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In recent years, there has
been considerable managerial inter-
est in defining, measuring and devel-
oping customer satisfaction. The
marketing concept has forcefully
argued that focusing on customer
satistaction is a berter way to maxi-
mize profits than is focusing on sales.
Indeed, a number of marketing
academics and practitioners have
written extensively differentiating
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markering from selling, and market-
driven from product-driven organi-
zations.

Unfortunately, this focus
on generating customer satisfaction,
however useful it may be, must be
supplemented by business processes
that focus on customer retention.
There is a presumption that the pro-
cesses of generating customer sat
isfaction will assure that satisfied
customers will be automatically re-
rained by the organization. This pre-
sumption is more a leap of faith, and
empirical observations point to the
contrary.

IMPORTANCE OF
RETAINING SATISFIED
CUSTOMERS

Retaining satisfied cus-
tomers is important to organizations
for at least three reasons. First, gen-
erating customer satisfaction re-
quires significant front-end invest-
ment, often not recovered from the
margins of a single transaction.

For example, studies on
customer retention economics in the
automobile insurance industry sug-
gest that it takes, on average, eight
years of continued premiums to re-
cover the front-end investment, in

addition to making the expected re-
turn on assets on a given policy.

Other studies have also
demonstrated that it is five times
more expensive to create a customer
than to retain one. In shor, it pays
to retain satisfied customers.

A second reason for retain-
ing satisfied customers is to preempt
competitive threats. Compared to
price wars, distribution blockades,
advertising slugfests and product
patents, the ultimate strategy to pre-
empt competition is to reduce mar-
ket desire for another supplier’s
product or service. [n other words, it
is creating a market monopoly by
choice (sole source). For example,
Campbell Soup, Caterpillar and Sin-
gapore Aitlines have demonstrated
that satisfied customers don’t desire
an additional choice, at least not in
the short term.

Finally, and probably most
important, customer satisfaction is a
dynamic and self-destructive phe-
nomenon. In order to understand
this fully, first we must define cus-
tomer satisfaction and its key char-
acteristics: Customer satisfaction
means meeting or exceeding cus-
tomer expect;ltiuns. Depending on
the degree to which expectations are
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exceeded, it can range from “satis-
fied” to “very satisfied” to “delight-
ed” customers.

Customer satisfaction has a
nurmber of unique properties that are
important to recognize for retention
purposes. First, it is partly psycholog-
ical and partly real. Expectations are
psychological, but experiences are
real. Expectations have larger vari-
ances (diversity) than experiences.
This is due to the psychological na-
ture of expectarions and the diversi-
ty of sources from which they derive.

Therefore, one of the ob-
jectives in retaining customer satis-
faction is to either reduce the vari-
ance in expectations or customize
experiences for individual customers
by market segmentation and differ-
entiation. For example, customers
expect different things even in such
basic needs as food, clothing and
shelrer. Furthermore, expectations
are likely to be more diverse with re-
spect to wants and desires as com-
pared to needs.

As age, income, ethnic and
lifestyle diversity increase, we’ll in-
creasingly have to pracrice segmen-
tation and differentiation and cus-
tomize our products and services to
individual markets and customers.

Second, if an organization
focuses on its most demanding cus-
tomers and/or most demanding mar-
ket expectations, it is likely to ex-
ceed all customer expectations.
Therefore, in retaining customer sat-
isfaction, it is crucial to target de-
manding customers and/or expecta-
tions.

For example, business trav-
clers tend to be more demanding
customers than pleasure travelers. If
an airline organizes its processes to
meet business customers’ expecta-
tions, it is likely to delight pleasure
travelers.

Finally, and most critically
for this discussion, expectations rise
with satisfaction. The more a cus-
tomer’s experiences exceed expecta-
tions, the greater the rise in his/
her future expectations. Therefore,

delighting the customer requires that
retaining customer satisfaction is even
more critical. This tendency to expect
more with positive experiences sug-
gests that organizations must imple-
ment a continuous improvement pro-
cess by anticipating what customers
will expect next. Reraining satisfied
customers is as tmportant as, if not
more important than, generating cus-
tomer satisfaction.

WELL INCREASINGLY
HAVE TO PRACTICE
SEGMENTATION AND
DIFFERENTIATION
AND CUSTOMIZE
OUR PRODUCTS
AND SERVICES.

HOW TO RETAIN
SATISFIED CUSTOMERS

The best way to retain sat-
isfied customers is to bond them
with your products, people and pro-
cesses. There are three underlying
bonding dimensions for retaining
satisfied customers. The first relates
to psychological bonding associated
with an ongoing relationship.

The better organizations
are at developing processes to main-
tain the psychological comfort of
satisfied customers, the more likely
exit barriers will be created, prevent-
ing customers from breaking the re-
lationship. This comfort factor has
been legendary for American Ex-
press, Nordstrom and Singapore Air-
lines, as well as for such brand
names as [vory soap, Kitchen Aid
dishwashers and Levi jeans.

A second dimension of re-
taining customer satisfaction is the
value bonding inherent in ongoing
customer relationships. It includes
such things as reliability, quality as-
surance, economic value and degree
of product/service variety. Examples
include AT&T, Campbell Soup,
Taco Bell and Kellogg's cereals.
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A third dimension of re-
taining satisfied customers is struc-
rural bonding with customers on an
ongoing basis. This includes organi-
zation structure, information systems
and reward systems that link the or-
ganization to its customers in a rela-
tionship that makes it difficul, if
not impossible, for the customer to
switch to another supplier. Examples
include Federal Express and profes-
sional services, especially medical
and financial services.

PROCESSES FOR
RETAINING SATISFIED
CUSTOMERS

Following is a management
tool for retaining satisfied customers.
It is based on extensive research on
customer retention and loyalty, and
it is integrative in nature. It’s a pro-
cess model, and is more useful for
understanding than for prediction.
The model is illustrated in Figure 1.

Psychological Bonding

Corporate culture. As the
name implies, corporate culture re-
flects the values and basic beliefs of
the organization. In order to retain
satisfied customers, it is vital that an
organization’s corporate culture re-
volves around customers and mar-
kets. Does the customer’s viewpoint
come first in all the activities of the
organization? Is the customer more
than an afterthought in the design,
procurement, manufacturing, opera-
tions, sales, service and support
functions! At Nordstrom, a depart-
ment store chain, the customer al-
ways comes first in everything the
company does. It even has a policy
which requires that the front-line
salespeople obtain permission from
their supervisor if they have to say
no to a customer. They are empow-
ered to commit the organization to
meet or exceed customer expecta-
tions. It is no wonder that customers
feel a sense of psychological comfort
and come back again.

Responsiveness. This refers
to the speed and courtesy with
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