ISSN 1734-459X

W LogForum

Vol. 6
Issue 2

> Electronic Scientific Journal of Logistics < No 1

http://www.logforum.net

SIGNIFICANCE OF AND TOOLS FOR DEVELOPMENT OF
CUSTOMER PORTFOLIO IN A LOGISTICS COMPANY

Halina Szulce, Bogumita Sosnowska
Pozna School of Logistics, PozhaPoland

ABSTRACT. The aim of this paper is to present the essendesigmificance of an optimised customer portfolio the
effectiveness of business operations. This arshlews that customer value is subject to differéiotiaand also points out
that the development of a customer portfolio ndy saquires customer attractiveness factors toakert into account, but
also the significance of a given supplier for itstomer to be considered. An identification anéc@n matrix is a popular
method for the two-dimensional analysis of a custoportfolio. It involves specific customer segnaian, which is based
on the significance of customers for the compamgchSa company should have a portfolio consistingustomers falling
into different matrix groups. Customer profitabil@palysis enables a business entity to manageitiolio in an effective
manner and using an available set of tools. Theaheissessment of customer value and the compsigpi§icance for its
customer usually protects business entities agkiases related to investments in the customen® gignificant importance
to the company.

Key words: customer life cycle, customer value, relationshvatistomers, customer portfolio, customer idergtfan and
selection matrix.

INTRODUCTION

Due to changes occurring on the market and thasifteation of competition resulting from this,
business entities are having to modify their openall strategies. This involves, in particular,
intensifying the focus on customers and analysimgiamer needs and the conditions in which they
operate. The relationships that a company is ablestablish with its customers become very
important. It is not always the case, however, taatimprovement in service quality or the
implementation of partnership programmes or othetfoas aimed at increasing the loyalty of
customers will bring the expected effects. Sucloastsometimes result only in an increase in costs
and provide no changes of a positive nature. Tagare behind this is very often the lack of sufintie
knowledge about individual customers and the addrgf marketing campaigns, which as a rule are
quite expensive, to all customers. Meanwhile, skildletermination of criteria deciding on the
position, which the customer may adopt in relatigps with the company, is an action that is
important, if not indispensable for the developmeian optimal customer portfolio and the proper
establishment of relations with customers.

The aim of this paper is to present the essenceaigndicance of the development of an optimised
customer portfolio for business activities. Theeapt was also made to indicate elementary tools for
developing a customer portfolio for companies pling services, including logistics companies.
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SIGNIFICANCE OF AND TOOLS FOR DEVELOPMENT OF CUSTOM ER
PORTFOLIO IN A LOGISTICS COMPANY

In marketing activities on the B2B market, the fmiv approach towards customers is commonly
accepted or even regarded as indispensable fomplementation and carrying out of partnership
marketing activities. This approach involves an rappate division of the company's resources
among different types of customers, whose coniobstto the generation of the company's expected
profit have different values and are characterisgdiifferent levels of estimated risk. The company
should not only aim at optimising the customer fotid, but also at developing an effective strategy
towards different customers within its portfoliohi$ is because the customers often have different
requirements and needs and simultaneously thewevand potential for the company differ.
Therefore, the portfolio may sometimes include aors, who at a given time generate losses, but
augur well for the future. This phenomenon is cedeby the concept of what is termed long-term
customer value. It involves deviating from the slageturn on investment for the benefit of theueal
accumulated in time.

Many companies assess customer value in a veryliBedpmanner. Meanwhile, in order to
properly manage the customer portfolio, it is eSakmo calculate customer value over a total life
cycle, and precisely in the period in which thetoogers will cooperate with the company. Based on
the analysis of customer maintenance costs, atg®efierated by a given customer and its predicted
value for the company, customers can be divided warious segments, which can be assigned
different levels of servicing. Intensive marketiagtivities, for example, should be focused on those
customers that generate the highest profits for dbmpany. This is because the loss of their
satisfaction may have a very adverse effect onctivapany's profits. It should also be taken into
account that a valuable customer is very rarelyatistical customer and that relations with such
a customer evolve over time, which requires the paomy to constantly focus its attention on that
customer and to act as necessary at a given time.

This differentiation of relations with customersnche presented using the customer life cycle
model (CLC). This model classifies and describdssequent stages of the customer development
process, from potential customers through loyalaruers to declining customers (see: Table 1).

Table 1. Customer Life Cycle Stages
Tabela 1. Stadia cykliycia klienta

Stage Customer’s description Company'’s actions

Potential customers| People or organisations that are interested irpthduct| Awakening the potential customers’ awareness of| the
range, who are yet not customers, but have sa@wompany and its product range. Overcoming the cosce
expectations in relation to the company of potential customers, encouraging them to make

purchasing decisions.

Customers Persons, who have already purchased the produey| Qonfirming the appropriateness of the purchase,

purchasing goods fgrevaluate the supplier and its product range. Tlogalty | encouraging the customers to repeat the purchase.

the first time towards company is very low. Offering a wider and more complex range of servjces
(cross-selling, up-selling).

Customers repeatingGrowing trust in the supplier and potential repetitof| Maintaining the quality of service at a high level,

the purchase the purchase. If they find a more attractive offagy| providing additional benefits, getting feedback nirp
will easily stop cooperating with the suppler. customers.

Loyal customers Repeat their purchases in regular intervals. Haylell of| Tailoring the services to specific needs of thet@usr.
sales per one customer. Loyalty towards the comp&wearching for methods assuring complete customer
low sensitivity to changes in prices, positive apis on| satisfaction.
the company.

Declining customerg Termination of purchase transactions and contadts|Wentifying the reasons for the contacts being ieated.
the company. Attempts focused on reacquiring the customers.

Knowing the subsequent life cycle stages of varioustomer segments, the next step involves
assigning appropriate marketing activities to them.
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As already mentioned, not all the customers aralggualuable for the company. The number of
customers at each life cycle stage decreases,ifuitaneously companies aim at increasing the
frequency and intensity of relationships, whichvides for higher profits to be generated and lower
costs to be incurred. The marketing activities adsied to potential customers aim at transforming
them into customers purchasing goods for the firse. At the same time, using marketing tools,
companies try to transform those customers repge#t|m purchase into loyal customers. Such actions
require a high quality of service, the continuoaselopment of contacts with customers, the promisio
of additional benefits to customers entering intwchase transactions, etc. When the company has
already acquired loyal customers, it must then taairtheir willingness to keep on purchasing. This
requires the services to be tailored to specifidseof customers and to be provided with exceptiona
characteristics and also attempts to be made iardal obtain customer feedback. The declining
customers constitute the last stage in the custdifeercycle. At this stage, the customers stop
purchasing the products of a given company. Thesssry marketing activities, which a company
should then undertake, include the identificatibmeasons for the customer's inactivity and attampt
to regain such customers through the use of apptepnarketing tools.

Customer value is influenced not only by the numbérpurchasing transactions made by
a customer, but also the constancy of the reldtipn®aintained with the company. Gaining customer
loyalty should, therefore, become one of the kekgawithin the management of customer relations.
The loss of customers in conditions of high madahpetitiveness and a limited number of potential
customers results in companies being exposed ty megative factors. In such circumstances, the
significance of maintaining relations with customdéecomes more important and specific attention
needs be paid to actions in the area of relatipnstairketing.

While developing the customer portfolio, it is nesary to take into consideration the profitability
of its components. It is therefore necessary timas¢ the value of individual customers and to
develop a strategy allowing for customer valuedgataximised over the long term. Any errors in this
area and an increase in expenses on unprofitabternars result in the losses being generated by the
company. The company should thus attempt to fotaisnarketing activities on those customers
enabling it to generate the highest profits. Thibecause a loss of the satisfaction of those st
results not only in a loss of profits being expeced by the company, but also usually in customers
being serviced by the company's competitors.

The development of an optimal customer portfolimwdt, therefore, be a process involving
strategic market segmentation and the detailed/sisabf relationships between a given company and
its customers, including the profitability of thesdationships. The absence of a profitability ssisl
of relationships with customers, which is quite caom among the Polish companies, results in the
majority of them failing to achieve the expectedccmss despite their actions involving an
improvement in the quality of service, the impletagion of loyalty programmes or the CRM system.
The optimal portfolio must be based on segmentatiwhon analysis of an identification and selection
matrix, through which it is possible to select cusérs with the most beneficial characteristicstifer
company.

The development of a customer portfolio requires ardy customer attractiveness factors to be
taken into account, but also the significance given supplier for its customer to be consideréd. |
a company (supplier) is not a significant partrard customer, such a customer cannot be treated as
a key customer. It is thus necessary to apply adiwmnsional analysis to the customer portfolioe Th
popular method for using the customer assessntsrdt{ractiveness to the company) and the relative
power of the company being a supplier of the custofthe company's position in relation to other
suppliers) is the aforementioned identification awlection matrix, which provides for specific
customer segmentation depending on the significahcastomers for the company (Figure 1).

The key customers are the most desired custometlda@ompany. A specific type of concurrence
occurs here as not only is the company willingego/ige them, but they are willing to be serviced by
this company. Nevertheless, in order to have armetm investment from the management of this
customer group, the company must be of signifieapbrtance for this customer group; however, this
does not always mean that these customers ar¢gefi They always, however, have to be customers
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providing an opportunity for the long-term develagm of the company. In such a case, it is
necessary, due to the market competitiveness,ilid lasting relationships with such customers and t
intensively use the tools of relationship marketihghould be emphasised once more that the tiealis
assessment of the company's own significance $ocustomers usually protects it from any losses
related to investments in improper customers.

Customer High Potential key customers Key customers
Attractiveness Low Occasional customers Retained customers
Low High

Source: Cheverton 2001

Fig. 1. Key customer identification and selectioatrix
Rys. 1.Macierz selekcji i identyfikacji kluczowych kliedwv

The potential key customers require intensifiedestinent efforts. This provides for the conditions
for their transfer to the group of loyal customéwssbe met. This customer segment is a specific
potential of the company. The important task inesha diagnosis to be made with regard to the
significance of the company for a given customed #me estimation of key success factors both
dependent on and independent of the company. Haibles potential customers to be selected, who
are worth being looked after and those, whose attgun is unprofitable.

The retained customers do not meet the key custoegeiirements, because their potential is too
low for them to become profitable customers. Howgthe significance of the company (supplier) for
those (as a rule, loyal) customers is importane Tbsts of servicing them are very often too high.
This leads to a limitation of the investment initteervicing and also to a limitation of contactghw
such customers.

Occasional customers do not require special sexyioi high discounts. This results in them being
potentially profitable and convenient for a givenmmpany in a short time.

A company should thus have a portfolio consistihgustomers falling into different groups. This
is because, if a company has a portfolio, whoseritgjare key customers, it simultaneously incurs
very high general costs for customer service. Tdrapany's financial problems may also result from
too large a number of customers being kept. Thetifiteation of key customers is a first step in the
development of the CRM strategy.

A profitability analysis of different customer gimaienables the company to manage its customer
portfolio in an efficient way. One of the methods flesignating tasks and priorities of the compgany
relation to its customers is what is commonly knoasthe ABC method. It involves comparing
volumes (for example, turnover) with the importarafe customers (for example, loyalty to the
company, customer development perspectives, etc.).

Another tool used in examining customer profitapilis the so-called customer product
profitability analysis [Kotler 1994]. It combinesistomer profitability analysis with the analysistioé
profitability of products and services.

The application of a customer profitability anadysilows for marketing activities to be managed
in such a way as to create value for both a custame the company. A company acting according to
partnership marketing principles should aim at iowmng the profitability of its relationships with
a customer and at increasing its share among gteroer's suppliers.

The aforementioned actions allow also for unprbféarelationships to be identified. In such
a case, only those relationships should be maiedaihat promise an opportunity for profitability in
the future.

Customer relationship management in some casesneadioned above, may contribute to
excessive customer servicing costs, due to theasing frequency of contacts and the escalation of
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customer requirements. Thus the success of thislids, to a large extent, in the controlling oé th

logistics costs generated by individual custom@&re optimal solutions involve finding a level of

customer servicing that should provide for the bBajhgrowth in profits from additional sales at the
lowest level of costs of the provided level of seng.

Key customer management is explicitly related te ttea of relationship marketing. Their
similarity is reflected in the decreasing significa of a transaction as such for the benefit of the
establishment of relationships based on trust ahgevof the offer. This value is created as a tasful
long-term relationships with customers and marlegingentation. The optimisation of the customer
portfolio demonstrates that the transaction anatimship exchanges do not have to be alternatives,
but it has to be possible to apply them for differeustomers that comprise the real portfolio & th
company's customers.

Not only the components of the portfolio generatsignificant profits, but also the ability to
manage the whole portfolio in an appropriate manplay an important role in customer management.
It is necessary to develop, in an appropriate wag,shares of long and short-term financial inflows
and also the relationship between the resourcesndted and the return on investments made. The
correct assessment of the investment dynamicstengrofits generated from the customer portfolio
provide the company with unquestionable benefithis Tenables the company to, for example,
properly combine the servicing of different custespevhich in turn allows for financial funds and
also time and labour outlays to be used efficiently

The optimisation of the customer portfolio requicests that are incurred in relation to individual
customers to be analysed in a precise manner. ilhgortant to investigate the costs of all the
activities related to both the customers and trs¢ridution and delivery channels. The prices of
services should be based on actual costs of segvitlaving established the foregoing, the discount
mechanism can be applied; however, only if it isceded by making sure that it will have any impact
on the customer's decision regarding cooperatitim tive company.

The development of relationships with customers adgjuires the nature of the rendered services
to be analysed from the perspective of the custorfiee solutions applied for that purpose may
include periodical customer satisfaction and camtent surveys. Such actions are expensive, but they
bring about good outcomes.

To sum up, it should be stated that the customefglio management in circumstances of growing
competition constitutes a task that is difficultjt bundoubtedly necessary. The classification of
customers in the portfolio is indispensable for tloptimisation of marketing activities.
Simultaneously, it goes without saying that thetauner assessment and their classification in
appropriate categories of the matrix are nevet.fiflle company must, therefore, analyse the sdoati
on a regular basis and update the identificatiahssatection of its customers accordingly. This $thou
be followed by the tailoring of the company's aititd¢ to new pending market conditions. Continuous
analysing enables customers that are unprofital@e the long-term, despite the marketing activities
undertaken, to be identified. The company shoudsh twithdraw from servicing such customers and
simultaneously focus its efforts on actions faailitg taking over highly profitable customers frim
competitors. Undoubtedly, from a strategic pointviw, it is necessary to optimise the customer
portfolio in respect of revenues from sales anditataility in the long-term. The optimal customer
portfolio should have an appropriate structureefrand old customers of the company providing for
the generation of planned sales and profits.
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ZNACZENIE | NARZ EDZIA KSZTALTOWANIA PORTFELA
KLIENTA W PRZEDSI EBIORSTWIE LOGISTYCZNYM

STRESZCZENIE. Celem rozwzan bylo przedstawienie istoty i znaczenia zoptymalianego portfela klienta dla
efektywnego dziatania przedbiorstwa. Wskazano na zmiicowary wartas¢ klientdw dla przedsbiorstwa oraz na fakte
ksztattowanie portfela nabywcéw wymaga nie tylkozglydnienia czynnikéw atrakcyjdoi klienta, ale réwnig pozyciji
danego dostawcy w organizacji klienta. Popularnypossbem dwuwymiarowej analizy portfela klientowtj@sacierz
identyfikaciji i selekcji. Jest ona specyfiazeegmentagjklientéw w zalénosci od ich znaczenia dla firmy. Przegsiorstwo
powinno posiada portfel zbudowany z klientow pochagzch z rénych grup macierzy. Analiza optacalico klientéw
pozwala przedsbiorstwu na efektywne zapdzanie portfelem przy wykorzystaniu dgmtego zestawu instrumentow.
Realna ocena waro klienta oraz wtasnej pozycji przedsiorstwa u klienta zwykle chroni je przed stratawiazanych

z inwestycjami w klientow nie magych dla firmy wikszego znaczenia.

Stowa kluczowe:cykl zycia klienta, wartéé klienta, relacje z klientami, portfel klientéw, nierz identyfikacji i selekcji
klientéw.

BEDEUTUNG UND WESEN FUR DIE ENTWICKLUNG DES KUNDEN-
PORTFOLIOS EINES LOGISTIK-UNTERNEHMENS

ZUSAMMENFASSUNG. Das Ziel der Erwadgungen war es, Wesen und Bedeutesgptimierten Kunden-Portfolios fr
effizientes Handeln eines Unternehmens darzustelldtan wies dabei auf den differenzierten Wert von
Unternehmenskunden hin, sowie auf die Tatsache, dasAufbau und die Ausgestaltung des Kaufer-Bliot nicht nur
Beriicksichtigung der mit der Attraktivitat eines Kiem verbundenen Faktoren, sondern auch die miPdsition eines
Zulieferers innerhalb der Organisation des bestennunden zusammenhangenden Sachverhalten erfonderhchen.
Eine populdre Art und Weise, die zweidimensionatelfse des Kunden-Portfolios vorzunehmen, steét Matrix flr
Identifikation und Selektion der Kunden dar. Sieube auf einer spezifischen Segmentierung der KnndeAbhangigkeit
von deren Bedeutung fiir eine bestimmte Firma. Dagrdahmen sollte also tber ein Kunden-Portfolidigen, welches
mit den aus unterschiedlichen Matrix-Gruppen stamdaa Kunden aufgebaut wird. Bewertungsanalyse ded#&w seitens
eines Unternehmens erlaubt ihm, eine effektive \attvag des Kunden-Portfolios bei Inanspruchnahme augriffsbaren
Instrumenten zu gewahren. Eine reelle Bewertungsdiumden und der eigenen Position beim betreffefderden schitzt
gewohnlich vor Verlusten, welche mit Investiererdia fir die Effizienz einer Firma belanglosen Kandrerbunden sind.

Codewdrter: Lebenszyklus eines Kunden, Kunden-Wert, Relatiankanden, Kunden-Portfolio, Matrix flr Identifikatn
und Selektion von Kunden.
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