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“Phil knows what it takes to win. And that is exactly what Measuring Customer

Experience provides to managers who want their companies to win through build-
ing strong relationships with customers.”

- Timothy Keiningham, PhD, Global Chief Strategy Officer and

Executive Vice President, Ipsos Loyalty; Bestselling Author of

The Wallet Allocation Rule and Why Loyalty Matters

“Dr. Phil Klaus's investigation and findings on how to measure and improve
Customer Experience addresses one of the most pressing issues for marketeers and
businesses today. His erudite approach to the subject breaks new ground with the
EXQ technique being one that will in due course filter down into the practice of
advanced marketeers.”

— Crispin Rogers, Director Targeted Marketing, Visa Europe

“Move past individual customer service with this systematic “next-practice” guide
to thinking beyond the simple transaction, enhancing your total customer experi-
ence and increasing profitability.”

— lan Di Tullio, Director Loyalty Marketing, Air Canada

“Dr. Phil delivers a revolutionary new way to understand and measure the
Customer Experience. He was able to challenge the commonly used surveys to
propose a method that allows true insight on how to enhance the customer
experience, and ultimately increase Customer Lifetime Value.”

- Denis Kraus, CDO, Executive Committee, Groupe Beaumanoir

“This well-researched and rigorous book begins with the basics of what customer

experience really is and then lays out a systematic process for designing and imple-

menting the most appropriate CX strategies....a valuable resource for both scholars
and practitioners.”

- Prof. A. “Parsu” Parasuraman, Professor of Marketing &

The James W. McLamore Chair, University of Miami, Marketing Legend

“Dr. Klaus has produced a definitive study of Customer Experience in today’s
economy that establishes a direct link between CX, sales growth and profitability.
The categorization of companies into Vanguards, Transformers and Preservers
classifies different organizational approaches and evaluates the behaviors, which
lead to higher or lower levels of sales growth over time. By combining academic
rigor with practical insight, Dr. Klaus has produced a framework that all companies
can implement to measure and design their CX experience across the organization.
Dr. Klaus" passion for all aspects of CX translates into a readable study full of



genuinely helpful advice for business leaders. The definitive linkage of great CX

to improved profitability will help many business leaders win the argument for
investment and change within their own companies.”

- Chris Combemale, Executive Director,

Direct Marketing Organization (DMA) UK

“This book provides a useful roadmap, addressing the pressing questions managers

face: Where are we currently in terms of managing and measuring customer expe-
rience? Where do we want to be? And most important, how do we get there?”

- Katherine N. Lemon, PhD, Accenture Professor of Marketing, Chair,

Marketing Department, Carroll School of Management, Boston College

“Professor Klaus delivers a forceful call for business to manage the entire, holistic

customer experience (CX), much more than just service quality and customer sat-

isfaction. His message, itself, is holistically crafted, weaving together scholarship

and practice; strategy, implementation, and measurement; with links forged to CX
quality and profitability.”

- David Bowen, Ph.D., Robert and Katherine Herberger Chair in

Global Management and Professor of Management, Thunderbird School

of Global Management Organizational Behavior/HR Thought Leader

“We know that customer loyalty is one of the most important drivers for the
business performance, particularly at a professional service firm. However, we
didn't know what exactly affected it. Through dedicated research, Phil clearly
demonstrated the solution by presenting the conceptual model and measurement
tool. This is an excellent book and I strongly recommend this to all the executives
involved in measuring everything related to customers.”

- Dr. Junichi Kato, Managing Director TMF Group Japan

“Measuring Customer Experience offers a simple but insightful guide for manag-

ers about on how to deliver performance through effective customer experience
management.”

- Professor Rod Brodie, University of Auckland,

Marketing Hall of Fame Inductee

“Phil Klaus has written an exciting book well-grounded in theory and in empirical

research. Customer experience is an important phenomenon that exponentially

gains interest among practitioners and academics alike. The book is provides valu-
able ideas, structures, and tools. Reading it is a great experience.”

- Christian Gronroos, Professor of Service and Relationship Marketing,

Hanken School of Economics, Finland
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Foreword

Companies around the world have come to recognize the importance
of customer experience measurement and management to the ultimate
success of their firms. In fact, a 2014 survey of 1020 CEOs from around
the world conducted by The Conference Board found that the second
most daunting challenge CEOs believed that they faced was building
stronger customer relationships. This was second only getting top quality
employees capable of performing the work. Perhaps even more shocking,
essential success factors like innovation and even operational excellence
fell below customer relationships.

To address this need, companies have embraced customer experience
management with fervor. An entire industry has developed to support
companies on this journey. Professional associations have sprung up for
customer experience managers and consultants that can boast thousands
of members.

The result of all this is that tens of billions of dollars are spent by compa-
nies every year on efforts to measure, analyze, and manage the customer
experience. The great news is that this has been an unbridled success,
with companies growing rapidly and making record profits; moreover
customers are consistently delighted with the companies with which they
do business. Sadly, we all know immediately that this statement must be
sarcasm as it does not remotely reflect reality.

A major problem is that, despite an understanding of the importance of
customer relationships to a company’s success and a fervent embrace of
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customer experience management, managers do not have a good under-
standing of what customer experience management entails nor do they
know precisely what they must do to achieve success.

That is why Measuring Customer Experience is so important and timely.
Phil Klaus is a renowned customer experience management thought
leader. More important, he is one of the very few experts who really
understand the science of what works and the management practices
required to make it work. Phil is well known in the scientific community
for his rigorous research on all things related to company-customer rela-
tionships. Before his academic career, however, Phil had a strong career
in marketing and management consulting. Perhaps more important to
understanding Phil’s relentless drive to understand the secrets for success,
he is an avid mountain bike racer.

Phil takes the complex and makes it simple. His clear, step-by-step
approach will resonate with managers who recognize how complex (and
often unwieldy) the process of designing, managing, and measuring cus-
tomer experience can be. This book provides a useful roadmap, addressing
the pressing questions managers face: where are we currently in terms
of managing and measuring customer experience? Where do we want
to be? And most important, how do we get there? Executives charged
with customer experience management—in marketing, operations, infor-
mation systems, talent management, or the C-suite—will gain valuable
insights and practical techniques for improving their customer experience,
and linking such improvements to the bottom line.

Whether your organization is just starting its own customer experience
journey, or if it is well on its way to delivering excellent, consistent cus-
tomer experiences, this book is certainly for you. For those just building
a customer experience management capability, Phil provides a structure
for understanding the dimensions of customer experience that clearly
answers the question, “Where do | even start?” For those who have a well-
developed customer experience capability in hand, Phil’s customer experi-
ence management balance sheet and detailed approach to measurement
will enable you to accelerate the ROI on your current efforts.
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Phil knows what it takes to win. And that is exactly what Measuring
Customer Experience provides to managers who want their companies to
win through building strong relationships with customers.

Timothy Keiningham, PhD

Global Chief Strategy Officer and Executive Vice President, Ipsos Loyalty
Bestselling Author of The Wallet Allocation Rule and Why Loyalty
Matters

Katherine N. Lemon, PhD

Accenture Professor of Marketing, Chair, Marketing Department

Carroll School of Management, Boston College



Preface

Customer experience (hereafter CX) is omnipresent. A quick Google search
will deliver 539,000,000 hits. Today there are more than 1,200,000 profession-
als associated with the term. CX blogs, consultants, programs, workshops,
conferences, indexes, frameworks, awards, summits, metrics, Net Promoter
Score, mapping, Customer Experience Management - CX is everywhere and
widely considered the next competitive battleground. Managers, consultants,
scholars, and even politicians seem to agree that the age of the customer has
finally arrived and we had better be ready for it. The new customer needs
new solutions, and blue chip companies like Siemens, IBM, Adobe, and
Google are standing by, ready to deliver. Customer Relationship Management
is proclaimed dead, and CX management in an area where the customer calls
the shots is the declared new silver bullet for companies worldwide. We read
the great CX stories of Apple, Amazon, and Starbucks, and are left wonder-
ing how this will apply to our business? Moreover, while we still struggle to
coherently define what constitutes CX, we already discuss the next generation
of CX management, the role of social media, cloud networks in delivering
excellent experiences, and follow the CX revolution on YouTube.

It's time to take a deep breath. Yes, CX management is crucial, and we are
entering an era where customers call the shots and success will be based
on how well companies can rise to meet their demands and expectations.
Customers have many choices today. Therefore, it is critical to make their
experiences as simple, consistent, and relevant as possible. By delivering the
desired customer experiences, companies can acquire new customers, retain
more customers, and improve efficiency. However, how can companies

S
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accomplish this? First, by clearly defining CX. What is it exactly? What influ-
ence does it have on a firm's performance? How can it be measured? How
can it be managed? And, if it can be managed, which strategies are the most
profitable ones? My book will deliver the answers to these crucial questions.

Compared to others, my book offers a unique, relevant, and rigorous
approach. It is based upon the fact that as scholars we only have one
master — the truth. Using this approach and multiple global, longitudinal
studies Measuring Customer Experience delivers unbiased empirical evi-
dence driven by business needs. The book focuses on how you as the key
decision-maker can use this knowledge to

a. find evidence why CX management is crucial to your business;
b. learn about the existing CX management strategies and management
models and their performance in order to
“» benchmark your business in terms of the five dimensions of CX man-
agement practices, and
"+ develop and implement a CX strategy delivering superior perfor-
mance to your business, independent from your company’s size,
sector, focus, or industry.

Measuring Customer Experience focuses on the process rather than out-
comes or storytelling. It delivers easy-to-follow, step-by-step instructions
on how you can not only master the challenges of the market, such as
changing customer expectations and competitive threats, but also deliver
superior performance through CX management.

Measuring Customer Experience will allow you to unlock the Black Box of
CX and use this knowledge for the success of your business.

For those of you who would like to jump ‘right into action, or are in short
supply of time, | suggest the following.

1. If you only have 5 minutes, jump directly to page 75, and take advan-
tage of our exclusive evaluation offer on page 80.

2. CX isn't everything, and can be both measured, and managed. If you
want to measure it, scroll right to page 100.

3. Problems with getting a buy-in from the board? Try the “Trojan Horse’
(p. 108) approach.

Still struggling? Read Chapter 9.
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¢ Customer Experience:
The Origins and
Importance for Your
Business

Today’s organizations have a new, overarching, and often overwhelming
challenge to successfully manage the customer experience. This challenge
ranges from seeking how to create compelling customer experiences
through all stages of the customer’s engagement, to managing

the customer’s expectations and assessing it, before, during,

and after the buying process (Berry et al. 2002). There is

widespread agreement that customer experience is dif-

ferent from, and more complex than, service quality

(e.g., Schembri 2006) and customer satisfaction

(e.g., Verhoef et al. 2009), and that it is

context specific (Lemke et al. 2011). This

makes it difficult for scholars, researchers,

and consultants both to assist managers in

understanding customer experience and suggest

generic “best practice” to them. It is therefore up to managers to interpret
this emerging concept and make sense of its implementation (Maklan &
Klaus 2011).

In order to understand Customer Experience (CX), we need to first explore
its origins — the history of the phenomenon. Understanding the history
of the CX concept is important as it will allow us not only to see how
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CX evolved over time, but also give us the ability to learn from others’
choices, mistakes, and opportunities. CX management is about applying
knowledge, and managers are wise if they use knowledge that someone
created and applied before them. After all, an intelligent man learns from
his own mistakes, but a wise man learns from others’ mistakes. Learning
about how researchers viewed, explored, and defined CX in the past is
important so we can start where they left off and move on, instead of just
repeating what they did.

To survive in today’s economy, offering high-quality goods and services
alone is not sufficient. Companies have to compete on a more complex
level by creating a satisfactory customer experience through all stages
of the buying process, managing the customer’s expectations and
assessments before, during, and after the sale.

Definitions of CX are truly broad. They range from a customer’s actual
and anticipated purchase and consumption experience, a distinctive
economic offering or the result of encountering, undergoing, or living
through things, to the notion of the new, experience-seeking consumer
as co-creator of value and experience. The term “co-creation” highlights
the influence of customer experience on experiential marketing strate-
gies, such as the ones desired and executed in the luxury goods/services,
tourism, travel, and hospitality contexts.

Research links customer experience to most of the outcomes that manag-
ers want to measure, or, are actively measuring. These may be intentions
and a customer’s state-of-mind (e.g., customer satisfaction, a customer’s
intention to become and/or stay loyal, or the likelihood of them giving
a recommendation), or actual behavior (e.g., actively recommending the
firm's offerings, purchasing, and repurchasing behavior, share-of-category,
or word-of-mouth behavior). However, while the phenomenon of cus-
tomer and consumption experience can be traced back as far as to the
contributions of economists Adam Smith and Alfred Marshall in the early
twentieth century, the recent significant number of managerial, academic,
and consultancy publications in the field still lacks both a solid founda-
tion and coherent messages about the nature, and more importantly, the
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management of customer experience. By this | refer to the fact that we
still cannot grasp CX’s true meaning — what CX actually is, and how to
explore knowledge leading to managerial actions.

Psychologists, consumer behavioralists, business, management, and
marketing scholars, philosophers, economists, managers, and consult-
ants try to approach and make sense of customer experience from their
unique viewpoints. Measuring Customer Experience provides you with an
extensive review of what has been written about CX as of today. The fol-
lowing historical summary and evolving categories reveal and explain the
different CX perspectives and their crucial interconnections.

Table 1.1 shows the structure of the literature review, indicating a broad
chronological representation of the CX literature. However, the categoriza-
tion into ten streams does not imply a smooth evolution from one stream
of research to another. These streams are not mutually exclusive — some
are complementary and overlap. These ten streams of literature are subse-
quently divided into three categories, content, process, and practice, which
represent the main foci - a typology - of CX thinking (see Table 1.1).

The content category is concerned with describing different concepts of CX,
establishing its foundations and representing different theoretical views

TABLE 1.1 Customer experience research foci

Category Literature streams

Content - The concept of Economic perspectives
customer experience

“Rational” cognitive theories

Experiential “emotional” theorists and the role of affect
Peak experiences

Process — How customer Unidirectional perspectives of customer experience
experiences arise and evolve Co-created experiences
Dialogical perspectives

Brand communities and customer experience

Practice - The portrayal Consultant/analyst perspectives of customer experience
of customer experience

) Services marketing perspectives
management literature
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about it. The process category includes a range of perspectives on how the
customer experience arises and evolves during interactions with consum-
ers. The process category builds on the research discussed in the content
section, emphasizing the role and degree of involvement of the customer
experience provider and the customer in designing and influencing the
customer experience. The practice category assesses the CX practice and CX
management literature. This category includes the newer contributions of
recent service marketing and CX research, positioning customer experience
as a new competitive imperative for companies, leading to insights on how
to successfully measure and therefore manage it.

" Content - the concept of CX

Economic perspectives - first traces

The importance of customer experience as the driver of consumption
has been indicated in the early economic literature (e.g., Keynes 1936),
in which it is described as the measure on which consumers decide what
goods and resulting experiences to purchase (Parsons 1934).

The power of rationality

Despite these early acknowledgments of the importance of customer
experience as a “sufficient choice criterion” (Howard & Sheth 1969, p. 26)
for buyers’ behavior, the rational (i.e., cognitive-focused) examinations of
early behavioral researchers insisted on explaining consumer actions as a
purely rational cognitive process (e.g., Ajzen & Fishbein 1977). This view,
linking cognition, affect, and behavior (CAB), suggests that customers
are involved in a rational assessment of their past, present, and imagined
future experience and use this information to determine their behavioral
intentions. According to CAB, customers base their decision process
on a sequential rational assessment of expectations versus outcomes
(e.g., Gronroos 1997). CAB researchers believe that customers collect
sufficient information to evaluate choices by constantly assessing their
expectations one by one, which, in turn, drives their intentions. However,
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despite complications and inconsistencies in their conceptualization, CAB
researchers uphold their definition of rational consumer behavior as the
leading theory in buying behavior. Predictably, experiential researchers
challenged this notion.

[t's not all brain - the role of emotions

Experiential researchers suggest that emotions play a, if not the, critical
role in consumer behavior. Subsequently, they re-introduce the significance
of emotions, and the emotional customer experiences in consumer behav-
ior (e.g., Hirschman & Holbrook 1982). This shift towards a non-utilitarian
focus to explain consumer choices is supported by the distinction between
buying and consuming behavior, affirming that using a product or service
(i.e., the customer experience), will ultimately determine a consumer’s
choice (Alderson 1957). This transference from the functions towards
the hedonistic properties of products and services highlights emotions’
importance for CX management (Klaus 2011).

The fascination of the extraordinary

Building upon emotional factors as a cornerstone to explain consumer
behavior, researchers now turned their focus towards the differences in
these emotional experiences. From this research two streams of knowl-
edge emerged: extraordinary experiences and the overall assessment of
customer experience (Klaus & Maklan 2011). Extraordinary experiences
research, based on a social science framework, challenges the notion of
the traditional, service-quality-grounded thinking that the customer
experience is a summation of all the elements of a holistic customer expe-
rience (Verhoef et al. 2009). Extraordinary experiences research refers to
the idea that, while encountering extraordinary experiences, such as the
often-cited river rafting experience (Arnould & Price 1993), tourism, vaca-
tions, dining, being in entertainment parks, and taking part in sports and
leisure activities, consumers both cannot and do not follow the traditional
confirmation-disconfirmation paradigm facing these experiences (Klaus
& Maklan 2011). This paradigm states that customers simply judge their
experiences by comparing their expectations to their perceptions. Among
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extraordinary experiences, the most developed categories are flow and
peak experiences. Schouten et al. (2007) coined the term “transcendent
customer experience” to refer to flow and/or peak experiences. Flow expe-
riences occurrences are events in which we are completely involved in an
activity for its own sake. Our ego takes a backseat, time flies, every action
inevitably follows the previous one, and we are completely involved. This
is often referred to as “being in a zone,” and can occur during creative
activities (e.g., drawing or writing) or while engaging in the sport of our
choice. Peak experiences are often described as moments of pure joy and
excitement - moments that stand out from everyday events. People often
connect the lasting memories of peak experiences with a spiritual, even
divine, experience. Both flow, and peak experiences are related (Privette
1983) and sometimes overlap in the same activities. Carti and Cova (2003)
highlight, though, that we should not forget about the ordinary experi-
ences and their interlink relationship with extraordinary experiences. Their
key message is that without comparing ordinary experiences derived from
our daily mundane life - in fact, benchmarking them - no experience can
be called “extraordinary.” Thus, those ordinary experiences are also impor-
tant parts of our lives, and can consist of different levels of intensity. As
a result, researchers propose that the customer experience exists on an
ever-shifting continuum between ordinary to extraordinary, rather than
being mutually exclusive to either one (Klaus and Maklan 2011).

While we can establish that customers’ actions are more and more
experience-driven, this fact provides little guidance to managers to deter-
mine which kind of experience drives which kind of behavior at which
particular stage. Managers often do not know if and when the design
of extraordinary experiences is required to drive the important behavior
they are looking for, such as purchasing, repurchasing, loyalty, and posi-
tive word-of-mouth. Moreover, if experiences are indeed a blend between
extraordinary and ordinary experiences, how can managers understand at
which stage and through which channel, these different experiences need
to be designed and delivered? Perhaps the knowledge of how experiences
arise and evolve - the customer experience process — can provide us with
some answers to these burning questions?
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Process — how customer experiences arise and evolve

Based upon the findings of the kinds of customer experiences consumers
can have, researchers moved on to explore the various perspectives on
how the customer experience arises and evolves during the interactions
between the firm, their channels, their products, their employees, their
products and services, and consumers (e.g., Schmitt 2003). In particular,
the role and degree of involvement of the CX provider and the customer
in designing, delivering, and influencing the customer experience have
stimulated multiple research domains.

Let's get together — from unidirectional to co-creation

The research ranges from a more provider-driven, unidirectional (the
firm’s) perspective to customer-driven, co-created experiences (Palmer
2010). On the one hand, researchers suggest that every firm can, with
the support of their customers, aim to carefully craft the delivery of a
customer experience (Payne et al. 2008). This perspective highlights the
role of knowledge-sharing processes, as the firm seeks to understand
every facet of the customer experience throughout all direct and indirect
encounters and interaction with their existing and potential customers
(Frow & Payne 2007). And, let’s be quite clear, both viewpoints (the
firm’s and their customers’) play a vital role in developing, executing,
measuring, and managing the customer experience. On the other hand,
researchers indicate that the involvement of customers in the experience
design and management process will add little more than costs, and con-
firmation of already existing knowledge. Or as the Chief Marketing Officer
(CMO) of a telecommunication company mentioned in an interview
with me, “We already know what they [the customers] want. They want
it cheaper, faster, and more reliable. How could that possibly help us?”
Other internal market research groups, such as consumer electronics, raise
similar questions by highlighting that often consumer simply “don’t know
what they really want. So, how could this help us in our research and
development process?” In addition, of course, there is always the notion of
managers just knowing their customers “better than they do themselves.”
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However, a famous study highlights that while 80 percent of Chief
Executive Officers (CEOs) claim they deliver great customer experiences,
only 8 percent of their customers agreed with this judgment.

Co-creating experiences requires interactions between the customer and
the firm. While researchers link these approaches with customer experi-
ence, sometimes the connection is vague (Klaus & Maklan 2011). Unlike
the peak experience perspective, the co-creation perspective regards the
customer experience holistically, including all interactions in a sequential
order (Payne et al. 2008). Co-creation considers every interaction as
imperative to the customers’ evaluation of their experience (Ballantyne
& Varey 2006). The function of the firm is therefore to facilitate the cus-
tomers’ ability to attain an optimal experience (LaSalle & Britton 2003).
One limitation of the co-creation idea is its insufficient explanation of the
impact of social context on the customer experience, such as peer-to-peer
interactions. We all know how influential these peer-to-peer, or, if you
like, consumer-to-consumer/customer-to-customer interactions are. Just
think about the power of peer review in e-commerce, or the influence
of rating websites such as TripAdvisor. An individual experience of a
product or service may be highly dependent on the social experience of
a group or wider social context (Gentile et al. 2007). After all, we experi-
ence having dinner by ourselves, with our loved ones, or with a group
of friends, in entirely different ways, simply because of the company (or
lack of it) we are in. Researchers argue that the social context, perhaps
more accurately labeled as the “customer context,” indicates that the cus-
tomer experience is dependent on customer, other customers, and service
provider alike (e.g., Mascarenhas et al. 2006). Brand community research
is another domain providing some useful insights into the customer
context aspect of the customer experience (Schouten et al. 2007) by
highlighting the community aspect, which we today find so often in social
media. However, the research often fails to identify how membership in
a brand community changes the overall customer experience, and, more
importantly, consumer behavior. Christensen et al. (2005) expand on this
literature by submitting that the context - defined as what customers are
trying to accomplish, independent from the service provider - can affect
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the customer experience. Imagine you simply want to get a job done: For
example, after researching which tablet you want to buy, you simply want
to walk into the airport store and purchase it for the advertised price.
No hassle, no sales talk, no additional insurance, no set-up required, no
other requests. You simply want to buy the tablet and get on the plane.
However, the service person follows their script and asks you all these
questions: “Are you certain you want this one?”“Have you seen this one?”
“Can | offer you this one?” and so on. In this case, your experience might
not be a good one. Now imagine scenario two: You walk into the same store,
but you aren't certain yet which tablet you want to buy. The same service
person and approach might now be offering exactly the guidance and
information you are looking for. You most likely will have a good experience,
and leave the shop with a tablet, too. In both cases, you were looking
to purchase the same tablet, and you did, but your experiences, and the
likelihood of sharing them, and the likelihood of returning to the store are
on the opposite sides of the spectrum. And this depended solely on the
experience you were looking for, not the product, not the price, not the
service personnel, and not the store location.

Another approach in exploring the influence of customer experience
is to discover the roles of multiple stakeholders (Roper & Davies 2007).
This perspective draws attention to the fact that the customer and firm
relationship is only one of many relationships important in creating the
customer experience (Verhoef et al. 2009). It suggests that understand-
ing the customer experience involves identifying the influence of all
stakeholders in creating the customer experience. The contribution of this
research is the added, socially constructed focus, and therefore enriched
understanding, of the customer experience. However, we still need to
determine which offerings need to incorporate the influences of these
stakeholder interactions in their CX design. While process research delivers
some interesting insights into if — and if yes, how - the firm, the custom-
ers, and other stakeholders can interact and eventually create experiences
together, it also raises many questions. For example: When is a more
unidirectional, transactional management practice more appropriate than
an experience-based one? How can a firm determine and influence the
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importance of peer-to-peer interactions? Will other stakeholders be a part
of the customer experience design? If yes, which ones, and in what capac-
ity? In the following we now take a look at how today’s firms practice CX
and what we can learn from them.

Practice - portrayal of CX management literature

CX is not explicitly discussed in the context of marketing practices, and
rightfully so, because it is, after all, a strategic initiative. However, there is
an emerging practices literature within the marketing discipline, which fol-
lows work in other disciplines such as sociology, anthropology (Garfinkel
1967), and social philosophy (Schatzki 1996). Most of the marketing lit-
erature, is focused on either the “entertainment” aspects of the customer
experience (Pine & Gilmore 1999) or on managerial outcomes and actions
(e.g., Berry et al. 2002).

The impact of customer experience on business has not been discussed
in the marketing literature until recently (Prahalad & Ramaswamy 2004).
Creating superior customer experiences is seen as one of the key
objectives for the success of the organization (Verhoef et al.

2009). Organizations are elevating the management of

customer experiences to a top-priority item in their

efforts to build customer loyalty in brands, channels,

and services (Badgett et al. 2007). Managing

customer experience quality has become a

crucial strategic ingredient for all organiza-

tions. In contrast to the recognition of the

importance of the CX concept for organiza-

tions, the focus of traditional marketing literature

has been the measurement of customer satisfaction and service quality
(Verhoef et al. 2009). However, some scholars are now challenging the
current definition of service quality, its usefulness, and its corresponding
measures (Schembri 2006). They believe that customer experience is the
key determinant of service quality evaluation. Berry et al. state that “by
definition, a good customer experience is good customer service, thus the
customer experience is the service” (2006, p. 1).
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More than just service ...

Whilst scholars, researchers, and managers acknowledge that experience
should be the new focus of managerial attention, they are less unified
on both its precise definition and its measure. This creates a dilemma for
developing strategies and managing the customer experience (Klaus &
Maklan 2007; Klaus 2011). Whilst acknowledging that firms are competing,
increasingly, on the basis of customer experience, it is defined imprecisely
and, as yet, there are no widely agreed measures of the concept (Maklan
& Klaus 2011). More recent research indicates that customers evaluate the
value of a product or service through the process of usage rather than
at the moment of exchange (e.g., Tynan et al. 2010). Therefore, the
product or service quality assessed at the point of purchase is necessary
but not sufficient to determine the value of the product or service (Vargo
& Lusch 2004). True value (Woodruff 1997), according to the marketing
literature, is to be obtained through use (Woodruff & Flint 2006). For
services, especially, value is often produced after the service encounter,
as in the use of knowledge acquired on an executive course, applied at
a later stage (Edvardsson et al. 2005), or a patient following advice by
a medical clinician (McColl-Kennedy et al. 2009). Even in contexts such
as entertainment, where the hedonic experience constitutes the service
delivery (Murray & Bellmann 2011), the experience can be influenced
by contextual factors such as the presence of other customers, and sub-
sequently cannot be viewed as having been created exclusively by the
service company (e.g., Schembri 2009). One stream of research identifies
experiential factors to be a key component of customer experience, but
these are missing from the construct of service quality (Lee & Lin 2005).

An alternative research stream distinguishes between service quality and
customer experience by challenging the definition of service quality and
its commercial application, the Rater questionnaire and measurements as
an overall appraisal (Zeithaml 1988). Voss, Roth, and Chase (2008) point
out that service quality focuses on a transaction-specific appraisal rather
than the concept of the customer journey, described as the customer’s
sequence of touch-points with the company in buying and obtaining
service — a prevalent notion in service design (Berry et al. 2002, Voss et al.



4 Measuring Customer Experience

2008). This notion, while verifying the definition of service quality in that a
customer’s perception may fluctuate during the journey (Schembri 2006),
refines its static measurement. Cowley (2008), for example, shows that ser-
vice encounters may be assessed retrospectively as more positive in order to
rationalize a desired purchase. Payne et al. (2008) promote the idea that ser-
vice experience goes further than the construct of service quality by observ-
ing that the customer journey may both precede the service encounter and
continue after it. Other scholars draw on this work and propose an even
further differentiation between service quality and the customer’s service
experience. For example, Payne et al. (2008) raise awareness of the fact
that the customer experience includes not only communication and usage,
but also service encounters. As a result, if it is suggested that customers
evaluate their experience holistically (Verhoef et al. 2009). Analogous
holistic frameworks have been put forward (Payne et al. 2008; Grewal
et al. 2009), leading to calls for empirical assessments of the customer
experience (Voss et al. 2008). In one of these consequent studies, Klaus
and Maklan (2012) conclude that managing the customer experience is
indeed different from managing customer service quality, which focuses
upon single service episodes under the control of the company.

While many scholars and practitioners acknowledge that experience should
be the new focus of managerial attention, they are less unified on both
its precise definition and its scope. This creates a dilemma for developing
strategies, managing customer experience, and identifying best practice.

" Services marketing perspectives

Service marketing literature concerned with the theoretical construct
of customer experience, rather than managerial outcomes, is limited
(Verhoef et al. 2009) and based on the notion that customer experience is
a summation of all the clues a consumer receives from all direct and indi-
rect interaction with a firm and their offerings, which add somehow to an
overall experience (Mossberg 2007). This conceptualization of customer
experience has been explored more recently, suggesting the holistic and
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total nature of the customer experience (Meyer & Schwager 2007). Meyer
and Schwager (2007, p. 118) define customer experience as “the internal
and subjective response customers have to any direct or indirect contact
with a company.”

Gentile et al. (2007) conducted empirical research on the role of expe-
riential features of well-known brands and their products, such as lkea
and Nike. Their research suggests that the different components for
understanding the customer experience include sensorial, emotional,
cognitive, pragmatic (practically doing something), lifestyle, and rela-
tional components. By investigating the role of different experiential
features in the success achieved by some products, their research sug-
gests that a value proposition should include both experiential features
(hedonic, experiential value) and functional characteristics (utilitarian/
functional value).

This notion is similar to the findings of Schmitt (1999), who suggests
that customer experience is based on different components important
for engaging the customer at different levels: sense, feel, cognitive,
physical experiences, lifestyle, and the customer’s social identity relative
to a reference group. Still, companies receive little assistance on how to
incorporate all these levels in managing the customer experience. Palmer
(2010, p. 198) likewise posits that “the challenge for the development of
a customer experience construct is to integrate a typically diverse array of
stimuli in order to assess the trade-offs that are entailed in creating value
for consumers.” Stimuli present in a customer experience are typically
interactive, and it has been pointed out by Csikszentmihalyi (1988) that
the manner in which these stimuli are combined and sequenced is impor-
tant in defining consumer experience, further complicating the matter of
CX management.

Verhoef et al. (2009) suggest that the customer experience is of a cogni-
tive, social, affective, and physical nature. Their model of customer experi-
ence creation suggests that the determinants of the customer experience,
and the corresponding management strategy, include social environ-
ment, service interface, retail atmosphere, assortment; price, customer
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experiences in alternative channels, and the retail brand. Verhoef et al.
(2009) state that the situation of the customer experience (e.g., type of
store, location) and the consumer themself (e.g., attitudes, task-orien-
tation) can moderate the overall customer experience. This model also
reflects the work of other researchers, proposing the nature of customer
experience as the customer’s response to all direct and indirect encounters
with a company (Gentile et al. 2007; Meyer & Schwager 2007).

Verhoef et al's (2009) customer experience creation framework, while
quite comprehensive, as stated in the holistic description of the customer
experience, fails to provide empirical support for their construct. Patricio
et al. (2011) argue that experiences may be formed through interactions
with multiple services from multiple organizations that go beyond the
firm’s offerings, and that we cannot only focus on isolated offerings. We
need to “contextualize the firm's service concept into the larger context of
the value constellation experience and open new forms of service innova-
tion” (p. 197). The implications of this research on the individual company
and their CX management, however, are rather broad in nature. Moreover,
scholars suggest that customer experience, and therefore CX manage-
ment, is context-specific (e.g., Lemke et al. 2011). Research exploring
which context requires which CX management is, literally, non-existent.

Ask the experts - consultancy research

The CX management practice field has developed very quickly in busi-
ness practice. In order to contribute to both the scholarly and managerial
understanding of CX management practice, it is crucial to include the
current state of knowledge from research reports and white papers from
business. This research is particularly relevant to the CX management dis-
cussion, given its recent and rapidly evolving nature. | focus on the period
between 2010 and 2013, comprising reports from leading consultants and
researchers: McKinsey, Forrester Research, Boston Consulting Group, Bain &
Company, Accenture, Capgemini, KPMG, Ernst & Young, IBM, and the
Temkin Group. The majority of the reports are of a conceptual rather than
empirical nature, while the latter, unlike scholarly research, often do not
discuss the method by which the findings and conclusions were derived in
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detail, if at all. Both conceptual and empirical studies focus on three main
themes: best practice (e.g., Springer et al. 2011), how CX management
relates to certain outcomes, and a combination of the two to introduce
a tool or framework, such as customer-journey mapping (Rawson et al.
2013). The reports that define customer experience, just like academic
research, favor the notion of the customer’s perception of all interactions
with the firm (e.g., Klaus 2013). The reports can be roughly divided into
those written from either the customer’s or the firm’s viewpoint. The cus-
tomer’s view reports elaborate on how this should shape CX management
practices. The consultants often focus on a particular approach to translate
this knowledge into action (e.g., Girouard et al. 2012). The firm's view
reports often focus on one particular area of possible improvement, such
as partner alignment (Hagen 2013). In contrast to academic literature
that explores definitions, antecedents, and consequences of CX, the prac-
titioner focus is on tools and best practice that improve performance in
one specific (manageable) area/context of CX management. The current
practitioner literature therefore lacks a holistic perspective that embraces
all facets of CX practice, including its strategic role.

The emerging CX concept, aimed at guiding CX strategy and CX manage-
ment, is broader than the limited functional service encounter suggested
by current measures. It includes pre- and post-service encounter/pur-
chase/consumption experiences, addresses emotional as well as functional
dimensions of quality, and includes the customer’s social context. It
includes an assessment of value-in-use, is formed over multiple channels,
and varies with context (Lemke et al. 2011).

However, these holistic concepts of CX are often too broad in nature
and are therefore not suitable to support organizations in successfully
managing customer experiences and developing CX strategies. Klaus and
Maklan’s (2012) measurement of customer experience quality (EXQ) cap-
tures not only all facets of the construct of the customer experience, but
measures the impact of the distinctive drivers of the customer experience
on each of the components of the customer experience. They conclude,
“Managing the customer experience is, therefore, different from manag-
ing customer service which focuses upon single service episodes under the
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control of the organization” (Klaus & Maklan 2012). This apparent new
emphasis of the literature begs the question of whether we are witness-
ing an emerging shift from service quality towards customer experience.
And if this is indeed the case, what does customer experience add to
our understanding of what drives loyalty, customer satisfaction, and
word-of-mouth?

/ What does this leave us with ...?

This first chapter has delivered a broad understanding of the origins of
CX research and knowledge, and how it evolved over time. The aim is
to learn about how researchers viewed, explored, and defined CX in the
past so that we can start where they left off and move on, instead of just
repeating what they did.

Each of the streams we explored gave us valuable insights, but also left us
with important management questions, which still need to be answered in
order to achieve what we are after — measuring, and therefore successfully
managing, the customer experience.

/ The more we know, the more we need to know

We know that goods and services are simply a means to an end; they
have no value in and of themselves. People buy goods and services to have
experiences, not the other way around. But, how effectively and over how
long a time frame can consumers assess their end goals and the utilitarian
value of an offering?

We are aware that customers’ rational information processing alone is
not sufficient to guide (and explain) their behavior. So, how do consum-
ers assess and trade off between the emotional and rational aspects of
an experience? Moreover, will this assessment vary depending on the
context and the offering? And if yes, how and when will this variance
occur? Managers need to be able to determine when emotional and when
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rational factors are more important to both the customer experience and
the customer decision.

We learned that extraordinary experiences represent a boundary condi-
tion upon the traditional confirmation-disconfirmation paradigm of how
consumers assess their experiences. This leads us to the question of how
managers delineate between peak and mundane experiences in design-
ing their customer experience practice. Extreme sports are clearly peak
experiences, but, more practically, managers need to assess when and how
shopping can become more peak than mundane, or vice versa.

We identified that customer experience varies significantly in depth
and length from assessments of customer satisfaction and service qual-
ity. Customer experience starts before the purchase/consumption of an
offering, and lasts way beyond the point of sale and consumption into
the time frame of using the product and service. This raises the question
of what is a meaningful time frame over which a firm needs to assess
customer experience. To what extent does a firm need to manage the
experience? Moreover, we explored how other peers/customers have
an indirect, but often significant, influence on others’ customer experi-
ence. However, the question of which and how much of the customer’s
indirect experiences are relevant to their assessment of the experience is
difficult to answer. Even if we can answer this question, how do we man-
age, and account for, the influence of others on the individual’s customer
experience?

While we now are aware that a traditional, transaction-based view of
how customers obtain value through simple exchange is flawed, we don't
know in which context (if any) an exchange-based managerial view (and
corresponding strategy) of value is more appropriate than one based on
customer experience.

Researchers have established the consumer/customer as the ultimate value
assessor and creator; hence, customer experiences are always co-created.
However, the extent to which the customer wants to co-create and the
capabilities the customer can contribute to the co-creation are not quite
so clear.
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We live in a brave new world where communication is related to learning
and occurs in a many-to-many conversation that is not always mediated or
controlled by the focal firm - the power is shifted towards the consumer.
This dialogue replaces the dominant persuasion paradigm of marketing
communications. Managers are struggling with this power shift, and
wonder how they can parse a long-term relationship into manageable
dialogues that can be assessed for their impact upon the customer experi-
ence. What exact role will the firm play in these dialogues? Is the optimal
approach to observe, to mediate, to engage with their customers, or use
any possible combination of all these options?

Consultants and market researchers identify customer experience as the
next competitive marketing arena and the basis for organizing a firm’s
activities. Their research provides case-based, best practice examples.
However, how managers can construct a business case for an CX invest-
ment is not clear. Is more (experience) always better?

So, where does this leave us? The current status quo of customer experi-
ence research pushes managers to accept a vast increase in responsibility
for customer outcomes at a risk of CX becoming “a theory and practice of
everything” (see Table 1.2). Managers don't find this vision either satisfac-
tory or desirable. How can the CX management challenge be approached?
This is how, we take the best of all worlds and combine it to gain true
insight. We take the academic rigor, managerial insight, and consultants’
knowledge, and explore HOW firms today manage the customer experi-
ence. Using these insights, we can then classify firms. Understanding the
range of CX practices will help managers to evaluate their own practices
and determine investment priorities, and provide a clear link to profitabil-
ity. Profitability is, after all, the firm’s ultimate goal. In the next chapter
| dissect and cluster existing CX management practices, delivering the
foundation for all your CX aims.



TABLE 1.2 Key customer experience research and managerial challenges

11
Category

Content

The concept
of customer
experience

1.2
Literature
Streams

Economic
perspectives

Rational
cognitive
theories of
traditional
Cognition,
Affect,
Behavior
(CAB)

Experiential
“emotional”
theorists and
the role of
affect

Peak or
immersive

13
Example
Literature

Keynes
(1936)

Parsons
(1934)

Fishbein and
Ajzen (1976)

Sheppard
et al. (1988)

Hirschmann
and
Holbrook
(1982)

Arnould and
Price (1993)

Key Findings or

Conclusions *

Goods are a means
to an end utility, not
valuable in and of
themselves.

Assumes consumers
are rational
information
processors able

to assess the
consequences of
their decisions
against the cost
when purchasing.

Hedonic
consumption
posits that value
is generated from
experiences, not
the acquisition
of goods;

people consume
experiences using
emotional and
hedonic faculties.

Out-of-the-ordinary
experiences
represent a
boundary condition
upon the traditional
confirmation-
disconfirmation
theory of how
consumers assess
experiences.

1.4 Important
Management
Questions

How effectively
and over how
long a time frame
can consumers
assess their end
goals/utility?

How do
customers
asses and trade
off between
emotional and
rational aspects
of experience,
and how does
this vary by
context?

In which
circumstances
are hedonic and
emotional factors
most important
to consumers?

How do we
delineate
between peak
and mundane
experiences in
practice? Extreme
sports are clearly
peak experiences,
but, more
practically, when
and how can
shopping become
more peak than
mundane?

(continued)
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TABLE 1.2 Continued

11
Category

Process

How
customer
experience
arises and
evolves

1.2
Literature
Streams

Total, or
holistic

Unidirectional
perspectives

Co-creation

1.3
Example
Literature

Verhoef
(2009)

Kotler (1991)

Vargo and
Lusch (2004)

Key Findings or

Conclusions *

Identifies the
depth and length
of consumer
experience in the
context of retail.

Traditional
transaction-based
view of customers
obtaining value
through the

exchange of goods.

Establishes

the customer
(consumer) as the
ultimate creator
of value, hence
experiences are
co-created.

1.4 Important
Management
Questions

What is a
meaningful time
frame over which
a firm needs to
assess customer
experience?

To what extent
does a firm need
to manage the
experience?

How much

of customers’
indirect
experiences are
relevant to their
assessment of the
experience?

In which contexts
(if any) is an
exchange-based
view of value a
more appropriate
perspective

for managerial
decision-making
than an
experience-based
view?

To what extent
does the
customer wish to
co-create?

What capabilities
can the customer
contribute to
co-creation?

(continued)
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11
Category

Practice

How
customer
experience is
managed

1.2
Literature
Streams
Dialogical
perspectives

Brand
communities

Consultant/
practitioner

Services
Marketing
Perspectives

13
Example
Literature

Ballantyne
and Varey
(2006)

McAlexander
(2002)

Shouten and
McAlexander
(1995)

Pine and
Gilmore
(1999)

Schmitt
(2003)

Prahalad and
Ramaswamy
(2004)

Key Findings or

Conclusions *

Communication is
related to learning
and occursin a
many-to-many
conversations,
which are not
always mediated by
the focal firm. Such
dialogue replaces
the dominant
persuasion
paradigm of
marketing
communications.

Descriptive
contributions to
the impact of
shared experience
on consumer
experience and
brand engagement.

Identifies customer
experience as the
next competitive
marketing arena
and the basis for
organizing a firm’s
activities.

Co-creation of
experiences is the
basis of consumer
value. The customer
phenomenologically
determines value.

>

1.4 Important
Management
Questions

How should
managers parse
a long-term
relationship into
manageable
dialogues that
can be assessed
for their impact
upon experience?
What is the
optimal role for
the firm to play
in dialogues
amongst
customers?

To what extent
can firms manage
the indirect
influences of
peers upon the
experience?

Practitioner-based
articles provide
case-based

best practice.
However, how
managers can
construct a
business case for
investment is
not clear. Is more
(experience)
always better?

How do firms
orchestrate
complex
experience
networks?
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¢ CX Strategies and
Management Practices

We know from the points discussed in Chapter 1 that implementing a
CX strategy is challenging. CX's suffers from its broad, holistic defini-
tion; it covers an extended time frame, every customer touch point, and
both emotional and functional responses. Managers, in order to master
this challenge, need to define a clear scope that matches their strategy,
and determine an achievable plan to develop it. Given the

suggested contextual nature of CX, it is unlikely that

researchers will be able to develop a comprehensive

and universal guide to CX implementation quickly.

Similarly, consultants will not find it easy to

develop universal best practices to reduce the

risk of failed implementations. The vast

majority of scholars exhort managers

to do everything they can, based on the

unchallenged assumption that only the truly

committed and ambitious will succeed (Prahalad &

Hamel 1990). However, a large-scale, comprehensive CX program may be
beyond the immediate reach of most firms, and may not be considered
desirable by all companies on account of their individual strategies. Just
think about budget airlines, such as Ryanair, where the customer experi-
ence is not considered to be an integral strategic factor. Thus, what is the
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best approach to master these challenges? First, we need
to establish a typology of CX practice based upon
how firms actually strategize, practice, and man-
age their customer experience programs. This
typology allows managers to define a level

of ambition, scope their efforts, and

calibrate their investment accord-

ingly. A typology of CX manage-

ment is therefore an ideal starting point

for firms that want to understand the

quality of existing CX practice and plan for CX
development systematically.

Typologies are a useful approach for thinking about management strate-
gies. Doty and Glick (1994) argue that when “properly developed and
fully specified, [typologies] are complex theories that can be subjected to
rigorous empirical testing” (p. 231). A CX strategy and management prac-
tice typology is therefore a systematic classification of all existing practices
in order to understand how these practices work, and, in a subsequent
stage, how the different practices relate to profitability.

/ How we did it ... the method

| am aware that the audience for Measuring Customer Experience ranges
from scholars to managers, but | strongly believe that it is important to
demonstrate and share the rigor leading to the typology. My colleagues
and | used expert informant interviews to generate data about the
meaning of CX management practice and the boundaries of the domain
it covers. Our research protocol follows that suggested for exploratory
work in well-cited research (e.g., Ericsson & Crutcher 1990). Moreover,
the protocol is based on a comprehensive literature review and extant
studies exploring marketing practice (Coviello et al. 2002) (see
Figure 2.1).
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1. Conduct literature

review
2. Identify
potential experts

3. Apply classification
scheme

4. In-depth interviews

(n=14)

5. Data coding
6. Achieve face and
construct validity
using panel

7. Individual case-by-
case analysis of

a. dimensions, and
b. overall practices

8. Cross-case analysis
9. Qualitative
clustering

10. Consensus on
clusters (n=3)

FIG 2.1 ~ Research protocol

" Who we interviewed ... the sample

We identified potential experts, following the procedures advocated in
the literature (e.g., Hora and Von Winterfeldt 1997), based on the follow-
ing criteria: (a) tangible evidence of expertise; (b) reputation; (c) avail-
ability and willingness to participate; (d) understanding of the general
problem area; (e) impartiality; and (f) the lack of an economic or personal
stake in the potential findings. Managers in companies representing dif-
ferent industries (see Table 2.1) were selected based upon these criteria: (a)
their firm has a recognized customer experience program; (b) they have
been employed since its introduction; (c) they have been involved with
the program'’s creation and introduction; and (c) they are responsible for
current CX management and program development. This selection proce-
dure ensures a range of views, controls bias (Adelman & Bresnick 1992),
and draws on expertise about the phenomenon in question (Ericsson &
Crutcher 1990).



TABLE 2.1 Sample profile

10

11

12

13

14

Industry Country Title

Airline Spain Vice President
Quality
Management

Telecommunications Spain Marketing

Vice President

Automotive Germany MO
Petrol UK. Head of Retail
Business

Online Banking Sweden (@V(e}

Corporate Banking  Italy Head of
Customer
Intelligence
Professional Services United Vice President
Kingdom Marketing
Management United Head of
Consulting States Customer
Services
Constructions United Customer
Kingdom Experience
Manager
Telecommunications Luxembourg Head of
Experience
Design Team
Gaming Sweden Customer
Experience
Director
Hotel Sweden oM
Investment Banking United (@V(e}
States
Retail Canada CEO

Years
Operating
acX
program
>5 National/
B2B/B2C
>5 Multi-
national/
B2B/B2C
>5 Global/
B2C
>5 Global/
B2C
>5 Multi-
national/
B2C
>5 National/
B2B
>5 National/
B2B
>5 National/
B2B
>5 National/
B2B
>5 Global/
B2C
>3 Global/
B2C
>3 National/
B2B
>3 Global/
B2C
>5 Global/

B2C
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The companies represented are headquartered in countries with highly
developed service sectors (World Bank 2009), such as the United States,
Canada, Great Britain, Sweden, Italy, Germany, Luxembourg, and Spain.
The sample is consistent with similar inductive, exploratory approaches
in which data are collected through interviews using “a judgment sample
of persons who can offer some ideas and insights into the phenomenon”
(Churchill 1979, p. 67). We achieved data saturation (Glaser & Strauss 1967)
after conducting in-depth interviews (each lasting 30-90 minutes) with 14
managers, exceeding the recommended interview number for this research
design. Data saturation refers to the point at which no new information or
themes are observed in the data (Glaser 2002). We followed the approach
suggested by Eisenhardt (1998) which includes the following: (1) selecting
case companies and informants in them; (2) gathering, coding and analyz-
ing data using constant comparative analysis; (3) enfolding the literature;
and (4) research closure, which may include defining a construct and
developing a conceptualization, such as a typology. The interviewees were
recruited from the existing networks of the primary research team (Klaus
et al. 2012) and were not offered compensation for participation. The
interviews were conducted by all three researchers and recorded. The inter-
views took place via telephone or face to face in the interviewees’ offices,
according to the personal preference of the individual interviewees. The
participants and the organizations they belong to are anonymized because
of the confidential nature of the information shared in the interviews.

We adopted Silvestro et al.'s (1992) service classification scheme (Auzair &
Langfield-Smith 2005) to identify CX practices that are common across
all firms. To ensure cross-validation (Guenzi & Georges 2010), we chose
service firms from three archetypes: professional services (such as man-
agement consultancies, corporate banks, and investment banks); mass
services (such as telecommunications, gaming, and fuel stations); and
service shops (such as retail, hotel, retail banking, airlines). The typology
covers all possible scenarios and firm constellations, including:

"« Equipment-focused to people-focused offerings, depending on whether
certain types of equipment (e.g., telecommunication) or contact staff
(consultancy) are the core element of the offering;
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"« Low-contact interaction time (e.g., a few minutes online) to weeks and
months of customer contact (e.g., wealth management);

Low-degree (standard) to high-degree (tailored) customization;

"« The degree of discretion, ranging from high discretion, where customer-
facing personnel can exercise a high degree of autonomy to decide
upon the customer’s case, to low discretion, where no decision can be
made without a superior’s sign-off;

"+ The ratio of front-office employees to back-office heavy operations
employees;

"« Product-oriented (emphasis on what the customers buys) versus
process-oriented (emphasis on how the offering is delivered) firms.

Table 2.1 includes a detailed profile of the sample.

" Data analysis and dimension generation

The interviews were transcribed and coded with NVivo 8.0, which allows
researchers to reflect on key themes and codes, and compare data (Di
Gregorio 2000). Coding, that is, making sense of the vast amount of
data from the interviews, followed the grounded approach described by
Ryan and Bernard (2003), which draws heavily from Strauss and Corbin
(1990). The grounded approach operates almost in a reverse fashion
from traditional social science research. Rather than beginning with a
hypothesis, the first step is data collection, using a variety of methods.
From the data collected, the key points are marked with a series of codes,
which are extracted from the text. The codes are grouped into similar
concepts in order to make the data more workable. From these concepts,
categories are formed, which are the basis for the creation of the typology.
This contradicts the traditional model of research, where the researcher
chooses a theoretical framework, and then applies this model to the phe-
nomenon to be studied. In the first step, all attributes, statements with a
certain meaning, are identified. The initial categorization of attributes was
the outcome of an extended workshop involving the researchers. Each
attribute was named and defined. Subsequently, the researchers discussed
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differences in their attribute categorizations and agreed on revised attrib-
utes and category definitions. Some constructs appeared in more than one
interview. Each researcher examined transcriptions and individual codes
to identify repetitions, and defined standardized construct names, result-
ing in a coherent coding structure. The analysis generated a pool of 47
attributes in five dimensions of CX strategy and management.

To maximize the face and construct validity of the attributes and dimen-
sions, a panel of expert judges reviewed the attribute pool and generated
their own dimensions (Dagger et al. 2007). The panel comprised six mar-
keting academics familiar with CX strategy and practice. First, the panel
commented on the clarity, conciseness, and labeling of the attributes and
dimensions, and, if necessary, defined their own labels for the attributes.
The panel members were asked about similarity of attributes, clarity of
phrasing, and terms used in the categorization. In subsequent sessions,
the judges were given all of the possible names and descriptions for the
individual attributes, together with the original quotes used to label
the attributes. The judges were then asked to choose the one that best
fit the name and description of the attribute. The research team then
compared the findings and selected the names and descriptions emerging
from the judges’ feedback. In order to qualify, a name or description for
an attribute had to be selected by at least five of the six judges.

After agreeing upon the attribute’s description, each attribute in the ini-
tial pool was printed on an index card and each panel member was asked
to create dimensions and sub-dimensions based on the similarity of the
attributes of the customer experience. It was up to the members to decide
the number of dimensions they used and find appropriate labels and
descriptions of the dimensions (Klaus et al. 2013). The sorting procedure
resulted in the generation of five dimensions. Next, the attributes of each
dimension were sorted into one of seven categories that ranged from “not
at all representative” to “strongly representative.” Attribute purification
began with the exclusion of any attribute rated by the panel members as
either “not at all” or only “somewhat” representative. Four members of the
panel had to assess the attribute to be “rather” or “strongly” representative
for an attribute to be included in the final categorization. Finally, the panel
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was provided with conceptual descriptions of the resulting five dimen-
sions and asked to assess them as “very applicable,”“somewhat applicable,”
or “not applicable.” An attribute needed a minimum assessment of “some-
what applicable” to be retained. This procedure resulted in the retention
of all 47 attributes in five dimensions. Five CX managers confirmed the
conceptual model and reviewed both the readability and applicability of
the five dimensions and corresponding attributes. The next chapter will
present the five dimensions of CX management.
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The 5 Dimensions of CX
Management

Through the process described in Chapter 2, we identified the five dimen-
sions of CX practice as:

1. the definition of CX, its scope and objectives;

2. the management of CX within the firm — processes and implementation;
3. the governance of CX — metrics and leadership;

4. how CX policy is developed over time; and

5. the CX challenges faced by the firm as it looks towards the future.

In this chapter, rather than simply describing the findings of our study,
| enrich the presentation with quotes from the managers on how they
define their practices, achievements, and challenges.

/ CX definitions, scope, and objectives

Managers report a wide range of reasons and objectives
for initiating their CX programs. Only three of the
interviewees, however, articulated a precise
definition for their CX strategy/program. Only

two managers could identify measurable targets

for their CX management. Most of the informants
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described CX in very broad and ambitious terms, which we felt were
somewhat vague. For example, four managers expressed the opinion that
customers’ expectations of services and value were increasing all the time,
and that this trend led them to feel that they had to keep up with their
competitors - they regard experience as being a new front in competition
in their industry. However, these managers offered very little insight into
why this is the case and/or why this is particularly true in their industry.
The managers’ assertion was often supported by anecdotes of extremely
positive or negative customer experiences, which enabled them to lay out
the case for improvement in a heuristic way. The managers defined their
heuristic approach as experience-based techniques for problem-solving
and learning, leading to discoveries and subsequent solutions which are
not guaranteed to be optimal - a “learning-by-doing” approach. A man-
ager from a major bank said that his organization began focusing on CX
when it encountered high rates of customer defection, despite enjoying
higher levels in measures of customer satisfaction than its competitors.

We basically lost clients despite our high customer satisfaction rating.
So, we know that there were other reasons why clients were leaving us.
(Respondent 5)

This phenomenon was a reoccurring theme and one of the triggers for
managers’ realization that certain measurements aren't sufficient to
explain or predict consumer behavior nowadays. Three managers pre-
sented the narrative from a more proactive perspective, suggesting that
the objective of their programs was to enhance their firm’s competitiveness
(performance) through innovation and differentiation.

We will use our customer experience program to deliver the best experi-
ences for the ever-increasing expectations of our customers, and, of
course, beat our competitors to the punch. (Respondent 14)

Regardless of whether the motivation is to respond to customer expecta-
tions or a desire to excel, the mechanisms connecting CX management to
outcomes, the intermediary between cause and effect, were branding and
customer service. Nearly all managers felt that a high-quality customer
experience reinforces a brand by delivering its core benefits and values
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coherently across various, not necessary all, customer touch-points and
channels. The vast majority of managers also believe that high-quality
customer experiences would increase customer commitment to a brand
and generate recommendations through improved service quality. These
managers believed that, even if they couldn't measure the reasons why
consumers give recommendations, they could at least use one bench-
mark, the Net Promoter Score (NPS), to see an outcome of their efforts.
A prominent thread throughout the interviews was that the goal of the
firms’ CX management is to ensure better delivery of compelling brand
promises, thereby enhancing both emotional attachment to the brand and
service quality, a combination that, in the managers’ opinion, generates
loyalty and recommendation. Again, though, managers could not gener-
ate any hard evidence for these relationships. Managers simply believe,
because it sounds both reasonable and logical.

Most of the interviewees struggled to articulate either a concise
expression of CX, or a well-defined scope for their programs.
Definitions were typically broad and related to customer
points of contact. Customer experience and CX man-

agement were often described as “holistic” and

expressed through storytelling instead of a salient

set of strategies, tactics, processes, and tools:

Well, there is not an established definition, but we tend [to use] the sum
of all interactions that customers have of our brand. (Respondent 4)

I think it is a holistic question, as | said before. You can involve all the
actions in the process, not only the airline, but also the airport, security
measures, the airport access, the access to the downtown. It is a holistic
process. We have to understand the reason of the trip and the way you
can add value in the process. (Respondent 1)

Sometimes, experience management is defined in the context of peer-level
interaction and engagement. For example, the manager of a conference
center defined CX management at the level of each event attendee he hosts:

Our ambition is to make sure that every individual in the group has a
positive experience. (Respondent 12)
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There was a range of opinions as to how, if at all, involved with the firm
customers want to be. Two managers concluded that services should be
ubiquitous, smooth, and unobtrusive, and that customers should not be
aware of the provider. A telecommunication manager manifested this view
by stating that the best service is if the customers do not even perceive
it. This utilitarian perspective is contrasted by the research on immersive
experiences, in which the firms provide stimuli to multiple senses in order
to engage with consumers on different levels. Most of the interviewees
were in businesses that suggest a middle ground, with CX a means of
embedding an emotional attachment to a service function:

The opportunity for building the relationship is there when your
customers truly value the idea of getting help that goes beyond speed
and fulfillment. It is about understanding and caring and those things.
(Respondent 9)

There was a clearer identification as to what constitutes a poor customer
experience: a lack of integration in the firm’'s message or after-sales service
across the firm's channels (touch-points); indifferent or unhelpful front-
office personnel; and/or an inflexible, impersonalized experience because
of rigidly enforced service agreements. Therefore, the departure point of
most organizations’ CX programs was the integration of their organiza-
tion’s activities across all channels to provide a consistently good experi-
ence as defined by the customer. Whereas Total Quality Management
(TQM) and service quality start from a statistical analysis of process per-
formance, CX management focuses on customer assessment of an overall
experience, an experience that is both emotional and branded. Managers
talked about an “outside-in” rather than “inside-out” process design:

The single idea [was] that we should look at the experience from the eyes
of the customer. (Respondent 6)

The integration of the firm’s front and back offices was featured in eight
of the interviews. Managers defined this integration as customer-facing
employees having an appropriate level of customer data coupled with per-
fect visibility of end-to-end service delivery processes. This, ideally, leads
to a scenario where their firm can serve both their existing and potential
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customers well. Firms with a well-defined customer service strategy
extend their front and back office integration to include their suppliers.
This is particularly true for firms where the performance of suppliers is
visible to customers. Just think about industries for which outsourcing
(part of the customer experience) has always been an option, such as
retailing and manufacturing, and industries such as the following, which
are now starting to develop aggressive long-term outsourcing strategies
caused by dramatic shifts: entertainment, media, and publishing (affected
by new distribution and business models, e.g., the impact of Web 2.0);
software and hi-tech businesses (affected, for example, by the impact of
cloud-computing, rapid commoditization of products, low-cost providers
etc.); financial services (affected by re-regulation and compliance meas-
ures etc.).

The importance of a consistent customer experience over time and
across channels reflects the origins of customer management in TQM,
and managers used terms from TQM when discussing the reliability of
customers’ experiences with their firms. Five interviewees described how
CX management programs emerged from service quality and customer
satisfaction initiatives. These initiatives demonstrated a need for greater
company integration, a focus on satisfaction, loyalty, and improving
positive recommendations.

We kicked off [customer experience] about ten years ago (in) an initia-
tive we called “Perfect Delivery,” which was all about getting the product
right [...] free from any known defect [...] We've also asked our clients
[which] key objective they would like us to achieve. [When we started]
[...] we weren’t great and we wanted to be world class, and the company
is now known as a quality organization [... ] Our vision is 100 percent rec-
ommendations, supported by making the product perfect and the process
simple and the people engaging. (Respondent 9)

In addition to process control and integration, CX programs show an
explicit concern with the training and development of their customer-
facing employees to deliver consistent high-quality service. Almost all of
the interviewees acknowledged that their employees are the most crucial
deliverers of customer experiences. One described the challenges of
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working across many functions (organization development, brand marketing
and customer service) to implement the human resources policies required
by the CX program. In three cases, we found that people development was a
resource constraint in advancing CX management practices.

/ Management of customer experience

The central thread of CX management is the creation and enhancement
of a common customer experience across all touch-points through process
and people development.

Process development

For five companies, the CX development process commenced with
touch-point mapping that identified the critical moments where CX was
enhanced or degraded. Subsequently, process re-engineering was carried
out to integrate the channels. The process was almost always supported
by outside consultants who used their own process-mapping tools and
methods. The managers revealed that their initial work, like TQM before
it, focused excessively on developing better processes and was insuf-
ficiently guided by insight into customers’ assessment of the experiences.
Most managers we interviewed had come to this realization during the early
stages of developing their CX program and had taken corrective actions.

People development

There was widespread recognition of the need to ensure that the behavior
of customer-facing employees met the expectations of the CX program.
Indeed, a manager from the hotel sector specifically mentioned the
Service Profit Chain (SPC) (Heskett et al. 1997) when relating the role of
employees to profitable outcomes. The SPC concept posits that firm profit
and growth are stimulated primarily by customer loyalty. Loyalty is seen
as a direct outcome of (high) customer satisfaction. Satisfaction is funda-
mentally induced by the value of services provided to customers. Happy,
dedicated, and productive employees create value. Employee satisfaction,
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in turn, results primarily from high-quality support services and policies
that enable employees to deliver results to customers. Thus, according to
the SPC, happy employees will ultimately drive the firm’s growth.

People programs include extensive communication to encourage customer-
facing employees to become self-reflective practitioners, thus improving
their ability to continuously deliver the values underlying their brand,
as defined by the firm. There is recognition that CX requires more from
employees than strict adherence to standardized business processes and
rules. The concept is hard to define and employees are required to think
beyond the fulfillment of tasks to help customers achieve their desired
outcomes and support the emotional aspect of experience that bonds
customers with a brand. This is not an easy task at all, as almost all man-
agers agreed upon. This shift in employee focus is noticeable in business
services where CX and the development of key customer-facing managers
are tightly linked:

We let people try to make their own mistakes. We quide [them] through
best practice [ ... ] we take a group of site managers around other people’s
sites and say “Have a look”[...] | think that’s a much better way to get
into people’s heads than, let’s say, someone dictating to them and say
“Do this.” (Respondent 12)

Therefore, attracting, managing, and developing people who can create
great customer experiences is a major theme in most of the interviews.

Some firms had changed their approach to hiring by recruiting employees
for their emotional maturity and for personal values supportive of the CX
strategy and program:

We much more hire on attitudes [... ] do their core values match up to our
core values? What's their mindset towards the clients? (Respondent 12)

Beyond influencing recruitment criteria, CX programs guide staff training.
There are a range of mechanisms revealed in the interviews, including
mentoring and communication; one respondent even talked about a staff
academy where CX is a major part of the “curriculum.” Most managers
describe people development as a gradual and interactive process where
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new recruits are given time and support to absorb new working practices
and perceptions. However, there is evidence that those with well-estab-
lished CX management programs extend this development process to
their suppliers’ employees. Based on evidence, albeit limited, we suggest
that extending CX management skills development to the firm's broader
network is a “second-wave” CX management practice. Such practice is con-
sistent with research from supply chain management and the co-creation
of value literature (Vargo & Lusch 2004).

Rewards clearly matched CX objectives; those with well-developed pro-
grams reward customer-facing people using a combination of financial
targets (e.g., sales, profit), service quality measures (e.g., on-time, right
first time), and customer assessments of the experience. Three managers
discussed the challenge of identifying and then rewarding individuals’
“good” behavior. When people development extends to suppliers, the
focal firm assesses and rewards them against measures of CX. In the firm
demonstrating the most developed practice in this area, the firm and its
suppliers have developed a more open and trusting relationship, revolv-
ing around and remunerated through how their customers perceive their
individual experience.

Since individual rewards can be difficult to implement, one manager
described how he was building a community of practice to identify and
embed good CX delivery. This firm accumulates and synthesizes learn-
ing from its CX program, and publishes it to customer-facing employees.
A conference center manager identified a perhaps more “low-tech” approach
in holding regular group meetings with employees:

If something has occurred, we try to sit down as soon as possible to have
a meeting to discuss what happened, how it happened, what we did.
During this everyone gets a chance to give some feedback. (Respondent 3)

" Governance of customer experience

Despite the variation in scope and definition, the way CX programs are
governed is consistent across much of the sample. Of the 14 companies,
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11 measured customer experience through surveys, and 6 of the 11 used
NPS (Reichheld 2006), though the same managers expressed dissatisfac-
tion with that metric.

I'm very skeptical [...] It's reactive rather than proactive, and you can
measure the history but you won't tell anything about what you're going
todo [...] it’s very hard to come down to a specific number or anything
like that. (Respondent 4)

Managers suggested that boards of directors appreciate the simplicity of
NPS but are not convinced that it is more informative than the customer
satisfaction results used previously. Most employed a battery of measure-
ments and research instruments to guide the program and to act with
what they described as “the voice of the customer.” These instruments
ranged from a mixture of other scores (e.g., customer satisfaction, level
of complaints), general customer and brand surveys, focus groups, and
anecdotal evidence from customers.

We are aware that customer experience goes beyond quality of service,
that is why we try to be up to date with all the tendencies and all the
academic research [ ... and] add all the [relevant] metrics to our research.
(Respondent 2)

Surveys remained a core method of assessing customer experience and
both setting and reinforcing the CX agenda. Most firms modified existing
customer surveys to include what they believed captured experiential ele-
ments of marketing strategy.

We've redesigned (our) questionnaires to focus much more on the experi-
ence rather than the (operational elements). (Respondent 9)

One firm interviews hundreds of consumers each week, globally and on
a non-representative sampling basis. The latter is designed as an early
warning system. Another firm correlated unprofitable projects with poor
customer experience scores on its customer satisfaction survey. This clear
association with performance built support for its CX program internally.
A contrary anecdote came from a bank that found it difficult to articulate
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the value of customer experience, which hindered it when developing its
CX program.

It was difficult to come up with a single platform to put all the informa-
tion, the input, together [into] metrics and then weight them in terms of
importance or relevance for [the] customer [...] So we found ourselves
in a situation with lots of input and information but without any solid
framework or system to put them into a map or to manage properly.
(Respondent 6)

The interviews conveyed an almost emotional or sentimental quality
about the idea that customers are promoting the firm. NPS seemed to
evoke greater top management support than traditional measures of
customer assessment.

I think that [the net] promoter is usually driven by senior management
whereas customer satisfaction usually is driven by marketing. | think where
it’s driven from marketing, it doesn’t [work] and that is [...] the history of
[...]15 years of customer satisfaction programs. (Respondent 7)

Ten managers commented on the commitment of top management to CX,
and, not surprisingly, all felt it was essential.

e policy development

Responsibility for CX management programs varied. In three organiza-
tions, senior managers nominated themselves as program champions. In
four others, the program leader held a middle management position.

The extent to which CX program managers felt their efforts were sup-
ported varied enormously. As one manager stated, the project started
from marketing and research but the team soon realized that CX required
change across the organization. Regrettably, they were unable to marshal
sufficient support from top management. The firm did not establish
performance outcome measurements, and we observed a link between a
well-articulated set of objectives and senior management support of CX.
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Research, customer satisfaction, and marketing communication were
seen as both key catalysts of CX management and a means of providing
the voice of the customer. For a European bank, CX began as a marketing
initiative, arising from a research project on improving customer service
and communication, but it evolved slowly from that core. When experi-
ence management originates out of concern for performance or the
quality of customer relationships, it is able to garner top management
support immediately and diffuses rapidly across the organization. For
some, keeping experience management within the confines of marketing
proves to be problematic. Irrespective of its origins, research retains an
essential role as the voice of the customer and a benchmark of progress.

The whole experience design [team] is the voice of the users [and] we are
in constant battle [with] the business. (Respondent 10)

There is evidence that formal quality improvement programs can act as

a catalyst for CX investment. In a construction firm, a “perfect delivery’
initiative was the starting point for what became an extensive CX program.

X challenges

There is more consensus on the challenges of CX implementation than
there is on its definition, scope or management. Three main challenges
emerged from the data: (1) managing the multi-faceted nature of CX in
an integrated and coherent manner; (2) linking CX to financial outcomes;
and (3) the need to view CX strategy as a long-term commitment.

Managing the multi-faceted nature of CX

Results suggest that organizations struggle to understand what consti-
tutes CX, describing it as a sum of all interactions between the client and
the company. Two organizations held a more sophisticated and complete
view of the stages of the overall customer experience:

I think it is a holistic question as you said before. You can involve all the
actions in the process, not only the airline, but also the airport, security
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measures, the airport access, the access to the downtown. It is a holistic
process. We have to understand the reason of the trip and the way you
can add value in the process. (Respondent 1)

Even managers from organizations committed to CX reported difficulty
with implementing strategies across functions:

Different business functions seldom speak to each other, so you end up
with this functionality [split] between human resources, marketing and
operations, each targeted on the performance of their own individual
results rather than the context of the whole. (Respondent 8)

Others were simply overwhelmed, asserting that they

[...] were not able to analyze or to find a way to weight all these
inputs and suggestions and complaints sometimes and put them into an
operational roadmap of how to tackle, what to tackle first, and how?
(Respondent 7)

Nonetheless, the majority were optimistic that they would overcome such
issues.

[...] someday in the future we're going to have to put all this together
and have a more integrated view of how things should be dealt with
from a customer experience point of view. (Respondent 3)

Measuring the link between CX and financial outcomes

There was no coherent view on the most appropriate measures. Eight firms
were unable to quantify the relationship between their CX programs and
financial outcomes. Respondents often referred to a causal chain between
better customer experiences, improved satisfaction, and then increased
loyalty. Others tried to estimate the direct impact of their investments
in CX on their revenue or profits. No clear evidence for the measurability
of this direct link was provided, which reflects the first challenge of CX
strategy, or as one respondent suggested:

If | can’t clearly define it, how can | know if it’s going to improve (our
performance)? (Respondent 2)
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CX as a long-term investment

Even if organizations overcome this challenge, they face an uphill battle
to create the awareness that investments in CX do not provide immediate
and recognizable financial outcomes. The consensus is that while a reason-
ably long-term view of the strategy is necessary, there are pressures to
demonstrate immediate return:

[...] building it (the CX program) conflicts with short-term goals, aims,
and priorities of shareholders and so on. (Respondent 13)

The corresponding five CX management practices and their descriptions
are summarized in Table 3.1.

After carefully analysing all case studies according to the five dimensions
of CX practice, we developed an even more detailed view of what the 47
“key ingredients” of each of the five dimensions are, and created Table 3.2
to demonstrate our coding approach.

Having established the five main dimensions of CX strategy and manage-
ment practice, we are now able to build a typology of how the companies
managed their CX program and explore the crucial relationship between
these practices and profitability.

TABLE 3.1 Customer experience management dimensions

CX definitions, scope, Organizations’ definitions of CX, its scope, and objectives
and objectives

Governance of CX Comments related to a need for systematic management
of CX under leadership of a responsible manager

Management of CX Reports a model of ideal experiences and a set of business
processes against that ideal (i.e., existence of a CX
business plan/model and business processes)

CX policy development Describes the instigating force behind introduction of a
CX program, and how objectives were formulated

CX challenges Describes key management challenges that
organizations face in CX practice



TABLE 3.2 Customer experience dimensions and attributes

CX definitions, scope, and objectives

O 0 N o 1A W N

KSO - CX as key strategy/objectives

OOS - Origins of CX strategy based on importance of CX for businesses/origins
MCI - CX strategy as tool for multi-channel integration

LCL - Linking CX to customer loyalty

LCS - Linking CX to customer satisfaction

LCR - Linking CX to customer recommendations

ESQ - CX as enhanced service quality

DFO - CX as a differentiator for organizations

IDO - CX as innovation driver for organizations

HEC - Historical evolution of CX throughout the entire organization
BEN - CX as brand reinforcement

ITP - CX strategy as integrator of all touch-points

DOP - CX definition from organizational point-of-view

EPN - Example(s) of positive/negative CX

IOE - Importance of emotions in CX

INV - Invisible CX

EXT - Extraordinary experiences

CPO - CX from customers’ point of view

ITO - Who/what introduced CX to the organization?

PAC - People- and culture-related

Governance of customer experience

PSM - Purposeful, systematic CX management versus outcomes and aims
RMD - Responsible management for definition and control of CX

IOM - Importance of measurements for delivering CX

CXB - Customer experience as brand enhancer

RVP - Reactive versus proactive measurements of CX

SAM - Sophisticated approaches to measure CX

DIF - Diffusion

Management of customer experience

CFP - Connection to customer-facing people’s service delivery
TAI - Training and instruction for customer-facing employees

PRD - CX as people recruitment and development tool - human capital
management

(continued)



TABLE 3.2 Continued

31 ICMR - Individuals’ contributions to CX are measured and rewarded

32 BOI - Back-office integration in CX delivery

33 EOE - Expected outcomes for employees

34 EOO - Expected outcomes for organization and shareholders

35 ICFT - Integration of cross-functional teams for CX delivery and management
36 DMA - CX delivery manual

37 EOC - Expected outcomes for customers

38 BMBP - CX business model/business plan

39 HOF - How were CX objectives formulated?

40 BPRO - CX business processes

41 ICLE - Importance of C-level executive support/sponsoring for the success of

the CX initiative

CX challenges

42 SUCH - CX supply chain

43 LCXFO - Linking CX to financial outcomes
44 HOLN - Holistic nature of CX

45 CSPN - Context-specific nature of CX

46 CXLTC - CX as long-term commitment

47 IETPD - Integration of all touch-points for CX delivery
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" The 3 Types of CX
Management Practice

J Generating the typology

In order to produce a typology of CX practice, we use the CX strategy
and management dimensions we explored and established in the last
chapter. Our primary research team, consisting of some of the leading
marketing researchers, scrutinized each of the 14 CX case studies and
interviews individually, according to the five dimensions of CX practice. In
order to do this, we converted the key ingredients of each dimension in a
corresponding statement (see Table 3.2).

The corresponding statements read as follows:

BEN - We manage our customer experience as a means of reinforcing
our brand’s values.

BMBP - We have a definite business model for customer experience
management that defines the concept, its purpose, expected out-
comes, and the resources it will receive.

BOI - Linking customer-facing employees with back-office or opera-
tional systems is vital to delivering excellent customer experience.

BPRO - Customer experience practices are supported by systematic
analysis that assesses customers’ expectations, the experience delivered

¥
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at all points of customer contact, and the effectiveness of the processes
we deploy to deliver customer experience.

CXB - Customer experience is an essential part of our brand.

CXLTC - We accept that customer experience requires long-term com-
mitment and manage accordingly.

CFP - Customer-facing people are the focal point of our customer expe-
rience program.

CPO - The expectations of our customers are a key building block of our
customer experience strategy and practice.

CSPN - We acknowledge that excellent customer experience will change
by market, location and other contextual factors.

DFO - Customer experience is a significant differentiator for us in the
market.

DIF - Back-office and customer-facing employees are fully aware of
customer experience objectives and the progress towards them that
we are making.

DMA - We document best practice in customer experience for training
and development purposes.

DOP - We have a well-defined process for managing customer experi-
ence and monitoring its impact upon our business performance.

EOC - Our customer experience strateqy is developed in consideration
of outcomes relevant to our customers.

EOE - Our customer experience strategy is developed in consideration
of employees’ outcomes.

EOO - Our customer experience strateqy is developed in consideration
of our overall organizational strategy and shareholder expectations.
EPN — We can identify many incidents where good or bad customer

experience impacted our business.

ESQ - We believe that customer experience is based primarily on the
quality of our service.

EXT - Excellent customer experience involves doing something extra
and unanticipated.

HEC - Customer experience started out as a (pilot) project and has now
a major impact on our strateqy and the way we do business.

HOF - Customer experience strategy and objectives are developed
through formal and transparent strateqy and planning processes.
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HOLN - Accepting that the holistic nature of customer experience
makes it hard to define, we nonetheless work hard to classify
customer experience, set boundaries for it and identify measurable
outcomes.

ICFT - Customer experience management forces us to integrate func-
tions and business units across the organization.

ICLE - The customer experience strateqy and program enjoy strong and
visible support from the most senior managers of the firm.

ICMR - We assess the individual employee’s contribution to customer
experience and link this to his/her rewards.

IDO - We embarked on a customer experience program as a means of
addressing emerging customer demands.

IETPD - We create a consistent customer experience across all customer
touch-points.

INV — We believe that the best service is the service that the customer
does not recognize at all.

IOE - Providing an excellent customer experience creates a strong emo-
tional bond between our customers and us.

IOM - We have a well-defined means of measuring customer experi-
ence and report on its progress reqularly.

ITO - We are well aware of who/or what event started our customer
experience program.

ITP - We are confident that we provide a consistent customer experi-
ence across all points of customer contact.

KSO - Customer experience is a key strategic objective for the entire
organization, and we manage and measure its impact on business
performance.

LCXFO - Accepting that it is difficult to link customer experience man-
agement to specific financial outcomes, we nonetheless strive to do
so and are making good progress.

LCL - We have well-defined measures of how customer experience
impacts customer loyalty.

LCR - We have well-defined measures of how customer experience
impacts customer recommendations (word of mouth).

LCS - We have well-defined measures of how customer experience
impacts customer satisfaction.
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MCI - Managing customer experience has made us integrate our vari-
ous channels to market better.

OOS - Improving customer experience has enhanced our
competitiveness.

PAC - Central to our customer experience program is to ensure that
all our people act commensurate with our brand and values when
dealing with customers.

PRD - Employee’s contribution to customer experience forms an impor-
tant part of our HR management: training, recruitment, and rewards.

PSM - Customer experience is a recognized management activity linked
to measurable outcomes.

RMD - Everyone in the organization knows who (or which group)
is responsible for managing customer experience, reporting on its
outcomes, and developing its practices.

RVP - Existing measurements of our customer experience delivery are
discussed, their limitations are acknowledged, and we are working to
improve our measurement of customer experience.

SAM - We measure customer experience on a broader basis than net
promoter score alone.

SUCH - Supply chain management is an integral component of our
customer experience strateqy and management because it is critical
to delivery of excellent customer experience.

TAl - We train and develop our customer-facing employees how to
deliver excellent customer experience.

The three primary and two additional researchers familiar with the
research domain and objectives assessed each statement on a scale of
0-10, anchored at one end by “there is no evidence to support the state-
ment,” and at the other by “there is explicit evidence to support the
statement.” This numerical assessment serves as support and evidence of
each statement for each individual case. Next, the primary researchers
agreed upon a final value for each statement in order to assess each
respondent’s description and facilitate a more unconcealed and trans-
parent form of cross-case analysis. The proportion of agreement among
the primary researchers on their scoring of each statement was high,
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demonstrating the high reliability and agreement of their individual
findings. We measured the level of agreement using the Spearman
correlation coefficient between researchers, which was very strong with
r=0.88, p < 0.05. We summed up the values for each dimension of each
company (case) so that we could assign a value for every single one of
the practices the firms displayed. This was helpful as the subsequent
generation of the three types of practice demonstrated differences
across each dimension.

Each case study was again scrutinized across the practices displayed
within each of the five dimensions, as well as on an overall basis. On
the basis of judgment, discussion, and prior research recommendations,
the primary research team generated three groupings, which were sub-

"o

sequently labeled “Preservers,” “Transformers,” and “Vanguards.” Table
4.1 illustrates the summary of our findings and cluster allocation. We
combined this information with what we feel are some representative

attributes and their aggregates (see Table 4.2).

TABLE 4.1 Customer experience practice typology

Typology
 [Preservers [ Transformers | Vanguards |

Definition, Scope  Extension of service. Acknowledge the Broad and
and Objectives broad nature of CE strategic. No other
and its strategic priority "tops" it.
importance.
Governance Functional level Link CE to Policy and
and initiatives. organizational goals operational levels
Focus within the and strategy. aligned. Continual
firm. assessment and
improvement.
Management Service quality, Focus on channel Integration of
(Operational) channel integration, customer  business processes

integration.

loyalty, brand
perception, and
recommendations.

through the
supply chain and
across channels.
Commensurate HR
and Organizational
Development
policies.

(continued)
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TABLE 4.1 Continued

Policy
Development

Challenges

Typology
 [preservers [ Transformers | Vanguards

Lack of overarching  Strategic intent,

vision.

Not a strategic
initiative, cannot
make the business
case for change.

which varies as to
sponsorship.

Looking for senior
sponsorship, more
appropriate metrics,
business, and process

models.

TABLE 4.2 CX dimensions differences between CX practices

CX dimensions
(plus cluster score
on a scale from
O=little evidence
to 10=strong
evidence)

CX definition, scope,
and objectives

CX governance

Description

Organizations’
definitions of CX,
its scope, and
objectives.

Comments
related to a need
for systematic
management

of CX under
leadership of

a responsible
manager.

Preservers

Examples:

ITP — CX strategy
as integrator

of all touch-
points

EPN -
Example(s) of
positive/negative
(@4

3.75

Examples:
SAM -
Sophisticated
approaches to
measure CX
PSM -
Purposeful
systematic CX
management
versus
outcomes
and aims

4.75

5.75

Transformers

Committed
top-level
sponsorship,
cross-functional
ownership.

Reinvention,
and maintaining
competitive
edge. Business
partners
sometimes a
limiting factor.

Vanguards

5.33 8.75
5.50 7.75
5.00 8.25
5.67 8.50

(continued)



The 3 Types of CX Management Practice C)'\/

TABLE 4.2 Continued

CX dimensions Description Preservers Transformers | Vanguards
(plus cluster score
on a scale from

o=little evidence

to 10=strong
evidence)
CX management Examples:
(operational) Reports a PRD - CX 3.25 533 7.75
model of ideal as people
experiences recruitment and
and a set of development
business tool — human
processes against  capital
that ideal (i.e. management
existence of BOI - Back-office  4.50 7.00 8.25
a CX business integration
plan/model in CX delivery
and business
processes).
CX policy Examples:
development Describes BMBP - CX 2.75 417 8.75
the instigating business model/
force behind business plan
introduction HOF - How were  2.50 4.27 8.25
of a (X CX objectives
program, formulated?
and how
objectives
were
formulated.
CX Challenges Examples:
Describes key HOLN - Holistic ~ 6.50 6.50 9.00
management nature of CX
challenges IETPD - 3.50 5.17 7.75
organizations Integration
face in CX of all touch-
practice. points for CX
delivery

" Typology

We followed Hambrick’s (1984) approach to move from dimensions to
a typology as described in the earlier chapters. The inductively derived
solution comprises the three CX practices: Preservers, Transformers, and
Vanguards. Each is described in more detail below. It is most important to
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note that these types display differences across all five dimensions of CX
practice (see Table 4.1).

Despite discussing CX as a major strategic initiative, our findings suggest
that for Preservers its practice is little more than an extension of existing
channel or quality processes. Vanguards believe CX practice generates sus-
tained competition, whereas Transformers elevate CX to a strategic level,
but have yet to implement it effectively. Our data do not let us determine
whether Transformers will ultimately become Vanguards, but Measuring
Customer Experience will deliver more insight into if and how this can be
achieved. Now, let’s take a look at these practices, one by one.

Preservers

Preservers define CX management as an extension or development of exist-
ing service delivery practices. They assess its effectiveness using traditional
measures of service quality or customer satisfaction. While acknowledging
its importance, Preservers are incapable of making a strong business case
for CX to their top management. Preservers are characterized by a series of
limited initiatives rather than the construction of a comprehensive program
based on a well-articulated, long-term vision. Their programs lack central
control, the development of complementary business processes, and an
overarching vision. The inability to connect CX management practice to
identifiable goals and outcomes inhibits the development of a compelling
business case and the elevation of CX to a strategic level. Interviewees
whose firms were Preservers narrated a few examples of positive and
negative CX, and had little knowledge of their programs’ origins. While
acknowledging the importance of accountability, they struggle to develop
appropriate measures of CX effectiveness. Their focus is on organizational
results, whereas outcomes for employees, customers, and corresponding
core business processes are not developed fully. The latter include the
integration of customer touch-points and back-office functions. Moreover,
Preservers do not provide adequate training for their customer-facing
employees responsible for delivering customer experiences; nor do they
discuss the role of their business partners in delivering these experiences.
Although they acknowledge the importance of CX management, they do
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not develop the appropriate practices. During the times | had an oppor-
tunity to present our typology, the attending audience, when asked to
describe these practices in their own terms, offered the following narra-
tives: rebranding exercise; putting lipstick on a pig; window-dressing.

Transformers

Transformers believe that CX is linked positively to financial performance,
and acknowledge its holistic nature and the resulting challenges in scoping
and defining its management. The results strongly suggest the presence of
internal discourse concerning CX strategy and its management practice.
Unlike Preservers, Transformers see the contribution of customer-facing
personnel as vital. Transformers are convinced that CX influences customer
satisfaction, loyalty, recommendations, and brand perception. In contrast
to Preservers, who manage CX as an extension of existing practices,
Transformers believe CX is strategically important and highlight the neces-
sity of designing and executing a corresponding strategy based on the
organization’s definition of CX.

Transformers connect CX practice to organizational goals, and link practice to
existing measures of customer outcomes. However, Transformers acknowl-
edge the shortcomings of existing measures and search for more sophis-
ticated approaches to assess CX and its performance impact. Transformers
articulate a detailed history of their programs, which are often initiated
by a top executive. All Transformer organizations have clearly designated
particular individuals as being responsible for CX. These individuals do not
necessarily constitute a central and cross-departmental team. Transformers
acknowledge the impact of customer-facing personnel on delivering CX and
influencing customer behavior, and develop appropriate training programs.

In comparison to a Preserver's focus on incremental improvements,
Transformers strive to become a CX-focused organization, acknowledg-
ing both the broad nature of CX and the implications for managing CX
throughout the organization. These organizations accept a long-term
commitment to transformation. Nonetheless, they struggle to develop
a CX business model and the corresponding business processes, resulting
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in an emphasis on existing processes. Transformers struggle to link CX
to financial outcomes, but are convinced of the positive influence of CX
on customer behavior and organizational goals. But if, as Michael Porter
argues, to be successful over the long-term a firm must select one single
generic strategy, are Preservers in danger of being “stuck in the middle”
and therefore unable to achieve a competitive advantage?

Vanguards

Vanguards have a clear strategic model of CX manage-

ment that affects their entire organization, and they

develop matching business processes and prac-

tices to ensure its effective implementation.

While Transformers merely acknowledge

the broad-based challenges of CX

management, Vanguards integrate

functions and customer touch-

points to ensure that the customer

experiences across their own business

and those of their partners are consistent.

Vanguards use existing measurements to track

the impact of their programs based on customer-

centric outcomes and evaluations, while constantly developing new tools
and practices to support the overall strategy. For example, Vanguards
recognize the crucial role of accountability and are constantly improv-
ing their measures of the effectiveness and efficiency of CX practice.
Vanguards manage the design and measurement of experiences through
a central group that integrates multiple organizational functions. CX
practice is founded on the conviction that satisfying expected outcomes
for customers is the driver of organizational performance. Training,
recruitment, and human resources development are guided by the CX
strategy. Thus, employees are rewarded for delivering experiences that
customers value. In Vanguard organizations, management receives clear
and visible support from top executives. Practice continually develops
the CX business model based upon research and is implemented across
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all business functions. Vanguard organizations measure customer satis-
faction and loyalty to use as evidence for monitoring and assessing the
effectiveness of the CX strategy.

In summary, unsurprisingly, we find a variety of CX management prac-
tices. While scholars have been developing conceptual models for CX, and
identifying its antecedents and consequences for some time, the concept
itself has only recently been popularized and adopted in companies as a
management strategy. Researchers, managers, and consultants have yet to
agree on a definition of CX, and based upon the evidence it is fair to assess
CX practice as emergent rather than established.

Though sometimes inconsistent, managerial definitions and the scope of CX
reflect what we find in academic literature. The dominant themes emerging
from our interviews are that CX management enacts the firm’s brand values
and provides emotional and functional benefits to customers through moti-
vated employees and consistently across various customer touch-points and
channels. The notion of a sequence of encounters with customers designed
by the firm and leading to an emotional attachment to the brand is also a
central theme in research (Hume et al. 2006); the centrality of people in CX
is equally well documented (e.g., Heskett et al. 1997).

Analyzing what managers do in practice, the typology suggests CX
management is a development of both quality and relationship market-
ing practices. Managers articulate clearly the origins of their CX programs
from existent activities in one or both areas. Typically, a firm identifies poor
quality and/or inconsistent service delivery as an inhibitor to attracting
and retaining their most profitable customers, and envisions a CX program
to address the issues. Managers, without exception, take a pragmatic
perspective, and position CX as an extension of well-understood, existing
activities.

While the “what” of CX management is aligned broadly with scientific
research findings, the “how” diverges. Researchers’ advice for implement-
ing CX involves deploying process management tools around a sequence
of customer encounters and extending those tools to design elements
that provoke emotional responses. Accepting that traditional quality
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management focuses too narrowly on the repeatability of service actions
within a tight variance of output, CX scholars create tools that focus on
functional and emotional outcomes including the Servicescape (Bitner
1992), multi-level service design (Patricio et al. 2011), and learning from
drama (Goodwin et al. 1996). We found evidence for the use of process-
based tools in only one interview. The dominant management activities
associated with CX were channel (touch-point) integration and back-front
office integration. An implicit assumption held by the managers was that
delivering their brand values consistently will improve CX. This approach
confuses consistency with effectiveness. The relationship between the
consistent delivery of brand values and the creation of customer value,
and/or business outcomes, is, if existent, only indirect.

Eschewing calls in the literature for measuring the CX construct (Verhoef
et al. 2009; Klaus & Maklan 2012), managers use customer satisfaction and
NPS to monitor customers’ overall assessments of encounters with the
firm. While consistent with the broader definition of CX, neither NPS nor
satisfaction generates the forensic data to identify those areas of experi-
ence that influence experience the most. Equally, such measures limit the
universe to existing customers and fail to identify the experiences of lapsed
and competitive users, who are normally the majority of the market.
Managers often recognize the limitations of their CX measurement policies
but either do not know of a better measure or feel that the simplicity of
a single number (satisfaction or NPS) outweighs the benefits of accuracy.

Our findings also challenge a widely held view in the literature that CX
practices are context specific. We find common practices, and moreover,
common challenges, across all contexts. This seems to hold across B2B
and B2C. Similar to Lemke et al. (2011), we found only limited differ-
ences between the practices of B2B and B2C organizations. Whilst the
business customer is often described as a multi-agent decision-making
unit (Webster Jr. & Wind 1972; Johnston & Bonoma 1981; McDonald
et al. 1997), respondents talked about them in the singular. They perceive
a client experience as the sum of all experiences across all agents of that
decision unit. Hence, managerial practices correspond with those found in
B2C companies across all three types.
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The primary hurdles firms must overcome to develop a
coherent CX management strategy are: (1) defining
what is or what constitutes CX; (2) demonstrating its
link to performance; (3) establishing a clear gov-
ernance structure for CX policy and continual
improvement; (4) creating a CX program;

(5) training the staff involved in it. We

find substantial evidence that the primary

challenges to developing and implementing a

CX strategy are based on the lack of a clear defi-

nition of what constitutes CX and how to measure

it. Despite the lack of definition and being driven by belief rather than

evidence, CX is a, if not the, strategic objective for organizations.

Let’s reflect for a moment ... We now know lots about the history of CX,
its origins, and how to avoid possible traps. Based upon this we explored

how CX is managed in the real world, and discovered that there are three

distinctive practices, those of Preservers, Transformers, and Vanguards,

which are common across industries, segments, location, and company

size. So, how can we use this knowledge to our benefit? Well, first, we

have to establish whether one of the three practices is more profitable,

and the next chapter is dedicated to answering this question.



Linking CX Practices to
Profitability

Researchers, managers, and consultants alike champion the notion that
optimizing the customer experience is the key strategy for generating
enhanced sales revenues, market share, and profitability. However, until
now, there was no typology to assist us in the task of putting this notion
to the test and establishing which strategies are the most profitable ones.

In order to achieve this, we conducted a global study, conducting interviews
with 311 CX managers around the globe. The interviewers asked managers
to rank their agreement on a 7-point scale for all 48 CX management prac-
tice items in order to determine which cluster (Preservers, Transformers,
Vanguards) their practices belonged to. In addition, managers answered
various business, personal, demographic, firm performance, and behavioral
questions. We analyzed the data using the SPSS and Latent Gold software
packages to ensure the validity and reliability of our findings.

" Who shared their insights - information about
our experts

The majority of respondents were experienced managers. Respondents’
ages were mainly above 29 (46%) and 46 years (43.4%), and their work
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history with their firm spanned at least 3-5 years (58.2%) or more
(41.8%). Almost two-thirds of respondents held more senior positions.
To be more precise, 35.4 percent held CEO or Director/Executive posi-
tions and another 36.7 percent were in managerial positions. Less than a
third (27.9%) held “other” positions. The firms" headquarters were in the
United States (32.2%), the United Kingdom (19. 9%), Australia (18%),
and Canada (17.7%). Only 12.2 percent of firms had headquarters in
other countries (e.g., Finland, Sweden, and Norway). Firms were mainly
significant in size, with the number of employees ranging between 21
and 500 (34.4%) or over 500 (44.1%). We achieved an excellent split
between new firms being operational for up to five years (49.8%) and the
remaining firms being well established.

The sample was evenly split between firms’ offerings and the markets they
served. Approximately half (49.5%) of all respondents’ firms were service
providers; the other half classified themselves as product/manufacturing
firms. Of the service firms, 44 percent of all those surveyed provided
services to businesses (B2B), while 56 percent offered services to consum-
ers’ markets (B2C). The ratio was similar in the product/manufacturing
category, where half provided goods to businesses (54%) and the remain-
ing 46 percent provide goods to consumer markets (see Table 5.1).

/ Firms’ activities

Customer experience was relevant to all the firms we surveyed (see Table
5.2). All 311 businesses said that their business had developed an explicit
CX strategy/management/division plan. More than a third of the firms
(37.3%) introduced the program two years ago, another third (33.8%)
three to five years ago and the remainder (28.9%) over five years ago.
All respondents were involved, either fully (33.4%) or partially (66.6%),
in the development, implementation, and execution of these plans. The
(X strategies and programs were developed mainly in the United States
(30.5%), Canada (19.3%), Australia (19.3%), and the United Kingdom
(19.9%).



TABLE 5.1 Respondents’ and firms’ demographics

Demographics

Respondents’
age

18-29 years
29-45 years

46 years or
older

Respondents
length of
employment
with firm

3-5 years

More than 5
years

Total

Respondents’
length of
time in their
current
position

Less than 5
years

6-10 years
11-30 years

More than 30
years

Total

Respondents’
positions in
their firm

CEO

No of

Respondents

33
143
135

311

104
207

311

49
123
131

311

33

Percentage
of
respondents

10.6
46.0
43.4

100.00

58.2
41.8

100.00

2.6

15.8
39.5
421

100.0

10.6

Demographics

Firm’s
headquarters
USA

UK

Australia

Canada

Other (Finland,
Sweden,
Norway

Total

Respondents’
firm's age

3-5 years
1-2 years
More than 5

years

Total

Firm’s
offerings

Services

Goods
Total

Business type

Business services

No of

Respondents

100
62
56

55

38

311

121
34

156

311

154

157
311

71

Percentage
of
respondents

322
19.9
18.0

17.7
12.2

100.00

389
10.9

100.0

50.5
100.00

22.8

(continued)
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TABLE 5.1 Continued

Demographics | No of Percentage | Demographics | No of Percentage
Respondents | of Respondents | of
respondents respondents
Executives/ Consumer goods 73 235
directors
(marketing/

sales/customer
experience)

Managers 114 36.7 Business goods 84 27.0

(business,

account,

customer

experience,

marketing,

brand)

Others 87 27.9 Consumer 83 26.7
services

Total Total 311 100
Number of
employees in
respondents’
firm
Less than 20 67 215
21-100 47 15.1
101-500 60 193
employees
501-1000 36 11.6
employees
More than 1000 101 3255
Total 311 100.0

The aim of our analysis was to identify and profile
groups of firms with distinctly different attitudes and
behaviors about CX management. The analysis, in

its essence, confirmed our three CX manage-

ment practices — those of Preservers,
Transformers, and Vanguards. The

cluster size, however, differed signifi-

cantly. Vanguards represented 19 percent

of all firms and Transformers approximately

45 percent, while the remaining 36 percent can be
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TABLE 5.2 Firms’ activities

Number of | Percentage Number of | Percentage
respondents | of respondents | of
respondents respondents
Isa Country
customer customer
experience experience
plan/ plan
strategy developed
developed
Yes 311 100.0 USA 95 30.5
No 0 0 Canada 60 19.3
Total 311 100.00 UK 62 20.0
Australia 60 19.3
Other 33 10.9
(Finland
and
Sweden)
Total 311 100.00
The CE Mean
program/ sales
strategy growth
was figure
introduced for past 3
years
Less than 1 24 7.7 Did not 58 18.6
year ago change/
decreased
1-2 years ago 92 29.6 Increased 141 45.4
by 1%
3-5 years ago 105 33.8 Increased 80 25.7
by 11%
More than 5 90 289 Increased 32 10.3
years ago by more
than 21%
311 100.0 Total 311 100.0
Involvement
in CX Plan
development
Fully involved 181 334
Partially 130 66.6
involved

Total 311 100.00
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considered Preservers. Next, we used the cluster analysis data to establish
the crucial link between the different practices and the firms’ performance.
Guided by other well-cited and established key research (e.g., Coviello et
al. 2002), we chose sales growth as the most valid measurement of firms’
performance. As finance scholars advised us, sales growth is often a bet-
ter indicator for profitability than declared profitability itself. The latter is
often artificially reduced in order to keep resulting tax payments as low as
possible. Next, we analyzed the performance of all 311 firms. The results
were encouraging. Apparently, CX is good business — 63.0 percent of the
firms we investigated in our global study achieved sales growth for the last
three-year period. Moreover, 16 percent of the firms with an explicit CX
management program reported growth levels of 11 percent or more.

Before we analyzed the performance by cluster, we investigated whether
the firms of each cluster could have something in common, and if so,
what. We used various demographic variables as covariates (to determine
whether they had a significant influence), and they were included one at
a time and then all together. Covariates included the age of the respond-
ent, length of employment with the firm, position in the firm, length of
time in their current position; also the age of the respondent’s firm, its
headquarters, offerings, business type, number of employees, whether
they exported and sales growth. Unfortunately, no definite conclusions
could be reached. Some of these factors were significant on their own,
but when combined with others, they lost their significance. For example,
the Vanguard cluster included firms' headquarters in all the countries of
our sample; it was split between B2B and B2C orientation; it was
spread from services to poor manufacturing, from young to
established firms, from health care to the automotive indus-

try; it had ranges of less than 100 to more than 10,000

employees. While this might be unfortunate from a

statistical viewpoint, it provides us with a great

insight. It is a message of hope and evidence:

CX management practice is NEITHER

context-specificc, NOR dependent upon

company size, industry sector, or location.

The same rules apply for everyone.
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Now, the important question: Which CX strategy outperforms the oth-
ers? And, by how much does it outperform the others?

Before we reveal our findings, let’s play a little game, and see if you can
guess the correct answer.

Reflecting on everything that we know so far about CX management
practice, fill in your personal ranking of the three clusters, Preservers,
Transformers, and Vanguards below - Number 1 being the best, Number
3 the worst-performing cluster, (by comparison, that is, because we have
already established that there is a strong business case for a CX strategy).
Think about the most compelling reason for why you believe Preservers,
Transformers, or Vanguards perform best and add it next to your choice.
The last column is simply for some “added fun.” Try to guess how much
better your Number 1 and Number 2 perform. Use Number 3 as your
benchmark. For example, if you believe Preservers are your Number 1,
Transformers are Number 2, and Vanguards are Number 3, give the worst
performer a score of 100. Use this score to determine the value of Number
2. For example, if you believe Transformers outperform Vanguards by 20
percent, your Transformers score is 120, etc.

Ranking Cluster Most compelling reason Performance
1.

2.

3. 100

In the next chapter, we will reveal the numbers, so you can check how you
did. Good luck!
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** Your CX Management
Balance Sheet: Where
Are You and Where Do
You Want to Be? How
to Get from A (Current
State) to B — A Step-by-

Step Approach

/ And the winner is ...?

Ranking Cluster Most compelling reason  Performance

1. Vanguards Holistic strategy execution 600

2. Transformers Being caught in the middle 250

3. Preservers Measurement isn't 100
important

In terms of annual average sales growth during the last three years, this
converts into Vanguards 12 percent, Transformers 5 percent, Preservers
2 percent. In terms of performance, the lowest variance, as in performance
values deviating from the average, is found in the Vanguard cluster, while
the widest spread is, almost by definition, present in the Transformer
cluster. Of course, there are slight differences inside the clusters, too. For
example, not all Vanguards perform equally, but the overall message in
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terms of who is outperforming whom across all sectors, industries, and
other possible factors, is clear — Vanguards.

Let's reflect on these findings and see how your estimates compare
with the empirical data. Did you rank the groups in the correct order?
If yes, what was the most compelling reason for your decision? How
does your perception differ from reality, if at all? Did you correctly guess
the scores, and, in particular, the significant differences in performance?
Perhaps you thought that Preservers would be the best performers.
Your argument could have been that their efforts are process driven,
relying on what they know, not investing in something managers can't
comprehend, and therefore following the cost-driven-value strategy.
You might have thought that, by investing heavily in an almost change-
management-like CX strategy effort, Vanguards can only outperform
their competitors somewhere in the distant future. Or maybe you
hypothesized that Transformers have the best of both worlds and will
therefore outperform the others. These are all plausible arguments, but
this book is not about discussing plausibility — instead, it offers evidence
that can be translated into actionable results. So, let’s start by talking
about benchmarking. In order to benchmark, we first have to establish a
“status quo.”

" First things first - what cluster do you belong to?

In order to determine how to design, implement, manage, and/or improve
a firm's CX strategy, we have to establish their current practices. In the
following, we focus on the typology’s anchor points, the Vanguards and
Preservers, and discuss their practices in detail. If your firm, or a firm you
know, and/or one you investigate falls into neither of these categories, it
is a Transformer.

Let's remind ourselves really quickly of the main differences between
Preservers, Transformers, and Vanguards over all five CX management
practice dimensions (see Table 4.1).
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TABLE4.1 Customer experience practice typology

Definition, Scope
and Objectives

Governance

Management
(Operational)

Policy
Development

Challenges

Typology

[ [Preserves | Transformers [ Vanguards

Extension of service.

Functional level
and initiatives.
Focus within the
firm.

Service quality,
channel
integration.

Lack of overarching
vision.

Not a strategic
initiative, cannot
make the business
case for change.

Acknowledge the
broad nature of CE
and its strategic
importance.

Link CE to
organizational goals
and strategy.

Focus on channel
integration, customer
loyalty, brand
perception, and
recommendations.

Strategic intent,
which varies as to
sponsorship.

Looking for senior
sponsorship, more
appropriate metrics,
business, and process
models.

/ Vanguards - The cream of the crop ...

Broad and
strategic. No other
priority "tops" it.

Policy and
operational levels
aligned. Continual
assessment and
improvement.

Integration of
business processes
through the
supply chain and
across channels.
Commensurate HR
and Organizational
Development
policies.

Committed top-
level sponsorship,
cross-functional
ownership.

Reinvention,

and maintaining
competitive edge.
Business partners
sometimes a
limiting factor.

Now we will take a more in-depth look at Vanguards’ CX practices. All

Vanguards agree that the CX, its measurement, and subsequent established

link to their firm's performance are important. These firms embark on a

CX program as a means of addressing what they define as “emerging” cus-

tomer demands. Vanguards perceive CX as an essential part of their brand.

They believe that CX is the most common denominator for brand value

reinforcement. Vanguards specify CX as a key strategic objective for the
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entire firm, and its impact on business performance

is consistently managed and measured across all

functions and departments. Vanguards employ

CX (and equivalent) measures to evaluate

the impact of CX on performance. In

order to do this, they aim to quan-

tify CX's impact on customer satis-

faction, customer recommendations,

and business performance. Vanguards’

use of these measures is based upon their

confidence that their customers’ expectations

are the key building block of their CX strategy and

practice. Therefore, customer touch-points, such as customer-facing people,
are viewed as the focal point of their CX program. Moreover, through the
certainty that CX is primarily associated with the quality of their service,
Vanguards emphasize that providing excellent customer experience creates
a strong emotional bond between the firm and their customers. Such firms
are able to identify many incidents where good or bad customer experience
impacted their business. Vanguards constantly work on improving existing
measurements of their CX delivery through a comprehensive discussion
and acknowledgment of the measurements’ limitations. Not only are CX
measurements and outcomes important to Vanguards, but so too is CX
planning and management. The path to a successful strategy, however,
is often not as straightforward as initially thought. In some instances, CX
started as a pilot project and gradually gained momentum, often referred
to as an “evolutionary” change approach. In other instances, the CX strategy
was more “revolutionary,” changing the way business is done, often literally
overnight. In both cases, CX has a major impact on strategy and the way
business is done. Vanguards display clear CX business models that define
(as precisely as possible) the CX concept, its purpose, expected outcomes,
and the resources it will receive. As part of their planning, Vanguards not
only develop CX strategies based upon all stakeholders’ CX perceptions, but
use CX perceptions often as new paradigms of their firm’s overall strategy,
and, subsequently, employee management. The CX strategy and resulting
objectives are developed through formal and transparent strategy and
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planning processes. The planning efforts involve CX classification develop-
ment, CX boundary settings, CX measurements, CX aims, and relating CX
management efforts to specific financial outcomes.

It doesn’t end here, though, and in the holistic, overarching CX philosophy,
various other actions are taken to ensure the CX strategy’s success. These
actions include, but aren’t limited to, the following: integrating functions
and business units across the organization in the CX management process;
integrating supply chain management as a vital CX strategy and manage-
ment factor; assessing individual employees’ contributions and amend-
ing their remuneration, rewards, and promotion structure upon their
individual impact on the customer experience; frequent CX progress and
best practice reporting (the latter is often used for CX training purposes).
Vanguards, with respect to CX values, while not necessarily agreeing upon
what they consider to be best service (definitions range from a service
that the customer does not even recognize to doing something extra and
unanticipated), put the customers viewpoint clearly in the center of all
judgments about its effectiveness. Vanguards’ CX strategy and program
enjoy the strong and visible support of the most senior managers of the
firm. Almost everyone in the organization knows who or what event
started their CX program, and who or which group is responsible for
managing CX, reporting on its outcomes and developing its practices.
Vanguards also believe that delivering excellent customer experience
might change by market, location, and other contextual factors.

Yet another differentiating set of Vanguards’ CX practice characteristics
revolves around their firms’ CX values, as reflected in their employee
management. Vanguards emphasize the central role their employees play
in providing consistent CX across all touch-points. Predictably, Vanguards
state that linking customer-facing employees with back office/operational
systems is vital to delivering excellent customer experiences. Employees’
contributions to CX form an important part of Vanguards’ HR manage-
ment training, recruitment, and rewards policies. In particular, customer-
facing employees are trained in delivering excellent CX. This training often
starts with awareness exercises about the firm’'s motivations and objec-
tives for achieving superior customer experiences. Employees — sometimes
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referred to as “CX ambassadors” - are expected to act in accordance with
the firm's brand and CX values during all dealings with customers and
suppliers alike. Now we have gained a comprehensive understanding of
Vanguards’ CX strategies and management practices, we shift our atten-
tion to the second anchor point of the CX strategy and management
policy typology - the Preservers.

" The other side of the story - the Preservers

At the other extreme of the typology are the Preservers, which in most
cases display the opposite of the Vanguards’ CX management practices.
For example, Preservers strongly disagree with the fact that CX meas-
urement and its link to outcomes is important. For them, not only are
CX-specific measures non-existent, but the business case for CX (e.g.,
relating it to other existing measures of service quality and customer sat-
isfaction) is absent and, according to respondents’ own statements, often
“not desired.” This is slightly startling, given the fact that all Preserver
firms have developed what they describe as an explicit CX strategy and
corresponding management structure. CX, while portrayed as strategy,
displays no connection to brand, brand attachment, and brand values in
Preservers’ firms. Preservers’” CX practice origins are often vaguely defined
or unknown, and firms are unable to provide examples of either good
or bad customer experience. One common driver appears to be the fact
that CX addresses competitor pressure, rather than a change in consumer
demands. There is little evidence that Preservers consider top-management
support crucial for their program’s success. This is not the only instance
in which Preservers display a unidirectional view; a “we-know-what-is-
best-for-our-customers” approach is omnipresent. Preservers’ CX manage-
ment programs are located in only one department - in most instances
marketing — and they do not display the urge to expand their program
in the firm's other functions and departments. There is no evidence that
Preservers connect front- and back-office integration as a crucial part of
CX management. Preservers do not deem that all channels are important
in forming the customer experience perception. They posit that it is
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only critical incidents, often associated with service recovery, that will
ultimately drive consumer/customer behaviour. Preservers, following this
logic, do not, in the vast majority of instances, invest in their customer-
facing personnel. There are no explicit training programs emerging from,
or influenced by, their CX management program. Personnel are generally
seen as a cost position, rather than an asset in delivering desirable cus-
tomer experiences. Given the fact that Preservers’ focus is on customer
interactions based upon service recovery, the CX management program
often emphasizes call-center management to handle most instances of
customers contacting the firm with a problem they are encountering
with the firm's offering. This displays a reactive, rather than proactive
understanding of CX dynamics and their management. In this instance,
Preservers believe that CX does not mean that they should attempt to
manage these interactions so that the customer receives something extra
and unexpected. It is interesting to note that while Preservers often use
suppliers to manage what they consider crucial parts of the customer
experience, they disagree with the view that suppliers and business
partners are an integral part of their CX management program. It appears
that CX in Preservers’ companies is often seen as a “tick in the box” rather
than a strategic initiative, and is often driven by cost-cutting opportuni-
ties, such as outsourcing customer service and call-centers, rather than
(willingness to gain) an understanding of what the most profitable firms
and researchers alike define as CX's true nature.

In-between these two polar opposite groups are Transformers, with
varying degrees of emphasis of the different CX dimensions (see Chapter
4). Transformers consider the positive link between CX and financial
performance, and acknowledge CX'’s holistic nature and the consequential
tasks in scoping and outlining its management. They display an ongo-
ing CX strategy and management practice discussion. Unlike Preservers,
Transformers deem customer-facing personnel as vital in CX management.
Transformers credit CX as a key influencer of their customers’ satisfaction,
loyalty, recommendations, and brand perception. Transformers judge CX
as strategically important and underscore the inevitability of designing
and achieving a matching strategy based upon their CX definition.
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Transformers link CX practice to executive goals and current measures
of customer outcomes. However, Transformers recognize the inad-
equacies of current measures and pursue more refined methodologies
to evaluate CX and its impact on their firm's performance. Transformers
express a comprehensive history of their programs. Transformers have
visibly selected individuals as CX champions. These individuals do not
necessarily establish a central and cross-departmental team. Transformers
acknowledge the impact of customer-facing employees in providing
CX, thereby inducing the desired customer behavior, and develop suit-
able instruction and coaching programs. Transformers try to become a
(X-focused organization, admitting both the all-encompassing nature
of CX and the consequences of managing CX throughout the firm. Their
firms acknowledge long-term commitment as necessary for a successful
conversion. Nonetheless, they struggle to develop a CX business model
and the corresponding business processes, with the result that they end
up focusing attention on managing existing systems rather than develop-
ing and embracing new ones. Transformers struggle to link CX to financial
outcomes, but are convinced of the positive influence of CX on customer
behavior and organizational goals.

During our comprehensive study we could detect that, as mentioned
earlier, there were variances inside each cluster. For example, we saw that
some of the Transformers’ overall practices are not much more advanced
than those of the Preservers, while others have almost reached Vanguard
status. Moreover, practices inside the firm can often display different char-
acteristics, depending on the individual strategic emphasis of different
dimensions of the CX management program. By way of illustration, some
of the Vanguards clearly emphasized the role of operational management,
as in, for example, the importance of customer-facing personnel, making
this a top priority; others, however, ranked governance efforts more highly,
as indicated by their emphasis on measuring CX and linking it to the firm’s
profitability and other key performance indicators. In summary, the data
clearly indicates that there is what could be considered a continuum of
practices, ranging from Preservers to Vanguards.
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/ Moving from status quo to desired state

You should now be able to allocate your firm, or the firm in question,
to one of the three clusters of CX strategy and management practice:
Preservers, Transformers, and Vanguards.

Next, we need to discuss whether it is both desirable and feasible for the
firm in question to metamorphose from one CX strategy and management
practice to another? While in some exceptional circumstances it might
be feasible to move from what our research identified as more profitable
practice, such as that of the Vanguards, towards a lower performance clus-
ter, such as Transformers or Preservers, we will focus on what we believe
to be the most logical step, that is, “moving up the ladder” to (ultimately)
become a Vanguard.

In order to develop and execute more profitable CX strategies, a firm has
to demonstrate the ability to develop dynamic capabilities. A dynamic
capability refers to an asset beyond an accountant’s balance-sheet-
determined viewpoint, accentuating the hidden “soft” management
assets to stimulate, and the successful arrangement of resources from both
inside and outside the firm. Remember, for example, how Vanguards use
both internal and external CX ambassadors to orchestrate the perfect CX
delivery.

Think of dynamic capabilities as three constellations of activities:
sensing, seizing, and transforming. To sense is to identify and assess
an opportunity, such as the importance of CX as the next competitive
battleground. To seize is to acquire and deploy all necessary resources to
identify and capture value - for example, by purchasing this book. To
transform is to continuously work and renew these opportunities - recall
the Vanguards’ practice of constantly searching for new ways to measure
and manage the impact of their CX management practice. This indicates
that Vanguards are aware that even despite (or because of) their current
status, the constant search for improvement is a fundamental part of a
successful CX DNA.



4 Measuring Customer Experience

These three activities, sensing, seizing, and transforming, are,
according to our findings, prerequisites if the firm is to
build a sustainable, competitive CX strategy. Vanguards
appear to have developed stronger dynamic CX
capabilities than their competitors across all five
dimensions of CX strategy and management

practices. Our typology therefore allows

firms a framework based upon our

empirical research and the proven

ability and impact of dynamic capa-

bilities to develop the most successful CX

strategies and management practices.

By reading these lines, you have already demonstrated your sensing capa-
bilities. Seizing capabilities include designing a CX strategy and business
models to deliver the experiences your customers desire and to capture
value for the firm at the same time, just as Vanguards do. In order to
succeed, the CX strategy needs to include secure access to both capital
and human resources. Employees and their CX delivery and manage-
ment skills are vital. Good incentive design, based upon the customers’
perceptions of their experience is a compulsory but not sufficient condi-
tion for superior performance in this area. Vanguards prove that strong
relationships must also be forged externally with suppliers, fulfillers, and
customers alike.

" The toughest part - transforming

The need for transforming capabilities is most obvious when radical new
opportunities are to be addressed, such as developing a successful CX
strategy and management practice. A word of warning, though: please
objectively evaluate the strengths and weaknesses of the company before
venturing into unknown territory. If you need assistance in this matter,
please see our offer of free evaluation of your firm and support at the end
of this chapter.
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" The key three

| thought long and hard, speaking with colleagues, managers, thought-
leaders, researchers, and consultants, about how best to assist you and
your efforts in the transformation process. In the end, it all comes back
to establishing superior performance as the key component of the firm's
CX activities. As a result, | returned to scrutinizing the results of our
global study to determine which individual factors are the key drivers of
Vanguards’ profitability. In order to stay true to the spirit of Measuring
Customer Experience in transferring insight into actions, | focus on the
three key drivers of CX strategy and management practices. Please be
aware that ALL factors are important in successfully transforming your
firm towards the most profitable practices. However, based on our eve-
ryday experience with clients and firms, it is best to focus first on a few
CX key drivers that have an immediate and measurable impact on perfor-
mance. Building evidence and accountability is, after all, known as one of
the central components in driving successful strategic transformation. All
three key drivers are equally important in driving performance, so, rather
than numbering them, we used letters to identify them as follows:

A. Measuring CX
B. CXfrom the customers’ viewpoint
C. CXdelivery - the crucial role of employees

From a performance perspective, understanding the impact of varying
degrees of CX planning and management, measurement, values, and
other issues on profitability is important. The understanding gained from
the three key CX management practices will assist firms in building a suc-
cessful CX strategy. We now take a look at them one by one, guiding you
through how to evolve from your current status in relation to each of the
three towards becoming a Vanguard.

Measuring CX

Measuring customer experience is on the mind of every CX manager,
no matter whether the firm is a Preserver, Transformer, or Vanguard.
However, there are different opinions about its importance. While
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Preservers believe it is not a main concern, and trust their established
measurement approaches (e.g., customer satisfaction), Transformers rec-
ognize that CX requires more than just adding one question to existing
measurements in order to truly evaluate the CX and its impact on out-
comes, such as loyalty and word-of-mouth. However, they struggle with
how and where to measure customer experience in a comprehensive way.
Most Transformers use a measurement they believe can at least measure
a possible outcome of a good experience, such as the customers’ willing-
ness to recommend their offerings, as measured by the NPS. Vanguards,
unlike others, have a more sophisticated approach to measuring CX, and
in Chapters 7 and 8 | will discuss the challenge of successfully measuring,
and therefore managing CX, including detailed examples of how firms
have transformed into Vanguards using EXQ (a measurement of customer
experience quality). Unlike Preservers and Transformers, Vanguards aim
for a systematic analysis of customers’ expectations, the experience
delivered at all points of customer contact and the effectiveness of the
processes they deploy to deliver CX. This signifies an entirely different
approach, going beyond acknowledgment, sensing, and then entering the
stage of seizing. Vanguards acknowledge that traditional measurements,
such as customer satisfaction, service quality, and the likelihood of recom-
mendation have certain shortcomings, in particular in the context of CX.
These measurements often measure only an intention, not true consumer
behavior. It is a well-established fact in research that intentions differ, often
significantly, from behavior. Setting aside the evidence from research, let’s
take an example “closer to home.” Are you familiar with the tradition of
New Year’s resolutions? At the stroke of midnight on December 31%, peo-
ple in most Western countries celebrate the beginning of the New Year
and make a commitment to doing something that will makes a positive
difference, such as spending more time with the family, losing weight, etc.
Now recall your resolutions over the last three years — how many of them
translated into (measurable and established) outcomes and changes?
Can you detect a discrepancy between intention and behavior? If yes,
| believe you understand the point | am trying to make. Vanguards, unlike
others, such as word-of-mouth behavior, purchasing behavior, repurchas-
ing behavior, share-of-category, and share-of-wallet. The second main dif-
ference is that Vanguards understand that measuring an outcome alone,
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which is “what” and “how"” customers are doing, is not comprehensive
enough to understand the customer experience. Instead, Vanguards focus
in an exploratory way on why customers do what they do. Only combined
with the “why,” do the “what” and “how” truly make sense, thereby allow-
ing Vanguards to investigate and manage CX in the best possible way. This
also requires new thinking in terms of which methods are being used to
gain insight, such as observatory techniques (e.g., ethnography and neth-
nography) and other qualitative methods. The common denominator of
all these techniques and the Vanguards’ approach is that they start with a
blank sheet regarding what constitutes CX, seeing it from the customers’
viewpoint. In order to gain true insight, no preconceptions are allowed.
In summary, in order to move from your current CX practices towards the
most profitable ones, you need to follow these steps:

1. Measure behavior, not intentions.

2. Use existing measures, such as customer satisfaction and NPS, as com-
plementary measurements, and do not just focus on your insight.

3. Gain insight by losing your perceptions about what you believe
customers experience. Remember that 80 percent versus 8 percent
example. Be open-minded.

4. Explore rather than confirm what constitutes the customer experience.

5. Talk with, not to, your customers to gain true insights.

6. Use this exploratory, qualitative insight to develop your own measure-
ment, or use measurements that are developed to measure behavior
based upon the holistic CX, such as EXQ.

Customer experience from the customers’ viewpoint

Measuring CX and, in particular, the points outlined for developing a
successful CX measurement go hand-in-hand with exploring the customer
experience from the customer’s viewpoint. Vanguards execute this part of
CX management almost flawlessly by incorporating the knowledge and
insight gained from measuring CX throughout all possible CX influenc-
ers. The term “CX influencers” refers to all of the customers’ direct and
indirect interactions with the firm and their offerings. It does sound
rather simple when you listen to Vanguards - all one has to do is listen
attentively to your customers. However, this often requires more than
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just listening skills. As a matter of fact, it requires a different mindset,
a different CX philosophy. | am often asked what the main difference is
between Vanguards’ and all other CX strategies and management prac-
tices, and | believe | can summarize it in one statement: Vanguards

are not competing against (other firms), they are competing

FOR (their customers). All CX insights, efforts, and practices

revolve around delivering the best possible experience

from a customer’s viewpoint. All of the Vanguards’

practices, not just the customer-facing ones, are

based upon what the customer experiences.

Gaining insight about how customers

perceive their experiences is a cornerstone

of their CX strategy, and all functions and

departments collect and freely share insights in

an open, all-access platform model. Best practice and all experiences are
shared freely not only across the entire firm but also with all suppliers,
business partners, and customers alike. Social media plays a key role in
gaining this insight and engaging all stakeholders. Personnel are hired on
the skills that enhance the customer experience in their context. Often
these are considered “soft” skills, such as the ability to listen, comfort, and
display empathy towards a customer. Another example is the fact that
Vanguards’ employees’ bonuses and career progression are not based
upon sales numbers, but upon how their customers perceived their experi-
ences, leading to the next point, CX delivery. The step-by-step approach to
moving towards becoming an insightful CX Vanguard is as follows:

1. Change the way the firm views the customer. Everything revolves
around the CX, and everyone contributes.

2. Ask your customers about how they experience all their interactions
with your firm, prior, during, and after the purchase of your offerings.
CX doesn’t end with a sale; it often just begins with it.

3. Compete for your customer, not against others.

4. Listen to your customers, and observe and engage with them. Take note,
and, most importantly, tell them what you did to address their concerns,
challenges, and suggestions - always give feedback to feedback.
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5. Share your insights, examples, and best practice across the entire firm;
CX needs to become embedded in your firm’'s DNA.
6. Adopt an outside-in versus inside-out CX approach.

CX delivery - the crucial role of employees

Vanguards, unlike their peers, integrate all of the firm’s activities across all
channels to provide a consistently good experience as defined by the cus-
tomer. We established that, unlike TQM and service quality approaches,
which aim to cut the customer experience into small manageable epi-
sodes, Vanguards focus on customer assessment of an overall experience
as a summary of all direct and indirect interactions. Vanguards know that
customer-facing employees are a key component of how their customers
build their CX assessment. Thus, they do everything in their power to
ensure the right people with the right tools are in the right place at the
right time — that is, where the customer, not the firm, perceives they will
be. Technology is seen as a great enabler, evident in the aim of integrating
front-office and back-office operations to provide the information needed
in order for customer-facing employees to deliver the experiences their
customers desire. But, what is more important for Vanguards is that their
employees should have both the right skills (i.e., an ideal match according
to the customer’s perception of their experience at any particular point
and time) and the freedom to act independently according to the current
situation. Vanguards believe that this autonomy reflects their trust, and
trusted employees feel valued and satisfied. Vanguards invest heavily in
employee training, basing this on the belief that happy employees deliver
great customer experiences. Far-reaching communication programs
encourage customer-facing employees to become self-reflective experts,
thus improving their ability to provide the experiences their customers
desire. Vanguards know that CX requires more from employees than
simply following uniform processes and rules, more than service with a
smile, so to speak. CX is still, even for Vanguards, challenging to define,
and employees are required to think past “mission accomplished” and
encourage the CX’s emotional aspect. It's not an easy task, but Vanguards
are constantly developing and amending their practices to address this
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challenge. A step-by-step approach towards developing a Vanguard
customer-facing practice among employees is outlined below:

1. Acknowledge the importance of customer-facing employees in forming
the customer experience.

2. Hire the “right” people according to the experiences your customers are
looking for — think “soft” versus “hard” skills, and vice versa.

3. Use technology as an enabler to give employees access to all the
information they require to deliver the experience the customer is
looking for.

4. Invest in your employees - it will pay off.

5. Demonstrate trust by giving employees the autonomy and authority to
act upon the CX needs.

6. Go beyond the “service with a smile” attitude.

You now have a great starting point from which you can depart on your
journey to become a Vanguard. We offered three different options to
establish a successful CX strategy, based upon the three key drivers of
profitability. In the next chapter we will take an in-depth look at how
you can use one of these key factors, measuring customer experience, to
embark on the successful mission of developing and executing the most
profitable CX strategies.

A unique offer ...

Measuring Customer Experience is about giving you as much support as
you can possibly require. If you are still in doubt about where you sit on
the typology (i.e., is my firm, or the firm | are working with, a Preserver,
Transformer, or Vanguard?), | offer you a unique opportunity: follow the
link http://tinyurl.com/Measure-CX-Evaluation, answer a few questions
to assist us in our research, and we will conduct a FREE analysis of your
CX strategy and management practices, detailing not only your cluster
and your ranking, but also delivering a suggested list of actions in order
of highest impact on firm performance, based upon our extensive global
studies.
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¢ The Devil Is in the
Details — Only What Get
Measured Gets Managed

Management guru Peter Drucker once said, “[only] what gets measured,
gets managed.” As we could clearly document, this applies in particular to
the challenges firms face in measuring their customers’ experience and its
impact on the firm’s performance. Even Vanguards see the measurement
of CX as a, if not the, key challenge for their CX strategy’s success.

If done appropriately, as is evident in the data presented in
Chapter 6, measuring CX is the key driver for success and
profitability.

Before we dive into possible measurements, we need to reflect upon what
we already know about measures that are currently used to evaluate the
customer experience and its influence on customer behavior. The best
departure point for this exploration is investigating why and how these
measures originated.

Business and marketing practices have evolved from bringing goods “to
market,” through a stage of market and consumer targeting (“marketing
t0"), towards the latest focus on a “market with customers/suppliers/
employees/stakeholders.” The latter is often expressed as a shift to co-
creating value with customers over an extended time frame. Co-creation
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connects the firm’s network of relationships with customers’ capabilities,
enabling customers to achieve higher-order goals or objectives. These
higher-order goals are coined “value-in-use.” Value-in-use, in simple terms,
states that the majority of customers’ value perceptions of products
and services arise during their use, not prior to or during the purchase
phase. Other researchers describe a similar development of practices from
transaction to building relationships and ultimately networks wherein the
firm's capabilities and assets facilitate customers creating value directly
with other participants in a networked environment. This resembles some
of the Vanguards’ strategies we discussed earlier. While each of these per-
spectives regarding the evolution has its own conceptualization and termi-
nology, they all present, to a great extent, equivalent and complementary
views on the changing focus of practice and how customers perceive the
value of a firm's offerings.

This rapid evolution of “paradigms” mirrors our contemporary market-
place, in which competition is moving from products to services and then
to a post-product, post-service phenomenon that is still evolving and not
yet fully formed. This is the new competitive battleground - “Customer
Experience” (e.g., Klaus and Maklan 2007).

The term “experience economy” possibly originates with Pine and Gilmore
(Gilmore & Pine Il 1997; Gilmore & Pine Il 2002), who make the obvious
claim that experience represents a move beyond products and service.
Their work, echoed by many at that time, focused the discussion of
experience upon highly experiential environments such as American Girl
dolls (2004), Harley Davidson outings (Schouten & McAlexander 1995)
or white water rafting (Arnould & Price 1993). Nonetheless, their work
helped researchers and firms alike to “rediscover” that people buy goods
and services as a means of fulfilling deeper emotional, sensory, and even
hedonic desires.

Experience management goes beyond the extraordinary; it is
the mundane and everyday experience that drives behavior.
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If we see the customer’s world through this lens, we realize it is about how
they experience the entire process of searching, acquiring, integrating,
and deploying in order to achieve their aspirations (i.e. what matters
most to them). However, there is no clear consensus about how firms
can measure these customer experiences. Based upon our comprehensive
studies conducted over the last eight years, we can confidently state that
most firms committed to focusing on a product- and/or service-oriented
quality, rather than CX quality. These limited views on how customers
perceive their experience does not help firms to assess how customers
evaluate their offerings.

" Service quality vs. CX

Service quality is the gap between customers’ expectations and their
overall assessment (perceptions) of the service encounter (Parasuraman
et al. 1988). This popular concept of the gap led to the widespread man-
agement motto of needing to “delight” customers by always exceeding
their expectations. By far the most popular measure of service quality is
SERVQUAL, and its commercial equivalent “Rater,” a 22-item scale whose
dimensions are reliability, assurance, tangibility, empathy, and respon-
siveness. Firms using Rater focus on a particular service episode and ask
customers to assess the dimensions against their prior expectations using
a 5-point Likert scale (Morrison Coulthard 2004).

SERVQUAL/Rater has been challenged conceptually, methodologically,
and with respect to the validity of its dimensions. Rather than discussing
the challenges that make these measures unsuitable for firms" CX focus,
| will use the discussion to visualize what an appropriate measure of
experience quality should look like.

(1) Researchers contest the notion that customers evaluate service or
experience against their expectations (Cronin Jr. & Taylor 1992). Rater’s
generalizibility is questionable due to the fact that research has failed to
validate its dimensions (Buttle 1996). Experience exposes a customers’
overall assessment of value rather than in relation to expectations. It lacks
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the attributes reflecting customers’ higher-order objectives that lead to
purchasing behavior.

(2) SERVQUAL focuses largely upon customers’ assessments of the ser-
vice process and human interactions (Mangold & Babakus 1991; Cronin r.
& Taylor 1992; Richard & Allaway 1993). Customer experience focuses on
value-in-use. Individual components of an interaction with the firm may
be assessed as “good quality,” but that does not automatically mean that
the overall experience is judged to be of high quality, nor does measuring
the components of service quality ensure that customers achieve their
desired outcomes. SERVQUAL reflects the quality management origins of
service quality, a manufacturing-like breakdown into tiny pieces of com-
plex service systems and the ensuing optimization of each component.
This, however, does not correspond with how customers assess their
overall experiences.

(3) SERVQUAL's dimensions are too limited (Sureshchandar et al.
2002) to fully capture customer experience. Researchers suggest a broader
and holistic conceptualization, and therefore measure, of experience
(Verhoef et al. 2009). Gentile et al. (2007, p. 397) suggest: “Customer
experience [...] is strictly personal and implies the customer’s involve-
ment at different levels (rational, emotional, sensorial, physical, and
spiritual).” These holistic definitions, while consistent with experience,
are too broad to create a practical CX measurement. Most experience
research focuses on highly experiential contexts, highlighting the
extraordinary experience aspect (Sharma & Patterson 2000; Chandon et
al. 2005). This naturally fascinating approach to experience makes it chal-
lenging to create a universal CX measure similar to SERVQUAL, customer
satisfaction, or NPS.

(4) Customers take a longitudinal perspective when assessing their
experiences and believe they have had experience with your firm even
before they have bought something. These pre-purchase or pre-direct
encounter experiences develop from advertising, promotion, and
word-of-mouth.
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Therefore, we need to measure customer experience before and
after the service encounter(s) and account for both direct and
indirect contacts and the ever-so-present peer influences (Berry
et al. 2002; Payne et al. 2008).

This generates practical challenges for firms. Longer timeframes make it
harder to distinguish experience from the overall brand perception. Too
short a time perspective, and the firm risks assessing experience in an
all-too-narrow fashion.

(5) Experience is likely to occur across channels - the
cumulative effect of numerous encounters - rather
than being driven by a single episode. We do not
understand how consumers synthesize these
multi-channel encounters into an overall
assessment of experience, but it is likely
not to be a pure addition of individual
service episodes (Sharma & Patterson
2000; Chandon et al. 2005).

(6) Experience research should enable us to

validate its effects upon customer behavior to improve accountability.
Even strong advocates of the intuitive relationship cycle between service
quality, customer satisfaction and customer behavior, admit that this chain
is difficult to make both operational (Sureshchandar et al. 2002) and
researchable (Zeithaml et al. 1996). Service quality suggests a positive link
between quality and satisfaction. Experience measures, however, should
be linked directly to “hard” customer behavior affecting profitability, such
as repurchase.

In summary, continuing to measure service quality is likely to be neces-
sary for most firms, but is not sufficient on its own. Researchers need to
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develop an appropriate measure for the concept of CX that conforms to
the following rules:

1.

5.

It is based upon an overall cognitive and emotional assessment of
value from the customers’ point-of-view rather than evaluated against
benchmarks or expectations.

. It captures the value-in-use of the organization’s offerings, not just the

attributes of product and service delivery.

. It assesses, as much as possible, emotional responses as well as the

functional delivery of the organization’s promise;

. It determines a reasonable focal time period, sufficiently before and

after the service delivery, to allow the customer to assess the experience
over time and across channels.
It is validated against behavioral measures as well as attitudinal ones.

Based upon these findings, | decided, with the invaluable assistance of my
colleagues, to embark on the journey of developing a generalizable CX

measurement. This is how | did it.

" The stage is set - measuring CX

| developed a measure for EXQ (customer experience quality) to identify not
only what constitutes the customer experience, but also to explain important

customer behavior, such as repurchasing, word-of-mouth recommendation
(Samson 2006), share-of-category, and satisfaction (see Figure 7.1).

Consequences
Concret Abstract by soneumer
attributes, ‘ Attributes, - Y i
) behavior,
represented i.e., EXQ such as
by EXQ items dimensions loyalty, and

word-of-mouth

FIG 7.1 ~ Explaining customer behavior
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| developed EXQ in four stages: (1) scale generation; (2) initial purifica-
tion; (3) refinement; and (4) validation against the most important
marketing outcomes. The stages are described briefly below (see Figure 7.2).

The focus of this book is not to deliver details about scale development
methods; rather this is presented as an example to market researchers
of how they might address the challenge of moving to a measure of
customer experience.

Stage 1 - Scale generation explores what customers perceive their
experience constitutes, based upon comprehensive qualitative stud-
ies. The analysis results in a preliminary scale containing items that
represent five dimensions.

Stage 2 - Initial purification assesses the scale, using a representative
sample of customers, of the context/firm/offering in question. Using
Exploratory Factor Analysis (EFA), the scale is purified to the items
that represent four customer experience dimensions.

Stage 3 - Refinement via Confirmatory Factor Analysis (CFA) validates
the purified scale based on a representative sample and confirms the
EXQ scale’s reliability and validity.

Stage 4 - Validation is achieved by assessing the extent to which
customer experience and its dimensions explain consumers’ behavior.

Stage 1: scale generation

Stage 1 explores the perceptual attributes of experience through in-depth
interviews using soft laddering (Grunert & Grunert 1995), a technique
where respondents are restricted as little as possible in their natural flow
of speech. This is an accepted method for assessing consumers’ cognitive
structures and underlying purchasing (Reynolds & Gutman 1988).

We achieved data saturation (Glaser & Strauss 1967) after conducting
individual in-depth interviews with a sufficient number of customers
according to the study’s context. We used a random sample of existing,
former, and potential customers that could comment on their individual
experiences with the firm/context/offering in question.



- 80 in-depth interviews. - Data collection from - Additional data collection - Test salience of EXQ scale

- Initial pool of items. representative sample from representative sample  in explaining variances and

- Readability check. (n=200). (n=600). predictive ability to

- Experts assess face and - Conduct exploratory factor - Conduct confirmatory important customer
construct validity. analysis (EFA). factor analysis (CFA). experience outcomes:

- Q-sorting. - Assess content validity, - Assess factor structure and  customer satisfaction,

- Initial purification and scale reliability and validity. scale dimensionality. loyalty, and word-of-mouth.
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FIG 7.2 / EXQ development process
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The interviews were transcribed, coded, and analyzed following a
grounded approach (Strauss & Corbin 1998). To maximize the content and
face validity of the items generated, a panel of expert judges reviewed
the retained item pool (Dagger et al. 2007) and performed three tasks:
(1) they assessed the similarity of items, the clarity of phrasing and the
terminology used in the scale; (2) they rated each item with respect to
its relevance to the item description; and (3) they suggested dimensions
and sub-dimensions that evolved from the research model and items. Five
dimensions representing customer experience items resulted from this stage.

Stage 2: scale purification through EFA

The scale was purified through EFA. Data were collected through an online
questionnaire accessible through a link sent to a sample of customers
capable of assessing their experiences according to the context in question
and meeting our strong data requirements.

EFA summarized the data into a minimum number of factors for prediction
purposes. The resulting purified scale comprised three primary CX dimensions.

Stages 3 and 4: reliability and validity assessment through CFA

To perform the analysis, we collected a statistically relevant number of
qualified responses through an online questionnaire accessible through
a link to random customer samples according to our specifications. The
exploratory and confirmatory analysis samples were analogous; they did
not differ significantly in terms of demographics and represented the cus-
tomer profile of the firm/context/offering in question. We measured the
impact of customer experience on (re)purchasing behavior, word-of-mouth
behavior (giving positive recommendations), share-of-category, and
customer satisfaction.

My aim is to develop a CX quality scale that can be readily adapted to all
types of firms. In order to develop a CX quality scale capable of serving
this purpose, | adapted and extended the reliable and validated Silvestro,
Fitzgerald, Johnston, and Voss (1992) service classification scheme (e.g.,
Auzair and Langfield-Smith 2005). Subsequently, | chose one professional
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service (wealth management: Hussain and Chong 2008), one mass
service (fuel and service station: Jones 2008), and one service shop (retail
banking: Silvestro 1999). In addition, | included a service reflecting the
hedonic nature of CXs (lifestyle luxury goods retail) to ensure further
cross-validation (Cronin et al. 2000). The CX scenarios | explored there-
fore varied in the degree to which the offering could be characterized as
hedonic (lifestyle luxury goods) versus utilitarian (fuel and service station).
Based upon these studies, EXQ was further verified across other industries,
contexts, firms, and countries, and all studies confirmed EXQ’s validity.

| am happy to share further data and information regarding method,
questionnaire, results, and attendant validity testing with any interested
readers.

/ EXQ - measuring customer experience

EXQ measures the customers’ assessment of their experience quality on
three dimensions representing 26 items: brand experience, service (firm)
experience, and post-purchase/consumption experience (see Table 7.1).

Brand experience includes the customers’ brand perceptions that
influence their customer experience (Fitzsimons et al. 2008) and their

TABLE 7.1 EXQ scale

Customer experience quality scale EXQ

Brand experience Service (provider) experience Post-purchase/
consumption experience

BRE1 Brand importance ~ SPE1 Holding their hands PPE1 Convenience
BRE2 Expertise - peace  SPE2 Process ease retention

of mind SPE3 Transparency PPE2 Familiarity

BRE3 Independent advice SPE4 Flexibility PPE3 Proactively

BRE4 True costs SPE5 Multi-channel PPE4 Relationship versus
BRES5 Importance service ~ SPE6 Common grounding transaction

personal for brand SPE? Interpersonal skills PPES5 Service recovery
BRE6 Value perception SPE8 Importance of customer PPE6 Emotional reward
product service PPE7 Social approval
BRE7 Value perception SPE9 Personal relationship(s)

competitors SPE10 Servicescape

SPE11 Efficient design
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decision process. Brand experience reflects customers’ value perception of
products, pricing, the “experience-delivering” personnel, the brand and of
competitors’ offerings in the search process of evaluating the firm’s offer-
ings (e.g., Hoch 2002). It includes components of the customers’ social
environment, such as their reference groups, peers, and other sources of
information (e.g., social media and reviews) (e.g., Luo 2005). This is the
part of the CX prior to purchase/acquisition.

Service (firm) experience embodies three themes associated with the
experiences customers have when they interact with a firm’s physical pres-
ence, personnel, policies, and practices. The first theme relates to the pro-
cess experience, including items such as process ease and the challenge of
using multiple channels in dealing with the provider (Lemke et al. 2011).
The second theme relates to direct evaluations of encounters with person-
nel, such as common grounding or the existence of personal relationships
with the personnel (Grace and O’Cass 2004). The third theme describes
the influence of the physical environment, such as Servicescape (Bitner
1992). The fourth theme relates to what researchers consider situational
and consumer moderators, such as task orientation and location (e.g.,
Dabholkar & Bagozzi 2002).

Post-purchase/consumption experience describes the customers’ experi-
ences encountered post-purchase and consumption of the offering in
question (Payne et al. 2008). This dimension focuses on all post-purchase
consumption, not just product-in-use. It covers perceptions of familiarity
(Soderlund 2002), retention (Verhoef 2003), and service recovery (Kelley
& Davis 1994), displaying signs of customer commitment to the service
provider (Bansal et al. 2004). The dimension also includes expressions
of emotions associated with social and hedonic value, referring to post-
purchase pleasure and an increase in social status based on the relationship
with the service provider (e.g., Sweeney & Soutar 2001).

Next, | focused on the important link between CX and customer behav-
ior. Using EXQ, | measured the CX influence on repurchasing behavior,
word-of-mouth behavior, share-of-category, and customer satisfaction. In
order to further demonstrate the explanatory power of EXQ, | compared
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it with the predominant measure of service quality, SERVQUAL. This was
achieved by collecting data from survey respondents answering in alter-
nating format, first the EXQ, and normally 1-2 days later the SERVQUAL
questionnaire (or vice versa).

EXQ demonstrated substantial and positive relationships between CX
and both customer behavior and customer satisfaction. Looking at these
relationships in more detail, we observe that brand experience has a
great effect on customer satisfaction and word-of-mouth behavior. Brand
experience also displays a great effect on repurchases. The service (firm)
experience has the greatest effect of all three dimensions on customer
satisfaction, a great effect on word-of-mouth behavior, and a high, but
slightly lower, influence on repurchasing behavior.

Post-purchase/consumption experience displays by far the
greatest effect of all dimensions on repurchase and word-
of-mouth behavior and a great effect on customer satisfaction.

Service quality, measured by SERVQUAL, was found to influence cus-
tomer satisfaction and behavior. Based on the belief that CX is a new and
improved conceptualization and measurement to explain and predict how
customers behave, | tested whether CX, measured by EXQ, would have a
greater total effect on customer behavior. When comparing the influence
of both constructs on important marketing outcomes, CX was found to
have a greater total effect on repurchases, and a significant higher positive
impact on customer satisfaction and word-of-mouth behavior than service
quality (see Table 7.2).

TABLE 7.2 EXQ vs. SERVQUAL - explaining and predicting behavior

" Customer Satisfaction | Loyalty | Word-of-Mouth

EXQ 86% 87% 88%
SERVQUAL 64% 58% 51%
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Based upon these findings, | wanted to go a step further and explore how
EXQ compares with another measurement that is often used - customer
satisfaction - in terms of explaining and predicting customer behavior.
| compared, using the same approach and rigor as in my previous studies,
the influence of CX (using EXQ) and customer satisfaction on customer
behavior. EXQ, in comparison with customer satisfaction, demonstrates
stronger relationships between CX and loyalty than between customer
satisfaction and loyalty. Compared with the relationship between cus-
tomer satisfaction and word-of-mouth, | also established a more direct
link between CX and word-of-mouth. Customer satisfaction is often put
forward as a mediator between service quality and loyalty and word-
of-mouth (Seiders et al. 2005), but this relationship has always been
challenged, suggesting there might be constructs (e.g., CX) capable of
predicting consumer behavior better than customer satisfaction (e.g.,
Koenig-Lewis & Palmer 2008). The results of our studies imply that

customer experience, measured by EXQ, is an even better
predictor of both loyalty and word-of-mouth behavior.

Therefore, measures of customer experience (e.g., EXQ) should at least be
considered alongside the more traditional means of assessing strategy —
customer satisfaction and NPS - since CX measures, according to our
research, are better and more direct predictors of consumer behavior (see
Table 7.3).

In today’s business environment and the age of the digital customer,
firms need to put particular emphasis on word-of-mouth behavior.
Word-of-mouth is considered a more and more important consumer
behavior for several reasons. For example, word-of-mouth communication

TABLE 7.3  EXQ vs. customer satisfaction - explaining behavior

T oyalty | Word of Mouth | Share of Category

EXQ 0.87 0.88 0.92
Customer satisfaction 0.65 0.81 0.59
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provides face-to-face, often explicit, information that is highly credible
(Brown et al. 2005). This information can influence others’ beliefs about
a firm and their offerings, subsequently altering consumers’ intentions to
purchase from the company the offering in question (Lutz 1975; Sheth
& Parvatiyar 1995). Researchers offer satisfaction, and dissatisfaction, as
word-of-mouth precursors. We established the significant positive impact
of customer experience on word-of-mouth, and a stronger relationship
than that achieved through customer satisfaction. The findings indicate
customer experience to be not only one of the possible precursors but also
the most significant driver of word-of-mouth (see Table 7.3).

" What does this mean for your firm ...?

Through multiple studies, | developed and validated the three-dimensional
EXQ scale. We established EXQ’s superior explanatory and predictive
powers by linking it to customer behavior, and comparing it with the
well-established SERVQUAL and customer satisfaction measurements.

Firms, managers, and consultants can use EXQ as an analytical tool to
detect poor and/or excellent CE performances across several functions
within the firm and/or across various locations within the firm across
time. Another application of EXQ is to benchmark your CX strategy and
management program within the firm or a specific industry.

Customers base their CX quality assessment on three dimensions: brand
experience, service (firm) experience and post-purchase/consumption expe-
rience. EXQ will improve your understanding of how customers evaluate
CX quality by linking their evaluation to important marketing outcomes,
namely customer satisfaction, loyalty, repurchasing, share-of-category,
and word-of-mouth behavior.

All three CX dimensions have a positive and significant impact on your
customers’ behavior. This validates the notion that the

CX evaluation goes beyond the direct (service) encounter.



Only What Get Measured Gets Managed 4

Customers assess the quality of their experience upon all direct and
indirect encounters with every function of the firms, channels and touch-
points, such as marketing communications, advertising, Internet presence
and after-sales care (e.g., Payne et al. 2008; Voss et al. 2008). Once we
move our investigation to an even more in-depth level, digging deeper
into the CX, so to speak, we reveal the influence of each individual CX
dimension on customer behavior. For example, brand experience - the pre-
encounter dimension - has an equally significant influence on all forms of
customer behavior. The service (firm) experience has the most significant
influence of all dimensions on customer satisfaction, confirming the
suggested causal chain between the service encounter and customer satis-
faction (e.g., Parasuraman et al. 1988). However, the dimension of post-
purchase/consumption has the greatest influence on loyalty, repurchase,
and word-of-mouth behavior. Based on their own first-hand experiences
with the firm, customers have the power to evaluate not only the firm's
offerings, but also the experiences connected with these interactions. This
highlights the importance of past experiences with the firm in developing
positive behavioral intentions (Voss & Zomerdijk 2007) and influencing
loyalty (e.g., Buttle & Burton 2002).

Our research establishes a clear link between CX quality, as measured by
EXQ, customer behavior, and, ultimately, profitability. EXQ's three dimen-
sions represent a timeline of how customers assess their experience and
behave. First, brand experience describes the influence of all direct and
indirect CXs prior to purchase, such as searching and pre-purchase evalua-
tion. Next, the service (firm) experience describes customers’ experiences
of all direct interactions with the provider during the purchasing and
selection process. The ensuing post-purchase/consumption experience
describes the evaluation and possible outcomes of a customer’s experi-
ence with the firm after the purchase or the consumption/use of the
offering. This is similar to the well-established notion of the customer
journey, which is described as the customer’s sequence of touch-points
with the company in buying and obtaining service (Voss et al. 2008). The
sequential three-dimensionality of CX quality highlights to firms that CX
needs to be managed differently. EXQ demonstrates that firms need to be
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concerned not only with the purchase (service) encounter, but also with
the experience prior to and after purchase and/or consumption (Dick &
Basu 1994). In order to deliver this, confirming our typology and its link to
profitability, successful CX management requires the integration of all the
firm’s touch-points, the processes influencing the CX, and the subsequent
desired customer behavior, throughout the customer journey.

EXQ also tackles one of the main challenges in establishing a successful CX
strategy - defining and clearly scoping the parts of CX that are influencing
customer behavior.

Our studies provide empirical validation to the suggestions that CX goes
beyond the evaluation of service quality or employee performance (e.g.,
Brocato et al. 2012), and the notion that the customer experience is a
broader evaluation of the customers’ interactions with the company (e.g.,
Verhoef et al. 2009). By connecting CX evaluations to behavior,

EXQ eliminates all “the noise,” and focuses purely on what drives
behavior, and, as a result, profitability.

We can confidently state that

CX isn't everything, and can be both, measured and managed.

Even if customers in interviews state all kinds of reasons regarding which
part of their experience could have influenced their behavior, EXQ, by
connecting CX to behavior and forcing the customer to rank the parts
of their experiences according to importance, leads them to their actual
decision and ranks the most important drivers. This allows a firm, just as
our typology did, not only to prioritize their efforts, but also to develop a
clear link to their key performance indicators and the firm's profitability.
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Some people might challenge our research and point towards the absence
of certain factors they believe should either influence the customer’s
experience assessment, or form part of a CX management program. Please
allow me to remind you that Measuring Customer Experience is not about
proving whether opinions and suggestions are right or wrong. The book
develops rigorous, unbiased evidence for how a firm can develop the most
profitable CX strategy, and how to measure the customer experience. Our
research reports empirical evidence and offers explanations for why this
evidence is found in order to allow you to “glimpse inside the machine,”
to improve your understanding of how CX works. We found no evidence
supporting the claim that promotions and loyalty programs are part of
the customers’ experience perceptions. We can support the notion that
pricing in terms of delivering what a customer views as good value is
an important part of the customer experience (e.g., Grewal et al. 2009).
Based on our findings, however, we extend the idea that

customers consider value way beyond the pricing of the product
and/or service in question.

We posit that customers do not evaluate an offering purely on the basis
of the price. Customers’ value perception of an offering includes other
costs associated with the search and purchase process, such as time,
effort, resources needed to purchase the offering in question, etc. (Klaus
& Maklan, 2012). Value perceptions occur throughout all parts of the CX
journey, prior, during, and after the purchase/use/consumption of the
firm’s offerings. For example, the influence of competitors is evident in the
value perceptions of the brand, which is based on benchmarking the brand
in question versus other competitors with which the customers have had
direct or indirect interactions in the past. This “mental benchmarking” of
experiences also influences the evaluations of direct interactions with the
service provider and all of the company’s channels. And while, as Grewal
et al. (2009) state, it is “impossible to separate the effect of individual
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products, the entire assortment, (competition) and promotion on price
(or value perceptions), or vice versa” (p. 5), EXQ delivers to a firm a clear
understanding of what truly drives their customer behavior.

/ It can be measured after all ...

EXQ can be used by managers to determine which (CX) strategies and
practices will have the most positive influence on their customers’ per-
ceptions and behavior. EXQ connects the customer’s evaluation of the
service in a more direct way than traditional key marketing scales, such
as customer satisfaction and service quality, to loyalty, share-of-category,
and word-of-mouth behavior. This allows firms to improve their CX
management, and, finally, performance.

Measuring the customer experience is not only a, if not the, key driver of
the most profitable CX strategies — the Vanguards - but it also displays why

being a Vanguard and measuring CX go hand-in-hand.

CX managers need to be concerned with improving the quality of the expe-
riences they provide across all three dimensions of CX quality: brand experi-
ence, service (firm) experience, and post-purchase/consumption experience.
These dimensions are key determinants of customer satisfaction, loyalty,
and word-of-mouth behavior. Of the three EXQ dimensions, post-purchase/
consumption experience has the strongest influence on loyalty and word-
of-mouth behavior. This emphasizes the need for firms to pay extra atten-
tion to this dimension, indicating that managing the CX must begin prior
to, and cannot end until after, the purchase. Managers can succeed in
developing effective CX strategies based upon EXQ’s three pillars due to
their significant influence on their customers’ behavior. The corresponding
CX management strategy will communicate the importance that the experi-
ences have by focusing on all three dimensions of the customer experience
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and its temporal implications, and manage the customer experience prior to,
during, and after the purchase and/or consumption of their offerings.

Due to the nature of CX - which is dependent not only on front-line
employees, as the study reveals, but on all areas that contribute to the
customer experience during all three stages — EXQ can only be practical,
operational and reliable if the results are owned and accepted by all
business functions (Reichheld 2003); that is, they are all responsible for
delivering the experiences desired by their customers. EXQ builds a con-
stant feedback loop for managers, allowing them to understand how their
customers evaluate the different dimensions and attributes of their CX by
linking them to important marketing outcomes.

After all, a firm must first understand the triggers of this behavior

and its importance to the outcomes in order to improve its CX, establishing
a close link to revenue (see Figure 7.3).

Service (firm) Post purchase
experience experience

Brand experience

MEASURES AND MONITORS WHY EASY TO IMPLEMENT AND
CUSTOMERS BUY (OR NOT) MANAGE

LOYAL CUSTOMERS WITH HIGH
SHARE-OF-WALLET

SUPERIOR PROFITS

FIG 7.3 / The power of EXQ
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Individual
brand Brand
experience experience
parts
Individual Customer
service Service (firm) experience
experience experience .
parts Quality (EXQ)
Individual
post- Post-purchase
purchase experience
Exp. parts

FIG7.4 ~ EXQ

Because of its importance as a key determinant of customer satisfaction,
loyalty, and word-of-mouth behavior, EXQ delivers even more evidence
that managers need to consider CX as an important strategic objective. An
understanding of the customer experience is, quite frankly, vital for a firm's
strategic objectives and effective interactions with different customers. The
construct developed by the study provides a way for managers to ensure posi-
tive behavior and behavioral intentions from their customers. In the spirit of
freely sharing knowledge, this chapter includes the EXQ scale (see Figure 7.4).

In the following chapter, | will demonstrate, using evidence from some of
our most recent studies, the currently best CX management practices and
those in future using both EXQ and Vanguard strategy.

/ How to measure CX - the EXQ scale

EXQ

Respondents rated their customer experience on each scale item using a
7-point scale (1 = strongly disagree, 7 = strongly agree) or as Do not know/
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Not applicable. The items below are grouped by dimensions for expositional

convenience; they appeared in random order in the survey. The symbols
preceding the items correspond to the variables named in Figure 7.1.

Brand experience

BRE1
BRE2
BRE3

BRE4
BRE5
BRE6
BRE7

XYZ has a good reputation.

| am confident in XYZ's expertise.

XYZ gives independent advice (on which product/service will
best suit my needs).

| choose XYZ not because of the price alone.

The people who work at XYZ represent the XYZ brand well.
XYZ's offerings have the best quality.

XYZ's offerings are superior.

Service (provider) experience

SPE1
SPE2
SPE3
SPE4
SPE5
SPE6
SPE7
SPE8
SPE9
SPE10

SPE11

SPE12

XYZ advised me throughout the process.

Dealing with XYZ is easy.

XYZ keeps me informed.

XYZ demonstrates flexibility in dealing with me.

At XYZ | always deal with the same forms and/or same people.
XYZ's personnel relates to my wishes and concerns.

The people | am dealing with [at XYZ] have good people skills.
XYZ delivers a good customer service.

| have built a personal relationship with the people at XYZ.
XYZ's facilities are better designed to fulfill my needs than their
competitors’.

XYZ's online facilities are designed to be as efficient as possible
(for me).

XYZ’s offline facilities are designed to be as efficient as possible
(for me).

Post-purchase/consumption experience

PPE1
PPE2
PPE3
PPE4
PPE5
PPE6
PPE7

| stay with XYZ because they know me.

XYZ knows exactly what | want.

XYZ keeps me up-to-date.

XYZ will look after me for a long time.

XYZ deal(t) well with me when things go (went) wrong.

| am happy with XYZ as my (service provider).

Being a client at/customer of XYZ gives me social approval.
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/ Faraway, but oh, so close

Let's reflect upon what we have covered up to this point. We have learned
about the history of CX, CX strategies, and management practices. We
have established CX as the next competitive battleground. Firms have
no other strategic option - they need to engage in CX management.
Nevertheless, there are different options available on how to manage
CX, and we have established the three practices as being Preservers,
Transformers, and Vanguards. These practices differ across all dimensions
of CX management and, more importantly, achieve different amounts of
profitability. Vanguards outperform the others by far, leading us to focus
on their practices. We explored, using three examples, how each and
every firm can develop a Vanguard strategy using a step-by-step approach.
Next, we presented the most crucial factor in a firm’s performance: the
challenge of measuring the customer experience. We introduced EXQ as
a comprehensive CX quality measurement, and established its superior
explanatory and predictive powers.

Against this background, | will now demonstrate the hypothesized influ-
ence of the Internet on CX, substantiating this with the findings of our lat-
est research. Then, using a real-world example, | will show how a company
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can move on from a Preserver strategy towards a Vanguard strategy, using
EXQ as the “change agent.”

" The online experience

In only a few years, the Internet has established itself as a tool that has
not only changed the way we communicate but also the way we do
business. It is a true global communication medium that has evolved
as the primary source of information for billions of people. In the last
five years the user numbers have doubled worldwide, and for over 3
billion people the Internet is now a part of their lifestyle (International
Telecommunications Union 2014). Online channels have changed the
face of the business environment, influencing each and every industry
and market. The digital age has arrived, and it is not only changing the
way that customers make purchasing decisions, but also how firms do
business. In the United States alone, nearly 50 percent of online cus-
tomers are advanced users of smartphones, social networks, and other
emerging tools (Kim & Ko 2012). This shift highlights changes in how
customers use core technologies. Firms react to these customer behavior
changes by progressively offering more and more sophisticated online
tools to compete for contemporary and digitalized customers (Konus
et al. 2008). Exploring the customer experience, in particular using online
channels, is of increasing importance to firms worldwide (Verhoef et al.
2009). Previous studies indicate that the creation of compelling online
experiences for web users will have numerous positive impacts for firms
(Klaus 2013), but there is an urgent need for studies to explore how firms
address the challenges of the new multi-channel CX environment (Neslin
et al. 2006). Meanwhile, the majority of existing studies focus on the
influence that these new technologies and subsequent channel choices
have on customer behavior (e.g., Beldad et al. 2010).

Our research is grounded in the belief that we must first comprehend
the practices of managing online retail channels through the eyes of the
firm. Then we can examine what strategies optimize the firm’s customer
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interaction, and what CX strategies have the most positive influence in
terms of financial returns on customer online channel experiences over
time (Hanssens et al. 2009). We investigated these things using the same
approach as outlined in Chapters 4 and 5. The study confirmed, predict-
ably, both, our existing CX strategy typology and its five dimension of CX
management.

Some might see this as a revelation, because, after all, online channels are
commonly referred to as the pathway to new customer behavior. | believe
we can challenge this notion since

technology is an enabler but not the focus and therefore driver
of customer experience.

Customers are looking for a certain experience, and if online channels
deliver this, they will act accordingly. Technology reflects nothing more
than the customers’ never-ending drive for fast, reliable, accommodating
experiences tailored to their aims, tastes, and personal schedules, that
is, when they want it and how they want it. Technologies can, or (allow
me to rephrase) should, make the life of each and every customer easier.
Vanguards’ strategies demonstrate this practice and focus on technology
as an enabler to deliver customer experiences at the exact points in time
the customer desires them. Vanguards think holistically, acknowledging
that in the end, in most cases, it is the human-to-human interaction that
drives customer experience perception and customer behavior. While the
crucial interaction is between human beings, technology can enable the
design and execution of these interactions in an optimal way through,
as discussed earlier, back-office and front-office integration, delivering
all information right when it is needed to provide the best customer
experience possible. With technology advancing, Vanguards focus on
the common factors that drive customer experiences and behavior, using
all available technology solely for its impact on customer behavior, as
measured by, for example, EXQ.
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/ Online? Offline? No, CX is multi-channel!

We focus on the Vanguard equivalent to illustrate their online and
multi-channel CX practices. Vanguards, almost by definition, do not
divide their practices between online and offline; they concede that
all channels count, and therefore, even if their business is based upon
an e-commerce model, always refer to a multi-channel strategy. They
possess a clear strategic model of multi-channel CX management that
is visible throughout the firm and in the matching business processes
and practices. Vanguards have an even greater emphasis on integrating
and amalgamating all functions and channels to implement best prac-
tices throughout the firm and partner businesses. Vanguards noticeably
connect multi-channel practice, outcomes, and goals as defined and
controlled by a central function or division, encompassing multiple
organizational functions. Vanguards use online channels - social media
in particular - to gain customer insight, conduct training, monitor
project management, decide upon resource allocation, and develop
human resources. Vanguards’ practices center on a relentless refinement
of their multi-channel business model, based upon internal research and
implemented by all functions throughout the firm.

Financial services are a prime example of how important the customer
experience has become. Researchers often suggest that financial

services require a customer’s important, complex, and consid-

ered choice, with a long purchase process containing numer-

ous service episodes. Considered purchases are likely to

display customer experience as a key determinant

of customer retention (Sharma & Patterson

1999). Financial planning services are also

often complex (Sharma & Patterson 2000),

customized, and high in credence properties.

In the past, financial services customer manage-

ment practices focused on customer satisfaction, and

its suggested precursor, service quality. Service quality is a gap between
customers’ expectations and their overall assessment (perceptions) of
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the service encounter (Parasuraman et al. 1988). As we pointed
out earlier, this popular gap concept led to the widespread
management motto of needing to “delight” customers by
always exceeding their expectations. Even today, some
managers and consultants declare that their firm's

sole function is to delight their customers. While

| admit that this proposition has a certain

allure, financially, as research points out,

delighting the customer can force a firm into bankruptcy.

The same is true about customer satisfaction. In a recent article, colleagues
of mine declare that ill-advised attempts to improve satisfaction for the
sake of increasing their customer satisfaction score can damage a company’s
financial health (Keiningham et al. 2041). In some cases, their research points
out, it might even be obligatory to accept lower average satisfaction levels
in the pursuit of greater market share by attracting a larger, less uniform
customer base. This challenges the message of many programs discussed in
the popular business press regarding the relationship of satisfaction (and
NPS) to business performance (Keiningham et al. 2007). Thus, a growing
satisfaction level could be a helpful item for the firm's overall strategy, but it
doesn't have to be. As my colleagues put it so eloquently,

often customer satisfaction isn't compatible with market share
growth — or even good business.

According to one of our most recent studies (Ponsignon et al. 2014), finan-
cial services seem to be one of the industry sectors that are already executing
CX strategies based on the opposite of delighting customers. Their practices
revolve around avoiding bad customer experiences rather than trying to
“wow” them. By investigating the last (on average) five years of 20 financial
services organizations in detail, using our typology we looked at Vanguard
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practices. The key components of Vanguards in financial services and their
management practices support our typology, but there are some striking
similarities in terms of what they consider key components of the CX prac-
tices. All Vanguards describe their CX strategy as based on a continuum (see
Klaus et al. 2013). Vanguard firms use this continuum notion to model CX
touch-points and stages maps. These stages are mostly generic, but firms
develop detailed CX maps at a more granular level for each main product
line. For instance, an insurance company produced a different model for
each of its three main savings products (i.e., life cover; tax-exempt savings
plans, and bonds). Financial services firms differentiate between the con-
cepts of “product” and “process,” and create process and experience designs
according to their customer requirements. CX management is, therefore,
an extension of, and embedded in, the end-to-end process design. Based
upon this CX practice, firms identify and select improvement opportunities,
with the emphasis on locating under-performing moments of truths, often
referred to as fail, break, or pain points. A break point is a critical encounter
that consistently attracts negative feedback from customers. It is associated
with an increase in customer pain and has an adverse effect on key customer
outcomes. Thus, firms allocate resources to improving failed moments of
truth. In summary, the focus is on avoiding bad experiences. In the follow-
ing section | will introduce an example of how all these components are
used to move towards the most profitable CX strategies. It's a story that
demonstrates how to become a Vanguard.

" How to overcome the challenges - an illustration

In today’s economy, the multi-channel business model increasingly becomes
the prevalent one. Many firms today are struggling to come to a consensus
on how to move towards a successful (multi-channel) CX strategy. Our stud-
ies detail the tensions (between departments, functions, different stakehold-
ers) that firms have to first overcome in order to succeed with a CX strategy
that is accepted company-wide. Once this has been achieved, firms face the
task of managing the CX transformation internally. We encourage firms to
overcome their “silo” challenges and adopt a holistic view of how all channels
can contribute to the customer experience and organizational success.
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In the following, | want to share with you an example of how a financial
service group used EXQ as a “Trojan horse” to move their CX strategy
towards becoming a Vanguard.

| was approached by the retail banking division of a financial services
firm, which was eager to explore recent hard-to-explain movements in
their customer base, about my customer experience quality scale. During
initial conversations with the board members, we presented the capabili-
ties of EXQ and the business case for CX, which led to us undertaking a
project with the firm. In brief, we built a CX construct based on the EXQ
model (Klaus & Maklan 2012; Klaus et al. 2013). We agreed to limit the
investigation to the drivers of customer behavior in order to consider a set
of actionable variables from a management standpoint. We measured the
perceptions of the firm’s retail customers qualitatively (20 customers) and
quantified the findings with 325 customers. The EXQ measurement devel-
opment process (see Chapter 7) confirmed EXQ and its three dimensions
(brand experience, service experience, and post-purchase experience) and
CX's positive and significant influence on customer satisfaction, loyalty,
and word-of-mouth behavior.

The results, demonstrating the key drivers of customer behavior, pre-
sented several vital findings that were particularly useful for designing an
effective strategy to overcome the current business hurdle.

1. Customers make decisions based upon a CX continuum, and not on
single encounters.
We demonstrated that all direct and indirect company-customer inter-
actions are crucial during the pre-purchase, purchase, and post-purchase
phases. Customers expect high levels of service from the firm during all
moments of contact with it. Subsequently, actions that aim to improve
only one particular step, touch-point, or interaction are insufficient to
deliver the experiences customers desire. The management understood
the risk involved in relying on insight from traditional customer quality
and satisfaction measures. Every direct and indirect interaction with the
firm affects the customers’ perception of quality and, therefore, it is
important to improve all interactions as parts of a continuum.
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2. Customize marketing actions to the customer’s state.

Measuring EXQ provides the firm with the ability to attune their actions
according to specific phases in a customer’s purchasing process. The firm
realized this afforded the opportunity to deliver the right action at the
right moment. For instance, if a customer is in the pre-purchase stage,
the firm should deliver messages to enhance the most important per-
ceptions corresponding to this stage, such as guarantees and delivering
independent advice. Customers in the purchasing stage require different
experiences, such as the flexibility and expertise of personnel. In the post-
purchasing phase the firm needs to acknowledge the importance of future
transactions over the whole customer life cycle. Incorrect alignments
between these actions and customers’ stages in the process will lead to
unfavorable customer behavior and an ensuing inferior performance.

3. Integrate different organizational units.

All organizational units contribute to how customers make
decisions,

hence the need to be integrated into an overarching (CX) program.
Often, different teams or units manage customers at different stages. For
example, we identified that decisions related to the pre-purchase phase
are highly influenced by the firm’s marketing activities. Customer-facing
personnel are the key contact points for customers in the purchasing stage,
while customer service officers deal with problems arising in the post-
purchase phase. Although it is obviously important to let the firm’s organi-
zational units specialize in their respective competence areas, designing an
effective CX strategy definitely requires integrating the efforts of all staff
members in dealing with customers and making individual units aware of
a customer’s current stage and the corresponding experiences required.

4. Allocate the marketing and communication budgets according to the
customer’s individual CX stage.
CX improvement budgets need to be allocated according to customers’
individual stages. Our data analysis revealed that the service experience
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during a transaction is the main driver in explaining how customers
assess their experience. EXQ provides the bank with

Based on these results, the firm assessed its marketing and
communication budget allocation.

a quantitative evaluation of the relative importance of individual
factors.

5. Measure the effects of actions on CX and improve the strategy
accordingly.
We suggest measuring EXQ constantly in a longitudinal way, which
would allow firms to monitor the effectiveness of their actions and, if
necessary, take corrective actions.

/ The results are in ...

Based upon our findings, the firm used our findings to implement multi-
ple changes. In the first instance, the findings and their importance were
communicated openly throughout the entire firm. In particular, the CX
continuum idea was used as a key message. EXQ, and its quantified ability
to measure CX's tremendous influence on customer satisfaction, loyalty,
and word-of-mouth, is the change agent that leads the transformation
towards a CX Vanguard strategy. In addition, the entire marketing com-
munication was amended to both use the insight gained from EXQ and
highlight the importance of CX at each stage. In a subsequent stage, the
firm is now introducing an entire new branch system, based on their EXQ-
driven, constantly developing CX strategy.

This is an excellent example of how a business challenge triggered
an openness to explore the key drivers of customer behavior. In my
experience, business challenges involving customer insight or the lack
thereof (e.g., a customer churn without any visible explanation, less-
than-expected growth despite high customer satisfaction rating, or bad
reviews online), are not an uncommon occurrence. All of these chal-
lenges provide an excellent opportunity to enter the next competitive
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battleground - customer experience - and develop the most profitable
strategies. We discussed some of the internal and external hurdles firms
have to overcome in order to implement change. And, let’s be quite hon-
est, developing a Vanguard CX strategy, by definition, is a change process
on an all-encompassing level. Humans are by default resistant to change.
Consequently, rather than trying to convince all stakeholders that a
Vanguard CX strategy is the way to go, we can learn from the financial
services firm’s case, and deploy a “Trojan horse” approach. Given the fact
that measuring the customer experience is a key pillar of the most profit-
able CX practices, you are already moving in the right direction. However,
rather than encountering possible resistance, you are managing, (i.e.
delivering insight and solutions for mastering a business challenge).
Once your colleagues see the evidence and acumen EXQ delivers, the
process of using a measurement to initiate change will be significantly
less laborious. In addition, the individual attributes and requirements will
be based on the drivers of customer behavior, and therefore profitability,
rather than on some other agenda. This fact, too, in my experience, will
facilitate the willingness to participate and better embrace a CX program.
EXQ delivers, quite simply, a clear business case for CX management. An
alternative approach to successfully pave the way for a CX strategy is the
following five-step model.

1. Use a managerial/business challenge for a “call to action.”

2. Exploit EXQ as the means to deliver “hard evidence” of what truly
drives customer behavior, and, therefore profitability.

3. Convert the insights gained from EXQ into managerial actions.

4. Develop the business case for CX through accountable and quantifiable
results.

5. Gain support and move towards becoming a Vanguard, based on the
EXQ'’s explanatory and predictive powers.

J People change and so does their CX evaluation

There is yet another reason why measuring CX is so important in develop-
ing, implementing, and managing a successful CX strategy. We know that
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customers’ CX perceptions and evaluations often develop over a series of
interactions, and purchasing and consumption episodes with the firm.
Some offerings, such as services, often require customers to engage with
the firm multiple times over an extended period of time. These experi-
ences are dynamic in nature, and managers need to understand how the
customers’ needs change as their interactions with the organization pro-
gress (Dagger and Sweeney 2007). An understanding of the underlying
triggers of these changes is even more significant to the firm, given the
importance of increasing customer retention and loyalty (Zeithaml 2000)
and building long-term profitable relationships with their customers
(Verhoef 2003).

Researchers pay much attention to the dynamic development of customer
satisfaction (e.g., Bolton & Drew 1991; Boulding et al. 1993; Mittal et al.
1999). These studies usually use longitudinal data on customer satisfaction
from the same group of customers. These studies suggest two important
things: (1) current customer satisfaction affects future expectations; and
(2) current satisfaction scores are strong predictors of future satisfaction
scores. This means that satisfaction scores are pretty stable over time
and that there are strong carry-over effects. However, some critical inci-
dents can trigger an updating process in which new information (from
the critical incidents) is included in the customers’ assessments (e.g.,
Bolton 1998; van Doorn & Verhoef 2008). Similar phenomena might
occur for customers’ experience evaluations. Phenomena similar to these
satisfaction-updating processes may well occur in the broader domain
of customer experience as well. This leads to important questions, such
as the following: Are CX triggers — and the nature and extent of their
effects - stable over time? Do customers expect an increasingly positive
customer experience over time? And might customers (to some extent)
become “bored with” or accustomed to the delivered experience, and
will the experience vary between, for example, first, repeat, and regular
customers? Using EXQ, the firm can answer these questions by constantly
monitoring possible shifts in which of the CX triggers influence behavior
most. Based upon my research, | propose that measuring EXQ frequently
will deliver not only answers to these questions, but allow managers to
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Clear definition CX strategy with/based upon CX measurement
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»

Financial success in terms of performance increase based on CX strategy

FIG 8.1 / Measuring CX drives superior performance

develop adaptive foresight. No, | am not referring to a crystal ball, but
by using sophisticated statistical methods, firms not only can monitor
possible shifts in their customers’ CX assessment, but also can model how
these changes will occur in the future. This gives firms a powerful tool to
design the desired customer experience for each customer exactly when
they desire it, thereby being proactive, and, consequently, based on what
we have already established, maximizing profitability (see Figure 8.1).
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" Did we provide the experience you were
looking for?

It's time to reflect and ask, “Did Measuring

Customer Experience deliver (the experience)

| was looking for?” We started by stating

that we are entering the CX age - an era

where customers call the shots and success

will be based on how well firms can rise to meet

customer demands and expectations. Only firms that

deliver desired customer experiences will survive in the next competitive
battleground. But how can this be achieved?

"« by clearly defining CX. What is it exactly?

"« What influence does it have on a firm’s performance?

"« How can it be measured?

"« How can it be managed?

"o And, if it can be managed, which strategies are the most profitable
ones?

Measuring Customer Experience promises answers to these crucial questions,
and delivers. It clearly defines the CX phenomenon and delivers unique
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insights into the history and evolution of CX. It defines CX from a manage-
rial viewpoint and uses a global study to clearly define CX and its manage-
ment practices from a firm's viewpoint. Next, it connects these practices to
profitability, indicating which strategies are the most profitable ones. Based
upon these insights, Measuring Customer Experience gives examples of how
to move step-by-step towards the most profitable CX strategies. It delivers
a CX measurement, one of the most crucial challenges for all firms — EXQ.
Combining all these insights, Measuring Customer Experience demonstrates
different options for embarking on the journey towards becoming a
Vanguard, for example, by using EXQ as a “Trojan horse.”

| can share with you that the first question posed by managers after being
exposed to our research findings is “How can | become a Vanguard?” This
is a very good question indeed, and if | had to summarize the essence of
Measuring Customer Experience | would advise you to take the following
steps in order to design profitable CX strategies:

1. Establish your “status quo” and draw a strategic roadmap for becoming
a Vanguard.
Our typology of CX strategies and management practices allows you
to establish current and desired states. This allows firms to draw a
roadmap of how to implement and execute their new strategy on all
levels of CX management and, in the process, develop corresponding
practices and capabilities.

2. Focus CX strategy on a continuum, and not on single encounters.
Every direct and indirect interaction with the firm affects the cus-
tomer’s perception of quality. Therefore, it is important to improve all
interactions as parts of a continuum (Klaus et al. 2013).

3. Integrate all organizational units.
All organizational units contributing to the customer experience need
to be integrated into the CX program. Often, different teams or units
manage customers at different stages.

4. Measure the effects of actions on CX in a dynamic fashion.
Anchor your CX strategy around measuring EXQ constantly in a lon-
gitudinal way. This will allow you to monitor the effectiveness of your
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CX practices proactively and take advantage of the explanatory and
predictive power of EXQ.

Allow me also to share some of the most common questions we encounter
when discussing the challenges of CX management practice (you might
have some similar ones).

1. Are there any particular, context-specific challenges in designing and
executing successful CX strategies?
Of course, by definition, every so often there will be context-
specific challenges. Based on the evidence from our studies, though,
I can confidently state that Measuring Customer Experience delivers
answers on how to master the most common and frequently occur-
ring challenges.

2. Can all companies become Vanguards, and, if so, is this desirable or even
appropriate?
In theory, all firms should be able to become Vanguards if they have both
the capability and commitment required to succeed in this change. In
practice, not everyone can or wants to become a Vanguard. There may
be circumstances when becoming a Vanguard might not be the best
option. As a child | learned that there are no rules without
exception, and this applies to CX strategies too. If your
firm’s desire is to enter the next competitive bat-
tleground - customer experience —you might
not even have the opportunity to opt out
of this decision; however, if your firm is
set on developing the most profit-
able CX strategies and manage-
ment practices, you shouldn't
waste any time trying to become
a Vanguard. Even if you don't succeed
completely, every step towards becoming
a Vanguard can make your firm more profit-
able, so why wouldn't you try? Measuring Customer Experience delivers
evidence for ways to succeed in this endeavor, but if you are uncertain
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about anything, just get in touch with me and hopefully I'll be able to
provide you with even more of the tools you might need.

. Can companies evolve, say, from being a Transformer to becoming a
Vanguard?

Yes, they can, and we have discussed examples in detail. It is possible,
and | hope you will embark on this exciting journey.

. What is the best way to initiate or change a company’s CX strategy?

There isn't really a best way, because the circumstances will differ from
firm to firm. One proven way to initiate these changes is by linking CX
strategy to performance, and using a CX measurement such as EXQ is a
verified way to do this. After all, only what gets measured gets managed.

On a personal note, please allow me to express my gratitude
and say thank you for taking the time to read my book, I hope
you had a good experience and found some answers to the
questions that were on your mind. I hope that by now you com-
prehend that I am rather passionate about customer experience
and the challenges it brings to firms, managers, consultants, and
researchers. I believe it is my duty, and pleasure to explore CX, CX
strategies, and CX management in order to share the knowledge
we create with everyone who is interested. This passion and my
thirst for knowledge drive my research and my ambitions to
deliver information that you can use to make your firm a better
performing one using CX — after all, successful CX is based upon
delivering great experiences. Thus, if we all get the experiences
we are looking for, we are happy — at least that's what I believe.
And what more can one wish for than being (partially) responsi-
ble for another person's happiness?

Being well aware that the post-purchase experience is crucial
in influencing both your experience and your assessment of it,
I want to provide you with some free additional resources that
you might find useful (please see page xxx for details).
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I believe that we all learn something new every single day, and
I would love you to share your invaluable insight and feedback
on my book and our research with me.

Please contact me at profdrphilklaus@gmail.com.

Your consideration is highly appreciated and I am looking
forward to hearing from you.

Yours sincerely

Prof. Dr. Phil Klaus

/ Free resources aka SWAG

Definition of SWAG - A slang term used to describe free stuff and givea-
ways offered by vendors at trade shows to encourage attendees to visit
their stand. Swag is usually company-branded merchandise and is given
away as a form of advertising. SWAG can also be obtained through blogs
and websites when a company wants to promote their brand or products.

"« Gain free access to most of our articles @ www.profdrphilklaus.com

"« Follow us on Twitter @profdrphilklaus

"« Join The Customer Experience Agenda, and gain complimentary access
to cutting-edge research for businesses from the world’s top scholars on
LinkedIn. http://tinyurl.com/marketingscholarsonLinkedIn

"« Check the interviews with CX Thought leaders on our Youtube Channel
http://tinyurl.com/CX-Strategy

"« Receive a free strategy evaluation of your CX strategy (including bench-
marking) by following http://tinyurl.com/Measure-CX-Evaluation



The Science behind the
Knowledge

Very often managers ask me if they can simply use data they have already
collected in order to move towards becoming a Vanguard or to measure
customer experience. While | understand the allure that existing data has
in terms of immediate availability and no added costs, the shortcomings
of the data outweigh any possible benefits. It's quite simple: if you
don't ask the right questions in order to develop a Vanguard strategy
or measure customer experience, the answers will be a poor fit for the
challenges you are trying to address. Retrofitting data and insight is not
recommended and can also be counterproductive to the firm’s aim of
developing long-term profitability. Don't get me wrong - the data and
resulting insights you already have are valuable. However, the data need
to be used at the right time and in the right place. In most cases the firms
we encounter are perfectly able to determine what their customers are
doing. Moreover, firms gain insight on how and when their customers act,
and how these actions can be stimulated. But while what and

how are answered perfectly, the missing insight is often why

customers act (or do not) act in a particular way. Without

the why, the what, how, and when make very little

sense. Answering the why questions requires a

different set of research skills, patience, and a lon-

gitudinal view on how to gain insight. Exploratory,
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qualitative, longitudinal research using insights from psychology isn't often
used in the fast-paced business environment. In particular, in the holistic
CX management domain, the complexity - the nature of the beast -
can only be converted into actions and results if the right methods are
chosen right from the start. Developing a measurement of CX quality is a
prime example. In our 2011 and 2013 International Journal of Marketing
Research articles we described the complexity of the issue in detail. In our
article asking if market researchers were using the right measures to help
their firms improve customer experience, we established that customer
experience was conceptually different from service quality and hence
requires a new corresponding measurement (Klaus & Maklan 2007). The
role of measurement in successfully implementing and executing strategy
is long established and well documented (e.g., Martilla & James 1977).
This role is particularly crucial for new emerging paradigm shifts (Bowden
2009) such as the most recent one towards CX management (Smith 2002).

Based on research and literature, we defined customer experience as the cus-
tomer’s cognitive and affective assessment of all direct and indirect encounters
with the firm relating to their purchasing behavior. This establishes the crucial
link between CX and profitability, as outlined throughout all the chapters.

In this chapter | explain in detail the science behind the EXQ scale used
to measure customer behavior based upon their experiences. | believe
this will benefit readers who are interested in having more background
information about how we developed our insight, and that it can assist
you in developing similar CX insight programs.

7 Its complex, but worth it ... developing a CX scale

Dear reader, please be kind enough to note that the following description
of the procedures and processes is based on one example, and is written in
technical, academic language.

This study presents a validated multi-item scale based on the underlying
construct of CX and extends previous research on CX and service quality
measures. The measure is called the CX quality scale, EXQ. The research
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determines its dimensions by analyzing what customers describe as the
triggers of their purchasing and repurchasing behaviors. The authors
conducted exploratory research to develop a new multi-dimensional con-
sumer-based CX quality scale based on customers’ service experiences. The
methodology follows Churchill’s (1979) scale-development paradigm. The
scale is, as suggested by other scale-development studies (e.g., Brocato
et al. 2012, Walsh & Beatty 2007), developed in four stages: scale genera-
tion, purification, reliability and validity assessment, and establishment of
further discriminate validity (see Figure 7.2).

Stage 1 articulates the meaning and domain of the CX, based on insights
from the literature and a comprehensive qualitative study. It results in a
preliminary scale containing 48 items representing three dimensions.

Stage 2 describes the administration of the scale to representative
samples of the contexts chosen for this study, namely: North American
customers of lifestyle luxury apparel retail services, wealth management
services, retail banking services and customers of fuel and service stations,
from a total of 600 completed questionnaires (150 questionnaires per
sample). Using exploratory factor analysis, the scale is purified to 25 items
that represent three CX quality dimensions.

Stage 3 validates the purified scale using CFA based on 200 collected
questionnaires from representative samples of each context - a total of
800 questionnaires, which confirms the scale’s reliability and validity.

Stage 4 introduces the final scale and the conceptual framework of
CX, relating it to important marketing outcomes, as suggested by Brown
et al. (2005); Dagger et al. (2007); Parasuraman et al. (2005); Walsh &
Beatty (2007); and Zeithaml et al. (1996). In addition, EXQ's explanatory
power in relationship to these outcomes is compared with the prevalent
measurement of service quality, SERVQUAL (e.g., Buttle 1996).

Stage 1: The qualitative study

To articulate the meaning and the domain of CX and its measure, the ini-
tial stage of the research explores the perceptual attributes of CX quality
through in-depth interviews using the soft laddering technique (Grunert
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and Grunert 1995; Botschen et al. 1999). Soft laddering is a technique
using personal in-depth interviews where respondents are restricted
as little as possible in their natural flow of speech, and it is an accepted
method for assessing consumers’ cognitive structures and underlying
purchasing motivations (Reynolds et al. 1995).

While some marketing scholars create awareness of the context-specific
nature of the CX (e.g., Lemke et al. 2011), the aim of our research is to
develop a CX quality scale on the theoretical foundations laid out in the
literature review in order to be readily adapted to different types of retail
service firms. In order to develop a CX quality scale capable of serving this
purpose, we adapted and extended the reliable and validated Silvestro
et al's (1992) service classification scheme (e.g., Auzair & Langfield-
Smith 2005). Subsequently, we chose one professional service (wealth
management: Hussain & Chong 2008), one mass service (fuel and service
station: Jones 2008), and one service shop (retail banking: Silvestro 1999).
In addition, we included service reflecting the hedonic nature of CXs (life-
style luxury goods retail). The latter service was chosen to ensure further
cross-validation (Cronin et al. 2000), so that samples varied in the degree
to which the service could be characterized as hedonic (lifestyle luxury
goods) versus utilitarian (fuel and service station).

Generating an initial item pool through qualitative research can be accom-
plished, according to Churchill (1979, p. 67), with an experience survey
conducted with “a judgment sample of persons who can offer some ideas
and insights into the phenomenon.” The objective is to create an initial
pool of items, which are then scrutinized thoroughly through other tests.
We identified potential expert candidates for our study by following the
procedure advocated by the literature, based on the following criteria
(e.g., Hora & von Winterfeldt, 1997): (a) tangible evidence of expertise;
(b) reputation; (c) availability and willingness to participate; (d) under-
standing of the general problem area; (e) impartiality; and (f) lack of
an economic or personal stake in the potential findings. The respondents
commented on all experiences and interactions encountered in the process
of searching, evaluating, purchasing and/or using and consuming the
offering in question. Thus, despite having a relationship with the current



The Science behind the Knowledge 4

firm, respondents were able to comment on and describe their experiences
prior to becoming a customer of the firm in question.

We achieved data saturation (Glaser & Strauss 1967) after conducting
individual in-depth interviews with customers, according to the context in
question as follows:

Wealth management clients: We conducted 20 interviews with custom-
ers from North America over a two-week period; each interview lasted
between 30 and 60 minutes. The sample consisted of customers who had
used the offered wealth service in the previous six months with one major
US bank. The split between first-time buyers and repeat buyers was ten
each. Customers were recruited by a market research company and offered
a $100 incentive for their participation. The sample was randomly selected
from amongst the clients of that bank.

Fuel and service station customers: We conducted 20 interviews with
North American customers over a one-week period; each interview lasted
between 30 and 45 minutes. The sample consisted of customers who
held a loyalty card with the fuel and service station firm. Customers were
recruited by a market research company and offered a cash equivalent
of $50 for their participation. The sample was randomly selected from
amongst the loyalty cardholders of the service firm.

Retail banking customers: We conducted 20 interviews with North
American customers over a two-week period; each interview lasted
between 20 and 50 minutes. The sample consisted of customers who
in the previous six months had opened an account with one major US
bank. The split between first-time buyers and repeat buyers was ten each.
Customers were recruited by a market research company and offered a
$50 incentive for their participation. The sample was randomly selected
from amongst the customers of that bank.

Luxury goods customers: We conducted 25 interviews with customers
from North America over a four-week period; each interview lasted between
20 and 40 minutes. The sample consisted of customers who purchased
one or more luxury items during the six months prior to the interview.
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Customers were recruited by a market research company and offered a
cash equivalent incentive of USS$50 for their participation. The sample was
randomly selected from the customer database of the service firm.

Dimensions of customer experience scale and item generation

The interviews were transcribed and coded with the support of NVivo
8.0. The software enables the author to reflect on the key themes and to
code and compare the data (Di Gregorio 2000; Clisbee 2003). Coding fol-
lows the grounded approach described by Ryan and Bernard (2003), which
draws heavily from Strauss and Corbin (1990). The primary researchers
incorporated independently a systematic and far-out comparison approach
and hierarchical coding to ensure that we observed all the data thoroughly
and explored all its dimensions (Strauss & Corbin 1990). The initial catego-
rization of all attributes was the outcome of three extended workshops
involving the primary researchers. Each attribute was named and defined.
To warrant inclusion, an item had to be found in at least one interview. In
a subsequent stage, researchers discussed differences in their attribute cat-
egorization and agreed on revised attributes and category definitions. Some
constructs appeared in more than one interview. The researchers examined
transcriptions and individual codes to identify such repetitions and define
standardized construct names, resulting in a coherent coding structure.
Based on these interviews and as a result of these purification workshops,
the researchers generated 72 CX items out of an initial pool of 131.

Four marketing academics unfamiliar with the details of the research pro-
ject and five customers per context assessed the readability of the items.
To maximize the content and face validity of the items generated from the
exploratory research, a panel of expert judges reviewed the retained item
pool (Dagger et al. 2007). The expert panel comprised five marketing
academics familiar with the scale-development process. The expert panel
members performed three tasks.

1. The expert panel commented on the clarity, conciseness, and labeling of
the items. Panel members were asked about the similarity of items, the
clarity of phrasing, and the terminology used in the scale. This resulted
in 22 items being removed or merged with other items. For example,
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the items “Inertia” and “Convenience Retention” were merged into one
item labeled “Convenience Retention.”

2. The panel members then rated each of the 50 remaining items with
respect to its relevance to the item description. Ratings were given on
a 7-point scale, anchored by 1 = not at all representative, and 7 = strongly
representative. [tem purification began with the exclusion of any item
rated by the panel members as either a 1 or a 2 on the rating scale.
Three members of the panel had to rate the item as a 6 or 7 on the rat-
ing scale for an item to be included in the final scale. The panel removed
eight items in the process.

3. The panel members were asked what dimensions evolved from the
research model and items. Using the Q-sort technique (Funder et al.
2000), each item in the initial pool was printed on an index card, and each
panel member was asked to create dimensions and sub-dimensions based
on the similarity-representing aspect of the CX. It was up to the members
to decide on the number of categories they used and to find appropriate
labels and descriptions of the categories. The proportion of agreement
among the judges was high, demonstrating high reliability. The Spearman
correlation coefficient between judges was r = 0.93, p < 0.05.

The sorting procedure (Moore & Benbasat 1999) generated three categories
of CX with 42 items. Two items were dropped because a number of judges
identified them as being too ambiguous to fit into the emerging categories.

Finally, five marketing academics familiar with the research were given
the conceptual description of the three dimensions and asked to rate the
42 items as either “very applicable,” “somewhat applicable,” or “not appli-
cable” relative to the respective dimension. Items needed to be rated at
least as “somewhat applicable” to be retained. This procedure resulted in
retaining all 42 items and three dimensions.

The three dimensions representing 42 items are brand experience, service
(firm) experience, and post-purchase/consumption experience.

Brand experience comprises brand perceptions influencing the CX
(Fitzsimons et al. 2008) and the decision process of the customer
(Mantrala et al. 2009). Brand experience reflects customers’ value
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perception of products, pricing, the “experience-delivering” personnel,
the brand, and competitors’ offerings in the search process of evaluating
offerings (e.g., Hoch 2002). It includes attributes of the social environ-
ment, such as reference groups and reviews (e.g., Luo 2005).

Service (firm) experience encompasses three themes associated with the
experiences customers encounter when they interact with a firm’s physical
presence, personnel, policies, and practices (Brakus et al. 2009). The first
theme relates to the process experience, including items such as process
ease and the challenge of using multiple channels in dealing with the firm
(Lemke et al. 2011). The second theme relates to direct evaluations of
encounters with personnel, such as common grounding or the existence
of personal relationships with the personnel (Grace & O’Cass 2004). The
third theme describes the influence of the physical environment, such as
Servicescape (Bitner 1992). The fourth theme relates to what researchers
consider situational and consumer moderators, such as task orientation
and location (e.g., Dabholkar & Bagozzi 2002).

Post-purchase/consumption experience describes the customers’ experi-
ences encountered post-purchase and consumption of the offering in
question (Payne et al. 2008). One could argue that the product-in-use
assessment might be difficult for customers such as first-time buyers of
a wealth management service. However, the dimension focuses on all
post-purchase consumption, not just product-in-use. It covers perceptions
of familiarity (Soderlund 2002), retention (Verhoef 2003), and service
recovery (Kelley & Davis 1994), displaying signs of customer commit-
ment to the service firm (Bansal et al. 2004). The dimension also includes
expressions of emotions associated with social and hedonic value, refer-
ring to post-purchase pleasure and an increase in social status based on the
relationship with the service firm (e.g., Sweeney & Soutar 2001).

In summary, the qualitative study shows that consumers’ conceptions of
CX are aligned with the concept of CX we developed from prior research
and theoretical writings in various disciplines.

The findings suggest CX can be defined as a holistic construct (Verhoef
et al. 2009), including determinants such as social interactions (Bagozzi
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2000), price (Baker et al. 2002), brand (Brodie et al. 2006), and channels
(Payne & Frow 2005). The validity of the findings is scrutinized in the
subsequent quantitative data analysis as outlined in Figure 7.2.

Stage 2: Scale purification through EFA

The scale was purified through a subsequent phase of quantitative
research conducted amongst repeat purchasers: EFA. Data were collected
as follows:

Wealth management clients - an online questionnaire accessible
through a link sent by a market research firm to a sample of customers of
a bank who had purchased the most services/products within the previous
six months.

Fuel and service station customers — an online questionnaire accessible
through a link sent by a market research firm to a sample of customers in
their customer database.

Retail banking customers — an online questionnaire accessible through
a link sent by a market research firm to a sample of customers in their
customer database.

North American luxury goods customers — an online questionnaire
accessible through a link sent by a market research firm to a sample of
customers who had purchased items with the service firm within the
previous three months.

The data test the appropriateness of the 48 items for generating the
above three dimensions of CX, hence refining the scale. The corresponding
survey generated 600 qualified responses (150 responses per context),
which were subsequently analyzed utilizing the software packages SPSS
16.0 and AMOS 16.0.

Appendix A contains descriptive profiles of the exploratory stage of
each context. The samples are analogous and a y? test revealed that the
samples do not differ significantly in terms of age, gender, educational
background, and household income, allowing us to pool the samples for
data analysis. We tested for non-response bias (Hudson et al. 2004) using
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an accepted procedure comparing early versus late responses (Armstrong
& Overton 1977). We found no evidence of differences between the
two, and we proceeded to conduct further tests prior to conducting
the exploratory factor analysis. We consulted four tests to assess the
suitability of the data for factor analysis. The Bartlett Test of Sphericity
tested the overall significance of the correlation matrix and we used the
Kaiser-Meyer-Olkin (KMO) measure of sampling adequacy to establish
the suitability of the data for factor analysis (Tabachnick & Fidell 1996;
Hair et al. 2009). The correlation matrix was examined to ensure that
inter-item correlations were substantial (>0.30) and the anti-image matrix
was assessed for low values (Hair et al. 2009). The Catell scree plot was
also used as a diagnostic indicator for factor extraction. As the factors
are expected to be correlated, we obliquely rotated the factors using the
direct oblimin procedure (Polit 1996; Hair et al. 2009). The results of the
factor analysis were assessed in conjunction with the results from scale
reliability analysis using Cronbach’s alpha and item-to-total correlations. In
the analysis process, 17 items were eliminated due to high cross-loadings,
insufficient values on the anti-image matrix, and their item-to-total cor-
relation. The 17 items were as follows: best rate/price; price sensitivity;
peer-to-peer interactions; experience with other firms; promotions;
reviews; product variety; store location; process frustration; freedom of
choice; buying/shopping purpose; customization; convenience; control;
feeling appreciated; loyalty benefits; and improvement of self-perception.
Our approach of sequentially eliminating items with low loadings on all
factors, or high cross-loading on two or more factors, followed by factor
analysis of the remaining items, has been used in widely cited analogous
scale-development studies (Parasuraman et al. 2005). The number of
items dropped after the purification stage is not necessarily an indicator
that a unique part of the latent variable is missing (Klaus & Maklan 2012).
This is supported by our analysis, namely: the remaining data pass the
threshold for sampling adequacy; KMO MSA 0.891 passes Bartlett's test
of sphericity significance with 0.000, displays a substantial inter-item cor-
relation, and generates acceptable values on the anti-image matrix. The
scree plot suggests a factoring of 25 items in three dimensions, explaining
85.3 percent of all variances. A Cronbach alpha factor of 0.882, and the
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fact that each of the remaining items of the scale EXQ displays an item-
total correlation of at least 0.751, support the validity and reliability of the
scale. As suggested by marketing researchers (e.g., Zeithaml et al. 1996),
demographic profiles of the respondent samples were reviewed by manag-
ers in the respective companies and were considered to be representative
of their customer bases.

The purpose of the EFA is to summarize the data into a minimum num-
ber of factors for prediction purposes. The resulting purified scale (see
Table 7.1) posits CX quality as comprising three primary dimensions,
with 25 corresponding items developed to operationalize each of these
dimensions. The resulting three dimensions and corresponding items were
presented to four marketing academics familiar with the research. The
expert panel was given the conceptual description of the three dimen-
sions and asked to rate the three dimensions’ description as either “very
applicable,” “
dimension and its items. Dimension descriptions needed to be rated as at
least “somewhat applicable” to be retained. This procedure resulted in the
labeling of the three dimensions of CX, namely:

somewhat applicable,” or “not applicable,” relative to the

1. Brand experience.
2. Service (firm) experience.
3. Post-purchase/consumption experience.

After purification, 25 items in three dimensions remained. The resulting
purified scale of CX quality EXQ is given in Table 7.1. We noted that cer-
tain attributes suggested by researchers as being a part of the CX proved
to be statistically irrelevant. We will put forward possible explanations for
these findings in our discussion section.

Stage 3: Reliability and validity assessment of measure

Next, we conducted CFA to assess further the factor structure of the
EXQ scale. To perform the analysis we collected an additional sample per
context. Data were collected through the same means as described earlier
for EFA, and a total of 800 (200 per context) qualified responses were
collected. The response rate for this and the previous stage were between
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19.4 percent and 28.7 percent, higher than those reported in similar
consumer studies (e.g., Parasuraman et al. 1994). Respondents rated their
CX on each scale item using a 7-point scale (1 = Strongly disagree, 7 =
Strongly agree) or as Do not know/Not applicable. We grouped the items
by dimensions for expositional convenience; they appeared in random
order on the survey. The symbols preceding the items corresponded to the
variables named in Table 7.1 (see Appendix B).

Prior to data analysis, a preliminary preparation of the data was conducted
as outlined in Stage 2. In order to verify the factor structure and dimen-
sionality of the refined scale, researchers needed to collect a sufficient
number of responses. According to Hair et al. (2009), the sample size
required to conduct CFA is five observations per scale item. Thus, the sam-
ple size for the validation stage of the study exceeded the requirements to
achieve a high level of statistical power.

Before running the structural model, we examined whether the four
samples could be pooled or demanded four separate analyses following
the procedures outlined by the literature (Hair et al. 2009). The results
of the multi-group comparison confirmed configural invariance (CFI 0.96;
RMSEA 0.05) and factor loading equivalence (CFI 0.98; RMSEA 0.05; with
an insignificant change in chi-square of 6.9/df 747). These values indicate
metric invariance, which implies that the samples represented the same
general population (Hair et al. 2009). Therefore, we proceeded with an
analysis based on pooled data.

We incorporated a partial disaggregation approach (e.g., Sweeney et al.
1999) in order to investigate and confirm that all items of the EXQ dimen-
sions truly represented the corresponding latent construct; this approach
is widely used in scale-development studies (Dagger et al. 2007). The
partial disaggregation approach is a compromise between an aggregate
approach, in which all items are summed to form a single composite indi-
cator of a construct, and a disaggregate approach, in which each item is
treated as an individual indicator of the relevant factor (e.g., Bagozzi &
Foxall 1996). Partial disaggregation overcomes the difficulties inherent in a
disaggregate model by reducing random error and producing more stable
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estimates while maintaining the multiple indicator approach to structural
equation modeling (e.g. Dabholkar et al. 1996). We operationalized the
composite items applied to the partial disaggregation approach accord-
ing to the guidelines set forth in the literature (e.g., Garver & Mentzer
1999). On this basis, items reflecting a particular construct were grouped
at random to form a composite indicator. The assignment of items to com-
posites is arbitrary as all items reflecting a latent construct are assumed to
represent that construct in a similar fashion (Sweeney et al. 1999).

We assessed the fit of the measurement and structural models examined
through multiple indices, as recommended by Hoyle and Panter (1995). It
has been suggested that a chi-square value two or three times as large as
the degrees of freedom is acceptable (Carmines & Mclver 1981), but the
fit is considered better the closer the chi-square value (CMIN) is to the
degrees of freedom (df) for a model (Thacker et al. 1989). EXQ’s CMIN/
df ratio displays an excellent fit. We used measures of incremental fit as
indicators of acceptable model fit. In particular, we selected the type-2
incremental fit index (IFI), type-3 comparative fit index (CFI) and root
mean square error of approximation (RMSEA). Type-2 IFl and type-3 CFI
were selected based on their robustness to sample size variations (Hoyle &
Panter 1995). We adopted the recommended threshold of >0.90 as indica-
tive of adequate model fit for these indices (i.e. IFI, CFI). The accepted
level for the RMSEA measure was <0.10, with lower values indicating
better model fit (Hair et al. 2009, p. 772). Thus, EXQ’s RMSEA score of
0.05 demonstrates an excellent model fit. The scale statistics indicate the
robustness of the EXQ model (Hoyle & Panter 1995; Garver & Mentzer
1999) on the basis of the fit criteria established in prior service quality and
CX research (e.g., Parasuraman et al. 2005).

Next, we evaluated the psychometric properties of the scale through a
comprehensive CFA. We tested all items in the same model and restricted
the items to load on their respective factors. The results are a sign of high
levels of construct reliability and average variance extracted for all latent
variables. All t values were significant (p = 0.05) and the average vari-
ances extracted were >0.50, and thus convergent validity was established.
We established construct reliability with estimates exceeding 0.50, using
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Fornell and Larcker’s (1981) stringent criteria for measuring the internal
consistency of a scale and its ability to measure a latent construct. Scale
reliability was assessed using Fornell and Larcker’s (1981) construct reli-
ability formula: CREL = (Z1)*/[(Z1)* + Z(1 - A;»)]. This formula measures
the internal consistency of a scale and its ability to measure a latent con-
struct. According to this approach, construct reliability estimates exceed-
ing 0.50 are indicative of acceptable scale reliability (Fornell & Larcker
1981). After establishing the strength and psychometric properties of the
scales underpinning the model, we examined the structure of the model.
We modeled CX as suggested by researchers as a formative construct in
which the dimensions of the model drive CX perceptions (Dagger et al.,
2007). It is noteworthy that these scale items are specified as reflective
based on the decision criteria of Jarvis, MacKenzie, and Podsakoff (2003).
At the dimensional level, Jarvis et al. (2003) suggested that the forma-
tive approach is appropriate in the following circumstances: (a) when the
direction of causality is from the dimensions to the construct, the dimen-
sions serve as defining characteristics of the construct, and changes in
the dimensions should cause changes in the construct; and (b) when the
dimensions do not have the same or similar content, do not necessarily
co-vary and do not have the same antecedents or consequences. On the
basis of these criteria, we treated the dimensions as formative indicators of
the higher order CX construct (see Figure 10.1). At the measurement level
(item level), Jarvis et al. (2003) suggested that the reflective approach is
appropriate when the following apply: (a) the relative homogeneity and
interchangeability of scale items is high; (b) the degree of co-variation
among items within each dimension is high; and (c) indicators within
each dimension are likely to be affected by the same antecedents and
have similar consequences. The relative homogeneity, and hence inter-
changeability, of scale items within each dimension, the high degree of
co-variation among items within each dimension, and the expectation that
indicators within each dimension (e.g., interpersonal skills) are likely to be
affected by the same antecedents (e.g., branch) and therefore have similar
consequences. In addition, we conducted second-order CFAs in which the
dimensions of EXQ (e.g., brand experience) were modeled as reflective
indicators of a second-order overall customer experience (EXQ) construct.
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The CFA analysis and model fit statistics were analogous to those reported
in this study. On the basis of these criteria, we modeled the measurement
aspect of our model reflectively (see Figure 10.1). Therefore, the CFA
results reported are for first-order factor models specifying the scale items
as reflective indicators of their corresponding latent constructs, and allow
the latent constructs to intercorrelate. In addition, despite the fact that the
data surpassed the requirements to be treated as pooled, we conducted
an individual analysis of all four contexts. The analysis confirmed that
the observed factor structure was similar across all contexts. However,
not all latent constructs are entities that are measurable with a battery of
positively correlated items (Edwards & Bagozzi 2000). A less common, but
equally plausible approach is to combine a number of indicators to form
a construct without any assumptions as to the patterns of intercorrelation
between these items. A formative or causal index (Blalock 1964) results,
where causality flows in the opposite direction, from the indicator to the
construct. Although the reflective view dominates the psychological and
management sciences, the formative view is common in economics and
sociology. The distinction between formative and reflective measures is
important because proper specification of a measurement model is neces-
sary to assign meaningful relationships in the structural model (Anderson
& Gerbing 1988). Theoretical work in construct validity (Blalock 1982) and
structural equation modeling (Baumgartner & Homburg 1996) enhances
our understanding, yet considerable debate still exists regarding the pro-
cedures a working researcher should follow to achieve construct validity
(Diamantopoulos 2005).

Stage 4: Conceptual framework, additional assessment
(Structural Equation Modelling) and connection to outcomes

Considering the above findings, our conceptualization of CX and the
resulting reliable and valid scale, we offer the following definition of CX
quality (see Figure 10.1):

Customer experience quality is the customer’s dynamic value assessment
of all attributes of their direct and indirect dealings with a company on an
overall, dimensional, and attribute level, each level driving perception of
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the level above. Customer experience quality constitutes three dimensions,
namely: brand experience, service (firm) experience and post-purchase/
consumption experience. These evaluations of the customer experience
drive important marketing outcomes, namely customer satisfaction, loy-
alty intentions, and word-of-mouth behavior.

To establish nomological validity, we examine how well the EXQ scale
relates to other variables. Thus, in addition to the EXQ scale, the ques-
tionnaire included a five-item Behavioral Loyalty Scale (Parasuraman
et al. 2005) based on a 13-item battery developed by Zeithaml et al.
(1996), adapted a five-item Customer Satisfaction scale (Dagger et al.
2007), and incorporated a seven-item Word-of-Mouth Behaviors scale
(Brown et al. 2005). These measures (see Appendix B) allowed us to
capture the full range of potential behaviors likely to be triggered by CX
(Mascarenhas et al. 2006). To demonstrate that a measure has nomo-
logical validity, the correlation between the measure and other related
constructs should behave as expected in theory (Churchill 1995). In order
to further demonstrate the discriminant validity of the EXQ scale, we
compared the explanatory power of EXQ with the predominant measure
of service quality, SERVQUAL (Parasuraman et al. 1988). We established
this comparison by collecting data from survey respondents answering
in alternating format first the EXQ and, normally 1-2 days later, the
SERVQUAL questionnaire (or vice versa). We included only respondents
answering both questionnaires in our data analysis. The samples used are
the ones collected for the CFA described in stage 3. The SERVQUAL data
was analyzed using an expectation minus perception difference score, as
advocated by Parasuraman, Berry and Zeithaml (1993), measuring the
overall impact of service quality on customer satisfaction, loyalty inten-
tions, and word-of-mouth. We note that researchers frequently criticized
SERVQUAL, and some might propose to use SERVPERF, a more complex
model, to compare the perception of service quality and CX (Cronin &
Taylor 1992). We decided to use SERVQUAL because, despite its critics,
it is still the most widely used and referenced measure of service quality.

Scholars posit CX as a key determinant of customer satisfaction and
loyalty (e.g., Caruana 2002; Schmitt 2003). Customer experience and
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customer satisfaction, while discrete constructs (Garbarino & Johnson
1999), are connected through a contributory relationship (Fornell 1992).
Research submits that CX drives customer satisfaction, which in turn
drives loyalty (e.g., Shankar et al. 2003). Marketing scholars acknowledge
the link between customer satisfaction and loyalty intentions (Yi & La
2004). The exact nature of this relationship is still questioned because cus-
tomer satisfaction is a desirable but not adequate condition for behavioral
intentions (Koenig-Lewis & Palmer 2008). Therefore, this study explores
the influence of CX on customer satisfaction and loyalty intentions inde-
pendently. Researchers state that CX not only drives customer satisfaction
(e.g., Anderson & Mittal 2000) and loyalty (McDougall & Levesque 2000;
Fornell et al. 2006), but also word-of-mouth (Keiningham et al. 2007).
The direct and indirect influences of CX on word-of-mouth are widely
discussed in the literature in traditional offline (Babin et al. 2005), online
(e.g., Hennig-Thurau et al. 2004), and experiential settings (e.g., Klaus
& Maklan 2011). Subsequently, our study additionally explored the
proposed relationship between customer experience and word-of-mouth
behavior. We assessed scale reliability with a composite reliability coef-
ficient (ranging from 0.92 to 0.97) and CFA, which clearly confirmed the
appropriateness of the operationalizations (see Table 7.1).

As can be seen, our model fitted the data more than satisfactorily,
signifying the substantial and positive relationships between EXQ and
important marketing outcomes, namely customer satisfaction, loyalty,
and word-of-mouth behavior. Examination of the structural parameters
reveals that brand experience has a great effect on customer satisfaction
and word-of-mouth behavior. Brand experience also displays a great
effect on loyalty intentions. The service (firm) experience has the greatest
effect of all three dimensions on customer satisfaction, a great effect on
word-of-mouth behavior, and a high, but slightly lower, influence on loy-
alty intentions. Post-purchase/consumption experience displays by far the
greatest effect of all dimensions on loyalty intentions and word-of-mouth
behavior, and a great effect on customer satisfaction.

Service quality, measured by SERVQUAL, was found to significantly
influence customer satisfaction (0.49), loyalty intentions (0.47), and
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word-of-mouth behavior (0.45). We propose, guided by our review of
the literature, in which researchers advocate CX as the new and improved
conceptualization and measurement of service quality, that CX quality will
have a greater total effect on customers’ intentions and behavior. When
comparing the influence of both constructs on important marketing out-
comes, CX was found to have a greater total effect on loyalty intentions,
and a significant higher positive impact on customer satisfaction and
word-of-mouth behavior than service quality (see Tables 7.2 and 7.3).

/ Discussion

Our study develops and validates a three-dimensional conceptualization
of CX quality and the corresponding items for each dimension by the
means of a scale-development process. We assessed the resulting scale
EXQ through validity and reliability analysis of two scale-data collections,
assuring the sufficient conceptualization of CX through the scale. We
established nomological and discriminant validity of the scale by linking
the scale dimensions and the overall scale to important marketing out-
comes and comparing it with the well-established SERVQUAL scale.

EXQ can be employed as an analytical tool to detect poor and/or excel-
lent CX performances across several functions within the company and/
or across various locations within the company across time. Another
application of the scale is to benchmark within the company or a specific
industry.

The findings suggest that customers base their perceptions of CX qual-
ity on three dimensions: brand experience, service (firm) experience,
and post-purchase/consumption experience. The findings indicate that
customers evaluate CX quality at an overall level, a dimensional level and
an attribute level, and that each level drives perception on the level above.
The research improves our understanding of how customers evaluate CX
quality by linking their evaluation to important marketing outcomes,
namely customer satisfaction, loyalty intentions, and word-of-mouth
behavior.
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Our findings confirm that all three dimensions of CX

quality have a positive and significant impact on

important marketing outcomes, validating the

notion that the CX evaluation goes beyond

the direct service encounter, and includes

direct and indirect encounters with all

functions of the company and pos-

sible channels and touch-points, such

as marketing communications, advertising,

internet presence and after-sales care (e.g.,

Payne et al. 2008; Voss et al. 2008). Investigating

the influence of each individual dimension on the

outcomes, the study depicts that the brand experience - the pre-encounter
dimension - has an equally significant influence on all outcomes. The ser-
vice (firm) experience has the most significant influence of all dimensions
on customer satisfaction, confirming the suggested causal chain between
the service encounter and customer satisfaction (e.g., Parasuraman et al.
1988). However, the dimension post-purchase/consumption has the
greatest influence on both loyalty intentions and word-of-mouth behavior,
confirming prior research (e.g., Maxham 2001). This dimension is highly
relevant because of its close link to direct interactions and the resulting
CXs with the service company. Based on their own first-hand experiences
with the service company, customers have the ability to evaluate not only
the companies’ offerings, but also the experiences connected with these
interactions. These findings suggest the importance of past experiences
with the service company in forming positive behavioral intentions (Voss
& Zomerdijk 2007) and influencing loyalty (e.g., Buttle & Burton 2002).
The research confirms the notion that the means—end approach guiding
the study serves to explain the differences between pre- and post-purchase
evaluations in relation to marketing outcomes (Westbrook 1987).
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/ Appendix A

Sample profiles used in EFA

Variable Professional Service Hedonic
service shop service
Age:

Under 18
18-24
25-34
35-44
45-54
55-64
65+

Gender:
Male

Female

Educational background: high
school or less

Some college
College graduate
Graduate school

Annual household income:
(growth in USS): up to $20000

$20001-545000
$45001-575000

4.00
30.00
27.00
21.00
15.00

3.00

66.00
34.00

30.00
43.00
14.00

8.00

3.00
20.00
20.00

2.00
6.00
31.00
29.00
17.00
13.00
3.00

63.00
37.00

30.00
36.00
16.00

8.00

4.00
21.00
25.00

8.00
27.00
25.00
23.00
12.00

5.00

60.00
40.00

34.00
40.00
17.00

9.00

3.00
18.00
22.00

1.00
7.00
30.00
27.00
20.00
9.00
6.00

62.00
38.00

30.00
34.00
51.00
10.00

4.00
16.00
18.00

(continued)

';L)q
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Continued

Variable Professional Service Hedonic
service shop service

$75000-$125000 29.00 29.00 28.00 30.00
$125000-$250000 23.00 17.00 25.00 26.00
More than $250000 5.00 4.00 4.00 6.00

Note: Numbers did not sum to 100 in all instances, and are rounded to the next digit before .00 for
expositional convenience.

/ Appendix B

Measures of study constructs - EXQ

Respondents rated their customer experience on each scale item using a 7-point
scale (1 = strongly disagree, 7 = strongly agree) or as Do not know/Not appli-
cable. The items below are grouped by dimensions for expositional convenience;
they appeared in random order in the survey. The symbols preceding the items
correspond to the variables named in Figure 10.1.

Brand experience

BRE1
BRE2
BRE3

BRE4
BRE5
BRE6
BRE7

XYZ has a good reputation.

I am confident in XYZ's expertise.

XYZ gives independent advice (on which product/service will best
suit my needs).

| choose XYZ not because of the price alone.

The people who work at XYZ represent the XYZ brand well.

XYZ's offerings have the best quality.

XYZ's offerings are superior.

Service (firm) experience

SPE1
SPE2
SPE3
SPE4
SPE5
SPE6
SPE7
SPE8
SPE9
SPE10

XYZ advised me throughout the process.

Dealing with XYZ is easy.

XYZ keeps me informed.

XYZ demonstrates flexibility in dealing with me.

At XYZ | always deal with the same forms and/or same people.
XYZ's personnel relates to my wishes and concerns.

The people | am dealing with (at XYZ) have good people skills.
XYZ delivers a good customer service.

I have built a personal relationship with the people at XYZ.
XYZ's facilities are better designed to fulfill my needs than their
competitors.
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SPE11 XYZ's (online and/or offline) facilities are designed to be as efficient

as possible (for me).

Post-purchase/consumption experience

PPE1
PPE2
PPE3
PPE4
PPE5
PPE6
PPE7

I stay with XYZ because they know me.

XYZ knows exactly what | want.

XYZ keeps me up-to-date.

XYZ will look after me for a long time.

XYZ deal(t) well with me when things go(went) wrong.

| am happy with XYZ as my (service firm).

Being a client at/customer of XYZ gives me social approval.

Behavioral loyalty intentions (Parasuraman et al. 2005; Zeithaml et al. 1996)
Respondents rated their likelihood on each scale item using a 7-point scale (1 =
not at all likely, 7 = extremely likely) or as Do not know/Not applicable. The items
below were grouped as outlined below on the survey.

How likely are you to ...

L1 Say positive things about XYZ to other people?

L2 Recommend XYZ to someone who seeks your advice?
L3  Encourage friends and relatives to use XYZ?

L4  Consider XYZ the first choice to buy - services?

L5 Use XYZ more in the next few years?

Customer satisfaction (e.g., Dagger et al. 2007)
Respondents rated each item using a 7-point scale (1 = strongly disagree, 7 =
strongly agree) or as Do not know/Not applicable.

SAT1
SAT2
SAT3
SAT4

SAT5

My feelings towards XYZ are very positive.

| feel good about coming to XYZ for the offerings | am looking for.
Overall | am satisfied with XYZ and the service they provide.

| feel satisfied that XYZ produce the best results that can be achieved
for me.

The extent to which XYZ has produced the best possible outcome for
me is satisfying.

Word-of-mouth behavior (Brown et al. 2005)
Respondents rated “How much they did the following” on each scale item using
a 7-point scale (1 = never, 7 = frequently) or as Do not know/Not applicable. The
items below were grouped by dimensions as outlined below on the survey.

WOM1 Mentioned to others that you do business with XYZ.
WOM2  Made sure that others know that you do business with XYZ.
WOM3  Spoke positively about XYZ employee(s) to others.
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WOM4  Recommended XYZ to family members.
WOMS5  Spoke positively of XYZ to others.

WOMé6 Recommended XYZ to acquaintances.
WOM?7 Recommended XYZ to close personal friends.

SERVQUAL (Parasuraman et al. 1988, 1991)

This survey deals with your opinions of services. Please show the extent to which
you think firms offering services should possess the features described by each
statement. Do this by picking one of the seven numbers next to each statement. If
you strongly agree that these firms should possess a feature, choose the number 7.
If you strongly disagree that these firms should possess a feature, choose number
1. If your feelings are not strong, circle one of the numbers in the middle. There are
no right or wrong answers - all we are interested in is a number that best shows
your expectations about firms offering services.!

El. They should have up-to-date equipment.

E2. Their physical facilities should be visually appealing.

E3. Their employees should be well dressed and appear neat.

E4. The appearance of the physical facilities of these firms should be in keep-
ing with the type of services provided.

E5. When these firms promise to do something by a certain time, they
should do so.

E6. When customers have problems, these firms should be sympathetic and
reassuring.

E7. These firms should be dependable.

E8. They should provide their services at the time they promise to do so.

E9. They should keep their records accurately.

E10. They shouldn’t be expected to tell customers exactly when services will
be performed.?

Ell. It is not realistic for customers to expect prompt service from employees
of these firms. (<)

E12. Their employees don’t always have to be willing to help customers. (-)
EI3. It is okay if they are too busy to respond to customer requests promptly. (-)
E14. Customers should be able to trust employees of these firms.

El5. Customers should be able to feel safe in their transactions with these
firms” employees.

El6. Their employees should be polite.

E17. Their employees should get adequate support from these firms to do
their jobs well.

El8. These firms should not be expected to give customers individual
attention. (-)
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E19. Employees of these firms cannot be expected to give customers personal
attention. (-)

E20. It is unrealistic to expect employees to know what the needs of their
customers are. (=)

E21. It is unrealistic to expect these firms to have their customers’ best
interests at heart. (-)

E22. They shouldn't be expected to have operating hours convenient to all
their customers. (<)

The following set of statements relates to your feelings about XYZ. For each state-
ment, please show the extent to which you believe XYZ has the feature described
by the statement. Once again, marking a 1 means that you strongly disagree that
XYZ has that feature, and marking a 7 means that you strongly agree. You may
circle any of the numbers in the middle that show how strong your feelings are.
There are no right or wrong answers - all we are interested in is a number that best
shows your perceptions about XYZ.

Pl. XYZ has up-to-date equipment.

P2. XYZ's physical facilities are visually appealing.

P3. XYZ's employees are well dressed and appear neat.

P4. The appearance of the physical facilities of XYZ is in keeping with the
type of services provided.

P5. When XYZ promises to do something by a certain time, it does so.

P6. When you have problems, XYZ is sympathetic and reassuring.

P7.XYZ is dependable.

P8. XYZ provides its services at the time it promises to do so.

P9. XYZ keeps its records accurately.

P10. XYZ does not tell customers exactly when services will be performed. (-)
P11. You do not receive prompt service from XYZ's employees. (-)

P12. Employees of XYZ are not always willing to help customers. (-)

P13. Employees of XYZ are too busy to respond to customer requests
promptly. (<)

P14. You can trust employees of XYZ.

P15. You feel safe in your transactions with XYZ's employees.

P16. Employees of XYZ are polite.

P17. Employees get adequate support from XYZ to do their jobs well.

P18. XYZ does not give you individual attention. (-)

P19. Employees of XYZ do not give you personal attention. (-)

P20. Employees of XYZ do not know what your needs are. (-)

P21. XYZ does not have your best interests at heart. (-)

P22. XYZ does not have operating hours convenient to all their customers. (-)
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/ Typology data analysis details

The questionnaire comprised a scale with 48 items and various business
and personal demographic and behavioral questions. Data was analysed
using the SPSS and Latent Gold software packages. SPSS was used to con-
duct univariate analysis followed by multivariate analysis in the form of
factor analysis. Given that the data for the latter analysis violated various
assumptions necessary for parametric multivariate analysis, an alternative
latent class modeling technique that does not require such stringent char-
acteristics was employed using the Latent Gold software. The results of
the univariate analysis were presented first, followed by the Latent Gold
latent class technique, and then the factor analysis results were performed
using SPSS.



Notes

/ Appendices

1. A seven-point scale ranging from “Strongly disagree” (1) to “Strongly agree”
(7), with no verbal labels for the intermediate scale points (i.e., 2 through 6),
accompanies each statement. Also, the statements are in random order in the
questionnaire.

2. (-) stands for items scored in reverse order.
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