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Base Your Customer Loyalty Performance
Measures on Cause-and-Effect

Performance measurement models provide clear lines of sight,

from employee actions to customer loyalty.

by Dr. Lawrence A. Crosby and Sheree L. Johnson

= I he business requirement to

meet the needs and

expectations of customers
and other stakeholders is the
primary impetus behind strategy.
Financial results are the ultimate
measures of strategic
effectiveness, but not the drivers
of business success.
Consequently, there is a need to
link  day-to-day, relationship-
affecting activities to financial
results. Defining what drives a

company’s overall business
success—from the activity and
process level to increased

customer loyalty and financial/
marketplace success—should be
one of management’s highest
priorities.

Top management can be held
accountable for developing a
customer loyalty strategy that
positively influences sales volume,
market share, cash flow, profit,
return on investment, dividends,
and market value. For operating
management, however, there’s
often a big disconnect from that
strategy. This is because of the
lack of alignment and proper
measurement of the business
processes/activities that drive
customer loyalty, and ultimately
financial results.

Corporate level measures are
very important, but they aren’t
going to have much impact unless
they are cascaded to frontline
employees. The question is
simple: Do you want 10% of your
employees working toward the
company’s customer loyalty
objectives, or 100%?
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Causal relations among performance measures are key
features of performance measurement models (PMM),
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Shift in Measurement
Systems

Before the 1980s, business
success was evaluated purely by
financial measures. Throughout
the 1980s and 1990s, academics
and practitioners highlighted the
deficiencies of those key
performance indicators (KPIs) in
organizations. In particular, they
recognized the emphasis on
short-term results and the lack of
long-term strategic focus.

As a result, they developed
new measurement systems, which
consisted of financial and non-
financial measures (e.g., a
customer loyalty index) and
provided multidimensional
perspectives  of performance.
These comprehensive
“performance measurement

models” (PMMs) describe links
between business decisions and
outcomes, and guide strategy
development, communication,
implementation, and feedback at
multiple points along value
chains. Because PMMs reflect

inputs and both intermediate and
final outputs, they generally
include measures of operational,
strategic, financial, and non-
financial performance.
Academics and practitioners
alike argue the benefits of using
PMMs over mere lists of KPIs.

e Models, which explain the
underlying economics of
businesses, are essential for
tying strategic insights to

financial results.
e Operational measures, such as
those  observed prior to
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financial outcomes, have
improved “line of sight” to
desired financial
performance.

e Even simplified but credible

models can be powerful
communication and learning
devices.

e Models can successfully
become integral parts of
management debate,
dialogue, communication,

and experimentation.

e Models provide bases for
effective  motivation and
incentives, by showing how
actions might affect
outcomes.

e The identification and
selection of appropriate
systems of models enhances
the implementation/
acceptance of the business
strategy, and employee
understanding of the

company’s business.
Cause and Effect

A PMM exceeds the benefits
of KPI lists alone—partly by
providing reliable predictions of
outcomes, which are based on
cause-and-effect relations among
the performance measures.
These “causal relations” are key
features of PMMs. Unfortunately,
many companies that use PMM
frameworks don’t apply the rigor
of testing such relations. Perhaps
they should.

A study conducted a few years
ago reported that only 23% of
157  surveyed organizations
consistently built and tested
causal models—but that this
percentage, on average, achieved
2.95% higher return on assets

and 5.14% higher return on
equity.
Many companies find it

difficult to cascade and execute
customer loyalty strategies.
People aren’t accustomed to
customer loyalty measures, and
don’t understand how they can
influence them. Using a PMM for
customer loyalty is an excellent
communications tool; it tells the

story of how managers and their
organizations can succeed by
managing intermediate activities.

A statistical correlation
between tactical measures and
new strategic measures (e.g., a
customer loyalty index) instills
great confidence in the latter,
and creates a willingness to move
ahead with the strategy and usage
of those new measures.

The question of whether we
can affect customer loyalty is

answered by the  statistical
correlations, showing the
linkages between internal

operational metrics and strategic
customer metrics. We need to
show our employees that their
actions and  behaviors can
influence customer loyalty.

Corporate level measures are
very important, but they aren’t
going to have much impact
unless they are cascaded to

frontline employees.

For example, software
programmers might be
accustomed to tracking
operational metrics such as
number of program bugs fixed
(see p. 1 Exhibit). They can
better understand and
experience their roles in a
company’s customer loyalty

strategy if they see those same
metrics correlated to tactical
customer loyalty drivers (e.g.,
customers’  perceptions  of
reliable software), strategic
drivers (e.g., customers’
perceptions of the company’s
products), customer outcomes
(e.g., customers’ likelihood to
buy more and recommend), and
business measures (e.g., year-
over-year growth or the number
of products customers own).
Causal relations among PMM
measures are an important
design criterion and feature of a
successful  customer loyalty
strategy. Conversely, a PMM
without valid causal relations is

ineffective or counterproductive
to communication and
motivation.

Setting Your Compass

What you measure at the top is
what you must measure at all
levels; the same 1is true of
customer loyalty. The specific
metrics will change with every
function and organizational level

because managers performing
different jobs need different
information to make different

decisions. As you go down the
organizational chart, the focus is
on operations or processes. Your
customer loyalty strategy should
be incorporated into operational
measures by giving more weight
to the ones that are strategically
important, and by using a causal
PMM to show a clear line of
sight—from daily actions to
customer loyalty behaviors and
market/financial results. This
communicates strategy to all
employees, by translating it into
operational terms.

Effective performance
measurement is the compass. It
guides management in a direction
that will produce meaningful
results at the process level—
results that will directly tie to your
company’s customer loyalty goals.
If the PMM doesn’t clearly focus
on customer loyalty, then it will
enforce the wrong actions.

Managers must strive to direct
all levels of their organizations to
focus on the right priorities,
those that build customer loyalty.
The most successful companies
know PMMs that encourage the

right response and behavior
require linking the customer
loyalty strategy to day-to-day

actions: clear linkage to cause-
and-effect—up, down, and across

the company. O

About the Authors

Lawrence A. Crosby, Ph.D., is CEO of
Synovate Loyalty. Sheree L. Johnson is
Synovate Loyalty’s Global Director of
Strategic Marketing.

To learn more, visit
www.synovate.com/loyalty

2 | theloyaltreatment no. 32

© Reprinted with permission, American Marketing Association’s Marketing Management, May/June 2006 Issue. All rights reserved.




<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /All
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Warning
  /CompatibilityLevel 1.4
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJDFFile false
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /DetectCurves 0.0000
  /ColorConversionStrategy /LeaveColorUnchanged
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo true
  /PreserveFlatness true
  /PreserveHalftoneInfo false
  /PreserveOPIComments false
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /CropColorImages true
  /ColorImageMinResolution 300
  /ColorImageMinResolutionPolicy /OK
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /CropGrayImages true
  /GrayImageMinResolution 300
  /GrayImageMinResolutionPolicy /OK
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /CropMonoImages true
  /MonoImageMinResolution 1200
  /MonoImageMinResolutionPolicy /OK
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile ()
  /PDFXOutputConditionIdentifier ()
  /PDFXOutputCondition ()
  /PDFXRegistryName ()
  /PDFXTrapped /False

  /Description <<
    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000500044004600206587686353ef901a8fc7684c976262535370673a548c002000700072006f006f00660065007200208fdb884c9ad88d2891cf62535370300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>
    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef653ef5728684c9762537088686a5f548c002000700072006f006f00660065007200204e0a73725f979ad854c18cea7684521753706548679c300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>
    /DAN <>
    /DEU <>
    /ESP <>
    /FRA <>
    /ITA <>
    /JPN <>
    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020b370c2a4d06cd0d10020d504b9b0d1300020bc0f0020ad50c815ae30c5d0c11c0020ace0d488c9c8b85c0020c778c1c4d560002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200035002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>
    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken voor kwaliteitsafdrukken op desktopprinters en proofers. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 5.0 en hoger.)
    /NOR <>
    /PTB <>
    /SUO <>
    /SVE <>
    /ENU (Use these settings to create Adobe PDF documents for quality printing on desktop printers and proofers.  Created PDF documents can be opened with Acrobat and Adobe Reader 5.0 and later.)
  >>
  /Namespace [
    (Adobe)
    (Common)
    (1.0)
  ]
  /OtherNamespaces [
    <<
      /AsReaderSpreads false
      /CropImagesToFrames true
      /ErrorControl /WarnAndContinue
      /FlattenerIgnoreSpreadOverrides false
      /IncludeGuidesGrids false
      /IncludeNonPrinting false
      /IncludeSlug false
      /Namespace [
        (Adobe)
        (InDesign)
        (4.0)
      ]
      /OmitPlacedBitmaps false
      /OmitPlacedEPS false
      /OmitPlacedPDF false
      /SimulateOverprint /Legacy
    >>
    <<
      /AddBleedMarks false
      /AddColorBars false
      /AddCropMarks false
      /AddPageInfo false
      /AddRegMarks false
      /ConvertColors /NoConversion
      /DestinationProfileName ()
      /DestinationProfileSelector /NA
      /Downsample16BitImages true
      /FlattenerPreset <<
        /PresetSelector /MediumResolution
      >>
      /FormElements false
      /GenerateStructure true
      /IncludeBookmarks false
      /IncludeHyperlinks false
      /IncludeInteractive false
      /IncludeLayers false
      /IncludeProfiles true
      /MultimediaHandling /UseObjectSettings
      /Namespace [
        (Adobe)
        (CreativeSuite)
        (2.0)
      ]
      /PDFXOutputIntentProfileSelector /NA
      /PreserveEditing true
      /UntaggedCMYKHandling /LeaveUntagged
      /UntaggedRGBHandling /LeaveUntagged
      /UseDocumentBleed false
    >>
  ]
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice


