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How Customer-Centric Retailing Can Be the First Step Toward Customer Loyalty

By:  Brian Ross, General Manager, and 

Miguel Pereira, Director, Consulting & Analytical Services, Precima, Inc.

At this point customer-centric retailing has been embraced by a broad range of organizations and is high on the boardroom agendas of many more. It is seen as a powerful, demonstrably effective and ultimately essential strategy for any retailer facing the demands of an increasingly competitive marketplace. The challenge now for senior executives is how to take something that sounds compelling in case studies and execute all the practical steps required to make it work within their businesses. 

As with all promising new ideas, there may be some missteps along the way. So, with the goal of helping the implementation process unfold more smoothly, let’s look at some of the common mistakes and misconceptions that retailers may encounter in trying to put a customer-centric strategy into action.

But first it helps to have a working definition: A customer-centric retailer uses insights gained from advanced analytics to identify and understand a core group of most valued customers – and from there to predict what might motivate shopping behavior changes that will make them even more valuable down the road. Responding to the needs of these most promising shoppers is a challenge not just for the marketing group but for all areas of the organization, from merchandising to store design to location planning. Which brings us to the most common “mistake” of retailers trying to make this paradigm shift…

Don’t underestimate what it takes to do this.

While many retailers can see the remarkable insights to be gained from analyzing customer data, they don’t always grasp the degree of coordinated effort required to implement customer-centricity. A grocery chain will drill down to identify, say, shoppers who don’t have time to cook, preferring prepared salads and meals to go. The marketing team will come up with a program aimed at steering such shoppers to other products that fit their busy lifestyles. Multiple offers will be tested, all shaped by a deeper understanding of why people buy and what may inspire them to buy more. 

Too often, though, there’s a presumption that once an analytical insight points the way to boosting revenue in a category, the entire organization will instinctively align itself behind that goal. When in fact the people responsible for category management or inventory control may follow entirely different models, which can lead to contradictory or misaligned decisions. 
To carry on the example above, the grocer may have just reduced its selection of prepared salads because of supply problems – so a relevant offer may founder because there is no operational support to back it up. 

The problem here is not only the nature of customer-centric information requiring new ways of thinking, but also its sheer volume. There is a tendency to generate analytical reports and disseminate them without demonstrating how this data can be used to support the objectives of each functional area – let alone how to incorporate it into existing processes, tools and decision making. This results in halfhearted buy-in, inconsistent implementation and lackluster results – which can quickly spiral downward into skepticism over the value of the strategy. People grumble about reality falling short of the hype and quietly revert to their old ways.

It is vital that everyone be engaged in rethinking how the organization must evolve to reflect the new focus on customer insights. People must be shown where the information applies in their day-to-day jobs and how this new way of viewing the business will change the way progress is measured. Above all, senior management must ensure there are clear, consistent communications spelling out objectives and benefits.

Don’t think category, think customer.

The shift to customer-centricity means moving from traditional category management to insight-driven customer management. In the old world, in order to determine optimal assortment, a category manager would receive a report showing products ranked by sales volume and contribution to profit. From there it was often just a matter of de-listing the lowest-performing items. In the new world of customer-centricity, those financial metrics still apply – but managers also have to look at what products resonate with the best customers. Some items that do little for a category’s bottom line may add significantly to overall profit, because they play a critical role in keeping these shoppers coming back. Armed with customer-centric data, management can develop more nuanced ways of measuring category performance in relation to overall and individual customer profitability.

You can’t do analysis in isolation.

A large department store, after analyzing ways of improving operational efficiency, converted its footwear department – an area with high staffing costs – to a self-service model. At first it seemed like a win: the reduction in payroll and commissions went straight to the bottom line. Over time, however, sales steadily declined. Detailed analytics revealed that the chain’s highest-value shoppers were so turned off by the lack of service that they took their business elsewhere – not only for footwear, but also in profitable related categories such as apparel and accessories.

The lesson here is that you cannot conduct an analytical exercise within one functional silo, ignoring the broader shopper experience. In a customer-centric organization you have to gauge the return on specific objectives in relation to your overall value proposition for those shoppers who matter most. At the very least you need to take a more balanced approach, applying analytics to activities that both enhance the customer experience and promote cost-efficiency.
The challenge for customer-centric retailers is that it’s much harder to do isolated pilot tests; most initiatives require collaborative testing and complex implementations. But when the result is a more cohesive and mutually rewarding shopper relationship, the added effort is well worth it.

Stop trying to cast the net so wide.

Even retailers committed to customer-centricity have trouble giving up old habits. 
They continue to apply traditional analytics and success metrics – total category sales, for instance – and slip into the familiar pattern of developing strategies with the broadest possible appeal. As a result, they spend money on low-value and unprofitable customers at the expense of those high-value prospects identified by sophisticated analytics. Of course there is still a role for mass marketing. And certainly retailers must offer a competitive market value proposition. But it’s hard to imagine a better illustration of the 80/20 Pareto principle than customer-centric retailing, where a vital minority of shoppers accounts for most of a retailer’s current profits and potential future growth. 

So a customer-centric strategy cannot be all things to all people. It must be designed to appeal, first and foremost, to a core group of highly valuable shoppers. That said, a retailer’s target audience may include prospects who are not currently frequent shoppers. Indeed, using advanced analytics a retailer can move beyond the traditional focus on retention of current best customers to create new incremental demand. This is especially true in online retailing, where the technology supports highly individualized interactions via micro brands, micro sites and other vehicles. As Web-based businesses continue to reinvent historical operating models, using segmentation and customization to personalize offers, retailers may in fact gain the ability to be all things to all the people who matter most – current and potential high-value shoppers.

Expand your horizon – at least beyond the fiscal year.

Retailers considering a customer-centric transformation inevitably ask how quickly they’ll see results. When the strategy is implemented correctly, you can expect to quantify a positive impact in months; most case studies show a dramatic payout within a year. That said, customer-centricity is definitely a strategy for the longer term. While a retailer will continue to monitor sales and profitability targets on a daily, weekly, monthly and quarterly basis, these metrics must now be considered against the broader trajectory of a business steadily building more meaningful and lucrative relationships with its key customers. 

Traditional analytics generate a static snapshot. Customer-centric analysis yields a continuously evolving picture from which you can make informed predictions. In the old regime, by the time you read a report on customer defection rates, those defections were history – and winning back lost shoppers would not be easy. A customer-centric approach analyzes current shopper behavior to spot significant actions – perhaps a break in the usual rhythm of store visits – that may be predictors of a potential defection. You can then move to rekindle the interest of those customers, monitoring their response to track success. You’re managing customer profitability proactively rather than simply reacting to customer trends.

Historically, the outlook of most retailers didn’t go much beyond the current fiscal year. The customer-centric time horizon can extend far into the future as you build predictive models for where your current customers are heading, then overlay demographic data on how the entire population is evolving – and think about what you should be doing now to prepare for the changes ahead.

And this, to return to our original point, is where some retailers may be most liable to have a “mistaken” view of customer-centricity – or at least a limited appreciation of its potential. Unlike traditional analytics, which focuses on optimizing current business activities, the customer-centric model is a forward-looking strategy that must permeate every area of the enterprise in order to succeed. Fully grasping its holistic scope can involve a slight learning curve. But there’s no mistaking its power to reinvent a retailer’s value proposition and remake an organization in the image of its greatest asset – the shoppers it attracts and retains by profitably anticipating their every need. 
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