TEMKVN

GROUP

When experience matters

What If Customer Experience Has No ROI?

By Bruce Temkin

Customer Experience Transformist & Managing Partner
TemKin Group

www.temkingroup.com

I'm often asked the question: “What’s the ROI of customer experience?” To some degree,
that’s a silly question. It’s like asking what'’s the ROI of technology for Google, products for
Best Buy, movies for NetFlix, or cars for Hertz. Customer experience is an integral
component of every organization that has customers. Think of it this way, what would
happen to the financial health of your company if you just stopped interacting with your
customers?

That doesn’t mean that the ROI question is a bad one. It just needs to be framed correctly.
The question that should be asked is: “what’s the ROI of improving customer experience?”
That’s not only a good question, but it’s an essential one for any company that is serious
about customer experience.

Yes, Everyone, Customer Experience Improvements Drive Loyalty

At an aggregate level, my research at Forrester Research showed that improvements in
customer experience are highly correlated to higher loyalty in consumer markets. In a
report called “Customer Experience Leaders Garner More Loyalty,” for instance, we found
that customer experience leaders have more loyal customers than customer experience
laggards. The loyalty gap with consumers was 15% to 17% in three areas: willingness to
buy more products, reluctance to switch, and likelihood to recommend.

Customer experience has a positive ROI as long as you don’t spend more than the value of
the loyal customers you create. And since the value of adding 15% more loyal customers
represents far more than what most companies spend on their customer experience efforts,
there’s almost always a positive ROI.

Recognizing that customer experience improvements have good ROI is not the end of the
story. In some regards, it’s just a prerequisite for getting to some of the more practical
issues in customer experience efforts. I'll take a look at three key questions: Do all customer
experience efforts have the same ROI?; Who cares about ROI anyway?; And What impact
does ROI have on the journey?

Do All Customer Experience Efforts Have The Same ROI?

If all customer experience efforts had the same ROI then life would be easy -- you could
invest in any customer experience project that came your way. Clearly there are enormous
differences in ROI based on the size and value of the specific customer segment that you
want to address with your efforts. I often hear the question: “What if we don’t have any
clear customer segments?” If that’s the case, then don’t go ahead with the effort. Not only
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can’t you figure out the ROI, but you're unlikely to satisfy the needs of customers if you
don’t have a clear picture of who they are.

In addition to understanding the target customers, you need to look at ROI in terms of the
type of value you are creating for customers. I always like to think of things in terms of the
Kano Model, which identified five different types of value that customer perceive:

* Must-Be value: Customers gets no value from some things you do unless your
efforts meet a minimal threshold. Think of the value of an airplane ride if the pilots
aren’t fully trained or a call center that doesn’t answer the phone in 10 rings.

* One-Dimensional value: In some areas, the more you do of something; the more
value clients get from it. Think of the value that customers get when a car salesman
adds additional years to a warrantee or a busy apparel retailer adds new changing
rooms.

* Attractive value: If the basics are in place, you can create enormous positive impact
on customers with some unexpectedly nice touches. Think of the value that
customers have when an electronics retailer throws in some required cables for free
when the customer picks up her new monitor or when a hotel employee brings an
unordered chicken soup to a guest who he knows is sick.

* Indifferent value: Some things that you do may have no perceived value like
lowering the price on a hotel room to a business traveler on an expense account.

* Reverse value: Some things that you do may have negative perceived value like
lowering the usability of your Website after a redesign where you've added a lot of
new features.

Using these Kano descriptors, you get the most ROI from customer experience efforts when
you invest whatever is required in “must-be” items, fund a good mix of “one-dimensional”
items, add a few “attractive” items in areas where you already have some consistency, and
stay away from investing in anything that creates “indifferent” or “reverse “value.

Who cares about ROI anyway?

Most executives care about the ROI of just about everything they invest their time and/or
money on. But they are only partially satisfied with the results of generic, industry-level
research findings. They want to know about the specific ROI for their customer experience
efforts.

If customer executive leaders don’t address the ROI needs of key stakeholders, then they
will find it difficult to gain the full commitment of those executives. To understand the
interplay between ROl and commitment, here’s a very simple model outlining five levels of
executive commitment:

1. Opposers don’t believe in customer experience. These executives generally won't
support customer experience efforts no matter what ROI data they see, but can
become passives when they see strong support from their peers.

2. Passives don’t really care about customer experience. These executives are willing
to become toe-dippers if they see strong support from their peers.
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3. Toe-dippers are willing to offer some time and resources for customer experience.
These executives will increase their participation and can even become supporters if

they see strong ROL.

4. Supporters are willing to give their resources to customer experience efforts and
encourage their peers to do the same because they understand the ROI of these
efforts. They use ROI results to strengthen their discussions across the company.

5. Advocates fight any battle to make sure that customer experience efforts are
funded. They generally understand the impact that customer experience has to the
long-term competitiveness of the company without any project-based ROI data.

What impact does ROI have on the journey?

Hopefully I've made the case that well-placed customer experience improvements drive
loyalty and deliver a very positive ROI and that an understanding of this dynamic can
increase executive commitment. All of this is just a preamble to what'’s really important:

how it affects your customer experience journey.

To look at this dynamic, | mapped the aggregate level of commitment of the executive team
against the ambition of customer experience transformation efforts. This step identified

three separate areas.

Executive Commitment Determines
Customer Experience Possibilities

Customer
Experience
Transformation
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cultural change
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The best place to be is in an area I call the “Zone of Success” where the ambitions of the

program are aligned with the level of commitment of the executive team. As long as

customer experience programs stay in this range, they have a great opportunity to succeed.



TEMKVN

GROUP

When experience matters

In some cases, the level executive commitment can outstrip the pace of the customer
experience program. This situation, called the “Land Of Executive Frustration,” can be a
problem for customer experience leaders. The executive team wants to recognize all of the
great ROI faster than it can be achieved. In these cases, it's important to establish a multi-
year roadmap that shows some incremental ROI results over time. It’s even possible to
accelerate your efforts a bit to wind up in the “Zone of Success.”

Unfortunately, many efforts wind up in the “Field Of Impossible Dreams.” In these
situations, there’s not enough executive commitment to support the desired change. If
you're leading a customer experience effort that has ambitions in this area, then you need to
raise the commitment level of the executives with a solid ROI model; or go look for another
job.

Tips For Making The Case With ROI

If you're in a position where you have to make the case for customer experience based on
business results and ROI, here are some recommendations to keep in mind.

* Enlist your CFO. You may have the brightest business analysts in the world on your
team, but if the CFO’s team is not involved then they’ll always question your
financial models and assumptions.

* Use existing metrics. Try to make your case based on the business metrics that the
company already uses; it will make it easier for people to understand and will help
you get their buy-in.

* Be conservative. Resist the temptation to use the high-end of estimates for
potential benefits. While the results may seem more compelling, they will also be
harder to defend.

* Create a simple story. People tend to remember very simple storylines, so make
sure that you organize your results in a way that is very easy for people to
understand.

Closing Thoughts On Customer Experience And ROI

[ want to circle back around to the question that I posed in the title: What if customer
experience has no ROI? If your customer experience improvements do not appear to have a
positive ROI then you have three choices.

First of all, you can take a look at the model and assumptions that calculated the ROI and
make sure you have fully captured the long-term benefits of increased customer loyalty. The
next option is to refine your approach to customer experience; making sure that you are
investing in the areas with the highest business impact. Finally, if you still can’t see any ROI,
then don’t invest in customer experience initiatives.

Customer experience is not an altruistic endeavor; executive teams should focus on it
because they believe that it will help their organization’s long-term business results.
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Bruce Temkin, Customer Experience Transformist, is the managing partner of Temkin
Group and is widely viewed as a leading expert in how large organizations build
differentiation with customer experience. He has worked with hundreds of large
organizations on the business strategies, operational processes, organizational structures,
leadership, and culture required to create and sustain superior customer relationships.

Bruce is the author of the blog Customer Experience Matters
(experiencematters.wordpress.com) that is one of the most popular blogs on customer
experience. He regularly posts insights on topics such as customer experience, branding,
and leadership.

During his 12 years with Forrester Research, Bruce led the company's business-to-
business, financial services, and customer experience practices. As a Vice President &
Principal Analyst, he was the most-read analyst in the company for 13 consecutive
quarters and was one of the most highly demanded consultants and speakers in the
industry.

Bruce authored several Forrester’s most popular research reports on customer experience,
including: "The Customer Experience Value Chain," "Experience-Based Differentiation,"
and “The Customer Experience Journey.” He is also the creator of Forrester’s “Voice Of
The Customer Award” and Forrester’s “Customer Experience Index” which rates more
than 100 firms on their overall customer experience.

Bruce has been widely quoted in the press, including such media outlets as New York
Times, Wall Street Journal, and Business Week. An accomplished public speaker, Bruce
has delivered keynote speeches at many company and industry events.

Bruce holds a master’s degree from the MIT Sloan School of Management, where he
concentrated in business strategy and operations. He also holds an undergraduate degree
in mechanical engineering from Union College.
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Temkin Group is a consulting and research firm that helps clients increase customer loyalty by
improving their customer experience. The company was founded based on four core beliefs:

Customer experience drives loyalty.

Our research and work with clients has shown
that interactions with customers influences how
much business they’ll do with you in the future
and how often they recommend you to friends
and colleagues.

Improvement requires systemic change.
Companies can improve isolated customer
interactions, but they can’t gain competitive
advantage until customer experience is
embedded in their operating fabric.

How are we different?

It's a journey, not a project.

Building the capabilities to consistently
delight customers doesn’t happen overnight.
Companies need to plan for a multi-year
corporate change program.

We can help you make a difference.
Transformation isn’t easy, but leading your
company to be more customer-centric is
worth the effort. We help our clients
accelerate their results and avoid many of
the bumps along the way.

Temkin Group combines customer experience thought leadership

Purposeful
Leadership

with a deep understanding of the dynamics of large organizations
to accelerate customer experience efforts and help companies

build the four competencies required for long-term success:

Customer Compelling

Experience Brand
Competencies, Values

Employee
Engagement

Customer
Connectedness

1. Purposeful Leadership. Does your executive team
operate consistently from a clear, well-articulated set of
values?

2. Engaged Employees. Are employees fully committed to
the goals of your organization?

3. Compelling Brand Values. Are your brand attributes driving

decisions about how you treat customers?

4. Customer-connectedness. [s customer feedback and insight deeply
integrated throughout all of your internal processes?

How can we help? Temkin Group service include:

* Reviewing your customer experience strategies and plans to identify opportunities

and accelerate your efforts.

* Assessing your organization’s customer experience competencies and developing

plans with you to close the gaps.

* Delivering speeches and interactive workshops to teach customer experience
concepts and instill a common vocabulary and approach across your organization.

*  Working with your executive team to ensure appropriate alignment and

commitment.

* Providing coaching and support to keep your customer experience efforts on track.



