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Abstract.  Customer relationship management (CRM) has once again gained 
prominence amongst academics and practitioners.  However, there is a tremendous 
amount of confusion regarding its domain and meaning.  In this paper, the authors 
explore the conceptual foundations of CRM by examining the literature on 
relationship marketing and other disciplines that contribute to the knowledge of 
CRM.  A CRM process framework is proposed that builds on other relationship 
development process models.  CRM implementation challenges as well as CRM's 
potential to become a distinct discipline of marketing are also discussed in this 
paper. 
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1. Introduction 
 
Customer relationship management (CRM) has attracted the expanded 
attention of practitioners and scholars.  More and more companies are 
adopting customer-centric strategies, programs, tools, and technology for 
efficient and effective customer relationship management.  They are 
realizing the need for in-depth and integrated customer knowledge in order 
to build close cooperative and partnering relationships with their customers.  
The emergence of new channels and technologies is significantly altering 
how companies interface with their customers, a development bringing about 
a greater degree of integration between marketing, sales, and customer 
service functions in organizations.  For practitioners, CRM represents an 
enterprise approach to developing full-knowledge about customer behavior 
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and preferences and to developing programs and strategies that encourage 
customers to continually enhance their business relationship with the 
company. 
 

Marketing scholars are studying the nature and scope of CRM and 
are developing conceptualizations regarding the value and process of 
cooperative and collaborative relationships between buyers and sellers.  
Many scholars with interests in several sub-disciplines of marketing, such as 
channels, services marketing, business-to-business marketing, advertising, 
and so forth, are actively engaged in studying and exploring the conceptual 
foundations of managing relationships with customers.  They are interested 
in strategies and processes for customer classification and selectivity; one-to-
one relationships with individual customers; key account management and 
customer business development processes; frequency marketing, loyalty 
programs, cross-selling and up-selling opportunities; and various forms of 
partnering with customers including co-branding, joint-marketing, co-
development, and other forms of strategic alliances (Parvatiyar & Sheth, 
2000).   

 
Scholars from other academic disciplines, particularly those 

interested in the area of information systems and decision technologies, are 
also exploring new methodologies and techniques that create efficient front-
line information systems (FIS) to effectively manage relationships with 
customers.  Several software tools and technologies claiming solutions for 
various aspects of CRM have recently been introduced for commercial 
application.  The majority of these tools promise to individualize and 
personalize relationships with customers by providing vital information at 
every point in the interface with the customer.  Techniques such as 
collaborative filtering, rule-based expert systems, artificial intelligence, and 
relational databases are increasingly being applied to develop enterprise 
level solutions for managing information on customer interactions.  The 
purpose of this paper is not to evaluate these application tools and 
technologies.  Those aspects are considered elsewhere by the authors as well 
as by several commercial research organizations, such as Forrester Research 
and the Gartner Group.  Our objective is to provide a conceptual foundation 
for understanding the domain of customer relationship management.  To do 
so, we develop a framework for understanding the various aspects of CRM 
strategy and implementation.  A synthesis of the existing knowledge on 
CRM done by integrating diverse explorations forms the basis of our 
framework.  We draw upon the literature on relationship marketing, as CRM 
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and relationship marketing are not distinguished from each other in the 
marketing literature (Parvatiyar & Sheth, 2000).  

 
In the sections that follow, we define what CRM is and what it 

promises to offer.  We also identify the forces impacting on the marketing 
environment in recent years that have led to the rapid development of CRM 
strategies, tools, and technologies.  A typology of CRM programs is 
presented to provide a parsimonious view of the various terms and 
terminologies that are used to refer to different activities.  We then describe 
a process model of CRM to better delineate the challenges of customer 
relationship formation, its governance, its performance evaluation, and its 
evolution.  Finally, we examine the research issues related to CRM. 

 
2. What is Customer Relationship Management (CRM)? 
 
Before we begin to examine the conceptual foundations of CRM, defining 
what CRM is would be useful.  In the marketing literature the terms 
customer relationship management and relationship marketing are used 
interchangeably.  As Nevin (1995) points out, these terms have been used to 
reflect a variety of themes and perspectives.  Some of these themes offer a 
narrow functional marketing perspective while others offer a perspective that 
is broad and somewhat paradigmatic in approach and orientation.  A narrow 
perspective of customer relationship management is database marketing 
emphasizing the promotional aspects of marketing linked to database efforts 
(Bickert, 1992).   

 
Another narrow, yet relevant, viewpoint is to consider CRM only as 

seeking customer retention by using a variety of after marketing tactics that 
lead to customer bonding or staying in touch with the customer after a sale is 
made (Vavra, 1992).  A more popular approach with the recent application 
of information technology is to focus on individual or one-to-one 
relationships with customers that integrate database knowledge with a long-
term customer retention and growth strategy (Peppers & Rogers, 1993).  
Thus, Shani and Chalasani (1992) have defined relationship marketing as 
“an integrated effort to identify, maintain, and build up a network with 
individual consumers and to continuously strengthen the network for the 
mutual benefit of both sides, through interactive, individualized and value-
added contacts over a long period of time” (p. 44).  Jackson (1985) applies 
the individual account concept in industrial markets to suggest CRM to 
mean, “Marketing oriented toward strong, lasting relationships with 
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individual accounts” (p. 2).  In other business contexts, Doyle and Roth 
(1992), O’Neal (1989), and Paul (1988) have proposed similar views of 
customer relationship management. 

 
McKenna (1991) has professed a more strategic view by putting the 

customer first and shifting the role of marketing from manipulating the 
customer (telling and selling) to genuine involvement with the customer 
(communicating and sharing knowledge).  Berry (1995), in somewhat 
broader terms, also has a strategic viewpoint concerned with CRM.  He has 
stressed that attracting new customers should be viewed only as an 
intermediate step in the marketing process and that developing closer 
relationship with these customers and turning them into loyal ones should be 
equally important aspects of marketing.  Thus, he proposed that relationship 
marketing be seen as “attracting, maintaining, and – in multi-service 
organizations – enhancing customer relationships” (p. 25).  

 
Berry’s notion of customer relationship management resembles that 

of other scholars studying services marketing, such as Gronroos (1990), 
Gummesson (1987), and Levitt (1983).  Although each one of them has 
espoused the value of interactions in marketing and its consequent impact on 
customer relationships, Gronroos and Gummesson take a broader 
perspective and advocate that relationships with customers be the focus and 
dominant paradigm of marketing.  For example, Gronroos (1990) states: 
“Marketing is to establish, maintain, and enhance relationships with 
customers and other partners, at a profit, so that the objectives of the parties 
involved are met.  This is achieved by a mutual exchange and fulfillment of 
promises” (p. 138).  The implication of Gronroos’ definition is that forming 
relationships with customers is the "raison de etre" of the firm and marketing 
should be devoted to building and enhancing such relationships.  Similarly, 
Morgan and Hunt (1994) draw upon the distinction made between 
transactional exchanges and relational exchanges by Dwyer, Schurr, and Oh 
(1987) to suggest that relationship marketing “refers to all marketing 
activities directed toward establishing, developing, and maintaining 
successful relationships.”   

 
The core theme of all CRM and relationship marketing perspectives 

is its focus on a cooperative and collaborative relationship between the firm 
and its customers, and/or other marketing actors.  Dwyer, Schurr, and Oh 
(1987) have characterized such cooperative relationships as being 
interdependent and long-term orientated rather than being concerned with 
short-term discrete transactions.  The long-term orientation is often 



                                    Customer Relationship Management: 
Emerging Practice, Process, and Discipline 

 
 

 

5

 

emphasized because it is believed that marketing actors will not engage in 
opportunistic behavior if they have a long-term orientation and that such 
relationships will be anchored in mutual gains and cooperation (Ganesan, 
1994).   

 
Another important facet of CRM is “customer selectivity.”  As 

several research studies have shown, not all customers are equally profitable 
for an individual company (Storbacka, 2000).  The company therefore must 
be selective in tailoring its program and marketing efforts by segmenting and 
selecting appropriate customers for individual marketing programs.  In some 
cases, the “outsourcing of some customers” could be called for so that a 
company allocates its resources to those customers it can serve the best in 
order to create mutual value.  However, the objective of a company is not 
really to prune its customer base but to identify the programs and methods 
that would be the most profitable as it creates value for the firm and the 
customer.  Hence, our definition of CRM is that 

 
Customer Relationship Management is a comprehensive strategy 
and process of acquiring, retaining, and partnering with selective 
customers to create superior value for the company and the 
customer.  It involves the integration of marketing, sales, customer 
service, and the supply-chain functions of the organization to 
achieve greater efficiencies and effectiveness in delivering customer 
value. 

 
As is implicit in the above definition, the purpose of CRM is to 

improve marketing productivity.  Marketing productivity is achieved by 
increasing marketing efficiency and by enhancing marketing effectiveness 
(Sheth & Sisodia, 1995).  In CRM, marketing efficiency is achieved because 
cooperative and collaborative processes help in reducing transaction costs 
and overall development costs for the company.  Two important processes of 
CRM include proactive customer business development and building 
partnering relationships with the most important customers.  These lead to 
superior mutual value creation. 
 
3. The Emergence of CRM Practice 
 
As observed by Sheth and Parvatiyar (1995b), developing customer 
relationships has historical antecedents going back into the pre-industrial era.  
Much of it was due to direct interaction between producers of agricultural 
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products and their consumers.  Similarly, artisans often developed 
customized products for each customer.  Such direct interaction led to 
relational bonding between the producer and the consumer.  It was only after 
the advent of mass production in the industrial era and the advent of 
middlemen that interaction between producers and consumers became less 
frequent leading to transaction oriented marketing.  In other words, the 
production and consumption functions became separated leading to the 
marketing functions being performed by middlemen, and middlemen, in 
general, are oriented towards economic aspects of buying since the largest 
cost is often the cost of the goods sold.  

  
In recent years however, several factors have contributed to the rapid 

development and evolution of CRM.  These include the growing de-
intermediation process in many industries due to the advent of sophisticated 
computer and telecommunication technologies that allow producers to 
directly interact with end-customers.  For example, in many industries such 
as the airline, banking, insurance, computer software, or household 
appliances industries and even consumables, the de-intermediation process is 
fast changing the nature of marketing and consequently making relationship 
marketing more popular.  Databases and direct marketing tools give these 
industries the means to individualize their marketing efforts.  As a result, 
producers do not need the functions formerly performed by middlemen.  
Even consumers are willing to undertake some of the responsibilities of 
direct ordering, personal merchandising, and product use related services 
with little help from the producers.  The recent success of on-line banking, 
Charles Schwab and Merryll Lynch’s on-line investment programs, direct 
selling of books, automobiles, insurance, etc., on the Internet all attest to the 
growing consumer interest in maintaining a direct relationship with 
marketers.   

 
The de-intermediation process and consequent prevalence of CRM 

is also due to the growth of the service economy.  Since services are 
typically produced and delivered at the same institution, it minimizes the 
role of middlemen.  Between the service provider and the service user an 
emotional bond also develops creating the need for maintaining and 
enhancing the relationship.  It is therefore not difficult to see that CRM is 
important for scholars and practitioners of services marketing (Berry & 
Parsuraman, 1991; Bitner, 1995; Crosby & Stephens, 1987; Crosby, Evans, 
& Cowles, 1990; Gronroos, 1995). 
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Another force driving the adoption of CRM has been the total 
quality movement.  When companies embraced the Total Quality 
Management (TQM) philosophy to improve quality and reduce costs, it 
became necessary to involve suppliers and customers in implementing the 
program at all levels of the value chain.  This created the need for closer 
working relationships with customers, suppliers, and other members of the 
marketing infrastructure.  Thus, several companies, such as Motorola, IBM, 
General Motors, Xerox, Ford, and Toyota, formed partnering relationships 
with suppliers and customers to practice TQM.  Other programs such as 
"just-in-time" (JIT) supply and "materials-resource planning" (MRP) have 
also made use of interdependent relationships between suppliers and 
customers (Frazier, Spekman, & O’Neal, 1988). 

 
With the advent of digital technology and complex products, the 

systems selling approach has become common.  This approach has 
emphasized the integration of parts, supplies, and the sale of services along 
with the individual capital equipment.  Customers have liked the idea of 
systems integration and sellers have been able to sell augmented products 
and services to customers.  Then, the popularity of system integration began 
to extend to consumer packaged goods as well as to services (Shapiro & 
Posner, 1979).  At the same time some companies started to insist upon new 
purchasing approaches, such as national contracts and master purchasing 
agreements, forcing major vendors to develop key account management 
programs (Shapiro & Moriarty, 1980).  These measures created intimacy and 
cooperation in the buyer-seller relationship.  Instead of purchasing a product 
or service, customers were more interested in buying a relationship with a 
vendor.  The key (or national) account management program designates 
account managers and account teams that assess the customer’s needs and 
then husband the selling company’s resources for the customer’s benefit.  
Such programs have led to the establishment of strategic partnering within 
the overall domain of customer relationship management (Anderson & 
Narus, 1991; Shapiro 1988). 

 
Similarly, in the current era of hyper-competition, marketers are 

forced to be more concerned with customer retention and loyalty (Dick & 
Basu, 1994; Reichheld, 1996).  As several studies have indicated, retaining 
customers perhaps offers a more sustainable competitive advantage than 
acquiring new ones.  What marketers are realizing is that it costs less to 
retain customers than to compete for new ones (Rosenberg & Czepiel, 1984).  
On the supply side it pays more to develop closer relationships with a few 
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suppliers than to work with more vendors (Hayes, Wheelwright, & Clarke, 
1988; Spekman, 1988).  In addition, several marketers are concerned with 
keeping customers for life rather than with only making a one-time sale 
(Cannie & Caplin, 1991).  There is greater opportunity for cross-selling and 
up-selling to a customer who is loyal and committed to the firm and its 
offerings.  In a recent study, Naidu, Parvatiyar, Sheth, and Westgate (1999) 
found that relational intensity increased in hospitals facing a higher degree of 
competitive intensity. 

 
Also, customer expectations have been changing rapidly over the 

last two decades.  Fueled by new technology and the growing availability of 
advanced product features and services, customer expectations are changing 
almost on a daily basis.  Consumers are less willing to make compromises or 
trade-offs in product and service quality.  In a world of ever changing 
customer expectations, building cooperative and collaborative relationships 
with customers seems to be the most prudent way to keep track of their 
changing expectations and appropriately influencing them (Sheth & Sisodia, 
1995).    

 
Finally, many large internationally oriented companies are today 

trying to become global by integrating their worldwide operations.  To 
achieve this they are seeking cooperative and collaborative solutions for 
global operations from their vendors instead of merely engaging in 
transactional activities with them.  Such customers' needs make it imperative 
for marketers interested in the business of companies that are global to adopt 
CRM programs, particularly global account management programs (Yip & 
Madsen 1996).  Global account management (GAM) is conceptually similar 
to national account management programs except that they have to be global 
in scope and thus more complex.  Managing customer relationships around 
the world calls for external and internal partnering activities, including 
partnering across a firm’s worldwide organization. 

 
4. A CRM Process Framework 
 
Several scholars studying buyer-seller relationships have proposed 
relationship development process models (Borys & Jemison, 1989; Dwyer, 
Schurr, & Oh, 1987; Evans & Laskin, 1994; Heide, 1994; Wilson, 1995).  
Building on that work we develop a four-stage CRM process framework 
comprised of the following four sub-processes: a customer relationship 
formation process; a relationship management and governance process; a 
relational performance evaluation process, and a CRM evolution or 
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enhancement process.  Figure 1 depicts the important components of the 
process model.   

Formation Management and Governance Performance

Figure 1: The CRM Process Framework
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The CRM Formation Process 
 
The formation process of CRM refers to the decisions regarding initiation of 
relational activities for a firm with respect to a specific group of customers 
or to an individual customer with whom the company wishes to engage in a 
cooperative or collaborative relationship.  Hence, it is important that a 
company be able to identify and differentiate individual customers.  In the 
formation process, there are three important decision areas: defining the 
purpose (or objectives) of engaging in CRM; selecting parties (or customer 
partners) for appropriate CRM programs; and developing programs (or 
relational activity schemes) for relationship engagement with the customer. 
 
The Purpose of CRM and Its Operational Goals.  The overall purpose of 
CRM is to improve marketing productivity and to enhance mutual value for 
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the parties involved in the relationship.  Improving marketing productivity 
and creating mutual values can be achieved by increasing marketing 
efficiencies and/or enhancing marketing effectiveness (Sheth & Parvatiyar, 
1995a; Sheth & Sisodia, 1995).  By seeking and achieving such operational 
goals as lower distribution costs, streamlining order processing and 
inventory management, reducing the burden of excessive customer 
acquisition costs, and by considering the economics of customer retention, 
firms can achieve greater marketing efficiencies.  They can also enhance 
marketing effectiveness by carefully selecting customers for their various 
programs, by individualizing and personalizing their market offerings to 
anticipate and serve the emerging needs of individual customers, by building 
customer loyalty and commitment; by partnering to enter new markets and 
develop new products, and by redefining the competitive playing field for 
their company (Sheth & Parvatiyar, 1995a).  Thus, stating the objectives and 
defining the purpose of CRM in a company helps clarify the nature of the 
CRM programs and activities that ought to be performed by the partners.  
Defining the purpose also makes identifying the relationship partners with 
the necessary expectations and capabilities to fulfill mutual goals an easier 
task.  Furthermore, it helps in the evaluation of the CRM performance.  The 
results achieved can be compared to the objectives.  These objectives can be 
specified as financial goals, marketing goals, strategic goals, operational 
goals, and organizational goals.  

 
Similarly, in the mass-market context, consumers expect to fulfill 

their goals related to efficiencies and effectiveness in their purchase and 
consumption behavior.  Sheth and Parvatiyar (1995a) contend that 
consumers are motivated to engage in relational behavior because of the 
psychological and sociological benefits associated with reduction in choice 
decisions.  In addition, to their natural inclination to reduce choices, 
consumers are motivated to seek the rewards and associated benefits offered 
by CRM programs. 
 
Relational Parties and Partners.  Customer partner selection (or parties with 
whom to engage in cooperative or collaborative relationships) is another 
important decision in the relationship formation stage.  Even though a 
company may serve all customer types, few have the necessary resources 
and commitment to establish CRM programs for all.  Therefore, in the initial 
phase, companies have to decide on which customer types and specific 
customers or customer groups to focus their CRM efforts on.  Subsequently, 
when a company gains experience and achieves successful results, the scope 
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of CRM activities can be expanded to include other customers in the 
program or to include additional programs (Shah, 1997).   

 
Although partner selection is an important decision in achieving 

CRM goals, not all companies have a formalized process of selecting 
customer partners.  Some select customer partners by following the intuitive 
judgments of their senior managers and select other partners from those 
customers who demand to be selected.  On the other hand, other companies 
do have formalized processes of selecting relational partners through the use 
of extensive research and the evaluation of chosen criteria.  The criteria for 
partner selection vary according to company goals and policies.  They can 
range from a single criterion such as the revenue potential of the customer to 
multiple criteria that include variables such as customer commitment, 
resourcefulness, management values, technological and market leadership, 
national and global presence, strategic value, and complementary business 
processes.  When several criteria are applied and a complex model 
developed, it is necessary to test its validity based on strategic fit and the 
distinctive competitive advantage to the firm. 
 
CRM Programs and Strategies.  A careful review of the literature and the 
observation of corporate practices suggest that there are several types of 
CRM programs.  Broadly specified, they fall into the following three 
categories: continuity marketing, one-to-one marketing, and partnering 
programs.  Each one of these can take different forms depending on whether 
they are meant for end-consumers, distributor customers, or business-to-
business customers (see Parvatiyar & Sheth, 2000).   

 
Obviously, marketing practitioners in search of new creative ideas 

are able to develop many variations and combinations of CRM programs to 
build mutually beneficial relationships with their customers.  However, the 
essence of CRM programs is customer selectivity (Sheth & Sisodia, 1995).  
It has now become common knowledge that the value of all customers is not 
equal.  The 80/20 rule prevails whereby we have learned that 20 percent of 
customers generate more than 80 percent of revenues for most companies, 
and it is not uncommon to find that an even lower percentage of customers 
can generate more than 80 to 90 percent of the revenues.  Under such 
circumstances, it is not prudent for a company to allocate equal resources to 
all customers.  Customer segmentation and program differentiation is needed 
in order to match revenue potential with service offerings.  Those with 
higher revenue potential deserve a greater allocation of costs and service.  
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Otherwise, competitors will seize the opportunity by offering better service 
and a greater allocation of resources for the high-end customers.  At the 
lower-end, attempts should be made to achieve cost savings through the re-
allocation of efforts based on less-expensive resources.  

 
Figure 2 depicts the customer revenue-cost re-allocation opportunity 

zone.  It suggests that in most companies instead of the average cost per 
customer being proportionate to the average revenue per customer, one 
consider a flat cost curve that is not sensitive to the revenue produced by the 
customer.  Such a situation opens up an opportunity for competitors to 
increase their offerings by allocating expensive resources to the high-end 
customers.  Thus, as shown in Figure 3, a hierarchy of CRM programs could 
be considered for different customer groups based on the extent of service 
and the opportunity for customer business development. 

Figure 2: Customer Revenue & Cost Relationship
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Figure 3: Customer Segmentation & 
CRM Programs
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The CRM Governance Process 
 
Once a CRM program is developed and rolled out, the program as well as 
the individual relationships must be managed and governed.  For mass-
market customers, the degree to which there is symmetry or asymmetry in                  
the primary responsibility for whether the customer or the program 
sponsoring company will be managing the relationship varies with the size 
of the market.  However, for programs directed at distributors and business 
customers the management of the relationship would require the 
involvement of both parties.  The degree to which these governance 
responsibilities are shared or managed independently will depend on the 
perception of the norms of the governance processes among the relational 
partners given the nature of their CRM program and the purpose of engaging 
in the relationship.  Not all relationships are or should be managed alike.  In 
fact, several studies suggest appropriate governance norms for different 



 Atul Parvatiyar & Jagdish N. Sheth 

 

14  

 

hybrid relationships (Borys & Jemison, 1989; Heide, 1994; Sheth & 
Parvatiyar, 1992).   

 
Whether management and governance responsibilities are 

independently or jointly undertaken by relational partners, several issues 
must be addressed.  These include decisions regarding role specification, 
communication, common bonds, the planning process, process alignment, 
employee motivation, and monitoring procedures.  Role specification relates 
to determining the role of the partners in fulfilling the CRM tasks as well as 
the role of specific individuals or teams in managing the relationships and 
related activities (Heide, 1994).  The greater the scope of the CRM program 
and the associated tasks and the more complex the composition of the 
relationship management team, the more critical is the role specification 
decision for the partnering firms.  Role specification also helps in clarifying 
the nature of the resources and empowerment needed by the individuals or 
teams charged with the responsibility of managing the relationship with the 
customers.   

 
Communication with customer partners is a necessary process of 

relationship marketing.  It helps in relationship development, fosters trust, 
and provides the information and knowledge needed to undertake the 
cooperative and collaborative activities of relationship marketing.  In many 
ways it is the lifeblood of relationship marketing.  By establishing proper 
communication channels for sharing information with customers a company 
can enhance their relationship with them.  In addition to communicating with 
customers, it is also essential to establish intra-company communication, 
particularly among all concerned individuals and corporate functions that 
directly play a role in managing the relationship with a specific customer or 
customer group. 

 
Although communication with customer partners helps to foster 

relationship bonds, conscious efforts to create common bonds will have a 
more sustaining impact on the relationship.  In business-to-business 
relationships, social bonds are created through interactions; however, with 
mass-market customers frequent face-to-face interactions will be 
uneconomical.  Thus marketers should create common bonds through 
symbolic relationships, endorsements, affinity groups, and membership 
benefits or by creating on-line communities.  Whatever the chosen mode, 
institutionalizing relationships with customers is accomplished by creating 
value bonding, reputation bonding, and structural bonding (Sheth, 1994). 
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Another important aspect of relationship governance is the process 
of planning and determining the degree to which customers need to be 
involved in the planning process.  Involving customers in the planning 
process would ensure their support in plan implementation and in the 
achievement of planned goals.  However, not all customers are willing to 
participate in the planning process nor is it possible to involve all of them in 
relationship marketing programs for the mass market.  Yet, the involvement 
of major customers in the planning process is desirable and sometimes 
necessary for managing a cooperative and collaborative relationship. 

 
Executives are sometimes unaware, or they choose to initially ignore 

the nature of misalignment in operating processes between their company 
and customer partners leading to problems in relationship marketing 
implementation.  Several aspects of the operating processes need to be 
aligned depending on the nature and scope of the relationship.  For example, 
operating alignment will be needed in order processing, accounting and 
budgeting processes, information systems, merchandising processes, and so 
forth.   

 
Several human resources decisions are also important in creating the 

right organization and climate for managing relationship marketing.  
Training employees to interact with customers, to work in teams, and 
manage relationship expectations is important.  So is the issue of creating the 
right motivation through incentives, rewards, and compensation systems 
towards building stronger relationship bonds and customer commitment.  
Although institutionalizing the relationship is desirable for the long-term 
benefit of the company, personal relationships are nevertheless formed and 
have an impact on the institutional relationship.  Thus needed is proper 
training and motivation of employees to professionally handle customer 
relationships. 

 
Finally, proper monitoring processes are needed to safeguard against 

failure and manage conflicts in relationships.  Monitoring processes include 
periodic evaluation of goals and results, initiating changes in the relationship 
structure, design, or the governance process if needed, and creating a system 
for discussing problems and resolving conflicts.  Good monitoring 
procedures help avoid relationship destabilization and the creation of power 
asymmetries.  They also help keep CRM programs on track given proper 
alignment of goals, results, and resources. 
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Overall, the governance process helps in the maintenance, 
development, and execution aspects of CRM.  It also helps in strengthening 
the relationship among relational partners, and if the process is satisfactorily 
implemented, it ensures the continuation and enhancement of the 
relationship.  Relationship satisfaction for involved parties would include 
governance process satisfaction in addition to satisfaction from the results 
achieved in the relationship (Parvatiyar, Biong, & Wathne, 1998). 
 
CRM Performance Metrics 
 
Periodic assessment of results in CRM is needed to evaluate if the programs 
are meeting expectations and if they are sustainable in the long run.  
Performance evaluation also helps in taking corrective action in terms of 
relationship governance or in modifying relationship marketing objectives 
and program features.  Without proper performance metrics to evaluate 
CRM efforts, it would be hard to make objective decisions regarding 
continuation, modification, or termination of CRM programs.  Developing 
performance metrics is always a challenging activity as most firms are 
inclined to use existing marketing measures to evaluate CRM.  However, 
many existing marketing measures, such as market share and total volume of 
sales may not be appropriate in the context of CRM.  Even when more CRM 
oriented measures are selected, they cannot be applied uniformly across all 
CRM programs, particularly when the purpose of each program is different.  
For example, if the purpose of a particular CRM effort is to enhance 
distribution efficiencies by reducing overall distribution cost, measuring the 
program's impact on revenue growth and the customer’s share of the 
business may not be appropriate.  In this case, the program must be 
evaluated based on its impact on reducing distribution costs and on other 
metrics that are aligned with those objectives.  By harmonizing the 
objectives and performance measures one would expect to see more goal 
directed managerial action by those involved in managing the relationship. 

 
For measuring CRM performance, a balanced scorecard that 

combines a variety of measures based on the defined purpose of each 
program (or each cooperative/collaborative relationship) is recommended 
(Kaplan & Norton, 1992).  In other words, the performance evaluation 
metrics for each relationship or CRM program should mirror the set of 
defined objectives for the program.  However, certain global measures of the 
impact of a CRM effort by a company are also possible.  Srivastava, 
Tassadduq, and Fahey (1998) developed a model to suggest the asset value 
of cooperative relationships to firms.  If the cooperative and collaborative 
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relationship with customers is treated as an intangible asset of the firm, its 
economic value-add can be assessed using discounted future cash flow 
estimates.  In some ways, the value of relationships is similar to the concept 
of the brand equity of the firm and hence many scholars have alluded to the 
term relationship equity (Bharadwaj, 1994; Peterson, 1995).  Although a 
well-accepted model for measuring relationship equity is not available in the 
literature as yet, companies are trying to estimate its value, particularly in 
measuring the intangible assets of the firm.   

 
Another global measure used by firms to monitor CRM performance 

is the measurement of relationship satisfaction.  Similar to the measurement 
of customer satisfaction, which is now widely applied in many companies, 
relationship satisfaction measurement would help in finding out to what 
extent relational partners are satisfied with their current cooperative and 
collaborative relationships.  Unlike customer satisfaction measures that are 
applied to measure satisfaction on one side of the dyad, relationship 
satisfaction measures could be applied on both sides of the dyad.  Since both 
the customer and the marketing firm have to perform in order to produce the 
results in a cooperative relationship, each party’s relationship satisfaction 
should be measured (Biong, Parvatiyar, & Wathne, 1996).  By measuring 
relationship satisfaction, one could estimate the propensity of either party to 
continue or terminate the relationship.  Such a propensity could also be 
indirectly measured by measuring customer loyalty (Reichheld & Sasser, 
1990).  When relationship satisfaction or loyalty measurement scales are 
designed based on the antecedents, they can provide rich information on 
their determinants and thereby help companies identify those managerial 
actions that are likely to improve relationship satisfaction and/or loyalty. 
 
The CRM Evolution Process 
 
Individual customer relationships and CRM programs are likely to undergo 
evolution as they mature.  Some evolution paths may be pre-planned while 
others evolve naturally.  In any case, several decisions have to be made by 
the partners involved about the evolution of the CRM programs.  These 
include decisions regarding the continuation, termination, enhancement, and 
modification of the relationship engagement.  Several factors could hasten 
any of these decisions.  Amongst them relationship performance and 
relationship satisfaction (including relationship process satisfaction) are 
likely to have the greatest impact on the evolution of the CRM programs.  
When performance is satisfactory, partners would be motivated to continue 
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or enhance their CRM program (Shah, 1997; Shamdasani & Sheth, 1995).  
When performance does not meet expectations, partners may consider 
terminating or modifying the relationship.  However, extraneous factors 
could also impact on these decisions.  For example, when companies are 
acquired, merged, or divested, many relationships and relationship marketing 
programs undergo changes.  Also, when senior corporate executives and 
senior leaders in the company move, CRM programs undergo changes.  Yet, 
there are many collaborative relationships that are terminated because they 
had planned endings.  For companies that can chart out their relationship 
evolution cycle and state the contingencies for making evolutionary 
decisions, CRM programs can be more systematic. 
 
5. CRM Implementation Issues 
 
One of the most interesting aspects of CRM development is the multitude of 
customer interfaces that a company has to manage in today’s world.  Until 
recently, a company’s direct interface with customers, if any, was primarily 
through sales people or service agents.  In today’s business environment, 
most companies interface with their customers through a variety of channels 
including sales people, service personnel, call centers, Internet websites, 
marketing departments, fulfillment houses, market and business 
development agents, and so forth.  For large customers, it also includes 
cross-functional teams that may include personnel from various functional 
departments.  Although each of these units could operate independently, they 
still need to share information about individual customers and their 
interactions with the company on a real-time basis.  For example, a customer 
who just placed an order on the Internet and subsequently calls the call 
center for order verification expects the call center staff to know the details 
of his or her order history.  Similarly, a customer approached by a sales 
person unaware of the fact that the customer had recently complained about 
dissatisfactory customer service is not likely to be treated kindly by the 
customer.  On the other hand, if the salesperson was aware of the problem 
encountered by the customer, the complaint, and the action already initiated 
to resolve the complaint, the salesperson would be in a relatively good 
position to handle the situation well.  Therefore, effective CRM 
implementation requires a front-line information system that shares relevant 
customer information across all interface units.  Relational databases, data 
warehousing, and data mining tools are thus very valuable for CRM systems 
and solutions. 
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The challenge is to develop an integrated CRM platform that 
collects relevant data input at each customer interface and simultaneously 
provides knowledge output about the strategy and tactics suitable to win 
customer business and loyalty.  For example, if call center personnel cannot 
identify and differentiate a high value customer and do not know what to up-
sell or cross-sell to this customer, it could mean a tremendous opportunity 
lost.  Although most CRM software solutions based on relational databases 
are helping share customer information, they still do not provide knowledge 
output to the front-line personnel.  As shown in figure 4, the CRM solutions 
platform needs to be based on interactive technology and processes.  It 
should assist the company in developing and enhancing customer 
interactions and one-to-one marketing through the application of suitable 
intelligent agents that help develop the front-line relationship with 
customers.  Such a system would identify appropriate data inputs at each 
customer interaction site and use analytical platforms to generate appropriate 
knowledge output for front-line staff during customer interactions.  In 
addition, implementation tools to support interactive solutions for customer 
profitability analysis, customer segmentation, demand generation, account 
planning, opportunity management, contact management, integrated 
marketing communications, customer care strategies, customer problem 
solving, virtual team management of large global accounts, and measuring 
CRM performance would be the next level of solutions sought by most 
enterprises. 
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Figure 4: Data Model/ Information Platform for CRM
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 Unfortunately, in their enthusiasm to implement CRM solutions, 
some companies seem to be overlooking the basic considerations that would 
make such initiatives successful.  Since CRM implementation comprises a 
significant information technology (IT) component, these companies have 
often handed over the responsibility of CRM implementation to IT 
Departments.  In this way, they become focused on simply installing CRM 
software solutions without developing a CRM strategy or program.  This 
leads to creating an operational tool within the company, but the usability 
and effectiveness in producing desirable results from such tools can be 
limited.  CRM tools are valuable when they are used to identify and 
differentiate individual customers and to generate individualized offers and 
fulfill customized solutions.  The lack of a CRM strategy or CRM programs 
would leave the front-line people without any knowledge of what they 
should be doing with the additional customer information that they now have 
access to.  Those applying themselves and developing improvised solutions 
could find that their ad hoc solutions backfire and cause unintended 
deterioration in customer relationships.  Hence, it is important to consider 
the CRM process framework in its totality.  CRM tools are meant to 
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supplement a company’s strategy for building effective customer 
relationships.  Appropriate strategy and excellent implementation are both 
needed for obtaining successful results.  In the future we expect to see more 
research on the barriers to implementing successful CRM strategies as well 
as empirical research on the impact of CRM on company performance. 
 
6. CRM and Relationship Marketing as a Potential Discipline 
 
Customer relationship management and relationship marketing with a focus 
on customer retention, customer commitment, and share of the customer’s 
business instead of market share have generated enormous research interest.  
Hundreds of papers have been presented at dozens of conferences.  Several 
papers have been published in top journals and many books have been 
written on this topic, as indicated by the literature reviews presented in Sheth 
and Parvatiyar (2000). 
 
Journey from Domain to Discipline 
 
Will relationship marketing and CRM create a paradigm shift?  Will a 
discipline arise out of a domain?  Nobody knows for sure. In order for a 
domain to become a discipline, it needs to go beyond description and into 
explanation of phenomenon by providing hypotheses and theory, and at the 
same time, it needs to go beyond observation and become a science by 
utilizing methodological rigor (see Figure 5).  Therefore, our concern here is 
with paradigms that guide disciplined inquiry.  They can be characterized by 
the way their proponents respond to the ontological (nature of reality), 
epistemological (nature, sources and limits of knowledge), and 
methodological (the process of conducting inquiry) questions (Guba, 1990).  
These form the starting points or givens that determine what inquiry is and 
how it is to be practiced.  For a paradigm to be adopted as a discipline it 
must adequately summarize knowledge of related entities, laws, and 
mechanisms in the form of time- and context-free generalizations.  Values 
and other biasing or confounding factors must be excluded from influencing 
the outcomes; and questions and/or hypotheses should be empirically tested 
through rigorous methodology (Guba, 1990).  
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Figure 5: Domain vs. Discipline
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In the past three decades, there have been at least three successes and 
three failures in the journey from domain to discipline.  The three successes 
are consumer behavior, marketing strategy, and services marketing.  The 
three that have failed to become distinct disciplines even though domain 
knowledge exits are international marketing, social marketing, and business 
marketing (Sheth & Parvatiyar, 2001).  By analyzing and understanding why 
they failed or succeeded in becoming disciplines of marketing, we arrived at 
the following insights aimed at ensuring that customer relationship 
management and relationship marketing becomes a distinct discipline in 
marketing. 
 
Delimit the Domain.  The concept of relationship and relational behavior is 
universal.  It is a part of physical, animal, plant, and human sciences.  
Therefore, every discipline has applications and implications related to 
relational behavior.  Indeed, it is so universal that the most widely used 
statistical technique is correlation, or the relationship between two or more 
phenomena, whether bivariate or multivariate in nature.  Therefore, it is not 
only easy but also tempting to extend the concept of relationship beyond 
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marketing and beyond business, but then it would lose its identity and 
uniqueness.  This is analogous to consumer behavior, which is only one 
subset domain among all human behaviors—that is, the behavior and the 
roles people manifest as consumers in contrast to the roles of producers, 
middlemen, citizens, or family members.  In short, relationship marketing 
must be limited to the discipline of marketing, which is focused on 
understanding and managing customers and their buying, paying, and 
consuming behaviors (Sheth, Mittal, & Newman 1999).   

 
Furthermore, not all marketing can be relationship marketing or 

customer relationship management.  Relationship marketing and CRM have 
to be a subset of marketing.  In other words, not all marketing relationships 
are relationship marketing.  Just as we have services marketing, international 
marketing, and social marketing, there is or should be a unique domain 
called relationship marketing whose objectives, processes, performance, and 
governance are unique with respect to organizations' marketing and non-
marketing resource allocations.  The objective of relationship marketing is to 
increase the customer's commitment to the organization through the process 
of offering better value on a continuous basis at a reduced cost.  This can be 
achieved partly within the organization and partly through partnerships with 
suppliers and even competitors.  The measure of success is the growth of the 
share of the customer’s business and its profitability. 
 
Agree on a Definition.  As discussed above in this paper, Customer 
Relationship Management and Relationship Marketing have been presented 
based on many definitions and many programs.  Included are affinity 
marketing, loyalty marketing, cross selling, up-selling, co-branding, co-
marketing, and customer-supplier partnering.  In the professional services, 
there are personalized one-to-one relationships with individual clients and 
dedication of the organization’s resources to individual relationships.  In 
business-to-business marketing, there is key account management and 
solution selling. 

 
Analogous to social marketing, there is already a definitional debate 

about relationship marketing.  Some have argued that CRM is an old concept 
already incorporated in existing schools of marketing thought, and therefore, 
needs no separate identity; others have suggested that it overlaps with so 
many domains of marketing (services, channels, global, and direct 
marketing) that again it needs no separate identity.  Still others believe that 
CRM and relationship marketing are synonymous with direct marketing, 



 Atul Parvatiyar & Jagdish N. Sheth 

 

24  

 

and, thus, they are more appropriate in business-to-business marketing and 
services marketing (Baker, 1998; Fournier, Dobscha & Mick, 1998). 

 
What is needed is a definition that will articulate the uniqueness of 

the concept, one stating CRM's own distinct properties, similar to what has 
been done related to services marketing.  There are at least three aspects 
unique to CRM and relationship marketing.  First, it relates to a one-to-one 
relationship between the marketer and the customer.  In other words, 
relationships cannot be pursued in the aggregate; they must be handled at the 
individual-entity level.  Second, it occurs as an interactive process and not as 
a transactional exchange.  This is a fundamental distinction because 
marketing is founded on the principle of exchange and transactions.  CRM, 
however, is all about interaction and activities; it involves co-production and 
co-consumption in which time, location, and identity boundaries between the 
supplier and the customers blur into one extended supply-and-demand chain 
of management.  At the same time, each member in the value chain is a 
distinct and independent organization with its own capital and management, 
and, therefore, there is a virtually integrated network of organizations and 
not a traditional vertically integrated organization.   
  

The third, and equally important, unique aspect of customer 
relationship management is that it is a value-added activity through mutual 
interdependence and collaboration between suppliers and customers.  Just as 
hardware and software create a symbiotic value addition, where one without 
the other is less useful to users and consumers, customer relationship 
management adds value through collaborative and partnering mindsets and 
the resulting behaviors of the suppliers and customers.  This is very obvious 
in services industries where the user must cooperate and collaborate with the 
provider whether it is a doctor, an accountant, a lawyer, or a teacher.  It is 
also becoming more the case with automated services such as automatic 
teller machines, telephone answering systems, and gasoline pumps.  Finally, 
with electronic ordering and Internet commerce, it is also becoming 
prevalent for traditional product offerings, especially in business-to-business 
marketing. 
 
Build Respectable Databases.  Perhaps the single biggest lesson we can learn 
from marketing strategy is the access to PIMS databases with measures of 
financial performance.  We believe that customer relationship management 
needs to access similar data from corporations and service bureaus.  It was 
the availability of household panel data on more than 200 consumer products 
that led to quantitative performance measures of brand loyalty in consumer 
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behavior.  Today, it is the availability of scanner data through IRI and A.C. 
Nielsen that is propelling scientific research on brand equity.  A CRM 
database that represents a general barometer of customer relationships would 
be very valuable for academic research as well as for companies and societal 
agencies interested in monitoring the progress of how companies are doing 
with respect to their relationship with their most important stakeholder. 
 
Develop Performance Metrics.  It is equally important that we develop some 
standardized metrics to measure CRM’s performance as well as antecedents 
that are likely to be its determinants.  For example, SERVQUAL, a 
standardized instrument to measure service quality, is now utilized across 
national boundaries, similar to the Myers-Briggs personality test or the 360-
degree feedback for management performance. 
  

It is not sufficient to develop scales to measure constructs such as 
trust, commitment, and long-term orientation (Doney & Cannon, 1997; Fein 
& Anderson, 1997; Gruen, Summers, & Acito, 2000).  Equally important is 
measuring performance outcomes using well-accepted financial and 
accounting measures.  Recent studies by several scholars concerning the 
merging and purging of existing public financial and customer-supplier 
databases and utilizing them to examine the impact of relationship marketing 
on the performance of the firm are very encouraging (Kalwani & 
Narayandas, 1995; Naidu et. al., 1999; Reddy & Czepiel, 1999).  However, 
we need to do more.  We do not believe that psychological instruments, no 
matter how well they are validated, will be sufficient.  What we need to 
know is not what informants say or believe but rather what organizations do.  
This is equally true for household customers.  It is, therefore, encouraging to 
see that many services companies (such as telephone, insurance, airlines, and 
utilities) have begun to analyze actual behavioral or usage data of their 
customers through billing and customer service and to develop standardized 
performance measures by linking them to the cost of serving each customer. 
 
Employ Longitudinal Research Methods.  Customer relationship 
management, like product life cycle and diffusion of innovation, is a time-
centric process.  It is an evolutionary and dynamic phenomenon over time.  
Therefore, it is important to utilize research techniques such as longitudinal 
panels, which measure changes over time.  We also need time series data 
similar to what psychologists use in measuring learning or econometricians 
use to measure business cycles and trends.   
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 Although it is easy to use cross-sectional data as surrogates, this 
method is not as legitimate as the use of longitudinal data.  It is clear, 
though, that the need for longitudinal data will create difficulties for young 
scholars, who have to publish quickly to get tenure and promotions.  It was 
the access to longitudinal household panel data that enabled consumer 
behavior scholars to analyze brand loyalty relatively quickly.  Similarly, it is 
the time series data obtained from government agencies or the stock market 
that enables scholars in economics, finance, and accounting to test time-
centric concepts in their respective disciplines.  The point we are trying to 
make, however, is that we should not compromise the integrity of research 
methodology because of the urgent need to publish. 
 
Publish in Top Journals.  The Medium is the message.  Therefore, it is very 
important for an emerging discipline’s researchers to publish in first-tier 
journals of the main discipline.  These journals provide source credibility 
and legitimacy.  Unfortunately, it is also not easy to get published in first-tier 
journals, especially if the emerging discipline is part of a paradigm shift.  
Resistance to changing or challenging a discipline’s law-like generalizations 
is pervasive, and it takes strong editorial leadership or a revolt by a journal’s 
readership to encourage innovation.  However, there are two alternatives to 
publishing in mainstream first-tier journals.  The first is to create a new 
journal devoted to the emerging discipline, but the success of this strategy 
depends to a large extent on the new journal gaining the same academic 
reputation as the traditional journals in the discipline.  This is precisely what 
happened in consumer behavior with the successful creation of the Journal 
of Consumer Research and, more recently, with Marketing Science for 
modeling scholars. 

 
The second alternative is to publish a seminal book on the topic.  

Indeed, there are numerous examples of this in all disciplines.  Books and 
monographs have often made greater impacts on disciplines than the journals 
probably because of their wider reach and distribution.  Most journals have 
very limited circulation when compared to books.  That is what happened 
with the publication of Howard and Sheth’s The Theory of Buyer Behavior 
(1969) and with Michael Porter’s Competitive Strategy (1980).  More 
recently, even such popular professional books on management as In Search 
of Excellence (Peters & Waterman, 1982) and Reengineering the 
Corporation (Hammer & Champy, 1993) have had a significant impact on 
business disciplines. 
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Encourage Respected Scholars.  We must learn from the consumer behavior 
discipline in marketing as well as from finance and accounting disciplines 
about this reality.  Finance became even more respectable when well-trained 
and well-known economists got interested in finance.  Similarly, rural 
sociology became more respectable when top sociologists began to focus on 
that area, which led to seminal theories such as the diffusion of innovation.  
Similarly, both behavioral concepts and psychometric methodology 
enhanced accounting making it a discipline and not just a double-entry 
system of practice.  In addition, consumer behavior became respectable 
when psychologists, modelers, and economists began to focus their time and 
talent on the issue. 
  

CRM and relationship marketing need a similar infusion of 
respected marketing scholars, especially those who can add conceptual and 
methodological rigor to the domain.  Since CRM and relationship marketing 
are very popular, at least in practice, we believe that it is likely to attract 
respected scholars. 
 
Develop Explanatory Theory.  No domain has ever become a discipline 
without some explanatory theory, or at least the development of some 
constructs.  Fortunately, relationship marketing and CRM have had a good 
start in this direction.  A number of constructs including trust, commitment, 
and long-term orientation have emerged as the building blocks of a theory.  
Also, even if we cannot develop a theory, it is important that we develop at 
least some law-like generalizations comparable to product life cycle, 
diffusion of innovation, and PIMS research.  However, no matter what we 
do, it is important that we make sure that the constructs and the law-like 
generalizations are unique and distinct to CRM and relationship marketing.  
In this regard, trust and commitment may not be unique because even for a 
one-time transaction, such as buying a home, there must be a minimum level 
of trust and commitment between the seller and the buyer.  On the other 
hand, the concept of collaboration is unique because it is not characteristic of 
other types of marketing relationships. 
  

Fortunately, it should be possible to develop a theory of customer 
relationship management and relationship marketing because of the richness 
and universality of relationships as a phenomenon.  We already have a 
number of theories (social contract, agency, and transaction cost theories) 
from other respected disciplines.  Also, there is a growing and interesting 
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body of knowledge on cooperation, collaboration, and co-opetition that have 
direct application to CRM and relationship marketing. 
 
7. Conclusions 
 
The domain of customer relationship management extends into many areas 
of marketing and strategic decisions.  Its recent prominence is facilitated by 
the convergence of several other paradigms of marketing and by corporate 
initiatives that have developed around the theme of cooperation and the 
collaboration of organizational units and their stakeholders, including 
customers.  CRM refers to a conceptually broad phenomenon of business 
activity, and if the phenomenon of cooperation and collaboration with 
customers becomes the dominant paradigm of marketing practice and 
research, CRM has the potential to emerge as the predominant perspective of 
marketing.  From the corporate implementation point of view, CRM should 
not be misunderstood to simply mean a software solution implementation 
project.  Building relationships with customers is a fundamental business of 
every enterprise, and it requires a holistic strategy and process to make it 
successful. 

 
From an academic standpoint an important question is whether CRM 

or relationship marketing will become a well-respected, freestanding, and 
distinct discipline in marketing.  Our belief is that it certainly has the 
potential, and we wish that it would happen because marketing will benefit 
enormously from it.  The lessons learned from previous efforts, both 
successful and unsuccessful, of various marketing domains that have tried to 
become disciplines provide a good road map of how to develop CRM and 
relationship marketing into a distinct discipline.  As an intervention strategy, 
it would be highly desirable for relationship marketing and CRM scholars to 
organize their own association and their own scholarly journal. 
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