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Term Paper: An Exploration of CRM
Introduction:  CRM and the Business Problem

According to Ron Swift, author of Accelerating Customer Relationships, CRM is a “strategic posture that calls for iterative processes designed to turn customer data into customer relationships through active use of, and learning from, the information collected” (Brohman 2).  CRM tools allow modern firms to transform from transaction based businesses into relationship based firms.  CRM is a key component to the concept of mass customization, a philosophy in which every customer feels individually catered to.  Repeat customers are incredibly valuable to a business.  It cost much more to gain new customers than it does to retain existing ones.  CRM can be a valuable tool when it comes to nurturing ever-profitable lifelong customers. 


The primary business problem that CRM addresses is the issue of customer selection.  In today’s fast paced business world, simply doing business with a large amount of customers is not an adequate way to establish and maintain a competitive edge.  A common business rule of thumb states that approximately 20% of a firm’s customers generate about 80% of said firm’s profits. Companies such as Best Buy use CRM tools to separate the good customers from the bad customers.  In fact, Best Buy goes as far as labeling good customers as “angels” and bad customers as “devils”.  “Best Buy's angels are customers who boost profits at the consumer-electronics giant by snapping up high-definition televisions, portable electronics, and newly released DVDs without waiting for markdowns or rebates” (McWilliams).  Devil customers, on the other hand, abuse rebates, take advantage of return policies, and exploit price-matching programs (McWilliams).  Their behavior actually hurts Best Buy’s profitability in the long run.

The large business problem of customer selection is simply an umbrella that encompasses several smaller related concerns.  Thankfully, CRM removes much of the mystery behind consumer behavior.  CRM tools can be used to create multi-dimensional customer databases, relationship programs, loyalty programs, and recommendation systems.

Underlying Data Mining Technology


A strong CRM package utilizes several data mining tools and technologies.  For instance, association rules can serve profitable customers by analyzing past purchase behavior to predict future purchases.  Stores can then adjust their product displays to collocate items that are desirable to profitable consumers.  In a similar fashion, association rules can also highlight which products and services might benefit from incentives.


CRM also involves the use of clustering.  This method segments a company’s large customer base into several smaller groups of similar prospects.  This allows the CRM user to create more effective marketing campaigns that are specifically designed to target valuable customers and offer them a product or service that they are likely to purchase.


CRM software is also capable of incorporating various classification models including decision trees, neural networks, and collaborative filtering.  All of the aforementioned techniques allow companies such as Best Buy to distinguish profitable customers from bad customers and to serve them accordingly.  Good customers can be selected to receive special promotions and incentives for lucrative consumer electronics products.  Simultaneously, data mining technology will stop those incentives from falling into the hands of bad customers.  The information provided by CRM and data mining techniques can even be shared with store employees in order to train them to recognize different types of customers.  Employees can then tailor their sales techniques based upon which store departments various customers are browsing.
The Use of CRM


Best Buy represents just one firm that uses CRM.  When looking at the bigger picture, several industries and firms take advantage of CRM technology.  Obviously, CRM is extremely popular in the retail industry (both online and brick-and-mortar).  Additionally, CRM is popular within the banking, insurance, telecommunication, and travel industries. The following portion of this paper will explore the unique CRM uses of individual companies within several of these industries.


AT&T uses scoring and regression models (additional data mining methods) to determine which phone numbers in their expansive database belong to businesses (as opposed to standard residential numbers).  “These records can be analyzed and scored for likelihood to be businesses based on a statistical model of businesslike behavior derived from data generated by known businesses” (Berry, Linoff 112).  The end result is a method that can target the lucrative home business segment; one that is hard to identify and serve by traditional methods.


Capital One has become famous for its use of CRM.  Capital One pioneered the use of CRM in the banking industry after the concept was rejected by nearly all of the industry-leading banking firms.  CRM subsequently became Capital One’s award winning competitive advantage and their techniques are now imitated by almost every bank.  A statement from a Capital One press release best summarizes the company’s use of CRM:  "Our company was founded on the idea that every customer has different wants, needs and interests… It's the mission of every person at Capital One to meet our customers' needs. By bringing exceptional value to every interaction, we're building lifetime relationships with our customers” (www.capitalone.com).  Just as previously illustrated with Best Buy, it is the goal of Capital One to use CRM in order to acquire, maintain, and understand the most profitable customers.  CRM allows Capital One to grow as large firm while simultaneously offering its customers the experience and treatment generally associated with a small business.


Perhaps the most interesting example regarding the use of CRM involves a company known as Convio.  This company had carved out a niche in the industry by targeting non-profit institutions.  Vinay Bhagat, the company’s founder, “concluded that nonprofits, like all organizations, would be willing to spend money to save and make more money. And his research showed they were hungry for Web tools to advance their missions” (Richmond).  Targeting non-profit firms instantly distinguishes Convio’s CRM packages from key industry players such as SAP and Siebel.  Convio’s primary data mining activity involves making direct mail campaigns more efficient.  One Convio client was able to triple online donations within the timeframe of one year (Richmond).


Convio’s case is unique and interesting.  The company’s founder was wise to realize that it is almost impossible for a small startup company to compete against established industry players head-on.  Finding and serving an untapped niche market is an excellent way to break into the CRM industry.  Other small firms such as the Riverside-based Surado (www.surado.com) should consider similar tactics to gain market share within the industry.


The fact that such a wide variety of industries have so rapidly embraced CRM is impressive.  Most CRM stories are tales of success which seem to indicate that many industries are using the technology well.  There are exceptions, however, and these will be addressed later in this paper.  In fact, now that CRM technology is so pervasive, the key to CRM is to use it creatively.  In order to gain a competitive advantage, upcoming firms must discover new ways to employ CRM tools.  Additionally, these firms must seek new or overlooked markets that can benefit from CRM technology.     

Popular Data Mining Software

The industry’s most popular software is created by companies such as Siebel, SAP, Oracle, and PeopleSoft.  According to IDC, a market research firm, CRM application sales are expected to reach $10 billion by the end of 2005.

One look at Siebel’s website and one can see that this company offers a myriad of software solutions packages.  One of the most popular offerings is CRM OnDemand.  This solution is scalable, flexible, and requires minimal initial involvement.  This is an excellent product for companies that are new to CRM and would like to make sure that Siebel’s products will generate profits before committing to a more involved CRM package.  More than 11 major companies including Bally Gaming Systems and Pulte Homes, have documented CRM OnDemand success stories that are featured on Siebel’s website (www.siebel.com)

Oracle Systems is currently in the process of buying Siebel.  This corporate buyout will make the former Siebel competitor the most popular CRM company in the world.  It is yet to be seen how these two companies will merge their similar product lines.  What will become of Siebel OnDemand in lieu of Oracle on Demand?  These two companies must obtain some degree of synergy before their market dominance can be assured.  


When it comes to emerging CRM software, one name stands out among the rest:  Microsoft.  “Microsoft Dynamics CRM 3.0 contains new updates of features that help companies track and manage sales forces and customer relationships” (http://news.yahoo.com).  The software package originally debuted in 2003.  This latest version, however, will include new features (such as marketing campaign tools) that Microsoft hopes will make CRM 3.0 a more competitive product.  This case regarding Microsoft implies that expanding the feature sets and capabilities of CRM software just might be one way of making the technology even more useful and popular.
Problems With CRM


As discussed throughout MGT 265, known problems with CRM include the “vicious cycle of CRM” and the “malicious cycle of CRM”.  The vicious cycle of CRM deals with erroneous customer predictions.  Even the most accurate CRM systems can and will make false predictions.  A CRM system might “think” that it knows a customer, when in reality it does not.  This can result in the recommendation of offensive materials to valuable customers.  This problem is nearly impossible to fix when using systems that rely on implicit recommendation systems and collaborative filtering methods.  Currently, the only way to reduce this error is to obtain more customer data before making strong recommendations.  Until enough data is obtained, recommendations should be kept conservative and limited to products and services that are not controversial or offensive.


The malicious cycle of CRM occurs when consumer behavior is influenced and manipulated with the use of information obtained with data mining methods.  If enough data is obtained from a customer, his or her “weaknesses” can be exploited.  This can result in the selling of products and services to customers who do not need them or cannot afford them.  It is extremely challenging to think of a technological way to prevent companies from taking advantage of the malicious cycle of CRM.  This issue falls into the realm of business ethics.  Unless the government steps in and regulates this dimension of CRM, the fate of the malicious cycle of CRM will depend on the individual ethical standards of CRM using companies.

Amazon: One Way to Improve CRM

Amazon uses item-to-item collaborative filtering in order to generate personalized recommendations for its customers.  This method starts with data regarding each customer’s history and personal preferences.  The method then uses a distance function (similar to the clustering method) to locate and group customers who enjoy the same products.  Votes are then used to add weights to distances, so products preferred by the most similar customers are more influential to Amazon’s recommendation.  Collaborative filtering creates an excellent implicit recommendation system: customers do not have to intentionally reveal their preferences in order to receive accurate recommendations.  Their historical behavior will automatically generate increasingly accurate recommendations over time.


There is, however, one challenge with this system.  What if a customer uses Amazon to order gifts?  Unless the customer somehow indicates that a particular order is meant to be a gift (which is possible, but not mandatory or enforceable), he or she may distort future product recommendations.  This, of course, assumes that the ordered gift is dissimilar to what the customer usually orders.  So for instance, suppose a male Amazon customer orders a woman’s perfume set as an anniversary gift.  If this customer fails to explicitly identify the item as a gift, Amazon will likely track this item as something that the male customer purchased for himself.  This will influence future product recommendations.  So instead of receiving recommendations for items he is likely to purchase, the male Amazon customer might start seeing perfume recommendations instead.  He will have to rectify this issue by explicitly identifying his distaste for the item.  By this time, however, this customer has already experienced part of the vicious cycle of data mining.

Incidents such as this, however, are most likely isolated.  As long as the male Amazon customer refrains from purchasing women’s perfume on a regular basis, Amazon will eventually weed out irrelevant recommendations.  Regardless, there is still room for improvement.  There are many Amazon customers who use the service to purchase gifts on a regular basis.  The site’s recommendation system will not be very useful to this customer segment until this issue is addressed.  Improving this system is just one of many opportunities in the CRM field.

Conclusion:  Final Thoughts on CRM

The CRM industry is a vast and impressive one.  A countless variety of firms utilize CRM tools in a variety of effective and creative ways.  A firm wishing to enter the CRM business must create unique and innovative software that can be used in unconventional ways.  Making flexible software that can be utilized in niche markets is the safest way to gain ground in the competitive CRM industry.  Additionally, firms should consider Microsoft’s strategy of creating software solutions that push the boundaries of what is commonly known as CRM.


Firms that wish to add CRM tools to their operations should attempt to pioneer new ways of using these tools to offer the latest in total customer satisfaction.  CRM tools are customizable, and companies should take advantage of this to create their own proprietary systems much like Capital One and Amazon have done in the past.  This is the pathway to creating a competitive advantage via CRM technology.

Lastly, firms must realize that CRM and data mining techniques will not solve business problems on their own.  Talented managers, personnel, business models, and other crucial ingredients must be combined with technology in order to succeed.  Like any other emerging technology, CRM has pitfalls and problems.  The vicious and malicious cycles of CRM illustrate that CRM tools have the potential to cause more harm than good when used improperly or unethically.    
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