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Companies pour millions into customer relationship management, but 

most initiatives fail to deliver. Here’s why—and what you can do to 

raise the odds of success.

 

When Monster.com rolled out a customer re-
lationship management (CRM) program in
1998, it was sure it had a new money-making
strategy on its hands. The Massachusetts-
based job-listings company had invested over
$1 million in customized software and inte-
grated all its computer systems in an attempt
to boost the efficiency of its sales force. These
CRM applications had been specially devel-
oped to allow Monster.com’s sales representa-
tives instant access to data for prospective cus-
tomers. However, the new system proved to be
frighteningly slow—so slow, in fact, that sales-
people in the field found themselves unable to
download customer information from the
company’s databases onto their laptops. Every
time they tried, their machines froze. Eventu-
ally, Monster.com was forced to rebuild the en-
tire system. It lost millions of dollars along the
way, not to mention the goodwill of both cus-
tomers and employees.

The promise of customer relationship
management is captivating, but in practice it
can be perilous. When it works, CRM allows

companies to gather customer data swiftly,
identify the most valuable customers over
time, and increase customer loyalty by pro-
viding customized products and services. It
also reduces the costs of serving these cus-
tomers and makes it easier to acquire similar
customers down the road. But when CRM
doesn’t work—which is often—it can lead to
Monster-like (and monster-sized) debacles.

Consider this: 55% of all CRM projects don’t
produce results, according to Gartner Group, a
research and advisory firm. Also consider this:
According to Bain’s 2001 survey of manage-
ment tools, which tracks corporate use of and
satisfaction with management techniques,
CRM ranked in the bottom three for satisfac-
tion out of 25 popular tools. In fact, according
to last year’s survey of 451 senior executives,
one in every five users reported that their
CRM initiatives not only had failed to deliver
profitable growth but also had damaged long-
standing customer relationships. One manu-
facturer retailer, for instance, invested $30 mil-
lion in a CRM solution in 1999 only to scrap
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the entire project in early 2001. The company
abandoned the project because customers had
become increasingly irritated instead of loyal,
as did the employees trying to deal with them.
And while the company was struggling with
CRM deployment, its rivals steadily moved
into stronger market positions.

Why do CRM initiatives fail so often? We
have spent the last ten years trying to answer
this, analyzing customer-loyalty initiatives,
both successful and unsuccessful, at more than
200 companies in a wide range of industries.
Our research suggests that one reason CRM
backfires is that most executives simply don’t
understand what they are implementing, let
alone how much it costs or how long it will
take. If you find that hard to believe, try asking
five of your managers to define CRM. The
right answer: CRM aligns business processes
with customer strategies to build customer loy-
alty and increase profits over time. (Note that
the words “technology” and “software” are con-
spicuously absent from the definition.) Then
try quizzing these same managers about the
cost of implementing a CRM solution. Answer:
$60 million to $130 million, according to For-
rester Research. And finally, ask them how
long it generally takes to implement CRM. The
best estimate: at least 24 months, even though
one vendor we know offers CRM in 90 days
and an aggressive competitor has responded
by promising it in only nine.

More specifically, our research shows that
many executives stumble into one or more of
four pitfalls while trying to implement CRM.
Each of these pitfalls is a consequence of a sin-
gle flawed assumption—that CRM is a soft-
ware tool that will manage customer relation-
ships for you. It isn’t. CRM is the bundling of
customer strategy and processes, supported by
the relevant software, for the purpose of im-
proving customer loyalty and, eventually, cor-
porate profitability. This is a subtle yet critical
distinction that weaves itself through the four
sections of this article.

Make no mistake—getting CRM right is im-
portant and urgent. It is popular and becoming
even more so. In 1989, CRM was mentioned
once in the media. By 2000, that figure rose to
14,000. Seventy-two percent of the executives
who took our 2001 management tools survey
expected to have CRM programs in place by
the end of 2001. That’s more than double the
previous year’s figure of 35%, making CRM the

fastest-growing technique our firm had en-
countered in eight years of analysis. And, ac-
cording to the research and consulting firm
META Group, the CRM software market is ex-
pected to more than double from $20 billion in
2001 to $46 billion by 2003.

The numbers say it all: CRM has arrived.
Now it’s up to you to make sure it pays its way
by avoiding the following four pitfalls.

 

Peril 1:
Implementing CRM Before Creating 
a Customer Strategy

 

Any new management tool can be seductive,
but there’s something particularly captivating
about software that promises to make a peren-
nial problem go away. Many CRM products do
just that, claiming they will automate the deli-
cate and sometimes mysterious process of re-
pelling low-margin customers and luring high-
margin ones. CRM can indeed do that, but only
after—and we repeat, only after—a traditional
customer-acquisition and retention strategy
has been conceived of and implemented. (For
more on how to begin the CRM process, see the
sidebar “Start with Customer Strategy.”)

The reason? Effective customer relationship
management is based on good old-fashioned
segmentation analysis. Moreover, it is designed
to achieve specific marketing goals. To imple-
ment CRM without conducting segmentation
analyses and determining marketing goals
would be like trying to build a house without
engineering measures or an architectural plan.
Still, most executives mistake CRM technology
for a marketing strategy. That is, they allow
software vendors to drive their approach to cus-
tomer management. Or, just as often, they ret-
rofit a customer strategy to match the CRM
technology they’ve just purchased. To make
matters worse, they then delegate customer re-
lationship management to their CIOs. It’s
mostly technology, isn’t it? It partly is—and
therein lies the problem. Technology that af-
fects customers must always be aligned with an
overarching strategy if it is to work.

A case in point is the 

 

New York Times

 

. In the
early 1990s, when the 

 

Times

 

 was trying to
break through a circulation plateau, a team of
senior executives set out to determine what it
would take to gain more market share. The
first clues from market research were worri-
some. They indicated that the only road to
higher circulation lay in dumbing down the ar-
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ticles, adding cartoons, moving to a tabloid edi-
torial style, and taking other such steps that
would radically alter the newspaper’s editorial
approach. Clearly, that didn’t fit with the 

 

New
York Times

 

’ traditional values, and so the com-
pany commissioned more targeted research of
core and potential customers.

The research led to the discovery that every
major city in the United States had a group of
readers similar to the paper’s core readership
in New York and that these potential subscrib-
ers wanted earlier home delivery and better
newsstand availability. The company immedi-
ately moved to address these customer de-
mands, installing high-speed networks to link
18 print sites around the country. In addition to
upgrading its distribution capabilities, the com-
pany also set up automated telephone-based
systems so that at any time of day or night, cus-
tomers could change subscriptions or resched-
ule deliveries. The newspaper’s New England
and Washington editions even offered custom-
ized weather forecasts and television listings.

These initiatives proved to be an all-around
win. Customers could get their favorite newspa-
per tailored to their needs with early and reli-
able delivery. Editors could continue to sharpen
the journalistic quality and integrity of their
newspaper. And the 

 

New York Times

 

 became
one of the few national newspapers in the
world with a growing circulation (in 2000, its
circulation rose 2% while the average circula-
tion for national newspapers fell 0.4%). What’s
more, the paper’s customer-retention rate rose
to 94% in an industry that averages 60%.

The 

 

New York Times

 

’ approach is an out-
standing example of how to plan for CRM. The
company wasn’t considering any CRM soft-
ware applications when it was trying to break
through its circulation plateau; it was simply
trying to solve customer-related problems in
the most intelligent way it could. Only now, al-
most a decade later, is the New York Times
starting to install CRM technology—including
a national data warehouse that stores informa-
tion by customer—to support its customer
strategy. CRM eventually became part of the
solution, but it didn’t drive the strategy or the
process.

 

Peril 2:
Rolling Out CRM Before Changing 
Your Organization to Match

 

Installing CRM technology before creating a
customer-focused organization is perhaps the
most dangerous pitfall. If a company wants to
develop better relationships with its more
profitable customers, it needs to first revamp
the key business processes that relate to cus-
tomers, from customer service to order fulfill-
ment. Having a strategy is not enough: A CRM
rollout will succeed only after the organiza-
tion and its processes—job descriptions, per-
formance measures, compensation systems,
training programs, and so on—have been re-
structured in order to better meet customers’
needs.

It’s also important to evaluate existing de-
partmental, product, or geographic structures.
Believing that CRM affects only customer-fac-
ing processes, however, executives often do not
see the need for changes to internal structures
and systems before investing in CRM technol-
ogy. But that’s like trying to repaint a house
without sanding the walls first; it’s bound to
look worse than before. Research reinforces
our point. According to a survey conducted re-

 

 Start with Customer Strategy

 

For a CRM program to succeed, you first 
need to create a customer strategy. Start 
by figuring out which customers you 
want to build relationships with and 
which you don’t. Every customer has dif-
ferent needs and wants as well as differ-
ent current and potential value to your 
company. Consequently, your customer 
base should be divided into groups, rang-
ing from the most profitable, with whom 
you should broaden and deepen relation-
ships, to the least lucrative, whom you 
may wish not to serve at all. Segmenting 
will help clarify the appropriate response: 
Invest to win back or grow profitable rela-
tionships; manage costs to make lower-
margin segments worthwhile; or divest 
unattractive segments.

The task of creating a customer acqui-
sition and retention strategy is complex, 
but you’ll know you’re on the right track 
if you’re in the process of debating these 
five questions:

1. How must our value proposition 
change to earn greater customer loyalty?

2. How much customization is appro-
priate and profitable for our strategy?

3. What is the potential value of in-
creasing the loyalty of our customers? 
How much does it vary by customer 
segment?

4. How much time and money can we 
allocate to CRM right now?

5. If we believe in customer relation-
ships, why aren’t we taking steps to-
ward a CRM program today? What can 
we do next week to build customer rela-
tionships without spending a cent on 
technology?

Answering these questions may lead 
you to conclude that CRM should take a 
backseat to cost reductions or some other 
initiative in your company. You might de-
cide that you don’t want to differentiate 
your approach to customers or that loy-
alty cards don’t fit with your company’s 
philosophy. That’s fine. The first step is to 
build the data and the courage to tell the 
company where its customer strategy is 
taking it.
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cently by on-line resource center CRM Forum,
when asked what went wrong with their CRM
projects, 4% of the managers cited software
problems, 1% said they received bad advice, but
87% pinned the failure of their CRM programs
on the lack of adequate change management.

The most successful companies in our study
have worked for years at changing their struc-
tures and systems before embarking on CRM
initiatives. Consider Square D, a 100-year-old
maker of electrical and industrial equipment
that began its CRM initiative nine years ago.
Acquired by France’s Schneider Electric in
1991, the Illinois-based company completed its
integration in 1993, capturing the resulting
cost synergies. The company was now poised
to grow—in a hurry. Its objectives were to mul-
tiply revenues, double return on capital, and
boost sales per employee by 33% before 2000.
To accomplish those goals, Square D’s then
CEO, Charles Denny, knew that the company
would have to focus on the customer as never
before.

But Denny didn’t make any knee-jerk in-
vestments in CRM software right away; he real-
ized that Square D would first have to reorga-
nize itself around customer segments. The
company’s three basic business units—electri-
cal distribution, industrial control and automa-
tion, and transformers—did just that, eventu-
ally organizing themselves around four main
markets: industrial, residential, construction,
and original equipment manufacturing. The
company’s remaining functions were then re-
organized to support these four divisions.
Square D also altered its performance-mea-
surement and incentive systems; incentives
were no longer based on the number of units
sold but on the number of customers acquired
and on profit margins. The changes took three
years to accomplish and were championed
straight from the corner office.

Only after its internal systems had been re-
focused on the customer did Square D start
using high-tech applications to upgrade its
customer-facing processes. For instance, in
1996, the company invested $75 million in an
order-management system that let sales engi-
neers create proposals for customers based on
what the factory floor could deliver. Again,
the software implementation was given high
priority from top management. Chris Curtis,
Square D’s vice president of U.S. marketing,
says that for three years, managers were taken

out of line jobs for months at a time to under-
stand the issues involved in implementing the
software.

Similarly, at GE Capital, executives changed
key organizational practices before investing in
CRM. GE Capital Fleet Services, one of the
largest lessors of corporate automobile fleets in
the world, began its CRM initiative by asking,
“What aspects of our existing processes frus-
trate customers and managers?” The answer,
executives found, was the “looping” that oc-
curred as each order was processed. Customers
would fill out forms but leave some queries
blank, so the salespeople would have to send
the forms back to be completed. Customers
would then change the specs, and the vehicles
requested wouldn’t be available. So the forms
would go back and forth, again and again.

Automation was, obviously, an important
part of the solution. But before investing in
software, GE Capital Fleet launched an inter-
nal Six Sigma effort to simplify the customer
interface and improve the old process. Manag-
ers followed through, pushing their sales repre-
sentatives to adopt the new system by making
their use of it a performance metric directly
linked to compensation. The biggest change
that eventually resulted was not in the use of
the software but rather in employees’ in-
creased sensitivity to customer needs, which
eventually paved the way for effective CRM
implementation.

Like all successful users, Square D and GE
Capital realized early that CRM requires com-
panies to adopt customer-centric philosophies,
change their structures and processes, and
alter their corporate cultures accordingly. Un-
less this work is done beforehand, it is unlikely
that a CRM technology project will get off the
ground. Sure, such changes could take months,
even years, to accomplish, but they must pre-
cede a CRM rollout if it is to succeed.

 

Peril 3:
Assuming that More CRM 
Technology Is Better

 

Many executives automatically assume that
CRM has to be technology intensive. It
doesn’t. Customer relationships can be man-
aged in many ways, and the objectives of
CRM can be fulfilled without huge invest-
ments in technology simply by, say, motivat-
ing employees to be more aware of customer
needs. Merely relying on a technological so-
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lution, or assuming that a high-tech solution
is better than a low-tech one, is a costly pit-
fall. In fact, companies with well-functioning
CRM programs dot all points of the tech-
nology spectrum: low-tech, mid-tech, and
high-tech.

Several companies have adopted a healthy
hybrid approach to CRM. For example, Grand
Expeditions, a Florida-based company that
manages eight tour operators, started its CRM
project by identifying the low-tech activities
that were already working well and could be
replicated across the company. Its senior exec-
utives, led by president Bob DeVries, discov-

ered, for example, the effectiveness of hand-
written thank-you notes that one of its tour
operators was sending clients days after their
excursions ended. Customers loved this per-
sonal touch, and DeVries realized that this
was an effective—and simple—way that the
whole company could strengthen relation-
ships in an industry where customer-acquisi-
tion costs are high and clients are risk-averse.
Only when the continuous study of such prac-
tices was under way did Grand Expeditions
start evaluating software solutions that could
bolster its ability to build relationships with
customers.

    

Executives often mistake the easy promise of CRM software for the hard reality of creating a unique strategy 
for acquiring, building relationships with, and retaining customers. This chart highlights the five imperatives 
of CRM—and where technology fits in.

CRM Imperative

Acquiring the
right customer

• You’ve identified 
your most valuable 
customers.

• You’ve calculated 
your share of their 
wallet for your 
goods and services.

• Analyze customer 
revenue and cost 
data to identify 
current and future
high-value 
customers.

• Target your direct-
marketing efforts 
better.

Crafting the right
value proposition

• You’ve studied what
products or services
your customers need
today and will need 
tomorrow.

• You’ve surveyed what
products or services
your competitors 
offer today and will
offer tomorrow.

• You’ve spotted what
products or services
you should be offering.

• Capture relevant 
product and service 
behavior data.

• Create new 
distribution channels.

• Develop new 
pricing models.

• Build communities.

Instituting the best
processes

• You’ve researched the
best way to deliver
your products or 
services to customers,
including the alliances
you need to strike, the
technologies you need
to invest in, and the
service capabilities
you need to develop 
or acquire.

• Process transactions
faster.

• Provide better 
information to the
front line.

• Manage logistics and
the supply chain more
efficiently.

• Catalyze collaborative
commerce.

Motivating
employees

• You know what tools
your employees need
to foster customer 
relationships.

• You’ve identified 
the HR systems 
you need to institute
in order to boost 
employee loyalty.

• Align incentives 
and metrics.

• Deploy knowledge 
management 
systems.

Learning to
retain customers

• You’ve learned why
customers defect and
how to win them back.

• You’ve analyzed what
your competitors are
doing to win your 
high-value customers.

• Your senior 
management 
monitors customer-
defection metrics.

• Track customer-
defection and 
retention levels.

• Track customer-
service satisfaction 
levels.

What Customer Relationship Management Really Comprises

You Get It When…

CRM Technology Can Help…
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Unlike the case of Grand Expeditions, some
customer strategies may call for more high-
tech approaches. Take Square D, for example.
Not only has the company streamlined the
process of addressing customer queries—in
2000, it consolidated 18 far-flung call centers
into one customer information center for
North America—it is also designing products
that virtually repair themselves. The com-
pany’s engineers have patented a technology
to build Web servers into their equipment,
which, in the near future, will identify prob-
lems almost as they happen. For example, if a
monitor at a petrochemicals plant detects a
power surge and automatically kills the utility
feed, the Web server linking the equipment
will sense damage to any drives (even if a
backup generator has taken over). The server
will then send an e-mail to the plant engineer’s
mobile phone to signal the problem. It will
also send an e-mail order to Square D for re-
placement drives and another to the contrac-
tor requesting that an engineer be present at
the plant the following day to install them. By
the time the plant engineer arrives the next
morning, the drives will be ready for installa-
tion, and a Square D manager will be present
to discuss the event. That’s how high-tech
Square D needs to be in order to secure cus-
tomer loyalty in its business.

The question for managers, then, is,
“Where do your CRM needs fit on the tech-
nology spectrum?” Depending on your cus-
tomer strategy and processes, you could be a
Grand Expeditions, a Square D, or something
in between. To find out, start by vetting the
lower-tech alternatives first—you may not
need more. A deliberate ramping up of tech-
nology will allow managers to sequence indi-
vidual software solutions so that each step re-
inforces the next. It also will allow managers
to experiment so that they can discover what
they should really be doing to strengthen rela-
tions with their best customers—independent
of technological sophistication.

 

Peril 4:
Stalking, Not Wooing, Customers

 

If your best customers knew that you planned
to invest $130 million to increase their loyalty
to your products, how would they tell you to
spend it? Would they want you to create a loy-
alty card or would they ask you to open more
cash registers and keep enough milk in stock?

The answers depend on the kind of company
you are and the kinds of relationships you and
your customers want to have with one an-
other. Such relationships can vary across in-
dustries, across companies in an industry, and
across customers in a company. Unfortu-
nately, managers tend to ignore these consid-
erations while using CRM, with disastrous
consequences. They often end up trying to
build relationships with the wrong customers,
or trying to build relationships with the right
customers the wrong way.

In 1996, the 

 

Dallas Morning News

 

, one of
Texas’s leading newspapers, woke up to this
harsh reality: It discovered that its telemarket-
ing program was annoying customers instead
of winning them over. More and more poten-
tial customers were slamming down their
phones, and circulation gains were slowing.
Even the paper’s circulation director admitted
that the only positive thing about the program
was that it was inexpensive. So he began shift-
ing customer-relationship resources away from
calling every potential customer to a program
to build “wantedness.”

The new program entailed a direct-mail
campaign targeting 12 customer segments
that had been preassessed for growth poten-
tial. The company also focused on retention,
calling existing customers to check on satis-
faction and to offer them the convenience of
automatic payments. By the summer of 2001,
the company was projecting that only 33% of
its new customers would be acquired by tele-
marketing—the industry average—as com-
pared with 56% in 1996. Moreover, retention
rates from direct mail were running at 62%
versus 40% for customers who had signed on
after a telephone call, which justified the
higher expense of mailings. Above all, the
new approach fit the image the newspaper
wished to project: that of being a household
partner, not a pest.

Relationships are two-way streets. You may
want to forge more relationships with affluent
customers, but do they want them with you?
Fail to build relationships with customers who
value them, and you are bound to lose these
people to a competitor. Try to build relation-
ships with disinterested customers, and you
will be perceived as a stalker, annoying poten-
tial customers and turning them into vocifer-
ous critics. That is what most loyalty programs
seem to lapse into, as any hapless customer
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who has registered with a CRM-equipped re-
tailer will tell you. Just because managers can
contact customers doesn’t mean they should; it
depends on the customer strategy, not the
CRM program.

 

Learning from Failure

 

Even if you’ve been unsuccessful at implement-
ing CRM, there’s hope: Companies do recover
from their failures. Consider the case of BMC
Software, a systems-management software pro-
vider based in Texas that was forced to abandon
its entire CRM program and start over again—
and again. After two failed attempts at imple-
menting a CRM system, the company finally
succeeded the third time around. What went
wrong during BMC’s first two stabs at CRM?
Many of the pitfalls we’ve described. BMC’s
managers didn’t research what customers
wanted; they only asked themselves what pro-
cesses they could perform faster. They assumed
that a CRM initiative did not require much top-
management involvement and that it could be
handled by IT managers. They believed that the
software would sell itself to employees and
would automatically generate the organiza-
tional changes required. Each time, the pro-
gram simply floundered.

Finally realizing that the CRM project was a
cross-functional undertaking, BMC’s leader-
ship tapped the vice president of sales for
North America and the manager of marketing
programs for North America to head up the
initiative. The marketing duo’s commitment to
defining the CRM program’s requirements up
front and articulating its benefits to employees
proved to be critical. They carefully aligned
every change with budgeted sales targets to
show how CRM would help the sales force at-
tain its goals. And they involved many more
employees, with as many as 175 people helping
to develop the new program’s configurations
and serving as its early champions.

It took BMC five months to roll out a sales-
force automation system. To overcome any re-
sidual skepticism within the company, the roll-
out included an internal marketing campaign,
spearheaded by a veteran from corporate com-
munications. At the same time, the company
shut down most of its other technology-related
projects and carefully sequenced the CRM im-
plementation. First, the direct sales function
was automated, followed by sales-lead man-
agement and business-partner channel manag-

ers. BMC then equipped its Web channels with
CRM technology. Success in one area set the
stage for success in the next, and if there was a
problem, the entire company didn’t get em-
broiled in it.

CRM use eventually became mandatory
at BMC, its benefits being carefully commu-
nicated to every employee to ensure buy-in.
This time, the implementation strategy
worked. The CRM system was relaunched in
March 2000; six months later, 80% of the
marketing and sales staff were up and run-
ning on the system—and 95% a year later.
Under the new system, BMC’s sales repre-
sentatives were able to access data in five to
ten minutes, compared with what was once
a couple weeks. When the TeleServices
team, for example, used the software to re-
search contacts for a product sales blitz, one
sales representative was able to close a lu-
crative deal in less than a week instead of
months. A study that will identify the reve-
nue benefits and cost savings from the
project has been only recently commis-
sioned, but results are sure to reveal the suc-
cess of BMC’s third attempt.

Management tools have come and gone, but
CRM is not, we are convinced, just another
fad. It is a powerful idea, albeit a difficult one
to implement. Its pitfalls explain why every-
thing that is presently being done in the name
of CRM seems to be driving managers away
from, rather than closer to, customers. But
CRM is by no means impossible to use; it’s no
more difficult than any other organization-
wide initiative. If you remember the principles
on which it is based and avoid the pitfalls in its
execution, your CRM project won’t end up di-
luting earnings, disaffecting employees, and
damaging customer loyalty.

Successful CRM depends more on strategy
than on the amount you spend on technology.
Strategy is about allocating scarce resources to
create competitive advantage and superior per-
formance. The only way you can make CRM
work is by taking the time to calculate your
customer strategy, which helps employees un-
derstand where they are going and why, and to
align your business processes before imple-
menting the technology.

You’ll also need to effectively lead and man-
age change, showing CRM support teams how
to achieve their goals through new processes.
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Employees must be equipped with the tools
necessary to succeed—whether it’s stationery
and pens to send thank-you notes or software
to create self-service options for customers. In-
deed, while technology is a powerful facilitator
in the process of customer relationship man-
agement, that’s all it is—a facilitator. And the
moment companies forget that, CRM will turn

into a tool that, instead of building loyalty,
does just the opposite.
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