, 2006).

2.4.4 Summary

It could be argued that the growth of CRM industry has been influenced by a
combination of this sort of overly-predicted market growth and vendor-led CRM
offerings. Firstly, these misleading trends could lead to the generation of an interest
in the CRM technology and its market and secondly, companies could be either
directly or indirectly persuaded by these misleading trends or tempted by offerings
from vendors to invest into the CRM systems: they may understand that CRM
market has been growing significantly, implying that many other companies
including their competitors have invested into the CRM technologtes. It 1s therefore
something they should consider doing in order to keep up with the competition and

win revenue - a classic ‘me-too’ approach as it is called. It could also be further
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argued that these misleading trends of the CRM market growth could be seen as
propaganda where many companies could have been affected by. This results in what
market watchers 1.e. market research firms and CRM vendors in particular, expect to
happen in the CRM industry — an increased competition which leads to an increased

number of companies wanting to adopt the CRM systems.

2.5 CRM Implementation Models and Best Practices

Implementing CRM can be seen as a project in which planning, decision-making on
the strategy and executing of the plan are to be generally considered and acted upon.
Implementing CRM could be described as more like a journey rather than a
destination in which personal and corporate learning is utilised as vehicles that drive
the progress. This journey may take years and may never be completed,
implementing CRM therefore could be seen as an ‘on-going’ project (Gamble et al,
2003). In this section a review of several implementation models and best practices is

summarised. Discussions on similarities and differences between the models/best

practices are presented, particularly in regard to the implementation process proposed

by these studies.

According to the literature searches, there were a number of studies, conducted by
both practitioners and academics, attempting to create a successful CRM

implementation guidance.‘Table 2.7 summarises a number of CRM implementation
models and/or best practices found in the literature on the basis of their similarities
and differences in the process. These models were introduced during 2002 to 2007.
Please note that full details of these implementation models and best practices can be

found in Appendix II, section 2.3.1 and 2.3.2.

26



LT

JUSUISSISSE :
OUBULIOMD]  » SuLIO}IUO] [ONUO) = [oNUOD) =

WIR)SAS
uoneuLoju]
JO uonodNISUC)

SAJOAD
pue isnfpe ‘wied]

JOJJUOD 29 MI1AD]
juowAo(dop-1s0J =

wI)SAs
a) duysdy/dn 3un)ag-

MIIAD] DIPOLID]

uoneidajut
tI9)SAS 29 ejep
yodun ‘wasAs

syl dn3umnog e

(woysAs o dn
Buipag) syuswld
A3ojougoa], =

8u11s3)
wo)sAg
Suneidiw eleg =

suonesijdde Jaylo
MM toRISNUL  »

AZa)ens
O} d3epljeA mI)sAs
uoneddde 29 uoneddde a4} Suyudmaduwy -
uonuimowdjdw] « | uonwuawjdu] uonejuawadu] uoneuaw|duiy oyt Loydo@  » JuwAods( - uonejudwadui] JuswAoda(y o Aorda(g uoyejudwdwy °g

(3daou0d §-¢ juowoSeuew paAjoAUL
UIYIIM) POAJOAUI Juow3edud 29 uonestuedio JUSUIDA]OAUL QUOAIIAD dooj a3 uoddns guro8uo
Jyeis 3umen 93A0jdwy §32In0SAI UBWINY sskojdury AqQ uauniuuio)) Sutuieny 1os) = | Ul 2UOAIIAD oo 29 Suiurer] sidood wiei] = | juowmaAjoam ajdoag '

sassazold

oyl [BPON
§3552001d % sassao01d
sassadoud sSouUISNg dewpeoys ssasoud sas53201d ssauisnq uoneulmII)Ip
guijqeuy dew $59001J = asA[euy WD & dojaas(d sSauISnq sA|euy JoouIZua-oy §83301] °€

uonoIIas A351enS A3ajens
29 UONB[NULIOJ yuswdojoaap £3a12n8 JIAWoIsnd UOI)B| NULIOJ uonejuawdfdu AZoiens uoneyuawd|dur UoBINULIOJ
A3a1eng A3eng B JO uoniujag A3aensg uLja(] AJazens sujo(g QL)) UOISIAUY A3a1ens autjaq auja( A32180Q °7

Adaiens

RO JO SIUSWfR
Koy AJnuapi sisA[euy pue
P SARUY . Hoda1 uonemis suruoeld J2q1Q -
YI0MIWRY) ([eo130]0UYyd9)
Jeuonesiuedio ‘leuonoung) sjuawadinbal s)udwdInbas
JUSUWISSISSE s Auedwod seale SSaUISnq sjudwIInbal D asnuond syuowaIinbal SBalE SSaUISNq §SUISNQ/

SSOUIPRAI IO = | Spjouoniuysq e sspuoud | ATED ABUSPI %9 U . WD AJNUspL e ASHUIOU] YD suuueld -

(Sutuuejd
(Buuure|q) [0A2] preog)
sayisinbas-aad JjudwRZeuew yuswadedus YD [9A9]
pue juouadeuew 101U2S [9A9] pIeOq apim-oje10d10d pieoq je¢ sujuusld -
10302 JO JudUNIWWOY)) Aq Sutaueld guiuueld dojoadq = Suiuuel smuuel] °|
pue douaiesQ) 900Z° dnotH SNI1 (y00T ‘uda1dpur) (£00Z ‘e @ 2[quen) | (L00T ‘peaynuEeD) (5007 “2qeoN) (5007 “YOSOIIA) (2007 ‘01dsAs) o e301d
SIWIPRIY sJduonnIeL ] A3y uowuio))

i

$301)981J 159 /SIPPo A uoneyudun(du] jo uostredwo)
L'TRlq8L



According to Table 2.7, there were some similarities within the process shared
among these different implementation models/ best practices. The. common
implementation process shared among these models/best practices comprises of the
following six key steps:

* Planning

= Strategy formulation

= Process determination

= People involvement

* Implementation

s Control

It is worth mentioning that there was no significant difference in the process of CRM

implementation between the models proposed by the academics and those of the

practitioners. In summary, it seemed to be the case that the implementation

programmes are generally similar with variations only in the wording and the detail

of the process.

It was discovered that there was one particular similarity shared between the

implementation model proposed by The Iris Group (2006) and the one of Payne and
Frow (2006): both models appeared to use the same concept in which each element

in the implementation process is not linear and also independent of one another, It
was suggested that each element may be carried out simultaneously and required to

be revised and adjusted as a consequence of the later activities.
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According to the literature review, there was however one CRM implementation
model 1n particular that did not seem to fit in with the common steps in CRM
implementation process shown in Table 2.7: The implementation model proposed by

Chen and Popovich (2003) appeared to be developed from a particular context. Any
organisations wishing to adopt this model would need to be rather highly customer-
focused, technology-driven and adopting an enterprise-wide strategy within the
business. This could be seen as a barrier to its adoption as it is concerned that the

model may not be realistically applied by companies, who are not qualified for this

particular context.

2.6 CRM Performance

It may sound promising when considering benefits and business potential of what a
powerful and advanced technology like CRM can offer e.g. mountains of customer
data can be managed and analysed to give insight information. A company can then

sustain and improve a better and long-term relationship with their customers. In

reality, many CRM projects have been reported to be such a disappointment.

High CRM failure rates of between 50%-85% have been reported by a number of

research firms e.g. META Group, Gartner and Butler Group (Myron and
Ganeshram, 2002). A global study on the satisfaction levels of CRM performance

conducted by IBM Business Consulting Services in 2004 showed that 85% of large-
and small-sized companies in America, Europe and Asia, across all industry sectors,
are not satisfied with their CRM performance (IBM, 2004). Bull (2003) pointed out
that, it 1s well-known and often stated that the CRM industry has a problem - ‘its

solutions’ often do not work properly or do not work at all. What less well-known 1is
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the underlying reasons why so many CRM solutions have performed so poorly.
Although, current CRM markef 1s in a period of transition, it seems to be the case
that the traditional ‘Big Bang’ model of enterprise software delivery has disappointed

many companies (Bull, 2003).

This failure issue was also commented by Kotler (2003) that CRM has not worked

out in practice and large amounts of money have been spent on CRM systems only to
find disappointing results. Customer relationship marketing generally involves the
purchase of hardware and software that will help a company to capture detailed
information about individual customers for better target marketing. This is done
through examining of part purchases, demographics, psychographics and so on. It
was then further commented that companies should not then invest in CRM until
they recognise to become customer-centric companies: when they and their
employees know how to use CRM properly (Kotler, 2003). It could be argued that

this issue could be one of the reasons why CRM has been claimed as such an 1ll-

performed result.

It is worth echoing that within the literature, there have been a considerable number
of studies discussing the underlying reasons for the CRM failure. There were 42
CRM mistakes identified from the literature. It was considered that these 1dentified
causes of CRM failure could be categorised into four perspectives, namely Strategy,
People, Process and Product perspectives (Table 2.8). The basis of these four
perspectives was originated from a study by Tanoury and Ireland (2003) who stated
that the underlying reasons for CRM failure could be classified into two types:

Strategic mistakes and Tactical mistakes. Tactical mistakes can be broken down into
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three elements: people mistakes, process mistakes and product mistakes (Tanoury

and Ireland, 2003). Of 42 identified reasons for CRM failure, there were 24 items

which fit perfectly with the ones identified by Tanoury and Ireland’s CRM mistake

categories. The other 18 items (shown in italic with asterisk in Table 2.8) were

categorised into the four perspectives by their nature. A summary table of the 42

identified causes of CRM failure by author can be found in Appendix II, section 2.4.

Table 2.8

Identified Causes of CRM Failure by Perspectives

Perspectives

Strategy

People

Process

Product

Causes of CRM failure

Lack of executive sponsorship/
commitment

Ineffective Steering Committee
Lack of clear vision/ initiative/
realistic goals

Poor Communication

Poor change management

Lack of clear implementation scope
Poorly defined business processes/
Poor planning

Poor training plan

*Unrealistic Budget

*Not having an approach to
analytics

*Lack of functional collaboration/
integration with other systems

Lack of Management & Leadership
skill
Weak or inappropriate project staft/

CRM skills
Poor working conditions
*Lack of CRM understanding &

knowledge

Unrealistic schedule

Poor project time frame

Poor design/Eliminate critical
activities

Over customisation

Delivering everything at once
Sacred requirements (no link
between critical success factors and
best practice)

Sacred Processes

Source: Adapted from Tanoury and Ireland, 2003
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*Not involving users in the design of
CRM solution

*Sole focus on technology side
*Misaligning business processes with
CRM strategies

*Insufficient measurement of marketing

programmes
*Lack of organisation readiness for

CRM

*Driven from top down

*Not targeting the area of highest
adoption

*Driven by IT rather than business
leaders

*No passion for customers
*Failure to understand the benefits

Clashing team members, political

conflict
Unmanaged client expectations (over

promising)
Employee resistance

Poor quality assurance & testing
Poor management control
*Poor quality of data

Limited product vision

*Too complicated user interface
*Difficult to integrate with existing
systems

*Insufficient help from CRM vendors



Despite the claimed failure rates and negative comments of CRM performance, there
have also been claims that CRM provides a positive result: a global survey on CRM
performance conducted by IBM Business Consulting Services in 2004 revealed that
there were around 20% to 30% of companies who claim to be having some forms of
success with their CRM initiatives. Another positive claim revealed in the report was
that around 15% of global organisations believe they are fully succeeding with their
CRM projects (IBM, 2004). Gartner (2003) conducted a survey on CRM
performance and the results showed that 50% of 653 participating companies claim
to have received return on their CRM investments. Another study also showed
evidence of positive results of CRM system: it was reported that 30% of companies

are successful with their CRM implementations (Comb, 2004).

Regarding the positive claims reported in the literature, there is an issue of the
quantification of such claims that i1s worth discussing. The report by Gartner (2003)
on positive return on CRM investment showed that | there were only 13% of
companies who are actually able to quantify their claims. Another positive case in a

study conducted by Comb (2004) revealed that those companies who report positive

feedback of CRM performance can not be certain in terms of how much revenues

generated after the CRM 1implementation.

In regard to the CRM performance found in the literature, there have been both
successful and unsuccessful cases in relation to the effectiveness of CRM software. It

appeared that many companies are unable to quantify their claims i.e. either positive
or negative cases of CRM performance. It seemed to be the case that there is little or

no strong evidence that companies measure their CRM performance. This initial
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finding from the literature review stimulated and created concern on the justification
of these claimed success and failure cases in the CRM industry. It therefore
suggested that further investigation was needed to focus on the CRM performance

assessment and related 1ssues exist within the literature to date.

2.7 CRM Performance Measurement

This section discusses performance measurement theories which form the theoretical
basis for part of the empirical work of the research. It also critically reviews existing
CRM performance measurement tools and provides conclusions from such review

which leads to the identification of gap in knowledge.

2.7.1 Performance Measurement

According to Morgan (2004, p.522) performance measurement 1s defined as “a broad
set of metrics used by managers to monitor and guide an organisation within
acceptable and desirable parameters.” It is also seen as the way to manage and
successfully implement an organisation’s strategy (Cokins, 2004; Gates, 1999;
Fitzgerald et al, 1994). In other words, it provides understanding to how the business
processes work, detects the problems within them and proves whether the planned

actions to improve performance have been succeeded (Kaydos, 1999).

In the service environment, there are six generic performance dimensions:
Competitive performance, Financial performance, Quality of service, Flexibility,

Resource utilisation and Innovation as shown in Table 2.9 (Fitzgerald et al, 1994).
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Table 2.9
Types of Measures for Six Performance Dimensions

Dimensions of Performance Types of Measures

o Competitiveness Relative market share and position
Sales growth
Measures of the customer base

¢ Financial Performance Profitability
Liquidity
Capital structure
Market ratios

e Quality of Service Reliability
Responsiveness

Aesthetics/Appearance
Cleanliness/Tidiness
Comfort

Friendliness
Communication
Courtesy

Competence

Access

Availability

Security

e Flexibility Volume flexibility
Delivery speed flexibility
Specification flexibility

e Resource Utilisation Productivity
Efficiency

Performance of the innovation process

¢ Innovation thie In ‘ _
Performance of individual innovations

Source: Adapted from Fitzgerald, et al, 1994.

In the manufacturing sector, the performance measurement strategy is defined in the
following six areas (Maskell, 1991):

»  Quality

® Cost (financial)

* Delivery reliability

* Lead time (process time)

»  Flexibility

=  Employee Relationship (Social issues)
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The six generic performance dimensions in the service industry (Fitzgerald et al,
1994) and the six areas of performance measurement strategy defined in the
manufacturing sector (Maskell, 1991) were combined and used as a list of
performance indicators in the empirical stages. To explain further how the
performance measures in the manufacturing and service sectors were combined:
there are five areas of performance measures under manufacturing environment that
share some similarities with performance indicators of the service environment. The
only one area that does: not fit within the measurement dimensions of the
manufacturing environment was ‘Employee relationship’. This area was eliminated
from the combined list, as the research does not focus on the cultural or social
aspects of performance measurement. In regard to the performance dimensions of the
service environment, there are two dimensions that were not considered to be
appropriate for the context of the research. ‘Resource utilisation’ and ‘Innovation’
dimensions were eliminated due to the nature of their measures: the nature of
resource utilisation dimension is production-related e.g. productivity, efficiency and
the nature of innovation dimension is set within the social context of performance

measurement e.g. performance of individual innovations.

These performance measures from both the service and manufacturing sectors were,
thus combined into the following four groups: Competitiveness, Financial, Quality

and Flexibility (Table 2.10). The following customer-focused performance indicators
(Gummesson, 2004, Gamble et al, 2003) were also added to the list of measures;
‘Number of customer complaints’ and ‘Customer lifetime value’, as shown in Table

2.10. There were therefore five groups of performance measure to be used in the

empirical work.
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Table 2.10
A Combined List of Performance Indicators

%

Dimensions of Types of Measures Measurement Indicators
Performance
e  Competitiveness - Relative market share and position - Percent of market share and position
(Group 1) - Sales growth - Sales growth
- Measures of the customer base - Changes in the size of customer base
e Financial - Profitability - Profitability
(Group 2) - Revenue per customer

- Cost per customer

e  Quality - Reliability - Accuracy of customer database
(Group 3) - Delivery reliability
- Responsiveness - Response times (to any form of customer’s contact
- Delivery lead time
- Availability - Availability of customer —facing staff to provide services
- Competence, Access. Security - Customer satisfaction
e  Flexibility - Flexibility of volume, delivery speed, - Customer retention
(Group 4) and specification - Repeat orders
e  Customer-focused - Customer-related indicators - Customer Lifetime Value
(Group §) - Customer complaints

Source: Adapted from Gummesson, 2004; Gamble et al, 2003; Fitzgerald et al, 1994;
Maskell, 1991; Parasuraman et al, 1985.

2.7.2 Existing CRM Performance Measurement Tools

k!

As CRM strategies have become embedded in corporate strategies, the issue of
performance measurement in subjective areas has become increasingly important and
constantly criticised. The real challenge 1s to discover a flexible approach that takes

into account both customer (external) and managerial (internal) attitudes (Morgan,

2004).

The main CRM performance measurement tools found in literature are: Return on
Investment (ROI), CRM Software Performance ROI Model, Balanced Scorecard,
CRM Evaluation Model, a Joint Balanced Scorecard/Value Driver Analysis, CRM

Scorecard, Customer Knowledge Management, Behavioural Determinants of CRM
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Effectiveness, CRM Measuring Scale Model and Other performance measurement

tools. A critical review of these main exiting tools is provided as follows:

2.7.2.1 Return on Investment (ROI)

The most common method of measuring how well the business performance of any
projects the company invest into is known as Return on Investment or ROI (Ward,
1992). It 1s a form of investment appraisal methods using historical data from
financial statements (the profit and loss account and balance sheet in particular). The

simplest formula of ROI can be calculated as follows (Horngren and Sundem, 1993;

Ward et al, 1991)

) = (Sales revenue— Expenses) « 100%
Net investment

Return on Investment (ROI

Ward et al (1991) commented that ROI is still used as a financial indicator by most
of the companies since it is easy to calculate using the information that readily

available in the published accounts. In regard to CRM performance assessment, it

was suggested that criteria for assessing the ROI should be based on the objectives of
the CRM project and companies should be looking at changes in business
performance of projects more tightly related to those objectives. (Aslett, 2003;

Pearce, 2002). In addition, efficiency and effectiveness gains expected from a CRM

project should be translated into potential revenues then continue to track returns

over the life of the CRM programme (Nyberg, 2003).
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The evidence from META Group report showed that nearly 90% of companies who
investé:d in CRM use ROI as a preferred tool (Aslett, 2003). Further studies identified
that around half of all companies who used the technique claimed a positive result
(Gartner, 2003). It could then be surmised that the other half either saw no

quantifiable b‘eneﬁt from their CRM system in purely financial terms or did not
assess any of such benefit even if one was seen. The literature also reported an
evidence that companies are unable to quantify their claims: according to a report by
Gartner, of more than 50% of 653 companies who claimed to have received a

positive ROI from their CRM projects, only 13% of them were actually able to

quantify their claims (Nyberg, 2003).

It seemed to be the case that this technique ignores other aspects of performance
measurement 1.€. process, organisational factors, therefore deep understanding of the
performance 1ssue would not be possible to generate. It could further be argued the
technique does not easily allow companies to convert all benefits gained into
monetary terms, especially for intangible, indirect or strategic benefits. This can be
supported by Chin et al (2003) who stated that calculating ROI from CRM projects is
known to be one of the most difficult tasks to accomplish due to the intangible
variables that affect the results: some of the costs and benefits may not be realised till
the project has run a significant course. Another supporting view commented that

measuring the return on a CRM project can be controversial and difficult particularly
in 1ts early stages, leading to poor assessments made by top management. The crucial

concern should be to measure the possible impacts if the company had not adopted a

CRM package (Pearce, 2002).
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It is also necessary for companies to have formal systems both for establishing a
basis for ROI calculation pre-investment and then for formal monitoring and
recording to capture data for financial gains after the investment. This requirement

for the formal systems could be a barrier to companies of smaller size in particular

where financial resources may be limited. Given these constraints, ROI at best has a

restricted application and should be used only when there are already installed robust

financial reporting systems.

2.7.2.2 CRM Software Performance ROI Model

Ang and Buttle (2006) developed a CRM software performance ROI model (Figure

2.2), aiming to assess the effectiveness of the CRM software in a context of three
different customer management stages: Customer acquisition; Customer Retention
and Customer development. The main concept was based on the notion that if the

software performance exceeds the company expectations in each of these stages then

logically it should result in a higher satisfaction with software’s ROI. They believed

the impact should be positively related to business outcomes — enhanced

profitability.

Soltware Software Software

Satisfaction

performmance performance performance M Improve
axceeds exceeds exceeds

customer customer customer ROI :> Cor:npa-ny
acquisition ' development from CRM Profitability
expectations expectations software

Figure 2.2
CRM Software Performance ROI Model

Source: Ang and Buttle, 2006, p. 8

The study showed that within the three stages of customer management, although

CRM was much less commonly used by companies in the customer acquisition stage,
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when 1t was used 1t resulted in a more cost-effective marketing campaign (Ang and

Buttle, 2006).

In terms of the model, the study showed a positive evidence of companies who
adopted CRM software that they were satisfied with their ROI from the software in
general. There are, however, some issues with the model: firstly, the study seemed to
ignore an aspect of CRM experience accumulated within the companies in terms of
duration of the software being used within the companies. This could affect their
knowledge on CRM performance measurement. Secondly, the study seemed to
overlook the other aspects of measurement such as process excellence, training,
management commitment and other organisational factors. These factors could

impact how well the software has been utilised and facilitated and could potentially

influence the satisfaction levels with the ROI.

2.7.2.3 Balanced Scorecard

Balanced Scorecard (BS) was developed by David Norton and Robert Kaplan 1n the
mid-1990s. It was introduced to organisations to reappraise their ‘one-dimension’ i.e.
output-focused approach, to measuring and targeting performance. It helps
companies to realise the need to understand more precisely what cntical success
factors and capabilities drive and enhance performance (Heygate and Norman, 2003;

Kaplan and Norton, 1996). A number of studies agreed that Balanced scorecard is
considered to be one of the leading measurement indicators. It can be used to assess

current activities and link to future financial performance. As a result, it eliminates
limitations of financial accounting which only supports historical measurements

(Hall, 2004; Gamble et al, 2003; Kellen, 2002). There are four aspects of Balanced
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scorecard: Financial, Customer, Internal Business Process and Learning and Growth

as detailed below (Kellen, 2002; Kaplan and Norton, 1996):

Financial Perspective

Customer Perspective

Internal Perspective

Learning and growth

Perspective

The strategy for growth, profitability and risk

from the shareholder’s perspective.

The strategy for creating value and differentiation

from the perspective of the customer.

The strategic priorities for various business
processes that create customer and shareholder

satisfaction.

The priorities to create a climate that supports

organizational change, innovation and growth.

According to Kaplan and Norton (1996), organisations are required to identify

measurement indicators for these different perspectives and make explicit about the

cause-and-effect relationship (causal linkages) among the indicators and overall

corporate performance. Figure 2.3 illustrates an example of a balanced scorecard for

a retail company (Kaplan and Norton, 2001).

Despite widespread use of Balanced Scorecard, a few practical problems were

identified: firstly, 1t may not always be possible or take too long to prove through

statistical means of any causal linkages between different perspectives and
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measurement indicators. Secondly, the tool relies on performance measures from
various sources that must be timely and reliable. It was commented that the issues

with poor data quality could affect the usefulness of Balanced Scorecard (Maisel,

2001)
ROI- ROCD
Financial EBITDA
Perspective
New customers Asset utilization
*GP ¥ new concep!s *Growth, ¥ cust *Inv Tum, hurde rate
]
Customer Quality, value, . :
Perspective cleanliness, Selection Enjoy-able hteras_tlng
friend experience promotions
rotoanen | | | Etametre | | U SS
lion and innovative S cerone: " productivit
Perspective programs expenence "In-stock avg
*Pride rides, '

*Rol-out ral - *GP/lab \
w9 | g || St

Technology Empioyee
Iﬁ"mi:::tli :. Growth Technology satisfaction
erspe evaluation sheet *Galiup pol
* Measures

ROCD: Return on capital Deployed
EBITDA: Earnings Before Interest, Tax, Depreciation and Amortisation

Figure 2.3
Balanced Scorecard
Source: Adapted from Kaplan and Norton, 2001, p. 82

It was reasoned that the Balanced Scorecard has provided a robust and effective
means of monitoring overall company performance and within that, the aspects of

CRM performance. The question then remains as to whether it is suitable for

considering effectiveness of CRM systems discretely.
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2.7.2.4 CRM Evaluation Model

Kim et al (2003) studied on an evaluation of the effectiveness of CRM and
developed a model based on the concept of Balanced Scorecard. The model injects

four customer-centric perspectives into the balanced scorecard concept: Customer
value, Customer satisfaction, Customer interaction and Customer knowledge. Within
the Customer value element, the focus is on enhancing customer loyalty and profit
whereas Customer satisfaction perspective emphasises on achieving business value.
Customer interaction perspective seeks to promote effective channels and pursue
operational excellence. The final perspective, Customer knowledge element, focuses

on the understanding of customers and customer information.

The CRM evaluation model 1s a process that enables the CRM performance
assessment (Figure 2.4). The first step involves determining the objectives of CRM
followed by setting up a CRM strategy. The next step is to discover interrelationships
among the CRM activities and objectives in which it will help to identify the
perspectives that are important towards achieving the outcomes. The effectiveness of

CRM is then evaluated to generate the outcome of the analysis (Kim et al, 2003).

This study attempted to gain insights into the evaluation of CRM effectiveness, the
CRM evaluation model was then created as a result. There are however some issues
arising regarding the practicality of such model: firstly, there was no theoretical
underpinning for the developed model (Kim and Kim, 2007). Secondly, despite an
empirical test conducted for the model, the test was based on a single case study of

an online shopping mall in the Korean context. This rather specific context generated

43



concern of generality issues which companies outside such context may not be able

to adopt the model effectively, for instance companies in the other types of industry.

Determining objective of CRM
mission & goal
Establishing CRM strategy
i inaf

Customer-centric evaluation

strateqic factors CV cs
Analyzing cause-and-effect relationship (lifetime value (customer
& loyalty) retention
Evaluation & acquisition)
schemes

Cl CK
Deciding perspectives & metrics {(channel mgmt. (profiling &
& operational understanding)
evaluation excellence)
method
Analyzing the effectiveness CV: Customer Value CS: Customer Satisfaction
' Cl: Customer interaction CK: Customer Knowledge
evaluation
results

Figure 2.4
CRM Evaluation Model
Source: Kim et al, 2003, p. 8

Thirdly, the model was developed on the basis of what the authors implied

companies should be doing in }egard to the CRM performance assessment rather
than considering what companies actually do to evaluate their systems. It, thus, gives
rise to a possibility of companies not being able to adopt such tool due to a lack of
required information to operate such measurement tool, for instance some companies

may not assess or have information on ‘Customer lifetime value’ or ‘Customer

knowledge’.

2.7.2.5 A Joint Balanced Scorecard/Value Driver Analysis

Heygate and Norman (2003) introduced a combined tool called Joint Balanced
Scorecard (BS) and Value Dniver Analysis (VDA) which follows an incremental

approach in which-benefits are realised in relation to the phased expenditure levels.
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According to the authors, this combined tool could be adopted to gain accuracy in the

planning stage and used for both strategic and operational management of

performance.

The Balanced scorecard (BS) is used for top management to plot the ‘cause and
effect’ of current activities of different strategic moves. This is to improve
performance across aspects of finance, people, process and customers. The value
driver Analysis (VDA) model can be used to assess the impact of making CRM
moves that have not yet been attempted. It then gives the top management

alternatives for future strategy of both existing and new activities (Heygate and

Norman, 2003).

A joint BS/VDA was proposed as a measurement tool for CRM projects (Figure 2.5).
There are two important steps to put these tools to work, firstly using VDA and BS to
set strategic objectives. Secondly, translate the strategy into operational plans. In the

operationéil stage, the VDA and BS complement each other. Each CRM move 1s
required to be implemented with the VDA model which contains comprehensive
financial modelling capability and best practice for the elements of process,
technology and people. The selected strategy can then be translated into a set of

projects, reflected through the BS (Heygate and Norman, 2003).

The major advantage of this approach was that it was designed through the particular
research area of performance measurement of CRM systems. It therefore addresses

many of the key issues and establishes performance criteria using a balanced

scorecard approach.
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Example of KPI's developed in joint scorecard/VDA project

| Year 1 Year 2

| I | i
Set up >- Pilot

)

Initiatives

m © O @ »

- e e

CRM Programme Phase ‘

I Conversion rte Conversion
| Enltp-rrurnu Cost per
Cost per conversion Avg ARPU per contract
| Average revenue per conversion Avg CLV per contract
Avg products per conversion Avg products per conversion 1
Avg ROI per campaign Average call duration
| Chum rate Average cost per call
Number of customers at risk of Average revenue per DMC
— Average prodcuts per sale
CLV at risk from chumn Avesage sadt porose

MDM: Master Data Managem_e-nt

Figure 2.5
A Joint Balanced Scorecard/VDA Project
Source: Heygate and Norman, 2003, p. 4

There was evidence of positive and effective results from implementing the joint
BS/VDA model. The evidence was, however, based on just two enterprises: a

European bank and a European telephone company. Both studied cases were large
organisations which could be expected to have the considerable resources necessary
for the proposed approach to work. Whether it could then be translated to the general
case remains an unanswered question. It also appeared that the model was not
developed under any theoretical basis. Of particular concern in the general case was

that the model appeared to be quite complicated in its process and its practicality

must therefore be drawn into question.

2.7.2.6 CRM Scorecard

A recent study on CRM performance measurement by Kim and Kim (2007)

produced a framework, based on a theoretical concept of Balanced Scorecard, called

46



‘A CRM Scorecard’. The model was created through the following steps: firstly a
theoretical causal map was built based on a range of literature reviews. Four
perspectives were then derived as an underpinning theory namely, Infrastructure,
Process, Customer and Organisational performance. Secondly, hierarchical map for
CRM success was extracted from a practical perspective and then integrated with the
theoretical causal map. Thirdly, subjective (qualitative) and objective (quantitative)
measures were then developed and lastly CRM success factors were prioritised. The

overall outcome was then produced as a CRM Scorecard as shown in Table 2.11

(Kim and Kim, 2007).
Table 2.11
A CRM Scorecard
Perspective | Diagoostic Factors | Tnstruments |
Organizational Shareholder Value . | Shareholder Value (SHV
Performance Profitabili ROA, ROI, Net Sale ($), Net sale /employee
Customerequity | | Customer Equity, CLV, Profit/customer

Customer Satisfaction Perceived Customer Satisfacti_q_n Satisfied Customer_l__latio %

Perceived value, Brand Equity, Customer Complaints (#)
Relationship

Leads per channel, Acquisition (#), Visits of
web (#), Win-back (%), Profitably of new

customer, Response Rate, Sales Success rate
it ratio), Customer Contact Rate
Response time (Wait time), complaints
resolved on 1* call (%), Retention rate (%),

Delivery time, Customer churn rate, Reject
rate by delivery, Trouble ticket cleared.

Readiness for Expansion Process Share of Wallet (%), Core Customer Ratio
%), Cross/Up-Sell Rate, Value per Order

Perceived Loval Recency, Frequency, Monetary (RFM

Readiness for Acquisition Process

Customer Acquisition

Customer Retention Readiness for Retention Process

I | IT CRM Technology Sys/Info Quality, System Usability, | Technological Capacity for 3 types of
N -_ User SAT, Ind. Influence customer info(#), Customer Info Accuracy(%),
F Customer Info integration(%), S ilj
A | Capital Calls handled per center staff (Sales rep
S coverage
T
R | Management Attitude | Perception & Supportfor CRM | 00—~
U | Strategic
C | Alignment | Reward System | Appropriatenessof Rewardsystem | —  — —
T Improvement in diversity profile
U [Gaitare
R Market Orientation Frequency of customer survey, Customer
E knowledge creation (#

_ExplicitGoal | ExplicitnessofGoal

Source: Kim and Kim, 2007, p.6
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This study determined to acknowledge and eliminate restrictions of previous studies
on performance measurement of CRM, for instance a lack of theoretical and practical
underpinnings (1.e. Jain et al, 2003; Kim et al, 2003) etc. As a result of the study, a
framework called CRM Scorecard was created. The model also includes qualitative
and antecedent perspectives, which have been ignored by previous literature, into the
scorecard as diagnostic factors. Despite recognition of restrictions from previous

studies menttoned earlier, there are some issues concerning the practicality of the

model:

Firstly, although the model was tested empirically as a proof of its concept, the
empirical test was done through a single case study of a consumer bank in the
Korean context. Such specific context could raise an issue of generality in which the
model may not be able to apply to companies outside such context. Secondly, the
model comprises of four main perspectives i.e. Infrastructure, Process, Customer and
Organisational performance, there was however no investigation into the
relationships between measurement indicators within these four aspects of
measurement. It was then concemned that providing logical explanation to the
measurement results generated from the tool may be restricted: for instance i1t might
be difficult to explain the results that may have been affected by relationships exist

between the four perspectives of the model.
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2.7.2.7 Customer Knowledge Management

There are three aspects of customer knowledge that companies can measure (Kellen,

2002):

= The value of customer knowledge (intangible asset measurement)

* The process by which it is produced and consumed (Knowledge Management or
KM operations)

* The quality of knowledge or data (data quality)

These different types of Customer knowledge can be categorised into three groups

(Davenport, 2001):

* Quantitative, data-driven knowledge found in transactional systems

= Knowledge denived from interactions with people (including experiential
observations, comments, lessons learned, qualitative facts)

» Tacit knowledge which is unstructured and difficult to express and must be

converted to explicit knowledge

American Productivity & Quality Center (APQC) in collaboration with Dow Corning

and Siemens AQG, conducted a study on examples of real-world measures used

throughout the process of implementing Knowledge Management (Lopez et al,

2001). They 1dentified the following five stages of Knowledge Management:

= Stage 1: Enter and advocate

= Stage 2: Explore and experiment - this stage measures interests within
Knowledge Management and formulates strategies.

» Stage 3: Discover and conduct pilots - this stage focuses on proving business

value.
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= Stage 4: Expand and support - at this stage, Knowledge Management has been
adopted within an organisation and measures increase in robustness.

» Stage 5: Institutionalise - at this stage, focuses are on monitoring of process and

continued evaluation.

Another approach involves measuring the flow of communications between people
using survey and observation to discover formal and informal communication links

within a company. This is to identify social linkages across boundaries of an

organisation (Krebs, 1998).

There was also another approach which focuses on consumption of knowledge not
just its production and communication. It was termed as ‘Knowledge Turnover’
which explains how knowledge moves between understanding and action in four

phases: Perceived, Plan, Act and Adjust (Figure 2.6). Knowledge is derived

externally in the Perceived and Adjust Phase and is generated internally within Plan

and Adjust Phases (Kellen, 2002).

*External data
*Internal state
*Center & periphery

sAbstraction
Prioritization
Consensus

Perceive

Learning

sInteraction flexibility

Collaboration
‘Memory
*Motivation

sAwareness

*Quickness *Timing
*Appropriateness *Precision
*Efficiency

Figure 2.6
Knowledge Turnover
Source: Kellen, 2002, p. 23
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Although CRM systems can collect a large amount of customer data, there are
interestingly very few organisations that actually assess their ability to create,
manage and communicate customer knowledge. Generally, CRM data are widely
spread across functional units. Each business function has its own interests regarding
customer information and its own way of structuring and formatting the data. It is
therefore not easy to gather all the data from across the enterprise together
(Davenport, 2001). There was another concern in measuring Knowledge

Management that 1t 1s speculative, as the process of generating knowledge will

impact activities not yet conceived (Kellen, 2002).

2.7.2.8 Behavioural Determinants of CRM Effectiveness

Jain et al (2003) studied on the measurement of CRM effectiveness. The authors
aimed to identify important behavioural parameters for assessing the success of any
CRM programme. They came up with the following list of ten important measures

which they believe are essential indicators to the effectiveness of CRM.:

= Attitude to serve

» Understanding Expectations
= Quality perceptions

= Reliability

« Communication

» Customisation

= Recognition

» Keeping promises

* Satisfaction Audit

= Retention
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The empirical work of this study involved in-depth interviews with 30 experts from a

number of different industries from service sector in the Australian context.

Although the study aimed to explore and discover the other determinants of CRM
effectiveness, behavioural aspect in particular, the findings did not present any causal
linkages or relationships between the determinants. It was therefore implying that
this list of behavioural indicators for assessing the CRM effectiveness 1s quite a
crude set of measurement indicators and could even represent inaccurate

interpretations of the results. The study did not provide any theoretical underpinning

for the developed concept (Kim and Kim, 2007).

Another point that is worth noting was that the empirical test was conducted within a
service sector only in which it is a rather specific context and could raise an 1ssue
with generalisation of the findings. Lastly, empirical data were gathered from
professionals and experts rather than the actual CRM user companies. Different
opinion may have been generated regarding the effectiveness of CRM. This could be
put as ‘ideal measurement solutions’ frc;m the experts versus ‘Actual measurement

solutions’ adopted by the CRM user companies.

2.7.2.9 CRM Measuring Scale Model

A study which aimed to provide a comprehensive, psychometrically sound
operationally valid measure of a firm’s CRM was conducted. The concept was based

on a hypothesis that CRM is a multi-dimensional construct consisting of four

behavioural components (Sin et al, 2005):
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»  Key customer focus

It is a customer-centric focus that involves continuous deliveries of superior and

value-added benefits to chosen key customers through personalisation and

customisation.

s  (CRM organisation

Changes in the way companies are organised and changes in business processes
are essential to successful CRM implementation (Ryals and Knox, 2001;
Hoffman and Kashmeri, 2000). It was pointed out that organisations are required
to ﬁay attention to organisational challenges inherent in CRM initiatives. Key
considerations for CRM organisations draw around organisational structure,

organisation-wide commitment of resources and human resources management

(Agarwal et al, 2004).

* Knowledge Management

Knowledge can be understood and learned from experience or study of customer
data in terms of CRM perspective. Key dimensions include knowledge learning,

knowledge generating, knowledge dissemination and sharing and knowledge

responsiveness.

s  Technology-based CRM

Advances in information technology enhance organisation capabilities to collect,
store, analyse and share customer data. It therefore provides enterprises with

better customisation and quality that attract and retain customers.
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Performance measures used in this study were related to two types of performance:
Marketing performance (measures are ‘Trust’ and ‘Customer satisfaction’) and
Financial performance (measures are ‘Return on investment’ and ‘Return on <ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>