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Business around the globe is facing ever-growing challenges. Customer can choose between

more alternatives due to the growing competition among the companies and each company is

finding some new way to attract them to their destination. More and more retailers are

seeking to expand beyond their traditional borderline and reach different kind of customer

faction. At the same time the firms understand the value and importance by gaining returns

from customers as an asset, which is the basic principle of CRM (Gupta and Lehmann, 2005).

Retail industry will be the focal point in the periods to come. However, the success of any

retail industry depends greatly on how their CRM is effectively functioning. In the present

environment of increased competition with rapid market entry of new store concepts and

formats (Crosby, Lawrence et.al. 1990), the managerial challenge of increasing store loyalty

also presents the research challenge of a more in-depth understanding and an empirical

estimation of this important type of consumer behaviour.

In the highly increasingly today’s competitive environment, it is very tough to make

customer, as customers are not just making their buying decisions on the product categories

but also on product comparisons. Gone are the day’s when they were easily available. Due to

the arrival of various companies, Indian and foreign operators it is very easy for the customer

to have the comparative market research and analysis, what to buy, where to buy and, how to

buy. Retail industry is at crossroads, and building customer relationship (CR) has become an

essential tool in retailing. Retailer is very much focused in understanding the customer needs,

designing a customer-driven marketing strategy and constructing marketing programs, which

lead up to building profitable Customer-relationships. The simple answer to it is effective

CRM.

THE CONCEPT OF CRM

Customer relationship management has attracted many definitions from the people who have

been using the concept. A few important of them can be discussed as follows. A narrow

perspective of customers relationship management is database marketing emphasising the

promotional aspects of marketing linked to database efforts.(Bickert 1992) A more popular

approach with recent application of information technology is to focus on individuals or one

to one relationship with customers that integrate database knowledge with a long term
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customer retention and growth strategy. (Dowling Grahame, 2002). Therefore CRM can be

viewed firstly as a contemporary response to the emerging climate of unprecedented

customer churn, waning brand loyalty and lower profitability (Cockburn 2000). Secondly

CRM is central to the task making an organization customer centric (DM Association 1999).

Thirdly CRM is the surest symbol embracing information technology in business.(Brown and

Price waterhouse Cooper 1999). Fourth and finally, CRM is the most certain way to increase

value to the customers and profitability to the practicing organizations (Reichheld,1996).

Customer relationship management is a comprehensive strategy and process of acquiring,

retaining and partnering with selective customers to create superior value for the company

and the customer (Sheth, Parvatiyar & Shainesh 2003). It can be inferred from the above

views that CRM is information technology linked business process, which aim to establish

long lasting and mutually beneficial relationship with selective customers in order to increase

customer value and profitability.

CRM IN RETAILING

According to Levy & Weitz: “CRM is a business philosophy and set of strategies programs,

and systems that focus on identifying and building loyalty with a retailer’s most valued

customer” This definition points out that the retailers are aiming to convert casual customer

into loyal customer with their first visit at retailer stores, keeping in mind customer’s

sentiments and their buying habits. Today’s retail business is very customer oriented as; there

is paradigm shift in the market from mass market to individual market. In build rush to

acquire new customers is no more lucrative if repeat purchase does not take place, therefore

retailers now have realized that it is equally important to retain the existing ones.

The importance of CRM is in maintaining and increasing customer satisfaction, in

order to build a greater loyalty and thus to intensify business profit of the company. This is

due to the realisation that it costs less to retain customer than to compete for new ones

(Rosenberg and Czepiel, 1984). Several studies reveal that customer retention is less

expensive and has an edge over the competitors, therefore retailers are much more concerned

with customer retention and loyalty (Reichheld, 1996) than on creating new ones (Dwyer,

Robert F., et.al.1987).

The retailer’s aiming at creating a favourable, pleasing and cordial relationship, focus

at influencing the behaviour of customers, which ultimately benefit the retailer in establishing

brand equity and positioning strategy. Retailer requires to dig dip to understand “Who” the

target Customer are “Why” they purchase “How” to persuade them to buy, and in depth
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research of shopper’s psychology must go into formulating the retail strategy to create a

competitive edge.

RETAILING IN INDIA

Probably history of retailing in India is as old as the Indus valley civilization. The budding

Indian retail industry is slowly and steadily unfolding its arms and has made its presence felt

in the transformation of Indian economy. The India’s unprecedented consumption boom can

be witnessed by seeing the economic growth rate which is between 7 to 9 percent and the

factors like favorable demographics, the paying capacity, consumer awareness, and growing

income has catalyzed the consumption demand.

It is globally felt and locally accepted that Indian retail Industry is the largest industry

in the world with $6.6 trillion staggering worth big business. Indian retail industry is ranked

among top ten largest retail markets in the world. The changing face of retailing in India is

because of the attitudinal shift in consumers in terms of “Choice Preference”, “Value for

Money” and emergence of organized retail formats. It is currently estimated to be US $ 200

billion industry and organized retailing comprises of 3 percent or US $ 6.4 billion of the retail

Industry. And organized retailing is projected to reach US $ 23 billion by 2010.With growth

over 20 percent per annum over the next five year.

India has retained its topmost position among 30 emerging markets in the annual

study of retail Investment as reported by A.T Kearney in Global Retail Development Index,

2006. The study Quotes: “The Indian retail market is gradually but surely opening up, while

China’s market becomes increasingly saturated similarly, Asia has dislodged Eastern Europe

as the most attractive region”. However, Indian retail industry is predominantly fragmented

and unorganized, with around 12 million outlets; it has largest retail outlet density in the

world. The owner-run “Mom & Pop Outlets” with very basic offerings; zero usage of

technology and little or no ambience have been witnessing the emergence of a few medium

sized retail chains such as, Pantaloon retail, RPG retail, Shopper’s Stop, Westside (TATA

Group) and Lifestyle International.

The following sections discuss importance of customer loyalty along with customer

lifetime value, customer profitability and customer retention in the retail store setting.

CUSTOMER LOYALTY

Loyalty and targeting are central to in CRM. Yet, the information that resides in customer

database, only records transactions at single company where by customer loyalty data is
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generally unavailable. In this study, we enrich the customer database with a prediction of a

customer’s behavioral loyalty such that it can be deployed for targeted marketing actions

without the necessity to measure the loyalty of every single customer.

The loyal customers have an emotional attachment with the retailer. Customer loyalty has

been introduced as one of the most important concept in marketing (Reichheld, 1996) to sell

an additional product to an existing customer than to sell the product to a new customer

(Gamble, John W. 1990.). Moreover, the rise of new media such as world wide web and the

continuous technological improvements have further increased the opportunities to

communicate in a more direct, one-to-one manner with the customers (Dick, A.S. and Basu,

K. 1994), response modeling- i.e. predicting whether a customer will reply to a specific offer,

leaflet or product catalog represents the most central application in this domain and servers as

a tool to manage customer relation. Customer loyalty has become the prime objective of

CRM which is more than having customer make repeat visits to a retailers and being satisfied

with their experiences and the merchandise they purchased. It means retailers have built a

positive bond with customer that resists the customers repeat patronage and repurchase.

Customer loyalty, as a concept is new to India because there was shift from seller market to

buyer market. Now with the change in time and scenario retailers are customizing and adding

value to their offerings. Customer loyalty programs, which were designed to, attract, retain

and grow the profitable/preferred consumers through special incentives and rewards is known,

not limited to Airline frequent flyer program designed by airlines in the 70’s., but now

extended to services like hotels, restaurants and supermarkets etc. In the more developed

markets of the world, these cards are looked upon as a tool of gathering consumer

information and an intelligent and rigorous warehousing and mining of transaction behaviour,

which has became a critical success factor in retailing. It is based on the concept of rewarding

customers for combining purchase through a combination of priority services, price-offs or

discounts, product previews and so on. Such scheme involves an entry fee and points system

with the number of points earned depending on the value of purchase. The process that helps

understand customer loyalty through customer database (as identified by Levy, 2003) can be

given as below:

1. Collection of customer details/information.

2. Analyzing customer data and identifying target customers.

3. Development of CRM programs as per requirement.

4. Implementing CRM programs.
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Customer database contains all the data that is collected by retailers about its customers

which comprises information like,

Transaction: A complete history of the purchase made by the customer i.e., purchase data,

price paid and purchasing response to a special promotion or marketing activity.

Customer contacts: A record of transactions that customer has had with retailer i.e., visit to

websites, inquires made through in store kiosks, and telephone call made to the retailer’s call

center and also information initiated by the retailer, such as catalogs and direct mail sent to

the customer.

Customer preferences: What customer like, such as favorite colors, brands, fabrics, and

flavors as wells as apparel size.

Descriptive Information: Demographic and psycho graphic data describing the customer

that can be used in developing market segments.

Response to marketing Activities: The analysis of the transaction and contact data provides

information about the customer’s responsiveness to marketing activities

CUSTOMER LIFETIME VALUE

The tool that is used to measure the score of each customer is known as lifetime customer

value. CRM focuses on the lifetime value of customers and customer life cycle. According to

Pareto Principle, 20 percent of customers are responsible for 80 percent of revenue or 10

percent are responsible for 90 percent of profits is the starting point of CRM. It signifies the

expected share of customer’s contribution in the retailer’s profits over his or her entire

relationship with retailers. Lifetime Value (LTV), analysis is widely used technique to predict

the future potential of customers, in order to target only the most promising customers

(Pradhan, Swapana, 2004.).

Customer lifetime value is gaining increasing importance as a marketing metrics in

both academics and practice. There are several reasons for growing interest in this concept.

First there is increasing pressure on the companies to make marketing accountable. Recent

studies have found that not all the customers are equally profitable, therefore, it may be

desirable to let off some customer or give some different resources to different groups of

customers In contrast, CLV is a disaggregate metric that can be used to identify profitable

customers and allocate resources accordingly (Sugandhi, R.K.2003). At the same time, CLV

of current and future is a good proxy of overall firm Value (Gupta, Lehmann, and Stuart,
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2004). A simple framework of customer life time value as given by Gupta Sunil et. al., can be

given here to understand CLV process.

Figure 1: Conceptual Framework for Modeling Customer lifetime value

Source: Gupta, Sunil. et al.,2006

CUSTOMER PROFITABILITY

Most retailers realize that their customers differ their profitability. The realization is called as

80-20 rule. 20 percent group with highest LTV and 80 percent group to be the rest. The ‘best’

and ‘rest’ are the two segment. The retail sector was found to be the most customers focused

of the different industries studied, and is best able to measure customer profitability and

servicing costs, beating even the banking industry which has made highly publicised,

substantial investment in CRM technology. (Hallowell, R. 1996) The customers on the basis

of their profitability are divided into four segments as illustrated in figure 2..

Platinum segment: Retailer’s top 25 percent LTV’s, are the most loyal customer not price

sensitive, more value for customer services.

Gold segment: The next 25 percent of the customers in terms of their LTV are price sensitive

and less loyal than platinum.

Iron segment: Probably do not deserve much special attention due to their modest LTV.

Lead segment: Lowest segment can cost the company money. They often demand a lot of

attention but do not by much from retailers.
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Figure 2: The Customer Pyramid: Creating and Serving Profitable Customer’s

Source: Valerie Zeithmal. Rohand Rust, and Katherine Lemon, 2000

CUSTOMER RETENTION:

Customer retention has been shown to be a primary goal in firms that practice relationship

marketing (Gro¨nroos, 1991; Coviello et al., 2002). While the precise meaning and

measurement of customer retention can vary between industries and firms (Aspinall et al.,

2001) there appears to be a general consensus that focusing on customer retention can yield

several economic benefits (Dawkins and Reichheld, 1990; Reichheld, 1996; Buttle, 2004). As

customer tenure lengthens, the volumes purchased grow and customer referrals increase.

Simultaneously, relationship maintenance costs fall as both customer and supplier learn more

about each other (Kotler, P. 2003). Because fewer customers churn, customer replacement

costs fall. Finally, retained customers may pay higher prices than newly acquired customers,

and are less likely to receive discounted offers that are often made to acquire new customers.

All of these conditions combine to increase the net present value of retained customers.

(Robert E. Wollan and Paul F. Nunes 2002).

The Customer retention is a tactically driven approach based on customer behavior.

The basic philosophy of retention, and researches, strongly suggest that past purchase of

customers are better predictors of their future purchase behavior than demographics. Retailers

provide unusually high quality customer service to build and maintain their loyalty through

promotions that range from discounts and sweepstakes, to loyalty programs and thank you

notes to birthday cards. Allocating market resource to some marketing strategies and
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customers will generate higher profits than other. That is continuously allocating more of the

budget to highly profitable activities and away from lower profit activities.

CONCLUSION:

CRM today has become the synonym to success in business. The retailers can effectively

achieve it, if they identify the opportunities to enhance customer value. In doing so, retailer

must be aware of emerging capabilities such as interaction orientation and Technological,

methodological up gradation to manage customer relationships (Panda, 2003). CRM, is a

business philosophy that makes retailer increase their revenue, reduce costs, build and retain

loyal customer base and analyze and identify target customers or to acquire new profitable

customers. Retailers can personally create programs and develop products for each individual

customer, by building loyalty through out the customer’s life cycle.

The studies carried out by different researches show that there is lot of scope of

improvement in the CRM strategies. In order, to create a healthy Customer-Retailer bond,

customer satisfaction and loyalty will lead to customer lifetime value and retention in the

long-term relationship with each other. Thus, both will have a profitable and sustainable

achievement at the end of the day.
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