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For the reader 

This is a book about customer focused growth. My main argument is that 
viewing customers as assets unveils major untapped growth potentials in 
most companies.  
 
Growth in itself is not a big problem. My argument is, however, that 
companies should not aim only at growing their revenue (top-line), but 
also aim at increasing profit (bottom line) and shareholder value. The true 
challenge lies in achieving sustainable and durable growth in all dimension 
simultaneously – something that a precious few companies have truly 
succeeded in.  
Achieving sustainable and profitable growth is a true 
challenge for most companies. 
 
For me, this book is the result of a research and writing process that 
started in 1992. This was when I started working on my doctoral 
dissertation that dealt with customer profitability in retail banking. The 
main objective of my dissertation was to find out how customer 
profitability could be measured and what the managerial consequences of 
differences in customer profitability would be.  
 
In my doctoral dissertation I proved that customer profitability differs 
drastically between different customers. This was later on confirmed in 
numerous consulting projects in other industries as well. As a result, it 
became apparent to me that companies should differentiate their 
operations in their various customer relationships according to how much 
value they bring to the company.  
 
During my doctoral research, I also developed ideas that have guided 
both my own research and the work of the consulting firm Vectia 
founded at the same time. One of the interesting findings I made was that 
long-term customer relationships are not necessarily beneficial. Empiric 
research showed no reasons for companies to continue unprofitable 
customer relationships. The notion that the quality of the customer base 
could be improved by terminating certain customer relationships was 
born.  
 
Another thought launched in my doctorate thesis was that it would be 
beneficial to divide the customer base into customer portfolios – the 
primary idea was to look at customer relationships as investments. This 
idea did not raise much interest until the turn of the millennium, but 
today customer portfolios are widely used.  
 
The third issue that has caused me much headache during the past decade 
is the need to better understand the risks associated with customer 
relationships and customer bases. In my thesis, I developed an index 
(Stobachoff index), which measures magnitude of the differences in 
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profitability of customer relationships in a customer base, and hence the 
stability of the profit of the whole customer base. It was clear to me that 
there is a bridge between shareholder value and customer relationship 
value, but it took me a decade to understand the building stones of the 
bridge. With this book the bridge is built. 
There is a bridge between shareholder value and customer 
relationship value. 
 

Common sense suggests that improving the management of your 
customer relationships should have an impact on shareholder value. Yet, 
showing this link has proved to be exceedingly difficult. This is mainly 
because, up until now, managers have been deprived from proper fact-
based tools for this kind of management.  
 
The starting point of this book comes from the notion that companies 
seek growth in the wrong direction – from a far too product based 
perspective. Customer focused organic growth creates a much better 
starting point for sustainable growth. This book suggests that customer 
relationships should be perceived as assets and that the ability to manage 
a company as a set of customer portfolios will be one of the most pivotal 
managerial competences in the near future.  
 
When we have studied this idea together with our customers in Vectia, it 
has become apparent that new competence is needed in all functions. 
When customer relationships are seen as assets, the essence of finance, 
business control, sales and marketing changes. The common denominator 
of this change is a fact-based management system used to allocate 
investments between different customer portfolios, optimize marketing 
processes, and improve the predictability of sales. Marketers become 
customer investors and sales personnel turn into cash flow managers. 
Finance and business control become managers of customer asset 
performance.  
A fact-based management system is needed to allocate 
investments between different customer portfolios, to 
optimize marketing processes, and to improve the 
predictability of sales. 
 
The book predicts that the board of directors and the shareholders 
responsible for choosing them will start to demand metrics to measure 
the development of the quality of a customer base.  
 
The key audience for this book are managers of both B2C and B2B 
customer relationships. It was written for everyone seeking to achieve 
growth and profitability through customer focus. The aim was to keep 
this book as short and to the point as possible. As many of the issues also 
hold academic relevance, a comprehensive endnotes section was included. 
Here issues are discussed more thoroughly and relevant references are 
presented. A detailed reference list is also provided for those interested.  
 
This title is the outcome of joint efforts of Vectia’s experts. Most of the 
insights have resulted from various projects conducted together with our 
customers, who represent a wide range of prominent companies. A 
special impulse for writing this book came from a multi-client study 
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conducted during 2003–2004, called “CAM – Customer Asset 
Management – Strategies and Tools for Investing in Customers”. The aim 
of this project was to create a framework for managing customer assets, 
define the quality of the customer base, create tools for managing 
investments made into customer bases and identify the changes that 
customer asset management will require from different functions.  
 
The following companies took part in this multi-client survey: A-lehdet, 
Fortum Markets, Kemira, K-plus, Kone, M-real, Nokia Mobile Phones, 
OKO, Outokumpu Copper, Pfizer and StoraEnso. I would like to take 
this opportunity to thank them all for the valuable input they gave during 
this project.  
 
Furthermore, an extensive interview round with leading experts was 
conducted as a part of the project. The aim was to gather perspectives on 
customer asset management from paramount authorities amongst 
business practitioners and academics. I would like to express my gratitude 
to the following individuals: Tom Muccio (Procter&Gamble), Tom Ryan 
(Xerox), Tim Harford (DHL), David Macaulay (Siemens), Ernan Roman 
(Ernan Roman Direct Marketing), Don Schultz, Jacquelin Thomas, 
Robert Blattberg (Northwestern University), Noel Capon (Columbia 
University), Debra Zahay (North Illinois University), and V. Kumar 
(University of Connecticut). 
 
Dr. Peter Mathias (Mathias & Co), who is one of the leading experts in 
the field, has had a particular impact on this book. Peter and I have had 
the chance to discuss these issues during joint seminars. We are both on 
the board of Strategic Account Management Association (SAMA), which 
has also provided us with an excellent forum for exchanging ideas. Lisa 
Napolitano, the energetic leader of SAMA has throughout the years 
supported both Vectia and my personal journey in developing my 
thoughts.  
 
The CAM project was a joint effort of Vectia’s Helsinki office. The 
following people took part in the project with their active and energetic 
input: Anna Ahto, Heli Arantola, Robin Bergholm, Charlotta Harald, Suvi 
Nenonen and Mika Toikka. They have all created parts of the final project 
report, which has been utilized and developed in this title. They all are 
entitled to my hearty thanks for their input. A special thank you goes to 
my business partner Heli Arantola, who has contributed text that has 
been used in its original form in the book. 
 
Two roundtable discussion forums were arranged during the multi-client 
project. During these sessions the representatives of the participating 
companies discussed the CAM theme. Three professors played a 
significant role in these discussions: Christian Grönroos and Tom 
Berglund from the Swedish School of Economics in Helsinki, and Vesa 
Puttonen from the Helsinki School of Economics. Their valuable 
comments have obviously affected the contents of this book.  
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I also wish to thank Raija Renlund and editor Sari Tuori from my 
publisher WSOY, who have believed in this book and has had the 
patience to wait for the manuscript, which was chronically late.  
 
The book was originally published in Finnish in 2005 and Joanna Sinclair 
has done a great job in translating it to English. 

 
Suvi Nenonen has patiently worked as the Vectia end “editor” of this title 
and shown great sense of humour, diligence and linguistic and conceptual 
talent. Results of her individual writing process are abundant all over this 
title.  
 
Charlotta Beijar has written most of my original texts based on my 
dictations – I am always amazed at how my poorly dictated words come 
out of this process as perfectly readable.  
 
My writing process consists of a great deal of creative energy consuming 
angst. This energy is away from my family. My wife Brita and our children 
Emma, Axel and Oscar have allowed me to enclose into myself and write 
during summer and winter vacations as well as most other days off. Their 
support is indispensable – without it, this book would never have been 
written. 
 
Breukelen, October 2006 
 
 
Kaj Storbacka 
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1 Customers as growth drivers 

The customers’ role in growth is growing ;-) 

 
 

To achieve success in today’s business environment companies need to 
understand how customers drive growth, profitability, and in the long run, 
shareholder value. The prerequisite of success is to create a structure and a 
business model that enables efficient utilization of the company’s customer 
base. 
 

 
Most business leaders would, on a conceptual level, agree that customers 
and customer relationships are important in business development aimed 
at growth. Still, many of them build management systems that do not only 
make customer focused growth difficult, but in fact make it impossible. 
This book explores this fundamental management paradox.   
Most companies have management systems that make customer 
focused growth difficult or impossible. 
 
The underlying idea of this book is that customers constitute the 
foundation for sustainable growth. Customer relationships are therefore a 
key asset of a company, an asset that need to be managed. In order to 
successfully manage these assets, companies need to build new 
competences and management tools.   
 
There are several change forces that emphasize the importance of 
customer assets in companies. 
 
There is a growing demand for transparency. The great corporate 
scandals near the turn of the millennium (Enron, WorldCom and the 
entire burst of the dot-com bubble) have set the stage for a new debate 
over how companies should be governed, and what can be considered 
good corporate governance. The central premise of this debate is securing 
better transparency to shareholders.  Shareholders should be given the 
means to better understand what the true driving forces of a company’s 
future success are. This would enable them to genuinely evaluate the 
rationale of their investment. A growing share of a company’s value 
cannot be understood by reading the annual account. This calls for new 
tools for measuring and reporting intangible assets.  
 
The value of customer bases must be measured. Measuring the value 
of a customer base is a vital issue that must be appreciated by top 
management. One reason for this is that acquisitions increasingly entail 
primarily the purchase of the acquired company’s customer base. 
Therefore, the importance of being able to valuate the customer base is 
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becoming increasingly vital. Simultaneously, changes in accounting 
standards bring forth the need to continuously define the book value of 
customer bases. 
 
Consolidation influences the power balance.  The rapid consolidation 
occurring in many industries has a number of notable consequences. In 
B2B context consolidation leads to fewer customers and these larger 
customers are able to exercise their increased purchasing power toward 
suppliers. This in turn forces companies to create key account 
management programs and allocate significantly more resources toward 
single customer relationships.  
 
Investments in customer relationships are increasing. All companies 
make investments in customers – even though these investments are not 
always considered as investments and analysed from a customer 
relationship viewpoint. Investing in the right customer relationships is a 
prerequisite for success in all companies. Investing in the wrong customer 
relationships does not fuel growth! 

Transparency and the customer asset 

One of the key reasons behind the growing interest in customer assets is 
the importance they play in determining the value of a company. The 
long-term development of the relation between market value and book 
value shows in interesting pattern (Figure 1).  
 
 
 
 
 
 
 
 
 
 
 
 
 

Figure 1: Development of market-to-book ratio 

Figure 1 illustrates the average development of S&P 500 companies’ 
market value to their book value between the years 1977 and 2003. When 
the market-to-book ratio is 1, the company’s market value equals its book 
value. As the illustration shows, the market-to-book ratio was near to 1 in 
the late 1970’s, indicating that a company’s market value could be 
estimated quite well from the P&L statement and the balance sheet. At 
that time analysing annual reports was the primary tool of the investors.  
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Since the end of the 1970’s the ratio has grown steadily, with the 
exception on the late 1990’s, when the ratio grew exponentially, reaching 
a record high of nearly 7. As of then the ratio has declined to 
approximately 2.5. When the market value of a company is approximately 
double that of its book value, only half of a company’s worth can be 
measured by looking at the company’s accounts.  
 
I shall simplify my analysis and disregard market psychology for the time 
being. Thus you can estimate that a company’s market value is the net 
present value of the company’s future cash flows. When the market-to-
book ratio is 2 it is clear that analysts estimate the company to have some 
cash flows, which are not shown in the books. You could therefore argue 
that the company has assets that the balance sheet cannot measure.  
 
From a top management perspective this indicates that managing a 
company through its balance sheet means managing only a limited 
portion of a company’s value. A CEO who is keen on maximizing 
shareholder value must also show sufficient interested in “the other half” 
– she or he must pay attention to managing the assets not visible in 
today’s accounting.  
 
These assets are commonly referred to as intangible assets. Intangible 
assets can be categorized in many ways. Scholars often speak of structural 
assets (referring to a company’s ability to carry out different processes as 
well as its entire management system), competence assets (the company’s 
existing competencies that can help the company maintain and develop its 
competitive advantage, for instance patents) and relationship assets (the 
company’s relationship to suppliers, partners, alliances and customers).  
 
From a customer asset management point of view, it is nevertheless clear 
that all the cash flow from these intangible assets will eventually come 
from customers. The bottom line is that customers provide all the profits 
that a company makes, be it generated from tangible or intangible assets.  
The bottom line is that customers provide all the profits 
that a company makes, be it generated from tangible or 
intangible assets. 
 
Companies with a market-to-book ratio over 2 need to focus on 
measuring intangible assets, and report their development. Currently, 
these measures and reports are increasingly important, because investors 
are more and more interested in future cash flows and activities carried 
out today that aim at securing them. Analysts and investors are more 
motivated to understand the core of a company’s earnings, which puts a 
new emphasis on increased transparency. This implies a growing need for 
companies to be able to explain how their customers affect their earnings 
and how these earnings are spread amongst different customer 
relationships or groups of relationships – customer portfolios.  
 

Investors are demanding more disclosure from GE 

For years General Electric succeeded in showing double-digit earnings growth and 
enjoyed high stock prices. The company reported traditionally only the most general 
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operating statistics of its several businesses and vague details concerning the 
earning impact of its acquisitions.  

In the wake of Enron and Tyco investors began to demand transparency, credibility 
and disclosure from corporations. GE was no exception. With prominent bond 
investor Bill Gross as a spokesman, investors demanded more disclosure on how the 
company was making its money. Investors wanted to be able to conclude the quality 
and sustainability of the company’s earnings. Investors also demanded that the 
performance of different business units and the effects of acquisitions on earnings 
should be reported in more detail than before. 

The criticism concerning GE’s reporting resulted in a share price fall of 6 % on March 
21st 2002, a day after the release of Gross’s GE report. GE has responded to 
investors’ demands by disclosing more information than ever before about its 
business units in its annual report, including division of earnings per unit. 
Additionally, GE provides nowadays more details on revenue and operating profit 
and has increased dramatically the number of meetings with investors. 

Source: Business Week, April 2002; Fortune, November 2002;  

Fast Company, May 2003 

 
Overall, it can be argued that investors are progressively more interested 
in understanding a company’s customer portfolio mix in addition to its 
product portfolio mix. The thinking behind this is that companies with a 
better customer base have a brighter future – a reasoning that is easy to 
accept on a conceptual level. The primary claim this book puts forward is 
that, in the future, companies will increasingly measure and give reports 
on the quality and development of their customer base – both internally 
and externally.  

The growing interest in measuring the value of 
customer assets 

”The new economy” was a peculiar phenomenon in time, starting in 1994 
and ending abruptly in the fall of 20011. Its driving force was the 
escalating use of the Internet. Internet held a strong promise of being able 
to transform most old business models. Using the Internet was free, and 
providing that all people had access to the web, distribution would 
transform entirely in many industries (especially in industries dealing with 
intangible deliverables, such as media and finance).  
 
The value of companies operating in the new economy started rising. The 
estimations of a company’s market value had to be based mainly on future 
expectations, as there was no history. Additionally, traditional measures, 
such as the P/E ratio, could not be used, as many companies did not 
generate profit and thus had an E less than zero. Consequently company 
value was generally estimated based on the turnover and its growth, and 
the growth projections were spectacular.  
 
After the dot-com bubble burst in 2001, company valuations were once 
again based on book value. The new economy was not so new after all – 
the whole episode was another example of the “Emperor’s New Clothes”.  
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A key issue that surfaced during the Internet boom was the need to 
understand the value of customer assets. Numerous companies of the 
Internet era were listed in the stock exchange with valuations that were 
derived from their customer base. Customers, or rather customer 
relationships were given value. This sparked a debate over how customer 
relationships should be valuated, and in turn led to new insights where 
customer relationships were seen as assets. In the United States (at least in 
scholarly circles) customer base valuations have been calculated by 
estimating the value of the entire lifetime of the customer relationships 
(CLTV, customer lifetime value). Gupta & Lehmann (2005) have 
explored opportunities to create valuations of a company based on 
valuating its customer base. The problem with these valuations is, quite 
naturally, their strong dependence on assumptions about future 
development. 
  
An interesting scenario regarding investments into customer bases is an 
acquisition where the acquired company’s book value is well below the 
acquisition price. In this case, the excess price used to be marked in the 
books as goodwill, which could be seen as an indicator of the value of the 
customer base. So far, companies have been forced to make planned 
depreciations from the goodwill, meaning that the value is written-off for 
instance as 10 or 20 year straight-line depreciations.  
 
A company that grows fast through acquisitions has possibly gained 
substantial goodwill into its balance sheet and thus has substantial 
depreciations as well. This affects the company’s ability to produce results 
in the P&L. The best example of such a case is Vodafone, which is 
responsible for some of the biggest losses in business history because of 
the depreciations caused by acquisitions.  
 
The new accounting standards, (especially the IFRS 3 standard from 2004 
regarding acquisitions) will however change this situation2. According to 
the new standard, goodwill created in acquisitions should be itemized in 
the balance sheet as precisely as possible. Those parts of the goodwill that 
can be itemized (e.g. brand, patents, and customer contracts) will then be 
amortized over time – unless they are assigned an indefinite useful life, in 
which case they are tested annually for possible impairment. The part of 
the goodwill that cannot be itemized remains as “traditional” goodwill in 
the balance sheet. The goodwill will also be tested annually for possible 
impairment and only if any reduction in the goodwill value is detected 
through these tests will any charges be made to the P&L statement.  
In an acquisition context, customer assets should be 
itemized in the balance sheet as precisely as possible. 
 
It is estimated that this will substantially increase the amount of 
acquisitions, as companies’ ability to show profit will not necessarily 
decrease with the acquisition3. The ability to estimate the value of the 
purchased customer base will also become progressively more important 
due to the strict demands to itemize the goodwill value in detail.  
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Customers are becoming more powerful 

One of the most noteworthy changes that have occurred in many 
industries is that the customers’ power to negotiate and influence industry 
development has increased significantly. This is especially true in the 
many B2B industries that have consolidated dramatically in the past years. 
In practise, the consolidation indicates that the number of customers 
decreases, and their purchasing power increases.  
 
There is a shift in many B2B industries from symmetry to asymmetry – 
the share of turnover generated by a single customers has grown to the 
extent that these customers can have a significant impact on the supplier’s 
strategy. If, for instance, the 20 largest customers, generate 30 % of a 
company’s turnover; it is evident that the company’s relationship to its 
customers is not symmetrical. In the worst-case scenarios, the company 
will literally be at the mercy of its customers.  For such companies the key 
question is whether the company is managing its customer relationships, 
or if they are being managed by their customers?  
If the 20 largest customers generate 30 % of a company’s 
turnover, the company’s relationship to its customers is 
not symmetrical. 
 
A typical outcome of this path of development is simultaneous price 
erosion and an escalating commoditization of product specifications. 
Large customers attempt to influence product specifications and change 
products so that they can be approached almost as commodities, thus 
allowing large customers to use their purchasing power to press prices as 
low as possible. A good example of this is the increased popularity of 
reversed auctions in consolidating industries. Many industries, where 
consolidation has advanced far, have suffered from deflation during 
several years. Quite naturally, this sort of development is a source of great 
concern to companies in the business. If an industry’s average prices have 
decreased 1.6 % annually for the past 12 years, the situation is challenging, 
especially to an executive wanting to show double-digit growth numbers. 
In such a situation, growth must be based on the better management of 
strategically ever more important customers.  
 
Consumer customer relationships (B2C) are always asymmetric by nature, 
as the supplier company is significantly stronger and larger than any single 
customer. New distribution channels and new, often Internet-based 
technology do, however, mean that consumers have new tools at their 
disposal, which make them stronger. Internet based solutions are already 
creating demand aggregation, i.e. they are collecting customers together, 
which allows customers to demand wholesale prices.  
 

Increasing the power of consumers through infomediaries  

There are many examples of web-sites that provide consumers with information and 
services that give them more power in their relationships with different providers. A 
web site that operates in this manner is for example Autobytel.com, claiming to be 
the Internets largest new-car buying service offering consumers information about 
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cars and their pricing, as well as contacts to Autobytel accredited car dealers. 
Autobytel creates over 1 billion dollars a month in vehicle sales.   

Source: www.autobytel.com  

                
One interesting aspect is the fact that more and more industries in the 
consumer markets are gathering information on the customers and the 
markets. With the combination of this new knowledge and better tools, 
companies can better understand which customer segments are most 
valuable. The competition for these segments is intensifying. When a 
segment is highly valuable to many companies, the power of the segment 
grows4.  

Increased investments into customer 
relationships 

Many companies start to understand that many investments into product 
development, new distribution and communication channels, and IT 
solutions are spurred by the need to improve performance in the 
customer interface, and hence,  investments into customer relationships. 
The ultimate consequence from this change of perspective indicates that 
companies should analyse all investments from a customer relationship 
viewpoint. This kind of analysis would enable companies to gain certainty 
that it is investments improves its performance and competitiveness in 
the customer relationships, which create sustainable growth and an 
enduring future.  
 
It is easy to understand the concept of “investments into customer 
relationships” in a B2B context. B2B customers may engage in quite 
lengthy investment processes, which in turn lead to substantially long 
purchasing processes. Lengthy purchasing processes often necessitate 
significant investments from the supplier, for instance in maintaining the 
sales process and customizing the products and processes to match the 
customer’s needs. In industries where the customer base is highly 
consolidated, the risks involved in such investments grow, making it vital 
for the supplier company to be able to choose the right customer 
relationships to invest in. As one of the leading minds in the field of 
customer asset management, Dr. Peter Mathias, has put it: “There is no 
asset value in investing in losers.” (See for instance Storbacka 2004b.)  
There is no asset value in investing in losers. 
 
As investments into customer relationships grow, companies should 
approach these investments with the same seriousness as any investments 
into tangible assets. Companies should apply an investment process 
where investments into customer assets would be handled with as much 
precision and scrutiny as investments into a new plant or any other asset 
visible in the balance sheet.  
Investments into customer assets would be handled with as 
much precision as investments into a new plant. 
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It has been a long-standing argument of marketing staff in B2C industries 
that marketing costs should be treated as investments5. The argument 
here is naturally that an investment is basically a cost that has long-term 
profit effects, which will be visible on future year’s P&L. Marketing 
investments can be divided into two groups. On the one hand marketing 
aims at acquiring new customers and on the other at retaining existing 
customer relationships. As customer relationships are viewed as assets, 
companies need the ability to approach customer relationships with a 
long-term perspective. Companies must be able to create a dynamic 
outlook on customer relationships in order to make the right choices at 
any given time.  
 
With a long-term perspective on customer relationships companies can 
analyse their lifetime value, i.e. CLTV (customer life time value). Typically 
the CLTV can be calculated by assessing the present value of the expected 
cash flow6. The CLTV view helps companies to optimize their 
investments into initiating customer relationships, stabilizing and 
developing them, as well to identifying fading customer relationships, and 
terminate low profit customer relationships. All these operations require 
investments that must be directed toward such customer relationships or 
segments, which will maximize the customer asset value.  
 
Allocating resources between acquiring and retaining customer 
relationships is a new insight in customer relationship research, and has 
developed during the past decade. New tools are now available, from 
which companies can modify appropriate additions to their own 
management practises. 
 
Moreover, the opportunity cost of acquiring new customers in B2C 
industries is growing. As resources are limited, selecting the right 
customers to acquire (and invest in) will evidently become a vital element 
in creating long-term sustainable competitive advantage and shareholder 
value.    
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2 Organic growth is the only true growth 

“Everyone wants to find ways to grow, but the real power lies in doing so profitably – and that takes 
serious work… Five years ago, everyone talked about top-line growth; then the focus became tightening 

the belt; and now it’s back to growth – but this time with profitability.”  
Ranjay Gulati, 2004 

 

 
A successful executive aims at increasing shareholder value. The best way 
of doing this is through growth. The growth that creates the most 
shareholder value is organic growth, i.e. selling existing or new products 
with the existing structures to existing or new customers. The most 
successful companies are those that manage to grow while keeping up a level 
of profitability that allows continuous dividend payments. In short: 
successful companies grow organically, are profitable and pay dividends. 
 
 
The above idea is by no means revolutionary. Yet it is evident that in 
many industries growth has been sought excessively through mergers and 
acquisitions that do not promise dividends or shareholder value now, but 
only in the future. And this is done although it has been shown that most 
mergers and acquisitions do not bring value to the customers or the 
shareholders7. 
 

Why most acquisitions fail 

Most acquisitions (70–80 %) fail: they do not create wealth for the shareowners of 
the acquiring company. In order to see if an acquisition is a winner or a loser, one 
must also pay attention to the balance sheet and not just concentrate on the P&L 
statement. This stems from the fact that the acquisition cost is added to the balance 
sheet of the acquiring company. This in turn translates into a dramatic increase in 
the capital that the shareowners have invested in the acquiring company. If the 
operating characteristics of the company do not change, the acquisition could lead to 
the situation in which economic profit is negative and shareholder value is being 
destroyed, even if the acquisition would have seemed lucrative in the light of profits. 

The distribution of customer economic profit varies greatly in most companies.  
Keeping this in mind, an acquiring company should not overpay for the unprofitable 
customers. This is especially true as in most acquisitions the acquirer is buying 
customers, not production capacity or sales channels. The end result of the 
acquisition can change dramatically, if some assets used to serve the most 
unprofitable customers can be written off and those assets and some costs can be 
redeployed to other customer groups. After such actions most of the unprofitable 
customers would probably leave the company, so their value destruction would be 
reduced while the other customer segments would increase in value due to the 
investments made in them. However, often the best alternative would be, instead of 
acquiring an entire company with all of its customers, buying merely the most 
profitable customers or investing in other customer acquisition activities to attract 
customers that match the criteria of sufficiently profitable customers. 

Source: Selden et al. 2003, ”Angel Customers & Demon Customers:  

Discover which is which and turbo-charge your stock” 
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Growth is often pursued with a strong product orientation. The 
underlying thought is: “we’ve got these products – where could we find 
customers to buy them?” The key objective is to achieve increased market 
share, and the market is always defined by a product. Companies talk 
about the oil market, the market for fine paper, the market for cell 
phones, or the steel market. Especially in mature industries that have a 
high degree of fixed costs, the last few market share percents are regularly 
unprofitable8. Hence strong growth in mature industries often leads to 
weaker profitability.  
 
Many CEOs, therefore, claim there’s always a choice between growth and 
profitability. This is quite true if the goal is to simply sell “more of the 
same” and acquire more volume. If this goal leads a company to sell the 
same products for a lower price or invest into customer acquisition, it is 
obvious that profitability suffers. 
 
This book seeks to show that you can grow organically, be profitable and 
pay dividends simultaneously. It does, however, necessitate that a 
company unlearns the counterproductive aspects of product centred 
management and learns to see the business from a customer relationship 
perspective. When you put on a pair of “customer relationship specs” it 
becomes self-evident that organic growth requires you to have a 
competitive advantage. It can be a lower price, but a more sustainable 
competitive edge can be found in a company’s unique ability to help its 
customers succeed.  
Organic growth requires a competitive advantage. 
 
One of the strong points of a product-based outlook is that it 
automatically emphasizes cost control. Also in a customer focused 
approach to growth, costs must be at least at par with that of the main 
competitors in the industry. If they are not, management can just as well 
set daily problems aside and focus on writing a company obituary. 
However, lower costs do not necessitate lower sales prices. Organic 
growth requires a business model that makes it attractive for customers to 
buy and preferably also tell other potential customers about their 
purchases. Profitability measures a company’s competitiveness. In short: 
if a company wants to grow profitably, it must alter its business model to 
create competitive leverage. 

Growth is not only turnover growth 

Growth is good – this is something that is not questioned. Only growing 
companies develop and through this development create the prerequisites 
of their own survival. Discussions around growth, however, often lacks 
deeper reflection over what, in essence, is meant by growth.  
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There are many different perspectives to growth. Some of these will now 
briefly be discussed.  
 
Defining growth as economic growth. To most people, the word 
growth implies top-line growth. An increasing number of companies, 
however, seem to have profitable growth as their goal (a goal that many 
regard as impossible). Profitable growth indicates that top-line growth is 
not the best definition of growth.  
 
When defining true growth, the starting point has to be shareholder value. 
Thus an increase in earnings, cash flow or economic value added could be 
reasonable goals. Zook and Allen suggest in their book Profit from the Core 
that growth should be defined through the reaching of three simultaneous 
goals: a company must be able to increase both its turnover and profits 
before taxes, and at the same time generate profits to their shareholders 
that are greater than the company’s cost of capital. According to their 
own research, only 13 % of companies have been able to succeed in this.  
 

Profitable growth – Holy Grail for the majority of companies 

In one comprehensive study the ability of companies to achieve enduring, profitable 
growth was investigated by analysing the financial information of nearly two 
thousand companies for a period of ten years. Three criteria were set as proxies for 
profitable growth: 5.5 percent inflation-adjusted growth rate both in revenue and 
income as well as an income level that exceeds the capital costs of the company.  

The results of the study were very surprising. 27 percent of the companies achieved 
the required revenue growth rate but failed to meet the other criteria. 16 percent of 
the companies gained sufficient growth rate both in revenue and income and only 13 
percent managed to boost their revenue and income while enjoying an income level 
that exceeded the company’s capital costs. After seeing these relatively gloomy 
results it is somewhat interesting to notice that over 90 percent of the analysed 
companies had set considerably more ambitious targets for themselves regarding 
revenue and income growth. 

It is also worth mentioning that the analysis period of this particular study was 
1988-1998; a period that is widely considered as one of the strongest phases in the 
global economy. What kind of results would have been achieved if the study had 
been conducted during the last oil crisis or after the collapse of the dot-com bubble? 
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Source: Chris Zook & James Allen (2001), 

 “Profit from the core: growth strategy in an era of turbulence” 

 
 
Absolute or relative growth. Growth is always relative – it must be seen 
in relation to, for instance, industry or market growth. It is considerably 
easier for a company to grow in an industry that grows. Secondly, growth 
should be compared to the competitors’ performance: is the company 
growing faster than its key competitors?9 The third relative growth 
comparison point is the company’s own history. The essential thing is to 
show that growth occurs consistently and in the long term. Succeeding in 
rapid growth is not necessarily as challenging as reaching sustainable 
growth.  
A company can grow even if it loses some of its market 
share in all segments. 
 
One of the interesting aspects of growth’s relativity is the fact that 
although a company loses some of its market share in all segments, it can 
still grow. This is possible, when a company loses some of its market 
share in a highly rapidly growing segment. Thus the company’s business 
grows in the segment although its market share shrinks. The growth of 
this segment can be large enough to compensate for changes in other, not 
so rapidly growing segments – and, thus, the company experiences 
simultaneous absolute growth and relative decrease in size. 
 
Means of achieving growth. Hundreds of books and countless studies 
have been produced on the subject of creating growth – I will cover only 
a selected group of them in this book. Growth has often been divided 
into structural or organic growth. Structural growth refers to either 
acquiring competitors or merging with competitors from the same 
industry, both of which primarily create top-line growth. Generating 
profit growth in merger situations is often a much more challenging goal.  
Organic growth in a mature market indicates that market 
share has been conquered from competitors. 
 
Organic growth means the ability to achieve a top-line growth in the new 
or existing markets, with existing or new products. Organic growth in a 
mature market indicates that market share has been conquered from 
competitors. This makes organic growth a substantially harder method of 
growth, and succeeding in it is a clear indication that the company has 
some sort of a competitive advantage.  
 
Organic growth can, however, be achieved also by re-defining the 
“product” or offering that the company offers to its customers. A 
company can achieve top-line growth by expanding its offering to cover a 
larger share of the customer’s needs – this will later in the book be called 
“growing customer share”.  
 
Innovation as a growth driver. Innovation is the foundation for 
sustainable growth. Various kinds of innovations can generate growth: 
product innovations, offering innovations, business model innovation etc. 
It is clear, however, that succeeding in a growth strategy often requires 
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innovations, especially in mature markets. When contemplating 
innovations, it is important to consider the overall chance of success that 
innovations have in the organization. What are the prerequisites for 
innovations? What kind of organizational structure can help assist the 
creation of innovations? How can the customers’ approval of an 
innovation be cultivated? The last point is vitally important because often 
enough, customers resist renewal, making the customers’ learning process 
a pivotal condition of success in an innovation process.  
 
Innovations can be classified into radical innovations (which can for 
instance question the entire business model or create a new one) and 
incremental or gradual innovations (in which, for instance, parts of the 
current business model can be altered in hopes of gradually gaining new 
competitive edge). 
 
Innovation is the imperative characteristic of a growing company. 

 
Durable growth. The pressure to achieve growth is often immense. This 
combined with the ever-shortening CEO tenures may lead to the 
exploitation of growth potentials. This means that a company puts such 
an enormous effort into achieving growth in one market segment, that the 
result is, for instance, a destroyed price image in several other segments. It 
can all mean that the company uses up all available development or 
innovation resources in one segment and simultaneously depletes 
resources from other business opportunities. In these situations, 
companies think they are doing their utmost to achieve growth, when 
they are in fact pursuing short-sighted growth that can severely hinder 
future growth. According to surveys conducted in the U.S., very few 
companies have been able to consistently grow from quarter to quarter 
during the past decade (Zook & Allen 2001, Hamel 2004). Thus it is not 
surprising that achieving sustainable growth is one of the primary 
challenges top management faces today. Long-term growth is very often 
the mark of an expertly managed company. 
Long-term growth is very often the mark of an expertly 
managed company. 
 
Qualitative growth. In addition to achieving economic growth, it is 
important to note that companies can also grow in terms qualitatively. An 
example of qualitative growth is the ability to dominate a certain market 
or segment.  
 
Competitive dominance can be achieved in the following four areas: 
customers, channels, products and capabilities, and assets. One of the 
strongest sources of market power is an exceptionally high and consistent 
customer loyalty rate in a skilfully determined customer segment. 
Customer loyalty can become a competitive advantage either in existing or 
new – recently identified or created – customer segments. Another quite 
common way of achieving competitive dominance is by creating a leading 
position in the distribution channel of a product or service, be it old or 
new. An uncommon means of achieving market power is to create a 
superior capability in product development. Then again, those companies 
that do succeed in tuning their product development capability to a 
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superior level can often successfully penetrate new markets and enlarge 
their market share profitably. The fourth way to attain market power is to 
increase the company’s market value. A high market value facilitates 
investments and even acquisitions quite significantly. Thus a company can 
capitalise on assets it “discovers” in order to build market power and gain 
and maintain influence. 
 
Another aspect of qualitative growth is an increase in competence. 
Competence increase can be measured by, for example, the growth in 
patents or ability to manage processes with fewer errors, lower costs, or 
fewer work hours than before.  
 
A third dimension of qualitative growth can be improvement in social 
responsibility, meaning that the company can, for instance, aspire to grow 
by being more environmentally friendly, or by taking an interest in 
community matters.  
 
A substantial part of qualitative growth is naturally an improvement in the 
quality of the customer base. Companies should aspire to have a positive 
development in the quality of their customer bases concurrently while 
growing. Examples of improving the quality of the customer base are: 
attaining growth through a smaller number of customers, decreasing risks 
associated to customers, increasing the average profitability of a customer, 
etc. This aspect will be discussed in great length later in the book.  

Benefits of organic growth 

Organic growth is one of the primary indicators of a company 
successfully following a winning strategy – providing that the organic 
growth is measured both in terms of absolute growth and growth relative 
to the market and competitors. A company that grows organically 
evidently creates value for its customers in ways that competitors do not, 
i.e. the company has a competitive advantage.  
 
Hence, a company seeking organic growth must have a competitive edge 
compared to other companies in the industry. Simplified, competitive 
advantage requires: 

 That the company “does a better job” than its competitors it’s more 
efficient, systematic, faster, closer to the customers, or has better 
practices than the competition; 

 The company offers different things compared to the competition, 
meaning that the core of the product is different – perhaps the 
company has been able to identify needs that the customers have not 
been able to communicate; the company has known how to anticipate 
the needs of the customers and thus gained a head-start compared to 
competitors.  

 
Competitive advantage requires systematic actions, in order to keep up 
the difference. You could say that strategy development is to look for a 
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difference, a unique competitive edge, whereas process efficiency is to 
maintain the current competitive advantage. It is vital to understand the 
difference between defining strategy, i.e. the competitive edge, and 
process efficiency when developing the business. Process efficiency 
without strategy is comparable to rearranging the deck chairs on the 
Titanic. 
Process efficiency without strategy is comparable to 
rearranging the deck chairs on the Titanic. 
 
Organic growth requires a coherent strategy over a longer time period. If 
a company changes strategy and strategy related goals frequently, it will 
find long-term organic growth exceedingly difficult to achieve. Organic 
growth may seem “dull” to managers, as they will not have the 
opportunity to act out dramatic and fast paced manoeuvres.  In their 
book Built to Last James Collins and Jerry Porras have shown that 
companies, which produce value in the long-term, usually have leadership 
that is based on consistency, not flashy manoeuvres10. Being able to 
renounce short-term benefits, if they endanger long-term goals, provides 
a crucial test for companies aspiring for a consistent strategy. Only a 
company that is completely sure of its own competitive edge (and how it 
achieves it) will be able to make decisions that seem futile from a short-
term perspective, but maintain the coherent, systematic work the 
company is doing.  
 
It is important to note that completing a strategy and keeping up 
operational efficiency, i.e. efficient processes, does not imply that 
management should not be interested in details. The founder of 
Matsushita, Konosuke Matsushita, put it very well, when he stated: “big 
things and little things are mine, middle things can be delegated”. By this 
he meant that achieving competitive advantage could often be the sum of 
details. Thus top management must be interested in how details compile 
an experience for the customers that brings a competitive edge.  
 
Organic growth creates a self-reinforcing cycle, the benefits of which to 
the company can be looked at from three perspectives: the customers’, 
the employees’ and the shareholders’.  
 
 
 
 
 
 
 
 
 
 
 

 

Figure 2: The virtuous circle of organic growth 
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Customer perspective. Organic growth is proof of a company having 
competitive edge and that it produces superior value to its customers. 
Only companies that are able to keep up a necessary level of customer 
satisfaction can grow. In the best-case scenarios, companies can utilize 
their customer relationships as sources for innovation. Close cooperation 
with the customers makes it easier for companies to recognise new 
possibilities to produce value for the customers.   
 
Employee perspective. Organic growth is good for employees, because 
processes and procedures can be polished in to such a state that they 
surely work. Thus the work flows with ease and employees become, in a 
sense, experts in that particular field. “Practise makes perfect” is true in all 
kinds of practices. In addition, organic growth provides employees with 
career opportunities. An enterprise growing organically is a good place to 
work at, because new people are continuously needed for different 
management positions.   
  
Shareholder perspective. Organic growth is the key to defining the true 
value of a company. Only companies that grow in the long run, in a 
coherent and sustainable manner, bring value to their shareholders. It is 
evident that all companies cannot at all times base their actions only on 
organic growth. There are times, when acquisitions or other business 
transactions are called for. Financing these transactions requires the trust 
of current and possibly new shareholders. A company that has shown its 
capability to grow organically will gain this trust easier than others. Thus 
organic growth can be seen as a foundation, with which a company can 
gain support for challenging business transaction ideas – in addition to 
sustained organic growth.  

Pitfalls of customer focused growth 

Customer focused growth is often based on retaining current customer 
relationships and focusing on the most valuable customer relationships. 
The notion that customer acquisition is much more costly than retaining 
existing customers has become somewhat of a mantra for today’s 
business leaders –  a truth that does not need to be proven. 
  
Customer focus is often taken far too lightly. Even top management 
sometimes views it as some sort of trick that their company can pull off 
to succeed. This lack of respect towards the true meaning of customer 
focus can become a pitfall that prevents growth. 

The best customers constrain change 

During the last decade, most companies have invested heavily into 
developing existing customer relationships, identifying the best customers 
and launching models for managing these relationships. Key Account 
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Management and different kinds of loyalty programmes are good 
examples of this trend.  
 
Managing customer assets from this perspective brings forth several 
problems. It is not, for instance, self evident that the quality of the 
customer base, and thus the value of the entire company, will increase by 
investing only into existing customers. Existing customers must be 
valuated according to how they support the value creation of the 
company. It is especially important to realize that the future of today’s 
best customers and the customer relationships with them must be taken 
into account as well. The biggest problems often arise when the best 
customers are defined based on a retrospective analysis and more and 
more energy is used on customers with a brilliant past.  
 
In addition, based on both experience and research, it is possible to show 
that customers are often conservative. Investing into key customers, and 
specifically on “customer listening processes” aimed mainly at them, may 
therefore create a barrier toward bringing new ideas to the market. If 
listening to the customers guides the development of business models to 
a large extent, the company may become as conservative as the 
customers, and this, by definition, will decelerate growth.  

Emphasizing customer loyalty may hinder growth 

A company with a customer asset management view on leadership, will 
approach customer loyalty from a totally new perspective. There is 
nothing bad in customer loyalty per se, but loyalty is not desirable from all 
customers. On the contrary, the value of a customer relationship portfolio 
may rise when customer loyalty decreases.  
 
Research on the value of customer loyalty has been conducted within the 
CLTV field. In some studies it has been shown that in certain businesses 
(for instance mail-order business) it is not necessarily beneficial that 
customer relationships are long-term. On the contrary, it may, after some 
transactions, become increasingly difficult to get the customer to purchase 
new products. The customers’ interest toward the company has saturated 
and hence sales will not grow even if the marketing efforts are increased.  
 
There are business models in which the business logic must be based on 
low customer loyalty. An example of these comes from the fitness 
industry, where some exclusive health centres have membership fees that 
decrease, or even end, after a certain time period. Apparently the 
entrepreneurs know for a fact that the customers will stop visiting the 
gym in any case after a while.  
 
In the worst case scenario, customer loyalty may thus hinder growth, if 
the management does not appreciate that renewing the business model or 
increasing the value of the customer portfolio may necessitate customer 
acquisitions.  
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Customer loyalty only works within existing business 
models. Renewing the business model may require 
investments in customer acquisitions. 
 
Simplifying the argument, you could say that customer loyalty only works 
within existing business models, whereas renewing the business model 
may require investments in customer acquisitions. In addition, gaining the 
acceptance of highly loyal customers to changes in the business model 
may prove challenging, due to the above mentioned conservative nature 
of customers.  

Key Account Management may shift resources away from 

growth 

Key Account Management, KAM, originated in the United States. During 
the past 10 years, it is increasingly used also in Europe. Back in the initial 
years in America, key account management (or national account 
management, as it was also called) had a primary goal of dealing with the 
administration of the accounts. In many American companies national 
account management referred to contract management; the goal was to be 
able to promise standard sales conditions throughout the United States, 
regardless of the geographic sales area.  
 
Since then, KAM has become less administration and more business 
development. Many companies have, however, found implementing 
KAM difficult, as it has been hard to show true business benefits from 
KAM. There are several reasons for this. One of them is the detached 
manner in which companies have approached KAM, leading to 
insufficient investments when launching the KAM program. Another 
reason lies in the fact that companies have not appreciated that “key 
account manager” is not a synonym for sales person. Cases where 
launching KAM has essentially meant giving out new titles to sales staff 
are plentiful. A key account manager must, however, be in charge of 
customer relationships with a responsibility of developing the business. 
Often the position does not require a sales background at all. A key 
account manager can have a background in general management, finance 
or production. 
 
To be successful, KAM must lead to the renewal of the business model, 
both when it comes to what the company is selling and how it is dealing 
with the fulfilment. In some manufacturing companies it has, however, 
proven to be difficult to achieve sufficient renewal of business models in 
any individual key customer relationship. If individual key customer 
relationships are not large enough to finance this kind of renewal, no 
substantial changes will be accomplished. The risk is that the company 
invests plentiful resources into KAM, but allocates the resources into 
such small portions that individual key customer solutions are not 
possible. 
KAM allocates the resources into such small portions that 
the company is unable to radically renew its business 
models. 
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KAM is also more “preserving” by nature, i.e. the aim is to maintain and 
grow current business with existing customers and protect customers 
from competitors. In this kind of circumstances the criteria for choosing 
key customers focus too much on retrospective analysis. The customers 
chosen as key accounts are those that have proven to be good customers 
by making large purchases in the past. Assuming that they will 
automatically buy more in the future is unrealistic. Thus a number of key 
customers should be chosen that might have a small purchasing volume at 
present, but who have great potential.  
 
KAM can hinder growth also in situations where the company’s best 
resources are appointed to the KAM program. If these resources are 
utilized in actions aiming at retaining existing customers, it is quite 
possible that opportunities to participate in the innovation of new 
business are lost. It is useful to keep in mind the comparison between 
acquiring and retaining. The terms hunting and farming are frequently 
used when speaking of acquiring and retaining customers. It is apparent 
that while some individuals thrive at seeking and conquering new business 
(hunters) others are most proficient when given the task of cultivating and 
developing existing customer relationships (farmers). Often enough, it is 
not advisable to give these individuals each other’s tasks, as great hunters 
rarely make adequate farmers and vice versa.  

Growing turnover, profits and shareholder value 

This book is built on a multidimensional definition of growth, based on 
the above-mentioned explanations. Thus, when growth is discussed in 
this title, it mainly refers to development that is accomplished through 
organic growth, where turnover, profit (preferably measured by economic 
value added) and shareholder value grow hand-in-hand. 
… where turnover, profit and shareholder value grow hand-
in-hand. 
 
Achieving such growth necessitates a better understanding of customer 
relationships. The foundation for sustainable growth lies in creating 
genuinely customer focused business models. Customer focus must never 
be taken superficially – experience has shown that “quick-fix customer 
focus” does not lead to growth, but can in many cases block it. 
 
A company looking for customer driven growth must support the change 
with a re-evaluation of its entire management system. It needs indicators, 
with which it business manager can measure the value of its customer 
assets. Additionally, the ability to understand how an increase in customer 
relationship value impacts shareholder value is pivotal. 
 



Driving Growth with Customer Asset Management 

Kaj Storbacka 

27 

3 Building a bridge between customer 

value and shareholder value  

“The customer is a financial asset that companies should measure, manage, and 
maximize just like any other asset.” 

Blattberg et al., 2000 

 

 
This chapter deals with customer relationships as assets. My main 
argument is that sustainable growth can be achieved through improved 
customer asset management. This in turn has positive effects on the 
development of the company’s overall value.  
 
The chapter also creates a logical bridge between customer value and 
shareholder value. The connection is clear: if customer relationships create 
economic value added, so does the company. And this has a positive effect 
on the company’s market value. Customer asset management aims at 
increasing shareholder value by systemizing investments into customer 
relationships. The key challenge lies in developing logic into an operative 
management tool. 
 
 
 
If you take a conventional accounting perspective, the idea of customers 
as assets is troublesome. How can customers and relationships with them 
be seen as assets, when in most companies, they are not visible in the 
balance sheet11? How can something as dynamic as customer relationships 
be seen as an asset – after all, the relationship can end at any given 
moment? There is no denying that these questions are very relevant, 
especially from a traditional business viewpoint. However, the fact 
remains that out of the assets affecting corporate success, the significance 
of intangible assets is continuously growing. In this title, I am looking at 
customer relationships as an intangible asset and building a model with 
which this asset can be managed. 
 
A company’s various assets have several typical features that fit customer 
relationships to a certain extent (see the illustration “Typical 
characteristics of assets” below). It is, however, important to note that 
customer relationships as assets also hold certain distinctive attributes. 

Typical characteristics of assets 

An asset is something to invest in (you acquire it, you develop it, or you divest it).  
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The asset construct implies, by definition, something which is long-term. You invest 

in an asset now and expect some sort of return in the future.  

An asset is something to leverage, i.e. to use as a resource to create revenues or 
profits.  

An asset very often is something which is clearly defined and quantifiable and it is, in 
its traditional sense, visible in the balance sheet.  

Most corporate governance systems are geared towards defining and quantifying 
assets so that they can be measured and followed up. 

Assets will have different levels of liquidity but most assets can be sold, exchanged, 
bought and transferred.  

The customer asset has limited liquidity. It is possible to sell or 
exchange customer contracts between companies, but customer 
relationships are not usually an item of trade. Experiences from 
acquisitions have, however, shown us that customer relationships that 
customers themselves consider only moderately interesting can be moved 
from one company to the next quite successfully (good examples of 
industries where this can be achieved include consumer banking, 
insurance and electric companies). 
 
It is difficult to quantify customer assets. This is plausibly the biggest 
challenge in managing customer assets. If the customer assets are not 
effectively quantified, it is not possible to manage them in a satisfactory 
manner. Consequently it is difficult to make customer relationships a 
central part of a company’s management system.  
 
Is the asset the customer or the relationship with the customer? The 
answer is probably: both! You could argue that customers only become an 
asset when the company is able to improve the relationship with them in 
such a way that more value to the company is created in the future. 
However, this kind of thinking (looking at the customer relationship 
solely from a value to the company perspective – ripping the customer 
off) most probably lead to short term relationships. Customers make their 
own decisions and have their behavioural patterns, and hence should be 
perceived as assets in their own right. At times it is advisable to acquire 
customers that inherently have a good fit with your company’s business 
model and the offered services. Thus customer asset management is both 
about choosing the “right” customers and developing the relationships 
that the company has with them. 

Value creation and value capture in customer 
relationships 

Customer relationships can be defined as a mechanism of exchange that 
occurs between the company and its customers. The goal of this exchange 
is to create value for both parties. Quite naturally, the reason the 
customer relationship exists in the first place is that both parties feel that 
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they receive something in this exchange that is more valuable than their 
own input. Long-term customer relationships are only possible when 
both parties consider the affiliation beneficial12.  
 
Customer asset management aims at managing this exchange process in 
such a manner that: (1) you help your customers create value for 
themselves, i.e. assist them in their value creation process (2) you ensure 
that your company manages to capture part of the value generated in the 
relationship process for itself.  
 
Managers can strive to influence the balance of this exchange through the 
company’s business models (explained in chapter 6). 
 
The central elements of customer relationships are portrayed in Figure 3.  
 
 
 
 
 
 

Figure 3: Value creation and value capture. 

 
The core of customer asset management lies in finding a balance where 
value is created for both the customer and the company. Traditionally, 
sales and marketing have concentrated on ensuring that the exchange is 
beneficial to the customer, whilst accounting and finance departments 
have focused on finding out how the relationship could better benefit the 
company. A natural, customer related dilemma always exists between 
these functions.  
The core of customer asset management lies in finding a 
balance between value creation and value capture. 
 
Creating value for the customer is always a complex issue. Traditionally 
businesses tend to utilize models, which assume that value is distributed 
to the customers in the form of products and services. Take for instance 
the notion of value chains. It is built on the belief that all stages in the 
value chain create more value, and this value is then moved on to the next 
section of the chain. This thinking also forms the foundation of 
traditional marketing definitions13. Philip Kotler (Kotler et al. 1996) 
defines marketing as exchange and argues that the key content of 
marketing is the carrying out of the singular transaction where this 
exchange occurs, i.e. sales or purchase. 
 
Modern business management has contradicted this view. Today, many 
argue that value is not created when customers purchase a product but 
only when they utilize the product in their own processes (often called 
value-in-use). This in turn designates that a company does not exist in 
order to distribute value along the value chain. On the contrary, a 
company’s role is to support its customers in their value creation 
process14. Consequently, all interaction between the processes of the 
company and the customer are significant for the value creation, 
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regardless of the function. Value is created in customer service, in 
marketing and sales interaction, and naturally when the customer uses the 
product. Hence, the company should not only focus on the exchange 
transaction but on all kinds of encounters that the company has with the 
customer. All of these different interaction processes play a significant 
role in ensuring customer value creation.  
Value is not created when customers purchase a product 
but only when they utilize the product in their own 
processes. 
 
Creating value for the customer is always relative. An issue that one client 
holds dear may be insignificant to another. The only way to understand 
what is valuable and what is not is to compare the actions taking place in 
the exchange process to the customer’s goals. If a company succeeds in 
helping a customer reach his goals, the exchange is valuable. If the tables 
are turned this naturally implies that if a company does things that do not 
help a customer reach his goals, both parties are actively participating in a 
process that destroys value15.  
 

DHL – Measuring value creation and value capture 

DHL is an example of a company that uses a very systematic approach to evaluating 
the monetary benefits of its investments in customer relationships.  

First the company identifies the most interesting industries. After this, DHL looks at 
five criteria to select the most lucrative customers from these industries. The first is 
the customer’s value to DHL, measured by the existing revenue or future revenue 
potential. Secondly, DHL looks at the customers’ needs in terms of how they want to 
be managed: only those customers are selected who could be managed on a global 
basis and would also get value from it. The third criterion is called partnership fit. It 
is important to be able to engage with customers on some other level than merely 
transactional. As DHL puts it: “It’s no use to invest in customers that are not going 
to be around for a long time and who are not willing to engage with you for the long 
haul”. The fourth decision component has to do with the fact that DHL wants to have 
something of value to offer to its customers: it is understandably somewhat 
pointless to identify valuable customers if you do not have anything to sell to them. 
The last criterion is that DHL is only looking for top players in each industry.  

DHL has also analysed the value creation potential between DHL and its customer. 
According to the company, customers are eager to discuss the value creation 
potential because at the end of the day, that is what they are measured on. Both 
DHL and its customers can create value for their shareholders through cooperation 
by revenue enhancement or cost reduction. DHL can capture additional revenue by 
having more predictable revenue streams, cross selling as well as offering new 
products and services or by using a customer as a reference account. Cost reduction 
at DHL’s end can occur through economies of scale in logistics, reduced sales costs 
and other scale opportunities. 
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DHL’s customer on the other hand can increase their revenue generation by 
increased customer satisfaction, increased parts availability, reliability or warranty 
commitments and by enlargement of their geographical footprint. Customers can 
also achieve additional cost savings via lower inventories, reduced supply chain 
management costs as well as with optimized transport and operation costs. DHL 
describes the main challenges associated with addressing shareholder value 
creation: “The challenge of course is to get into the numbers and get the level of 
trust and relationship with those customers that they’re able to share that 
information with you so that you can help them to make the right decisions.”   

Source: Tim Harford, DHL – presentation at SAMA conference in October 2003 

From customer value to shareholder value 

The central goal of business is not merely to increase turnover, but to 
increase shareholder value. It is apparent that the value capture that 
occurs in customer relationships affects shareholder value. If a company 
has several valuable customer relationships and the value capture from 
these relationships grows, the company’s value will increase as well. 
Customer value builds shareholder value through its effect on cash flows.  
If a company has several valuable customer relationships 
and the value capture from these relationships grows, the 
company’s value will increase as well. 
 
Previous research has shown that every customer base includes 
unprofitable customers16. The share of unprofitable customers in a 
customer base varies between 5 and 70 percent. The reasons why 
customer relationships are unprofitable naturally vary between industries 
and customers, but the fact remains that most companies have customers 
who do not by any means increase company or shareholder value. 
Continuing business with these customers on present terms, employing 
the current business model, simply destroys shareholder value and 
reduces the company’s market value.    
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Often companies fail to see this logic. They direct marketing actions or 
R&D resources to customers who decrease shareholder value (especially 
as these customers are usually very demanding). Actually, the situation is 
quite absurd: companies use resources to attain and serve customers who 
decrease the value of the company! 
 
A remarkable advancement in this area has been the new, wider 
connotation of the word “profitability”. In the 1980’s and early 90’s 
customer profitability was typically calculated based on P&L analysis 
(typically EBIT17/customer/year). A customer was considered profitable 
if the revenue gained from the relationship (sales) was greater than the 
costs associated with serving the customer (TCOD total cost of delivery 
= COGS cost of goods sold + CORM cost of relationship management).  
 
During the past couple of decades a transition has taken place from 
customer relationship management to customer asset management. A 
significant aspect of this change is that customer profitability is now 
examined also from a balance sheet point of view. This means that the 
EBIT brought forth by the customer is proportioned to the capital in the 
balance sheet which is required for managing the customer relationship 
and the costs that this capital entails. By decreasing the costs of capital 
invested into the customer relationships from the EBIT it is possible to 
calculate the customer relationships’ economic profit. 
 
Another way of approaching a broader perspective to customer 
relationship profitability is to compare the EBIT level to the tied-up 
capital and derive at a return on capital employed (ROCE) figure for 
individual customer relationships. Comparing individual customers’ (or 
customer groups’) ROCE levels to the company’s cost of capital can be 
used to calculate the customer relationship’s spread. Spread measures a 
customer relationship’s ability to create profits in excess of the cost of 
capital. Only those customers who have a positive spread increase the 
company’s value and shareholder value. (The role that spread has in 
customer asset management will be dealt more comprehensively later on 
in this chapter).  
 
Larry Selden is an emeritus professor in finance at Columbia University 
Graduate School of Business. Together with Geoffrey Colvin, the senior 
editor of Fortune Magazine, he has written a book called Angel customers 
and demon customers: Discover which is which and turbo-charge your stock (2003). In 
their title they eloquently describe how even during 1995-2000, which 
were years of rapid growth, many of USA’s largest companies failed to 
create profits that would have even matched their own capital costs (i.e. 
these companies had a negative spread). Out of the 1000 companies that 
were studied, only 397 had achieved a spread that was larger than 2 %. 
 
Selden and Colvin argue that most leaders refuse to accept the fact that 
they loose money with some of their customers. Even stock analysts seem 
to have trouble understanding that most companies that they 
continuously evaluate have a great deal of unprofitable customers.  Selden 
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and Colvin explain that a company should be perceived as a portfolio of 
customer relationships. This portfolio should be managed in such a 
manner that it creates exceptional profit for its shareholders. This 
exceptional profit does not merely mean profit per share, EBITDA, 
increase in sales, customer satisfaction or something similar. It means 
permanent above-the-average stock valuation.  
A company should be perceived as a portfolio of customer 
relationships. This portfolio should be managed in order 
to create exceptional profit for its shareholders. 
 
This is precisely what this book strives to explain. It is self evident that 
companies cannot merely “sack” their customers solely because they do 
not increase shareholder value. Instead, it is essential to understand if it is 
possible for the company to attain spread with its customers or not, 
because this the starting point for resolving the situation. A company’s 
market value is fully based on the future profitability of its current 
customers and the company’s capability of attracting and retaining new, 
profitable customers also in the future.  

Mechanisms for increasing the value of 
customer assets  

Shareholder value – i.e. the value of the company – grows when the value 
of the customer relationships in the customer base increases. Hence the 
bridge between customer asset value and shareholder value is created by 
building an indicator which measures the value captured from customer 
relationships. Value capture must be analysed over time (the entire 
lifecycle of the relationships must be taken into account) and dynamically 
(it is essential to understand the dynamics that the customer relationships 
hold and their impact on the future cash flows). 
 
To put it simply: a company’s value can be calculated if the cash flows 
that present and future customers will bring are known and they are 
discounted to their net present value. Mathematically this is simple. In 
practice there are, however, substantial problems in measuring cash flow. 
Controlling dynamics and the future has always been problematic for 
business managers.  
A company’s value can be calculated if the cash flows 
that present and future customers will bring are known 
and discounted to their net present value. 
 
The starting point for this type of accounting comes from calculating the 
customer profitability, i.e. the annual profit attained from individual 
customer relationships. Even though a company cannot fully calculate the 
lifetime value of a customer relationship, it can often be estimated 
correctly enough.  
 
The basis of this book was to create a model that enables companies to 
estimate what impact their customers have on creating economic value 
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added. The central dimensions of this model that have direct impacts on 
customer relationship value are: 

 The spread of the customer relationship (i.e. the difference between 
the profitability of the capital invested into the customer relationship 
and the cost of capital); 

 The duration of the competitive advantage in the customer 
relationships (i.e. the company’s ability sustain a positive spread in the 
customer relationship); 

 The amount of investments made into the customer relationship (i.e. 
the amount of investments made to achieve the spread and to the 
duration of the competitive advantage in the customer relationship; 
only the amount exceeding depreciations are counted as investments). 

 
With this information, it is possible to calculate a company’s intrinsic 
enterprise value18. 

Spread measures competitive advantage 

The spread of a customer relationship measures the company’s capability 
to create profits in excess of the cost for the capital invested into the 
customer relationship in question. On a corporate level, spread can be 
used as measure of the company’s competitive gap. In a perfect 
competition, the company that receives the greatest spread should also 
have the most competitive offering, as customers are willing to pay for it. 
Consequently: the more spread there is, the more competitive the offering 
must be, and the bigger the competitive gap that the company has 
towards its competitors.  
The spread of a customer relationship measures the 
company’s ability to create profits in excess of the cost 
for the capital invested into the customer relationship. 
 
The same logic applies to customer relationships (though perfect 
competition does not exist in a customer relationships context). The 
following issues must be recognized in order to calculate spread: sales per 
customer, total costs of delivery, amount of capital invested into the 
customer relationship, and the cost of capital. 

Calculating customer economic profit and spread 

Below is illustrated the calculation for finding out the economic profit and spread of 
one particular B2B customer. The starting point of the calculation is the earnings 
before interest and tax created by the customer during the analysis period (in this 
particular case the analysis period equals one year). The next step focuses on finding 
out the capital invested in the customer. In this particular case, capital is invested in 
the customer relationship in the form of the equipment used to make the products, 
account receivables, R&D activities and training. The economic profit created by the 
customer is calculated by subtracting the cost of the capital invested in the customer 
relationship from the earnings generated by the customer. The customer’s spread on 
the other hand is calculated by deducting the company’s cost of capital rate from the 
return on the capital employed for the customer. 
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Sales per individual customer 

In practice, it is quite simple to identify sales per individual customer. In 
addition to traditional sales, a company should identify all cash flows 
coming in from the customer – whether they originate from sales, delivery 
charges, interest on delayed payments etc. Most companies can easily 
identify all cash flows coming from an individual customer during one 
accounting period. The only problems related to this typically arise in 
multi-product companies that can have several CRM systems. In these 
cases creating a comprehensive view of an individual customer can be 
challenging.  

Total Costs of Delivery 

The total cost of delivery (TCOD) per customer relationship can be 
divided into two parts. On the one hand, it is useful to analyse the costs 
associated with creating the products to be sold (cost of goods sold, 
COGS). This includes all costs that are created by selling and delivering 
products to a certain customer, as well as all costs associated with 
maintaining the product function, such as product development, 
marketing and administration costs. Product cost calculations are fairly 
sophisticated in most companies. They are especially developed in 
companies that use activity based costing, (ABC).  
 
The other component, which should be taken into consideration in 
TCOD, is the cost of relationship management, (CORM). This refers to 
all the costs which are caused by interactions in the customer relationship 
that are not directly related to the products. They can occur in any 
function (strategy, R&D, technical support, sales, customer service, 
finance, accounting etc.). 
 
Most companies have problems in defining their CORM costs, because 
they do not register their encounters with customers on an individual 
customer level. Utilizing CRM technologies together with activity based 

Customer’s spread 33,5 – 12,5% = 21%

Return on capital employed (ROCE) for customer   (€ 3755/€ 11200)*100% = 33,5%

Earnings before interest and tax (EBIT) generated by the customer € 3 755

Capital invested in the customer relationship                   € 11 200

e.g. equipment used to make the products, 
receivables, R&D, training

Cost of capital (capital employed €11 200)   € 1 400

12,5%*€ 11 200= € 1 400

Economic profit (EVA) for the customer € 2 355
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cost accounting and business processes definitions is a solution that will, 
however, remove these problems. 
 
I regularly come across situations in my consulting work where managers 
are not willing to allocate all of the company’s costs to customers. This is 
particularly common in capital-intensive companies (by capital I am now 
referring to the capital that is visible in the balance sheet). In these 
companies managers often claim that it is not fair to allocate all costs. 
They would rather approach their customer relationships so that each 
relationship is evaluated based on marginal costs and profits. This is called 
marginal cost thinking and it automatically leads to marginal pricing. With 
this line of thinking any customer can be made to appear profitable.  
 
The logic of this approach is, however, highly problematic. Economics 
has taught us that in a perfect competition marginal price equals marginal 
costs. In essence, this means that in a highly competitive environment 
there will always be some company that is willing to sell its products for 
the marginal cost and disregard all the fixed costs associated with 
producing the product. This can lead to extremely unbeneficial price 
development. 
In perfect competition marginal price equals marginal 
costs. 
 
A good way to understand the essence of this logic is to think of a 
company that looses a large and important customer. This customer has 
up to that time carried a large share of the company’s fixed costs and now 
other customers must carry them. Should this company still think that 
new customers coming in only need to cover marginal costs, but no fixed 
cost? If this is the case, then who will cover the fixed costs? If you 
presume that all income comes from the customers, then how do you 
choose which customers must cover fixed costs and who are the 
customers whose fixed costs can be ignored?  
Which customers must cover fixed costs and who are the 
customers whose fixed costs can be ignored? 
 
Another common argument against allocating all costs to customers is 
that there are some costs, for instance in central administration, which 
simply cannot be allocated to individual customer relationships, because 
they are too far from customer functions and the responsible managers 
cannot control them. It is very hard to find any reason in this argument. It 
could, instead, be a good idea to take some time to ponder whether it is 
worthwhile to sustain functions that are not valuable to customers. If 
some actions have nothing to do with acquiring or retaining customers, 
the costs associated with such actions are simply not needed.  

Invested Capital 

Traditionally, companies have been satisfied in defining their customer 
profitability by allocating P&L items to different customers. At its best, 
customer profitability means that all cash flow coming from each 
individual customer is identified and all the costs associated with serving 
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them are subtracted from this sum. Summing up all the profits and losses 
of a business unit's customer relationships gives an accurate calculation of 
the business unit’s profit.  
 
There is a problem in this approach. It does not take invested capital into 
consideration. Economic profit or economic value added (EVA19) has 
become an increasing important measure to evaluate a company’s success. 
Economic value added is a company’s adjusted net profit from which the 
capital costs are deducted. In order to understand the role of individual 
customer relationships in creating economic value for a business unit, it is 
necessary to allocate the invested capital of a business unit to the 
customer relationships.  
 
Experience has taught me that this approach creates numerous questions. 
First of all, managers will question the allocation logic – is it even possible 
to allocate the capital to customers? Second, is there any sense in it20? My 
main argument remains that all invested capital can and should be 
allocated to customers. Capital exists so that we can serve customers, thus 
ways of accomplishing this allocation must be found.  
 
If it is not possible to perform this allocation directly, economic value 
added may be estimated by increasing the cost demand for a particular 
customer relationship or business unit. A company as a whole must be 
able to create economic value added – after settling all its costs and taking 
into consideration the invested capital. All customer relationships and 
business units should have a positive impact on creating economic value 
added. Consequently, one can estimate that if a company’s typical cost of 
capital is 10 % the company can use a higher capital cost level, such as 25 
%, in those customer relationships or business units where capital 
allocation is challenging.  

Cost of Capital 

When calculating the cost of capital companies try to estimate what the 
cost of their equity and debt is. It is simpler to understand the costs of 
debt because finance institutions demand interest on loans. Interest costs 
usually form one part of the cost of capital.  
 
Estimating the cost of a company’s equity is more challenging. Investors 
expect returns on their investments that can vary strongly depending on, 
for instance, the investors’ willingness to take risks and the industry 
specific risks of the company. The weighted average cost of capital 
(WACC), which is the typical measure when calculating company’s cost of 
capital, can be different for each individual business unit inside the same 
company depending on how high of a risk the business has and what the 
ratio between equity and debt. It is plausible that WACC should vary also 
from one customer to another. In some customer relationships 
substantial risks may be involved, if the customer is for example 
financially unstable or operates in a high-risk industry.  
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The above-mentioned concept of spread actually portrays a company’s 
ability to manage its customer relationships in such a manner that they 
create profits in excess of the cost of capital tied up in managing them. 
Hence the underlying thought is that spread measures a company’s 
competitive advantage in a specific business unit and a specific customer 
relationship.  

Duration measures the stability of competitive 
advantage 

Duration is often called Competitive Advantage Period (CAP) as it can be 
defined as the company’s ability to sustain a positive spread (which 
measures the competitive advantage), i.e. create profits that are greater 
than the costs of capital. Figure 4 portrays the relations of the concepts 
above in a comprehensive manner. 
 
 
 
 
 
 
 
 
 
 
 

Figure 4: Spread and duration at moment t1 

In order to achieve sustainable competitive advantage, it is necessary to 
ensure that the utilized business models are different from the 
competitors and difficult to copy. Since duration measures the endurance 
of competitiveness, it tells investors how long a company will be able to 
create profits in excess of the cost of capital.  
Duration measures a company’s ability to sustain a 
positive spread, i.e. profits in excess of the cost of 
capital. 
 
Customer relationships should be analysed in the same fashion. Here the 
question is how long a company can sustain its current profit level, i.e. 
spread, in a given customer relationship. If the duration is long the value 
of the customer relationships is apparently higher when looking at the 
lifecycle of the relationships.  
 
It is vital for a company to sustain a high positive spread in at least some 
of its customer relationships. In a competitive market competitors will 
obviously show interest in these customers or the segment in question. 
Hence there is an inherent pressure of increased competition in customer 
relationships with a high positive spread. Consequently, the customers 
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that have the best spread, are also the ones, with whom there is a constant 
toil to ensure that the spread is sustained.  
 
It is important to note that duration is not synonymous with longevity of 
the customer relationship. A customer relationship may be long-term, but 
if the company’s ability to maintain spread in the relationships is 
compromised, the duration is short.  
A customer relationship may be long-term, but if the 
company’s ability to maintain spread in the relationships 
is compromised, the duration is short.  
 
Several internal aspects of the customer relationship have an impact on 
duration. These include the structure of the customer relationships, the 
used business model and issues affecting the longevity of the relationship, 
such as the number and type of bonds between the company and the 
customer. In addition, duration is strongly affected by external factors 
that are not related to the customer relationships. These include the 
actions of competitors, changes in the economic environment, for 
instance a change in demand or raw material prices, and possible 
technological discontinuities. This book concentrates on the business 
models defined by the exchange occurring in the customer relationships 
and on their effects on the duration. Nevertheless, this does not mean 
that it would be any less important to understand external factors and 
their possible impacts. 
 
Duration is also associated to the risks of a customer relationship: the 
higher the risk the shorter the expected duration. It is possible to assess 
risks by analyzing them on three different levels (this theme is discussed 
also in chapter 7): 

 Customer risks. This risk is mainly associated with the ability of 
individual customers to take care of their obligations. Hence, typical 
indicators of this risk include solvency and liquidity. Additionally, it is 
beneficial to look at risks in the duration of technologies the 
customer uses.  

 Customer relationship risks. These risks are typically associated to 
the likelihood of continuing the customer relationship. Typical 
measures include relationship strength, customer satisfaction etc. 

 Customer base / portfolio risks. This risk analysis can be 
conducted either for the entire customer base or for an individual 
customer portfolio. The main objective of the analysis is to find how 
the risks are concentrated in the customer portfolio or customer base.  

Measuring duration 

Measuring spread is relatively simple, providing that the necessary data is 
available. The only significant problems may arise in determining how to 
allocate the cost of managing customer relationships and the invested 
capital to the different customers.  
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Duration is, however, a much more challenging measure. In an ideal 
situation duration should be conveyed in terms of time (weeks, months, 
years) but unfortunately this may be nearly impossible in this context. 
Consequently the measure must be based on qualitative data that is 
combined to create an index portraying duration. The theoretical 
definition of duration is based on the notion that duration measures the 
time remaining during which the customer relationship’s spread is greater 
than the cost of capital invested in it. In practice the estimation of this 
time is always based on assumptions.  
 
It is important to take into account that the constituents of the index will 
vary in different industries and companies. Typical factors that could be 
used to build up the index are customer relationships strength, 
competition over a customer, the strength of the competitors, risks 
associated to the customer and the customer relationships, customer 
stability and sustainability (which in a B2B context can be synonymous to 
the customer’s competitiveness in their own market), share of wallet and 
possible potential. Different factors receive mixed levels of importance 
depending on the chosen strategy. A variety of data is naturally necessary 
in order to analyse the dimensions appropriately.  
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4 Creating customer portfolios 

”Few companies are equipped to objectively gauge the health of their customer 
portfolio.” 

Frazier & McDonough, 2002 

 

Customer relationships – like many other investments – differ from each 
other in terms of profit and the risks associated with creating the profit. 
Thus it is advisable to build a balanced collection of customer portfolios 
that ensures good profitability over time. 
 
 
As explained in the previous chapter, the key drivers of shareholder value 
are spread and duration. Spread is a measure of profit (return) whereas 
duration can be considered a measure of risk. Spread and duration can be 
improved by investing into the business model that defines customer 
relationships – thus, the investment is actually made into customer 
relationships. These investments should be approached in the same 
manner as any investments, i.e. looking at the expected profit and the 
risks associated with them. When customer relationships are defined in 
this manner, most central investment management principles can (and 
should) be utilized.  
Spread is a measure of profit whereas duration can be 
considered a measure of risk. 
 
In this chapter, I will look into different perspectives of creating and 
managing customer portfolios. The goal is to create customer portfolios 
and manage business in such a manner that there is an optimal balance of 
customer portfolios in relation to the company goals. 

Customers and portfolio theory 

Harry M. Markowitz was awarded the Nobel Prize in 1990 together with 
Merton M. Miller and William F. Sharpe for their pioneering work in the 
theory of financial economics. Markowitz is best known for his work in 
modern portfolio theory, studying the effects of asset risk, correlation and 
diversification on expected investment portfolio returns. A “portfolio-
theory for dummies” version of his basic idea is that investments should 
be diversified into different kinds of investment types (“not all eggs in the 
same basket”). According to this principle it is possible to get an optimal 
risk-return ratio on the long term, providing that the investments are split 
into different investment instruments such as shares, funds, interest funds 
etc. Each of these investment types has its own risk-return profile. For 
example, direct investments into shares are fairly high risk but the return 



Driving Growth with Customer Asset Management 

Kaj Storbacka 

42 

expectations may be quite high as well. Interest funds may provide a near 
risk-free alternative, but with low return expectations.  
 
All contemporary wealth management is based on creating a risk profile 
to match the investor. After this, the funds intended for investment are 
allocated into different alternatives, in order to create an optimal 
investment portfolio to match the risk profile.  
 
According to Markowitz’s portfolio theory, an efficient asset portfolio is 
one where no added diversification can lower the portfolio's risk for a 
given return expectation – or alternately, no additional expected return 
can be gained without increasing the risk of the portfolio. The Markowitz 
efficient frontier depicts the optimal risk-return profiles of asset 
portfolios, each giving the highest expected return for each given level of 
risk. 
 
Many scholars have lately suggested the possibility of adopting the 
portfolio theory to customer relationships. The profits related to different 
customer relationships vary, as do quite naturally, the risks. Customer 
relationships could be approached in exactly the same manner as in 
situations where funds intended for investment are allocated between 
different investment alternatives. It should, hence, be possible to create 
optimal customer relationship portfolios where both risk and return could 
be controlled21.  
The aim is to create optimal customer relationship 
portfolios where both risk and return can be controlled. 
 
In customer asset management the return dimension is based on value 
capture and the best indicator for this would be spread, i.e. the ability of 
the customer relationship to create a return on invested capital in excess 
of the capital costs of the company. The risk dimension requires that risks 
associated to the business model’s competitiveness, to the customers 
themselves, and to customer relationship are taken into account. In 
addition, customer portfolios need to be analysed as to possible 
concentration of risks in the portfolio and correlation of risk between 
customer relationships in the portfolio.  
 

Alternative ways to create customer portfolios 

It is important to note that creating customer portfolios is not the same 
thing as creating customer segments. The idea of segmenting is to divide 
customers into groups according to the similarity of their needs. Thus 
segmenting looks into value creation for and with the customer22. 
 
Customer portfolios are created on the basis of value capture. Hence it is 
taking a “selfish” standpoint. Creating customer portfolios and 
segmenting do not rule each other out as options. On the contrary, 
successful companies typically practise both. Customer portfolios can and 
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should be linked to segments, but this is the topic for another book23. In 
this title we will primarily concentrate on customer portfolios.  
Customer portfolios are created on the basis of value 
capture. 
 
There are many options to define customer portfolios, but usually, 
portfolios can be created by using one of the following three ways: 

 Defining portfolios based on economic value added. In this 
approach the economic profit of individual customers is analysed 
either for the last financial year or by calculating the net present value 
of all future years’ economic profit.  

 Defining portfolios based on an index measuring the value of 
the customer relationships. The goal of this procedure is to observe 
the customer relationship from several different perspectives. All the 
chosen perspectives are given indicators and the values shown by 
these indicators are used to calculate a weighted index value for the 
customer relationship. The index itself means nothing, but it helps the 
company rank the customer relationships according to value and the 
customer portfolios can then be created based on this order (top 
quartile, lowest quartile, etc.) 

 Defining portfolios based on the spread and duration of the 
customer relationship. In this alternative the spread of the customer 
relationship and the expected duration is used as a starting point for 
dividing customer relationships into four generic portfolios. 

 
This book concentrates on developing the third option. The appendices 
do however include explanations on how to create portfolios based on 
the first mentioned two alternatives24. 

Defining portfolios based on spread and duration 

Every company must create a method for allocating customers into 
portfolios that matches their own strategy and business environment.  
 
Each of the methods of creating portfolios presented above has its pros 
and cons. For instance the index-based definition has drawbacks from 
being difficult to interpret and from the fact that the index is based on 
inevitably subjective assessments. On the other hand, it can be 
implemented rapidly – an index based portfolio definition can often be 
implemented within 2 to 3 months. Defining portfolios based on the 
value added during the lifetime of the customer relationship suffers from 
the fact that lifetime value is always determined according to assumptions 
and is thus an inferior measure to support decision-making. On the other 
hand it provides a monetary measure, which makes customer relationship 
issues more visible and more business oriented. 
 
The value of a customer base is always relative and thus it is imperative 
that a so-called zero-measure is created at first, which measures the value 
of the customer base at present. This enables the comparison of future 
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value to the starting point and thus shows development in the customer 
relationships and customer base. This enables a comparison of the current 
performance of the customer base to, for instance, the previous quarter 
or the set goals.  
 
The key goal of this title has been to build a bridge between customer 
value and shareholder value. As described in the previous chapter, one of 
the main drivers of shareholder value comes from a business’ spread and 
duration, i.e. the ability to keep up a spread in excess of the capital cost of 
a company. Therefore the portfolio model utilizes these concepts.  
 
The goal is to valuate the spread and duration of each individual customer 
relationship and thereafter position all customer relationships into a 
matrix with an x-axis of duration and a y-axis of spread. Four generic 
portfolios can be created with the help of this simple matrix (Figure 5). 
Other portfolios can naturally be defined in addition to these four, but 
this book will concentrate on analysing the generic portfolios.  
 
The portfolios created are: 
 

 Margin & Cash Flow Maintenance 

 Capacity Optimization  

 Renewal 

 Monitor 
 
 
 
 
 
 
 
 
 
 

 

 

Figure 5: Generic customer portfolios 

By positioning the customers into this matrix a starting point is created 
for grouping the customers into different portfolios that each have unique 
logics of value capture and investment strategies. Each customer portfolio 
requires a distinctive customer portfolio strategy, which makes it possible 
to achieve the objectives for the portfolio, to define some framing 
conditions for the business model, and to outline an action plan to 
improve value capture. 
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Margin & Cash Flow Maintenance portfolio 

The customer relationships in this portfolio have comparatively high 
spread, i.e. these are the customers that generate positive shareholder 
value at the moment. These customers often constitute the core business 
of the provider and create the core earnings that analysts are interested in. 
This is especially true if the portfolio includes customers that stand for a 
big part of the positive cash flow of the company.  
These customers often constitute the core business and 
the core earnings of the provider. 
 
The name of the portfolio explains its main goal, as the objective for 
managing this portfolio is to secure the good spread and stable cash flow. 
The goal is to create positive cash flow, which is used to finance the 
company’s profit (and dividends) and the investments that the company 
does in renewal and business development. In a highly competitive 
environment the company’s ability to get a good spread from certain 
customer relationships automatically creates intense competition for these 
customer relationships, and thus maintaining a good spread will prove 
challenging.  
 
The spread can be maintained by a combination of increasing sales 
volumes, raising prices, exercising tight cost control or influencing the 
amount of capital tied up in managing the portfolio. A typical way to do 
this is to build segment specific solutions or applications, and the business 
models that producing them calls for. The goal of the application design 
should be to identify new price carriers with which the revenue and 
customer share can be increased. Typically, it would be useful to strive to 
create modularised offerings in this portfolio (consisting of different pre-
defined components; goods services and information), which makes it 
possible to get a bigger customer share without skyrocketing costs. 
 
Due to the fact that these customers create a major share of a company’s 
core earning; and because these customers are the targets of fierce 
competition as a result of their high spread, a third central objective of 
this portfolio is to ensure the retention of these customer relationships. 
Hence, the provider should strive to create a strong bond between the 
processes of the customer and the provider. The primary objective is to 
understand the drivers of the customer s business, and create good quality 
win-win relationships, which work on many organizational levels and 
between several functions.  
 
The example portfolios and their characteristics are explored more in 
chapter 8, “The VECTIS process for customer asset management”. 

Capacity Optimization portfolio 

This portfolio is built from customers that are typically large and 
influential and who use their purchasing power to press prices. Thus these 
customer relationships have a low (sometimes even a negative spread). 
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Often the provider has long relationships with the customers and the 
lengthy history indicates good future25 duration, providing that the 
company itself wishes to continue the customer relationships in question. 
The duration is long in this portfolio mainly because the customers use 
their purchasing power to their benefit and thus the prices are so low that 
the customers have no desire to switch providers.  
 
Often these customer relationships originated from so called marginal 
pricing. Companies have, in these cases, preferred to carry some of the 
fixed costs (and allocate that to other more profitable customers) rather 
than lose the customer relationships in question, although the marginal 
price the customer pays is not sufficient to cover all of the costs the 
customer produces. Consequently, a certain capacity is employed through 
these customers, and an economy of scale is created, and this scale issue is 
the key ingredient in creating a strategy for the portfolio. 
A certain capacity is employed through these customers 
and an economy of scale is created, leading to lower 
average cost. 
 
The value of this portfolio lies in its ability to lower the average cost level 
of the company and thus all customer portfolios. Hence it enables the 
Margin & Cash Flow Maintenance portfolio to maintain the positive cash 
flow, while it may have a negative cash flow itself! 
 
Accordingly, the objective is to ensure that the capacity the company has 
in use, and that has fixed costs of maintenance, is fully utilized. This is 
vitally important in capital-intensive industries such as paper-, steel- or 
hotel industries, etc. In less capital-intensive industries, such as some 
fields of retail, the customers in this portfolio ensure sufficient volume 
that can be utilized in the supply chain processes.  
 
Whilst creating a strategy for this portfolio, the central aim is to ensure 
lower average costs. If this goal is attainable, the capacity optimizing 
portfolio serves the other portfolios by means of achieving a more 
affordable price level.  
 
The customer relationships in this portfolio may be strongly asymmetric, 
i.e. the provider may have substantially low levels of power in these 
customer relationships. The customers are large and it may be impossible 
to impact their purchasing power. From a strategic point of view this 
emphasizes the importance of ensuring that the correlation between 
customer relationships and the volume concentration level are not too 
high in this portfolio. In this context, correlation refers to a great number 
of customers in the portfolio coming from the same industry. If the 
future of this industry is jeopardised, the future of the entire portfolio is 
laid on the line as well. Thus the correlation increases the risk involved in 
this portfolio.  
 
The volume concentration refers to only having a few customers in this 
portfolio.  In such a situation the purchasing power of an individual 
customer might grow too high. A strategic objective should be to ensure 
that the purchasing power in this portfolio is divided into the smallest 



Driving Growth with Customer Asset Management 

Kaj Storbacka 

47 

parts that are feasible in order to ensure that the dependence on 
individual customers would be as low as possible. If the dependence on 
one customer is too high, it is clear that the customer will use its influence 
to progressively press prices lower, while simultaneously demanding cost 
adding services.  
 
It is important to make sure that not too much effort is put into 
developing or tailoring service components in this portfolio, while the 
business model is designed. The main area of development should be 
productivity and efficiency that benefit the entire business through low 
average costs.   

Renewal portfolio 

The customers in this portfolio are the forerunners. They are ready to 
create new solutions together with the provider, to ponder over new 
business models and take part in in-depth cooperation. Usually the 
customer relationships that come into question for this portfolio are those 
in which a co-dependence occurs with the provider. Both parties actively 
seek for new ways to create value for themselves. 
 
The customers in this portfolio are valuable. Not just because they have 
high spread level and long expected duration, but also because they are 
willing to take part in testing new ideas and creating new business models. 
Hence the name of the portfolio: renewal. This refers to the notion that 
the spread and trust that has been built within this portfolio should be 
utilized into building new business models and finding the growth that 
these models provide.  
These customers are valuable as they are willing to take 
part in testing new ideas and creating new business 
models. 
 
Analysts are interested in understanding this portfolio more profoundly, 
as it represents so-called ”new earnings”, i.e. it is an indicator of the 
capability a company has to renew itself and find new earnings models.  
 
The aspiration of this portfolio is to concentrate on new innovations, 
preferably such innovations that are sought together with a selected few 
customers. The primary objective of the innovations is to identify new 
cash flows and future business that shows promise of high spread. The 
innovations should deal with all aspects of the business model. It is 
therefore not a question of merely defining offerings, as the innovations 
may deal with changes that scope the entire value network.  
 
In a B2B context the innovations should concentrate on identifying 
possible new methods of improving the customer ability to take care of 
its own clientele, i.e. the provider should aspire to innovate the customer’s 
business processes. The key idea is that only when the provider is capable 
of helping its customer succeed their business, will the customer be 
willing to pay a price premium.  
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From a strategic point of view this means that the company should do its 
utmost to become a strategic resource for its customer. Hence the 
primary goal is to ensure that it is not only the customer who is a strategic 
resource for the provider, but also vice versa. If the company does not 
have a strategic role in its customers’ processes it is highly unlikely that 
such a spread and duration can be maintained, which this portfolio 
requires. It is pivotal to understand that extending the strategic role is not 
merely a question of how large a share of the customer’s business the 
provider has attained (share of wallet) but also a question of how 
significant a part does the provider play in expanding its customer’s 
business (role in growing of wallet). Hence the share of the customer’s 
business need not grow for the business to grow.  

 

AOL – Growing the customer’s wallet 

American Online’s internet access business has had a glorious past: the revenues 
from online services soared by 43 % in year 2000 and by 53 % in 1999. 
Nevertheless, AOL’s primary business, providing narrowband connections, seems to 
be a maturing one. One indication of this trend is that AOL membership growth has 
been declining: in 1999 the membership growth was 36 %, in year 2000 the 
corresponding number was 30 % and in 2001 the growth rate was a relatively 
moderate 24 %. 

In 2001, AOL’s average revenue per user was $24.37 a month, including advertising 
revenues. AOL’s new strategy, introduced in December 2002, focuses on four areas: 
improving customer satisfaction, beefing up programming, pushing broadband 
services more aggressively and selling members extra services. AOL’s vision is to get 

a U.S. household to pay AOL up to $159, excluding advertising revenue, a month for 
interactive entertainment, information and communication services. This seemingly 
high figure constitutes as follows: $24 for AOL subscription, $30 for broadband 
access, $30 for family plan that allows the use of multiple devices on one 
subscription, $20 for music downloads, $40 for unlimited voice and mobile calls 
carried via the internet and $15 for games and entertainment.  

If AOL can transform itself from the provider of online access into a one-stop shop 
for entertainment, information and communications, AOL Time Warner is uniquely 
positioned to grasp the results of convergence. Growing the size of the household 
entertainment wallet and taking a large share of it provides AOL a path for growth 
that the current wallet does not. 

 

 

 

 

 

 

 

 

Source: Fortune February 4, 2002, vol. 145, no. 3,  

Business Week December 16, 2002 (European ed.) 
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Monitor portfolio 

This is the portfolio for customers with a weak or even negative spread 
and those who have a short expected duration. With the definition of 
duration we use (ability to maintain spread that is greater than the cost of 
capital for the company) a negative spread already means no duration. A 
negative spread also means that customers in this portfolio decrease the 
shareholder value of the company. Thus it is questionable if it is wise to 
have any customer relationships of this kind in the first place.  
 
The name of the portfolio, Monitor, means that the customer 
relationships in this portfolio require special monitoring. Some of the 
customer relationships in this portfolio should simply be terminated. 
Examples of such customer relationships can be ones that are associated 
with substantial risks – such as customer relationships with “losers” in 
their own business. Some customers can be seen important in terms of 
capacity optimizing and the company may wish to do so-called spot-
trading with them. Some customer relationships have potential and it may 
be possible to move them to another portfolio and thus increase their 
value.  
 
From a strategic point of view it is important to take care that the 
resources allocated to taking care of this portfolio are not too extensive. 
The main goal is to constantly monitor this portfolio and identify value 
potentials (and value destroyers). 
 

Portfolio profiles provide insight  

Creating deeper insight requires that each portfolio is comprehensively 
portrayed. Duration and spread give only a partial view of the customer 
base and thus more extensive and profound information must be added 
from other sources as well. As one of the portfolios’ determining aspects 
is spread (depicted as %26), the economic profit (depicted as $ or €) must 
also be estimated. This enables the aggregation of each portfolio’s 
combined economic profit and this can be discounted to its net present 
value. The entire portfolio’s economic profit is naturally based on 
assumptions, but nevertheless, it gives guidance as to which portfolio 
shows promise of future economic value potentials.  
 
It is also possible to build a portfolio value index while estimating 
portfolio values. This is no absolute measure, but it enables following the 
changes in the portfolio and of course helps defining the portfolio 
management objectives. A portfolio value index can include, for instance: 

 The number of customer relationships in the portfolio 

 The combined turnover of the portfolio 

 The concentration of the portfolio’s turnover (the highest decile’s 
share of the turnover of the entire portfolio) 
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 Turnover growth and estimated future growth (%)  

 The combined economic profit of the portfolio from the latest 
accounting period (€) 

 The growth of economic profit and estimated growth (%) 

 The capital invested in the portfolio (€) 

 Cash flow from the portfolio (€) 

 The average spread of the portfolio’s customer relationships (%) 

 Estimated average duration (index) 

 The average customer lifetime value, CLTV, in the portfolio (€). 
 
It is possible to set goals for each portfolio, which are based on the value 
index described above. Examples of these goals include: increasing or 
decreasing the number of customers, increasing or decreasing the entire 
turnover, increasing or decreasing the concentration of turnover or profit, 
decreasing the amount of invested capital, etc. All of these examples are 
practical, easily communicated and understood. They can be implemented 
as a part of the scorecard for the functions linked to the management of 
customer relationships, such as sales.  
 
It has been proved in practice that in addition to the portfolio profiles, 
customer or customer relationships profiles are also necessary. The 
starting point for customer profiles is the aspiration to portray customer 
relationships that are typical for each portfolio and thus make the issue 
easier to comprehend and communicate. Another goal of the profiles is to 
create deeper insight into the customer relationships. Issues that can be 
analysed include: which features have impact spread or duration, or what 
are the typical factors that influence customer behaviour and could be 
changed in order to shape the characteristics of the relationship.  
 
The customer profile should include the following things: 
 

 A comprehensive description of the products and services the 
customer uses and what aspects of these product or services do they 
specially value. 

 What price level, pricing mechanisms or discount system is used with 
the customer? 

 Which basic market segment does the customer belong to? In a B2B 
context this may indicate which industry the customer is in. In the 
consumer market this may tell what general demographic, 
socioeconomic or lifestyle segment the customer belongs to.  

 The typical risk profile of the customer and the customer relationship. 

 A comprehensive description of all the data that has been used to 
assign the customer into the specific portfolio, i.e. all information 
concerning the customer’s transactions with the company, all the 
encounters which have taken place in the relationship, a sum of the 
costs of managing the relationship, demographic information and the 
appropriate information on customer’s attitudes that describe the 
customer’s situation. 
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The above methods of profiling are indispensable starting data when 
leaders take part in strategic discussions on which goals they will set for 
the development of the customer base.  

Customer migrations between portfolios  

In order to effectively manage the customer base, it is vital to understand 
how customers move within the customer base, and how they enter and 
leave the customer base. In order to truly understand the customer flows, 
it is often necessary to build a system to control these migrations. Often, 
these systems prove to be indispensable when estimating the impact of 
actions to be carried out. The customer flows should be analysed on a 
customer base level (customer acquisition, the defection/ending and 
divestment/termination of customer relationships, customer retention), as 
well as at a customer portfolio level (customer acquisition, customer flows 
to and from the portfolio, the defection/ending and 
divestment/termination of customer relationships, customer retention in 
the portfolio). 
 
 
 
 
 
 
 
 
 
 
 
 

 

 

Figure 6: Migration in the customer base 

 
It is, from a strategic perspective, crucial to understand why customer 
migration occurs and how customer migration flows function. In the end 
it is a question of finding the right balance between portfolios. How many 
customers should there be in different portfolios, what is the estimated 
and correct level of profitability in different portfolio, etc. Gaining this 
understanding makes the challenge of accomplishing an optimal balance 
between different portfolios remarkably more manageable.  
In the end it is a question of finding the right balance 
between portfolios. 
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5 Growing with controlled diversification 

“Customers are the engines for growth. [..] The challenge is to really get to know 
your customers, which goes far beyond knowing about them, and to assess what 
contribution this relationship is making to the achievement of your corporate 
goals and objectives.” 

 
Jan Duffy, 1999 

 
 

A company cannot grow and develop effectively using the same business 
model in all its different customer portfolios. In order to be efficient different 
portfolios necessitate different business models and hence a company needs 
to manage several parallel business models.  
 
This raises many strategic questions regarding the balance between the 
portfolios, defining core business, the cost effects of differentiation and the 
risks of uncontrolled diversification. Simply put: can a company 
simultaneously manage several portfolio specific business models? 

 
 
This book explores for growth opportunities in the better management of 
customer assets. First, a logical bridge was built between customer value 
and shareholder value: by investing in customer relationships in such a 
manner that the spread and duration of the customer relationship 
develops, economic profit is produced, and this in turn is reflected on the 
value of the company. 
 
In the previous chapter the exploration advanced to the customer base 
level. Because the customers’ ability to produce value to the company – as 
well as the risks associated to this – differ; customer relationships should 
be divided into portfolios based on how value can be captured from the 
customer relationships. A company can grow, if it has a combination of 
customer portfolios, which takes into account the business potential in 
the customer base and the market in a balanced fashion, ensures that the 
stability of the current earnings creates opportunities for continuous 
renewal and optimizes the risks found in the customer base.  
 
Reaching the various goals set for the different portfolios necessitates the 
use of different business models. One model is not sufficient to ensure 
growth. The strategic outcome is that a company must have different 
business models for different customer portfolios. Thus developing the 
business models will become the primary aspiration of customer asset 
management. 
A company must have different business models for 
different customer portfolios. 
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The logic described above raises a number of important strategic 
questions. First, how does this kind of portfolio thinking link to portfolio 
strategy models that are used in defining corporate strategies?  Second, it 
is obvious that controlled management of different business models 
requires a good definition of core business; otherwise there is a clear 
danger of expanding into various directions and costs getting out of hand. 
The third important point is related to the previous question: how many 
business models can a company manage in parallel? Is there a limit to 
differentiation?  
 
Each business model adds to the complexity of managing a business, thus 
it is easy to label the management of parallel business models as 
uncontrolled diversification – at the least a valid question can be 
presented over whether one company is capable of creating a competitive 
edge within several business models.  

New substance for controlling business risks 

Business is inherently risky. The whole idea is to invest in a company and 
expect profits as a compensation for taking a risk. This ability to take risks 
is the very thing that the owner “sells to the company” and in return he or 
she expects a return on investment. Putting the money into a bank and 
living of interest is the investor’s option. If the investment in a company 
does not produce returns the investor must decrease the risk or “try 
more”, i.e. change strategy or management.  
 
Large profits indicate high risks. Risk free returns can only be attained by 
investing in state guaranteed bonds. As business is far from risk free, 
controlling or managing risks has become a core issue in business.  
 
Risks must be managed. This can be done (and is done) on three levels: 
(1) ”on the investment market” by building investment portfolios, (2) on 
the corporate level by creating a ”portfolio strategy” between different 
businesses, and (3) on a business level by creating customer portfolio 
based business models. 

The investors want companies to focus  

The market manages risks through the stock exchange, where investors 
trade risks and revenue expectations. From a business perspective, the 
stock exchange is the primary source of funding. The majority of large 
companies are listed in the stock exchange and their shares can be traded. 
When a company’s shares are divided amongst numerous shareholders, 
no single person has to carry the full weight of a company’s risks – hence 
even the most risky businesses have a chance of attaining funding. 
Investors allocate some of their funds into high-risk enterprises, expecting 
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some of them to bring a high profit (and being quite aware of the fact that 
in some cases the risks will realize fully).  
 
The central tool for managing a market level risk is the portfolio theory 
developed by Markowitz, which was described in a previous chapter. 
Most any asset management actions are based on investors having 
different investments in their portfolio. Some must be low risk, to allow 
the possibility of a number of high-risk alternatives. 
 
Portfolio theory has brought forth a pressure from the investor side to 
create companies that are as focused as possible: companies that act with 
simple, transparent business models. It is easier for investors to analyse 
risks if a company focuses on one industry and implement only one 
business model. This makes it easier to make risk assessments. Clean, 
focused companies with one clear agenda have been highly popular 
amongst investors.  
Clean, focused companies with one clear agenda have been 
highly popular amongst investors. 
 
Highly focused companies, however, have a problem: their volatility. 
Different internal correlations make the revenues unstable. If the demand 
decreases the company has no tools (apart from rapid cost cuts) to 
balance the situation. The market risks are directly realized also for the 
investors. Accordingly, it is easy to produce good profits when the 
demands are high. Therefore focused companies’ strategies become short-
term oriented and inconsistent (and the pace these companies go through 
CEOs does not calm this effect in the least). 

A portfolio strategy evens out internal risk 

If several businesses that operate in different fields have the same owners, 
corporate level risk management becomes possible. Here the correlation 
of risks in different businesses can be analysed and the business portfolio 
can be managed. The goal could be to choose businesses, that have 
dissimilar market cycles and that are at different stages of industry 
maturity (growth or maturity stages), or that have business models that 
are unlike in their risks for reasons that can be measured in various ways.  
 
Classic tools for creating and analysing corporate level business portfolios 
(portfolio strategy) are the so-called Boston matrix and the 
GE/McKinsey matrix27.  The matrixes were developed to help companies 
manage several different business units or production lines. With these 
tools the company can make decisions of, for instance, resource allocation 
between several business units.  
 
A central theme of the company level discussion is analysing the benefits 
and drawbacks of focusing and diversifying. The question is: what kind of 
company is more successful (in terms of growth, sustainable profitability 
and shareholder value development): a company that concentrates on one 
business or one that has its stake in a variety of businesses? 
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A central theme of the company level discussion is 
analysing the benefits and drawbacks of focusing and 
diversifying. 
 
Many leading thinkers and scholars in the field of business have, for the 
past 20 years, strived to show that a focused strategy, aiming at being 
superior to competitors with a global scope is better than a diversification 
strategy, in which a company expands into several different business 
areas. Even Ansoff in his time saw diversification strategy as the most 
challenging and risky alternative for a company28. 
 
Many strategy scholars have been eager to prove that diversified 
companies lose to focused companies in attempts to increase shareholder 
value. A good example comes from the best seller by Tom Peters and 
Bob Waterman: In Search of Excellence where they studied successful 
American companies to find corresponding features. One of the central 
themes that they presented was ”stick to the knitting”, which sought to 
show that those companies that constantly focused on their own core 
business have been prosperous in comparison to less focused 
competitors.  
 
The same principles have been used to explain how companies create 
more shareholder value. Nokia has often been used as an example of a 
company that has shifted from being a highly diversified company to 
becoming the leading mobile phone technology company it is today.  
 
This logic was not, however, obvious in the 1970’s and early 1980’s. Back 
then, the prevailing logic was that, as business is cyclical; it makes sense  
for a company to have different strands of business with dissimilar cycles. 
As a result, if one business failed it was probable that the company had 
another that was doing better. During these times the goal was to achieve 
long-term, continuous development.  
 
Lately, especially during the most recent economic decline, some feeble 
arguments have been raised on behalf of the fact that in the long run, 
diversified companies seem to be doing fairly well. In fact, the world has 
numerous examples of companies that have done exceptionally well even 
though they take part in very different fields of business. The most 
remarkable examples include General Electric (which happens to be the 
only company that has been a part of the Dow Jones index ever since the 
index was founded) and UTC United Technologies Corporation. 
In the long run, diversified companies seem to be doing 
fairly well. 
 
Recent studies29 have also questioned the superiority of the focus logic. 
Moderate diversification actually seems to be an interesting strategic 
choice for reaching a good, balanced revenue level. Thus it seems that the 
continuous balance between focus and diversification is one of the most 
important drivers of long-term shareholder value.  
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Customer portfolios balance risks within a business 

The third level, on which risk management (i.e. managing earnings, 
sustainability and predictability of cash flow) takes place, is the business 
unit level. Thus the goal is to build business models that allow the control 
of changes in success. For example, if a company sells technical 
equipment (most investment goods actually), the sales of the products is 
rather cyclic by nature, but the maintenance of the product may be much 
more stable. Hence many companies attempt to move forward in the 
value chain, i.e. balance their high volatility business with a service 
business that brings stability and long-term cash flows.  
 
Business leaders need new tools to control risks and improve 
predictability. This becomes increasingly important as investors drive 
companies towards increased focus. An increase in focus decreases a 
company’s chance to balance risks between various businesses (portfolio 
strategy). One solution for the situation is to balance risks with customer 
portfolio specific business models. By dividing the customer relationships 
in the customer base according to spread and duration into portfolios, 
management can differentiate its business models for different customer 
portfolios and thus attain better balance, a steadier cash flow and 
decreased risks. 
On a business level the core of the discussion deals with 
benefits and drawbacks of differentiation. 
 
On a business level the core of this discussion deals with the benefits and 
drawbacks of differentiation. The notion of customer portfolios with 
tailored business models naturally raises the question of over-
differentiation and associated risks: lack of focus, increasing costs and 
decreased efficiency. I will go through these issues more thoroughly in the 
next chapter, but the main argument to be presented remains the same as 
in the company level, i.e. that if slight diversification is beneficiary for a 
company, it is plausible that slight (and controlled) differentiation 
between different customer portfolios is beneficial for the performance of 
a company.  
 
Companies with slightly differentiated business models and low long-term 
growth predictions should create new business models, and/or approach 
new customer segments, and/or use new distribution channels, to create 
new customer relationships that will enable growth in the future. The 
same applies in a reverse situation: a company with strongly differentiated 
business models should concentrate their strategy by, for example, leaving 
certain product areas or customer segments.  
 
While practising customer asset management and defining the balance 
between the customer portfolios, it is imperative to notice that different 
portfolios and their business models are co-dependant. When analysing 
the portfolios defined in the previous chapter it becomes evident that 
decreases in the average costs attained in the Capacity Optimization 
portfolio can be utilized in the Margin & Cash Flow Maintenance 
portfolio in the form of better margins and larger cash flows. These cash 
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flows in turn can be utilized when financing investments that will ensure 
future cash flow from the Renewal portfolio.  
 
The central strategic question in relation to balancing risks is naturally the 
balance between portfolios. Managers should be able to estimate what the 
optimal balance would be between customer portfolios from a strategic 
point of view. 
 
Based on the portfolio level profiling from the previous chapter, 
managers already know several pivotal aspects of their customer base and 
the portfolios in it: 

 The amount of customers in each portfolio and their share of the 
entire customer base, 

 The business volume in each portfolio and its share of the total 
business volume of the customer base, 

 The economic value added of each portfolio and its share of the total 
economic value added by the customer base, 

 The estimated combined lifetime revenue (CLTV) of the customers in 
each portfolio and their share of the CLTV of the customer base. 

 
A company’s strategic goals strongly influence which portfolios should be 
the strongest in the customer base. According to the previously presented 
analyses a company that has chosen sustainable growth as a strategic goal, 
should have the strongest emphasis on the Renewal portfolio and the 
Margin & Cash Flow Maintenance portfolio. If a company’s primary goal 
is to grow rapidly, it can achieve this outcome faster by investing in 
attaining new customers into its Capacity Optimization portfolio. 
 
Based on the prior analyses leaders can set goals for portfolio specific 
development and required change. Designing an optimal portfolio balance 
is challenging, and has no easy solutions. It should be viewed as a learning 
process, in which regular analysis of the customer portfolios present an 
important part of the strategic work.  
 
In addition, goal oriented management of the customer base necessitates 
at least three things: the company must make portfolio specific plans in its 
yearly planning, the portfolios must be managed systematically, and there 
has to be clear accountabilities for the portfolios’ success and 
development.  

Defining core business 

Considerable leverage can be accomplished by successfully implementing 
customer asset management. To benefit from customer asset 
management a company must approach each of its various customer 
portfolios in a distinctive way. Indeed, a company should never simply 
serve all its customers with one, all-encompassing process (or business 
model). There needs to be several.  
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When business is developed from a customer relationship point of view, 
sooner or later the same question will arise: what is core business and 
what can be considered expansion to areas where the company does not 
have competence or competitiveness. A notion of how to define core 
business from a customer relationship point of view is thus necessary. 
 
Defining the core business is challenging, and thus a topic of constant 
debate in all organizations. There is no simple model for straightforwardly 
defining business30 (let alone core business). One way to approach this is 
to use the business idea as a starting point31 (business is defined by 
defining customers (needs), offerings, and the internal factors (such as 
organizational structure, resources, capabilities systems etc.)). Needless to 
say, the above-mentioned elements are naturally a part of a business 
definition in some manner. The real challenge is to draw the boundary 
lines. 
Earnings from the core business are more valuable than 
other earnings and thus the definition of core business 
should never be vague. 
 
From a management standpoint, it’s exceedingly important to define and 
coherently communicate a core business definition: “in what business are 
we”. This is particularly pivotal for listed companies, as analysts are, quite 
habitually, interested in how the management succeeds in implementing a 
chosen strategy. The earnings from what is defined as core business are 
more valuable (called core earnings) than other earnings. Accordingly, the 
definition of core business, as well as the chosen strategy should never be 
“vague”. 
 
A successful definition of core business must take into consideration at 
least the following aspects: (1) defining the market (typically defined 
according to geographic/product matrix), (2) positioning in the value 
creation network (i.e. defining which game we are playing, and which cake 
we want a slice of) (3) defining the customer wallet (which of the 
customer’s processes do we want to take part in and what is our basic 
value proposition) and (4) defining key resources (what is our 
competitiveness based on as to competence, existing infrastructure and 
processes). 

It is easier to grow in a growing market 

The foundation for a good definition of core business is to place the 
business in an arena, (or “market”), in which demand is growing. Arena 
implies both a geographical area and a logical arena, for instance the 
position in a value network. The basis for defining the geographic arena 
must be the analyses of, for example, the economic growth in a certain 
arena, as well as the penetration of different products and services. It is 
easy to predict that, for instance, the sales growth of paper or cell phone 
sales will be greater in China than in Finland (in addition to China having 
a greater potential in general). 
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An obvious aspect of mapping new value creation opportunities is to seek 
for segments or customers that have a better profit-risk profile than the 
customer portfolio, which the new customers are being added to. The 
importance of this is directly related to the quality of the existing 
customer portfolios – their risk profiles, growth expectations etc. The 
lower the expected growth in an existing portfolio is, the more interesting 
it is to find new segments and approach new customers.  
 
In B2B relationships this is strongly linked to identifying the right 
geographic areas and industries. Some scholars32 say that approximately 
three quarters of the growth in value attained from investments into 
customer relationships can be explained by the right choice of industry 
and one quarter is explained by the right choice of customers in the 
selected industry (and the getting a share of these customers’ wallets). 
Unfortunately, the value of getting a share of the wrong customer’s wallet 
is nil.  
 

DHL and P&G – Searching for the right segments 

DHL’s offensive component of account management entails identifying those 
industries that have potential for DHL to add new value. DHL argues that “when one 
analyses industries it is easy to see that some are more lucrative than others. Take 
the telecommunications sector as an example. There are several changes going on in 
that industry that will create opportunities for DHL to create value. It is important to 
pay sufficient attention to industries where the supply chains of customers are 
changing, as these are likely to be the most important industries in the future.” 

DHL does its own industry research. In its analysis, DHL generally concentrates on 
two things. First, what is generally going on in different industries? Have significant 
changes in business models taken place or have there been changes in 
relationships? Second, DHL investigates which geographical areas are especially 

appealing in terms of development or changes that create opportunities for DHL. 

Proctor & Gamble has a thorough process to identify the customers it should invest 
in.  P&G usually begins this process by looking at different geographical markets and 
their evolution. After this, they draft different future scenarios and try to identify 
which players are likely to be around five or ten years from now. These scenarios are 
naturally based on assumptions, and they have to be tested and challenged. When 
scenarios survive these tests, the next task is to determine whether these scenarios 
create opportunities for P&G, where these opportunities are located and in what P&G 
should invest based on this information. 

Source: Tim Harford, DHL and Tom Muccio, P&G  

SAMA conference in Chicago in October 23rd, 2003 

Positioning in the value network – from market share to 

profit pool share 

Finding a logical position in a value network is a much more complicated 
issue. Digitalization is a major driving force as it makes activities 
performed by different functions and actors more ‘liquid’ and ‘movable’ 
in time and space. The blurring of industry borders and convergence of 
different industries create new opportunities to combine competences 
and capabilities. Thus all value networks are in a constant debate over 
work division: who has the best preconditions (from a point of view of 
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cost efficiency, competence or balance sheet structure) to take care of a 
specific activity or business process. Hence, the interest for outsourcing is 
ever increasing. 
 
In commodity industries many companies are striving to “move forward 
in the value chain”, i.e. expand into business activities with higher value-
add (and thus better cash flows).  
 

Stora Enso – Creating the future wallet 

Stora Enso Timber has been moving its business from low to high value added: the 
company is more and more supplying solutions to its customers instead of selling 
bulk products. Adding value to products by further processing improves and 
stabilizes the profitability prospects of the company. Stora Enso Timber has also 
integrated downstream into on-line further processing.  

Stora Enso Timber has made a conscious effort to focus on the growth segments and 
has strong market shares in segments that are experiencing fast growth.   

 

For example Stora Enso Timber has a market share of less than 2 % in global 

softwood sawnwood segment, which has a forecasted demand growth rate of 1-2 %. 

The respective numbers in structural members for wood-frame houses in Western 

Europe are on the other hand 18 % (Stora Enso Timber’s market share) and 8-10 % 

(growth rate). 

Stora Enso Timber’s decision to add value to its products helps the company to 
reduce its dependency on the highly competitive commodity markets where 
companies have little pricing power and concentration on expanding segments 
enables further growth. 

Source: Stora Enso Capital Markets Day 2003 Arno Pelkonen’s presentation, Stora Enso website 
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Moving away from a market share perspective is a central change that 
customer focused growth brings forth. “Markets” in this context are 
usually defined by products.  Another way of approaching the market 
potential, or actually the customer potential, is to expand this perspective 
and examine at the entire value network. The goal is not to achieve a 
share of the sales of a given product, but rather to get a share of the entire 
cash flow in a specific network. This could be called share of profit pool, 
i.e. the share of the entire profit generated in a business network33.  
Moving away from a market share perspective is a central 
change that customer focused growth brings forth. 
 
The concept sounds simple. In practise, it is often hard to define the 
profit distribution in an industry or business network, as it is by no means 
stable in any given industry. The profitability of specific customer groups, 
geographic areas and distribution networks may vary significantly 
between companies in the same industry. Thus the distribution of 
profitability of an industry differs greatly from the distribution of sales 
volumes. The automobile industry in the U.S. gives a good example of 
this. Most of the turnover comes from used car sales, although their 
margins are low. The best margins in the business come from leasing, but 
its share of the total turnover in the industry is very small.  
 
Profit pools teach us that growing market share is not always a wise 
decision in terms of a company’s revenue development. Companies 
should take a broader perspective: understand the revenue structure and 
strive to maximize its profit pool share, and not focus only on growing its 
current business by market share growth. The profit pool concept can be 
used to find new sources of revenue, define the role and position that the 
company has in the value network or to make product and pricing 
decisions. 
The profit pool concept can be used to find new sources 
of revenue, define the role and position that the company 
has in the value network or to make product and pricing 
decisions. 
 
It is increasingly important to examine how business models can be 
developed by changing the work division within the network. Many 
innovations are based on redefining the division of work, aiming at 
avoiding overlapping functions and moving tasks to actors in the network 
who have superior competence in relation to the particular task, or a 
better cost or asset structure for it. Making these kinds of innovations 
requires new types of measures that make it possible to evaluate the 
performance and potential of a whole network of businesses 34 

Identifying the customer’s processes – the size of the 

customer’s wallet is not predetermined 

A central starting point for defining core business from a customer focus 
point of view is to define which customer wallet you want to conquer35. 
Hence, the starting point is not market share, as market is usually defined 
around a product. Additionally, the final incremental percentages of 
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market share are conquered with marginal pricing, which makes them 
unprofitable.  
 
The key in defining business from the customers’ perspective is to define 
which part of the customers’ processes it is advantageous to be involved 
in. A company rarely has the opportunity to take part in customer 
processes (as a company’s resources and competence are often not 
sufficient for this) and thus it is pivotal to narrow down the focus. 
The key is to define which part of the customers’ 
processes it is advantageous for the company to be 
involved in. 
 
The customer’s wallet can be defined in three different ways. The first 
wallet has to do with industry definitions. If our example company is a 
bank, one can imagine that the customer’s wallet is divided into several 
pieces. One portion of the wallet is reserved for actions that the bank 
participates in. Thus the bank can calculate its share of the customer’s 
wallet compared to the total amount that the customer has reserved for 
purchasing financial services. The bank can, for instance, state that it 
wants a share of the customer’s mortgages.  
 
Another way is to approach the customer’s wallet as an entity, without 
focusing on a certain industry. The idea would be to gain as large of a 
share as possible of the customer’s processes. If I continue with the bank 
example, it is plausible for the bank to define its actions in a way that 
enables it to try and attain a bigger share of the cash flows related to the 
customer’s process of living, which in addition to mortgages could 
include provisions from real estate brokerage, construction and 
renovation activities also. This reasoning relates to the above discussion 
on differentiating business models and defining core business. 
 
The third approach to the customer’s wallet is particularly appropriate for 
B2B industries, where the provider can seek for opportunities to help the 
customers “grow” their wallet. The aim will thus be to support the 
customer in processes innovation, i.e. supporting the customer in relation 
to its own clientele. Customer process innovation calls for a so-called 
value sales model, which I have described together with my colleagues in 
another title (Kaario et al. 2003). If a company wishes to be truly 
customer focused, it will not limit its approach to merely the wallet 
defined by its industry, but will strive to see beyond this limitation.  
A company should seek for opportunities to help the 
customers grow their wallet. 
 

Elcoteq – Exploring for new value creation and capture 

opportunities 

Elcoteq is globally operating electronics manufacturing services (EMS) company. 
EMS companies are outsourcing partners for electronic component companies and 
original equipment manufacturers: EMS companies run manufacturing, assembly and 
other services on behalf of them.  

Elcoteq is a good example of a company that has actively explored its customer 
relationships and its value network for new ways to capture value. In the past, 
Elcoteq’s growth used to be strongly dependent on the growth of Nokia and its 
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second largest customer, Ericsson. When SonyEricsson was created through a 
merger between Sony and Ericsson, the newly formed company decided to use 
Flextronics as their EMS supplier. The loss of their second biggest customer caused 
Elcoteq’s growth to cease. Facing this challenging situation, Elcoteq needed to 
redefine its strategy and find ways to get the businesses growing again. 

In 2002, Elcoteq refined its strategy and decided to focus on becoming the world’s 
leading EMS provider to communications technology customers offering both 
terminal product and network equipment services. Elcoteq’s new strategy could be 
described as moving from farmer to hunter. The objective of the new strategy was to 
get the business growing again and to ensure continued growth also in the future.  

The new strategy meant that Elcoteq had to take a critical look at its customer base 
and find ways to change it so that it would support the new strategy. One conclusion 
of the analysis was that Elcoteq needed to actively broaden its customer base in 
order to reduce the risks associated with it. In practice, this meant examining the 
customer’s process and the value chain the company was working in and determine 
the possibilities to take a bigger role in them. Elcoteq decided to take a step forward 
in the value chain, broaden its offering and to differentiate its products and services 
for selected customer segments. Elcoteq shifted from a product manufacturer to a 
service solution provider, offering entire solutions from design to after sales for both 
start-ups and global customers in the communications technology industry. 

  

 

 

 

 

 Source: EMS News magazine 

 
Corporate customers typically have wallets with quite different dynamics 
(see for instance Mathias 2004). To put it simply, many companies have a 
so called “stable wallet” which includes the cash flows that they have 
reserved for only moderately interesting “every day suppliers”. This wallet 
is budget driven and, thus, highly predictable. Companies are not 
generally enthusiastic about changing the size of this wallet in any other 
way than decreasing it, i.e. cut down on costs. 
 
Some wallets can be called “cyclical wallets”. These are created when the 
company is forced to plan a cyclic investment pattern due to the volatile 
nature of demand in its industry. Thus the wallet may be empty during 
some years, while in other years the company is investing heavily and 
requires help.  
 
The third wallet is the so called “situation wallet”. This wallet is dynamic 
as the company directs cash flows to deal with situations in the 
customer’s business surroundings that momentarily demand substantial 
resources. These situations can be, for example, different strategic 
analyses, mergers and acquisitions, etc. In these situations, companies may 
be less price sensitive, and the wallet can temporarily be quite sizeable.  
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A narrow definition of core business prohibits growth 

A genuinely customer focused business seeks growth by avoiding an 
overly narrow definition of its core business. A narrow definition arises 
from, for example, a company defining its business through products, and 
not recognising the other aspects of the customer’s wallet. I will illustrate 
this with a case in an evening newspaper market: the “Yellow Paper”. The 
Yellow Paper previously defined its market as the evening tabloid market, 
and in this approximately 10 million € market they had a market share of 
approximately 50 %. When it redefined its market as the market for “over 
the counter single copy newspapers”, its market share lowered 
substantially, but the market size grew to over 20 million €. In addition, 
Yellow Paper was able to identify a large number of new opportunities 
with its new market definition, in which it can for instance produce 
weekend or sports related supplements. One of the examples of a product 
launch resulting from the new market definition was the Yellow Paper TV 
supplement that it launched in May 2004. Currently Yellow Paper 
measures its market share by the company’s share of all single copy 
newspaper sales, when traditionally newspaper publishers have 
concentrated on observing the market shares of single papers on much 
more narrow markets. In 2004 Yellow Paper was the largest single copy 
newspaper publisher in its geographical area, with a 31.3 % market share.  
A genuinely customer focused business seeks growth by 
avoiding an overly narrow definition of its core 
business. 
 

Nokia – Redefining business  

In 2003 Nokia unveiled its new, growth oriented strategy. In order to support the 
strategy implementation, Nokia also renewed its organizational structure. The new 
organization consists of four business groups: Mobile Phones, Multimedia, Enterprise 
Solutions and Networks. The company reorganized itself according to the four 
business groups in January 2004.  

At the same time, Nokia also redefined its business area. As a producer of mobile 
phones and networks, Nokia competed in a market of a total size of slightly under 
100 billion euros annually. When cameras, games, multimedia and office applications 
are added to this figure, the total size of the available market to Nokia increases to 
over 200 billion euros a year. As the total size of the accessible market increases, so 
do also Nokia’s growth opportunities.  

In practice, expanding the operations to cover also the new business areas has not 
been entirely straightforward. Nokia’s first attempt to penetrate the game markets 
has been the mobile game deck N-Gage that combined the portable game console 
with the mobile phone. Nokia launched N-Gage in February 2003 and the first 
products were available to consumers in October 2003. Nokia has invested 
considerably in N-Gage: analysts estimate that Nokia has invested over 300 million 
euros in game decks and games. 

Entering the new market has not, however, been easy for Nokia. Game industry is a 
notoriously tricky business area in which street credibility wins the game every time. 
And it is not only the consumers that are demanding and fickle – so are also the 
game-makers. Even a slightest sign of a possibility that N-Gage will not turn out to 
be a success can be reason enough for the game-makers to retrieve from 
cooperation with Nokia. And a game consol without crowd-pleasing games is worth 
next to nothing. Many electronic equipment manufacturers like Apple Computer, 
Philips and Samsung have tried to get a foothold on the game market – and failed. 
Nokia has also faced strong competition from the incumbent companies in portable 
game consoles: Nintendo has launched an updated version of the popular Game Boy 
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Advance and Sony launched the entirely new Play Station Portable in the end of 
2004. In 2006 Nokia confirmed that it is refining its game strategy and that the new 
strategy will be executed from the beginning of 2007 onwards. According to the new 
game strategy the games are available in both N-series mobile phones (the high-end 
business phone range) and in other Nokia phones utilizing Series 60 software 
platform. 

Sources: Helsingin Sanomat 4.1.2004,  

Business Week 13.10.2003, European ed.,Taloussanomat 6.5.2006 

Adjacent markets provide interesting opportunities 

Growth can be sought from outside the current core business from so-
called adjacent markets. Chris Zook and James Allen have studied the 
expansion of business to adjacent areas36. In one of their studies, they 
analysed the growth of nearly two thousand companies during a five-year 
time span. In this study, they made two notable observations. The first 
observation was that most companies seemed to attain sustainable 
profitable growth when they expanded the boarders of their existing 
business and started new activities in adjacent areas. The second 
observation was that successfully growing companies had managed to 
create a systematic and repeatable method for expanding their business 
into adjacent areas. 
Growth can be sought from areas adjacent to current core 
business. 
 
Opportunities for creating value should be sought outside the company 
boundaries, in the entire value creation network. This often means new 
alternatives in the division of work in the network (outsourcing and 
insourcing activities). A typical opportunity to create value is to move 
forward in the value chain, which enables a closer cooperation with 
customers and the broadening of the offering.  
 

Air Liquide – Growth through new business models  

Air Liquide is a French gas company founded in 1902. In the beginning of 1990’s the 
company was plagued by a multitude of problems: the financial performance was not 
strong enough, the operations tied up considerable assets and thus maintaining a 
sufficient utilization level for the production capacity was a constant struggle, the 
demand and price levels were very volatile and cyclical, there were little or none 
technological development, the products had become commodities and the contacts 
to the customers were at a minimal level.  

Air Liquide decided to approach its problems from the customer end of the equation: 
the company entered considerably closer cooperation with its customers. Part of the 
production was transferred to the customers’ facilities – enabling Air Liquide to 
observe its customers’ operations and challenges on sites. The close cooperation 
helped Air Liquide to notice that it actually possessed several competence areas that 
could be valuable to its customers. Examples of such potential competence areas are 
e.g. the techniques related to the energy use optimization, management of 
hazardous materials, measurement and observation systems, quality control 
systems, process automation, management materials with contamination threat and 
production planning.  

Air Liquide managed to leverage these competence areas and the company 
developed new customer focused business models based on its unique competences. 
The company took over e.g. the entire gas management process of BASF, including 
the inventory monitoring and management as well as distribution on customer’s 
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sites. Air Liquide succeeded in reducing the gas-related expenses of BASF by 30 
percent and achieved a position of a sole gas supplier of BASF. For another of its 
major customers, Texas Instruments, Air Liquide supplies specialty gases that are 
used to create ultra-clean production facilities. Air Liquide provides a reliability 
warranty which enables Texas Instruments to focus solely on its own core business. 
With this new business model Air Liquide took over all chemical-related operations of 
Texas Instruments and got a foothold on the 16 billion dollars chemical management 
business.  

The new business models have helped Air Liquide to turn its business around. The 
current markets of the company are from two to three times larger than the previous 
ones, the share of services have increased from 7 percent of the turnover to 30 

percent and only 15-20 percent of the business is any longer dependent on the 

global demand cycles. Air Liquide has also managed to grow its business measured 
with three important indicators: in 1996-2003 the company’s annual turnover 
growth was 10 %, the operating profit had increased 14 % annually and the market 
capitalization of the company had increased by 9 %. 

Source: Slywotzky et al. (2003) ”How to grow when markets don’t” 

 
Another way to seek new value sources in customer focused business is to 
look for opportunities to sell new products and services to existing 
customers and achieve greater turnover or higher revenue. The possibility 
of succeeding are a lot higher for new products if the company has good 
relations to its customers and it knows its customers’ present and future 
needs. This aspect is especially interesting in the Margin & Cash Flow 
Maintenance example portfolio, where finding new sources of cash flow 
is one of the main objectives.  
 
Based on research, growth to adjacent areas looks like a highly tempting 
alternative. But how should this expansion of core business be carried out 
in practise? Alternative ways can be: moving forward in the value chain, 
developing new products or services, utilizing new distribution channels, 
expanding to new geographic areas, approaching new customer segments 
and moving to entirely new areas with the support of existing 
competencies. 
 
There are success stories in all of the above-mentioned alternatives37. De 
Beers was successful in the challenging task of moving forward in the 
value network when it expanded its business from jewel wholesale to 
retail sales. IBM reached growth by creating new services and offerings. It 
added global services to its offering that was previously strongly based on 
hardware, and currently the global services bring half of IBM’s turnover 
and profit. The highly successful diet supplement producer EAS gives a 
good example of effectively utilizing distribution channels. The company 
made slight changes to its Myoplex nutrition bar and started distributing 
its product through the giant retailer Wal-Mart, in addition to the special 
health- and sport chains it already had in its distribution chain. Myoplex 
soon became the leading product in its category. Vodafone was very 
successful in expanding geographically, as it managed to grow from Great 
Britain to other European countries, the U.S and Japan. An excellent 
example of approaching new customer segments comes from the U.S 
based financial services provider Charles Schwab. Charles Schwab 
expanded its consulting services to its discount brokerage customers, in 
order to attain new prosperous clients. Moving to entirely new areas with 
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the support of existing strong capability is the most challenging and rare 
method of expanding to adjacent areas. American Airlines succeeded in 
this when it created the Sabre-reservation system, which is now more 
valuable than the airline itself. 
 
There are benefits in expanding to adjacent areas. First of all, this growth 
strategy does not, in any way, jeopardise the company’s current core 
business. In the best case scenario growth to adjacent markets strengthens 
the existing core activities. Additionally, creating a systematic and 
repeatable method of growing in adjacent areas may present a competitive 
edge for the company, which competitors will find exceedingly difficult to 
copy. The benefits of a repeatable growth model are: positive learning 
curve effects, controlled complexity, speed and strategic clarity. 

Managing parallel business models 

Increasing the value of the company’s customer portfolios should be the 
starting point for growth.  As the objectives and characteristics of the 
customer portfolios are different, maximizing growth necessitates 
different business models for the various customer portfolios.  
 
Developing these business models requires investments. Hence, the 
starting point for strategic planning should be an understanding of the 
growth potential in each customer portfolio. This estimation can 
subsequently be utilized to define an investment strategy for each 
portfolio, and the available funds can be allocated accordingly, giving the 
highest emphasize to those portfolios with the highest expected profits.  
The starting point for strategic planning should be an 
understanding of the growth potentials in each customer 
portfolio. 
 
Managing several business models in parallel questions the basis of many 
established strategy models. It seems that choosing between cost 
leadership, product leadership or customer intimacy is not applicable to 
today’s business world. From a growth point of view it seems far more 
sensible to simultaneously be a market leader, product leader and have a 
strong customer focus, but simply choose to emphasize these approaches 
differently in the various portfolios. From a strategic point of view this 
would indicate that a company’s primary role is to manage customer 
portfolios and make sure that it has an optimal customer portfolio 
structure, i.e. customer-mix, to reach its goals. 
It seems that choosing between cost leadership, product 
leadership or customer intimacy is not applicable to 
today’s business world. 
 
The Finnish steel company Ruukki is a prime example of a company 
simultaneously managing several different business models. In 2001–2002 
Ruukki’s financial performance was disappointing to investors. In 2003 
Ruukki announced its new strategy of introducing customer focused 
business model and shifting from a producer of steel to a provider of 
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metal solutions. The new business model is aimed at increasing contact 
and cooperation between Ruukki and its customers.  
 
All steel company must aim at optimal usage of its blast furnaces in 
relation to the available demand by “selling steel” as a commodity. In 
addition Ruukki has moved forward in the value chain, in order to sell 
more sophisticated, value-added steel products, such as roofing systems. 
The roofing systems include a broad range of choices, such as rainwater 
systems and several colour options and naturally the assembling of the 
entire chosen package. In this way, Ruukki is selling “more than steel”.  
 
Additionally, in the Construction Solutions division the organization has 
used its extensive knowledge of steel to innovate a new construction 
model. It has produced highly innovative new structural solutions for 
different construction processes, such as wall systems, where the 
customer can purchase highly developed wall panels, in which the 
quantity of steel is fairly low compared to the total value of the offering. 
The panels comprise insulation materials and the exterior surface includes 
options of, for example, stone or wood, in addition to steel. In order to 
create a market for the new steel construction model, Ruukki has actively 
sought contact with builders and architects. The company has 
communicated the benefits of steel construction by issuing publications, 
organising design competitions and arranging training events. The 
benefits for the customer are many. First, steel construction is very fast 
building method when compared to other alternatives like e.g. concrete 
construction. Shorter construction time translates into cost savings for the 
customers. Secondly, steel buildings have very competitive life cycle cost 
efficiency, a feature of increasing importance to Ruukki’s customers. 
Additionally steel buildings can be adapted according to different 
customer needs, have modern appearance and are safe to live in terms of 
e.g. fire safety and health problems associated with moisture and mould. 
In these cases it could be said that Ruukki sells “also steel”38. 

Differentiation without divergence 

Customers are different39 and thus success in the markets requires that a 
company differentiates its own activities in order to create offerings 
suitable for various customer needs. Differentiation may, however, be 
dangerous for the company’s cost position. Differentiation of business 
models can cause uncontrolled divergence. Divergence holds many 
connotations, but in this context it means that there is uncontrolled 
variation in all internal processes. This kind of uncontrolled divergence is 
created when people are forced to come up with their own ways of 
solving their customers’ problems on an ad hoc basis, as the situations 
occur. This creates an ad hoc mentality in which processes are not 
harmonized or consistent, but instead the processes are always unique, 
depending on the persons carrying them out.  
 
Process divergence should not be confused with complexity. Many 
production processes are highly complex these days, but they do not 
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include unintentional divergence. For example, when a customer goes 
into a car dealership to purchase a new BMW, she or he does not find a 
car ready in the shop but instead defines the soon-to-be purchased vehicle 
by choosing from various alternatives of colours, interiors, motors, etc.  
When the customer has chosen the best combination to suit her/his 
specific needs, the car becomes a unique product: the customer receives a 
mass-tailored product. Producing these mass-tailored cars is naturally 
complex, but the process does not contain unintentional or unnecessary 
divergence. A divergent process would mean that the customers could 
walk into a shop and suggest that they would prefer a vehicle with the 
steering wheel located in the middle, while the engine could be moved 
from the front to the back, for example.  
Too much divergence may lead to an unattractive cost 
position. 
 
The problem with divergence is that its relation to the total cost of 
delivery is exponential. Too much divergence may lead to an unattractive 
cost position. 
 
 
 
 
 
 
 
 
 
 

 

 

Figure 7: Relationship between divergence and total cost of delivery in a customer relationship  

. 

One of the central goals in defining business models is to avoid 
redundant divergence. The more specifically defined the processes are, 
the lesser the risk that they contain pointless divergence. 
 
The basic idea of differentiation is to better adapt to customer needs. The 
basis for this aspiration is the notion that the better a company is at 
providing benefits, which the customers’ genuinely appreciate, the more 
likely it is for the customer to be willing to pay more for the product or 
service. Differentiation (even though it adds divergence) is always 
advantageous, providing that the price benefits of the differentiation 
outweigh the costs of the divergence. 
Differentiation is advantageous providing that the price 
benefits of the differentiation outweigh the costs of the 
divergence. 
 
The price benefits of differentiation decrease as the level of divergence 
grows. Thus it is plausible that the price benefit curve of differentiation 
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would be much like that presented in the Figure 8. It would be 
advantageous for a company to be able to identify the optimum level 
between the price benefits brought forth by differentiation and the costs 
caused by divergence and, as a consequence, maximize profits. 
 
 
 
 
 
 
 
 
 
 

   

 

 

 

 

 

 

Figure 8: Price premium available from differentiation. 

 
Differentiation and its impact on profits have not been studied 
extensively. One study that included the analyses of how 50 large 
European and American companies tailored their offerings to meet 
customer needs, showed that there was a 2:1 difference between the 
economic performance of ”intelligent” and ”normal” differentiators40. 
Also, two thirds of the companies that had a tailoring program were not 
successful in their attempts to increase their turnover or revenues. For the 
most part, the tailoring attempts seemed to be prime examples of too 
much divergence: tailoring without intelligence shifts the attention of sales 
and marketing from the genuinely valuable offerings and profitable 
customers, thus causing vast costs with no profits to match.  
Tailoring without intelligence shifts the attention of 
sales and marketing from the genuinely valuable offerings 
and profitable customers, thus causing vast costs with no 
profits to match. 
 
How to avoid these pitfalls? Companies must succeed in three things to 
mould the differentiation cost benefit curve to its liking.  
 
First, companies must understand how differentiation creates value to not 
only the customer, but to the company itself as well. Companies 
recurrently aspire to set themselves apart from competition and create 
value by adding differentiation/tailoring and specifying their segmenting. 
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Doing this will generate greater profits – to a certain point.  Problems 
arise if competitors decide to go into an arms race in tailoring: in these 
cases the ever-growing costs of tailoring start affecting the margins of the 
products and services. Companies must, in fact, try to maximize their 
profits by comparing the potential of their chosen customer portfolios to 
the cost effect of tailoring.  
 
Second, companies must concentrate on controlling or managing 
divergence. Instead of pointlessly adding the amount of tailoring, a 
company should create differentiation concepts, built on modularized 
offerings. Gaining an in-depth understanding of the needs of different 
customer segments helps companies create offerings, which increase 
customer share and deepen strategic customer relationships, without 
endangering the economies of scale.  
 
Third, companies should control the costs differentiation causes – they 
should strive to create value with the lowest possible costs.  This can be 
achieved by focusing on building business models for the most important 
customer segments, and by crafting key processes, in order to efficiently 
fulfil customer needs whilst simultaneously decreasing total costs. 
 



Driving Growth with Customer Asset Management 

Kaj Storbacka 

72 

6 Investments for growth 

‘‘Where is the profit?   
In yesterday’s world: with the player who has the highest market share.  

In today’s world: with the player who has the best business model.’’ 

Slywotzky  et al., 1997 

 

 
Growth does not just happen – it requires allocation of resources into 
creating new customer relationships and improving existing ones, as well as 
developing new business models. Customer focused growth requires 
investments to enable the full-scale utilization potentials in customer 
relationships. This means that a company must come up with new insights 
on how to allocate resources – it must decide on how to redirect both costs 
and assets in new ways. The first priority, however, is to make the current 
investments into customer relationships transparent and analyse if they are 
focused on the right customer portfolios. 
 
 
The main ambition of customer asset management is to increase 
shareholder value by better understanding of how the company can 
capture value from its existing and new customer relationships. In chapter 
3 customer relationships were defined as a process, in which exchange 
occurs between the customer’s processes and the company’s processes, in 
such a manner that value is created to both parties. The business model 
defines the exchange, and thus the amount of value that is created by the 
exchange.  
 
If a company wishes to increase value capture, it needs to change the 
existing business models in cooperation with its current customers or, 
alternatively, find new customers, with which it can create value using 
existing business models. (See illustration in chapter 3)41. 

Investing means allocating resource  

Companies must invest into the continuous development of their 
business models to ensure that spread (and, accordingly, earnings) can be 
maintained in the future. Analysts are interested in these investments: 
what is the total level of investment, what is the company investing in, 
and what share of these investments can be funded by earnings created by 
the existing core business – related to the need for outside funding. 
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Enhancing the value of the customer base necessitates the continuous 
development of customer relationships and business models. Thus 
investments are a key issue when developing the customer base.  The 
investments into customer relationships aim at enabling the full-scale 
utilization of the value creating potential in the customer base.  
 
Investments into customer relationships have two goals. First, 
investments need to be made in order to optimize the structure of the 
customer base. This means acquiring new customers and possibly 
terminating some existing customer relationships, to ensure both an 
optimal customer-mix as well as the good quality of the customers (small 
risks and big potentials). Second, a company must develop its existing 
business models so that it can enhance its existing customer relationships 
(or move them from one portfolio to another) and capture more value. 
These two types of investments will, in this title, be referred to as 
customer relationship investments (and at times, customer base 
investments or investments into customers).  
 
The use of the word “investment” calls for further clarification. 
Traditionally, investments are seen as an allocation of resources where the 
cost associated with the resource is activated into the balance sheet. 
Hence the investment is assumed to have an impact not only on the 
ongoing year, but on future accounting periods as well.  
Companies need to take into account both the balance 
sheet and the P&L statement when analysing investments 
into customer relationships. 
 
Companies with a customer asset management approach need to take into 
account both the balance sheet and the P&L statement when analysing 
customer relationships. Consequently, analysis of investments into 
customer relationships must cover both the balance sheet and P&L 
statement. Cost items in the P&L statement can also be seen as 
“investments”, from a customer asset management point of view. This 
view is supported by the fact that certain resource allocations on the cost 
side of the P&L statement will have a long-term impact on the company’s 
possibility to create and capture value in the future – even though they 
cannot be activated into the balance sheet according to current 
accounting standards.  
 
This is a challenging and complex debate by nature. An interesting 
question is, for example, how should sales and marketing costs be treated? 
Marketing people often feel that marketing costs should be looked upon 
as “investments into long-term brand development”. Some companies 
have taken this stance and activated brand development costs and costs 
associated to customer acquisitions into the balance sheet (one example 
of activating marketing costs comes from the Finnish mobile operator 
Saunalahti. The company’s accounting practices are described in end note 
5). I, however, find this to be a dangerous path to take, and do not 
recommend that costs elements should be transferred to the balance 
sheet. It is more a question of understanding all the cost items that have 
an impact on developing the customer base. Even so, I will be using a 
definition of investments that can be considered broader than the 
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traditional connotation of the term, because many of the cost items in the 
P&L statement are such by nature, that they will have long-term impacts 
on the company’s ability to create and capture value. 
 
Most companies do not have a process by which they allocate resources 
into customer relationships. The problem in itself is simple: investments 
into customer relationships are made in many lots by several different 
functions – and nobody pays attention to the investments as a whole. 
Marketing invests into certain customers or segments from a customer 
acquisition point of view, sales people invest into specific customers from 
a cross-sell and up-sell point of view, customer service invest into 
developing service models for chosen customer groups, product 
development invests into a number of segments by creating products 
designed specifically for them, etc. As no single entity actually “owns” the 
customer relationships within an organization, no one will be concerned 
in creating an comprehensive perspective of the customer relationships.  

 

Examples of customer relationship investments 
 
Account Management investments 
- Sales projects 
 
Service development investments 
- Joint R&D projects 
- Product, service or customer service process adaptations and customizations 
- Financing of inventory  
- Distribution channel financing 
- Investments into business process alignment initiatives 
- Opportunity cost 

 
Marketing investments 
- Marketing support to channel companies 
- Discounting schemes 
- Customer acquisition costs 
  

 
One argument that speaks on behalf of making customer investments 
transparent is the fact that these investments should also be dealt with as 
strategic resource allocation issues. The resource allocation between 
customer relationships should be aggregated to such a level that they can 
be managed through normal investment processes and thus dealt with at 
the highest level, by the board of directors or management group.  
The resource allocation between customer relationships 
should be aggregated to such a level that they can be 
managed through normal investment processes. 
 
Tom Muccio, who prior to his retirement acted as the leader of Procter & 
Gamble’s Worldwide Global Customer Team, suggested in an interview 
that board of directors should have special committees for customer 
relationship issues. His argument was that since most boards have various 
committees for remuneration and accounting issues, then why should a 
board not have a committee to control the company’s primary asset: the 
customer relationships?  
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Investing in customer bases 

One of the central aspects of developing the customer base is to ensure 
that there is a fit between the customers in the customer base and the 
chosen strategy. The idea is to improve the quality of the customer base 
by terminating customer relationships that have no potential, or have high 
levels of risk. Correspondingly, the idea is to acquire new customers with 
great potential and a good fit with the chosen business model. 
 
Customer quality and the quality of customer relationships. There 
are principally two aspects to managing the performance of the customer 
base. The first aspect is called “customer quality”, which refers to the 
quality of the customers in the customer base. The idea is that there are 
differences in the “quality” or characteristics of customers, which depend 
on the customers themselves. For example, corporate customers with a 
rapidly growing business of their own are of better quality than a 
customer with a stagnating business.  
 
The other aspect is partly independent of the customers’ quality per se, as 
it refers to the company’s ability to build good relationships with its 
customers, i.e. the “quality of customer relationships”. The quality or 
characteristics of customer relationships is primarily defined by the 
business model(s) that the company has in use.  
 
The value of the customer base is always relative. There is no 
absolute value of the customer base, which would allow the objective 
comparison of the customer bases of different companies. A customer 
base that one company finds less valuable may be valuable to another 
company – depending on the type of business models these companies 
are working with. Thus the value of a company’s customer base must be 
looked upon in relation to the company’s strategy, and in relation to the 
customer bases of competitors.  
 
The fit between strategy and customer base determines the 
outcome. The development of the customer base is dependant on the 
strategic position the company has chosen, as well as on the defined 
strategic goals. Therefore, the customer base must be analysed in terms 
how well the customers and the customer relationships fit with the 
chosen business model. Providing that, for example, a mobile phone 
operator chooses a business model, which is based on aggressive price 
competition and has new customer acquisition as its objective, it is 
apparent that the customer base this approach creates will be highly price 
oriented. For some other operator, price oriented customers might be of 
low quality, but for this chosen business model, they are excellent.  
 
The performance of the customer base is strongly dependant on the 
company’s ability to create and work with business models that enables 
value capture. A customer relationship can be highly valuable in itself, but 
if the company lacks the ability to create business models that enable 
value capture, the customer base is in fact, low quality. 



Driving Growth with Customer Asset Management 

Kaj Storbacka 

76 

 
Investments into creating new customer relationships and 
enhancing the existing ones. Investments into developing the customer 
base can be divided into two categories42. On the one hand it is a question 
of creating new customer relationships, i.e. customer acquisition. On the 
other hand it is about retaining current customer relationships and 
enhancing them43. This planning should be done from a portfolio 
viewpoint, because in part this action may be a question of migrating 
customers between different portfolios. A customer that has no value in 
one portfolio may be valuable in another.  
Companies have to find the optimal balance between 
investments aiming at customer acquisition and 
investments aiming at enhancing of current customer 
relationships. 
 
An important starting point in enhancing customer relationships (which is 
not mastered well in many companies) is to determine how investments 
should be allocated between customer acquisition and enhancing existing 
customer relationships. Companies should make this division transparent 
to enable the optimization of, for example, the investments done by sales 
and marketing. 

More valuable customer portfolio through customer 

acquisition  

The purpose of customer acquisition is to enhance the customer base. It 
is not possible to intelligently carry out customer acquisition without 
dividing the existing customer base into customer portfolios and analysing 
these portfolios. By portfolio specific analyses the company can define 
the customer profiles needed for customer acquisition. Using target 
profiles customer acquisition can be done in a manner that ensures the 
quality of the customer base and hence the development of the 
company’s value capture abilities.  
 
The quality of new customers must always be assessed in relation to the 
business model used in the customer portfolio as well as the average 
customers on the market. For example, increasing the absolute amount of 
customers will not provide an answer to the company’s growth and 
performance goals unless the company’s situation develops in the defined 
competitive arenas.  
Customer acquisition should focus on acquiring customers 
that are of a higher value than the average value of the 
customers already in the portfolio. 
 
The only way to increase the total value of a specific portfolio is to 
acquire customers that are of a higher value than the average value of 
those customers who are already present in the portfolio. Another 
possibility of increasing the total value of a customer portfolio is to 
terminate those customer relationships that have a lower-than-average 
value. There are, however, substantial risks involved in terminating 
customer relationships, as it may cause “bad will” in the market that 
hinders customer acquisition.  
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It is also important to keep in mind the possibility of acquiring customers 
from other portfolios. A customer that is not suitable for the business 
model used in a specific portfolio may prove to be an excellent fit with 
another portfolio.  
 
There are several issues that need to be considered when acquiring new 
corporate customers. First, special attention should be paid to the 
customers’ risk profiles. The main objective is to avoid bringing in the 
kind of risks that will increase the total risk of the portfolio. Hence the 
aim should be to find customers that do not have an overly strong 
correlation with other customers in the portfolio or, additionally, to find 
customers that decrease the dependency on individual customers in the 
portfolio in question.   
 
Another important aspect has to do with choosing segments in the 
market. Industry segmentation is often used in a B2B context. If so, the 
customer’s segment is of particular interest in new customer acquisition. 
Some experts44 say that the same basic principle, which is used when 
investing in the stock market, is applicable to this situation as well. 
Roughly speaking, three quarters of the value increase occurring in the 
stock market takes place by choosing the right industry to invest in and 
one quarter by choosing the right companies to invest in within this 
segment. The same logic applies to choosing customers. The most 
important issue to deal with is finding the right industries and only after 
this should attention be given to finding the right, successful companies 
within the industry. 
The process of customer acquisition can be described as follows: 
 
1. Customer acquisition strategy and goals. Before starting customer 

acquisition, a company must have an idea of what goals it aims at 
reaching through customer acquisition and how it expects to achieve 
them. At this stage decisions are made over how customer acquisition 
will be controlled and reported. To ensure that customer acquisition 
can be monitored, it is important that all actions and their effects are 
followed up from phase to phase, up till the birth of the new 
customer relationship. This allows the company to better evaluate the 
success of different actions and, when necessary, update the customer 
acquisition model and plans. 

2. Identifying potential and target groups. The company must 
choose the most interesting target groups from the mass of potential 
according to the goals defined in the previous stage. The value of the 
target groups should be looked upon from different perspectives: the 
accessibility of the target group, potential profits, costs 
(direct/indirect) and the strength of the potential customer 
relationships. Defining the value of the different target groups allows 
the company to focus its customer acquisition actions and allocate 
resources accordingly. It is important that the chosen target groups 
must be large enough for the company to attain the needed amount of 
potential new customers for all the stages of customer acquisition.  
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3. Generate attention. At this stage the customers have been singled 
out and identified as a part of the target group. In order to seize the 
customers’ attention, the company should now engage in actions, 
which generate prospective customers for the company. To ensure 
successful planning and controlling, each action should be given a 
goal and subsequent actions, a desired outcome, an outline of costs 
and necessary customer information, and a value proposition to the 
customer. The value and efficiency of actions associated with 
customer acquisition vary. Thus a company must identify the most 
valuable actions that enable the best possible results.  

4. Reacting to the customer’s interest. At this stage the customer’s 
interests have been recognised – the customer has been given, for 
instance, a preliminary offer. Reacting to the customer’s interest and 
securing that a customer relationships is created are now imperative, 
as the customer has already expressed interest toward the provider 
and expects that the promises given earlier (to seize the customers 
interest) are kept. These promises must be kept in a systematic 
manner across units and channels. 

5. Securing the start of a customer relationship. The goal of this 
stage is to ensure the birth of a new customer relationship. Thus the 
central activities include negotiating contracts, agreeing on upcoming 
activities and, hopefully, signing the contract.  

Investing in customer relationships 

Companies must understand the nature of two components that together 
form the starting points for enhancing customer relationships.  
 
Understanding industry logic and the nature of the customer 
relationships. The first requirement is that a company is aware of its own 
industry’s business logic. A company must understand how dependent 
business development and profitability is on customer acquisition and 
what the dependency is on retaining current customers. In addition, 
competitive dynamics have an impact on the amount of investments that 
are needed for both customer acquisition and enhancing existing 
customers.  
 
Another point that requires attention is the nature of the industry’s typical 
customer relationships. Roughly speaking, customer relationships can be 
divided into two groups. Some customer relationships are built up from 
discrete, singular transactions. For example, customer relationships in 
retail stores are like this. Every time a customer visits a retail store, she or 
he can basically make a different purchasing decision. The customer can 
choose a store from another retail chain, or regularly visit a unit of the 
same retail chain but make varied purchasing decisions between products. 
The role of purchasing decisions becomes emphasized in discrete 
customer relationship.  
 
The other extreme of the customer relationship continuum is a 
relationship that is continuous to its nature. In these relationships the 
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customers choose a provider and “subscribes” to its products or services 
over a longer time period. This is typical for banking, insurance, 
electricity, mobile phone operators and newspapers. Often the purchasing 
decisions in these customer relationships are made fairly seldom, although 
the customers interact with the supplier on a regular basis. A customer 
may, for example, make a single purchasing decision and take a mortgage 
of twenty years from a bank, make payments for two decades that 
necessitate continuous contacts with the bank, but no further purchasing 
decisions are made during this time period. It is clear that customer 
relationships building up from discrete transactions are more subject to 
change than continuous customer relationships. There is an inbuilt inertia 
in continuous customer relationships, which in itself contributes to the 
longevity of the relationship. 
 
Building business models that attract customers to making more 
purchasing decisions in continuous relationships is risky. This has been 
shown in, for example, the actions of mobile phone operators: operators 
have, through their own business models, taught the customers that 
changing providers is both easy and profitable.  
Most loyalty programmes have been created in industries 
with customer relationships that are discrete to their 
nature. 
 
In customer relationships built up on discrete transactions, the business 
models are designed to make long-term commitment attractive. Therefore 
most loyalty programmes have been created in industries with customer 
relationships that are discrete to their nature (retail stores, airlines, hotels 
etc.). 
 

Finnair - Investments in relationship strength 

Companies offer their customers benefits and discounts worth millions of euros 
through loyalty programs. Investments in the customer relationship strength in the 
form of loyalty programs are especially common in industries where customer 
relationships are discrete in nature, such are retail and airline.  

Finnair is the Finnish flag carrier, founded in 1923. In its annual report 2003 Finnair 
reports unutilized air miles (Finnair Plus points) worth over 20 million euros. By the 
end of 2003 over 600,000 members had registered to the Finnair Plus loyal customer 
program. It is, however, worth noticing that the refunds and discounts do not cover 
the entire picture of costs incurred to the companies by the loyalty programs: the 
management of a loyalty program, communicating about it and marketing it create 
also considerable expenses. 

Source: Finnair  annual report  2003 

 
Creating spread and duration. The goal of enhancing existing customer 
relationships is to increase value capture. In this context I discuss only 
enhancement that happens within in the same customer portfolio. 
Enhancing that requires migrating customers from one portfolio to the 
other is a separate matter. 
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Value capture can be enhanced in two dimensions: by improving the 
spread of the customer relationships, and by improving the duration of 
customer relationships. 
 
Investing for improved spread. These investments are often the cost 
items in the P&L statement caused by marketing actions. They are 
different kinds of marketing and sales campaigns that aim at growing 
customer share. Marketing often describe these as cross-selling and up-
selling.  
 
The aim of cross-selling is to ensure that the company get a larger share 
of the customer’s wallet. Thus the starting point is to analyse the 
customer’s situation in relation to the products and services that the 
company offers and then try to sell new products to a customer who has 
already purchased from the company in the past. Cross-selling can be 
done with either pure product campaigns or by creating different product 
packages, in which the customer can buy several products at once. 
 
Up-selling can be achieved by selling more of a product or service that a 
customer has already purchased or by convincing the customer into 
upgrading to a better-quality or newer product.  So, for example, in car 
dealerships the aim can be to sell a larger or newer car to the customer.  
 
Improving spread also includes investments associated with changing the 
business models. These changes are aimed at decreasing costs related to 
managing customer relationships. Thus the goal may be to make the 
customer relationship more efficient by moving encounters within a 
relationship into less expensive channels or by making self-service a true 
option.  
 
A central problem associated with enhancing customer relationships 
within the customer base is the risk of overexploitation or abuse. By 
overexploitation I mean excessively utilizing the best customers through 
cross-sales and up-sales to the extent that their entire purchasing potential 
is used up or they themselves feel abused and thus terminate the customer 
relationships. I have witnessed this happening in both B2B and B2C 
customer bases and often enough the development completely surprises 
the company and especially its board of directors. Hence, short-term and 
short-sighted investments into utilizing the customer base can be 
hazardous and demand special attention.  
 
Investing in duration. I have written substantially on this theme in the 
past45. Duration requires: (1) decreasing volatility and focusing on “long 
money”, (2) ensuring the right kind of attitudes (attitudes reveal what the 
future behaviour of the customers will be) and (3) building bonds in the 
customer relationships. 
 
Decreasing volatility and focusing on “long money”. Decreasing 
customer relationship volatility reduces risks. For example, the goal might 
be to have an even level of purchases volumes from the customers over 
time, as the more the volumes fluctuate from one year to the next, the 
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harder it becomes for a company to plan its actions. Another aspect of 
volatility is naturally the uncertainty caused by a rapid turnover of the 
customer base. The longer the duration of the customer relationships, the 
easier it is for a company to plan business development in the long run.  
 
Another noteworthy aspect associated with duration is the concept of 
“long money”. It is of interest to all kinds of companies to create long-
term contracts, as they make forecasting remarkably easier. This is the 
primary reason why many B2B companies are focusing on increasing their 
service business. The spread might be smaller in the service markets than 
in products, but often services lead to continuous long-term revenues. 
For this reason, it may be a good idea to, for example, offer a 
maintenance contract when selling equipment, as it enables long-term 
relationships with continuous and lasting cash flows.  
 
Attitudes forecast future actions. Attitudes have been measured with 
numerous indicators. For instance, back in the 1980’s a prevailing idea 
was to measure customer satisfaction. Currently, the trend is in creating 
loyalty indexes, which may be based on satisfaction, the willingness to 
recommend services to others, the probability of continuous purchases, 
and the perceived value in relation to competitors.  
 
Customer loyalty was studied extensively during the 1990’s. At this time 
scholars came up with the idea that loyalty is the key driver of a 
company’s success. There was much talk of so-called good spirals (or 
service-profit chains) where a customer’s loyalty strengthens companies, 
which in turn enables continual renewal and better profits46.  
In addition to the loyalty metrics, companies should also 
aim at creating monetary indicators which measure the 
customers’ behavioural patterns. 
 
Loyalty is of course important but I propose that companies should also 
aim at creating monetary indicators, which measure the customers’ 
behavioural patterns. Loyalty’s role for the duration of competitiveness 
varies based on industry logics and the nature of the customer 
relationship. In some industries, as for instance in financing, it has been 
proven that the customer’s attitude has remarkable implications to future 
behaviour as well. It has also been established that customers who have a 
positive attitude toward a specific company are more likely to grant a 
larger share of their wallets to the company47.  
 
On the other hand, I am quite critical to the idea that a loyal or satisfied 
customer would be willing to pay a higher price for a company’s services. 
Companies that believe in this notion will soon notice that there are quite 
a few exceptions to this rule. The idea in itself is correct, but in practice it 
has been shown that in the long run a company must have competitive 
prices to survive in the market. 
  
Building relationship bonds. An important aspect of customer 
relationships, which was understood in the 1990’s, is that the duration of 
a customer relationship is dependent on the bonds built into the 
relationship. These bonds can be social by nature or be based on 
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technology. They can originate from a common cultural background or be 
built on product related ties. They can also be judicial bonds, i.e. contracts 
or geographical ties. The main purpose of all of these connections is to 
create barriers to exit for the customer. (See for instance Storbacka & 
Lehtinen 2001).  
 
Bonds related to a customer relationship can be systematically built into a 
business model. It should not be a matter of coincidence, but rather a 
result of systematic long-term actions, through which the duration of the 
relationships can be improved. However, no customer relationship 
becomes permanent based on just one specific bond. It is the sum of the 
bonds that matters and their compiled effect: it is a question of “and-and 
logic”, not an “either-or logic”. 

Investing in business models 

Business models are the key tools for creating growth. In order to 
maximize growth the central goals of the company’s strategy have to be 
interpreted separately for each portfolio. After this separate business 
model (or alteration of the same business model) should be developed for 
each portfolio.  

Compatibility is imperative in business models 

Many different approaches can be used in defining business models48.  
The picture below portrays Vectia’s method of depicting a business 
model. A business model is constructed of nine separate parts. By altering 
and adjusting these parts, a business model can be modified for different 
portfolios.  
 
 
 
 
 
 
 
 
 

 

Figure 9: Dimensions of a business model 

 
It is crucial to note that a business model only creates competitive 
advantage if all of its parts are compatible. Therefore, amending one part 
may require the adjustment of many of the others. If a company for 
instance wants to increase its service business, it may be necessary to re-
think the company’s pricing mechanism, consider changes in sales 
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management, create new production processes and change the 
management system (structures, planning and follow-up).  
A business model only creates competitive advantage if 
all of its parts are compatible. 
 

Organizing according to business models – Vaisala 

Vaisala is a global market leader in products and services for environmental and 
industrial measurement. The main customer groups of Vaisala are meteorological 
and hydrological institutes, aviation organizations, defence forces, road and rail 
organizations, weather related private sector, system integrators and industrial 
companies. Vaisala is a truly global company: it operates in all continents and 
operations outside the home market account for 96 % of the company’s business.  

When developing its business models, Vaisala found out that managing multiple 
business models in parallel required also changes in the organizational structure. The 
new business models concentrated more on services than the previous ones and the 
development of the service business gathered speed only after the company was 
organized based on its business models.  

Currently each of the Vaisala’s divisions (Measurement Systems, Solutions and 
Instruments) is built around one main business model and this business model also 
steers the strategy of the division. The share of services compared to the total 
turnover has increased in all divisions, indicating successful execution of the service 
oriented business models.  

Source: Tekniikka & Talous 25.8.2004, www.vaisala.fi 

 
In the following I will provide brief descriptions of the different parts of a 
business model.  
 
Customer definition. The foundation for defining a business model lies 
in defining the focal customer. A crucial part of customer definition is 
creating a segmentation model for the company (this term is not 
synonymous with portfolio definition). The segmentation model is used 
to identify the central user-segments and their characteristics. A 
fundamental part of this work is to define how customer information is 
managed. The question at hand at this stage is, what information must be 
obtained of the customers, where can this information be acquired, how 
is the information to be stored, how can this information be developed 
into knowledge, what functions utilize this information and in what form 
and how is this information distributed amongst the subcontractors and 
other parties working in the value creating network. 
 
Value creation. A company must identify its own position on a 
portfolio-by-portfolio basis, according on the customer definitions. How 
a company wants to position itself with respect to its competitors must 
differ in each portfolio. The central tool for the positioning is defining 
value creation on a segment-to-segment basis, i.e. identifying what is the 
fundamental benefit that a company strives to produce for its customers 
in each segment? Benefit is often defined as an idea or attribute, which 
genuinely differs in each segment and which gives a company competitive 
advantage in comparison to its competitors. Next, an offering is built 
around the element in order to define what product-, service-, and 
information components the value creation requires. 
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Value capture. Next, the created offering should be evaluated in order to 
see how it could maximize the value capture to the company. This means 
defining the earnings logic of the company. An element of the earnings 
logic is the defining of pricing logic and cost- and capital structures. The 
differences in the different portfolio specific business models must be 
distinguishable in the earnings logic as well. Therefore, the fundamental 
substance of building business models is to consider the various options 
of changing pricing logic, as well as cost- and capital structures.  
 
Management system. Each business model requires its own 
management system, which in practice covers three things. First, the 
company must define what type of organizational structure the business 
model will be managed with. Second, it is a question of deciding how the 
annual planning, related to carrying out the business models, will be done. 
Third, the company must define what key performance indicators (KPIs) 
will be used. 
 
Offering and contract management. Combining the afore-mentioned 
two sections requires the further definition of the offering. The offering 
is a description of all the components, which comprise the substance of a 
customer relationship. Central questions include defining the number of 
these components, the degree of bundling, and opportunities for 
customization. In many customer relationships the substance of the 
offering (and simultaneously the company’s promise to the customer) is 
defined through the contract (either written or verbal). It is often crucial 
to make this contract visible in order to alter the definition of the 
offering.  
 
Capabilities and business infrastructure. A company’s capabilities, 
often manifested in the legacy systems, can often prove to be the biggest 
obstacles to altering business models. During the past 20 years, I have 
struggled with numerous different types of databases, in an attempt to 
find indicators that measure the performance of customer relationships. If 
a company has pursued product-based growth for years (sometimes 
decades) this means that its competences are related to products and that 
all its processes have been built to facilitate the management of products.  
 
Go-to-market. The business model must define how the company is to 
approach customers in each segment. This part of the business model can 
be divided into three sections. The first has to do with creating demand, 
i.e. how marketing is handled. Second, the sales- and account 
management processes have to be defined: how to create sales in a chosen 
segment. Third, the company must define a channel strategy, i.e. what 
type of sales channels the company will use to reach customers and how 
these channels are to be managed.  
 
Operations. Producing the defined offerings requires a process, to 
manage the supply networks, the production process, and the delivery. 
Thus, it is a question of defining the work division in the value network. 
Developing the business model may require outsourcing or insourcing 
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certain functions or business processes, depending on what type of capital 
structure produces the maximum profit.  

 
Fulfilment. The business model also defines the way in which the 
described offerings, be they goods or services, are delivered to the 
customer. In addition to logistics, the management of customer services 
or the subsequent marketing efforts are a part of the supply process. 

 
I have purposefully left out a significant part of management from this 
description of a business model, i.e. topics related to human resource 
management: selection, development and remuneration. This limitation 
has been made, because as far as business models are concerned, this title 
concentrates on the value capture for a company and especially in changes 
in the earnings logic.  

Generic business models 

Business models define the basis of a company’s competitiveness. 
Therefore the central dimension of a business model is defining the 
earnings logic. Companies are in a constant change, and because of this, 
the earnings logic also changes regularly. Managing these changes is, 
however, a demanding process and changes in business models should be 
taken very seriously. Above all, it is important to keep in mind that 
developing a business model by altering only one of its elements is rarely 
successful – normally it requires simultaneous alteration of many 
elements. 
 
B2B companies are progressively interested in changing their business 
models because product differentiating has, due to increased 
commoditization, become quite difficult. Companies are being forced into 
the “commodity corner”, i.e. into competition where the only variable is 
price. Many B2B companies consequently mention “moving forward in 
the value chain”, “solution selling”, or “value selling” as their main 
strategy.  A central idea that many companies in bricks and mortar 
industries share is emphasising the significance of services. Transferring 
from products to services, however, is challenging. 
 
Bain & Co (Baveja et al. 2004) has researched this transition and found, 
for instance, that when product oriented companies transferred over to 
services, their sales growth slowed down and their margins decreased. 
Additionally, out of the companies being researched, only 20 % of those 
companies, which had actively moved towards services, saw the transition 
as being successful. Changes in business models are difficult, and altering 
the earnings logic in a traditional field can bring forth surprising obstacles. 
Innovating and developing business models is the key to 
success. 
 
It does, however, seem that innovating and developing business models is 
the key to success. In fact, Kim and Maubourgne (Kim & Maubourgne 
1997), who have studied value innovating extensively, claim that radical 
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innovations hold within them the possibility of producing significant 
value. They studied business model changes in a hundred companies and 
divided them into radical and incremental changes. Radical business 
model changes could only be found in 14 % of the researched companies. 
These 14 % of companies, however, made up for 38 % of the combined 
turnover and 61 % of the overall combined profits of all the researched 
companies. Their conclusion was that although radical changes are 
difficult, it is likely that these changes hold within them the key to gain 
the kind of competitive leverage, which significantly increases profits. 
 
The generic portfolios created when dividing the customer base into 
portfolios are by nature so diverse that it is possible to recognise generic 
business models, suitable for each portfolio. It is easy to recognise three 
different types of generic business models.  

“The producer” seeks economies of scale. The first model can be 
called the “producer”. The basic idea of this business model is to be a 
producer of specific product or service components. This is a very clear-
cut business model, in which the goal is to produce components as cost 
efficiently as possible, i.e. price competition is the foremost aim. The 
advantage of this business model is that customer relationships are most 
probably quite simple and there plausibly is no need for a great number of 
them. The competitive logic is simple as well, as it builds on economies of 
scale. 

“The application provider” develops customer-based solutions. The 
second generic business model could be called “solution or, application 
provider, or bundler”. This is a truly customer focused business model. 
Hence, the idea is to choose a segment and build a superior application 
for its specific needs, created out of the sum of goods, services and 
information. A company must first of all choose the right segments for 
this type of business model. Secondly, it is pivotal to allow for an open 
business model architecture, i.e. to understand that a application provider 
does not have to produce all components in the offering that it provides.  
A provider makes sure that it does not end up producing components in 
which it has no competitive advantage. Hence, this business model will be 
engaged in a many forms of partnerships with suppliers of goods, services 
and even and business process managers. Outsourcing is often a central 
ingredient in business model.  

“The innovator” shapes the logic of a field of business. The third 
generic business model can be called “value innovator, industry shaper, or 
value network architect”. The basis for this business model is to act as a 
shaper of the structures of the value network. By reshaping the value 
network, a company creates a superior competitive advantage, as well as 
new products and services. It is characteristic for a value network 
architect that as many of its cooperation partners as possible find the 
cooperation beneficial. Thus the majority of the actors in the value 
network find it advantageous to aid the “architect’s” success, because they 
benefit from it themselves.  
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Business model innovation 

Ultimately, growth is always based on innovations. A company that 
cannot innovate is not able to grow in the long run. There are always 
changes in the competitive market and the customers’ situations; 
therefore continuous renewal must be a fundamental goal for all 
companies. 
 
As has been showed in the previous chapters, there are differences in the 
customers’ innovativeness and in their ability to adapt new products and 
solutions. Some customer relationships provide a company with a better 
starting point for renewal than others. Thus a company should 
concentrate its renewal activities on selected customer portfolios, and set 
its renewal goals on an individual customer basis. 
 
From product innovations to business model innovations. The 
innovation discourse often concentrates too strongly on products. When 
speaking of about innovations, most people naturally think of product 
innovations. But innovation can just as well be related to a business 
model innovation. Developing a business model, does not necessarily 
even call for an innovation related to the basic product, but instead it can 
enhance the compatibility of the different dimensions of the business 
model and thus add value to both the customer and the company.  
 
In many asset heavy companies with a background in commodity 
production, the search for innovations focuses on the wrong issues. A 
good example of this is to be found in a commodity company. Substantial 
changes have already been made to their business model, thus enabling a 
forward move in the value chain. Only about 25 % of the earnings of the 
customers come directly from the manufactured basic product. In spite of 
this, 100 % of the R&D budget is used for the molecular development of 
the basic product! One does not have to be much of a business manager 
to see that at least part of the R&D related investments should be 
reallocated. Therefore, my opinion is that even partial reallocation of the 
R&D budget to business model innovations and the better control of 
customer portfolios would produce dramatic value for many companies. 
Reallocation of the R&D budget to business model 
innovations would produce dramatic value for many 
companies. 
 

Value innovation by changing customer’s process – JCDecaux 

Since its foundation in 1964, the French JCDecaux has grown to be the leading 
company in outdoor advertising in the world with a help of a truly innovative 
business model. Traditionally, cities and counties themselves had managed and 
maintained the bus, underground and tram stops within their area. JCDecaux offers 
the municipalities an opportunity to outsource the management of this ”street 
furniture” to the company – in return for its efforts JCDecaux gets the right to sell 
outdoor advertising space to the street furniture it manages. 

This process innovation benefits all parties involved. Cities and counties get up-to-
date street furniture that suit the city in question (all street furniture is always 
designed to match the atmosphere and architecture of the city – the same street 
furniture would not suit Helsinki, Paris and Washington!) without having to spend 
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any public funds or resources to their management and up-keep. JCDecaux on the 
other hand gets access to lucrative outdoor advertising space in the most visible 
spots in major cities.  

This business model based on changing the customer’s process has been very 
successful. JCDecaux is a clear global market leader in street furniture and airport 
advertising. Currently JCDecaux operates in 46 different countries and in 3,400 cities 
around the world. In 2005 the company’s turnover was 1.7 billion euros. The 
company’s overall earnings before interest, tax and depreciation (EBITDA) was 27 % 
while the respective number for the street furniture business was an astounding 42 
%.  

Source: Normann (2001) ”Reframing business: when the map changes the landscape”, 

www.jcdecaux.com 

 
The leap from one s-curve to another is a key growth competence. 
There are only a few truths in business, on which all scholars agree. The 
innovation diffusion theory49 is, however, widely accepted. In practice, the 
innovation diffusion theory means that the pace by which a market (a 
customer population) adapt new innovations (products, ideas, business 
models) follows the normal distribution curve, also know as the Gauss 
bell curve. This means that the penetration of a market can be described 
with a so-called s-curve. First, adaptation happens slowly through small 
customer groups, next there is a fast adaptation by expansive masses and 
finally, the growth settles as the market saturates. 
 
If a company is operating on only one s-curve, the market quickly 
becomes restricted. There simply are not enough customers in the market. 
A company that wishes to grow must constantly create new innovations 
and new ideas. This way the company can move from a s-curve where the 
growth is waning, onto another s-curve, which still has the prospect of 
new growth in the future. Moving from one s-curve to another requires 
skill: a company has to make sure it does not move onto another s-curve 
until it has completely utilized the full potential of the current s-curve. 
The company must also be able to avoid the situation where it moves 
onto a new s-curve too early – in which growth is not to be expected 
within the next few years. A growth-oriented company must therefore 
make sure that it has a portfolio of innovations with s-curves in different 
stages. By combining these, a company can achieve the optimal result 
based on both growth and profitability.  
A growth-oriented company must make sure that it has a 
portfolio of innovations with s-curves in different 
stages. 
 
The s-curves of different innovations require their own business models. 
Sustaining constant growth means, in fact, that a company has a complete 
portfolio of both old and new business models, which it systematically 
develops.  
 
Simplification is also an innovation. Innovative action is often linked 
with the idea that a company should continuously produce more new 
components to the customer. This is a misunderstanding: often less is 
more. For some portfolios innovations should focus on simplifying 
business models to avoid over-servicing the customers or producing 
something that customers are not willing to pay for. Many companies 
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would benefit from investing in finding the core of their value creation 
and in making an effort to avoid the abundant increase of “added value 
components”. Customers often tend to be more interested in the core 
functions (the “beef”) of the customer relationship, than in the 
complication of business with yet more components (the “sizzle”).  
 
Innovations can be divided into radical and incremental 
innovations50. When this division is applied to business models, it is easy 
to understand that a radical change of business models is a great challenge 
for companies. As a company is “confined” by its current structure (or 
“blinded by its dominant logic”51), it is often exceedingly difficult for it to 
produce radical changes in its business models. This is due on one hand 
to the fact that current management systems have been built to maintain 
the current logic and therefore new thoughts that challenge the current 
situation are easily rejected. On the other hand customers are often quite 
conservative. Customers (and this is particularly true when speaking of 
low interest products) do not want to change their current routines, which 
they have already made work. Consequently, it can be challenging to get 
customers to act as drivers of radical innovations. Accordingly, it is often 
more advantageous for a company to see what possibilities it has to offer 
a customer new ways of creating value – even if the customer has not 
asked for it.  
It can be challenging to get customers to act as drivers 
of radical innovations. 
 
Radical business model changes are also challenging, because they might 
require the readjustment of all areas of the business model, in order to be 
feasible. Starting such massive changes can be exceedingly difficult due to 
the magnitude and number of risks involved.  
 
Making radical innovations within the boundaries of one’s own 
organization is often near to impossible. All existing management and 
remuneration systems usually work against radical change. Therefore, 
creating completely new business models often requires a project 
organization, which acts as far apart from the current organization as 
possible and which is managed with different principles. 
  
Customer process innovation. Some of the most challenging goals of 
innovation are those aimed at innovating the customer’s business 
processes. Here the goal is to look beyond one’s own process and try to 
identify – based on own capabilities – possibilities to help customers 
succeed better with their own customers. 
 
Customer process innovation implies thoroughly analyzing the customer’s 
business process, in order to innovate means by which the process can be 
improved or completely replaced by a new process. The supplier needs 
good understanding of the customer’s customers, as well as of the existing 
logic by which the customer aims at creating value to its customers.  
 
When innovating customer process enhancements, it is important to 
analyse the customers’ goals, challenges and problems. Innovative and 
value creating solutions to these challenges are often prioritised by 
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customer companies and therefore it is easier for a supplier to enter into a 
dialogue with the customers. The proposed innovation must increase the 
customers’ revenue sources by, for example, strengthening the customers’ 
brand or enhancing their own processes of customer acquisition. The 
enhancement of the customers’ processes may aim at decreasing 
operation costs by either lowering fixed or variable costs or by releasing 
capital.  
 
Customer insight is a scarce resource. Although customers are 
conservative, the basis for innovation should always be deeper customer 
insight. One must, however, understand that merely interviewing 
customers does not produce the desired insight. It is a far more complex 
process, where information can be gathered and created in many ways.  
Although customers are conservative, the basis for 
innovation should always be deeper customer insight. 
 
Customer insight is typically created by combining three different sources 
of information. First of all, a company should gather all the information, 
which the customer voices to the company. This naturally means utilizing 
different types of customer research, customer satisfaction polls and 
reports. Thereafter, the customer’s behaviour should be studied by 
analysing the existing data in the company’s information system. 
Analytical CRM must therefore be combined with other customer insight 
projects. Then, efforts should be made to utilize the so-called “tacit 
knowledge” held by people from different functions who regularly meet 
customers. This knowledge is usually spread out into several different 
operations (marketing, sales, customer service, and billing) and gathering 
it requires internal process development. 
  
In my experience, companies often have a great deal of unused tacit 
knowledge of their customers. Gathering all this information together and 
codifying it can greatly improve a companies understanding of its 
customers’ situation. A fourth source of information, which is needed in 
developing innovations, is projections, forecasts and scenarios of the 
future and possible discontinuities of the industry. Information like this is 
usually done by independent research agencies, which aim at providing 
understanding how the lives of customers (both consumer and corporate) 
are going to change in the future. 
Companies often have a great deal of unused tacit 
knowledge of their customers. 
 
Understanding consumers’ life event or organizational situations are 
forms a good starting point for business model innovations52. In addition 
to understanding its direct customers, it is beneficial for a company to 
understand the situations of other actors in the value creating network. 
For example, in a B2B context complete customer knowledge should 
often also include an understanding of the end user’s situation. Changed 
purchasing behaviour of the end users may well be the key change force 
that influences the business logic of a certain industry.  
 
Innovations based on understanding the customers’ situations. A 
dominating idea has been that innovations are born by dividing the 
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market further into smaller and smaller segments and by better 
understanding these newly born segments, even the micro segments. 
Recent studies on innovation theory seem to indicate, however, that this 
thesis is false. At the very least it can be said that this pattern of thought 
does not cover the whole truth of creating innovations. 
Increasingly, innovations are not based on traditional 
methods of segmenting customers but rather on identified 
generic situations in the customers’ processes. 
  
Increasingly, innovations are by nature such that they are not based on 
traditional methods of segmenting customers, but rather on identified 
generic situations in the customers’ processes (also called “jobs-to-be-
done”)53. The question is, to identify situations that are significant to as 
many customers as possible, and that each customer has to solve in its 
own process one way or the other. If a company is able to create an 
innovation related to solving this job-to-be-done, and the innovation in 
question is superior to all the other competitive alternatives, the grounds 
for success are excellent. The key word here is universality54, which means 
the goal is to find innovations that solve problems for as many customers 
as possible. 
 

Innovation based on generic customer situations – Procter & 

Gamble and Swiffer® 

Often a very fruitful starting point for innovating new products and services can be 
found from the generic situations the customers face in their daily lives. A good 
example of such innovation driven by excellent understanding of customers’ 
situations is the Procter & Gamble’s Swiffer® product range. The original Swiffer® 
Sweeper is basically a combination of a light sweeper and disposable wipe cloths that 
generate an electrostatic charge when wiped over a surface, thus removing the dirt 
and dust from the floors. The original Swiffer® Sweeper was launched in 1999 and 
after this the product family has grown considerably. One of the more recent 
additions is Swiffer® WetJet® which also contains ready-to-use, no-rinse cleaning 
solution.  

When P&G started to develop Swiffer®, the company did not take the existing 
products or technologies as starting points – on the contrary, P&G focused directly to 
the actual act of cleaning. The consumers’ objectives concerning cleaning are clear: 
they want clean floors as fast as possible, with minimum effort. Bearing this need in 
mind, P&G created an entirely new product category and designed a revolutionary 
product that replaces sweeping, vacuuming and washing the floors – and ultimately 
cuts down the time needed to do the cleaning chores by one-third. 

Even though the creation of Swiffer® meant replacing several older P&G products, 
Swiffer® has more than made up for these sacrifices: it has become both a cult 
product and a top seller. A.G. Lafley, the CEO of Procter & Gamble, has publicly 
stated that Swiffer® has set the pace and direction for innovations in its product 

category and it has had a central role in strengthening P&G’s global market leader 
position. 

Source: www.pg.com 

 
Customer or segment based approach. There seems to be two 
approaches to managing business model innovations. Innovations can, on 
the one hand, be sought by identifying individual customers and involving 
them in their processes. When it comes to corporate customers, this can 
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even apply to on single customer, whereas on the consumer side it is 
typically a small group of innovative consumers. 
 
Customers often have quite conservative attitudes and behaviour. 
Achieving radical innovations in such an atmosphere can be close to 
impossible. Additionally, close cooperation can lead to one customer 
having too much power in defining the innovations. Hence, involving 
individual customers in the innovation process is often a better idea for 
the incremental development of a business model. Through profound 
cooperation with individual customers, the current business model can be 
refined and at the same time the areas that require improvement, can be 
identified. 
Involving individual customers in the innovation process 
is often a better idea for incremental development of a 
business model. 
  
One the other hand, radical innovations almost always begins with a 
segment based or portfolio based approach. The idea in segment based or 
portfolio based innovation is to pick a larger group of customers as the 
target group and invest in customer insight and then develop the 
innovation without including the customers in the innovation process 
itself. It may be better to make radical innovations “selfishly”, i.e. to work 
towards the goals set based on the analysis of the customer portfolios. 
 
The goal in segment-based development is to build a business model, 
which is different in many business model dimensions at the same time, 
compared to the existing ones. The new business model also has to 
produce special benefits to the chosen segment and at the same time have 
the means to substantially increase value capture.  
From the financial perspective, radical innovations that 
require substantial investments often demand a segment-
based solution. 
  
One of the crucial questions in innovation management is, quite naturally, 
who picks up the invoice? If the innovation relates to totally changing 
business models, it may require substantial investments and, consequently, 
creating such large-scale innovations for individual customers is not 
possible. From the financial perspective, this is the reason why many of 
the radical innovations, which require large investments, demand a 
segment-based solution. In order to cover the required costs of the 
investment, a company needs as many customers as possible, to which the 
new business model is valuable.  
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7 Managing customer asset performance  

“Customers can be managed for three different outcomes: maximizing revenue in 
the near term, maximizing profitability in the short to intermediate term, and 
optimizing the asset value of customer relationships – customer relationship 
capital – over the long term.”  

Mathias & Capon, 2003 

 

 
The objective of customer asset management is to increase shareholder value 
by systematizing customer relationship investments. In order to achieve this, 
companies need to understand the meaning of customer assets and combine 
the processes of different in a way that supports the long-term development 
of the customer asset. Managing customer assets is not a project or a tool. 
It is a fundamental change in thinking; a revolution in assumptions of how 
sustainable shareholder value is created.  
 
 
The systematic development of customer assets requires significant 
changes in current management systems. The current management system 
may, in fact, be the key blockage for customer focused growth.  
The current management system may be the key blockage for 
customer focused growth. 
 
Viewing customer relationships as assets raises the question about how to 
define a firm. What does the concept “firm” entail? This book is not the 
best environment for pondering the different theories of the firm, but it is 
evident that from the customer asset management perspective many 
current management frameworks are based on wrong assumptions 
concerning the definition of the firm55. 
 
This book does not question the basis of any theories of the firm, but 
instead attempts to understand how these various concepts and 
paradigms in earlier research affect what we value in management today. 
One of my basic assumptions is that customer focus has value in itself. 
There are several arguments supporting the belief that customer focused 
business development can produce more value compared to competence 
or product based approaches. The most significant argument is that all 
cash flows ultimately come from the customers, so it seems obvious that 
understanding the customers affects the company’s financial success. 
 
This book defines the company as a set of customer portfolios. This 
means that one of the central management decisions is to decide what 
kind of portfolios the company should have, how large should individual 
portfolios be to reach balance between portfolios and how much should 
the company invest in developing and acquiring various portfolios. When 
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traditional strategic management considers issues around “the product 
mix”, the basis of this trail of thought is to decide the appropriate 
“customer (relationship) mix”.  
What kind of portfolios should the company have, what is 
the right balance between portfolios and how much should 
be invested in developing and acquiring various 
portfolios. 
 
I will be calling this strategic mission “customer asset management”. The 
objective is to develop the customer base by influencing the types of the 
customer portfolios the company has, reviewing individual customers 
within the portfolios and examining the business models that are used to 
manage these portfolios.  
 
This change is actually quite revolutionary, if you develop the thought a 
little further. If the company is defined as the sum of its customer 
portfolios, all management systems should support developing these 
portfolios. All organizational structures should be constructed in a way 
that supports the development of the value of these customer portfolios. 
When reviewing the balance sheet, the question of owning your own 
resources for manufacturing products comes into play. Could the 
objective, for instance, in the pulp and paper industry be to manage 
certain customer bases instead of the ownership of forest, paper machines 
and logistical systems? This notion is radical, to say the least, and the 
implications to the structure of the traditional company and the balance 
sheet structure is extreme. This would cause resistance at least among 
those managers who have spent tens of years developing and applying 
traditional business models.  
 
It is clear that there is a connection between organizational structure and 
success in growth. But the prize winning question remains, does strategy 
come before structure or structure before strategy? For a long time 
strategy has been thought to come before structure – strategy being more 
important than structure in a way. In this constantly changing world it has 
become evident, however, that structure in fact dictates strategy. Structure 
forms the theoretical base that enables business managers to see new 
possibilities. The structure becomes a framework that unfortunately can 
be incorrect or too restricting and thus it can be difficult to identify new 
opportunities without thoroughly questioning the entire existing 
corporate structure56.  
Structure forms the theoretical base that enables 
managers to see new possibilities. 
 
I think it is apparent that the concepts put forth in this book cannot be 
implemented into practice if there is no supporting company structure. A 
company that attempts to utilize these ideas without adjusting their 
product-based strategic thinking is sure to fail. It is equally impossible to 
successfully create and manage customer portfolios with a product based 
organizational structure. Certain adjustments are necessary, especially 
internal process modifications that leave room for the customer 
perspective.   
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The greatest barriers for customer focused business are often the 
company’s planning and remunerations systems. If the annual planning is 
focused on product sales and sales budgeting, the customer perspective is 
often left without attention. Similarly, if personnel are rewarded on the 
basis of product sales volume, it is hard to implement a strategy that aims 
at increasing customer portfolio value.    
 
When I discuss the importance of this in companies I am often told that: 
”Our company does bring forth the customer perspective. All of our 
employees have the customer perspective on their balanced scorecards, 
for example.” This is good news, of course. But often a closer look at the 
content of the scorecards reveals that the customer perspective has been 
included in a superficial manner. The measures are outdated and describe 
sales volume or customer satisfaction at the best – companies are using 
measures of customer behaviour that have been doomed poor predictors 
long ago! 
 
Strategy work based on customer portfolios requires both structural and 
managerial re-thinking. The key is to find a valid and intelligent 
perspective to organizational structure as well as to planning and 
remuneration systems.  
The key is to find a valid and intelligent perspective to 
organizational structure as well as to planning and 
remuneration systems. 
 
When building a management system, the emphasis should be on 
customer portfolios in addition to product and geography portfolios. This 
means adding a third perspective to the management system: 
customer/customer relationship. The logical way to do this is to create a 
management system, with elements (structures, responsibilities, 
objectives, plans, measures) built from a customer focused perspective.  
 
If customers are managed as assets, this should be reflected in the way the 
company is run. This in turn requires addressing certain fundamental 
managerial questions. 

Customer portfolios require clear ownership 

The key question is: who is in charge of understanding a specific 
customer portfolio? Who will solve the needs and desires of the customer 
and create a value proposition that is competitive and creates the 
maximum shareholder value? In many companies the grave answer is: no 
one at all.  
 
The responsibility of a portfolio manager is to increase the value of the 
customer portfolio. New tools are needed for this task as well as new 
measures to evaluate progress.  
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I am not claiming that power should be completely transferred from 
products and geographic areas to customers. It is not a question of “either 
or” but rather “both and”.  
 
Currently all organizations function more or less as multidimensional 
matrices, even if they were designed as functional line organizations.  
Business has become so complex that it requires cooperation across 
functions, products, and geographies. The important thing is probably not 
how an organizational structure is drawn, but how roles and 
responsibilities are defined and how business is planned and controlled. 
The following illustration shows one way to integrate the customer 
perspective with other views within the company. 

 
 
 
 
 
 
 
 
 
 

 
Figure 10: A customer dimension has to be included in planning and control 

 
Adding the third dimension is by no means easy. Some companies that 
have attempted this have had to contemplate their approach over again, 
when the focus of business became unclear.  

Planning and controlling customer assets 

So far most companies do not have a management system that would 
enable the calculation of customer based economic profit or EVA. Most 
companies categorize their financial results based on products and 
geographical areas. As long as there are no measures for estimating how 
customer relationships affect shareholder value, there are no genuinely 
customer focused companies.  
As long as there are no measures for estimating how 
customer relationships affect shareholder value, there 
are no genuinely customer focused companies. 
 
The most important tool for implementing the ideas in this book is a fact 
based management model that allocates investments into various 
customer portfolios, optimizes marketing processes and ensures sales 
predictability. I call this customer asset performance management57. 
 
Customer asset performance management requires several changes in the 
current management practices. Next, I will present a brief description of 
the central changes.  
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The first step: customer focused planning. The first required change is 
redesigning the management system to support customer asset 
management. The development and performance of this asset need to be 
planned and controlled.  
 
Companies should change their management systems in order to support 
changes in the business models. This requires aligning the objective and 
metrics across different functions. The management system should 
include the customer relationship aspect in addition to product and 
geographical area planning. Companies that have switched to customer 
focused thinking have solved the problems of planning with a “3 in a 
box” planning process combining these three dimensions. 

”3 in a box”: P&G, XEROX and Siemens align customers, products 

and geographies  

Proctor & Gamble 

In 1987 Procter & Gamble managed its business by geography. P&G had 13 different 
product divisions and it was an unimaginable task to find out how much business the 
company was doing with individual customers. Worse still, the customers got very 
confused as they were approached by with different P&G representatives who all 
seemed to run their businesses in different ways: business processes, terms and 
conditions all varied. 

The operating environment of P&G in 1987 was also very different from the situation 
today. At that time manufacturers had the upper hand compared to the retailers. 
Manufacturers had the leverage: size, scale and level of internationalization were all 
in favour for manufacturers. In such unbalanced situation, customers could be 
perceived as the necessary evil and the sales department was merely a tactical 
organization designed to force the company's agenda on customers. 

At that same time, P&G started creating scenarios on how their market was likely to 
look like in the year 2000. Even though P&G had no pressing need to change as their 
business was going very well, new paradigms like e.g. total quality management 
suggested that renewal of business models was needed. P&G team came to a 
conclusion that they had to align their objectives better with their customers’ 
objectives. P&G decided to start out with Wal-Mart which at the time was their 
number two customer. 

Tom Muccio, one of the Proctor & Gamble’s 30 presidents, explained P&G’s approach. 

“What we have is a matrix of equals.” At P&G, there are general managers 
representing customers, general managers for products and general managers for 
geographical areas, ensuring that the business plans drafted take into account the 
interests of all constituents. Therefore, the customer is always represented in P&G 
meetings. Additionally, instead of having senior executives act as sponsors for 
customer relationships, P&G has senior executives that are truly involved in 
customer relationships, being responsible for the big customers. According to 
Muccio, this was a big change, but a necessary one to send the right signals inside 
the company on the importance of customers. 

Xerox 

The use of “3 in a box” approach is also present at Xerox. According to Tom Ryan, 
Xerox used to be more or less a “zip code and serial number” company. Even the 
customer analyses were not terribly customer focused: the company used to analyse 
customers against their knowledge of the Xerox offering portfolio and geographic 
opportunities embedded in the customer relationships. Today, Xerox has enabled a 
robust customer focused global information management system. Customer 
requirements are jointly validated with the customer and, where applicable, aligned 
with Xerox offerings.  Solutions, both infrastructure and application focused, is the 
key go to market approach.  While Xerox has a proud heritage as a product 
company, the “Services” business is the lead offering.  The “3 in a box” approach is 
globally focused and enabled around customers’ decision processes. 
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Siemens 

Siemens has also accentuated the customer’s viewpoint in its operations. According 
to David Macaulay, Siemens used to be a traditional and highly decentralized 
organization with different divisions and business units. This structure confused 
customers. Over 30 different Siemens salesmen could approach one customer. Even 
if the customers did not want a single point of contact, they wanted an aligned 
Siemens ready to solve their business problems. Thus, customer alignment became 
a key issue at Siemens. Currently the corporate account managers report directly to 
Industry Sector Managers who in turn work for the Heads of the business units who 
sit on each Sector Steering Board.  This allows the corporate account manager to 
have access to account development funding from the business entrepreneurs and at 
the same time gives the customer direct input to portfolio development.  The result 
is empowerment for the account manager and an industry sector focus on portfolio 
development. 

Source: Interviews and discussions in 2003 and 2006 

 
The two main performance dimensions: spread and duration.  Value 
capture should be measured with spread and duration. The spread 
measures competitive advantage, whereas duration measures the 
company’s ability to sustain a competitive advantage over time. Spread 
measures the customer relationship’s ability to generate economical value 
added and it can be influenced by altering the business model in such a 
way that revenues from customer relationships grow, customer 
relationship management costs decrease or invested capital decreases. The 
ability to influence duration requires creating competencies to manage 
customer relationships, predicting customer relationship development and 
managing customer related risks.  
 
From busyness to business. Customer relationship issues will not gain a 
foothold in management unless they are based on business facts. When 
referring to customer assets the discussion should focus on business 
results, not on customer relationships; on cash flows, not on how to 
allocate the marketing budget.  
The discussion should focus on business results, not on 
customer relationships; on cash flows, not on how to 
allocate the marketing budget.. 
 
Managing customers as assets adds pressure for sales and marketing to 
look outside their traditional metrics. These traditional metrics are 
important for the management of these functions but not as useful when 
communicating to the top management or investors. Too many marketing 
and sales metrics give indications of functional inputs and activity level 
(volume of sales calls, campaigns or proposals etc.) – telling a great deal 
about busyness but very little about the business impact. 
 
Measures that give information on the yield of customer efforts are 
needed. Any marketing manager can tell you how much easier it is to 
predict future expenses than future revenues. Marketing has a key role in 
modelling future revenue flows and improving the quality of assumptions 
behind these models as marketing has a superior access to customer 
information and customer insight compared to any other function.  
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Managing customer asset performance – Sinebrychoff 

Carlsberg Breweries A/S is one of the leading European breweries. One of 
Carlsberg’s subsidiaries is the oldest industrial brewery in the Nordic countries, 
Sinebrychoff brewery.   

In brewery business, the restaurant customers have traditionally shopped for 
discounts. This naturally translates into exceptionally large rebates and unprofitable 
customer relationships – and unfortunately in these respects Sinebrychoff was no 
exception to the rule. 

Sinebrychoff made a conscious effort to identify customer segments from its 
customer base that are based on the consumption behaviour of the end customers.  
The company has also divided its customer base according to the customer 
profitability and based on the profitability information Sinebrychoff identified the 
customer relationships it wants to hold, develop or change in each customer 
segment.  

Sinebrychoff has appointed a segment manager for each of the customer segments. 
These segment managers have a bottom-line responsibility for their segments. By 
doing so, Sinebrychoff ensures that the person responsible for developing the 
segment is also interested in the customer profitability and seeks to increase the 
duration and spread of “his own” customer relationships. 

 
From the P&L statement to the balance sheet. Companies must 
develop their ability to measure economic value added of customers – not 
an easy task. The main difference is the leap from viewing customers 
from only a P&L statement point of view to a combined balance sheet 
and P&L statement perspective. Marketing and sales need to modify the 
language they use closer to “finance speech” – the language I have been 
using in this book. This terminology concentrates on investments, 
revenues, spreads, durations, invested capital, capital costs etc.  
 
From lagging to leading indicators. The time dimension, or earnings 
duration management, is a crucial perspective in customer asset 
management. Lagging measures indicate examining the past, whereas 
leading measures give information on future potential.  
 
The company must define the metrics that help identify future winners 
and customers that have the most growth potential in the future. Success 
is often dependent on finding the right customers to grow with. The 
worst-case scenario is of course forming excellent relationships with 
customers that have a great past but a dismal future ahead of them.  
Success is often dependent on finding the right customers 
to grow with. 
 
From snap-shots to movies. Customer relationships are dynamic and 
metrics should reflect this. Customer asset management needs to be 
future oriented. The most important task in managing customer assets is 
accomplishing change in the current situation! 
A company must find ways to analyse the future 
performance of the customer assets. 
 
The biggest change in management perception is to create measures that 
examine future performance. This change could be compared to the 
change from viewing photographs to viewing movies. Customers should 
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not be seen as individual “snap shots”, but through time series and 
potential developments. It is important to understand that none of the 
factors describing customer relationships are a given. A company can 
influence these factors and through this the entire exchange taking place 
within the customer relationship – the company can write its own script 
for the movie. Reaching a dynamic perspective is challenging, as most 
current metrics do not support this kind of thinking.  
 
Return on customer investments needs to me measured: separating 
core earnings from new earnings. The most significant content of 
customer asset management is allocating investments to achieve growth. 
The objective is to invest in business models so that the company’s 
earnings logic develops in a positive manner. These investments should 
be allocated both to refining existing business and to renewal, finding new 
business opportunities from adjacent areas. The earnings from the 
existing core business and the earnings from the adjacent areas need to be 
monitored separately. Thus, it is important to separate core earnings and 
new earnings when developing a system for customer asset performance 
management.  
 
From the investor perspective, companies function in two different kinds 
of settings. One part of operations focuses on gaining high returns from 
current core business areas, with the existing strategy and business model 
(core earnings). In addition, the company needs to invest into the future 
by creating and testing business models that allow renewal and new cash 
flows (new earnings).  
Core earnings illustrate the company’s ability to 
generate profits within its current strategy and business 
model. 
 
Core business can in turn be divided into good, neutral and bad money. 
Revenue from customers in chosen, business model defined customer 
portfolios is good money. This income help the company increase their 
market and customer share and strengthen their market position. 
Investors see profits from chosen segments as a sign of the company 
following their strategy and profiting from it – scarce resources have been 
allocated according to the strategic road map.  
 
Some revenues come from customers that do not quite fit the chosen 
market definition. This income increases market share, but there is no 
guarantee on creating future strengths. This revenue is called neutral 
money. Neutral money is collected also through acquisitions and from 
currency fluctuations. This income improves short-term results, but leaves 
the future open.  
 
Bad money is revenue that is generated outside current market definitions 
and customer segments. It is opportunistic income far from the 
company’s core business area. This kind of activity requires allocation of 
scarce resources outside of the main market area. In the long run, this can 
lead to decreased cash flow in the current market areas and existing 
customers and ultimately decreasing market share.  
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New earnings are associated to investments that the company carries out 
in order to renew its business and to investments done to reach 
potentially interesting customers, customers the company wants to build 
its future with. In most dynamic business fields there are several risks 
related to any chosen business model. The main concern is whether the 
chosen model can attract customers and maintain current price levels. All 
business models eventually become obsolete and they need to be updated 
according to the competitive situation in order to generate revenues long-
term.  
New earnings refer to the company’s ability to find new 
innovative earning models and succeed at commercializing 
them. 
 
New earnings refer to the company’s ability to find new innovative 
earning models and succeed at commercializing them. It is important to 
keep these duration-growing revenues separate when viewing earnings in 
general. New earnings are a marker of investments bearing fruit and the 
company having a promising future. In the long run this kind of company 
has a better chance at success.  

Managing spread 

The definition of spread (see picture 4) is central to customer asset 
performance. Spread measures the company’s ability to generate profit in 
excess of the cost of capital invested in this customer relationship. The 
spread is a measure of the competitive advantage.  
 
The best measure of spread is the economic value added from the 
customer relationship. Adding economic value entails either increasing 
revenues, decreasing costs or optimizing invested capital.  Under these 
three headings it is possible to categorize examples on how earnings logic 
can be influenced. The following lists of examples are by no means 
comprehensive, but instead aim at giving some possibilities for review.  

Increasing revenues 

The first alternative for adding economic value is to increase cash flow by 
increasing customer specific revenues, namely sales and turnover. The 
central objectives are then: 

 Increasing market share and/or customer share by producing more 
value to the customer or by reducing prices (greater share of the 
customer’s wallet) 

 Growing by assisting the customer to grow in their own business 
(growing the customer’s wallet)58. 

 Decreasing the effects of cyclic changes by opting for long-term 
contracting. Many companies that supply raw materials face the 
eternal problem of fluctuating market prices and a cyclic business as a 
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result. Business models that decrease cyclic effects are valuable in 
themselves.  

 Reaching a price premium (either by creating offerings with superior 
benefits or by attempting to create a temporary monopoly)59. 

 Identifying new price carriers. Often companies in the manufacturing 
business have several service components in their own offerings that 
they are not receiving compensation for at present. These 
components are currently cost carriers and transforming them into 
price carriers adds to revenues60. 

 Altering the product mix for better spread. All companies have varied 
profitability levels for different products and thus convincing the 
customers to shift to more profitable products adds to customer 
specific revenues. 

Decreasing total cost of delivery 

Another alternative for adding economic value is to decrease the total 
cost of delivery, TCOD. Here are some examples: 

 Decreasing divergence by better planning of key processes (including 
customer processes). A central cost minimizer is improved process 
planning and standardization. In many industries customer driven 
divergence is a key cost driver. This topic is discussed in more detail 
in chapter 5 “Growing with controlled diversification”. 

 Implementing alternate channel strategies. In some customer 
portfolio cases it can be beneficial to transfer from direct sales to 
channel sales, or perhaps move some customer encounters to virtual 
channels.  

 Decreasing fixed costs by outsourcing processes that are not core 
business (in terms of creating the firm’s competitive advantage). It is 
vital to clearly define what core business for each customer portfolio 
is and what is not. Core competencies needed to manage each 
portfolio should to be established. Other than core processes should 
be examined for outsourcing possibilities.  

 Moving production or searching for suppliers in geographical areas, 
where costs are lower. In today’s global market place every process 
should be assessed as to whether it could be produced somewhere 
else more affordably.  

 Profiting from information technology after routine functions have 
been automated. Operations that are not mission critical for the 
company’s core business could well be automated.  

Optimizing invested capital 

The third alternative for adding economic value is by optimizing invested 
capital. One way is to decrease invested capital, but this is not always the 
only alternative. Sometimes the goal is to recognize the player in the value 
creation network with the lowest cost of capital and who is therefore best 
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suited to manage capital-intensive operations. Here are some examples of 
the goals that can be attained with business model changes: 

 Aiming at lowest possible working capital. The ideal situation is 
naturally to have negative working capital61! This can be achieved by 
(1) creating business models that reward customers for paying in 
advance, (2) by altering payment terms to speed up receivables, (3) 
offering different payment terms for customers and suppliers62, or (4) 
decreasing warehouse and work-in-progress levels.  

 Make or buy decisions. Terminating such long-term assets that do not 
add significant economic value. This trend is visible in many asset 
heavy companies. The forest industry, for example, has attempted to 
let go of its forest ownership.  
 

The starting point for developing portfolio strategies should be setting 
clear objectives for the portfolios: is the goal to increase revenues, 
decrease costs or to optimize the capital structure. Such objectives are 
easy to understand, concrete goals that are also simple to measure.  

Managing duration 

Companies need to take the time dimension of performance management 
into consideration. When investing in customer relationships, companies 
actually invest in business model changes in order to acquire and keep 
customers. The return on these investments depends on customer 
behaviour and the time customers maintain their customer relationship 
with the company. As any other company investment, customer portfolio 
investments should be based on which portfolio promises the highest 
return for shareholders.  

Leading indicators and quality of predictions 

Traditional cost accounting methods, such as the indicators related to 
capital costs suggested in this book, are often lagging. They review past 
instead of future prospects. These measures should be used together with 
leading indicators that give a better picture on customer relationship 
potential (for example EVA measures that are based on the lifetime 
analysis of the customer relationship).   
Leading indicators should inform management about the 
potential of a customer portfolio to generate cash flows 
in the future. 
 
Leading indicators should inform management, and possibly investors as 
well, about the potential of a certain customer relationship or customer 
portfolio to generate cash flows in the future. Managing customer asset 
performance should fill this void in current leading indicators.  
 
Thus certain customer relationship or customer portfolio assessments 
should combine lagging and leading indicators. Lagging indicators are for 
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example sales, profits, profitability and customer share. Indicators of the 
current situation are for example customer relationship strength and the 
customer’s view of the company. Leading indicators include customer 
growth potential, reference value, learning value and company growth 
potential.   
 
 
 
 
 

 
 
 
 
 
 
 
 
 

 

 

Figure 11: Examples of lagging and leading indicators 

Each one of these measures can be divided into smaller constituents. The 
customer relationship strength can be examined as a combination of 
several different factors: the breadth of the contact surface (contacts with 
the customer’s purchase function, with purchase and some other 
functions, or with all functions), the level of contacts (operative, middle 
management, top management), length of customer relationship, 
customer’s perception of company and competitors position.   
 
Each customer relationship can be analysed in order to calculate a 
customer value index and investments can be allocated according to the 
value of the customer relationship or the customer portfolio. Customer 
relationship value constituents vary for different companies – depending 
on the company’s industry and chosen strategy. 
 
One of the greatest performance measurement challenges is translating 
duration into future predictions concerning revenues and cash flows. 
From a customer asset management point of view the key is to improve 
the reliability and accuracy of the predictions.   
 
In practice this means that management information systems (MIS), 
marketing and sales adaptations (CRM, SFA) as well as planning systems 
and processes need to be compatible.  
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Figure 12: Customer asset management expands the performance management from retrospective 

analyses to prospective ones 

 
Sales management is most often in responsible for producing future 
predictions on cash flow volume and structure. These predictions weigh 
heavily on previous sales results, current orders, customer insight and 
market research. These predictions form a foundation for resource 
allocation decisions, such as production capacity optimization.  
As predictions strongly affect management’s investment 
decisions, it is crucial that sales produces accurate and 
reliable estimates on future business.  
 
Since predictions play such an important role in assessing future success 
possibilities and affect management’s investments decisions in such a 
strong way, it is crucial that the sales (in cooperation with business 
controllers) produces accurate and reliable estimates and predictions on 
future business.  
 
In order to produce justified and meaningful data, the prediction process 
should be characterised by at least some of the following aspects (see for 
example Kaario et al. 2003):  

 Prediction is done through a systematic and commonly defined 
process. 

 Predictions are mostly based on facts and quantitative data, but they 
also include factors that combine tacit knowledge and research 
findings with numerical metrics. 

 Predictions are carried out in a way that allows comparability with 
previous results. 

 The company’s strategy is reflected in the prediction metrics. 
 
Sales managers need to understand that the sales process advances from 
“suspect to order”. To support this analysis, sales should design and 
manage a “sales funnel” that measures sales during its different phases.  
 
One way to improve the predictability of customer relationships and to 
accurately manage sales and marketing operations is to employ predictive 
modelling. Predictive modelling is a statistical method that aims at 
predicting future customer behaviour and the impact of changing the 
business model based on currently available data. In practice, predictive 
models range from simple linear equations to complex neural networks.  
Predictive modelling is a statistical method that aims at 
predicting future customer behaviour and the impact of 
business model changes. 
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Predictive modelling has been utilized to evaluate customer relationships 
especially in the financial sector. Insurance companies scan through their 
customer base to identify which customers may need additional services 
or which ones might be shifting to a competitor. The company can then 
approach these customers with customized marketing communications. 
For this kind of analysis, information concerning changes in customer 
buying behaviour or change of residency may suffice.  

Optimizing customer asset risk 

The customer asset performance measurements should also create tools 
for managing customer related risk and set objectives for this risk 
management.  
 
All companies are interested in decreasing volatility of their business.63. 
Typically this entails research and development efforts or alternatively 
acquiring companies or parts of companies. In both cases the company is 
aspiring to find new products to balance their product mix. This concept 
is dealt with in chapter 5.  
 
Another way to alleviate risk and volatility is to create the right 
combination of customer portfolios from the strategic perspective. An 
interesting new approach in customer base risk management is to apply 
the methods used to assess stock market risks to evaluate customer base 
risks. The notion of balancing financial investments with different stock 
portfolios with unique risk and expected return correlations can be 
directly applied to customer relationships. (See for example Dhar & 
Glazer 2003).  
 
When designing an investment strategy the aim should be a balanced 
portfolio with optimal risk-return ratio for the investor in question. These 
ideas are from the financial world and thus they often conclude that a 
company should acquire and terminate customer relationships according 
to the company’s tolerance for risk. This is based on the idea of having a 
dynamic customer portfolio in which customers are easily acquired or 
relationships quickly terminated whenever needed. This kind of approach 
is short-lived, of course – as anyone working in marketing, sales or 
general management can tell you.  
Companies should understand how individual customers and 
customer relationships impact the volatility and 
predictability of company earnings. 
 
It is clear, however, that companies should understand how individual 
customers and customer relationships impact the volatility and 
predictability of company earnings. If this kind of understanding 
increased it would probably be easier to direct customer acquisition 
investments to such customer relationships that reduce company risk 
long-term. 
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New tools are required to measure customer base risk. Researchers have 
suggested the use of customer ß (beta). This beta measure is a 
mathematical concept used in the stock markets and it portrays the 
volatility of the value of a single stock compared to the market average. If 
used for customer relationship risk management the beta coefficient 
could measure the correlation between the risk/profit relation of one 
customer compared to the risk/profit relation of the entire portfolio. If 
the risk/profit relation of the customer is weaker than that of the entire 
portfolio, the customer ads risk to the entity and vice versa. The problem 
with this thinking is that all the calculations are based on already 
actualized behaviour and on the assumption that this behaviour is not 
going to change in the future. From a general management point of view 
this concept is difficult to accept.  
 
There are several tools and measures for evaluating and controlling 
customer base and customer relationship risk. Several questions related to 
risk come to mind striving for increased business performance. Are some 
customers more predictable than others? Does this superior predictability 
correlate with the amount of information available on this customer? Is 
behaviour volatile? Is the behaviour of a new customer more volatile than 
that of a long-term customer?  
 
The risks of customer assets can be analysed by evaluating customers 
(their risk profiles), customer relationships (by understanding the risks 
involved with particular customer relationship setups) and the entire 
customer base. The key to increasing customer asset performance may be 
to alter the entire composition of the customer base. It may be 
strategically wise to terminate certain customer relationships and acquire 
different kinds of customers to secure long-term performance.  
 

Managing customer base risk with the Conversion Model 

The Conversion Model is an analysis tool developed by the TNS Group based on 
research by Jannie Hofmeyer and Butch Rice. The model helps B2C companies 
identify different customer segments based on the level of the customers’ 
commitment to the company.  

With Conversion Model, companies can assess the risk associated with their 
customer relationships and determine the number of customers that have a low 
commitment level and, therefore, might easily be lost to competition. The model 
makes it possible for companies to compare their customer bases to the customer 
bases of their competitors and study customer migration patterns between 
companies. In addition to the fact that the model can be used for identifying risks in 
the company’s own customer base, it also enables the identification of the 
uncommitted customers from the competitors’ customer bases – i.e. those 
customers that the company might be able to acquire.  

  

 

 

 

 

Customers 
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Non-customers 
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Source: TNS Gallup 

   
In customer base risks the emphasis is on finding correlations and 
risk concentrations. Several measures built originally to manage 
customer and customer relationship risks can be aggregated to the 
customer base level. The following table lists some examples of risk 
measures on different levels. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 

Figure 13: Examples of customer base risk metrics 
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way to gain a bird’s eye view of the entire risk level and its possible 
consequences regarding economic value added. Four primary measures 
should be observed when analysing customer base risks: 
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enough resources into risk management? 

 Risk correlation. The risk levels of individual customer relationships 
or customer portfolios often correlate. It is vital to understand these 
correlations and to find the reasons for them. If the correlation is 
caused by an external factor (such as geopolitical influences, currency 
fluctuations or industries), the only way to manage correlation is to 
reduce its reach – in other words, direct resources to less risky 
customers or portfolios. If the cause for correlation is internal, it 
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should be actively managed. (In the stock market this is called 
hedging).  

 Risk concentration. There can be risk concentrations at several 
levels: individual customer relationships, certain customer groups or 
customer relationship portfolios. Just as risk correlations, risk 
concentrations can only be managed after they have been identified. 

 The impact of realized risk. Consequences of realized risks are 
naturally what we are trying to avoid with active risk management. At 
its simplest, risk impact can be defined as the economic profit under 
risk in each customer portfolio. In the more developed models risk 
impacts can be assessed with a weighted calculation that is based on 
individual customer relationship volumes and risk probabilities. The 
mere possibility of identifying the operating profit under risk can be 
very enlightening for many business managers.      

Customer asset management requires learning 

Taking the ideas of this book into practice requires major changes in the 
way a company is managed, both when it comes to customers and 
internal processes. Thus I am not suggesting a huge leap into the 
unknown to transform the basic foundation of the company. However, in 
order to reach customer focused growth a structured learning process, in 
which the training efforts are closely linked with the expected benefits, is 
required.  
I am not suggesting a huge leap into the unknown to 
transform the basic foundation of the company. 
 
This learning process can be managed in three parts: (1) educating intuition 
by creating new measures to assess the customer asset performance, (2) 
educating top management and the board of directors to slowly implement 
new factual, sound and reliable financial measures describing customer 
asset performance, and (3) educating the stock market, the investors and 
analysts by informing them of the relationship between customer asset 
performance and company performance.  
 
The objective of the learning process is to start within the company by 
creating a reliable set of metrics, after which the management systems and 
the organizational structure can be changed gradually to better support 
customer focused growth. Finally, as the positive effects of the changes 
are undisputable, the learning process can be extended to cover also 
external interest groups like investors and analysts as well. It is 
understandable that this process is time-consuming – but it can be 
initiated immediately.  
 
 
 
 
 
 



Driving Growth with Customer Asset Management 

Kaj Storbacka 

110 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Figure 14: Learning process of customer asset management  

Educating intuition 

The definition of a leader could well be the following: a person, who 
makes important decisions based on incomplete information. In the end, 
all decisions are based on intuition. This is especially true when it comes 
to customer related decisions, because in most companies it is not 
possible to model the majority of the customer relationship management 
decisions based on the logical steps introduced in this book. 
 
The role of metrics and planning tools is essentially to guide intuitive 
decision-making and assist management in understanding the possible 
outcomes of their decisions. The tools should aid management in making 
“what if” analyses and comparing various decision alternatives against 
each other.  
The tools should aid management in making “what if” 
analyses and comparing various decision alternatives 
against each other. 
 
Resource allocation between customer relationships and customer 
portfolios is constant and is based on assumptions on customers’ impact 
on the company’s ability to create value for shareholders. I recently 
worked with the management team of a global company and discussed 
customer focus with them. The board could not reach agreement on 
whether large volume or small volume customers were more profitable. 
Each board member had their own opinion – but not one single opinion 
was based on facts. Educating intuition would ease and enrich 
conversations like this by offering a common theoretical base that builds 
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on proven financial facts. Resource allocation could be planned and 
managed much better than before.  
 
Learning can be accelerated by combining intuition with factual data 
(including the factors influencing this data). This could mean for example 
testing various investment methods and analysing the test results. 
Overlooking the “educating intuition” phase of the learning process and 
moving straight on to combining customer asset and company value is 
risky – there is a big difference between educated intuition and mere 
guessing. 
 

Can marketing regain its seat at the board table? 

Marketing managers must develop ways to measure marketing productivity so that 
marketing's long-range contributions to firm growth are recognized by top 
management.  

The dominance of short-term performance goals must give way to an emphasis on 
marketing activities as an investment in future profitability.  

Marketing must take responsibility of broadening the current narrow, product 
oriented way of thinking: new product development must be expanded to cover also 
the development of truly innovative new business opportunities.  

Brand marketers must cultivate strong and dominant brands, both to assure firm 
leverage in working with powerful channel partners and to differentiate brands in an 
increasingly "commoditized" marketplace.  

Source:  MSI Marketing Science Institute Report 03-113 

Educating the board – from aggregate metrics to customer 

relationship metrics 

The second phase in the learning process is involving and motivating top 
management in restructuring the management systems. Management can 
be motivated to such change only by showing that business model 
changes that are based on customer portfolio understanding create vast 
business opportunities.  
 
At the core of this change lie the redesign of the organizational structure 
(adding a customer dimension, redefining roles and responsibilities) and 
the strategic planning process (adding customer portfolio based 
investment processes).  
 
As mentioned earlier in this book, the starting point is to manage 
investments made in customer relationships as vigorously as other 
considerable capital investments. The management needs to be involved 
in making resource allocation decisions to different customer portfolios, 
in some cases even to individual customer relationships. Management 
needs to be acquainted with the new metrics in order to be able to 
understand and discuss the customer asset investments.  
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The systematic development of a customer base requires rational 
discussions across functional borders on how to improve existing 
customer relationships and on how to acquire new optimal customers. 
Ultimately it is a question of resource allocation decisions between 
different functions and the leading notion behind this book is that all 
resource allocations should be based on value capture from customer 
relationships. 
Ultimately it is a question of resource allocation 
decisions based on the value capture from customer 
relationships. 
 
This kind of cross-functional, rational discussion calls upon a new 
language that combines strategy, marketing, sales and finance 
terminology. These are the key functions that need to communicate with 
each other about utilizing customer relationships as the engine for 
growth. The conceptual and terminological difficulties are often 
considerable when discussing customer relationships. At worst, these 
misconceptions and misunderstandings can be such a barrier that 
discussions about customers are avoided altogether or customers are 
aggregated to “demand”, in order to make the concept more anonymous 
and easier to talk about64. 
 
At the top management level customers are usually referred to with 
aggregated information; the management discusses how “the markets” are 
going to develop or how “demand” is expected to change in the near 
future. Global economic trends and end-user behaviour are translated 
into expectations on market development and demand cyclicality, which 
are in turn used to predict sales volatility and market share developments 
(see figure 15).  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Figure 15: Aggregated customer base information on a board level 
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to all competitors. It is therefore very difficult to reach a competitive edge 
based on aggregate information and even if achieved, it can be based only 
on outstanding ability to analyse, understand, draw conclusions, and to 
change everyday operations based on this information. Aggregate 
information is used at the top management level both for assessing past 
actions and the resulting performance levels and for predicting the future. 
Significantly more reliable information for future predictions can by 
obtained by a better understanding of the customer asset.  
The paradox of aggregate information: it strongly 
influences the decision making even though it is readily 
available to all competitors. 
 
 It is evident that the above-mentioned issues related to the management 
of the customer asset performance will have a major influence on the 
finance and accounting functions. The key points made in this book have 
to do with forming a factual basis for decision making, in order to direct 
investments to various customer portfolios, optimize marketing processes 
and secure sales predictability. Finance and accounting functions need to 
create the metrics for customer asset performance and ensure that the 
customer relationship viewpoint is present in the corporate planning 
processes and the controlling tools.  
Finance and accounting functions need to create the 
metrics for customer asset performance and ensure that 
the customer relationship viewpoint is present in the 
corporate planning processes and the controlling tools. 
 
Many companies need a fresh start. In a certain global customer client of 
mine the situation was so poor a year back that customers could not even 
be identified from the legacy systems, because the company did not 
employ a first basic in customer asset management (or any customer 
management), namely global customer identification numbers. The 
company could not, therefore, name their largest customers and naturally 
had no idea how large a proportion of the turnover these customers 
represented. It is quite clear that one cannot even discuss customer asset 
management in a case like this. Ensuring the basic facts needed for 
calculating customer economic profit is one of the most important tasks 
for finance and accounting functions.  
 
Another essential task of the finance function is to manage the company’s 
investment processes. This way there is a consensus on how much is 
invested in customer relationships and also how these funds are divided 
among portfolios. One could argue that the finance function should take 
responsibility of finding the right balance between portfolios: present the 
facts that management needs to have this discussion. 

Educating the stock market 

“Boards of directors will soon begin to demand customer profitability data from 
companies; investors will demand that companies report it.” 

Selden & Colvin (2002) 
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The last phase of the learning process is educating the investors and 
financial analysts. This should be done after the company has attained 
reliable metrics for their customer asset performance and when they can 
discuss the matters in a language that financial experts understand.  
 
A believable and logical strategy that is clearly communicated to investors 
is the best way to ensure the correct evaluation of a company in the stock 
market. Most people would probably not invest in something they do not 
understand! Investors are also interested in how much of company profits 
come from core earnings and how much from new earnings.  
 
High proportionate core earnings tell of company that is successfully 
implementing its strategy and has most of its business focused on chosen 
customers and business models. On the other hand, investors do hope to 
see signs of new earnings as these are a sign of ability for renewal and 
thus a marker of sustainable profits. The undervaluation of a company 
may stem from other sources than weak financial performance – the 
corporate strategy may be vague or poorly communicated or the company 
may not have been able to communicate to the investors how the 
financial results have divided into core and new earnings.  
 
As I have investigated companies I have come to the notion that few 
companies publicize any information on their customers. The few 
mentions in external reporting were almost consistently too indistinct to 
interest investors: “We are our customers’ first choice”, “The shifting of 
business strategy focus from production to customers and end-users”. All 
in all it seems as if companies view demand an anonymous occurrence. 
Companies convey their market areas (“Our market area in Europe is 12 
%”) or products (“The demand for basic metals remains weak”) but not 
their customers.  
 
There are some exceptions – some industries already regularly report 
customer measures. Telecommunications, for example, report average 
revenue per user (ARPU), call minutes and customer churn. In the retail 
industry, where customer loyalty programs prevail, companies report the 
number of customers in their programs and the amount of paid bonuses.  
 
In order to understand a company’s story and how the company is going 
to reach their strategic goals, investors need to understand some key 
points, such as: 

 Is the return on capital employed greater than the capital costs? 

 How well does the company succeed compared to other companies 
in the market? 

 Does the company invest in maintaining or transforming their 
business? 

 Does the company choose the right customers to invest in? 

 Do these customers hold potential? 

 How long can the company maintain a positive spread? 

 What is the probability of the predicted duration? 

 What risks does the customer base contain? 
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Some companies already partially reveal their story. They report on 
market shares and major business deals, customer satisfaction or 
investment risks. Investors are now learning to question company stories; 
to understand the mechanisms that ultimately show themselves as growth 
percentiles and market shares.   
 

Communicating duration 

In 2003 Nokia and TeliaSonera signed extensions to their existing framework 
contracts, laying the groundwork for future supply of Nokia's GSM radio-access 
infrastructure to TeliaSonera networks in Denmark, Finland, Norway and Sweden.  

Under the terms of the agreement, Nokia and TeliaSonera will harmonize logistics 
processes and contractual terms for all TeliaSonera's Nordic affiliates. This will result 
in cost savings and synergies for both companies in the future. In addition, Nokia 
and TeliaSonera have signed a letter of intent to extend their framework agreement 
to the end of 2005.  

The agreement helps TeliaSonera consolidate its operations across all four Nordic 
countries. By harmonizing its supply agreements with the individual TeliaSonera 
affiliates, Nokia will achieve significant cost benefits over the next two years as it 

streamlines its collaboration with TeliaSonera. "TeliaSonera has been a leading 
customer in implementing new cost-effective co-operation processes”, says Timo 
Koistinen, TeliaSonera Account Director from Nokia Networks. "This is an excellent 
opportunity to continue this co-operation on a Nordic and even global scale.”  

Source: Nokia press release June 23, 2003 

 
The markets always have their own perception on company risk levels. 
This perception is based on various sources and this view can and should 
be managed. Some fields of business report customer risk information 
already. Because of the special requirements involved in the financial 
industry banks are obligated to report detailed information on credit risks. 
As banks hand out information on credit risks, they also reveal 
information on their customers on a portfolio level.  
 
The arguments concerning customer asset reporting – both for and 
against – all base on the same key question: do we believe that the 
markets value short-term performance before long-term possibilities? 
 
I believe that investors are often forced to make assessments on future 
cash flows based on information concerning merely one quarter. Since 
future revenues determine company’s worth and there is no reliable 
source of future information, investors have to assess interim results in 
making long-term predictions.  
There is no lack of interest in the market place for 
long-term forecasts; there is just a void of reliable 
information on these prospects. 
 
Even rudimentary guideposts are better than none at all. In a situation 
where companies only offer a warm handshake in lieu of improved 
metrics and reports, investors are no doubt keen to utilize the information 
they have to work with. There is no lack of interest in the market place 
for long-term forecasts; there is just a void of reliable information on 
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these prospects. Many of the risks perceived by the investors are actually 
caused by the chronic absence of reliable measures for evaluating future 
cash flows.  
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8 The VECTIS process for customer asset 

management  

In this chapter I present a process which can be used to improve the 
performance of customer assets by systematizing the investments made into 
customer relationships.  I have named this the VECTIS process. Vectis is 
a Latin word meaning lever. The purpose of the VECTIS process is to 
clarify how companies can use their customer assets as levers in improving 
earnings and shareholder value.  
 
The letters V, E, C, T, I and S also stand for the different stages of the 
process:  

 Valuate the status of the customer base 

 Explore value capture options 

 Create new business models  

 Translate business models into value creation and value capture 

 Install business models 

 Synchronize for alignment 
 
 
 
 
 
 
 
 
 
 
 
 

 

 

 

 

Figure 16: The VECTIS process 
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VALUATE the status of the customer base  

The most important goal of the Valuate stage is to assess the status of the 
customer base. The idea is to create a basis for resource allocation 
decisions: how to allocate investments into customer relationships in a 
manner that is based on a thorough understanding of the distribution of 
the customers’ economic profit, spread, customer base risks and so forth.  
 
There is no single objective measure for the value of customer assets. 
Consequently, each company must create unique metrics that fit their 
situation. One of the suggestions brought forth in this book has been that 
it is advisable to strive to create a reliable and continuous measuring 
system in order to evaluate and control the company’s customer assets – 
and that the development of this system can start immediately.  
 
The valuation of the customer base status is done in three stages:  
 

1. Creating customer portfolios. It is possible to divide a 
company’s customer base into portfolios by analysing the 
characteristics of individual customer relationships. In this title, 
example portfolios have been formed with the help of two 
criteria: duration and spread. This leads to the creation of four 
portfolios: Renewal, Margin & Cash Flow Maintenance, Capacity 
Optimization, and Monitor. Portfolio creation is discussed 
thoroughly in chapter 4.  

 
2. Creating portfolio and customer profiles. Portfolio profiles 

include the main metrics of each portfolio, such as the cumulative 
customer lifetime economic profit in the portfolio and the 
portfolio’s value index (this facilitates, for instance, creating time 
series of the portfolio’s development). The portfolio’s value index 
enables the management to set goals for the portfolio: increasing 
the number of customers or turnover, decreasing the capital 
employed etc. These are easy to communicate, understandable 
goals that can be delegated to sales and other functions.  

 
In addition to portfolio profiles, quantitative and qualitative 
customer profiles of each portfolio’s typical customers are also 
needed. These profiles are used to increase understanding of the 
portfolios’ value drivers by comparing typical customer profiles in 
different portfolios. Customer profiles should be developed in 
such a way that they are comparable to other profiles and the 
desired state of affairs. 
 

3. Valuating portfolio balance. Valuating portfolio balance 
requires looking above the individual portfolios and creating a 
holistic view of the entire customer base. The overall status of the 
customer base is then compared to the company’s strategy. 
Balance between portfolios is also affected by the customer 
migrations between different portfolios. Hence it is important to 
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analyse how customers move from one portfolio to another as 
well as how customers enter and leave the customer base (i.e. the 
effects of customer acquisition, the gradual decline and eventual 
termination of some customer relationships).  

 
Valuating the balance between customer portfolios helps 
managers estimate if the current customer base is compatible with 
the company and its chosen strategy. By comparing the strategic 
goals and the distribution of customer in different portfolios 
managers can enhance their understanding of what kind of a 
customer base would best serve achieving the set strategic goals.  

 

Self-assessment: Valuate 

The following statements are designed to help the reader to assess the state of 
customer asset management in his or her organization. If “no” is the most common 
answer, there are probably several opportunities to utilize customer asset 
management better in the future. If the customer asset management practices are 
currently under development, then this book may provide the reader insight on how 
to stay on the chosen course.  

1. We have excellent analytics competence needed for analysing quantitative 
customer data. (YES / NO / UNDER DEVELOPMENT) 

2. We have excellent analytics competence needed for analysing qualitative 
customer data. (YES / NO / UNDER DEVELOPMENT) 

3. Our IT system enables us to view all customer data on an individual customer 
level. (YES / NO / UNDER DEVELOPMENT) 

4. We are able to do advanced data-mining on the customer base. (YES / NO / 
UNDER DEVELOPMENT) 

5. We have a clear definition of and metrics for measuring customer profitability. 
(YES / NO / UNDER DEVELOPMENT) 

6. In measuring customer profitability we also allocate capital costs (i.e., we 
measure economic profit of customers). (YES / NO / UNDER DEVELOPMENT) 

7. We have well-defined metrics for anticipating the future cash flow of our 
individual customers / segments. (YES / NO / UNDER DEVELOPMENT) 

8. We have a well-defined process for measuring and analysing the value of 
individual customer relationships / segments. (YES / NO / UNDER 
DEVELOPMENT) 

EXPLORE value capture options 

The goal of this stage is to find new potential for the company to increase 
its value capture through (a) changing the balance between customer 
portfolios, (b) improving the value of individual customer portfolios (and 
the customer relationships in them) by developing existing business 
models and innovating new ones (c) acquiring new or terminating old 
customer relationships in chosen portfolios.  
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The same logic and targets cannot be applied to all portfolios when 
exploring new value capture potential. All customer portfolios have their 
own characteristics and primary goals that affect where and how company 
can increase its value capture. The four example portfolios presented in 
this book each have their own primary goals. The primary goal of the 
Margin & Cash Flow Maintenance portfolio is to produce core earnings. 
Cash flows originating from this portfolio should finance dividends and 
the majority of the corporate development efforts. In this portfolio, the 
company should concentrate on the possibilities of increasing earnings by 
creating segment focused solutions. Cost reductions can also be hunted 
by conceptualizing the business models in order to reduce divergence. 
 
The primary goals of the Capacity Optimization portfolio are to decrease 
the average costs by effectively utilizing the production capacity and to 
minimize risks by avoiding turnover concentration and risk correlations 
within the portfolio.  
 
The primary goal of the Renewal portfolio is to move away from 
continuous fine-tuning of the existing offerings and processes and 
recurring cost cuts. This can be achieved through radical innovations - 
companies must strive to enter adjacent areas of their core business: 
finding completely new ways of satisfying the customer needs and thus 
creating entirely new markets and revenue streams.    
 
The Monitor portfolio’s primary objective is simply to identify customer 
relationships that can be terminated and seek for ways of utilizing the 
possible untapped potential of customer relationships in this portfolio.  
 
Finding and exploring new possibilities is pivotal for all organizations. It 
should occur at many levels and areas simultaneously. The goal here is to 
reach a situation in which the company can choose an option that is ideal 
for the company in question – from as many alternatives as possible. 
Unrefined options should not be disregarded: even the most substantial 
opportunity can seem vague before thorough scrutinizing. Often 
companies find new possibilities for increased value capture in the 
following areas:  
 

 Improving the quality of existing customer relationships  

 Expanding into new customer segments 

 Expanding into new geographical areas  

 Planning new offerings or services  

 Utilizing new distribution channels 

 Utilizing internal competences better 

 Reorganizing work division in the value creation network  

 Utilizing technology based enablers 
 

Self-assessment: Explore 

1. We are forerunners in exploring new technologies. (YES / NO / UNDER 
DEVELOPMENT) 
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2. Our organizational culture strongly supports innovation. (YES / NO / UNDER 

DEVELOPMENT) 

3. We have excellent competence in process re-engineering. (YES / NO / UNDER 
DEVELOPMENT) 

4. We have tools for simulating the ROI of new innovations. (YES / NO / UNDER 
DEVELOPMENT) 

5. We have well-defined tools for evaluating the business effects of new business 
opportunities. (YES / NO / UNDER DEVELOPMENT) 

6. We have well-defined tools for evaluating the business effects of different 
improvements to our current customer management processes. (YES / NO / 
UNDER DEVELOPMENT) 

7. We have support systems that create market information. (YES / NO / UNDER 
DEVELOPMENT) 

8. We have well-defined metrics for measuring how successfully the organization 
explores new business opportunities. (YES / NO / UNDER DEVELOPMENT) 

9. We have a well-defined process with which we regularly examine our customers 
in search for new business opportunities. (YES / NO / UNDER DEVELOPMENT) 

10. We have a well-defined process with which we regularly benchmark industry 
peers in search of new business opportunities. (YES / NO / UNDER 
DEVELOPMENT) 

The strategic gate – choosing from the options  

As it is not possible to implement all the alternatives identified in the 
EXPLORE stage, the most beneficial options must be pruned out of less 
potential ones. Identified options should be compared to the business 
unit’s strategy – the goal is to seek strategic fit between the strategy and 
the new value capture option. Successful companies are constantly on the 
lookout for new opportunities but they share common ground in the 
ways in which they select the most desirable alternatives.  
 
There are three basic rules for evaluating value capture options:   
1. Never jeopardize the core earnings. The earnings created by the core 

business form the foundation for the company’s financial success. In 
addition to this, companies are often able to find growth 
opportunities in adjacent areas of the current core business. Hence 
the new opportunities should never compromise the core business. It 
is also important to ensure that new opportunities are adequately 
significant and that they support attaining the most important 
business goals.  

2. Focus on a limited number of options – preferably one – at a time. 
The number of changes within the organization should always be 
carefully restricted. Experienced leaders know how launching too 
many new things at once will easily create confusion and reduce the 
clarity concerning the common direction of the organization.  This in 
turn results into diminished chances of success.  
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3. Choose options that are strong in most of the analysed scenarios. In 
most cases, it is sensible to avoid alternatives that show great promise 
in some scenarios but high risks in others.  

 
When the options have been analysed and compared, the organization is 
ready to reach a decision over which ones it will choose to develop into 
comprehensive business models (or changes into existing business 
models), which can then be implemented.   

 
Available options must also be tested with an optimization tool. With this 
kind of tool the company can evaluate the various options based on, for 
example, the following criteria: 

 The strategic fit of the option  
o Does it support business goals 

 Opportunities to increase value capture for the company  
o Impact on spread  
o Impact on duration  
o Impact on cash flow  

 Opportunities to increase value creation for the customer  
o Opportunities to create more visible value  
o Opportunities to increase customer retention 

 Evaluating the possibilities to implement the option 
o Costs associated to the option  
o How long will it take to implement the option 
o How challenging will the implementation be 

CREATE new business models  

At this stage of the VECTIS process a company focuses on those options 
to increase value capture that were selected in the above-described 
strategic gate. The goal of the Create phase is to design new business 
models or modifications into the existing models.  
 
When a company creates business models to improve the balance and 
value of its customer portfolios, it must appreciate the natural 
characteristics of the portfolios. Each customer portfolio follows its own 
logic and “business rules”, and understanding these is essential in order to 
create a successful business model that suits the customer portfolio in 
question. The customer relationships in the various portfolios must be 
approached from different perspectives and the company must utilize 
different positioning strategies in different portfolios (see Kaario et al. 
2003). The notion of having individual business models for different 
customers is perhaps the greatest contribution customer asset 
management offers the field of business strategy development. 
 
Three generic business models arise from the example portfolios 
presented in this book (the Monitor portfolio does not have a generic 
model). These generic business models can be used as a foundation for 
creating company specific business models: 
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 The Margin & Cash Flow Maintenance portfolio necessitates a 
solution or application provider business model.  The primary 
goal of this portfolio is to ensure cash flows that pay dividends and 
cover investments into renewal and business development. In order 
to achieve these goals a company should strive to create segment 
specific business models that enable simultaneous revenue growth 
(diverse solutions for various needs) and cost control (the business 
model is conceptualized in such way that it enables delivery of diverse 
solutions at reasonable costs).  

 The Capacity Optimization portfolio requires a simple producer 
business model. Success as a product or service provider 
necessitates a highly effective production process, which in turn 
allows entering the unavoidable price competition. The main method 
for increasing spread in this portfolio is cost reduction. Consequently, 
this portfolio’s core strategy boils down to process efficiency. 

 The Renewal portfolio calls for an innovator business model. 
The most challenging position a company can take is choosing to 
become an innovator or a forerunner65. This kind of a company 
strives to change the business logic of its industry by redefining and 
redistributing roles in the value creation network. The primary goal of 
the Renewal portfolio is to identify opportunities for innovation, 
which ensure the company’s long-term success and sustainable 
shareholder value growth. Thus the main task in this portfolio is to 
find business opportunities that possess significantly greater spread 
than the existing businesses.  

 Reassessing the business models is vital in the Monitor 
portfolio. In this portfolio managers must carefully evaluate the 
customer potential. The average spread of the portfolio can be 
improved by terminating customer relationships that show no 
potential. In addition a company must strive to identify all 
possibilities for increasing prices and/or altering the distribution 
process in such a manner that enables cost reduction.  

 

Self-assessment: Create 

1. We have good capabilities for critically analysing our position in the value 
network. (YES / NO / UNDER DEVELOPMENT) 

2. Our strategy process looks also outside our own business area. (YES / NO / 
UNDER DEVELOPMENT) 

3. There is broad understanding of the profitability structure of the current 
business. (YES / NO / UNDER DEVELOPMENT) 

4. We have well-defined tools for measuring the efficiency of current customer. 
(YES / NO / UNDER DEVELOPMENT)  

5. We have tools for measuring the outcome of offering development. (YES / NO / 
UNDER DEVELOPMENT) 

6. We have well-defined metrics for quantifying the business potential outside the 
existing business and customer base. (YES / NO / UNDER DEVELOPMENT) 
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7. Effects of alternative pricing/earning logics can be quantified. (YES / NO / 

UNDER DEVELOPMENT) 

8. We have a well-defined process for innovating new offerings. (YES / NO / 
UNDER DEVELOPMENT) 

9. We have a well-defined process for continuously improving our current offerings. 
(YES / NO / UNDER DEVELOPMENT) 

10. We have a well-defined process for continuously improving our current customer 
management processes. (YES / NO / UNDER DEVELOPMENT) 

11. We have a well-defined process for innovating new customer management 
processes. (YES / NO / UNDER DEVELOPMENT) 

12. We have an offering development process that constantly looks for new business 
opportunities. (YES / NO / UNDER DEVELOPMENT) 

13. Managing the offering is an integral part of the management system. (YES / NO 
/ UNDER DEVELOPMENT) 

TRANSLATE business models into value creation 
and value capture   

The primary goal of this stage of the VECTIS process is to translate the 
value capture options and business model changes that were identified in 
the previous stages into monetary terms – define their business impacts.  
 
The logic of the Translate stage is to illustrate the value creation 
possibilities to the customer (this stage is often referred to as value 
quantification) and the value capture possibilities to the company (often 
through business case calculations that analyse the return on invested 
capital). The effects of the different customer portfolio specific business 
models should be assessed from both value creation and value capture 
perspectives in order to provide ideal support for the decision-making 
process. 
 
Value quantification for the customer varies clearly in different 
customer portfolios. This is apparent also in the example portfolios 
presented in this book. For instance, in the Renewal portfolio the 
customer must appreciate the business potential created by the new 
business model. Hence, the customer process innovations must be 
translated into possible impacts to the customer’s ability to earn profits on 
invested capital.   
 
In the Margin & Cash Flow Maintenance portfolio the value of the 
differentiated concepts must be quantified to the customers in terms of 
both effects on balance sheet and P&L statement. The customer should 
comprehend the total cost effect of the relationship and not focus entirely 
on, for instance, the level of cost of capital. In the Capacity Optimization 
portfolio the customer is probably not interested in the total costs of the 
relationship but rather focuses on purchasing price. Accordingly, the 
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value quantification in this portfolio should be based on offering the 
customer desirable purchasing prices.  
 
The business case calculation is an essential tool for managing 
customer asset investments. All of the business model development 
activities planned during the previous stages of the VECTIS process 
require investments – allocating resources in a new way. As stated before, 
these investments include both capital costs and operating expenses. 
Reallocating resources affects all functions of a company, and this makes 
the business case calculation a challenging task. The aim of the business 
case tool is to offer a holistic, cross-functional picture of the financial 
impacts of the change as well as to enable simulations and sensitivity 
analyses. A good tool to use in this context is the DuPont model66.  
 
When the business impacts of the customer relationship investments are 
calculated, particular care should be taken to assess the cash flow effects 
the investments have in the different portfolios. An increase in the cash 
flow is a much more reliable indicator of success than revenue growth – 
or any other financial indicator for that matter. The accounting 
department is responsible for the Translate stage and for assisting the 
functions that created the business model (sales, marketing, service and 
product development) in weighing up the financial impacts of the 
business models.  
 

Self-assessment: Translate 

1. We can control the performance of different offerings separately. (YES / NO / 
UNDER DEVELOPMENT) 

2. We can simulate the monetary effects of changing our offerings (YES / NO / 
UNDER DEVELOPMENT) 

3. We include balance sheet items in measuring the performance of our offerings. 
(YES / NO / UNDER DEVELOPMENT) 

4. We conduct cumulative cash flow analyses when planning the offerings. (YES / 
NO / UNDER DEVELOPMENT) 

5. We have a well-defined process for analysing our future profitability structure. 
(YES / NO / UNDER DEVELOPMENT) 

6. We have a well-defined process for understanding future business logic options. 
(YES / NO / UNDER DEVELOPMENT) 

7. We have a clearly defined process for how we invest in our customers. (YES / 
NO / UNDER DEVELOPMENT) 

The financial gate – modelling the ROCE effects  

The financial gate is the decision-making point of the investment 
processes. Decisions must be made and resource allocations agreed upon.  
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I suggest that cash flow and return on capital employed, ROCE, are 
chosen as the main metrics at this stage. It is also worth considering 
whether or not these investment calculations can be made using the same 
cost of capital level for all customer portfolios. This seemingly academic 
question is a very noteworthy one, because the planned business model 
changes may have very different risk levels in the different portfolios. In 
addition, the ability to allocate effectively the invested capital can vary 
from portfolio to portfolio – but whenever capital allocation is not 
possible, a higher cost of capital can be employed. Thus utilizing different 
costs of capital levels for the different portfolios is plausibly the most 
rational option. For instance, the risks associated to creating new business 
models in the Renewal portfolio are significantly higher than average and 
thus stricter guidelines controlling the resource allocation decisions are 
needed in this portfolio.  
 
It is recommendable that the go/no go decision concerning the proposed 
investments is made separately for each customer portfolio. This supports 
thorough analysis of each portfolio and enables the use of individual costs 
of capital levels in each portfolio.  

INSTALL business models  

Installing new business models necessitates an extensive change process. 
The change process covers all functions that generate customer 
encounters: both the functions managing and executing the encounters as 
well as the functions creating the foundation for their existence. The goal 
is to plan an effective and rapid change process that takes into 
consideration the difficulty level of the suggested changes.  
 
Typically, changes are needed in the offering definition (product and 
service components), pricing logic (including price levels), customer 
relationship processes, distribution channels, marketing communication 
(used arguments, level of investments, used channels, promises), sales and 
its management (including sales arguments), customer service (including 
face-to-face, call centre and www), administrative processes (including 
invoicing), HRM (including competences and rewarding), IT solutions 
(customer information management, sales automation) and management 
systems (structure, planning, goal setting and controlling).  
 
The process of implementing new business models or changing existing 
ones may vary considerably depending on the degree of suggested 
changes. The changes can be evaluated against two very pragmatic 
dimensions: the magnitude and importance of the change. If achieving the 
change does not require significant effort but it is considered pivotal for 
the company, it is naturally advisable to commence the change process 
immediately. However, an extensive and demanding change always 
requires planning and preparation which must be allocated enough time, 
even if the change is considered highly important. 
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The magnitude of necessary changes also varies between customer 
portfolios. Out of the example portfolios presented in this book, the most 
sizeable changes occur in the Renewal portfolio – after all, its goal is to 
renew business models. The changes in this portfolio call for a thorough 
“training process” for different organizational functions and also for the 
close partners in the value creation network.  
 
The changes in the Margin & Cash Flow Maintenance portfolio mostly 
deal with implementing and improving segment specific solutions and 
seeking new pricing models. Changes in the Capacity Optimization 
portfolio are probably smaller. They primarily deal with improving the 
efficiency of the existing customer processes, changes in the used 
channels etc. In the Monitor portfolio, various functions of the 
organization must participate in the change efforts. After all, “letting a 
customer go” is a delicate process. In order to prevent unfavourable 
reputation, dignified ways to exit the relationship must be created for the 
customers.  
 

Self-assessment: Install 

1. We have a strong track record of change management. (YES / NO / UNDER 
DEVELOPMENT) 

2. We frequently use cross-functional task forces. (YES / NO / UNDER 
DEVELOPMENT) 

3. Our project management is supported by IT. (YES / NO / UNDER 
DEVELOPMENT) 

4. Our on-going projects are integrated into the IT systems. (YES / NO / UNDER 
DEVELOPMENT) 

5. Cross-functional activities are an integral part of our incentive system. (YES / 
NO / UNDER DEVELOPMENT) 

6. We can allocate development investments/costs to individual customers / 
segments. (YES / NO / UNDER DEVELOPMENT) 

7. Top management is involved in offering development. (YES / NO / UNDER 
DEVELOPMENT) 

8. Our company culture supports and encourages cross-functional activities. (YES / 
NO / UNDER DEVELOPMENT) 

9. We communicate "early wins" from development projects effectively. (YES / NO 
/ UNDER DEVELOPMENT) 

10. Customer related issues are on the agenda of our top management. (YES / NO / 
UNDER DEVELOPMENT) 

SYNCHRONIZE for alignment 

The main goal of the VECTIS process is to increase shareholder value by 
systematizing investments into customer relationships. In order to ensure 
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this development path, companies must recognize the importance of 
customers as assets and align their processes so that all company units 
and functions support the long-term performance of this asset. Managing 
the performance of the customer asset is not a project or a tool. It is a 
change in thinking; a revolution in assumptions of how sustainable 
shareholder value is created.  
 
This transformation calls for a thorough retraining of both the company’s 
top management and parties outside the organizational borders. A 
company must:  
 

 educate its intuition by creating analyses and simulation tools to 
support decision making,  

 teach its customers to understand the new business models,  

 educate its top management and board to understand how customer 
relationships affect shareholder value, and 

 educate analysts and investors to demand deeper and more thorough 
information on the performance of the customer assets.  

 
This target state can only be reached if the entire organization is aligned 
to manage customer assets systematically. Usually, alignment is called for 
along two different aspects. First, the company must change its 
management style so it supports the necessary business model changes. 
This necessitates cross-functional alignment of goals and metrics. The 
most important organizational dimension that requires alignment is, in 
most companies, the product and channel functions. (In some cases the 
channel function can be replaced with a geographical dimension.)  
 
Second, the company (especially in the B2B context) must align its 
operations with its customers. The ultimate aspiration of a customer 
focused firm is to achieve alignment with the customer’s strategy process.  
 

Self-assessment: Synchronize 

1. Our organization is very successful in promoting new ideas to the customer. 
(YES / NO / UNDER DEVELOPMENT) 

2. Our organization is very successful in influencing customers' decision making. 
(YES / NO / UNDER DEVELOPMENT) 

3. We regularly analyse revenue growth per customer. (YES / NO / UNDER 
DEVELOPMENT) 

4. We regularly analyse cost reductions per customer. (YES / NO / UNDER 
DEVELOPMENT) 

5. We define business metrics separately for each business unit. (YES / NO / 
UNDER DEVELOPMENT) 

6. We clearly communicate the strategic roles of different businesses across the 
organization. (YES / NO / UNDER DEVELOPMENT) 

7. All our functional units share a clear understanding of the effects of customer 
relationships to the financial performance of our company. (YES / NO / UNDER 

DEVELOPMENT) 
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8. We discuss over functional boundaries about how to improve current customer 

relationships and how to acquire new suitable customer relationships. (YES / NO 
/ UNDER DEVELOPMENT) 

9. Our finance department helps marketing and sales in creating metrics, forecasts 
and in setting the targets. (YES / NO / UNDER DEVELOPMENT) 

10. We regularly analyse how aligning our business with the business of our 
customers impacts revenue growth (B2B). (YES / NO / UNDER DEVELOPMENT) 

11. We regularly analyse how aligning our business with the business of our 
customers impacts our cost structure (B2B). (YES / NO / UNDER 
DEVELOPMENT) 

12. Our organization is well aligned with the organizations of our most important 
customers (B2B). (YES / NO / UNDER DEVELOPMENT) 
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End notes 

                                                 
1 In 1993, several advancement where made that contributed to the progress of the 
Internet. Bill Clinton came to power in January of 1993 and together with vice president 
Al Gore initiated the discussion on a new era of information networks, the information 
super highway. The objective was to build networks that could be accessed by everyone. 
At the same time, a new modem standard was introduced, which doubled the speed of 
information transfer in phone lines to 28.8 kbps (which at the time seemed a remarkable 
improvement in speed). 
 
In March of the same year, a young student by the name of Mark Andreessen launched a 
graphic www browser called Mosaic, which made Internet use simple enough for the 
masses. Andreessen later founded the company Netscape. These events had a lot to do 
with the Internet making its world-wide breakthrough during 1994.  
2 According to the IFRS 3 standard, in acquisitions all intangible assets (up to this point 
considered part of the goodwill) of the acquired company should be itemized, valued 
and activated in the balance sheet. Therefore all intangible assets concerning brand, 
customer relationships, copyrights and marketing need to be entered into the balance 
sheet. This is a great change compared to previous accounting principles: in the past 
these items were not permitted to be activated in the balance sheet when a company was 
acquired. In stead the difference between the sales price and the net book value was 
entered as goodwill in the balance sheet without a detailed breakdown. From here on the 
goodwill is considered as the remaining difference between the acquisition price and the 
activated asset (both tangible and intangible) value, not the difference between the 
acquisition price and the traditional book value of tangible assets as before. As a result, 
goodwill values will be smaller in the future while the majority of the intangible assets are 
itemized in the balance sheet. An especially interesting fact is that IFRS 3 does not 
permit writing off goodwill as depreciations. In stead an annual value impairment test is 
now obligatory. Thus, goodwill basically has an indefinite life span and it is only 
depreciated when possible value impairments give reason for it.  
3 These changes concerning the IFRS accounting standard will probably have the 
greatest effect on Vodafone. Vodafone has had the questionable honour of yielding the 
greatest losses in the history of British companies in the recent years. Previously 
Vodafone has been forced to depreciate significant sums from its large goodwill, which 
to a great extent had to do with Vodafone’s large number of company acquisitions in the 
1990’s. The deprecations have in turn strained the company results. The IFRS 3 standard 
will change this, however. For example, from March to September of 2004, Vodafone 
reported a turnover of 16.8 billion pounds and a loss before taxes of 1.9 billion pounds. 
According to the new regulations, the company’s turnover during the same period would 
be 16.7 billion pounds and the profit would rise to 4.5 billion pounds. Thus, the profit 
for a period of six months would increase to nearly 6.5 billion pounds. (Ref. The Guardian 
(international edition). January 21st, 2005.) 
4 Tight competition for the most valuable segments – especially in the consumer market 
– will also raise countermeasures. An example of the need for authority control over 
company activities is the National do-not-call register in the United States, which 
protects consumers from the less appealing side effects of competition. Consumers can 
supply their phone numbers (either mobile or fixed line) to the register and prohibit 
telesales to these extensions. The National do-not-call register was established in the 
summer of 2003 and during its first year of existence collected an astounding 62 million 
phone numbers onto the blocking list. The register is administrated by the National 
Trade Commission, an American consumer protection organization that also collects 
information on companies that do not follow the restrictions. This aids other 
government authorities in controlling and possibly penalizing the breaching companies.  
5 One interesting example of handling marketing expenses as investments is Saunalahti 
Group’s decision to activate their expenses in the balance sheet in 2003. Saunalahti 
Group Ltd was an internet and mobile phone operator service provider that offered 
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services both to the consumer and business customers in Finland. Saunalahti Group’s 
stock used to be listed on the Helsinki Stock exchange NM (New Market) list.  
 
In 2001 Saunalahti was near bankruptcy after being forced to write off items that had 
lost their asset value from their balance sheet. Saunalahti had previously activated for 
example brand building expenses, goodwill with little or no asset value, and unsure tax 
receivables. In 2003 the number of Saunalahti mobile subscriptions quintupled from 29 
000 to 144 000 users. At the beginning of the same year Saunalahti began to activate 
customer acquisition costs. In 2003 five million euros worth of customer acquisition 
costs were entered as intangible assets in the balance sheet. 2.4 million euros of this sum 
was marketing expenses and 2.6 million euros other direct costs. The depreciation time 
used for mobile subscriptions was 18 months and for internet subscriptions 36 months. 
In 2003 Saunalahti reported an official profit for the fiscal year of 5.0 million euros. 
According to analyst sources the company actually made a loss of 1.5 million euros 
without non-recurring income or activation of customer acquisition costs. 
 
In 2005 Saunalahti’s journey as an independent operator ended: it was acquired by the 
second largest operator in Finland, Elisa.  
 

Saunalahti's balance sheet 1998-2003
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(Source: www.saunalahtigroup.com) 
 
6 The customer lifetime value, CLTV, can be defined as the net present value of all 
future revenues acquired from a certain customer. There are two separate ways to 
calculate CLTV: 
1. CLTV is estimated by using the present business with the customer as the basis for 

calculations. 
2. CLTV is calculated by using assumptions on future business with the customer as 

the basis for calculations. 
Most CLTV models simplify reality by leaving out factors such as customer behaviour 
risks, social and competitive influences and the impact of product life cycles. 
 
In the finance sector, for example, CLTV models need to be constructed based on 
customer consumption behaviour in the past as well as researched data on possible 
future trends. 
The analysis can offer insight on: 

 The probability of a customer switching to another company 

 A prediction of customer behaviour in the future and the value of this customer 
relationship 

 Understanding of the customer’s preferences 

 A strong basis for strategic allocation of resources 

 An infrastructure for decision making, which supports differentiated customer 
relationship management. 
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 (Ref: Hogan et al. 2002) 

7 For example Gary Hamel (2004) has investigated the logic behind acquisitions. Why do 
executives show interest in mergers and acquisitions even though studies show that the 
direct and indirect integration costs associated with mergers and acquisitions often 
exceed the possible benefits relating to synergy and economies of scale? 
 
According to Hamel, the underlying reason for the popularity of mergers and acquisition 
is that they are the fastest way to compensate for lack of organic growth. Even though 
an acquisition can destroy shareholder’s value in the mid-term, in the short-term – the 
timeframe most executives seem to be interested in – an acquisition always increases a 
company’s turnover and often adds to the profit of the buyer company as well. 
 
G. Bennett Stewart (2004) has in turn studied the ability of rapidly growing companies to 
simultaneously increase the shareholder value (rapid growth measured by increase in 
turnover). While comparing U.S. and European energy and telecommunications 
companies Stewart came to the conclusion that a crucial reason for the European 
companies’ ability to grow as well as to increase shareholder value was the small number 
of acquisitions. The growth of American energy companies was largely due to 
unprofitable acquisitions.  
8 In perfect competition marginal price equals marginal cost. Hence, there will always be 
some player in the market who is prepared to sell their capacity based on marginal 
pricing. 
9 The founder of Boston Consulting Group, Bruce Henderson (1915-1992) introduced 
the idea of “The rule of three and four”. Henderson analysed mature industries and their 
consolidation. He concluded that there cannot be more than three significant 
competitors in a mature market. In addition, the largest competitor will not have more 
than four times the market share of the smallest. This theory leads to five noteworthy 
conclusions: (1) If the number of competitors is larger than three, a shakeout is 
inevitable, (2) The surviving companies will have to grow faster than the market, (3) 
Eventual losers will have a negative cash flow if they attempt to grow, (4) All except the 
two largest competitors will be losers and (5) The definition of what constitutes the 
“market” is strategically important. 
10 Built to Last by Collins and Porras has also received criticism during the last years (see 
for example Hamel & Välikangas 2003). In their book, Collins and Porras chose 18 
visionary companies that had continuously succeeded at exceeding the performance level 
of their competitors between the years of 1950 and 1990. Nevertheless, in the following 
ten years only six of these 18 companies have been able to exceed the general 
comparison index (Dow Jones Industrial Average) – a fact the critics of the book have 
focused on. 
11 There are several interesting exceptions to this. Take retail banks: customer 
relationships are visible in the bank’s balance sheet, as most products that banks offer 
affect the balance sheet. For example, if I deposit cash onto a bank account, this shows 
up in the bank’s balance sheet. The forerunner banks refine their customer base in a way 
that strengthens their balance sheet – even by reducing the number of customers. If a 
customer with high risk, low present net value and low future potential switches banks, it 
does not significantly harm the bank.  
Another example can be found in airlines. They have to inform owners and investors of 
“debts” that are created through customer loyalty programs. 
12 My partner Oskar Korkman has written the following on developing customer based 
business models: In the end, it is the customer who chooses the business model. If this is 
the case, why aren’t business model decisions more often based on proactive customer 
understanding? There are several reasons for this. First of all, today’s world is such a 
chaotic place that it is difficult to detect clear indicators of future trends. Second, 
customer is not always the king and all-knowing.  Companies, competitors in this case, 
can shape and direct customer opinions and decision making. Thirdly, customers are 
rarely discussed at the top management level. Top management discusses investments 
and decides on organizational structures but seldom adds customer relationships onto 
the agenda. This is partly the reason behind stressing that customers should be talked 
about as assets in this new trend of customer focused business. The aim is, in part at 
least, to raise the interest of top management and especially financial executives to see 
the potential that lies in customer bases [...] 
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Customer focus has traditionally been a “functional” concept. In this mindset marketing 
is responsible for customer focused business management. In practice, marketing has 
rarely been able to manage the customer encounters cross-functionally. The common 
denominator and motivation that could unite different functions seems to be missing. 
For this reason, customer focus cannot be left to the responsibility of marketing staff 
alone. The role of management is to implement customer focused business models as 
part of their strategic planning. The main objective of these efforts should not be mere 
customer focus, but securing well-functioning business models and earnings in particular 
– in a customer focused way. Business portfolios are customarily managed from risk and 
profitability perspectives, but the same thinking has not been adapted to customer 
portfolios. This is an interesting fact, as in the end, customers are the source of all cash 
flow coming to the company. These revenues from customers, and not from the 
company itself or investors, enable the only sustainable development. 
13 The American Marketing Association (AMA) has defined marketing 1985 as: 
“Marketing is the process of planning and executing the conception, pricing, promotion 
and distribution of ideas, goods and services to create exchanges that satisfy individual 
and organizational objectives”. During the last year this definition has been criticized by 
many scholars (due to the growing importance of relationship and service marketing. 
This prompted AMA to re-define marketing in 2005 as: “Marketing is an organizational 
function and a set of processes for creating, communicating and delivering value to 
customers and for managing customer relationships in ways that benefit the organization 
and its stakeholders”. 
14 Value creation as a part of consumption or use has, however, always been a topic of 
discussion. Even Aristotle dealt with the theme in several different scientific fields 
(philosophy, aesthetics, anthropology, economics). In economics the value-in-use has 
been seen as the enabler of production, leaving consumption to the sidelines of 
argumentation instead of the focus. In this theory, the customer is a decision maker, not 
a creative and active person or company that co-exists with other people and objects.  
 
There are some refreshing examples of another kind of thinking. For example 
Baudrillard’s book The Consumer Society (Baudrillard 1977) criticizes traditional value 
thinking and ponders over the possibility of viewing consumption as valuable in itself. 
Similar thinking is expressed by a group of sociologists, anthropologists and consumer 
researchers that have lifted consuming to the central point of their analyses. This kind of 
thinking is still rare in marketing, nevertheless, and any further development of this 
school of thought lies on the shoulders of post-modern researchers, who are usually not 
acquainted with customer management challenges. The greatest challenge is the great gap 
between consumer and business model studies: business oriented researchers do not 
understand consumption and vice versa.  
 
Oskar Korkman finalized his doctoral dissertation on the concept of “practice value” in 
2006. The study concludes that customer practices hold potential. Value creation is not 
driven by customer opinions or desires, but instead through understanding and 
improving customer practices. Understanding practices also gives new insight on 
improving offerings and segmentation.   
 
See also Vargo and Lusch (2004). 
15 Frazier and McDonough (2002) have studied the ability of companies to create value 
to customers and to shareholders. In their opinion, most companies create either too 
much or too little value through their operations. If a company creates too little value, 
customers do not feel they are getting their money’s worth, which can lead to losing 
customers to competitors whose offerings better suit the customers’ needs. On the other 
hand, if the company creates too much value, it subsidizes customers who did not ask 
for this added value and are not prepared to pay the cost. In both cases the company’s 
possibilities to capture as much value as possible to shareholders is reduced. This means 
that a company should try to find out the level of value creation at which shareholder 
value is maximized. 
 
The relationship between value creation (value to customer) and value capture (value to 
company) has been illustrated in the diagram below. Point A refers to the level of value 
generated to customer that also maximizes the value to shareholders. Point C depicts a 
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situation in which the shareholders subsidize the extra value to customers. At point B, in 
turn, customers are treated unfairly.  
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(Source: Frazier & McDonough 2002) 
 
Excess value creation to customers can be acceptable if the value creation also enables 
significant value capture to the company. If excessive value capture cannot be attained 
with the particular customers, the level of value creation must be changed. This can 
come about by reducing customer service costs by directing customers toward self-
service channels. In cases, where customers are receiving too little value, the company is 
at risk of losing their customers to competitors. Especially when these customers 
produce a good cash flow, the company has to actively minimize risk. This can be 
achieved by raising the level of value creation, by for example designing a more tempting 
offering for these customers. 
16 See for example Storbacka, Kaj (1994) The nature of customer relationship profitability. 
Analysis of relationships and customer bases in retail banking. Swedish School of Economics and 
Business Administration, Storbacka, Kaj & Sivula, Petteri & Kaario, Kari (1999), Create 
Value with Strategic Accounts, Kauppakaari, Mulhern, Francis (1999) Customer profitability 
analysis: measurement, concentration, and research directions. Journal of Interactive 
Marketing, 13:1., Kaplan, Robert & Narayanan, V. G. (2001) Customer profitability 
measurement and management. Harvard Business Review, May, Kaplan, Robert & 
Narayanan, V. G. (2001) Customer profitability measurement and management, Harvard 
Business Review, May, and Selden, Larry and Colvin, Geoffrey (2003) Angel customers and 
demon customers: Discover which is which and turbo-charge your stock. Portfolio.  
17 Earnings Before Interests and Tax 
18 Nobel Prize winners Merton Miller and Franco Modigliani illustrate their evaluation 
model in the classic paper “Dividend Policy, Growth and the Valuation of Shares” 
(Journal of Business, October 1961), which can be used to calculate company value. After 
several simplifications, a company’s value can be expressed as so: 
 V = NOPAT + Investment * (ROIC – CC) * D 
            CC  CC 
where NOPAT is net operating profit after taxes, CC is capital cost, Investment is the 
amount of invested capital (in excess of depreciation), ROIC is return on invested capital 
and D is duration.  
19 Economic Value Added, EVA ® was developed by Stern Stewart & Co to measure 
added economical value. 
20 When I conducted my first customer profitably calculation back in 1986, it always 
raised discussion about whether fixed costs could be allocated to customers. The basic 
claim every time was that fixed costs could not be allocated to customers and that trying 
to do so was both difficult and senseless. Nowadays, on the contrary, almost all 
companies conduct at least some level of customer profitability calculations.  
 
Vectia Ltd. conducted a multi-customer study in the spring of 2004 called Customer 
Asset Management. This project showed that of the companies involved in the study, 20 
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% utilized customer profitability measurements regularly in the business management, 60 
% utilized the measurements to some extent with different emphases in different 
business units and 20 % did not take use of customer profitability calculations but had 
discussed the possibility. 
21 Two professors, Ravi Dhar (Yale) and Rashi Glazer (Berkeley) have introduced 
fascinating ideas on balancing customer portfolios (Dhar & Glazer 2003). Naturally, all 
cash flows come from customers but cash flows generated by individual customers differ 
in size and steadiness. It is also impossible to predict the future customer cash flows 
exactly – thus there is risk associated to customer relationships. 
 
Dhar and Glazer argue that customer relationships should be managed as portfolios 
formed based on risk and return assessments, similar to the investment instrument 
portfolios. In a financing company the portfolio manager attempts to create a 
combination of different investment alternatives to obtain the highest possible profit at a 
certain risk level. The same principle can be applied also to customer portfolios. 
Companies should aim at balancing their customer portfolios for increased predictably 
and reduced overall risk.  
 
Balancing customer portfolios means building risk-adjusted portfolios that do not exceed 
the company’s tolerance for risk. This requires assessing new a customer relationship in 
light of the impact this relationship has on the overall risk and return in the portfolio, 
not just the desirability of an individual customer relationship. It is important to 
understand that even though an individual customer may seem attractive to a company, a 
large group of similar customers may exceed a company’s tolerance for risk! A general 
guideline is that the closer the individual customer’s risk-return behaviour is to the entire 
portfolio’s, the smaller is the impact of adding such a customer to the portfolio. On the 
other hand, it may be reasonable to add a volatile customer into a high-risk portfolio, but 
only if the predicted behaviour of this customer moves in the opposite direction than the 
rest of the portfolio. In such a case, a high-risk customer relationship actually reduces 
the risk of the portfolio at a whole! 
 
So how does a company executive decide which customers to obtain, which customer 
relationships to retain and which to exit from? Dhar and Glazer suggest two measures to 
help in decision making: risk-adjusted lifetime value and customer beta. Dhar and Glazer 
recommend measuring individual customer relationships with the former, since the risk-
adjusted lifetime value notes a customer's expected return in each period and the degree 
of those returns' deviation from the customer's mean return. Customer beta, on the 
other hand, is analogical to the beta coefficient used in the stock market. The beta 
measure depicts the relationship between risk and return of a customer relationship 
when compared to the entire portfolio’s risk-return ratio. If a customer relationship’s 
returns are more volatile than the portfolio’s at a whole, the customer beta value is above 
one.  On the other hand, if the portfolio is more volatile, customer beta is below one. 
Negative beta customer relationships move in the opposite direction than the portfolio 
revenues. Risk-adjusted lifetime value and customer beta thus help in predicting the 
effects various customer relationships on the entire customer portfolio. 
 
 
The objective for company executives is hence to define the desired risk-return ratio for 
the entire company. The optimal risk-return ratio can be found by utilizing the customer 
efficient frontier – a curve showing the maximal return for any given level of risk or vice 
versa. If the risk-return ratio of the current customer base deviates from the optimum, 
the customer portfolio can be altered by adding or removing certain types of customer 
relationships.  Now the executives’ task is not to offer certain products to certain 
customers but to identify the right customers and to combine these customer 
relationships into desirable portfolios. 
22 Classical segment definition states that segments should have the highest possible 
internal homogeneity (be formed of as similar customers as possible) and the highest 
possible heterogeneity between segments (be as different as possible when compared 
with other segments). 
23Segmentation is one of business management’s greatest challenges. Experience has 
taught that companies must simultaneously have several varied segmentation models, 
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because different functions require segments for different purposes. Segmentation that 
serves product development may not be suitable for marketing and vice versa. It seems 
clear, however, that all companies must use segmentation from both value creation and 
value capture perspectives. 
 
Customers, both present and future, should be segmented according to their value so 
that resources can be allocated to strategically right customers. At the same time it 
should be ensured that customers are segmented according to how a company can and 
wishes to produce value to customers; by developing the applicable product or service 
models. 
24 All companies make investments as they acquire, serve and retain customers. The 
amount and type of investments are influenced by customer behaviour and the longevity 
of customer relationships. As for all investments, the key for investing in customers is to 
allocate resources to customer relationships that produce most value to shareholders. 
Traditional management accounting do not give a very reliable picture of the 
investments into customer as it focuses on the past and most of the customer value is 
actualized in the future. Thus value capture should be assessed using indicators that 
covers all relevant cost items and builds on a life-cycle view of the customer relationship. 
 
Hence, the logical way would be to divide the customer base into portfolios based 
on their economic value added. Frazier and McDonough published an article in 2002, 
in which they recommended calculating economic value added for life-cycle of a 
customer relationship. They claim that traditional management accounting give far too 
rosy an image of customer relationships and customer portfolios. The only way to 
reliably assess the correlation between value capture from customer relationship and 
shareholder value is to analyse how customers contribute to economic value added 
(taking into account both the P&L costs and the cost of capital). When the customer 
base is divided into portfolios based on economic value added, each portfolio’s impact 
on the company’s market value can be determined, calculated and controlled regularly. 
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Figure: Example of customer portfolios (1–5) based on lifetime economic value added 

(adapted: Frazier & McDonough 2002) 
 
Another way to assess value capture is to combine several different metrics into an 
index. This way the customer base would be divided into customer portfolios based on 
individual value capture indices. The index per se does not tell much about the customer 
relationship but it helps rank the customer relationships in relation to the chosen strategy 
– from least to most valuable customer relationship. The value capture index can, for 
instance be build on the following dimensions: 
- Customer profitably. This is a critical metric when determining value capture. A 

large share of customers in an average customer base is unprofitable. The profit 
from a customer can be measured either as profitability (%) or as profit (€). 
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- Volume. Some customers can be valuable because they bring volume. This is 

especially true for companies with a high degree of fixed costs, as large volume 
customers cover a large share of these costs. Volume can be measured with sales 
per customer, annual turnover per customer, quantities (# or tons) sold, or some 
other volume indicator. 

- Relationship strength. A strong, long-lasting customer relationship is more 
valuable than a short-lived or weak one. A strong customer relationship makes it 
possible to systematically improve value capture. Strong customer relationships also 
reduce customer turnover, which reduces customer acquisition costs. Relationship 
strength is measured by deploying several varied metrics, such as customer 
satisfaction, contact level, frequency of contacts, longevity of the customer 
relationship, strategic compatibility, etc. 

- Potential. Some customer relationships make growth possible. The company can 
grow by increasing its share of wallet. Another way to expand is to work with 
customers that are growing themselves. In the ideal situation a company should 
attempt to work with the leading companies in an industry and be able to detect 
future winners in growth areas. Potential can be measured by assessing whether the 
customer is in a growing market, by analysing if the customer’s market share is 
increasing, and by measuring the company’s present share of wallet. 

- Learning value. Some customers force the company to develop its capabilities and 
operations. These customers are often considered “difficult” and sometimes even 
non-profitable but a relationship with a challenging customer can be quite valuable 
if the company realizes the learning value and systematically uses the acquired 
capabilities to improve other customer relationships, or if the company has joint 
product development ventures with the customer. 

- Reference value. A customer may be unprofitable in themselves, but valuable 
because of the reference they bring. They can help attract new customers or help 
open doors to new interesting possibilities. 

 
The index has to be created using different metrics for different industries and each 
company within the industry. The industry and company perspective should not only 
drive the selection of metrics but also influence the weighting of the metrics. An asset 
heavy manufacturing company could emphasize volume as a criterion. In some other 
sector the most important dimension could be relationship strength. 
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Figure: Example of customer portfolios (A–C) based on value capture index 

 
Gupta & Lehmann (2005) suggest a simpler logic for defining portfolios. Their model 
has four distinct categories that are formed based on combining value creation and 
value capture. Star customer relationships create value to both counterparts. Risk 
customer relationships bring a great deal of added value to the company but little to the 
customer. In my opinion, however, operational measurements with this model have 
proven challenging. 
25 According to the above definition of duration (which is based on financial modeling), 
duration is always zero if spread is negative; duration is not the same as the longevity of 
the customer relationship. In the following pages of the book, however, I have assumed 
(based on relationship management theory) that if a customer chooses to continue a 
relationship with a supplier, the supplier has a competitive advantage even if spread is 
negative. 
26 A customer once told me that “you cannot eat percentages” – good point ;-). 
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27 The BCG matrix places businesses in a two-by-two matrix. The axes are the market 

growth rate and the company’s relative market share. This adds up to four separate 
groups: cash cows (slow growth & high market share), stars (high growth & high market 
share), question marks (high growth & low market share) and dogs (slow growth & low 
market share)  
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Figure: BCG: growth-market share matrix 

 
Cash cows require little investing and the cash flow they generate can be utilized in 
developing other business activities. Stars can also generate cash flow but since the 
market is growing fast in this sector, they also require investments in order to remain 
ahead of competition. A successful star turns into a cash cow later, as the market 
matures. Question marks also require investments in order to grow their market share 
but building them into stars is unsure. Dogs do not necessarily demand considerable 
investments but they can tie up capital that could better be used in other business 
activities. If such a business lacks strategic significance to the company or strong 
capabilities to grow in market share, it should be let go off. 
 
In the 1970’s McKinsey & Co developed a portfolio analysis tool for General Electric in 
order to identify and research GE’s several business units. This portfolio analysis is still 
known as the GE/McKinsey matrix. The dimensions of the matrix portray profitability 
sources: industry attractiveness and business unit strength. 
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Figure: GE/McKinsey matrix 

 
The industry attractiveness can be assessed with e.g. the following factors: market size 
and growth rate, profitably of business sector, cyclical changes in demand and the 
significance of foreign markets. The business unit strength can be analysed by viewing 
the unit’s position in the market (=market share and growth), sales margin and relative 
competitiveness in regard to quality, technology, production, distribution and marketing. 
 
The GE/McKinsey matrix also gives three generic strategy recommendations for 
managing business unit portfolios. The business units that are strong both in industry 
attractiveness and business unit strength should be grown. Units that succeed poorly on 
both matrix dimensions should be harvested either by selling the unit or by reducing 
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investments in order to build cash flow. The units between these two extremes should 
be managed with a hold strategy. 

 
28 Igor Ansoff has described growth strategies in a classic growth matrix with dimensions 
depicting the company’s current and potential products and markets. After analysing 
growth via current or new products in current or new market, Ansoff determined four 
generic growth strategies: market penetration (existing products & existing markets), 
market development (existing products & new markets), product development (new 
products & existing markets) and diversification (new products & new markets). 
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Figure: Ansoff’s growth matrix 
 
Ansoff came to the conclusion that market penetration is the least risky growth strategy 
because it utilizes the company’s existing resources and abilities. In growing markets 
just holding onto your market share leads to growth and expanding the company’s 
market share is possible because of competitors’ capacity limitations, for example. 
Market penetration is, nevertheless, a limited strategy, since the company is forced to 
seek out growth possibilities elsewhere when the market saturates. Market development 
requires approaching new customer segments or expanding to new geographic areas. 
Market development can be an attractive strategy when a company’s core competence is 
closer linked to products than to experience in the current market. Product 
development, on the other hand, is a beneficial growth strategy when core competencies 
are closely market and customer related. This sort of company can take advantage of 
their strengths by developing new products to existing customers. 
 
Ansoff stated that both market development and product development are riskier 
strategies than market penetration. In his opinion the highest risk, however, was in 
diversification. Diversification requires developing both the products and the markets 
and thus the company’s core competence does not necessarily support the chosen 
growth strategy. The high risks of diversification can be defended if the expected 
revenues are exceptionally high. Other motives for diversification include gaining a 
foothold of interesting business areas and minimizing the total risk of the business 
portfolio. 

 
29 See for example Bruche (2000), Kaye & Yuwono (2003), Harper & Viguerie (2002) 
and Dalby & Smit (2004). 
 
Bruche (2000) has studied the performance of companies in relation to their degree of 
diversification. In his view, companies that have somewhat diversified their business 
succeed better than companies that only focus on one business area or conglomerates 
focusing on several non-related business areas.  
 
Harper and Vigurie (2002) reached similar conclusions. They found that companies with 
a slightly diversified business portfolio could produce at least as high returns for 
shareholders than strictly focused companies – in some cases even higher.   
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Figure: Total return to shareholders relative to the sample (three year moving average, 
percent)  

(Source: Harper & Viguerie 2002) 
30 Chris Zook , author of Profit from the core, has defined core business areas the following 
way:  
 
In order to identify core business areas one must first detect a company’s most 
significant assets 
1. Customers with the greatest potential profitability 
2. The most strategic capabilities that differentiate the company from the 
competition 
3. The most critical product offerings 
4. Most important channels 
5. All other critical strategic assets that contribute to the above mentioned four 

assets (such as patents, brands, position at a control point in a network).   
 
Managers need to ask themselves the following questions in order to attain a practical 
definition for their business:  
 
- What are the boundaries of our business, where those boundaries are “natural” 

economic boundaries defined by customer needs and basic economics? What 
products, customers, channels, and competitors do these boundaries 
encompass?  

- What are the core skills and assets needed to compete effectively within that 
competitive arena? 

- What is our core business as defined by those customers, products, 
technologies, and channels through which we can earn a return today and can 
compete effectively with our current resources? 

- What is the differentiating factor that makes us unique to our core customers? 
- What are the adjacent areas around our core, and are the definitions of our 

business and our industry likely to shift, changing the competitive and 
customer landscape?  

31 The concept of a business idea was first introduced at the Scandinavian Institute for 
Administrative Research in the 1960’s and published in Richard Norman’s book 
Management for growth (Normann 1977), that has since become a classic work of business 
management. See also expansion of the subject in Normann (2001).  
32 This matter has been debated by for example Peter Mathias (for example in a lecture 
at the SAMA symposium in October of 2003). 
33 Orit Gadiesh and James Gilbert of Bain & Company have suggested a model for 
determining profit pool share (for example Gadiesh & James 1998). The profit pool 
strategy tool has been compared in significance to for example McKinsey’s portfolio 
analysis and the BCG matrix. 
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34 One way to do this is to construct a co-ordinated profit and loss statement for the 
entire network.  The objective is to develop a “consolidated financial statement” in 
which the objective is to eliminate the dealings between different parties in the network 
in order to form a unified profit and loss statement and balance sheet that gives an 
accurate picture of the network. Examples of this can be found for example in Laine, 
Teemu & Paranko, Jari (2004): Towards consolidated financial statement: observations 
from two networks. Paper for the 4th conference on new directions in management 
accounting: innovations in practice and research, Brussels, Belgium, December 9–11, 
2004. 
35 In the book ”Customer relationship management” (Storbacka & Lehtinen 2001) we 
introduced the idea that a company should aim at getting a share of the customer’s 
thoughts, the customer’s heart and ultimately the customer’s wallet.  
36 See for example Zook, Chris & Allen, James (2003) Growth outside the core. Harvard 
Business Review, December and Zook, Chris & Allen, James (2001). Profit from the core: 
growth strategy in an era of turbulence, Harvard Business School Press 
37 The examples are from an article written by Zook and Allen (2003). 
38 Source: Kauppalehti September 2, 2003 & February 7, 2002,  Rautaruukki website, 
Steel Investor 2/2003, CEO Sakari Tamminen’s presentation in Sijoitus Invest Fair 2003 
39 I recently had to ponder the future of my academic career when I got hold of an 
article by a well-known emeritus professor. The article aimed at summing up the ideas 
and theories on which the marketing academia has agreed upon in the past years. (It is a 
known fact that marketing is not an exact science, instead there are several competing 
theories – often exhibited without empirical data to back up the findings). In conclusion 
the author had found a handful of thoughts researchers agreed on. The first one was 
“customers are different”. Forty years of academic marketing research has not been in 
vain after all ;-). 
40 Oliver & al. (2004) conclude that a company can revise the customization performance 
curve in three ways. 1) The company needs to understand how customization creates 
value to customers and to the company itself. In this way the company can optimize the 
level of customization they offer and maximize their profits. 2) The company needs to 
focus on actual customization, not just additional tailoring. A profound understanding of 
the various segment needs gives the company the possibility of creating increasingly 
attractive offerings. The company can thus raise prices and/or increase their market 
share. 3) The company needs to tune their business to produce value with as little 
resources as possible. If the company can fulfil customer needs effectively while keeping 
total costs low, the company can raise to a new, higher optimum point on the 
customization performance curve. 
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Figure: Smart customization (adapted from: Oliver et al. 2004) 
 
41 It should be noted that the depicted model on customer relationships is a 
simplification and that customer relationships are seldom formed of merely a dyadic 
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relationship between company and customer. In order to better understand the business 
model changes, customer relationships need to be positioned in a value creation 
network, where both the customer and the company have alliances, subcontractors, 
interaction with other customers etc. In addition, customer relationships should be 
viewed in their competitive environment. Thus a company’s ability to alter its business 
model is also affected by the competitive situation. It can be concluded that a company’s 
main objective is therefore to increase the value of all the relationships in a company’s 
value creation network. The company is transformed into a value network organizer: 
they organize the network in such a way that enables creating value for all network 
counterparts.  
 
Ramirez and Wallin (2000) call the companies that succeed in this organizing work 
“prime movers”. These companies have superior abilities in constructing structures that 
genuinely create value to several companies.  A value creation network is an open 
network system. The customer is not the final link in the chain, only serving as a 
recipient but is at the intersection of several value chains. Normann and Ramirez (1994) 
called this kind of open system a value constellation, but in my opinion the term value 
creation network describes the logic behind the open system more accurately. 
 
The ongoing shift towards acting in value creation networks inevitable means working in 
a more complex business environment. Thus simple management tools cannot 
accommodate in recognising all possible opportunities. I would go as far as stating that 
many of today’s business management concepts that swear by A4 management (“if it 
can’t be said on one page, don’t say it at all”) form considerable barriers to identifying 
potential in the value creation network. 
42 Theoretically it seems rational also to invest in terminating customer relationships. 
This would mean focusing on ending the relationship in such a manner that does not 
harm the company brand. 
43More detailed accounts on customer equity management as well as customer 

acquisition and retention can be found in the following article by Blattberg & Dayton 
(1996): Manage marketing by the customer equity test, Harvard Business Review, July-
August 1996.  
 
An example of a tool described in the article is illustrated below. The idea behind the 
model is to simulate resource allocation effects aimed at various customer acquisition 
and retention operations in order to find the optimal budget for maximizing the creation 
of customer equity. 
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(Source: Blattberg & Dayton (1996)) 

44 Several Peter Mathias articles refer to this theme. 
45 Storbacka (1994) The nature of customer relationship profitability, Storbacka & Lehtinen 
(2001) Customer relationship management.  
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The CERS Centre for Relationship Marketing and Service Management at Hanken has 
investigated the topic of customer retention to a great extent. Several doctoral studies 
have been conducted on the topic: see for example Roos (1999), Arantola (2002), 
Nordman (2004) and Åkerlund (2004). 
 
46  The effect of customer retention on company performance and the so-called service-
profit chain have been described in for example the following studies: Berry et al. (1993), 
Heskett et al. (1994) and Parasuraman et al. (1994)  
47 The significance of customer attitudes when determining future behaviour in the 
finance sector have been investigated for example in the article by Himmelsbach, Elke & 
Wieland, Robert A. (2003) Driving the bottom line in finance – is there a link between 
customer retention and business success in the financial services market? Planung & 
Analyze, June 2003, Heft 3/2003. 
48 Here are a few examples on defining business models: 

 A business model answers the following questions: Who is the customer? What 
does the customer value? How do we make money in this business? What is the 
underlying economic logic that explains how we can deliver value to customer at an 
appropriate cost? (Magretta 2002) 

 Business models: a strategic management approach. McGraw-Hill Education: a 
firm’s business model is a set of activities which it performs, how it performs them 
and when it performs them, to earn a profit. (Afuah 2003) 

 A business model (also called a business design) is the mechanism by which a 
business intends to create revenue and profits. It is a summary of how the company 
plans to serve its customers. It involves both strategy and implementation. The 
model consists of the following parts: how it will select its customers, how it defines 
and differentiates it product offerings, how it creates utility to its customers, how it 
goes to the market, how it defines the tasks to be performed, how it configures its 
resources, and how it captures profit. (www.wordiq.com)   

49 Everett Rogers demonstrated his diffusion theory in the 1962 published book Diffusion 
of innovations, which later gained classic status. Rogers studied the penetration of new 
agricultural tools in the Midwest and figured out that the spreading of new ideas among 
a population always follows the same principles. These include among other things the 
revelation that the time measured from innovation launch to implementation follows the 
normal distribution curve, also know as the Gauss bell curve. This indicates that all 
populations have five adopting categories: innovators, early adopters, early majority, late 
majority and delayed adopters.  
 
50 Clayton Christensen has studied innovation in his books (Christensen 1997, 
Christensen & Raynor 2003). Christensen portrays a framework and several examples of 
various industry leaders failing to succeed at points of technological discontinuity.   
 
Christensen divides technological and other innovations into two classes: radical and 
incremental innovations. Incremental innovations enhance the performance of existing 
product, which enables selling them at higher prices to attractive customers. Radical 
innovations attempt at packaging simpler and more effective products that can be sold at 
a lower price and that attract new customers or customers that are traditionally seen as 
less desirable. 
 
Radical innovations can be developed in two ways: by approaching new customers 
and/or situations of use or by focusing on the least attractive and over-served 
customers. Innovations fuelled by new customers or situations of use are called new-
market disruptions. In such disruptions the target customers are such that did not 
previously hold the resources or capability to buy and use the product – or the 
improvements in usability, mobility or price create new situations of use. The new-
market disruption creates an entirely new value network, which has separate concept and 
metrics for performance compared to the original value network. The most challenging 
issues related to the new-market disruption are the creation of the new value network 
and demand as the company is mainly competing against non-consumption and not so 
much against other companies.  
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The low-end disruptions, on the other hand, attempt to utilize the weakest and least 
desirable part of an existing value network. These disruptions do not create a new 
market but a new low price business model that enables companies to approach and 
serve the least attractive customers of established companies with a healthy profit. Low-
end disruptions bring forward very different value propositions compared to the existing 
offerings available at the market. These innovations often initially suffer from a poorer 
performance compared to the established offerings, but after a while customers tend to 
find the appealing qualities these radical innovations have: these innovations are typically 
cheaper, simpler, smaller and easier to use – all features appreciated by the marginal and 
new customers. This is why radical innovations often replace more established 
alternatives, sooner or later. 
 
Christensen gives three reasons for large established companies’ lacking capability in 
developing radical innovations. First of all, products based on radical technologies are 
generally simpler and cheaper, which lead to smaller instead of larger margins. Secondly, 
radical technologies usually commercialize first in emerging or insignificant markets. And 
thirdly, the most profitable customers of established companies often do not want to use 
- or initially do not even know how to use - products based on radical innovations. 
Radical innovations are generally first adopted by the least profitable customers in the 
market. So, a company that does everything by the book - listens to its most valuable 
customers and attempts to recognise the products that will bring the largest growth and 
profitability - will rarely invest in developing radical technologies before it is too late. 
51 C.K. Prahalad has explored this in his 2004 article “The Blinders of Dominant Logic”, 
52 The book Selling value by Kaario et al. 2003 deals with customer situations from the 
perspective of the corporate customer.  
53 Clayton Christensen calls these situations “Jobs-to-be-done”. Vectia has also studied 
context based management in the 2000 conducted study on Mobile Relevance. One of 
the conclusions of the study was that in order for a company to detect common 
situations in customer processes (for example to innovate context based offerings) the 
company must be aware of the following six facts: 
 
  
1. Customer type. Customers are all different, represent varied life styles and life 

situations and thus value different things. Examples of customer types could be, for 
example, the service oriented customer and the price sensitive customer. 

2. Processes. In order to understand their customers a company must be able to 
understand the customers value creation processes. These processes could include, 
for example, patterns of work, time management and leisure activities.  

3. Roles. Customers can have varied roles according to the situation they are in. 
Depending on the role dominating the situation, the customer can prioritize 
different activities. Such roles could include the role of a mother, a business 
executive and a sports enthusiast.  

4. Communities. A customer may belong to several different communities that 
contribute to the role they choose. Examples of such communities are a sports 
team, friends, Linux expert or snowboarder. 

5. Context. Customers naturally have different processes for different contexts, such 
as work place, home and car. 

6. Discontinuities. Customers experience discontinuities in their life and accordingly in 
their processes that affect their needs. These discontinuities could be for example 
sunny or rainy weather, home-car-work and work-leisure time. 

54 Universality has been defended by for example Kim and Mauborgne (1997). They 
have concluded that several companies attempt to grow by segmenting their customer 
base into finer and finer subgroups and customizing their products to fit ever smaller 
and more distinct customer needs. Value innovators follow an entirely different logic. 
When a company traditionally focuses on the diverse characteristics of their customers, 
value innovators seek common ground among their customers and try to develop 
offering that large customer groups would find valuable. Customers have been found to 
appreciate product that are considerably more valuable to their needs than before, even 
though this means sacrificing in customizing and personalized service offerings. 
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55 There are several so called “theory of the firm” schools of thought in economics and 
in business management theories. These schools have formed as a result of several 
developmental steps during the last decades. 
 
The foundation for the theory of the firm is the neo-classical theory of the firm, 
assuming perfect competition, homogeneous demand and consumers that have perfect 
and costless information. The neo-classical theory of the firm is thus based on the 
traditional foundations of microeconomics. In this theory the firm exists in order to 
combine labour and capital to produce an end product. The firm’s objective is profit 
maximization and all decisions are made in rational sense, based on perfect information 
about available resources. These resources are also assumed to be mobile, which means 
that the resources will be used in places where their value is highest. Even based on this 
simplistic expose into the neo-classical theory, one can understand why this theory has 
been widely rejected. The assumptions are certainly disputable, and at least from a 
customer focus point of view, one is discouraged by the idea that the customer 
perspective is not regarded as important. The idea of homogeneous demand does not 
really make sense in today’s world.  
 
Another influential theory of the firm is the behavioural theory of the firm that was 
developed by Cyert and March (1963).  In this theory the firm is regarded as a coalition 
of individuals or groups, each with their own goals. These goals are not always congruent 
and many of the goals have nothing to do with profit maximization. Actually, it has later 
been shown for instance by Collins and Porras (1994) that businesses with a long-
standing reputation for excellence put more emphasis on core values and on profitability. 
In the behavioural theory of the firm the goals are determined by a bargaining 
mechanism among the members of the organization. As the members that bargain do 
not have perfect information, the concept of bounded rationality is an important issue. 
This theory has improved our understanding of how organizations function, and how 
decisions are made in the organization. It does not, however, help us to understand why 
organizations exist and what makes the difference between companies that perform 
better than others do. 
 
A third, very influential, theory of the firm is the transaction cost economics theory, 
developed by Williamson (1975).  The transaction cost theory is very helpful in 
understanding how the delivery channels should be developed. The theory begins with 
the proposition that markets and hierarchies (firms) are alternative mechanisms for 
coordinating transactions, and the choice of one or the other is based on the respective 
cost associated with the transaction. The criterion for organizing transactions by markets 
or hierarchies is cost minimization. The theory explains why different types of 
transactions are dealt with in different types of delivery channels, as transactions seek to 
be performed in channels where the efficiency is maximized. The transaction cost 
economics theory of the firm functions well in a stable environment, but its ability to 
explain performance in a dynamic and turbulent environment is less than satisfactory. 
 
One of the newest theories of the firm is the so-called resource based theory of the firm, 
proposed by Wernerfelt (1984). The idea in this theory is to look at the firm as a set of 
resources, by which is meant all assets, capabilities, organizational processes, firm 
attributes, information, knowledge etc. controlled by a firm, that enable a firm to 
conceive of an implement strategy that improves its efficiency and effectiveness. Also in 
this theory the firm exists in order to combine inputs. Superior performance by a firm is 
assumed to be based on its possession of a specific combination of resources that is 
valuable, rare, and difficult to imitate. Thus, competitiveness has to do with the 
company’s ability to combine resources in a way that makes the company’s offering 
unique, in a way that is perceived as valuable by the customer. 
 
All of the above theories give little attention to the importance of the customer’s role in 
the company. A company’s success is based on a certain symbiosis with the customer, 
according to customer focused thinking. It is crucial to understand how this symbiosis 
operates: what processes are required to reach a solution that pleases both counterparts, 
what is the company’s role in the customer’s life, what is value and how is value created 
in customer relationships etc. In addition to creating value the company’s job is to help 
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the customer create value to themselves. This is the main difference between value 
creation theories and other theories of the firm: all other theories view the customer as a 
passive recipient of the company’s inputs in various processes. In the value creation 
theory customers are seen as resources and thus this theory further develops the 
resource based theory of the firm. An interesting development of this line of thinking 
can be found in Lusch & Vargo’s article in Journal of Marketing in 2004: "Evolving to a 
New Dominant Logic for Marketing. They argue for a new dominant logic: products are 
resources that deliver a service to customers and customers are co-creators of value. 
56 As the significance of speed increases, more and more companies have “continuous 
strategy processes”. This can be called option management. The company has a vision of 
the future and long-term objectives in various business areas. The options that arise are 
evaluated as a constant process against this vision. Options that somehow enable 
reaching a company vision are directly implemented into practice – let practice tell if they 
are worthwhile. This results into a collection of various experimentations that are 
regularly assessed. Unsuccessful experimentations are stopped and resources are 
allocated to more fruitful options. This kind of strategy execution is quick and dynamic, 
but it often happens within given boundaries. It seldom questions the logic of the 
industry or attempts radical changes. Practical experimentation can also lead to situations 
in which not enough resources are allocated to these experiments or to such tight 
framing conditions (in relation to information systems or processes outside the given 
structure) that prevent successful experimentation.  
 
The reason for the popularity of option management and the unpopularity of structural 
reorganization can be found in the large turnover of listed company executives. CEOs 
have a rather short amount of time to prove their abilities and thus radical reform and 
complex solutions are avoided.  
 
57 Some researchers and experts call this Customer Value/Equity Governance, see for 
example: Frazier, Richard & McDonough, Gerard (2002) Customer value governance – the 
merging corporate imperative. Booth Morgan Consulting. This part of the book was inspired 
by Peter Mathias (several lectures on the subjects). More information on the subject can 
also be found in the article Storbacka, Kaj (2004) World class account management 
meets Customer Asset Management. Velocity. Vol. 6, No. 1.  

58My article (Storbacka, Kaj (2004): World class account management meets Customer 
Asset Management. Velocity. Vol. 6, No. 1.) depicts some companies’ perspectives on 
expanding the customer’s wallet. 
59 W. Chan Kim and Renée Mauborgne have emphasized value innovations in their 
research and published a number of articles on the topic. (For example Kim & 
Mauborgne 1997). In their newest articles (for example Kim & Mauborgne 2004) and 
book (Kim & Mauborgne 2005) they have launched the idea of identifying areas where 
there is no competition.  
 
Kim and Mauborgne divide business environments into two classes: red ocean and blue 
ocean. Red ocean represents all business areas that are known. Red ocean businesses 
have clear and accepted boundaries and competitive rules. The companies in this area 
attempt to beat their competition and conquer a greater share of current demand. Since 
there are several competing companies, the possibilities to generate profit and growth 
are diminishing. Products are slowly turning into commodities and competition is tough. 
The blue ocean, on the other hand, represents business areas that do not currently exist 
– unknown markets with no competition. In blue ocean markets demand is not won 
over by competing for market share, in stead, market demand is created. Such market 
areas are both potentially profitable and offer rapid growth opportunities.  Kim and 
Mauborgne introduce two ways of creating blue oceans. In some cases the company can 
create a whole new business area, such as in the case of eBay and virtual auctions, but 
more often a blue ocean is created within a red ocean, by altering the rules and 
boundaries of the game. Both ways of establishing blue oceans require the company to 
create value innovations.  
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60 Pricing and new price carriers have been discussed in the following book, for example: 
Marn, Michael V. & Roegner, Eric V. & Zawada, Craig C (2004) The price advantage. John 
Wiley & Sons Inc.  
61 KONE is one of the companies that has publicly announced negative working capital 
to be one of their objectives. KONE publicized this in their 2003 financial statements. 
At the time KONE made known that their long-term goals for Elevators & Escalators 
business group were: earning before consolidated depreciation (EBITDA) 12 % and 
maintaining a negative working capital. In 2003 the Elevators & Escalators business 
group had a negative working capital, -80 million euros. (Reference: KONE audited 
financial statement 2003 – presentation material Jan 30th, 2004). 
62 Dell is an example of a company that has reached a negative working capital with a 
business model that includes different payment terms for customers and suppliers.  Dell 
customers always pay for their computer when they purchase the machine – no option 
to delay the payment is offered to them. On the other hand, Dell has sustained a very 
different payment terms for their own purchases, with an average 36-day payment time 
to their suppliers.  (Fast Company. Issue 88, November.) 
63 The great volatility of earnings in several industries has increased volatility of stock 
prices, which worries investors. Simultaneously, or actually as a result of these 
tendencies, new auditing standards aiming at improving transparency and predictability 
have been launched both in the U.S. and in Europe. Even so, several studies show that 
many boards of directors still find it difficult to use tools for systematically assessing and 
managing risk. 
 
Corporate governance discussions have increased the popularity of enterprise risk 
management (ERM) as well.  Numerous companies are developing risk management 
tools in order to increase awareness of correlations between risk factor and to improve 
risk control. In the end, it all boils down to responsiveness of the corporate management 
and the means to attain transparency concerning risks, so that the enterprise risks could 
be prevented from realizing better than before.  
 
ERM requires company-wide risk evaluation and management.  The aim is to manage 
risks in such a way that the total risk for the company is less than the sum of the 
individual risks put together. This is achieved by grouping risks into varied risk portfolios 
and understanding the various conjunction points and correlations of these risks.  
 
Customer focused risks can be viewed at several analysis levels. Risks can be divided into 
(1) risks at the consolidated company level (2) risks at the customer base level (3) risks at 
the customer relationship level, and (4) customer risks (see illustration below). 

Customer base risk

Customer risk

Customer portfolio A Customer portfolio B

Relationship A1 Relationship A2 Relationship B1 Relationship B2

Customer relationship risk

Business 
environment

Finance Scale Strategy Product

Enterprise risk

Customer A1 Customer A2 Customer B1 Customer B2

 
  

Figure: Levels of enterprise risks 
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There is no need to understand the significance of individual customers when managing 
risk at consolidated company level. Crucial issues at this level of decision-making have to 
do with the business environment, for example political or legislative trends. Other such 
risks include availability of financing, industry logic and the ability to reach a critical size 
to manage expense levels.  
 
From the customer relationship point of view, the largest risks are the product and 
product category risks. Such risks are for example (a) the risk of choosing a wrong 
product category that lacks growth or where the companies capabilities are not adequate 
(b) market choice and market price development risks, which can be stochastic and thus 
linked with the global situation concerning currency fluctuations, income rates or raw 
material prices, and (c) the correct focus in product development (are the correct 
products being developed and at what should be the pace of development in relation to 
the company’s own capabilities and the receptiveness of the market?). 
 
There are risks relating to marketing that are linked with brand and image positioning, 
i.e. are such strategic decisions made that harm the company brand long-term. There are 
sales related risks as well, mainly concerning distribution decisions and strategies as well 
as channel choices.  
 
When examining the entire risk environment of a company, customers have naturally 
been involved, either in an aggregate manner (”the development of market demand”) or 
directly (“corporate customers’ credit rating and liquidity”). In my opinion, this 
perspective is however limited, as customer risks should not be viewed only aggregately 
or from a financial position alone. In addition to these aspects, the risks involved with 
customers and the development of customer relationships should be better understood.  
 
As an example of risk portrayal we can use a major Scandinavian retailer, Kesko Ltd., 
which has a risk map for corporate risk assessment and management. The risk map 
covers areas that Kesko has identified most critical in relation to their business and 
strategic objectives. The aim of the risk map is to make sure that Kesko manages risk in 
all appropriate areas. Kesko is confident that successful risk management can improve 
customer satisfaction as well as business efficiency and effectiveness.  The Kesko risk 
map includes: 
 
- Managing information on customers, markets and competitors 
- Clear strategy and objectives 
 - Resources in relation to strategy 
- Information systems and knowledge management 
- Personnel competencies and participation 
- Managing the big picture 
- Lost and un-acquired profits 
- Legislation and authorities 
- Publicity 
- Other significant risk factors. 
64 McGovern et al. (2004) have studied how marketing and customer related issues are 
handled at the executive level in companies. They investigated 30 large U.S. corporations 
and reached the conclusion that over a third of the boards of directors used less than 10 
% of their time on marketing and customer related issues. In addition, very few 
contemporary CEOs had marketing experience and few boards had marketing or 
customer relationship committees. Only few boards actively listen to presentations on 
their most crucial customers - not to mention actual visits to meet these customers.  
 
In most boards of directors discussion on customers only resolves around singular 
anecdotes. This is specifically alarming, since corporate level strategies are challenging to 
implement, especially so if the marketing procedures are not aligned with strategic goals. 
In order to resolve this dilemma, McGovern et al. suggest a new set of customer and 
marketing oriented measuring tools for top managers. These measures should be 
understandable, they should allow strategic conclusions and decision-making and they 
should not be too numerous for board level work. McGovern et al. state that these new 
tools for decision making at corporate board level should answer three questions: (1) 
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what are the main business drivers of the company and how well does the marketing 
strategy support these drivers, (2) what do the customers want, how are customer needs 
shifting and how are these changing needs transformed into “innovation funnels” and 
(3) what kind of marketing skills does the company need based on the chosen strategy 
and how are these competencies acquired. 
 
Gupta and Lehmann (2005) have in turn discussed the ways customer asset management 
alters the way different functions operate. 
65 See for example Normann (2001): Reframing Business or Ramirez & Wallin (2000): Prime 
movers: define your business or have someone define it against you. 

 
66 The DuPont model is a classic tool for calculating return on capital employed 
(ROCE). 
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Glossary 

Business model. A business model is a company’s way of operating in a 
defined market or a competitive arena. A business model consists of nine 
elements: customer definition, value creation, value capture, management 
system, offering and contract management, competences and 
infrastructure, go-to-market logic, operations and fulfilment. The chosen 
business model defines the exchange happening in a customer 
relationship and the level of value creation and value capture. 
 
CLTV. Customer lifetime value. CLTV can be defined as the net present 
value of future cash flows. CLTV can be calculated based on current 
business with the customer or based on future expectations. The CLTV 
perspective is required in order to view the customer relationships long-
term. CLTV analyses help companies optimize investments in customer 
acquisition, retention and developing current customer relationships as 
well as detecting and possibly terminating low value customer 
relationships. 
 
COGS. Cost of goods sold. From a customer asset management 
perspective, costs of goods sold includes all manufacturing and delivery 
costs related to a specific customer relationship as well as all costs related 
to the product management activities such as product development, 
marketing and administrative costs. 
 
CORM. Cost of relationship management. These are cost of customer 
encounters that are not directly associated with the product. These costs 
can relate to any encounter in any function (strategy, research and 
development, technical support, marketing, sales, customer services, 
finances, cost accounting etc.). 
 
Customer asset. The total value capture that the supplier can generate 
during the lifetime of a specific customer relationship or a portfolio of 
relationships. 
 
Customer asset management (CAM). A management approach that 
builds on the assumption that a company’s customer base can be 
managed as any other asset. The objective of CAM is to increase the value 
of the customer base. This is done by dividing the customer base into 
customer portfolios and allocating resources between the portfolios based 
on their value. CAM also aims at measuring and communicating internally 
and externally about the value of the customer base. CAM can generate 
organic growth, improve company’s external and internal efficiency as 
well as increase shareholder value. 
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Customer portfolio. The customer portfolio is a group of similar 
customer relationships that can be managed as a whole in order to 
improve customer base performance. The customer base is divided into 
portfolios primarily on the basis of how much value the customer 
relationship generates for the company. The most common ways to 
define customer relationship portfolios are: economic profit, customer 
value index, customer spread and duration. 
 
Customer relationship. Customer relationships can be defined as a 
mechanism of exchange that occurs between the company and its 
customers. The goal of this exchange is to create value for both parties. A 
customer relationship exists because both parties find that they receive 
something more valuable than they offer in the exchange. The logic and 
balance of value creation and value capture is defined by the company’s 
business model.  
 
Duration. Duration measures a supplier’s ability to generate positive 
spread, i.e. generate profits in excess of the cost of the capital invested in 
the customer relationship at hand. Duration measures the sustainability of 
the company’s competitive advantage. 
 
EBIT. Earnings before interest and taxes. 
 
Economic profit. Economic profit is a metric used to measure a 
company’s economic performance. It is calculated by deducting the cost 
of capital from the net profit after tax.  
 
Growth. Growth is defined as increasing turnover and profits while 
producing a profit for the shareholders that exceeds the cost of capital. 

 
Investment. Investing is resource allocation that is expected to generate 
profit during coming years. The cost of the investment is often activated 
in the balance sheet. In the cases investment is defined as the resource 
allocation exceeding depreciation. From a customer asset management 
perspective, the cost items in the P&L statement can also be viewed as 
investments, if they have a long-term affect on the company’s ability to 
generate cash flow. 

 
Organic growth. The growth that is achieved without acquiring existing 
business operations from outside the company (from e.g. a competitor). 
In practice organic growth can be achieved by selling existing or new 
products to current or new customers.  
 
Spread. Customer spread measures the company’s ability to produce 
profits in excess of the capital costs invested in a specific customer 
relationship. At a corporate level spread measures the company’s 
competitive advantage. In order to calculate spread for a customer 
relationship, the supplier must have customer specific data on sales, total 
costs of delivery (TCOD), invested capital and capital costs. 
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TCOD. Total cost of delivery. The total cost of a customer relationship 
can be divided into cost of goods sold and cost of relationship 
management (TCOD = COGS + CORM). 
 
Value capture. Value capture is defined as the value generated to the 
supplier in the customer relationship as a compensation for its 
participation in the customer relationship.  A supplier can capture value in 
the form of sales volume, freed capital, relationship bonds, increased 
customer insight etc. 
 
Value creation. Value creation is defined as the value created to the 
customer due to the exchange and interaction during the customer 
relationship: the company makes it possible for the customer to create 
more value himself by making resources available in the relationship 
process. 

 
Value creation network. A value creation network is an open system, 
where each network participant has customer, supplier, subcontractor, 
alliance or other relationships with each other. The value creation 
network depicts customer relationships more accurately than traditional 
value chain models, as the customer is not seen as the final receiving party 
of the value built into products, but rather as an active contributor to the 
network and a node where several value chains intersect.    


