
of knowledge that a firm’s managers pos-
sess regarding their own relative strengths 
in comparison to the di!ering needs and 
desires of each customer or customer 
segment.  Once the specific needs of each 
customer or segment are understood, the 
segments must be prioritized based upon 
the strategic importance of each and the 
potential for economic profit generated 
by sales to that segment after costs and 
assets required to fulfill demand are con-
sidered.  

It is interesting to note that this game 
changing trend, while first envisioned for 
manufacturers serving business customers, 
may be the standard operating procedure 
for retailers as they increasingly move 
into multi-channel supply chains.  In the 
multi-channel retail case, the prioritization 
would be focused on the preferred channel 
rather than on the specific customer.

THE FALLACY OF BEING ALL THINGS  
TO ALL CUSTOMERS

Highly volatile competitive environments 
often pressure firms to abandon the 
segmented service relationship approach 
and focus on trying to be all things to 
all customers.  During such times, senior 

uration required to create customer value 
commensurate with the economic profit 
potential of the relationship. 

CHALLENGES OF PRIORITIZING  
SERVICE LEVELS

There are numerous challenges to firms as 
they seek to focus their resources more on 
prioritizing service to customers of choice.  
First, marketing and sales organizations 
typically are reluctant to cast any paying 
customer in a role of “less important.”  This 
often has less to do with desire and more 
to do with a lack of accurate and timely 
activity based costs tracked to specific 
customers to enable a reasonable analy-
sis of customer profitability.  If the actual 
profitability, both current and future, of 
customers is not clear, prioritizing service 
could be fatal.  

Still, some firms have made progress in 
that direction by allocating costs to cus-
tomers on activity drivers that are more 
meaningful than the standard usage of 
percent of sales.  Percent of total orders 
placed, or percent of total volume per or-
der could more meaningfully approximate 
a true cost-to-serve.  A second challenge 
to prioritization is the lack to date of useful 
tools to help implement such a practice.  
For example, most firms do not have the 
ability within their order management 
systems to “hold” inventory for certain 
accounts such that a top customer will be 

management loses sight of the costs 
and asset commitment needed to deliver 
unique value to customers as they become 
fixated on the mass market as opposed to 
needs of customers or segments of choice.  
The result is that both financial and human 
resources are dedicated to customers or 
customer segments that are unlikely to 
generate a profit.  Though such short-term 
strategies can augment cash flows in the 
near future, they are inevitably damaging 
to profitability and earnings.  

Other competitive scenarios at times 
create monopolistic-like competition in 
customer markets that lead to the oppo-
site problem: organizations with minimal 
viable competition may focus unduly on 
supply chain e"ciencies across the en-
tire customer base to the detriment of 
creating customer value, thereby eroding 
service levels in the pursuit of low cost/low 
asset operations.  Neither excessive focus 
on customer e!ectiveness or excessive 
focus on supply chain e"ciency presents 
an optimal strategic situation, and as each 
de-emphasizes the importance of under-
standing the needs of each major custom-
er or customer segment and matching 
that with the appropriate service config-

given priority over less important custom-
ers in the event of stock outs.  Also, top 
customers often demand shorter order 
cycle times and inventory may be listed 
as not available (as it was already prom-
ised to another customer) by the time the 
customer of choice places an order.  Some 
progress in this area has been made by as-
signing customer teams focused on serv-
ing customer of choice that may manually 
override system designations of available 
to promise.

The research partners at Ernst and Young 
have adopted an extension of the rela-
tionship management idea.  The concept, 
called Service Stratification, applies not 
only to service di!erentiation by customer 
segment, but also di!erentiation by prod-
uct and product o!erings.  Extending the 
segmentation idea to products requires 
organizations to understand the direct 
product profitability of each product or 
product line, and make a strategic deci-
sion regarding which products groupings 
to make available to di!erent customer 
segments depending upon the overall 
profitability of both the customer and the 
product.

The following case note provides an 
example of a firm that has established 
close relationships with select customers 
in order to provide di!erentiated levels of 
service that enhance the value provided to 
customers.
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CASE EXAMPLE
A consumer packaged goods firm has recently undergone a philosophical change that has led to 
a new focus on retail customers of choice, developing a more strategic view in partnership with 
key customers about what the business should be in the future.  The company is now involved 
in joint business planning with its top customers.  This is a radical shift from their previous 
business model that focused on cost reduction, an approach that “made us order takers rath-
er than demand creators,” said a senior manager.  More importantly, the new approach has 
been coupled with the need to balance supply chain capacity with the desired demand that is 
being created.  This change has come from the highest leadership in the organization, and is a 
significant cultural change for the organization’s managers and employees.  To embed the new 
approach into the organizational culture, a balanced scorecard has been adapted to include 
common metrics across all functional areas in order to support the new customer focus on 
relevant value.  The company is in mid-transition, but has a strong framework that is guiding 
decisions throughout the organization. Financial results are beginning to suggest the success of 
their new business approach.

Will work more on treat-
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in comparison to the di!ering needs and 
desires of each customer or customer 
segment.  Once the specific needs of each 
customer or segment are understood, the 
segments must be prioritized based upon 
the strategic importance of each and the 
potential for economic profit generated 
by sales to that segment after costs and 
assets required to fulfill demand are con-
sidered.  

It is interesting to note that this game 
changing trend, while first envisioned for 
manufacturers serving business customers, 
may be the standard operating procedure 
for retailers as they increasingly move 
into multi-channel supply chains.  In the 
multi-channel retail case, the prioritization 
would be focused on the preferred channel 
rather than on the specific customer.
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Highly volatile competitive environments 
often pressure firms to abandon the 
segmented service relationship approach 
and focus on trying to be all things to 
all customers.  During such times, senior 
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commensurate with the economic profit 
potential of the relationship. 
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SERVICE LEVELS

There are numerous challenges to firms as 
they seek to focus their resources more on 
prioritizing service to customers of choice.  
First, marketing and sales organizations 
typically are reluctant to cast any paying 
customer in a role of “less important.”  This 
often has less to do with desire and more 
to do with a lack of accurate and timely 
activity based costs tracked to specific 
customers to enable a reasonable analy-
sis of customer profitability.  If the actual 
profitability, both current and future, of 
customers is not clear, prioritizing service 
could be fatal.  

Still, some firms have made progress in 
that direction by allocating costs to cus-
tomers on activity drivers that are more 
meaningful than the standard usage of 
percent of sales.  Percent of total orders 
placed, or percent of total volume per or-
der could more meaningfully approximate 
a true cost-to-serve.  A second challenge 
to prioritization is the lack to date of useful 
tools to help implement such a practice.  
For example, most firms do not have the 
ability within their order management 
systems to “hold” inventory for certain 
accounts such that a top customer will be 

management loses sight of the costs 
and asset commitment needed to deliver 
unique value to customers as they become 
fixated on the mass market as opposed to 
needs of customers or segments of choice.  
The result is that both financial and human 
resources are dedicated to customers or 
customer segments that are unlikely to 
generate a profit.  Though such short-term 
strategies can augment cash flows in the 
near future, they are inevitably damaging 
to profitability and earnings.  

Other competitive scenarios at times 
create monopolistic-like competition in 
customer markets that lead to the oppo-
site problem: organizations with minimal 
viable competition may focus unduly on 
supply chain e"ciencies across the en-
tire customer base to the detriment of 
creating customer value, thereby eroding 
service levels in the pursuit of low cost/low 
asset operations.  Neither excessive focus 
on customer e!ectiveness or excessive 
focus on supply chain e"ciency presents 
an optimal strategic situation, and as each 
de-emphasizes the importance of under-
standing the needs of each major custom-
er or customer segment and matching 
that with the appropriate service config-

given priority over less important custom-
ers in the event of stock outs.  Also, top 
customers often demand shorter order 
cycle times and inventory may be listed 
as not available (as it was already prom-
ised to another customer) by the time the 
customer of choice places an order.  Some 
progress in this area has been made by as-
signing customer teams focused on serv-
ing customer of choice that may manually 
override system designations of available 
to promise.

The research partners at Ernst and Young 
have adopted an extension of the rela-
tionship management idea.  The concept, 
called Service Stratification, applies not 
only to service di!erentiation by customer 
segment, but also di!erentiation by prod-
uct and product o!erings.  Extending the 
segmentation idea to products requires 
organizations to understand the direct 
product profitability of each product or 
product line, and make a strategic deci-
sion regarding which products groupings 
to make available to di!erent customer 
segments depending upon the overall 
profitability of both the customer and the 
product.

The following case note provides an 
example of a firm that has established 
close relationships with select customers 
in order to provide di!erentiated levels of 
service that enhance the value provided to 
customers.
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CASE EXAMPLE
A consumer packaged goods firm has recently undergone a philosophical change that has led to 
a new focus on retail customers of choice, developing a more strategic view in partnership with 
key customers about what the business should be in the future.  The company is now involved 
in joint business planning with its top customers.  This is a radical shift from their previous 
business model that focused on cost reduction, an approach that “made us order takers rath-
er than demand creators,” said a senior manager.  More importantly, the new approach has 
been coupled with the need to balance supply chain capacity with the desired demand that is 
being created.  This change has come from the highest leadership in the organization, and is a 
significant cultural change for the organization’s managers and employees.  To embed the new 
approach into the organizational culture, a balanced scorecard has been adapted to include 
common metrics across all functional areas in order to support the new customer focus on 
relevant value.  The company is in mid-transition, but has a strong framework that is guiding 
decisions throughout the organization. Financial results are beginning to suggest the success of 
their new business approach.
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of knowledge that a firm’s managers pos-
sess regarding their own relative strengths 
in comparison to the di!ering needs and 
desires of each customer or customer 
segment.  Once the specific needs of each 
customer or segment are understood, the 
segments must be prioritized based upon 
the strategic importance of each and the 
potential for economic profit generated 
by sales to that segment after costs and 
assets required to fulfill demand are con-
sidered.  

It is interesting to note that this game 
changing trend, while first envisioned for 
manufacturers serving business customers, 
may be the standard operating procedure 
for retailers as they increasingly move 
into multi-channel supply chains.  In the 
multi-channel retail case, the prioritization 
would be focused on the preferred channel 
rather than on the specific customer.

THE FALLACY OF BEING ALL THINGS  
TO ALL CUSTOMERS

Highly volatile competitive environments 
often pressure firms to abandon the 
segmented service relationship approach 
and focus on trying to be all things to 
all customers.  During such times, senior 

uration required to create customer value 
commensurate with the economic profit 
potential of the relationship. 

CHALLENGES OF PRIORITIZING  
SERVICE LEVELS

There are numerous challenges to firms as 
they seek to focus their resources more on 
prioritizing service to customers of choice.  
First, marketing and sales organizations 
typically are reluctant to cast any paying 
customer in a role of “less important.”  This 
often has less to do with desire and more 
to do with a lack of accurate and timely 
activity based costs tracked to specific 
customers to enable a reasonable analy-
sis of customer profitability.  If the actual 
profitability, both current and future, of 
customers is not clear, prioritizing service 
could be fatal.  

Still, some firms have made progress in 
that direction by allocating costs to cus-
tomers on activity drivers that are more 
meaningful than the standard usage of 
percent of sales.  Percent of total orders 
placed, or percent of total volume per or-
der could more meaningfully approximate 
a true cost-to-serve.  A second challenge 
to prioritization is the lack to date of useful 
tools to help implement such a practice.  
For example, most firms do not have the 
ability within their order management 
systems to “hold” inventory for certain 
accounts such that a top customer will be 

management loses sight of the costs 
and asset commitment needed to deliver 
unique value to customers as they become 
fixated on the mass market as opposed to 
needs of customers or segments of choice.  
The result is that both financial and human 
resources are dedicated to customers or 
customer segments that are unlikely to 
generate a profit.  Though such short-term 
strategies can augment cash flows in the 
near future, they are inevitably damaging 
to profitability and earnings.  

Other competitive scenarios at times 
create monopolistic-like competition in 
customer markets that lead to the oppo-
site problem: organizations with minimal 
viable competition may focus unduly on 
supply chain e"ciencies across the en-
tire customer base to the detriment of 
creating customer value, thereby eroding 
service levels in the pursuit of low cost/low 
asset operations.  Neither excessive focus 
on customer e!ectiveness or excessive 
focus on supply chain e"ciency presents 
an optimal strategic situation, and as each 
de-emphasizes the importance of under-
standing the needs of each major custom-
er or customer segment and matching 
that with the appropriate service config-

given priority over less important custom-
ers in the event of stock outs.  Also, top 
customers often demand shorter order 
cycle times and inventory may be listed 
as not available (as it was already prom-
ised to another customer) by the time the 
customer of choice places an order.  Some 
progress in this area has been made by as-
signing customer teams focused on serv-
ing customer of choice that may manually 
override system designations of available 
to promise.

The research partners at Ernst and Young 
have adopted an extension of the rela-
tionship management idea.  The concept, 
called Service Stratification, applies not 
only to service di!erentiation by customer 
segment, but also di!erentiation by prod-
uct and product o!erings.  Extending the 
segmentation idea to products requires 
organizations to understand the direct 
product profitability of each product or 
product line, and make a strategic deci-
sion regarding which products groupings 
to make available to di!erent customer 
segments depending upon the overall 
profitability of both the customer and the 
product.

The following case note provides an 
example of a firm that has established 
close relationships with select customers 
in order to provide di!erentiated levels of 
service that enhance the value provided to 
customers.
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CASE EXAMPLE
A consumer packaged goods firm has recently undergone a philosophical change that has led to 
a new focus on retail customers of choice, developing a more strategic view in partnership with 
key customers about what the business should be in the future.  The company is now involved 
in joint business planning with its top customers.  This is a radical shift from their previous 
business model that focused on cost reduction, an approach that “made us order takers rath-
er than demand creators,” said a senior manager.  More importantly, the new approach has 
been coupled with the need to balance supply chain capacity with the desired demand that is 
being created.  This change has come from the highest leadership in the organization, and is a 
significant cultural change for the organization’s managers and employees.  To embed the new 
approach into the organizational culture, a balanced scorecard has been adapted to include 
common metrics across all functional areas in order to support the new customer focus on 
relevant value.  The company is in mid-transition, but has a strong framework that is guiding 
decisions throughout the organization. Financial results are beginning to suggest the success of 
their new business approach.
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of knowledge that a firm’s managers pos-
sess regarding their own relative strengths 
in comparison to the di!ering needs and 
desires of each customer or customer 
segment.  Once the specific needs of each 
customer or segment are understood, the 
segments must be prioritized based upon 
the strategic importance of each and the 
potential for economic profit generated 
by sales to that segment after costs and 
assets required to fulfill demand are con-
sidered.  

It is interesting to note that this game 
changing trend, while first envisioned for 
manufacturers serving business customers, 
may be the standard operating procedure 
for retailers as they increasingly move 
into multi-channel supply chains.  In the 
multi-channel retail case, the prioritization 
would be focused on the preferred channel 
rather than on the specific customer.

THE FALLACY OF BEING ALL THINGS  
TO ALL CUSTOMERS

Highly volatile competitive environments 
often pressure firms to abandon the 
segmented service relationship approach 
and focus on trying to be all things to 
all customers.  During such times, senior 

uration required to create customer value 
commensurate with the economic profit 
potential of the relationship. 

CHALLENGES OF PRIORITIZING  
SERVICE LEVELS

There are numerous challenges to firms as 
they seek to focus their resources more on 
prioritizing service to customers of choice.  
First, marketing and sales organizations 
typically are reluctant to cast any paying 
customer in a role of “less important.”  This 
often has less to do with desire and more 
to do with a lack of accurate and timely 
activity based costs tracked to specific 
customers to enable a reasonable analy-
sis of customer profitability.  If the actual 
profitability, both current and future, of 
customers is not clear, prioritizing service 
could be fatal.  

Still, some firms have made progress in 
that direction by allocating costs to cus-
tomers on activity drivers that are more 
meaningful than the standard usage of 
percent of sales.  Percent of total orders 
placed, or percent of total volume per or-
der could more meaningfully approximate 
a true cost-to-serve.  A second challenge 
to prioritization is the lack to date of useful 
tools to help implement such a practice.  
For example, most firms do not have the 
ability within their order management 
systems to “hold” inventory for certain 
accounts such that a top customer will be 

management loses sight of the costs 
and asset commitment needed to deliver 
unique value to customers as they become 
fixated on the mass market as opposed to 
needs of customers or segments of choice.  
The result is that both financial and human 
resources are dedicated to customers or 
customer segments that are unlikely to 
generate a profit.  Though such short-term 
strategies can augment cash flows in the 
near future, they are inevitably damaging 
to profitability and earnings.  

Other competitive scenarios at times 
create monopolistic-like competition in 
customer markets that lead to the oppo-
site problem: organizations with minimal 
viable competition may focus unduly on 
supply chain e"ciencies across the en-
tire customer base to the detriment of 
creating customer value, thereby eroding 
service levels in the pursuit of low cost/low 
asset operations.  Neither excessive focus 
on customer e!ectiveness or excessive 
focus on supply chain e"ciency presents 
an optimal strategic situation, and as each 
de-emphasizes the importance of under-
standing the needs of each major custom-
er or customer segment and matching 
that with the appropriate service config-

given priority over less important custom-
ers in the event of stock outs.  Also, top 
customers often demand shorter order 
cycle times and inventory may be listed 
as not available (as it was already prom-
ised to another customer) by the time the 
customer of choice places an order.  Some 
progress in this area has been made by as-
signing customer teams focused on serv-
ing customer of choice that may manually 
override system designations of available 
to promise.

The research partners at Ernst and Young 
have adopted an extension of the rela-
tionship management idea.  The concept, 
called Service Stratification, applies not 
only to service di!erentiation by customer 
segment, but also di!erentiation by prod-
uct and product o!erings.  Extending the 
segmentation idea to products requires 
organizations to understand the direct 
product profitability of each product or 
product line, and make a strategic deci-
sion regarding which products groupings 
to make available to di!erent customer 
segments depending upon the overall 
profitability of both the customer and the 
product.

The following case note provides an 
example of a firm that has established 
close relationships with select customers 
in order to provide di!erentiated levels of 
service that enhance the value provided to 
customers.

C
H

   
N

G
E

G   MEA

CASE EXAMPLE
A consumer packaged goods firm has recently undergone a philosophical change that has led to 
a new focus on retail customers of choice, developing a more strategic view in partnership with 
key customers about what the business should be in the future.  The company is now involved 
in joint business planning with its top customers.  This is a radical shift from their previous 
business model that focused on cost reduction, an approach that “made us order takers rath-
er than demand creators,” said a senior manager.  More importantly, the new approach has 
been coupled with the need to balance supply chain capacity with the desired demand that is 
being created.  This change has come from the highest leadership in the organization, and is a 
significant cultural change for the organization’s managers and employees.  To embed the new 
approach into the organizational culture, a balanced scorecard has been adapted to include 
common metrics across all functional areas in order to support the new customer focus on 
relevant value.  The company is in mid-transition, but has a strong framework that is guiding 
decisions throughout the organization. Financial results are beginning to suggest the success of 
their new business approach.
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of knowledge that a firm’s managers pos-
sess regarding their own relative strengths 
in comparison to the di!ering needs and 
desires of each customer or customer 
segment.  Once the specific needs of each 
customer or segment are understood, the 
segments must be prioritized based upon 
the strategic importance of each and the 
potential for economic profit generated 
by sales to that segment after costs and 
assets required to fulfill demand are con-
sidered.  

It is interesting to note that this game 
changing trend, while first envisioned for 
manufacturers serving business customers, 
may be the standard operating procedure 
for retailers as they increasingly move 
into multi-channel supply chains.  In the 
multi-channel retail case, the prioritization 
would be focused on the preferred channel 
rather than on the specific customer.

THE FALLACY OF BEING ALL THINGS  
TO ALL CUSTOMERS

Highly volatile competitive environments 
often pressure firms to abandon the 
segmented service relationship approach 
and focus on trying to be all things to 
all customers.  During such times, senior 

uration required to create customer value 
commensurate with the economic profit 
potential of the relationship. 

CHALLENGES OF PRIORITIZING  
SERVICE LEVELS

There are numerous challenges to firms as 
they seek to focus their resources more on 
prioritizing service to customers of choice.  
First, marketing and sales organizations 
typically are reluctant to cast any paying 
customer in a role of “less important.”  This 
often has less to do with desire and more 
to do with a lack of accurate and timely 
activity based costs tracked to specific 
customers to enable a reasonable analy-
sis of customer profitability.  If the actual 
profitability, both current and future, of 
customers is not clear, prioritizing service 
could be fatal.  

Still, some firms have made progress in 
that direction by allocating costs to cus-
tomers on activity drivers that are more 
meaningful than the standard usage of 
percent of sales.  Percent of total orders 
placed, or percent of total volume per or-
der could more meaningfully approximate 
a true cost-to-serve.  A second challenge 
to prioritization is the lack to date of useful 
tools to help implement such a practice.  
For example, most firms do not have the 
ability within their order management 
systems to “hold” inventory for certain 
accounts such that a top customer will be 

management loses sight of the costs 
and asset commitment needed to deliver 
unique value to customers as they become 
fixated on the mass market as opposed to 
needs of customers or segments of choice.  
The result is that both financial and human 
resources are dedicated to customers or 
customer segments that are unlikely to 
generate a profit.  Though such short-term 
strategies can augment cash flows in the 
near future, they are inevitably damaging 
to profitability and earnings.  

Other competitive scenarios at times 
create monopolistic-like competition in 
customer markets that lead to the oppo-
site problem: organizations with minimal 
viable competition may focus unduly on 
supply chain e"ciencies across the en-
tire customer base to the detriment of 
creating customer value, thereby eroding 
service levels in the pursuit of low cost/low 
asset operations.  Neither excessive focus 
on customer e!ectiveness or excessive 
focus on supply chain e"ciency presents 
an optimal strategic situation, and as each 
de-emphasizes the importance of under-
standing the needs of each major custom-
er or customer segment and matching 
that with the appropriate service config-

given priority over less important custom-
ers in the event of stock outs.  Also, top 
customers often demand shorter order 
cycle times and inventory may be listed 
as not available (as it was already prom-
ised to another customer) by the time the 
customer of choice places an order.  Some 
progress in this area has been made by as-
signing customer teams focused on serv-
ing customer of choice that may manually 
override system designations of available 
to promise.

The research partners at Ernst and Young 
have adopted an extension of the rela-
tionship management idea.  The concept, 
called Service Stratification, applies not 
only to service di!erentiation by customer 
segment, but also di!erentiation by prod-
uct and product o!erings.  Extending the 
segmentation idea to products requires 
organizations to understand the direct 
product profitability of each product or 
product line, and make a strategic deci-
sion regarding which products groupings 
to make available to di!erent customer 
segments depending upon the overall 
profitability of both the customer and the 
product.

The following case note provides an 
example of a firm that has established 
close relationships with select customers 
in order to provide di!erentiated levels of 
service that enhance the value provided to 
customers.
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CASE EXAMPLE
A consumer packaged goods firm has recently undergone a philosophical change that has led to 
a new focus on retail customers of choice, developing a more strategic view in partnership with 
key customers about what the business should be in the future.  The company is now involved 
in joint business planning with its top customers.  This is a radical shift from their previous 
business model that focused on cost reduction, an approach that “made us order takers rath-
er than demand creators,” said a senior manager.  More importantly, the new approach has 
been coupled with the need to balance supply chain capacity with the desired demand that is 
being created.  This change has come from the highest leadership in the organization, and is a 
significant cultural change for the organization’s managers and employees.  To embed the new 
approach into the organizational culture, a balanced scorecard has been adapted to include 
common metrics across all functional areas in order to support the new customer focus on 
relevant value.  The company is in mid-transition, but has a strong framework that is guiding 
decisions throughout the organization. Financial results are beginning to suggest the success of 
their new business approach.

Will work more on treat-
ment for this next round-

“21st	  Century	  Logis9cs:	  Making	  Supply	  Chain	  Integra9on	  a	  Reality”	  
Donald	  J.	  Bowersox	  

David	  J.	  Closs	  
Theodore	  P.	  Stank	  

How	  Far	  Have	  We	  Come	  in	  the	  21st	  Century?	  
This	  Research	  has	  its	  Founda9ons	  in	  A	  Study	  Done	  in	  2000.	  

2000	  -‐	  2012	   2013	  –	  beyond	  

Customer	  service	   Rela4onship	  management	  
Adversarial	   Collabora4ve	  	  

Forecast	   Demand	  Management	  
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Absolute	  value	   Rela4ve	  value	  	  

Func4onal	  integra4on	   Process	  integra4on	  	  

Ver4cal	  integra4on	   Virtual	  integra4on	  	  

Informa4on	  hoarding	   Informa4on	  sharing	  

Training	   Knowledge	  based	  learning	  

Managerial	  accoun4ng	   Value	  based	  management	  	  



of knowledge that a firm’s managers pos-
sess regarding their own relative strengths 
in comparison to the di!ering needs and 
desires of each customer or customer 
segment.  Once the specific needs of each 
customer or segment are understood, the 
segments must be prioritized based upon 
the strategic importance of each and the 
potential for economic profit generated 
by sales to that segment after costs and 
assets required to fulfill demand are con-
sidered.  

It is interesting to note that this game 
changing trend, while first envisioned for 
manufacturers serving business customers, 
may be the standard operating procedure 
for retailers as they increasingly move 
into multi-channel supply chains.  In the 
multi-channel retail case, the prioritization 
would be focused on the preferred channel 
rather than on the specific customer.

THE FALLACY OF BEING ALL THINGS  
TO ALL CUSTOMERS

Highly volatile competitive environments 
often pressure firms to abandon the 
segmented service relationship approach 
and focus on trying to be all things to 
all customers.  During such times, senior 

uration required to create customer value 
commensurate with the economic profit 
potential of the relationship. 

CHALLENGES OF PRIORITIZING  
SERVICE LEVELS

There are numerous challenges to firms as 
they seek to focus their resources more on 
prioritizing service to customers of choice.  
First, marketing and sales organizations 
typically are reluctant to cast any paying 
customer in a role of “less important.”  This 
often has less to do with desire and more 
to do with a lack of accurate and timely 
activity based costs tracked to specific 
customers to enable a reasonable analy-
sis of customer profitability.  If the actual 
profitability, both current and future, of 
customers is not clear, prioritizing service 
could be fatal.  

Still, some firms have made progress in 
that direction by allocating costs to cus-
tomers on activity drivers that are more 
meaningful than the standard usage of 
percent of sales.  Percent of total orders 
placed, or percent of total volume per or-
der could more meaningfully approximate 
a true cost-to-serve.  A second challenge 
to prioritization is the lack to date of useful 
tools to help implement such a practice.  
For example, most firms do not have the 
ability within their order management 
systems to “hold” inventory for certain 
accounts such that a top customer will be 

management loses sight of the costs 
and asset commitment needed to deliver 
unique value to customers as they become 
fixated on the mass market as opposed to 
needs of customers or segments of choice.  
The result is that both financial and human 
resources are dedicated to customers or 
customer segments that are unlikely to 
generate a profit.  Though such short-term 
strategies can augment cash flows in the 
near future, they are inevitably damaging 
to profitability and earnings.  

Other competitive scenarios at times 
create monopolistic-like competition in 
customer markets that lead to the oppo-
site problem: organizations with minimal 
viable competition may focus unduly on 
supply chain e"ciencies across the en-
tire customer base to the detriment of 
creating customer value, thereby eroding 
service levels in the pursuit of low cost/low 
asset operations.  Neither excessive focus 
on customer e!ectiveness or excessive 
focus on supply chain e"ciency presents 
an optimal strategic situation, and as each 
de-emphasizes the importance of under-
standing the needs of each major custom-
er or customer segment and matching 
that with the appropriate service config-

given priority over less important custom-
ers in the event of stock outs.  Also, top 
customers often demand shorter order 
cycle times and inventory may be listed 
as not available (as it was already prom-
ised to another customer) by the time the 
customer of choice places an order.  Some 
progress in this area has been made by as-
signing customer teams focused on serv-
ing customer of choice that may manually 
override system designations of available 
to promise.

The research partners at Ernst and Young 
have adopted an extension of the rela-
tionship management idea.  The concept, 
called Service Stratification, applies not 
only to service di!erentiation by customer 
segment, but also di!erentiation by prod-
uct and product o!erings.  Extending the 
segmentation idea to products requires 
organizations to understand the direct 
product profitability of each product or 
product line, and make a strategic deci-
sion regarding which products groupings 
to make available to di!erent customer 
segments depending upon the overall 
profitability of both the customer and the 
product.

The following case note provides an 
example of a firm that has established 
close relationships with select customers 
in order to provide di!erentiated levels of 
service that enhance the value provided to 
customers.
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CASE EXAMPLE
A consumer packaged goods firm has recently undergone a philosophical change that has led to 
a new focus on retail customers of choice, developing a more strategic view in partnership with 
key customers about what the business should be in the future.  The company is now involved 
in joint business planning with its top customers.  This is a radical shift from their previous 
business model that focused on cost reduction, an approach that “made us order takers rath-
er than demand creators,” said a senior manager.  More importantly, the new approach has 
been coupled with the need to balance supply chain capacity with the desired demand that is 
being created.  This change has come from the highest leadership in the organization, and is a 
significant cultural change for the organization’s managers and employees.  To embed the new 
approach into the organizational culture, a balanced scorecard has been adapted to include 
common metrics across all functional areas in order to support the new customer focus on 
relevant value.  The company is in mid-transition, but has a strong framework that is guiding 
decisions throughout the organization. Financial results are beginning to suggest the success of 
their new business approach.

Will work more on treat-
ment for this next round-

Game	  Changing	  Trends	  in	  Supply	  Chain	  	  

•  We	  believe	  that	  those	  trends	  s9ll	  serve	  as	  a	  founda9on.	  	  	  

•  But	  the	  supply	  chain	  world	  has	  dras9cally	  changed	  over	  the	  
past	  thirteen	  years.	  

•  In	  the	  white	  paper,	  we	  discuss	  the	  game	  changing	  supply	  
chain	  trends	  that	  supply	  chain	  professionals	  	  need	  to	  
squarely	  face	  for	  the	  future.	  
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segment.  Once the specific needs of each 
customer or segment are understood, the 
segments must be prioritized based upon 
the strategic importance of each and the 
potential for economic profit generated 
by sales to that segment after costs and 
assets required to fulfill demand are con-
sidered.  

It is interesting to note that this game 
changing trend, while first envisioned for 
manufacturers serving business customers, 
may be the standard operating procedure 
for retailers as they increasingly move 
into multi-channel supply chains.  In the 
multi-channel retail case, the prioritization 
would be focused on the preferred channel 
rather than on the specific customer.
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Highly volatile competitive environments 
often pressure firms to abandon the 
segmented service relationship approach 
and focus on trying to be all things to 
all customers.  During such times, senior 
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potential of the relationship. 
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There are numerous challenges to firms as 
they seek to focus their resources more on 
prioritizing service to customers of choice.  
First, marketing and sales organizations 
typically are reluctant to cast any paying 
customer in a role of “less important.”  This 
often has less to do with desire and more 
to do with a lack of accurate and timely 
activity based costs tracked to specific 
customers to enable a reasonable analy-
sis of customer profitability.  If the actual 
profitability, both current and future, of 
customers is not clear, prioritizing service 
could be fatal.  

Still, some firms have made progress in 
that direction by allocating costs to cus-
tomers on activity drivers that are more 
meaningful than the standard usage of 
percent of sales.  Percent of total orders 
placed, or percent of total volume per or-
der could more meaningfully approximate 
a true cost-to-serve.  A second challenge 
to prioritization is the lack to date of useful 
tools to help implement such a practice.  
For example, most firms do not have the 
ability within their order management 
systems to “hold” inventory for certain 
accounts such that a top customer will be 

management loses sight of the costs 
and asset commitment needed to deliver 
unique value to customers as they become 
fixated on the mass market as opposed to 
needs of customers or segments of choice.  
The result is that both financial and human 
resources are dedicated to customers or 
customer segments that are unlikely to 
generate a profit.  Though such short-term 
strategies can augment cash flows in the 
near future, they are inevitably damaging 
to profitability and earnings.  

Other competitive scenarios at times 
create monopolistic-like competition in 
customer markets that lead to the oppo-
site problem: organizations with minimal 
viable competition may focus unduly on 
supply chain e"ciencies across the en-
tire customer base to the detriment of 
creating customer value, thereby eroding 
service levels in the pursuit of low cost/low 
asset operations.  Neither excessive focus 
on customer e!ectiveness or excessive 
focus on supply chain e"ciency presents 
an optimal strategic situation, and as each 
de-emphasizes the importance of under-
standing the needs of each major custom-
er or customer segment and matching 
that with the appropriate service config-

given priority over less important custom-
ers in the event of stock outs.  Also, top 
customers often demand shorter order 
cycle times and inventory may be listed 
as not available (as it was already prom-
ised to another customer) by the time the 
customer of choice places an order.  Some 
progress in this area has been made by as-
signing customer teams focused on serv-
ing customer of choice that may manually 
override system designations of available 
to promise.

The research partners at Ernst and Young 
have adopted an extension of the rela-
tionship management idea.  The concept, 
called Service Stratification, applies not 
only to service di!erentiation by customer 
segment, but also di!erentiation by prod-
uct and product o!erings.  Extending the 
segmentation idea to products requires 
organizations to understand the direct 
product profitability of each product or 
product line, and make a strategic deci-
sion regarding which products groupings 
to make available to di!erent customer 
segments depending upon the overall 
profitability of both the customer and the 
product.

The following case note provides an 
example of a firm that has established 
close relationships with select customers 
in order to provide di!erentiated levels of 
service that enhance the value provided to 
customers.
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CASE EXAMPLE
A consumer packaged goods firm has recently undergone a philosophical change that has led to 
a new focus on retail customers of choice, developing a more strategic view in partnership with 
key customers about what the business should be in the future.  The company is now involved 
in joint business planning with its top customers.  This is a radical shift from their previous 
business model that focused on cost reduction, an approach that “made us order takers rath-
er than demand creators,” said a senior manager.  More importantly, the new approach has 
been coupled with the need to balance supply chain capacity with the desired demand that is 
being created.  This change has come from the highest leadership in the organization, and is a 
significant cultural change for the organization’s managers and employees.  To embed the new 
approach into the organizational culture, a balanced scorecard has been adapted to include 
common metrics across all functional areas in order to support the new customer focus on 
relevant value.  The company is in mid-transition, but has a strong framework that is guiding 
decisions throughout the organization. Financial results are beginning to suggest the success of 
their new business approach.

Will work more on treat-
ment for this next round-

Game	  Changing	  Trends	  in	  Supply	  Chain	  	  

•  When	  a	  student	  asked	  Albert	  Einstein	  if	  this	  year’s	  physics	  
exam	  ques9ons	  were	  the	  same	  as	  the	  previous	  year’s,	  he	  
responded,	  “Yes,	  but	  unfortunately	  for	  you	  the	  answers	  are	  
very	  different.”	  	  	  

	  	  
	  
	  
	  
	  
•  Our	  game	  changing	  trends	  are	  like	  those	  ques9ons.	  We	  s9ll	  

see	  some	  of	  the	  same	  supply	  chain	  trends,	  but	  the	  real	  
world	  responses	  to	  them	  are	  drama9cally	  more	  
sophis9cated.	  	  	  



of knowledge that a firm’s managers pos-
sess regarding their own relative strengths 
in comparison to the di!ering needs and 
desires of each customer or customer 
segment.  Once the specific needs of each 
customer or segment are understood, the 
segments must be prioritized based upon 
the strategic importance of each and the 
potential for economic profit generated 
by sales to that segment after costs and 
assets required to fulfill demand are con-
sidered.  

It is interesting to note that this game 
changing trend, while first envisioned for 
manufacturers serving business customers, 
may be the standard operating procedure 
for retailers as they increasingly move 
into multi-channel supply chains.  In the 
multi-channel retail case, the prioritization 
would be focused on the preferred channel 
rather than on the specific customer.

THE FALLACY OF BEING ALL THINGS  
TO ALL CUSTOMERS

Highly volatile competitive environments 
often pressure firms to abandon the 
segmented service relationship approach 
and focus on trying to be all things to 
all customers.  During such times, senior 

uration required to create customer value 
commensurate with the economic profit 
potential of the relationship. 

CHALLENGES OF PRIORITIZING  
SERVICE LEVELS

There are numerous challenges to firms as 
they seek to focus their resources more on 
prioritizing service to customers of choice.  
First, marketing and sales organizations 
typically are reluctant to cast any paying 
customer in a role of “less important.”  This 
often has less to do with desire and more 
to do with a lack of accurate and timely 
activity based costs tracked to specific 
customers to enable a reasonable analy-
sis of customer profitability.  If the actual 
profitability, both current and future, of 
customers is not clear, prioritizing service 
could be fatal.  

Still, some firms have made progress in 
that direction by allocating costs to cus-
tomers on activity drivers that are more 
meaningful than the standard usage of 
percent of sales.  Percent of total orders 
placed, or percent of total volume per or-
der could more meaningfully approximate 
a true cost-to-serve.  A second challenge 
to prioritization is the lack to date of useful 
tools to help implement such a practice.  
For example, most firms do not have the 
ability within their order management 
systems to “hold” inventory for certain 
accounts such that a top customer will be 

management loses sight of the costs 
and asset commitment needed to deliver 
unique value to customers as they become 
fixated on the mass market as opposed to 
needs of customers or segments of choice.  
The result is that both financial and human 
resources are dedicated to customers or 
customer segments that are unlikely to 
generate a profit.  Though such short-term 
strategies can augment cash flows in the 
near future, they are inevitably damaging 
to profitability and earnings.  

Other competitive scenarios at times 
create monopolistic-like competition in 
customer markets that lead to the oppo-
site problem: organizations with minimal 
viable competition may focus unduly on 
supply chain e"ciencies across the en-
tire customer base to the detriment of 
creating customer value, thereby eroding 
service levels in the pursuit of low cost/low 
asset operations.  Neither excessive focus 
on customer e!ectiveness or excessive 
focus on supply chain e"ciency presents 
an optimal strategic situation, and as each 
de-emphasizes the importance of under-
standing the needs of each major custom-
er or customer segment and matching 
that with the appropriate service config-

given priority over less important custom-
ers in the event of stock outs.  Also, top 
customers often demand shorter order 
cycle times and inventory may be listed 
as not available (as it was already prom-
ised to another customer) by the time the 
customer of choice places an order.  Some 
progress in this area has been made by as-
signing customer teams focused on serv-
ing customer of choice that may manually 
override system designations of available 
to promise.

The research partners at Ernst and Young 
have adopted an extension of the rela-
tionship management idea.  The concept, 
called Service Stratification, applies not 
only to service di!erentiation by customer 
segment, but also di!erentiation by prod-
uct and product o!erings.  Extending the 
segmentation idea to products requires 
organizations to understand the direct 
product profitability of each product or 
product line, and make a strategic deci-
sion regarding which products groupings 
to make available to di!erent customer 
segments depending upon the overall 
profitability of both the customer and the 
product.

The following case note provides an 
example of a firm that has established 
close relationships with select customers 
in order to provide di!erentiated levels of 
service that enhance the value provided to 
customers.
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CASE EXAMPLE
A consumer packaged goods firm has recently undergone a philosophical change that has led to 
a new focus on retail customers of choice, developing a more strategic view in partnership with 
key customers about what the business should be in the future.  The company is now involved 
in joint business planning with its top customers.  This is a radical shift from their previous 
business model that focused on cost reduction, an approach that “made us order takers rath-
er than demand creators,” said a senior manager.  More importantly, the new approach has 
been coupled with the need to balance supply chain capacity with the desired demand that is 
being created.  This change has come from the highest leadership in the organization, and is a 
significant cultural change for the organization’s managers and employees.  To embed the new 
approach into the organizational culture, a balanced scorecard has been adapted to include 
common metrics across all functional areas in order to support the new customer focus on 
relevant value.  The company is in mid-transition, but has a strong framework that is guiding 
decisions throughout the organization. Financial results are beginning to suggest the success of 
their new business approach.

Will work more on treat-
ment for this next round-

Survey	  to	  the	  Mailing	  List	  of	  the	  	  
UT	  Supply	  Chain	  Forum	  

•  Data	  collected:	  163	  supply	  chain	  professionals	  from	  
132	  companies.	  ($500M	  to	  $75B,	  retailers-‐27%,	  
manufacturers-‐59%,	  service	  providers-‐14%)	  

	  	  
•  Used	  as	  input	  for	  the	  UT	  Global	  Supply	  Chain	  Ins9tute	  

White	  Paper	  (sponsored	  by	  Ernst	  &	  Young	  and	  Terra	  
Technologies)	  

So,	  how	  far	  HAVE	  we	  come…?	  



of knowledge that a firm’s managers pos-
sess regarding their own relative strengths 
in comparison to the di!ering needs and 
desires of each customer or customer 
segment.  Once the specific needs of each 
customer or segment are understood, the 
segments must be prioritized based upon 
the strategic importance of each and the 
potential for economic profit generated 
by sales to that segment after costs and 
assets required to fulfill demand are con-
sidered.  

It is interesting to note that this game 
changing trend, while first envisioned for 
manufacturers serving business customers, 
may be the standard operating procedure 
for retailers as they increasingly move 
into multi-channel supply chains.  In the 
multi-channel retail case, the prioritization 
would be focused on the preferred channel 
rather than on the specific customer.
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CHALLENGES OF PRIORITIZING  
SERVICE LEVELS

There are numerous challenges to firms as 
they seek to focus their resources more on 
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placed, or percent of total volume per or-
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to prioritization is the lack to date of useful 
tools to help implement such a practice.  
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ability within their order management 
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management loses sight of the costs 
and asset commitment needed to deliver 
unique value to customers as they become 
fixated on the mass market as opposed to 
needs of customers or segments of choice.  
The result is that both financial and human 
resources are dedicated to customers or 
customer segments that are unlikely to 
generate a profit.  Though such short-term 
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near future, they are inevitably damaging 
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create monopolistic-like competition in 
customer markets that lead to the oppo-
site problem: organizations with minimal 
viable competition may focus unduly on 
supply chain e"ciencies across the en-
tire customer base to the detriment of 
creating customer value, thereby eroding 
service levels in the pursuit of low cost/low 
asset operations.  Neither excessive focus 
on customer e!ectiveness or excessive 
focus on supply chain e"ciency presents 
an optimal strategic situation, and as each 
de-emphasizes the importance of under-
standing the needs of each major custom-
er or customer segment and matching 
that with the appropriate service config-

given priority over less important custom-
ers in the event of stock outs.  Also, top 
customers often demand shorter order 
cycle times and inventory may be listed 
as not available (as it was already prom-
ised to another customer) by the time the 
customer of choice places an order.  Some 
progress in this area has been made by as-
signing customer teams focused on serv-
ing customer of choice that may manually 
override system designations of available 
to promise.

The research partners at Ernst and Young 
have adopted an extension of the rela-
tionship management idea.  The concept, 
called Service Stratification, applies not 
only to service di!erentiation by customer 
segment, but also di!erentiation by prod-
uct and product o!erings.  Extending the 
segmentation idea to products requires 
organizations to understand the direct 
product profitability of each product or 
product line, and make a strategic deci-
sion regarding which products groupings 
to make available to di!erent customer 
segments depending upon the overall 
profitability of both the customer and the 
product.

The following case note provides an 
example of a firm that has established 
close relationships with select customers 
in order to provide di!erentiated levels of 
service that enhance the value provided to 
customers.
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CASE EXAMPLE
A consumer packaged goods firm has recently undergone a philosophical change that has led to 
a new focus on retail customers of choice, developing a more strategic view in partnership with 
key customers about what the business should be in the future.  The company is now involved 
in joint business planning with its top customers.  This is a radical shift from their previous 
business model that focused on cost reduction, an approach that “made us order takers rath-
er than demand creators,” said a senior manager.  More importantly, the new approach has 
been coupled with the need to balance supply chain capacity with the desired demand that is 
being created.  This change has come from the highest leadership in the organization, and is a 
significant cultural change for the organization’s managers and employees.  To embed the new 
approach into the organizational culture, a balanced scorecard has been adapted to include 
common metrics across all functional areas in order to support the new customer focus on 
relevant value.  The company is in mid-transition, but has a strong framework that is guiding 
decisions throughout the organization. Financial results are beginning to suggest the success of 
their new business approach.

Will work more on treat-
ment for this next round-
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potential for economic profit generated 
by sales to that segment after costs and 
assets required to fulfill demand are con-
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It is interesting to note that this game 
changing trend, while first envisioned for 
manufacturers serving business customers, 
may be the standard operating procedure 
for retailers as they increasingly move 
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multi-channel retail case, the prioritization 
would be focused on the preferred channel 
rather than on the specific customer.
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often pressure firms to abandon the 
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all customers.  During such times, senior 
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There are numerous challenges to firms as 
they seek to focus their resources more on 
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typically are reluctant to cast any paying 
customer in a role of “less important.”  This 
often has less to do with desire and more 
to do with a lack of accurate and timely 
activity based costs tracked to specific 
customers to enable a reasonable analy-
sis of customer profitability.  If the actual 
profitability, both current and future, of 
customers is not clear, prioritizing service 
could be fatal.  

Still, some firms have made progress in 
that direction by allocating costs to cus-
tomers on activity drivers that are more 
meaningful than the standard usage of 
percent of sales.  Percent of total orders 
placed, or percent of total volume per or-
der could more meaningfully approximate 
a true cost-to-serve.  A second challenge 
to prioritization is the lack to date of useful 
tools to help implement such a practice.  
For example, most firms do not have the 
ability within their order management 
systems to “hold” inventory for certain 
accounts such that a top customer will be 

management loses sight of the costs 
and asset commitment needed to deliver 
unique value to customers as they become 
fixated on the mass market as opposed to 
needs of customers or segments of choice.  
The result is that both financial and human 
resources are dedicated to customers or 
customer segments that are unlikely to 
generate a profit.  Though such short-term 
strategies can augment cash flows in the 
near future, they are inevitably damaging 
to profitability and earnings.  

Other competitive scenarios at times 
create monopolistic-like competition in 
customer markets that lead to the oppo-
site problem: organizations with minimal 
viable competition may focus unduly on 
supply chain e"ciencies across the en-
tire customer base to the detriment of 
creating customer value, thereby eroding 
service levels in the pursuit of low cost/low 
asset operations.  Neither excessive focus 
on customer e!ectiveness or excessive 
focus on supply chain e"ciency presents 
an optimal strategic situation, and as each 
de-emphasizes the importance of under-
standing the needs of each major custom-
er or customer segment and matching 
that with the appropriate service config-

given priority over less important custom-
ers in the event of stock outs.  Also, top 
customers often demand shorter order 
cycle times and inventory may be listed 
as not available (as it was already prom-
ised to another customer) by the time the 
customer of choice places an order.  Some 
progress in this area has been made by as-
signing customer teams focused on serv-
ing customer of choice that may manually 
override system designations of available 
to promise.

The research partners at Ernst and Young 
have adopted an extension of the rela-
tionship management idea.  The concept, 
called Service Stratification, applies not 
only to service di!erentiation by customer 
segment, but also di!erentiation by prod-
uct and product o!erings.  Extending the 
segmentation idea to products requires 
organizations to understand the direct 
product profitability of each product or 
product line, and make a strategic deci-
sion regarding which products groupings 
to make available to di!erent customer 
segments depending upon the overall 
profitability of both the customer and the 
product.

The following case note provides an 
example of a firm that has established 
close relationships with select customers 
in order to provide di!erentiated levels of 
service that enhance the value provided to 
customers.
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CASE EXAMPLE
A consumer packaged goods firm has recently undergone a philosophical change that has led to 
a new focus on retail customers of choice, developing a more strategic view in partnership with 
key customers about what the business should be in the future.  The company is now involved 
in joint business planning with its top customers.  This is a radical shift from their previous 
business model that focused on cost reduction, an approach that “made us order takers rath-
er than demand creators,” said a senior manager.  More importantly, the new approach has 
been coupled with the need to balance supply chain capacity with the desired demand that is 
being created.  This change has come from the highest leadership in the organization, and is a 
significant cultural change for the organization’s managers and employees.  To embed the new 
approach into the organizational culture, a balanced scorecard has been adapted to include 
common metrics across all functional areas in order to support the new customer focus on 
relevant value.  The company is in mid-transition, but has a strong framework that is guiding 
decisions throughout the organization. Financial results are beginning to suggest the success of 
their new business approach.

Will work more on treat-
ment for this next round-

Customer	  Service	  to	  Rela9onship	  Management	  

Serve	  all	  customers	  the	  same	  without	  
focusing	  on	  their	  specific	  needs	  

Partner	  with	  key	  customers	  to	  provide	  
value-‐added	  services	  and	  service	  levels	  

2000	  (5-‐6)	  

2012	  (7.8)	  

9.8	  

5.9	  

10	  

1	  



of knowledge that a firm’s managers pos-
sess regarding their own relative strengths 
in comparison to the di!ering needs and 
desires of each customer or customer 
segment.  Once the specific needs of each 
customer or segment are understood, the 
segments must be prioritized based upon 
the strategic importance of each and the 
potential for economic profit generated 
by sales to that segment after costs and 
assets required to fulfill demand are con-
sidered.  

It is interesting to note that this game 
changing trend, while first envisioned for 
manufacturers serving business customers, 
may be the standard operating procedure 
for retailers as they increasingly move 
into multi-channel supply chains.  In the 
multi-channel retail case, the prioritization 
would be focused on the preferred channel 
rather than on the specific customer.

THE FALLACY OF BEING ALL THINGS  
TO ALL CUSTOMERS

Highly volatile competitive environments 
often pressure firms to abandon the 
segmented service relationship approach 
and focus on trying to be all things to 
all customers.  During such times, senior 

uration required to create customer value 
commensurate with the economic profit 
potential of the relationship. 

CHALLENGES OF PRIORITIZING  
SERVICE LEVELS

There are numerous challenges to firms as 
they seek to focus their resources more on 
prioritizing service to customers of choice.  
First, marketing and sales organizations 
typically are reluctant to cast any paying 
customer in a role of “less important.”  This 
often has less to do with desire and more 
to do with a lack of accurate and timely 
activity based costs tracked to specific 
customers to enable a reasonable analy-
sis of customer profitability.  If the actual 
profitability, both current and future, of 
customers is not clear, prioritizing service 
could be fatal.  

Still, some firms have made progress in 
that direction by allocating costs to cus-
tomers on activity drivers that are more 
meaningful than the standard usage of 
percent of sales.  Percent of total orders 
placed, or percent of total volume per or-
der could more meaningfully approximate 
a true cost-to-serve.  A second challenge 
to prioritization is the lack to date of useful 
tools to help implement such a practice.  
For example, most firms do not have the 
ability within their order management 
systems to “hold” inventory for certain 
accounts such that a top customer will be 

management loses sight of the costs 
and asset commitment needed to deliver 
unique value to customers as they become 
fixated on the mass market as opposed to 
needs of customers or segments of choice.  
The result is that both financial and human 
resources are dedicated to customers or 
customer segments that are unlikely to 
generate a profit.  Though such short-term 
strategies can augment cash flows in the 
near future, they are inevitably damaging 
to profitability and earnings.  

Other competitive scenarios at times 
create monopolistic-like competition in 
customer markets that lead to the oppo-
site problem: organizations with minimal 
viable competition may focus unduly on 
supply chain e"ciencies across the en-
tire customer base to the detriment of 
creating customer value, thereby eroding 
service levels in the pursuit of low cost/low 
asset operations.  Neither excessive focus 
on customer e!ectiveness or excessive 
focus on supply chain e"ciency presents 
an optimal strategic situation, and as each 
de-emphasizes the importance of under-
standing the needs of each major custom-
er or customer segment and matching 
that with the appropriate service config-

given priority over less important custom-
ers in the event of stock outs.  Also, top 
customers often demand shorter order 
cycle times and inventory may be listed 
as not available (as it was already prom-
ised to another customer) by the time the 
customer of choice places an order.  Some 
progress in this area has been made by as-
signing customer teams focused on serv-
ing customer of choice that may manually 
override system designations of available 
to promise.

The research partners at Ernst and Young 
have adopted an extension of the rela-
tionship management idea.  The concept, 
called Service Stratification, applies not 
only to service di!erentiation by customer 
segment, but also di!erentiation by prod-
uct and product o!erings.  Extending the 
segmentation idea to products requires 
organizations to understand the direct 
product profitability of each product or 
product line, and make a strategic deci-
sion regarding which products groupings 
to make available to di!erent customer 
segments depending upon the overall 
profitability of both the customer and the 
product.

The following case note provides an 
example of a firm that has established 
close relationships with select customers 
in order to provide di!erentiated levels of 
service that enhance the value provided to 
customers.
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CASE EXAMPLE
A consumer packaged goods firm has recently undergone a philosophical change that has led to 
a new focus on retail customers of choice, developing a more strategic view in partnership with 
key customers about what the business should be in the future.  The company is now involved 
in joint business planning with its top customers.  This is a radical shift from their previous 
business model that focused on cost reduction, an approach that “made us order takers rath-
er than demand creators,” said a senior manager.  More importantly, the new approach has 
been coupled with the need to balance supply chain capacity with the desired demand that is 
being created.  This change has come from the highest leadership in the organization, and is a 
significant cultural change for the organization’s managers and employees.  To embed the new 
approach into the organizational culture, a balanced scorecard has been adapted to include 
common metrics across all functional areas in order to support the new customer focus on 
relevant value.  The company is in mid-transition, but has a strong framework that is guiding 
decisions throughout the organization. Financial results are beginning to suggest the success of 
their new business approach.

Will work more on treat-
ment for this next round-

	  	  	  Customer	  Service	  to	  Rela9onship	  
Management	  

•  Segmen9ng	  customers	  requires	  tough,	  unpopular	  choices,	  ojen	  
engulfed	  in	  poli9cs.	  

•  But,	  a	  mid	  size	  retailer	  reported	  that	  this	  approach	  allowed	  them	  
to	  take	  out	  nearly	  half	  (48%)	  of	  their	  inventory	  while	  s9ll	  
improving	  on-‐shelf	  availability	  from	  96%	  to	  nearly	  99%	  (99.8).	  

•  The	  idea	  is	  to	  focus	  on	  customer	  needs	  with	  tailored,	  but	  efficient	  
supply	  chain	  solu9ons.	  



of knowledge that a firm’s managers pos-
sess regarding their own relative strengths 
in comparison to the di!ering needs and 
desires of each customer or customer 
segment.  Once the specific needs of each 
customer or segment are understood, the 
segments must be prioritized based upon 
the strategic importance of each and the 
potential for economic profit generated 
by sales to that segment after costs and 
assets required to fulfill demand are con-
sidered.  

It is interesting to note that this game 
changing trend, while first envisioned for 
manufacturers serving business customers, 
may be the standard operating procedure 
for retailers as they increasingly move 
into multi-channel supply chains.  In the 
multi-channel retail case, the prioritization 
would be focused on the preferred channel 
rather than on the specific customer.

THE FALLACY OF BEING ALL THINGS  
TO ALL CUSTOMERS

Highly volatile competitive environments 
often pressure firms to abandon the 
segmented service relationship approach 
and focus on trying to be all things to 
all customers.  During such times, senior 

uration required to create customer value 
commensurate with the economic profit 
potential of the relationship. 

CHALLENGES OF PRIORITIZING  
SERVICE LEVELS

There are numerous challenges to firms as 
they seek to focus their resources more on 
prioritizing service to customers of choice.  
First, marketing and sales organizations 
typically are reluctant to cast any paying 
customer in a role of “less important.”  This 
often has less to do with desire and more 
to do with a lack of accurate and timely 
activity based costs tracked to specific 
customers to enable a reasonable analy-
sis of customer profitability.  If the actual 
profitability, both current and future, of 
customers is not clear, prioritizing service 
could be fatal.  

Still, some firms have made progress in 
that direction by allocating costs to cus-
tomers on activity drivers that are more 
meaningful than the standard usage of 
percent of sales.  Percent of total orders 
placed, or percent of total volume per or-
der could more meaningfully approximate 
a true cost-to-serve.  A second challenge 
to prioritization is the lack to date of useful 
tools to help implement such a practice.  
For example, most firms do not have the 
ability within their order management 
systems to “hold” inventory for certain 
accounts such that a top customer will be 

management loses sight of the costs 
and asset commitment needed to deliver 
unique value to customers as they become 
fixated on the mass market as opposed to 
needs of customers or segments of choice.  
The result is that both financial and human 
resources are dedicated to customers or 
customer segments that are unlikely to 
generate a profit.  Though such short-term 
strategies can augment cash flows in the 
near future, they are inevitably damaging 
to profitability and earnings.  

Other competitive scenarios at times 
create monopolistic-like competition in 
customer markets that lead to the oppo-
site problem: organizations with minimal 
viable competition may focus unduly on 
supply chain e"ciencies across the en-
tire customer base to the detriment of 
creating customer value, thereby eroding 
service levels in the pursuit of low cost/low 
asset operations.  Neither excessive focus 
on customer e!ectiveness or excessive 
focus on supply chain e"ciency presents 
an optimal strategic situation, and as each 
de-emphasizes the importance of under-
standing the needs of each major custom-
er or customer segment and matching 
that with the appropriate service config-

given priority over less important custom-
ers in the event of stock outs.  Also, top 
customers often demand shorter order 
cycle times and inventory may be listed 
as not available (as it was already prom-
ised to another customer) by the time the 
customer of choice places an order.  Some 
progress in this area has been made by as-
signing customer teams focused on serv-
ing customer of choice that may manually 
override system designations of available 
to promise.

The research partners at Ernst and Young 
have adopted an extension of the rela-
tionship management idea.  The concept, 
called Service Stratification, applies not 
only to service di!erentiation by customer 
segment, but also di!erentiation by prod-
uct and product o!erings.  Extending the 
segmentation idea to products requires 
organizations to understand the direct 
product profitability of each product or 
product line, and make a strategic deci-
sion regarding which products groupings 
to make available to di!erent customer 
segments depending upon the overall 
profitability of both the customer and the 
product.

The following case note provides an 
example of a firm that has established 
close relationships with select customers 
in order to provide di!erentiated levels of 
service that enhance the value provided to 
customers.
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CASE EXAMPLE
A consumer packaged goods firm has recently undergone a philosophical change that has led to 
a new focus on retail customers of choice, developing a more strategic view in partnership with 
key customers about what the business should be in the future.  The company is now involved 
in joint business planning with its top customers.  This is a radical shift from their previous 
business model that focused on cost reduction, an approach that “made us order takers rath-
er than demand creators,” said a senior manager.  More importantly, the new approach has 
been coupled with the need to balance supply chain capacity with the desired demand that is 
being created.  This change has come from the highest leadership in the organization, and is a 
significant cultural change for the organization’s managers and employees.  To embed the new 
approach into the organizational culture, a balanced scorecard has been adapted to include 
common metrics across all functional areas in order to support the new customer focus on 
relevant value.  The company is in mid-transition, but has a strong framework that is guiding 
decisions throughout the organization. Financial results are beginning to suggest the success of 
their new business approach.

Will work more on treat-
ment for this next round-

Adversarial	  to	  Collabora9ve	  Supply	  Chain	  Rela9onships	  

Compete	  within	  the	  supply	  chain	  to	  get	  the	  best	  
financial	  deal	  in	  each	  transac4on	  

Partner	  to	  provide	  heightened	  value	  to	  end	  
customers	  

2000	  (2-‐3)	  

2012	  (7.1)	  

9.3	  

5.0	  

10	  

1	  



of knowledge that a firm’s managers pos-
sess regarding their own relative strengths 
in comparison to the di!ering needs and 
desires of each customer or customer 
segment.  Once the specific needs of each 
customer or segment are understood, the 
segments must be prioritized based upon 
the strategic importance of each and the 
potential for economic profit generated 
by sales to that segment after costs and 
assets required to fulfill demand are con-
sidered.  

It is interesting to note that this game 
changing trend, while first envisioned for 
manufacturers serving business customers, 
may be the standard operating procedure 
for retailers as they increasingly move 
into multi-channel supply chains.  In the 
multi-channel retail case, the prioritization 
would be focused on the preferred channel 
rather than on the specific customer.

THE FALLACY OF BEING ALL THINGS  
TO ALL CUSTOMERS

Highly volatile competitive environments 
often pressure firms to abandon the 
segmented service relationship approach 
and focus on trying to be all things to 
all customers.  During such times, senior 

uration required to create customer value 
commensurate with the economic profit 
potential of the relationship. 

CHALLENGES OF PRIORITIZING  
SERVICE LEVELS

There are numerous challenges to firms as 
they seek to focus their resources more on 
prioritizing service to customers of choice.  
First, marketing and sales organizations 
typically are reluctant to cast any paying 
customer in a role of “less important.”  This 
often has less to do with desire and more 
to do with a lack of accurate and timely 
activity based costs tracked to specific 
customers to enable a reasonable analy-
sis of customer profitability.  If the actual 
profitability, both current and future, of 
customers is not clear, prioritizing service 
could be fatal.  

Still, some firms have made progress in 
that direction by allocating costs to cus-
tomers on activity drivers that are more 
meaningful than the standard usage of 
percent of sales.  Percent of total orders 
placed, or percent of total volume per or-
der could more meaningfully approximate 
a true cost-to-serve.  A second challenge 
to prioritization is the lack to date of useful 
tools to help implement such a practice.  
For example, most firms do not have the 
ability within their order management 
systems to “hold” inventory for certain 
accounts such that a top customer will be 

management loses sight of the costs 
and asset commitment needed to deliver 
unique value to customers as they become 
fixated on the mass market as opposed to 
needs of customers or segments of choice.  
The result is that both financial and human 
resources are dedicated to customers or 
customer segments that are unlikely to 
generate a profit.  Though such short-term 
strategies can augment cash flows in the 
near future, they are inevitably damaging 
to profitability and earnings.  

Other competitive scenarios at times 
create monopolistic-like competition in 
customer markets that lead to the oppo-
site problem: organizations with minimal 
viable competition may focus unduly on 
supply chain e"ciencies across the en-
tire customer base to the detriment of 
creating customer value, thereby eroding 
service levels in the pursuit of low cost/low 
asset operations.  Neither excessive focus 
on customer e!ectiveness or excessive 
focus on supply chain e"ciency presents 
an optimal strategic situation, and as each 
de-emphasizes the importance of under-
standing the needs of each major custom-
er or customer segment and matching 
that with the appropriate service config-

given priority over less important custom-
ers in the event of stock outs.  Also, top 
customers often demand shorter order 
cycle times and inventory may be listed 
as not available (as it was already prom-
ised to another customer) by the time the 
customer of choice places an order.  Some 
progress in this area has been made by as-
signing customer teams focused on serv-
ing customer of choice that may manually 
override system designations of available 
to promise.

The research partners at Ernst and Young 
have adopted an extension of the rela-
tionship management idea.  The concept, 
called Service Stratification, applies not 
only to service di!erentiation by customer 
segment, but also di!erentiation by prod-
uct and product o!erings.  Extending the 
segmentation idea to products requires 
organizations to understand the direct 
product profitability of each product or 
product line, and make a strategic deci-
sion regarding which products groupings 
to make available to di!erent customer 
segments depending upon the overall 
profitability of both the customer and the 
product.

The following case note provides an 
example of a firm that has established 
close relationships with select customers 
in order to provide di!erentiated levels of 
service that enhance the value provided to 
customers.
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CASE EXAMPLE
A consumer packaged goods firm has recently undergone a philosophical change that has led to 
a new focus on retail customers of choice, developing a more strategic view in partnership with 
key customers about what the business should be in the future.  The company is now involved 
in joint business planning with its top customers.  This is a radical shift from their previous 
business model that focused on cost reduction, an approach that “made us order takers rath-
er than demand creators,” said a senior manager.  More importantly, the new approach has 
been coupled with the need to balance supply chain capacity with the desired demand that is 
being created.  This change has come from the highest leadership in the organization, and is a 
significant cultural change for the organization’s managers and employees.  To embed the new 
approach into the organizational culture, a balanced scorecard has been adapted to include 
common metrics across all functional areas in order to support the new customer focus on 
relevant value.  The company is in mid-transition, but has a strong framework that is guiding 
decisions throughout the organization. Financial results are beginning to suggest the success of 
their new business approach.

Will work more on treat-
ment for this next round-

Adversarial	  to	  Collabora9ve	  Supply	  Chain	  
Rela9onships	  

	  •  True	  win-‐win	  collabora9on	  between	  supplier	  and	  customer	  
is	  rela9vely	  rare,	  but	  when	  achieved	  can	  produce	  amazing	  
results.	  

•  These	  should	  be	  built	  on:	  common	  metrics/shared	  benefits/trust	  
	  

•  The	  New	  Supply	  Chain	  Agenda	  details	  examples,	  such	  as	  
OfficeMax	  and	  Avery	  Dennison	  
–  Drama9cally	  more	  revenue	  (+22%),	  beqer	  availability	  (to	  99.2%),	  less	  

inventory	  (-‐34%)	  and	  less	  cost	  (-‐$11million).	  



of knowledge that a firm’s managers pos-
sess regarding their own relative strengths 
in comparison to the di!ering needs and 
desires of each customer or customer 
segment.  Once the specific needs of each 
customer or segment are understood, the 
segments must be prioritized based upon 
the strategic importance of each and the 
potential for economic profit generated 
by sales to that segment after costs and 
assets required to fulfill demand are con-
sidered.  

It is interesting to note that this game 
changing trend, while first envisioned for 
manufacturers serving business customers, 
may be the standard operating procedure 
for retailers as they increasingly move 
into multi-channel supply chains.  In the 
multi-channel retail case, the prioritization 
would be focused on the preferred channel 
rather than on the specific customer.

THE FALLACY OF BEING ALL THINGS  
TO ALL CUSTOMERS

Highly volatile competitive environments 
often pressure firms to abandon the 
segmented service relationship approach 
and focus on trying to be all things to 
all customers.  During such times, senior 

uration required to create customer value 
commensurate with the economic profit 
potential of the relationship. 

CHALLENGES OF PRIORITIZING  
SERVICE LEVELS

There are numerous challenges to firms as 
they seek to focus their resources more on 
prioritizing service to customers of choice.  
First, marketing and sales organizations 
typically are reluctant to cast any paying 
customer in a role of “less important.”  This 
often has less to do with desire and more 
to do with a lack of accurate and timely 
activity based costs tracked to specific 
customers to enable a reasonable analy-
sis of customer profitability.  If the actual 
profitability, both current and future, of 
customers is not clear, prioritizing service 
could be fatal.  

Still, some firms have made progress in 
that direction by allocating costs to cus-
tomers on activity drivers that are more 
meaningful than the standard usage of 
percent of sales.  Percent of total orders 
placed, or percent of total volume per or-
der could more meaningfully approximate 
a true cost-to-serve.  A second challenge 
to prioritization is the lack to date of useful 
tools to help implement such a practice.  
For example, most firms do not have the 
ability within their order management 
systems to “hold” inventory for certain 
accounts such that a top customer will be 

management loses sight of the costs 
and asset commitment needed to deliver 
unique value to customers as they become 
fixated on the mass market as opposed to 
needs of customers or segments of choice.  
The result is that both financial and human 
resources are dedicated to customers or 
customer segments that are unlikely to 
generate a profit.  Though such short-term 
strategies can augment cash flows in the 
near future, they are inevitably damaging 
to profitability and earnings.  

Other competitive scenarios at times 
create monopolistic-like competition in 
customer markets that lead to the oppo-
site problem: organizations with minimal 
viable competition may focus unduly on 
supply chain e"ciencies across the en-
tire customer base to the detriment of 
creating customer value, thereby eroding 
service levels in the pursuit of low cost/low 
asset operations.  Neither excessive focus 
on customer e!ectiveness or excessive 
focus on supply chain e"ciency presents 
an optimal strategic situation, and as each 
de-emphasizes the importance of under-
standing the needs of each major custom-
er or customer segment and matching 
that with the appropriate service config-

given priority over less important custom-
ers in the event of stock outs.  Also, top 
customers often demand shorter order 
cycle times and inventory may be listed 
as not available (as it was already prom-
ised to another customer) by the time the 
customer of choice places an order.  Some 
progress in this area has been made by as-
signing customer teams focused on serv-
ing customer of choice that may manually 
override system designations of available 
to promise.

The research partners at Ernst and Young 
have adopted an extension of the rela-
tionship management idea.  The concept, 
called Service Stratification, applies not 
only to service di!erentiation by customer 
segment, but also di!erentiation by prod-
uct and product o!erings.  Extending the 
segmentation idea to products requires 
organizations to understand the direct 
product profitability of each product or 
product line, and make a strategic deci-
sion regarding which products groupings 
to make available to di!erent customer 
segments depending upon the overall 
profitability of both the customer and the 
product.

The following case note provides an 
example of a firm that has established 
close relationships with select customers 
in order to provide di!erentiated levels of 
service that enhance the value provided to 
customers.
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CASE EXAMPLE
A consumer packaged goods firm has recently undergone a philosophical change that has led to 
a new focus on retail customers of choice, developing a more strategic view in partnership with 
key customers about what the business should be in the future.  The company is now involved 
in joint business planning with its top customers.  This is a radical shift from their previous 
business model that focused on cost reduction, an approach that “made us order takers rath-
er than demand creators,” said a senior manager.  More importantly, the new approach has 
been coupled with the need to balance supply chain capacity with the desired demand that is 
being created.  This change has come from the highest leadership in the organization, and is a 
significant cultural change for the organization’s managers and employees.  To embed the new 
approach into the organizational culture, a balanced scorecard has been adapted to include 
common metrics across all functional areas in order to support the new customer focus on 
relevant value.  The company is in mid-transition, but has a strong framework that is guiding 
decisions throughout the organization. Financial results are beginning to suggest the success of 
their new business approach.

Will work more on treat-
ment for this next round-

Forecas9ng	  to	  Demand	  Management	  

Develop	  plans	  based	  only	  on	  historic	  informa4on	  and	  
internal	  es4ma4ons	  of	  supply	  and	  demand	  

Develop	  collabora4ve	  plans	  using	  4mely	  
informa4on	  gathered	  from	  supply	  chain	  partners	  

2000	  (3-‐4)	  

2012	  (7.1)	  

9.4	  

4.9	  

10	  

1	  



of knowledge that a firm’s managers pos-
sess regarding their own relative strengths 
in comparison to the di!ering needs and 
desires of each customer or customer 
segment.  Once the specific needs of each 
customer or segment are understood, the 
segments must be prioritized based upon 
the strategic importance of each and the 
potential for economic profit generated 
by sales to that segment after costs and 
assets required to fulfill demand are con-
sidered.  

It is interesting to note that this game 
changing trend, while first envisioned for 
manufacturers serving business customers, 
may be the standard operating procedure 
for retailers as they increasingly move 
into multi-channel supply chains.  In the 
multi-channel retail case, the prioritization 
would be focused on the preferred channel 
rather than on the specific customer.

THE FALLACY OF BEING ALL THINGS  
TO ALL CUSTOMERS

Highly volatile competitive environments 
often pressure firms to abandon the 
segmented service relationship approach 
and focus on trying to be all things to 
all customers.  During such times, senior 

uration required to create customer value 
commensurate with the economic profit 
potential of the relationship. 

CHALLENGES OF PRIORITIZING  
SERVICE LEVELS

There are numerous challenges to firms as 
they seek to focus their resources more on 
prioritizing service to customers of choice.  
First, marketing and sales organizations 
typically are reluctant to cast any paying 
customer in a role of “less important.”  This 
often has less to do with desire and more 
to do with a lack of accurate and timely 
activity based costs tracked to specific 
customers to enable a reasonable analy-
sis of customer profitability.  If the actual 
profitability, both current and future, of 
customers is not clear, prioritizing service 
could be fatal.  

Still, some firms have made progress in 
that direction by allocating costs to cus-
tomers on activity drivers that are more 
meaningful than the standard usage of 
percent of sales.  Percent of total orders 
placed, or percent of total volume per or-
der could more meaningfully approximate 
a true cost-to-serve.  A second challenge 
to prioritization is the lack to date of useful 
tools to help implement such a practice.  
For example, most firms do not have the 
ability within their order management 
systems to “hold” inventory for certain 
accounts such that a top customer will be 

management loses sight of the costs 
and asset commitment needed to deliver 
unique value to customers as they become 
fixated on the mass market as opposed to 
needs of customers or segments of choice.  
The result is that both financial and human 
resources are dedicated to customers or 
customer segments that are unlikely to 
generate a profit.  Though such short-term 
strategies can augment cash flows in the 
near future, they are inevitably damaging 
to profitability and earnings.  

Other competitive scenarios at times 
create monopolistic-like competition in 
customer markets that lead to the oppo-
site problem: organizations with minimal 
viable competition may focus unduly on 
supply chain e"ciencies across the en-
tire customer base to the detriment of 
creating customer value, thereby eroding 
service levels in the pursuit of low cost/low 
asset operations.  Neither excessive focus 
on customer e!ectiveness or excessive 
focus on supply chain e"ciency presents 
an optimal strategic situation, and as each 
de-emphasizes the importance of under-
standing the needs of each major custom-
er or customer segment and matching 
that with the appropriate service config-

given priority over less important custom-
ers in the event of stock outs.  Also, top 
customers often demand shorter order 
cycle times and inventory may be listed 
as not available (as it was already prom-
ised to another customer) by the time the 
customer of choice places an order.  Some 
progress in this area has been made by as-
signing customer teams focused on serv-
ing customer of choice that may manually 
override system designations of available 
to promise.

The research partners at Ernst and Young 
have adopted an extension of the rela-
tionship management idea.  The concept, 
called Service Stratification, applies not 
only to service di!erentiation by customer 
segment, but also di!erentiation by prod-
uct and product o!erings.  Extending the 
segmentation idea to products requires 
organizations to understand the direct 
product profitability of each product or 
product line, and make a strategic deci-
sion regarding which products groupings 
to make available to di!erent customer 
segments depending upon the overall 
profitability of both the customer and the 
product.

The following case note provides an 
example of a firm that has established 
close relationships with select customers 
in order to provide di!erentiated levels of 
service that enhance the value provided to 
customers.
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CASE EXAMPLE
A consumer packaged goods firm has recently undergone a philosophical change that has led to 
a new focus on retail customers of choice, developing a more strategic view in partnership with 
key customers about what the business should be in the future.  The company is now involved 
in joint business planning with its top customers.  This is a radical shift from their previous 
business model that focused on cost reduction, an approach that “made us order takers rath-
er than demand creators,” said a senior manager.  More importantly, the new approach has 
been coupled with the need to balance supply chain capacity with the desired demand that is 
being created.  This change has come from the highest leadership in the organization, and is a 
significant cultural change for the organization’s managers and employees.  To embed the new 
approach into the organizational culture, a balanced scorecard has been adapted to include 
common metrics across all functional areas in order to support the new customer focus on 
relevant value.  The company is in mid-transition, but has a strong framework that is guiding 
decisions throughout the organization. Financial results are beginning to suggest the success of 
their new business approach.

Will work more on treat-
ment for this next round-

Forecas9ng	  to	  Demand	  Management	  
	  

•  No	  one	  buys	  a	  company’s	  stock	  because	  of	  its	  forecas9ng	  skills.	  
These	  need	  to	  be	  integrated	  into	  a	  demand	  management	  
framework	  and	  drive	  higher	  revenue,	  lower	  working	  capital,	  and	  
lower	  cost.	  

•  Integra9ng	  demand	  with	  supply	  across	  the	  supply	  chain	  is	  the	  key.	  
Only	  then	  can	  the	  improvements	  in	  forecas9ng	  capability	  be	  
realized…..which	  is	  happening:	  

•  Five	  CPG	  firms	  are	  using	  big	  data	  to	  sense	  demand	  and	  have	  
reduced	  forecast	  error	  by	  an	  average	  of	  40%.	  



of knowledge that a firm’s managers pos-
sess regarding their own relative strengths 
in comparison to the di!ering needs and 
desires of each customer or customer 
segment.  Once the specific needs of each 
customer or segment are understood, the 
segments must be prioritized based upon 
the strategic importance of each and the 
potential for economic profit generated 
by sales to that segment after costs and 
assets required to fulfill demand are con-
sidered.  

It is interesting to note that this game 
changing trend, while first envisioned for 
manufacturers serving business customers, 
may be the standard operating procedure 
for retailers as they increasingly move 
into multi-channel supply chains.  In the 
multi-channel retail case, the prioritization 
would be focused on the preferred channel 
rather than on the specific customer.

THE FALLACY OF BEING ALL THINGS  
TO ALL CUSTOMERS

Highly volatile competitive environments 
often pressure firms to abandon the 
segmented service relationship approach 
and focus on trying to be all things to 
all customers.  During such times, senior 

uration required to create customer value 
commensurate with the economic profit 
potential of the relationship. 

CHALLENGES OF PRIORITIZING  
SERVICE LEVELS

There are numerous challenges to firms as 
they seek to focus their resources more on 
prioritizing service to customers of choice.  
First, marketing and sales organizations 
typically are reluctant to cast any paying 
customer in a role of “less important.”  This 
often has less to do with desire and more 
to do with a lack of accurate and timely 
activity based costs tracked to specific 
customers to enable a reasonable analy-
sis of customer profitability.  If the actual 
profitability, both current and future, of 
customers is not clear, prioritizing service 
could be fatal.  

Still, some firms have made progress in 
that direction by allocating costs to cus-
tomers on activity drivers that are more 
meaningful than the standard usage of 
percent of sales.  Percent of total orders 
placed, or percent of total volume per or-
der could more meaningfully approximate 
a true cost-to-serve.  A second challenge 
to prioritization is the lack to date of useful 
tools to help implement such a practice.  
For example, most firms do not have the 
ability within their order management 
systems to “hold” inventory for certain 
accounts such that a top customer will be 

management loses sight of the costs 
and asset commitment needed to deliver 
unique value to customers as they become 
fixated on the mass market as opposed to 
needs of customers or segments of choice.  
The result is that both financial and human 
resources are dedicated to customers or 
customer segments that are unlikely to 
generate a profit.  Though such short-term 
strategies can augment cash flows in the 
near future, they are inevitably damaging 
to profitability and earnings.  

Other competitive scenarios at times 
create monopolistic-like competition in 
customer markets that lead to the oppo-
site problem: organizations with minimal 
viable competition may focus unduly on 
supply chain e"ciencies across the en-
tire customer base to the detriment of 
creating customer value, thereby eroding 
service levels in the pursuit of low cost/low 
asset operations.  Neither excessive focus 
on customer e!ectiveness or excessive 
focus on supply chain e"ciency presents 
an optimal strategic situation, and as each 
de-emphasizes the importance of under-
standing the needs of each major custom-
er or customer segment and matching 
that with the appropriate service config-

given priority over less important custom-
ers in the event of stock outs.  Also, top 
customers often demand shorter order 
cycle times and inventory may be listed 
as not available (as it was already prom-
ised to another customer) by the time the 
customer of choice places an order.  Some 
progress in this area has been made by as-
signing customer teams focused on serv-
ing customer of choice that may manually 
override system designations of available 
to promise.

The research partners at Ernst and Young 
have adopted an extension of the rela-
tionship management idea.  The concept, 
called Service Stratification, applies not 
only to service di!erentiation by customer 
segment, but also di!erentiation by prod-
uct and product o!erings.  Extending the 
segmentation idea to products requires 
organizations to understand the direct 
product profitability of each product or 
product line, and make a strategic deci-
sion regarding which products groupings 
to make available to di!erent customer 
segments depending upon the overall 
profitability of both the customer and the 
product.

The following case note provides an 
example of a firm that has established 
close relationships with select customers 
in order to provide di!erentiated levels of 
service that enhance the value provided to 
customers.

C
H

   
N

G
E

G   MEA

CASE EXAMPLE
A consumer packaged goods firm has recently undergone a philosophical change that has led to 
a new focus on retail customers of choice, developing a more strategic view in partnership with 
key customers about what the business should be in the future.  The company is now involved 
in joint business planning with its top customers.  This is a radical shift from their previous 
business model that focused on cost reduction, an approach that “made us order takers rath-
er than demand creators,” said a senior manager.  More importantly, the new approach has 
been coupled with the need to balance supply chain capacity with the desired demand that is 
being created.  This change has come from the highest leadership in the organization, and is a 
significant cultural change for the organization’s managers and employees.  To embed the new 
approach into the organizational culture, a balanced scorecard has been adapted to include 
common metrics across all functional areas in order to support the new customer focus on 
relevant value.  The company is in mid-transition, but has a strong framework that is guiding 
decisions throughout the organization. Financial results are beginning to suggest the success of 
their new business approach.

Will work more on treat-
ment for this next round-

Incremental	  Change	  to	  Transforma9onal	  Strategy	  

Decision-‐making	  processes	  rely	  solely	  on	  past	  
strategies	  and	  tac4cs	  

Decision-‐making	  processes	  account	  for	  constantly	  
changing	  compe44ve	  condi4ons	  

2000	  (3-‐4)	  

2012	  (7.2)	  

9.3	  

5.1	  

10	  

1	  



of knowledge that a firm’s managers pos-
sess regarding their own relative strengths 
in comparison to the di!ering needs and 
desires of each customer or customer 
segment.  Once the specific needs of each 
customer or segment are understood, the 
segments must be prioritized based upon 
the strategic importance of each and the 
potential for economic profit generated 
by sales to that segment after costs and 
assets required to fulfill demand are con-
sidered.  

It is interesting to note that this game 
changing trend, while first envisioned for 
manufacturers serving business customers, 
may be the standard operating procedure 
for retailers as they increasingly move 
into multi-channel supply chains.  In the 
multi-channel retail case, the prioritization 
would be focused on the preferred channel 
rather than on the specific customer.

THE FALLACY OF BEING ALL THINGS  
TO ALL CUSTOMERS

Highly volatile competitive environments 
often pressure firms to abandon the 
segmented service relationship approach 
and focus on trying to be all things to 
all customers.  During such times, senior 

uration required to create customer value 
commensurate with the economic profit 
potential of the relationship. 

CHALLENGES OF PRIORITIZING  
SERVICE LEVELS

There are numerous challenges to firms as 
they seek to focus their resources more on 
prioritizing service to customers of choice.  
First, marketing and sales organizations 
typically are reluctant to cast any paying 
customer in a role of “less important.”  This 
often has less to do with desire and more 
to do with a lack of accurate and timely 
activity based costs tracked to specific 
customers to enable a reasonable analy-
sis of customer profitability.  If the actual 
profitability, both current and future, of 
customers is not clear, prioritizing service 
could be fatal.  

Still, some firms have made progress in 
that direction by allocating costs to cus-
tomers on activity drivers that are more 
meaningful than the standard usage of 
percent of sales.  Percent of total orders 
placed, or percent of total volume per or-
der could more meaningfully approximate 
a true cost-to-serve.  A second challenge 
to prioritization is the lack to date of useful 
tools to help implement such a practice.  
For example, most firms do not have the 
ability within their order management 
systems to “hold” inventory for certain 
accounts such that a top customer will be 

management loses sight of the costs 
and asset commitment needed to deliver 
unique value to customers as they become 
fixated on the mass market as opposed to 
needs of customers or segments of choice.  
The result is that both financial and human 
resources are dedicated to customers or 
customer segments that are unlikely to 
generate a profit.  Though such short-term 
strategies can augment cash flows in the 
near future, they are inevitably damaging 
to profitability and earnings.  

Other competitive scenarios at times 
create monopolistic-like competition in 
customer markets that lead to the oppo-
site problem: organizations with minimal 
viable competition may focus unduly on 
supply chain e"ciencies across the en-
tire customer base to the detriment of 
creating customer value, thereby eroding 
service levels in the pursuit of low cost/low 
asset operations.  Neither excessive focus 
on customer e!ectiveness or excessive 
focus on supply chain e"ciency presents 
an optimal strategic situation, and as each 
de-emphasizes the importance of under-
standing the needs of each major custom-
er or customer segment and matching 
that with the appropriate service config-

given priority over less important custom-
ers in the event of stock outs.  Also, top 
customers often demand shorter order 
cycle times and inventory may be listed 
as not available (as it was already prom-
ised to another customer) by the time the 
customer of choice places an order.  Some 
progress in this area has been made by as-
signing customer teams focused on serv-
ing customer of choice that may manually 
override system designations of available 
to promise.

The research partners at Ernst and Young 
have adopted an extension of the rela-
tionship management idea.  The concept, 
called Service Stratification, applies not 
only to service di!erentiation by customer 
segment, but also di!erentiation by prod-
uct and product o!erings.  Extending the 
segmentation idea to products requires 
organizations to understand the direct 
product profitability of each product or 
product line, and make a strategic deci-
sion regarding which products groupings 
to make available to di!erent customer 
segments depending upon the overall 
profitability of both the customer and the 
product.

The following case note provides an 
example of a firm that has established 
close relationships with select customers 
in order to provide di!erentiated levels of 
service that enhance the value provided to 
customers.
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CASE EXAMPLE
A consumer packaged goods firm has recently undergone a philosophical change that has led to 
a new focus on retail customers of choice, developing a more strategic view in partnership with 
key customers about what the business should be in the future.  The company is now involved 
in joint business planning with its top customers.  This is a radical shift from their previous 
business model that focused on cost reduction, an approach that “made us order takers rath-
er than demand creators,” said a senior manager.  More importantly, the new approach has 
been coupled with the need to balance supply chain capacity with the desired demand that is 
being created.  This change has come from the highest leadership in the organization, and is a 
significant cultural change for the organization’s managers and employees.  To embed the new 
approach into the organizational culture, a balanced scorecard has been adapted to include 
common metrics across all functional areas in order to support the new customer focus on 
relevant value.  The company is in mid-transition, but has a strong framework that is guiding 
decisions throughout the organization. Financial results are beginning to suggest the success of 
their new business approach.

Will work more on treat-
ment for this next round-

Incremental	  Change	  to	  Transforma9onal	  
Strategy	  

	  
•  Only	  16%	  of	  firms	  have	  a	  documented,	  mul9-‐year	  

supply	  chain	  strategy.	  

•  Such	  a	  strategy	  can	  produce	  spectacular	  results.	  

•  Whirlpool	  for	  example:	  
–  Inventory	  down	  over	  	  $100	  million	  
–  Record	  high	  service	  levels	  
–  $20	  million	  in	  cost	  reduc9on	  
–  Major	  improvement	  in	  customer	  sa9sfac9on	  



of knowledge that a firm’s managers pos-
sess regarding their own relative strengths 
in comparison to the di!ering needs and 
desires of each customer or customer 
segment.  Once the specific needs of each 
customer or segment are understood, the 
segments must be prioritized based upon 
the strategic importance of each and the 
potential for economic profit generated 
by sales to that segment after costs and 
assets required to fulfill demand are con-
sidered.  

It is interesting to note that this game 
changing trend, while first envisioned for 
manufacturers serving business customers, 
may be the standard operating procedure 
for retailers as they increasingly move 
into multi-channel supply chains.  In the 
multi-channel retail case, the prioritization 
would be focused on the preferred channel 
rather than on the specific customer.

THE FALLACY OF BEING ALL THINGS  
TO ALL CUSTOMERS

Highly volatile competitive environments 
often pressure firms to abandon the 
segmented service relationship approach 
and focus on trying to be all things to 
all customers.  During such times, senior 

uration required to create customer value 
commensurate with the economic profit 
potential of the relationship. 

CHALLENGES OF PRIORITIZING  
SERVICE LEVELS

There are numerous challenges to firms as 
they seek to focus their resources more on 
prioritizing service to customers of choice.  
First, marketing and sales organizations 
typically are reluctant to cast any paying 
customer in a role of “less important.”  This 
often has less to do with desire and more 
to do with a lack of accurate and timely 
activity based costs tracked to specific 
customers to enable a reasonable analy-
sis of customer profitability.  If the actual 
profitability, both current and future, of 
customers is not clear, prioritizing service 
could be fatal.  

Still, some firms have made progress in 
that direction by allocating costs to cus-
tomers on activity drivers that are more 
meaningful than the standard usage of 
percent of sales.  Percent of total orders 
placed, or percent of total volume per or-
der could more meaningfully approximate 
a true cost-to-serve.  A second challenge 
to prioritization is the lack to date of useful 
tools to help implement such a practice.  
For example, most firms do not have the 
ability within their order management 
systems to “hold” inventory for certain 
accounts such that a top customer will be 

management loses sight of the costs 
and asset commitment needed to deliver 
unique value to customers as they become 
fixated on the mass market as opposed to 
needs of customers or segments of choice.  
The result is that both financial and human 
resources are dedicated to customers or 
customer segments that are unlikely to 
generate a profit.  Though such short-term 
strategies can augment cash flows in the 
near future, they are inevitably damaging 
to profitability and earnings.  

Other competitive scenarios at times 
create monopolistic-like competition in 
customer markets that lead to the oppo-
site problem: organizations with minimal 
viable competition may focus unduly on 
supply chain e"ciencies across the en-
tire customer base to the detriment of 
creating customer value, thereby eroding 
service levels in the pursuit of low cost/low 
asset operations.  Neither excessive focus 
on customer e!ectiveness or excessive 
focus on supply chain e"ciency presents 
an optimal strategic situation, and as each 
de-emphasizes the importance of under-
standing the needs of each major custom-
er or customer segment and matching 
that with the appropriate service config-

given priority over less important custom-
ers in the event of stock outs.  Also, top 
customers often demand shorter order 
cycle times and inventory may be listed 
as not available (as it was already prom-
ised to another customer) by the time the 
customer of choice places an order.  Some 
progress in this area has been made by as-
signing customer teams focused on serv-
ing customer of choice that may manually 
override system designations of available 
to promise.

The research partners at Ernst and Young 
have adopted an extension of the rela-
tionship management idea.  The concept, 
called Service Stratification, applies not 
only to service di!erentiation by customer 
segment, but also di!erentiation by prod-
uct and product o!erings.  Extending the 
segmentation idea to products requires 
organizations to understand the direct 
product profitability of each product or 
product line, and make a strategic deci-
sion regarding which products groupings 
to make available to di!erent customer 
segments depending upon the overall 
profitability of both the customer and the 
product.

The following case note provides an 
example of a firm that has established 
close relationships with select customers 
in order to provide di!erentiated levels of 
service that enhance the value provided to 
customers.
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CASE EXAMPLE
A consumer packaged goods firm has recently undergone a philosophical change that has led to 
a new focus on retail customers of choice, developing a more strategic view in partnership with 
key customers about what the business should be in the future.  The company is now involved 
in joint business planning with its top customers.  This is a radical shift from their previous 
business model that focused on cost reduction, an approach that “made us order takers rath-
er than demand creators,” said a senior manager.  More importantly, the new approach has 
been coupled with the need to balance supply chain capacity with the desired demand that is 
being created.  This change has come from the highest leadership in the organization, and is a 
significant cultural change for the organization’s managers and employees.  To embed the new 
approach into the organizational culture, a balanced scorecard has been adapted to include 
common metrics across all functional areas in order to support the new customer focus on 
relevant value.  The company is in mid-transition, but has a strong framework that is guiding 
decisions throughout the organization. Financial results are beginning to suggest the success of 
their new business approach.

Will work more on treat-
ment for this next round-

Absolute	  to	  Rela9ve	  Value	  Driven	  by	  World	  Class	  Metrics	  

Measure	  success	  based	  on	  total	  market	  share	  or	  
revenues,	  without	  regard	  to	  customer	  profitability	  

Measure	  success	  based	  on	  the	  profitability	  of	  
key	  customer	  segments	  

2000	  (2-‐3)	  

2012	  (6.9)	  

9.2	  

4.6	  

10	  

1	  



of knowledge that a firm’s managers pos-
sess regarding their own relative strengths 
in comparison to the di!ering needs and 
desires of each customer or customer 
segment.  Once the specific needs of each 
customer or segment are understood, the 
segments must be prioritized based upon 
the strategic importance of each and the 
potential for economic profit generated 
by sales to that segment after costs and 
assets required to fulfill demand are con-
sidered.  

It is interesting to note that this game 
changing trend, while first envisioned for 
manufacturers serving business customers, 
may be the standard operating procedure 
for retailers as they increasingly move 
into multi-channel supply chains.  In the 
multi-channel retail case, the prioritization 
would be focused on the preferred channel 
rather than on the specific customer.

THE FALLACY OF BEING ALL THINGS  
TO ALL CUSTOMERS

Highly volatile competitive environments 
often pressure firms to abandon the 
segmented service relationship approach 
and focus on trying to be all things to 
all customers.  During such times, senior 

uration required to create customer value 
commensurate with the economic profit 
potential of the relationship. 

CHALLENGES OF PRIORITIZING  
SERVICE LEVELS

There are numerous challenges to firms as 
they seek to focus their resources more on 
prioritizing service to customers of choice.  
First, marketing and sales organizations 
typically are reluctant to cast any paying 
customer in a role of “less important.”  This 
often has less to do with desire and more 
to do with a lack of accurate and timely 
activity based costs tracked to specific 
customers to enable a reasonable analy-
sis of customer profitability.  If the actual 
profitability, both current and future, of 
customers is not clear, prioritizing service 
could be fatal.  

Still, some firms have made progress in 
that direction by allocating costs to cus-
tomers on activity drivers that are more 
meaningful than the standard usage of 
percent of sales.  Percent of total orders 
placed, or percent of total volume per or-
der could more meaningfully approximate 
a true cost-to-serve.  A second challenge 
to prioritization is the lack to date of useful 
tools to help implement such a practice.  
For example, most firms do not have the 
ability within their order management 
systems to “hold” inventory for certain 
accounts such that a top customer will be 

management loses sight of the costs 
and asset commitment needed to deliver 
unique value to customers as they become 
fixated on the mass market as opposed to 
needs of customers or segments of choice.  
The result is that both financial and human 
resources are dedicated to customers or 
customer segments that are unlikely to 
generate a profit.  Though such short-term 
strategies can augment cash flows in the 
near future, they are inevitably damaging 
to profitability and earnings.  

Other competitive scenarios at times 
create monopolistic-like competition in 
customer markets that lead to the oppo-
site problem: organizations with minimal 
viable competition may focus unduly on 
supply chain e"ciencies across the en-
tire customer base to the detriment of 
creating customer value, thereby eroding 
service levels in the pursuit of low cost/low 
asset operations.  Neither excessive focus 
on customer e!ectiveness or excessive 
focus on supply chain e"ciency presents 
an optimal strategic situation, and as each 
de-emphasizes the importance of under-
standing the needs of each major custom-
er or customer segment and matching 
that with the appropriate service config-

given priority over less important custom-
ers in the event of stock outs.  Also, top 
customers often demand shorter order 
cycle times and inventory may be listed 
as not available (as it was already prom-
ised to another customer) by the time the 
customer of choice places an order.  Some 
progress in this area has been made by as-
signing customer teams focused on serv-
ing customer of choice that may manually 
override system designations of available 
to promise.

The research partners at Ernst and Young 
have adopted an extension of the rela-
tionship management idea.  The concept, 
called Service Stratification, applies not 
only to service di!erentiation by customer 
segment, but also di!erentiation by prod-
uct and product o!erings.  Extending the 
segmentation idea to products requires 
organizations to understand the direct 
product profitability of each product or 
product line, and make a strategic deci-
sion regarding which products groupings 
to make available to di!erent customer 
segments depending upon the overall 
profitability of both the customer and the 
product.

The following case note provides an 
example of a firm that has established 
close relationships with select customers 
in order to provide di!erentiated levels of 
service that enhance the value provided to 
customers.
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CASE EXAMPLE
A consumer packaged goods firm has recently undergone a philosophical change that has led to 
a new focus on retail customers of choice, developing a more strategic view in partnership with 
key customers about what the business should be in the future.  The company is now involved 
in joint business planning with its top customers.  This is a radical shift from their previous 
business model that focused on cost reduction, an approach that “made us order takers rath-
er than demand creators,” said a senior manager.  More importantly, the new approach has 
been coupled with the need to balance supply chain capacity with the desired demand that is 
being created.  This change has come from the highest leadership in the organization, and is a 
significant cultural change for the organization’s managers and employees.  To embed the new 
approach into the organizational culture, a balanced scorecard has been adapted to include 
common metrics across all functional areas in order to support the new customer focus on 
relevant value.  The company is in mid-transition, but has a strong framework that is guiding 
decisions throughout the organization. Financial results are beginning to suggest the success of 
their new business approach.

Will work more on treat-
ment for this next round-

	  Absolute	  Value	  for	  the	  Firm	  to	  Rela9ve	  Value	  	  	  	  	  	  	  
for	  Customers	  Driven	  by	  World	  Class	  Metrics	  

	  
•  Can	  simply	  changing	  the	  performance	  measurement	  and	  

goal	  sesng	  system	  inside	  a	  firm	  greatly	  enhance	  the	  
overall	  performance	  of	  the	  supply	  chain?	  	  You	  bet	  it	  can!	  

•  The	  impact	  of	  the	  “perfect	  order	  metric”	  is	  well	  known.	  

•  Key	  principles:	  
–  Create	  the	  right	  cross-‐func9onal	  accountability	  
–  Establish	  a	  driver-‐based	  metrics	  framework	  
–  Set	  appropriate	  goals	  
–  Ensure	  that	  metrics	  cannot	  be	  gamed	  



of knowledge that a firm’s managers pos-
sess regarding their own relative strengths 
in comparison to the di!ering needs and 
desires of each customer or customer 
segment.  Once the specific needs of each 
customer or segment are understood, the 
segments must be prioritized based upon 
the strategic importance of each and the 
potential for economic profit generated 
by sales to that segment after costs and 
assets required to fulfill demand are con-
sidered.  

It is interesting to note that this game 
changing trend, while first envisioned for 
manufacturers serving business customers, 
may be the standard operating procedure 
for retailers as they increasingly move 
into multi-channel supply chains.  In the 
multi-channel retail case, the prioritization 
would be focused on the preferred channel 
rather than on the specific customer.

THE FALLACY OF BEING ALL THINGS  
TO ALL CUSTOMERS

Highly volatile competitive environments 
often pressure firms to abandon the 
segmented service relationship approach 
and focus on trying to be all things to 
all customers.  During such times, senior 

uration required to create customer value 
commensurate with the economic profit 
potential of the relationship. 

CHALLENGES OF PRIORITIZING  
SERVICE LEVELS

There are numerous challenges to firms as 
they seek to focus their resources more on 
prioritizing service to customers of choice.  
First, marketing and sales organizations 
typically are reluctant to cast any paying 
customer in a role of “less important.”  This 
often has less to do with desire and more 
to do with a lack of accurate and timely 
activity based costs tracked to specific 
customers to enable a reasonable analy-
sis of customer profitability.  If the actual 
profitability, both current and future, of 
customers is not clear, prioritizing service 
could be fatal.  

Still, some firms have made progress in 
that direction by allocating costs to cus-
tomers on activity drivers that are more 
meaningful than the standard usage of 
percent of sales.  Percent of total orders 
placed, or percent of total volume per or-
der could more meaningfully approximate 
a true cost-to-serve.  A second challenge 
to prioritization is the lack to date of useful 
tools to help implement such a practice.  
For example, most firms do not have the 
ability within their order management 
systems to “hold” inventory for certain 
accounts such that a top customer will be 

management loses sight of the costs 
and asset commitment needed to deliver 
unique value to customers as they become 
fixated on the mass market as opposed to 
needs of customers or segments of choice.  
The result is that both financial and human 
resources are dedicated to customers or 
customer segments that are unlikely to 
generate a profit.  Though such short-term 
strategies can augment cash flows in the 
near future, they are inevitably damaging 
to profitability and earnings.  

Other competitive scenarios at times 
create monopolistic-like competition in 
customer markets that lead to the oppo-
site problem: organizations with minimal 
viable competition may focus unduly on 
supply chain e"ciencies across the en-
tire customer base to the detriment of 
creating customer value, thereby eroding 
service levels in the pursuit of low cost/low 
asset operations.  Neither excessive focus 
on customer e!ectiveness or excessive 
focus on supply chain e"ciency presents 
an optimal strategic situation, and as each 
de-emphasizes the importance of under-
standing the needs of each major custom-
er or customer segment and matching 
that with the appropriate service config-

given priority over less important custom-
ers in the event of stock outs.  Also, top 
customers often demand shorter order 
cycle times and inventory may be listed 
as not available (as it was already prom-
ised to another customer) by the time the 
customer of choice places an order.  Some 
progress in this area has been made by as-
signing customer teams focused on serv-
ing customer of choice that may manually 
override system designations of available 
to promise.

The research partners at Ernst and Young 
have adopted an extension of the rela-
tionship management idea.  The concept, 
called Service Stratification, applies not 
only to service di!erentiation by customer 
segment, but also di!erentiation by prod-
uct and product o!erings.  Extending the 
segmentation idea to products requires 
organizations to understand the direct 
product profitability of each product or 
product line, and make a strategic deci-
sion regarding which products groupings 
to make available to di!erent customer 
segments depending upon the overall 
profitability of both the customer and the 
product.

The following case note provides an 
example of a firm that has established 
close relationships with select customers 
in order to provide di!erentiated levels of 
service that enhance the value provided to 
customers.
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CASE EXAMPLE
A consumer packaged goods firm has recently undergone a philosophical change that has led to 
a new focus on retail customers of choice, developing a more strategic view in partnership with 
key customers about what the business should be in the future.  The company is now involved 
in joint business planning with its top customers.  This is a radical shift from their previous 
business model that focused on cost reduction, an approach that “made us order takers rath-
er than demand creators,” said a senior manager.  More importantly, the new approach has 
been coupled with the need to balance supply chain capacity with the desired demand that is 
being created.  This change has come from the highest leadership in the organization, and is a 
significant cultural change for the organization’s managers and employees.  To embed the new 
approach into the organizational culture, a balanced scorecard has been adapted to include 
common metrics across all functional areas in order to support the new customer focus on 
relevant value.  The company is in mid-transition, but has a strong framework that is guiding 
decisions throughout the organization. Financial results are beginning to suggest the success of 
their new business approach.

Will work more on treat-
ment for this next round-

Func9onal	  Focus	  to	  Process	  Integra9on	  

Measure	  performance	  at	  the	  department	  level,	  
without	  regard	  to	  overall	  success	  

Measure	  performance	  at	  the	  organiza4onal	  level,	  using	  
metrics	  that	  focus	  on	  contribu4on	  to	  overall	  success	  

2000	  (6-‐7)	  

2012	  (7.6)	  

9.6	  

5.6	  

10	  

1	  



of knowledge that a firm’s managers pos-
sess regarding their own relative strengths 
in comparison to the di!ering needs and 
desires of each customer or customer 
segment.  Once the specific needs of each 
customer or segment are understood, the 
segments must be prioritized based upon 
the strategic importance of each and the 
potential for economic profit generated 
by sales to that segment after costs and 
assets required to fulfill demand are con-
sidered.  

It is interesting to note that this game 
changing trend, while first envisioned for 
manufacturers serving business customers, 
may be the standard operating procedure 
for retailers as they increasingly move 
into multi-channel supply chains.  In the 
multi-channel retail case, the prioritization 
would be focused on the preferred channel 
rather than on the specific customer.

THE FALLACY OF BEING ALL THINGS  
TO ALL CUSTOMERS

Highly volatile competitive environments 
often pressure firms to abandon the 
segmented service relationship approach 
and focus on trying to be all things to 
all customers.  During such times, senior 

uration required to create customer value 
commensurate with the economic profit 
potential of the relationship. 

CHALLENGES OF PRIORITIZING  
SERVICE LEVELS

There are numerous challenges to firms as 
they seek to focus their resources more on 
prioritizing service to customers of choice.  
First, marketing and sales organizations 
typically are reluctant to cast any paying 
customer in a role of “less important.”  This 
often has less to do with desire and more 
to do with a lack of accurate and timely 
activity based costs tracked to specific 
customers to enable a reasonable analy-
sis of customer profitability.  If the actual 
profitability, both current and future, of 
customers is not clear, prioritizing service 
could be fatal.  

Still, some firms have made progress in 
that direction by allocating costs to cus-
tomers on activity drivers that are more 
meaningful than the standard usage of 
percent of sales.  Percent of total orders 
placed, or percent of total volume per or-
der could more meaningfully approximate 
a true cost-to-serve.  A second challenge 
to prioritization is the lack to date of useful 
tools to help implement such a practice.  
For example, most firms do not have the 
ability within their order management 
systems to “hold” inventory for certain 
accounts such that a top customer will be 

management loses sight of the costs 
and asset commitment needed to deliver 
unique value to customers as they become 
fixated on the mass market as opposed to 
needs of customers or segments of choice.  
The result is that both financial and human 
resources are dedicated to customers or 
customer segments that are unlikely to 
generate a profit.  Though such short-term 
strategies can augment cash flows in the 
near future, they are inevitably damaging 
to profitability and earnings.  

Other competitive scenarios at times 
create monopolistic-like competition in 
customer markets that lead to the oppo-
site problem: organizations with minimal 
viable competition may focus unduly on 
supply chain e"ciencies across the en-
tire customer base to the detriment of 
creating customer value, thereby eroding 
service levels in the pursuit of low cost/low 
asset operations.  Neither excessive focus 
on customer e!ectiveness or excessive 
focus on supply chain e"ciency presents 
an optimal strategic situation, and as each 
de-emphasizes the importance of under-
standing the needs of each major custom-
er or customer segment and matching 
that with the appropriate service config-

given priority over less important custom-
ers in the event of stock outs.  Also, top 
customers often demand shorter order 
cycle times and inventory may be listed 
as not available (as it was already prom-
ised to another customer) by the time the 
customer of choice places an order.  Some 
progress in this area has been made by as-
signing customer teams focused on serv-
ing customer of choice that may manually 
override system designations of available 
to promise.

The research partners at Ernst and Young 
have adopted an extension of the rela-
tionship management idea.  The concept, 
called Service Stratification, applies not 
only to service di!erentiation by customer 
segment, but also di!erentiation by prod-
uct and product o!erings.  Extending the 
segmentation idea to products requires 
organizations to understand the direct 
product profitability of each product or 
product line, and make a strategic deci-
sion regarding which products groupings 
to make available to di!erent customer 
segments depending upon the overall 
profitability of both the customer and the 
product.

The following case note provides an 
example of a firm that has established 
close relationships with select customers 
in order to provide di!erentiated levels of 
service that enhance the value provided to 
customers.
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CASE EXAMPLE
A consumer packaged goods firm has recently undergone a philosophical change that has led to 
a new focus on retail customers of choice, developing a more strategic view in partnership with 
key customers about what the business should be in the future.  The company is now involved 
in joint business planning with its top customers.  This is a radical shift from their previous 
business model that focused on cost reduction, an approach that “made us order takers rath-
er than demand creators,” said a senior manager.  More importantly, the new approach has 
been coupled with the need to balance supply chain capacity with the desired demand that is 
being created.  This change has come from the highest leadership in the organization, and is a 
significant cultural change for the organization’s managers and employees.  To embed the new 
approach into the organizational culture, a balanced scorecard has been adapted to include 
common metrics across all functional areas in order to support the new customer focus on 
relevant value.  The company is in mid-transition, but has a strong framework that is guiding 
decisions throughout the organization. Financial results are beginning to suggest the success of 
their new business approach.

Will work more on treat-
ment for this next round-

Func9onal	  Focus	  to	  Process	  Integra9on	  
	  •  In	  over	  700	  interviews	  done	  in	  our	  supply	  chain	  audits	  of	  

companies,	  by	  far	  the	  number	  one	  “wish	  list”	  item	  was	  an	  
organiza9on	  where	  the	  func;onal	  silo	  walls	  have	  come	  down.	  

	  
•  Results	  of	  IBP	  have	  been	  documented	  By	  Oliver	  Wight:	  

–  Revenue	  up	  10-‐16%	  
–  Fill	  rates	  up	  10-‐48%	  
–  Cost	  down	  10-‐32%	  
–  Inventory	  down	  15-‐46%	  

•  One	  surprising,	  but	  greatly	  impacuul	  opportunity	  is	  the	  
integra9on	  between	  purchasing	  and	  logis9cs.	  



of knowledge that a firm’s managers pos-
sess regarding their own relative strengths 
in comparison to the di!ering needs and 
desires of each customer or customer 
segment.  Once the specific needs of each 
customer or segment are understood, the 
segments must be prioritized based upon 
the strategic importance of each and the 
potential for economic profit generated 
by sales to that segment after costs and 
assets required to fulfill demand are con-
sidered.  

It is interesting to note that this game 
changing trend, while first envisioned for 
manufacturers serving business customers, 
may be the standard operating procedure 
for retailers as they increasingly move 
into multi-channel supply chains.  In the 
multi-channel retail case, the prioritization 
would be focused on the preferred channel 
rather than on the specific customer.

THE FALLACY OF BEING ALL THINGS  
TO ALL CUSTOMERS

Highly volatile competitive environments 
often pressure firms to abandon the 
segmented service relationship approach 
and focus on trying to be all things to 
all customers.  During such times, senior 

uration required to create customer value 
commensurate with the economic profit 
potential of the relationship. 

CHALLENGES OF PRIORITIZING  
SERVICE LEVELS

There are numerous challenges to firms as 
they seek to focus their resources more on 
prioritizing service to customers of choice.  
First, marketing and sales organizations 
typically are reluctant to cast any paying 
customer in a role of “less important.”  This 
often has less to do with desire and more 
to do with a lack of accurate and timely 
activity based costs tracked to specific 
customers to enable a reasonable analy-
sis of customer profitability.  If the actual 
profitability, both current and future, of 
customers is not clear, prioritizing service 
could be fatal.  

Still, some firms have made progress in 
that direction by allocating costs to cus-
tomers on activity drivers that are more 
meaningful than the standard usage of 
percent of sales.  Percent of total orders 
placed, or percent of total volume per or-
der could more meaningfully approximate 
a true cost-to-serve.  A second challenge 
to prioritization is the lack to date of useful 
tools to help implement such a practice.  
For example, most firms do not have the 
ability within their order management 
systems to “hold” inventory for certain 
accounts such that a top customer will be 

management loses sight of the costs 
and asset commitment needed to deliver 
unique value to customers as they become 
fixated on the mass market as opposed to 
needs of customers or segments of choice.  
The result is that both financial and human 
resources are dedicated to customers or 
customer segments that are unlikely to 
generate a profit.  Though such short-term 
strategies can augment cash flows in the 
near future, they are inevitably damaging 
to profitability and earnings.  

Other competitive scenarios at times 
create monopolistic-like competition in 
customer markets that lead to the oppo-
site problem: organizations with minimal 
viable competition may focus unduly on 
supply chain e"ciencies across the en-
tire customer base to the detriment of 
creating customer value, thereby eroding 
service levels in the pursuit of low cost/low 
asset operations.  Neither excessive focus 
on customer e!ectiveness or excessive 
focus on supply chain e"ciency presents 
an optimal strategic situation, and as each 
de-emphasizes the importance of under-
standing the needs of each major custom-
er or customer segment and matching 
that with the appropriate service config-

given priority over less important custom-
ers in the event of stock outs.  Also, top 
customers often demand shorter order 
cycle times and inventory may be listed 
as not available (as it was already prom-
ised to another customer) by the time the 
customer of choice places an order.  Some 
progress in this area has been made by as-
signing customer teams focused on serv-
ing customer of choice that may manually 
override system designations of available 
to promise.

The research partners at Ernst and Young 
have adopted an extension of the rela-
tionship management idea.  The concept, 
called Service Stratification, applies not 
only to service di!erentiation by customer 
segment, but also di!erentiation by prod-
uct and product o!erings.  Extending the 
segmentation idea to products requires 
organizations to understand the direct 
product profitability of each product or 
product line, and make a strategic deci-
sion regarding which products groupings 
to make available to di!erent customer 
segments depending upon the overall 
profitability of both the customer and the 
product.

The following case note provides an 
example of a firm that has established 
close relationships with select customers 
in order to provide di!erentiated levels of 
service that enhance the value provided to 
customers.
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CASE EXAMPLE
A consumer packaged goods firm has recently undergone a philosophical change that has led to 
a new focus on retail customers of choice, developing a more strategic view in partnership with 
key customers about what the business should be in the future.  The company is now involved 
in joint business planning with its top customers.  This is a radical shift from their previous 
business model that focused on cost reduction, an approach that “made us order takers rath-
er than demand creators,” said a senior manager.  More importantly, the new approach has 
been coupled with the need to balance supply chain capacity with the desired demand that is 
being created.  This change has come from the highest leadership in the organization, and is a 
significant cultural change for the organization’s managers and employees.  To embed the new 
approach into the organizational culture, a balanced scorecard has been adapted to include 
common metrics across all functional areas in order to support the new customer focus on 
relevant value.  The company is in mid-transition, but has a strong framework that is guiding 
decisions throughout the organization. Financial results are beginning to suggest the success of 
their new business approach.

Will work more on treat-
ment for this next round-

Ver9cal	  to	  Virtual	  Integra9on	  

Control	  upstream	  and	  downstream	  ac4vi4es	  to	  reduce	  
reliance	  on	  partners	  and	  diminish	  conflict	  

Cul4vate	  upstream	  and	  downstream	  rela4onships	  to	  leverage	  
the	  exper4se	  of	  organiza4ons	  across	  the	  supply	  chain	  

2000	  (5-‐6)	  

2012	  (6.9)	  

9.0	  

4.8	  

10	  

1	  



of knowledge that a firm’s managers pos-
sess regarding their own relative strengths 
in comparison to the di!ering needs and 
desires of each customer or customer 
segment.  Once the specific needs of each 
customer or segment are understood, the 
segments must be prioritized based upon 
the strategic importance of each and the 
potential for economic profit generated 
by sales to that segment after costs and 
assets required to fulfill demand are con-
sidered.  

It is interesting to note that this game 
changing trend, while first envisioned for 
manufacturers serving business customers, 
may be the standard operating procedure 
for retailers as they increasingly move 
into multi-channel supply chains.  In the 
multi-channel retail case, the prioritization 
would be focused on the preferred channel 
rather than on the specific customer.

THE FALLACY OF BEING ALL THINGS  
TO ALL CUSTOMERS

Highly volatile competitive environments 
often pressure firms to abandon the 
segmented service relationship approach 
and focus on trying to be all things to 
all customers.  During such times, senior 

uration required to create customer value 
commensurate with the economic profit 
potential of the relationship. 

CHALLENGES OF PRIORITIZING  
SERVICE LEVELS

There are numerous challenges to firms as 
they seek to focus their resources more on 
prioritizing service to customers of choice.  
First, marketing and sales organizations 
typically are reluctant to cast any paying 
customer in a role of “less important.”  This 
often has less to do with desire and more 
to do with a lack of accurate and timely 
activity based costs tracked to specific 
customers to enable a reasonable analy-
sis of customer profitability.  If the actual 
profitability, both current and future, of 
customers is not clear, prioritizing service 
could be fatal.  

Still, some firms have made progress in 
that direction by allocating costs to cus-
tomers on activity drivers that are more 
meaningful than the standard usage of 
percent of sales.  Percent of total orders 
placed, or percent of total volume per or-
der could more meaningfully approximate 
a true cost-to-serve.  A second challenge 
to prioritization is the lack to date of useful 
tools to help implement such a practice.  
For example, most firms do not have the 
ability within their order management 
systems to “hold” inventory for certain 
accounts such that a top customer will be 

management loses sight of the costs 
and asset commitment needed to deliver 
unique value to customers as they become 
fixated on the mass market as opposed to 
needs of customers or segments of choice.  
The result is that both financial and human 
resources are dedicated to customers or 
customer segments that are unlikely to 
generate a profit.  Though such short-term 
strategies can augment cash flows in the 
near future, they are inevitably damaging 
to profitability and earnings.  

Other competitive scenarios at times 
create monopolistic-like competition in 
customer markets that lead to the oppo-
site problem: organizations with minimal 
viable competition may focus unduly on 
supply chain e"ciencies across the en-
tire customer base to the detriment of 
creating customer value, thereby eroding 
service levels in the pursuit of low cost/low 
asset operations.  Neither excessive focus 
on customer e!ectiveness or excessive 
focus on supply chain e"ciency presents 
an optimal strategic situation, and as each 
de-emphasizes the importance of under-
standing the needs of each major custom-
er or customer segment and matching 
that with the appropriate service config-

given priority over less important custom-
ers in the event of stock outs.  Also, top 
customers often demand shorter order 
cycle times and inventory may be listed 
as not available (as it was already prom-
ised to another customer) by the time the 
customer of choice places an order.  Some 
progress in this area has been made by as-
signing customer teams focused on serv-
ing customer of choice that may manually 
override system designations of available 
to promise.

The research partners at Ernst and Young 
have adopted an extension of the rela-
tionship management idea.  The concept, 
called Service Stratification, applies not 
only to service di!erentiation by customer 
segment, but also di!erentiation by prod-
uct and product o!erings.  Extending the 
segmentation idea to products requires 
organizations to understand the direct 
product profitability of each product or 
product line, and make a strategic deci-
sion regarding which products groupings 
to make available to di!erent customer 
segments depending upon the overall 
profitability of both the customer and the 
product.

The following case note provides an 
example of a firm that has established 
close relationships with select customers 
in order to provide di!erentiated levels of 
service that enhance the value provided to 
customers.
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CASE EXAMPLE
A consumer packaged goods firm has recently undergone a philosophical change that has led to 
a new focus on retail customers of choice, developing a more strategic view in partnership with 
key customers about what the business should be in the future.  The company is now involved 
in joint business planning with its top customers.  This is a radical shift from their previous 
business model that focused on cost reduction, an approach that “made us order takers rath-
er than demand creators,” said a senior manager.  More importantly, the new approach has 
been coupled with the need to balance supply chain capacity with the desired demand that is 
being created.  This change has come from the highest leadership in the organization, and is a 
significant cultural change for the organization’s managers and employees.  To embed the new 
approach into the organizational culture, a balanced scorecard has been adapted to include 
common metrics across all functional areas in order to support the new customer focus on 
relevant value.  The company is in mid-transition, but has a strong framework that is guiding 
decisions throughout the organization. Financial results are beginning to suggest the success of 
their new business approach.

Will work more on treat-
ment for this next round-

Ver9cal	  to	  Virtual	  Integra9on	  
	  

•  One	  of	  the	  fundamentals	  of	  a	  great	  supply	  chain	  is	  to	  s9ck	  to	  what	  
the	  firm	  does	  well,	  and	  leave	  the	  rest	  to	  world	  class	  service	  
providers.	  

•  The	  vested	  outsourcing	  framework	  works,	  as	  described	  in	  
countless	  examples.	  

•  Pay	  for	  results.	  Win-‐win	  incen9ves.	  “What’s	  in	  it	  for	  We”	  

•  Managing	  global	  risk	  is	  one	  huge	  benefit.	  



of knowledge that a firm’s managers pos-
sess regarding their own relative strengths 
in comparison to the di!ering needs and 
desires of each customer or customer 
segment.  Once the specific needs of each 
customer or segment are understood, the 
segments must be prioritized based upon 
the strategic importance of each and the 
potential for economic profit generated 
by sales to that segment after costs and 
assets required to fulfill demand are con-
sidered.  

It is interesting to note that this game 
changing trend, while first envisioned for 
manufacturers serving business customers, 
may be the standard operating procedure 
for retailers as they increasingly move 
into multi-channel supply chains.  In the 
multi-channel retail case, the prioritization 
would be focused on the preferred channel 
rather than on the specific customer.

THE FALLACY OF BEING ALL THINGS  
TO ALL CUSTOMERS

Highly volatile competitive environments 
often pressure firms to abandon the 
segmented service relationship approach 
and focus on trying to be all things to 
all customers.  During such times, senior 

uration required to create customer value 
commensurate with the economic profit 
potential of the relationship. 

CHALLENGES OF PRIORITIZING  
SERVICE LEVELS

There are numerous challenges to firms as 
they seek to focus their resources more on 
prioritizing service to customers of choice.  
First, marketing and sales organizations 
typically are reluctant to cast any paying 
customer in a role of “less important.”  This 
often has less to do with desire and more 
to do with a lack of accurate and timely 
activity based costs tracked to specific 
customers to enable a reasonable analy-
sis of customer profitability.  If the actual 
profitability, both current and future, of 
customers is not clear, prioritizing service 
could be fatal.  

Still, some firms have made progress in 
that direction by allocating costs to cus-
tomers on activity drivers that are more 
meaningful than the standard usage of 
percent of sales.  Percent of total orders 
placed, or percent of total volume per or-
der could more meaningfully approximate 
a true cost-to-serve.  A second challenge 
to prioritization is the lack to date of useful 
tools to help implement such a practice.  
For example, most firms do not have the 
ability within their order management 
systems to “hold” inventory for certain 
accounts such that a top customer will be 

management loses sight of the costs 
and asset commitment needed to deliver 
unique value to customers as they become 
fixated on the mass market as opposed to 
needs of customers or segments of choice.  
The result is that both financial and human 
resources are dedicated to customers or 
customer segments that are unlikely to 
generate a profit.  Though such short-term 
strategies can augment cash flows in the 
near future, they are inevitably damaging 
to profitability and earnings.  

Other competitive scenarios at times 
create monopolistic-like competition in 
customer markets that lead to the oppo-
site problem: organizations with minimal 
viable competition may focus unduly on 
supply chain e"ciencies across the en-
tire customer base to the detriment of 
creating customer value, thereby eroding 
service levels in the pursuit of low cost/low 
asset operations.  Neither excessive focus 
on customer e!ectiveness or excessive 
focus on supply chain e"ciency presents 
an optimal strategic situation, and as each 
de-emphasizes the importance of under-
standing the needs of each major custom-
er or customer segment and matching 
that with the appropriate service config-

given priority over less important custom-
ers in the event of stock outs.  Also, top 
customers often demand shorter order 
cycle times and inventory may be listed 
as not available (as it was already prom-
ised to another customer) by the time the 
customer of choice places an order.  Some 
progress in this area has been made by as-
signing customer teams focused on serv-
ing customer of choice that may manually 
override system designations of available 
to promise.

The research partners at Ernst and Young 
have adopted an extension of the rela-
tionship management idea.  The concept, 
called Service Stratification, applies not 
only to service di!erentiation by customer 
segment, but also di!erentiation by prod-
uct and product o!erings.  Extending the 
segmentation idea to products requires 
organizations to understand the direct 
product profitability of each product or 
product line, and make a strategic deci-
sion regarding which products groupings 
to make available to di!erent customer 
segments depending upon the overall 
profitability of both the customer and the 
product.

The following case note provides an 
example of a firm that has established 
close relationships with select customers 
in order to provide di!erentiated levels of 
service that enhance the value provided to 
customers.
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CASE EXAMPLE
A consumer packaged goods firm has recently undergone a philosophical change that has led to 
a new focus on retail customers of choice, developing a more strategic view in partnership with 
key customers about what the business should be in the future.  The company is now involved 
in joint business planning with its top customers.  This is a radical shift from their previous 
business model that focused on cost reduction, an approach that “made us order takers rath-
er than demand creators,” said a senior manager.  More importantly, the new approach has 
been coupled with the need to balance supply chain capacity with the desired demand that is 
being created.  This change has come from the highest leadership in the organization, and is a 
significant cultural change for the organization’s managers and employees.  To embed the new 
approach into the organizational culture, a balanced scorecard has been adapted to include 
common metrics across all functional areas in order to support the new customer focus on 
relevant value.  The company is in mid-transition, but has a strong framework that is guiding 
decisions throughout the organization. Financial results are beginning to suggest the success of 
their new business approach.

Will work more on treat-
ment for this next round-

Informa9on	  Hoarding	  to	  Informa9on	  Sharing	  

Share	  li6le	  informa4on	  so	  as	  to	  gain	  leverage	  over	  other	  
organiza4ons	  within	  the	  supply	  chain	  

Share	  strategic	  and	  tac4cal	  informa4on	  with	  suppliers/customers	  
to	  improve	  performance	  across	  the	  supply	  chain	  

2000	  (3-‐4)	  

2012	  (7.2)	  

9.2	  

5.3	  

10	  

1	  



of knowledge that a firm’s managers pos-
sess regarding their own relative strengths 
in comparison to the di!ering needs and 
desires of each customer or customer 
segment.  Once the specific needs of each 
customer or segment are understood, the 
segments must be prioritized based upon 
the strategic importance of each and the 
potential for economic profit generated 
by sales to that segment after costs and 
assets required to fulfill demand are con-
sidered.  

It is interesting to note that this game 
changing trend, while first envisioned for 
manufacturers serving business customers, 
may be the standard operating procedure 
for retailers as they increasingly move 
into multi-channel supply chains.  In the 
multi-channel retail case, the prioritization 
would be focused on the preferred channel 
rather than on the specific customer.

THE FALLACY OF BEING ALL THINGS  
TO ALL CUSTOMERS

Highly volatile competitive environments 
often pressure firms to abandon the 
segmented service relationship approach 
and focus on trying to be all things to 
all customers.  During such times, senior 

uration required to create customer value 
commensurate with the economic profit 
potential of the relationship. 

CHALLENGES OF PRIORITIZING  
SERVICE LEVELS

There are numerous challenges to firms as 
they seek to focus their resources more on 
prioritizing service to customers of choice.  
First, marketing and sales organizations 
typically are reluctant to cast any paying 
customer in a role of “less important.”  This 
often has less to do with desire and more 
to do with a lack of accurate and timely 
activity based costs tracked to specific 
customers to enable a reasonable analy-
sis of customer profitability.  If the actual 
profitability, both current and future, of 
customers is not clear, prioritizing service 
could be fatal.  

Still, some firms have made progress in 
that direction by allocating costs to cus-
tomers on activity drivers that are more 
meaningful than the standard usage of 
percent of sales.  Percent of total orders 
placed, or percent of total volume per or-
der could more meaningfully approximate 
a true cost-to-serve.  A second challenge 
to prioritization is the lack to date of useful 
tools to help implement such a practice.  
For example, most firms do not have the 
ability within their order management 
systems to “hold” inventory for certain 
accounts such that a top customer will be 

management loses sight of the costs 
and asset commitment needed to deliver 
unique value to customers as they become 
fixated on the mass market as opposed to 
needs of customers or segments of choice.  
The result is that both financial and human 
resources are dedicated to customers or 
customer segments that are unlikely to 
generate a profit.  Though such short-term 
strategies can augment cash flows in the 
near future, they are inevitably damaging 
to profitability and earnings.  

Other competitive scenarios at times 
create monopolistic-like competition in 
customer markets that lead to the oppo-
site problem: organizations with minimal 
viable competition may focus unduly on 
supply chain e"ciencies across the en-
tire customer base to the detriment of 
creating customer value, thereby eroding 
service levels in the pursuit of low cost/low 
asset operations.  Neither excessive focus 
on customer e!ectiveness or excessive 
focus on supply chain e"ciency presents 
an optimal strategic situation, and as each 
de-emphasizes the importance of under-
standing the needs of each major custom-
er or customer segment and matching 
that with the appropriate service config-

given priority over less important custom-
ers in the event of stock outs.  Also, top 
customers often demand shorter order 
cycle times and inventory may be listed 
as not available (as it was already prom-
ised to another customer) by the time the 
customer of choice places an order.  Some 
progress in this area has been made by as-
signing customer teams focused on serv-
ing customer of choice that may manually 
override system designations of available 
to promise.

The research partners at Ernst and Young 
have adopted an extension of the rela-
tionship management idea.  The concept, 
called Service Stratification, applies not 
only to service di!erentiation by customer 
segment, but also di!erentiation by prod-
uct and product o!erings.  Extending the 
segmentation idea to products requires 
organizations to understand the direct 
product profitability of each product or 
product line, and make a strategic deci-
sion regarding which products groupings 
to make available to di!erent customer 
segments depending upon the overall 
profitability of both the customer and the 
product.

The following case note provides an 
example of a firm that has established 
close relationships with select customers 
in order to provide di!erentiated levels of 
service that enhance the value provided to 
customers.
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CASE EXAMPLE
A consumer packaged goods firm has recently undergone a philosophical change that has led to 
a new focus on retail customers of choice, developing a more strategic view in partnership with 
key customers about what the business should be in the future.  The company is now involved 
in joint business planning with its top customers.  This is a radical shift from their previous 
business model that focused on cost reduction, an approach that “made us order takers rath-
er than demand creators,” said a senior manager.  More importantly, the new approach has 
been coupled with the need to balance supply chain capacity with the desired demand that is 
being created.  This change has come from the highest leadership in the organization, and is a 
significant cultural change for the organization’s managers and employees.  To embed the new 
approach into the organizational culture, a balanced scorecard has been adapted to include 
common metrics across all functional areas in order to support the new customer focus on 
relevant value.  The company is in mid-transition, but has a strong framework that is guiding 
decisions throughout the organization. Financial results are beginning to suggest the success of 
their new business approach.

Will work more on treat-
ment for this next round-

Informa9on	  Hoarding	  to	  Informa9on	  Sharing	  
	  

•  P&G	  CEO:	  “Companies	  are	  overwhelmed	  with	  data.	  We	  need	  
automated	  systems	  to	  extract	  informa;on	  and	  only	  alert	  the	  
supply	  chain	  when	  human	  aCen;on	  is	  required.”	  

•  Firms	  are	  changing	  the	  game	  by	  linking	  together	  masses	  of	  
informa9on	  from	  mul9ple	  sources	  (big	  data)	  and	  analyzing	  it	  
with	  business	  analy;cs	  exper;se.	  

•  The	  challenge	  is	  to	  find	  sufficient	  human	  resources	  to	  do	  this.	  



of knowledge that a firm’s managers pos-
sess regarding their own relative strengths 
in comparison to the di!ering needs and 
desires of each customer or customer 
segment.  Once the specific needs of each 
customer or segment are understood, the 
segments must be prioritized based upon 
the strategic importance of each and the 
potential for economic profit generated 
by sales to that segment after costs and 
assets required to fulfill demand are con-
sidered.  

It is interesting to note that this game 
changing trend, while first envisioned for 
manufacturers serving business customers, 
may be the standard operating procedure 
for retailers as they increasingly move 
into multi-channel supply chains.  In the 
multi-channel retail case, the prioritization 
would be focused on the preferred channel 
rather than on the specific customer.

THE FALLACY OF BEING ALL THINGS  
TO ALL CUSTOMERS

Highly volatile competitive environments 
often pressure firms to abandon the 
segmented service relationship approach 
and focus on trying to be all things to 
all customers.  During such times, senior 

uration required to create customer value 
commensurate with the economic profit 
potential of the relationship. 

CHALLENGES OF PRIORITIZING  
SERVICE LEVELS

There are numerous challenges to firms as 
they seek to focus their resources more on 
prioritizing service to customers of choice.  
First, marketing and sales organizations 
typically are reluctant to cast any paying 
customer in a role of “less important.”  This 
often has less to do with desire and more 
to do with a lack of accurate and timely 
activity based costs tracked to specific 
customers to enable a reasonable analy-
sis of customer profitability.  If the actual 
profitability, both current and future, of 
customers is not clear, prioritizing service 
could be fatal.  

Still, some firms have made progress in 
that direction by allocating costs to cus-
tomers on activity drivers that are more 
meaningful than the standard usage of 
percent of sales.  Percent of total orders 
placed, or percent of total volume per or-
der could more meaningfully approximate 
a true cost-to-serve.  A second challenge 
to prioritization is the lack to date of useful 
tools to help implement such a practice.  
For example, most firms do not have the 
ability within their order management 
systems to “hold” inventory for certain 
accounts such that a top customer will be 

management loses sight of the costs 
and asset commitment needed to deliver 
unique value to customers as they become 
fixated on the mass market as opposed to 
needs of customers or segments of choice.  
The result is that both financial and human 
resources are dedicated to customers or 
customer segments that are unlikely to 
generate a profit.  Though such short-term 
strategies can augment cash flows in the 
near future, they are inevitably damaging 
to profitability and earnings.  

Other competitive scenarios at times 
create monopolistic-like competition in 
customer markets that lead to the oppo-
site problem: organizations with minimal 
viable competition may focus unduly on 
supply chain e"ciencies across the en-
tire customer base to the detriment of 
creating customer value, thereby eroding 
service levels in the pursuit of low cost/low 
asset operations.  Neither excessive focus 
on customer e!ectiveness or excessive 
focus on supply chain e"ciency presents 
an optimal strategic situation, and as each 
de-emphasizes the importance of under-
standing the needs of each major custom-
er or customer segment and matching 
that with the appropriate service config-

given priority over less important custom-
ers in the event of stock outs.  Also, top 
customers often demand shorter order 
cycle times and inventory may be listed 
as not available (as it was already prom-
ised to another customer) by the time the 
customer of choice places an order.  Some 
progress in this area has been made by as-
signing customer teams focused on serv-
ing customer of choice that may manually 
override system designations of available 
to promise.

The research partners at Ernst and Young 
have adopted an extension of the rela-
tionship management idea.  The concept, 
called Service Stratification, applies not 
only to service di!erentiation by customer 
segment, but also di!erentiation by prod-
uct and product o!erings.  Extending the 
segmentation idea to products requires 
organizations to understand the direct 
product profitability of each product or 
product line, and make a strategic deci-
sion regarding which products groupings 
to make available to di!erent customer 
segments depending upon the overall 
profitability of both the customer and the 
product.

The following case note provides an 
example of a firm that has established 
close relationships with select customers 
in order to provide di!erentiated levels of 
service that enhance the value provided to 
customers.
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CASE EXAMPLE
A consumer packaged goods firm has recently undergone a philosophical change that has led to 
a new focus on retail customers of choice, developing a more strategic view in partnership with 
key customers about what the business should be in the future.  The company is now involved 
in joint business planning with its top customers.  This is a radical shift from their previous 
business model that focused on cost reduction, an approach that “made us order takers rath-
er than demand creators,” said a senior manager.  More importantly, the new approach has 
been coupled with the need to balance supply chain capacity with the desired demand that is 
being created.  This change has come from the highest leadership in the organization, and is a 
significant cultural change for the organization’s managers and employees.  To embed the new 
approach into the organizational culture, a balanced scorecard has been adapted to include 
common metrics across all functional areas in order to support the new customer focus on 
relevant value.  The company is in mid-transition, but has a strong framework that is guiding 
decisions throughout the organization. Financial results are beginning to suggest the success of 
their new business approach.

Will work more on treat-
ment for this next round-

Training	  to	  Knowledge-‐Based	  Learning	  

Focus	  training	  on	  skills	  required	  to	  complete	  only	  the	  
specific	  tasks	  within	  a	  func4onal	  area	  

Focus	  training	  on	  helping	  employees	  work	  in	  a	  way	  that	  
improves	  overall	  organiza4onal	  performance	  

2000	  (2-‐3)	  

2012	  (7.0)	  

9.2	  

4.8	  

10	  

1	  



of knowledge that a firm’s managers pos-
sess regarding their own relative strengths 
in comparison to the di!ering needs and 
desires of each customer or customer 
segment.  Once the specific needs of each 
customer or segment are understood, the 
segments must be prioritized based upon 
the strategic importance of each and the 
potential for economic profit generated 
by sales to that segment after costs and 
assets required to fulfill demand are con-
sidered.  

It is interesting to note that this game 
changing trend, while first envisioned for 
manufacturers serving business customers, 
may be the standard operating procedure 
for retailers as they increasingly move 
into multi-channel supply chains.  In the 
multi-channel retail case, the prioritization 
would be focused on the preferred channel 
rather than on the specific customer.

THE FALLACY OF BEING ALL THINGS  
TO ALL CUSTOMERS

Highly volatile competitive environments 
often pressure firms to abandon the 
segmented service relationship approach 
and focus on trying to be all things to 
all customers.  During such times, senior 

uration required to create customer value 
commensurate with the economic profit 
potential of the relationship. 

CHALLENGES OF PRIORITIZING  
SERVICE LEVELS

There are numerous challenges to firms as 
they seek to focus their resources more on 
prioritizing service to customers of choice.  
First, marketing and sales organizations 
typically are reluctant to cast any paying 
customer in a role of “less important.”  This 
often has less to do with desire and more 
to do with a lack of accurate and timely 
activity based costs tracked to specific 
customers to enable a reasonable analy-
sis of customer profitability.  If the actual 
profitability, both current and future, of 
customers is not clear, prioritizing service 
could be fatal.  

Still, some firms have made progress in 
that direction by allocating costs to cus-
tomers on activity drivers that are more 
meaningful than the standard usage of 
percent of sales.  Percent of total orders 
placed, or percent of total volume per or-
der could more meaningfully approximate 
a true cost-to-serve.  A second challenge 
to prioritization is the lack to date of useful 
tools to help implement such a practice.  
For example, most firms do not have the 
ability within their order management 
systems to “hold” inventory for certain 
accounts such that a top customer will be 

management loses sight of the costs 
and asset commitment needed to deliver 
unique value to customers as they become 
fixated on the mass market as opposed to 
needs of customers or segments of choice.  
The result is that both financial and human 
resources are dedicated to customers or 
customer segments that are unlikely to 
generate a profit.  Though such short-term 
strategies can augment cash flows in the 
near future, they are inevitably damaging 
to profitability and earnings.  

Other competitive scenarios at times 
create monopolistic-like competition in 
customer markets that lead to the oppo-
site problem: organizations with minimal 
viable competition may focus unduly on 
supply chain e"ciencies across the en-
tire customer base to the detriment of 
creating customer value, thereby eroding 
service levels in the pursuit of low cost/low 
asset operations.  Neither excessive focus 
on customer e!ectiveness or excessive 
focus on supply chain e"ciency presents 
an optimal strategic situation, and as each 
de-emphasizes the importance of under-
standing the needs of each major custom-
er or customer segment and matching 
that with the appropriate service config-

given priority over less important custom-
ers in the event of stock outs.  Also, top 
customers often demand shorter order 
cycle times and inventory may be listed 
as not available (as it was already prom-
ised to another customer) by the time the 
customer of choice places an order.  Some 
progress in this area has been made by as-
signing customer teams focused on serv-
ing customer of choice that may manually 
override system designations of available 
to promise.

The research partners at Ernst and Young 
have adopted an extension of the rela-
tionship management idea.  The concept, 
called Service Stratification, applies not 
only to service di!erentiation by customer 
segment, but also di!erentiation by prod-
uct and product o!erings.  Extending the 
segmentation idea to products requires 
organizations to understand the direct 
product profitability of each product or 
product line, and make a strategic deci-
sion regarding which products groupings 
to make available to di!erent customer 
segments depending upon the overall 
profitability of both the customer and the 
product.

The following case note provides an 
example of a firm that has established 
close relationships with select customers 
in order to provide di!erentiated levels of 
service that enhance the value provided to 
customers.
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CASE EXAMPLE
A consumer packaged goods firm has recently undergone a philosophical change that has led to 
a new focus on retail customers of choice, developing a more strategic view in partnership with 
key customers about what the business should be in the future.  The company is now involved 
in joint business planning with its top customers.  This is a radical shift from their previous 
business model that focused on cost reduction, an approach that “made us order takers rath-
er than demand creators,” said a senior manager.  More importantly, the new approach has 
been coupled with the need to balance supply chain capacity with the desired demand that is 
being created.  This change has come from the highest leadership in the organization, and is a 
significant cultural change for the organization’s managers and employees.  To embed the new 
approach into the organizational culture, a balanced scorecard has been adapted to include 
common metrics across all functional areas in order to support the new customer focus on 
relevant value.  The company is in mid-transition, but has a strong framework that is guiding 
decisions throughout the organization. Financial results are beginning to suggest the success of 
their new business approach.

Will work more on treat-
ment for this next round-

Training	  to	  Knowledge-‐Based	  Learning	  
Talent	  Management	  

•  During	  the	  Great	  Recession,	  several	  firms	  aggressively	  
sought	  and	  hired	  the	  best	  talent	  laying	  a	  founda9on	  of	  
excellence	  for	  decades	  to	  come.	  

•  This	  is	  the	  number	  one	  requirement	  for	  transforming	  a	  
supply	  chain.	  

•  First	  iden9fy	  the	  cri9cal	  competencies	  of	  top	  supply	  chain	  
talent:	  
–  Global	  orienta4on	  
–  Leadership	  skills	  
–  Technical	  savvy	  
–  Superior	  business	  skills	  



of knowledge that a firm’s managers pos-
sess regarding their own relative strengths 
in comparison to the di!ering needs and 
desires of each customer or customer 
segment.  Once the specific needs of each 
customer or segment are understood, the 
segments must be prioritized based upon 
the strategic importance of each and the 
potential for economic profit generated 
by sales to that segment after costs and 
assets required to fulfill demand are con-
sidered.  

It is interesting to note that this game 
changing trend, while first envisioned for 
manufacturers serving business customers, 
may be the standard operating procedure 
for retailers as they increasingly move 
into multi-channel supply chains.  In the 
multi-channel retail case, the prioritization 
would be focused on the preferred channel 
rather than on the specific customer.

THE FALLACY OF BEING ALL THINGS  
TO ALL CUSTOMERS

Highly volatile competitive environments 
often pressure firms to abandon the 
segmented service relationship approach 
and focus on trying to be all things to 
all customers.  During such times, senior 

uration required to create customer value 
commensurate with the economic profit 
potential of the relationship. 

CHALLENGES OF PRIORITIZING  
SERVICE LEVELS

There are numerous challenges to firms as 
they seek to focus their resources more on 
prioritizing service to customers of choice.  
First, marketing and sales organizations 
typically are reluctant to cast any paying 
customer in a role of “less important.”  This 
often has less to do with desire and more 
to do with a lack of accurate and timely 
activity based costs tracked to specific 
customers to enable a reasonable analy-
sis of customer profitability.  If the actual 
profitability, both current and future, of 
customers is not clear, prioritizing service 
could be fatal.  

Still, some firms have made progress in 
that direction by allocating costs to cus-
tomers on activity drivers that are more 
meaningful than the standard usage of 
percent of sales.  Percent of total orders 
placed, or percent of total volume per or-
der could more meaningfully approximate 
a true cost-to-serve.  A second challenge 
to prioritization is the lack to date of useful 
tools to help implement such a practice.  
For example, most firms do not have the 
ability within their order management 
systems to “hold” inventory for certain 
accounts such that a top customer will be 

management loses sight of the costs 
and asset commitment needed to deliver 
unique value to customers as they become 
fixated on the mass market as opposed to 
needs of customers or segments of choice.  
The result is that both financial and human 
resources are dedicated to customers or 
customer segments that are unlikely to 
generate a profit.  Though such short-term 
strategies can augment cash flows in the 
near future, they are inevitably damaging 
to profitability and earnings.  

Other competitive scenarios at times 
create monopolistic-like competition in 
customer markets that lead to the oppo-
site problem: organizations with minimal 
viable competition may focus unduly on 
supply chain e"ciencies across the en-
tire customer base to the detriment of 
creating customer value, thereby eroding 
service levels in the pursuit of low cost/low 
asset operations.  Neither excessive focus 
on customer e!ectiveness or excessive 
focus on supply chain e"ciency presents 
an optimal strategic situation, and as each 
de-emphasizes the importance of under-
standing the needs of each major custom-
er or customer segment and matching 
that with the appropriate service config-

given priority over less important custom-
ers in the event of stock outs.  Also, top 
customers often demand shorter order 
cycle times and inventory may be listed 
as not available (as it was already prom-
ised to another customer) by the time the 
customer of choice places an order.  Some 
progress in this area has been made by as-
signing customer teams focused on serv-
ing customer of choice that may manually 
override system designations of available 
to promise.

The research partners at Ernst and Young 
have adopted an extension of the rela-
tionship management idea.  The concept, 
called Service Stratification, applies not 
only to service di!erentiation by customer 
segment, but also di!erentiation by prod-
uct and product o!erings.  Extending the 
segmentation idea to products requires 
organizations to understand the direct 
product profitability of each product or 
product line, and make a strategic deci-
sion regarding which products groupings 
to make available to di!erent customer 
segments depending upon the overall 
profitability of both the customer and the 
product.

The following case note provides an 
example of a firm that has established 
close relationships with select customers 
in order to provide di!erentiated levels of 
service that enhance the value provided to 
customers.
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CASE EXAMPLE
A consumer packaged goods firm has recently undergone a philosophical change that has led to 
a new focus on retail customers of choice, developing a more strategic view in partnership with 
key customers about what the business should be in the future.  The company is now involved 
in joint business planning with its top customers.  This is a radical shift from their previous 
business model that focused on cost reduction, an approach that “made us order takers rath-
er than demand creators,” said a senior manager.  More importantly, the new approach has 
been coupled with the need to balance supply chain capacity with the desired demand that is 
being created.  This change has come from the highest leadership in the organization, and is a 
significant cultural change for the organization’s managers and employees.  To embed the new 
approach into the organizational culture, a balanced scorecard has been adapted to include 
common metrics across all functional areas in order to support the new customer focus on 
relevant value.  The company is in mid-transition, but has a strong framework that is guiding 
decisions throughout the organization. Financial results are beginning to suggest the success of 
their new business approach.

Will work more on treat-
ment for this next round-

Managerial	  Accoun9ng	  to	  Value-‐Based	  Management	  

Assess	  department	  performance	  based	  solely	  on	  
variance	  from	  budgeted	  sales/cost	  results	  

Assess	  department	  performance	  based	  on	  budget	  
indicators	  as	  well	  as	  overall	  value	  produced	  for	  the	  firm	  

2000	  (2-‐3)	  

2012	  (6.9)	  

9.2	  

4.5	  

10	  

1	  



of knowledge that a firm’s managers pos-
sess regarding their own relative strengths 
in comparison to the di!ering needs and 
desires of each customer or customer 
segment.  Once the specific needs of each 
customer or segment are understood, the 
segments must be prioritized based upon 
the strategic importance of each and the 
potential for economic profit generated 
by sales to that segment after costs and 
assets required to fulfill demand are con-
sidered.  

It is interesting to note that this game 
changing trend, while first envisioned for 
manufacturers serving business customers, 
may be the standard operating procedure 
for retailers as they increasingly move 
into multi-channel supply chains.  In the 
multi-channel retail case, the prioritization 
would be focused on the preferred channel 
rather than on the specific customer.

THE FALLACY OF BEING ALL THINGS  
TO ALL CUSTOMERS

Highly volatile competitive environments 
often pressure firms to abandon the 
segmented service relationship approach 
and focus on trying to be all things to 
all customers.  During such times, senior 

uration required to create customer value 
commensurate with the economic profit 
potential of the relationship. 

CHALLENGES OF PRIORITIZING  
SERVICE LEVELS

There are numerous challenges to firms as 
they seek to focus their resources more on 
prioritizing service to customers of choice.  
First, marketing and sales organizations 
typically are reluctant to cast any paying 
customer in a role of “less important.”  This 
often has less to do with desire and more 
to do with a lack of accurate and timely 
activity based costs tracked to specific 
customers to enable a reasonable analy-
sis of customer profitability.  If the actual 
profitability, both current and future, of 
customers is not clear, prioritizing service 
could be fatal.  

Still, some firms have made progress in 
that direction by allocating costs to cus-
tomers on activity drivers that are more 
meaningful than the standard usage of 
percent of sales.  Percent of total orders 
placed, or percent of total volume per or-
der could more meaningfully approximate 
a true cost-to-serve.  A second challenge 
to prioritization is the lack to date of useful 
tools to help implement such a practice.  
For example, most firms do not have the 
ability within their order management 
systems to “hold” inventory for certain 
accounts such that a top customer will be 

management loses sight of the costs 
and asset commitment needed to deliver 
unique value to customers as they become 
fixated on the mass market as opposed to 
needs of customers or segments of choice.  
The result is that both financial and human 
resources are dedicated to customers or 
customer segments that are unlikely to 
generate a profit.  Though such short-term 
strategies can augment cash flows in the 
near future, they are inevitably damaging 
to profitability and earnings.  

Other competitive scenarios at times 
create monopolistic-like competition in 
customer markets that lead to the oppo-
site problem: organizations with minimal 
viable competition may focus unduly on 
supply chain e"ciencies across the en-
tire customer base to the detriment of 
creating customer value, thereby eroding 
service levels in the pursuit of low cost/low 
asset operations.  Neither excessive focus 
on customer e!ectiveness or excessive 
focus on supply chain e"ciency presents 
an optimal strategic situation, and as each 
de-emphasizes the importance of under-
standing the needs of each major custom-
er or customer segment and matching 
that with the appropriate service config-

given priority over less important custom-
ers in the event of stock outs.  Also, top 
customers often demand shorter order 
cycle times and inventory may be listed 
as not available (as it was already prom-
ised to another customer) by the time the 
customer of choice places an order.  Some 
progress in this area has been made by as-
signing customer teams focused on serv-
ing customer of choice that may manually 
override system designations of available 
to promise.

The research partners at Ernst and Young 
have adopted an extension of the rela-
tionship management idea.  The concept, 
called Service Stratification, applies not 
only to service di!erentiation by customer 
segment, but also di!erentiation by prod-
uct and product o!erings.  Extending the 
segmentation idea to products requires 
organizations to understand the direct 
product profitability of each product or 
product line, and make a strategic deci-
sion regarding which products groupings 
to make available to di!erent customer 
segments depending upon the overall 
profitability of both the customer and the 
product.

The following case note provides an 
example of a firm that has established 
close relationships with select customers 
in order to provide di!erentiated levels of 
service that enhance the value provided to 
customers.
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CASE EXAMPLE
A consumer packaged goods firm has recently undergone a philosophical change that has led to 
a new focus on retail customers of choice, developing a more strategic view in partnership with 
key customers about what the business should be in the future.  The company is now involved 
in joint business planning with its top customers.  This is a radical shift from their previous 
business model that focused on cost reduction, an approach that “made us order takers rath-
er than demand creators,” said a senior manager.  More importantly, the new approach has 
been coupled with the need to balance supply chain capacity with the desired demand that is 
being created.  This change has come from the highest leadership in the organization, and is a 
significant cultural change for the organization’s managers and employees.  To embed the new 
approach into the organizational culture, a balanced scorecard has been adapted to include 
common metrics across all functional areas in order to support the new customer focus on 
relevant value.  The company is in mid-transition, but has a strong framework that is guiding 
decisions throughout the organization. Financial results are beginning to suggest the success of 
their new business approach.

Will work more on treat-
ment for this next round-

Managerial	  Accoun9ng	  to	  Value-‐Based	  
Management	  

	  
•  Supply	  chain	  excellence	  is	  the	  key	  to	  crea9ng	  shareholder	  

value.	  

•  The	  supply	  chain	  controls	  all	  of	  the	  inventory;	  manages	  
60-‐70	  of	  the	  cost;	  and	  provides	  the	  founda9on	  to	  generate	  
revenue	  by	  providing	  outstanding	  availability.	  

	  
•  The	  supply	  chain	  should	  rest	  on	  five	  pillars	  of	  excellence:	  

–  Talent	  
–  Internal	  collabora4on	  
–  External	  collabora4on	  
–  Technology	  
–  Change	  management	  
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the strategic importance of each and the 
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would be focused on the preferred channel 
rather than on the specific customer.
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Highly volatile competitive environments 
often pressure firms to abandon the 
segmented service relationship approach 
and focus on trying to be all things to 
all customers.  During such times, senior 

uration required to create customer value 
commensurate with the economic profit 
potential of the relationship. 

CHALLENGES OF PRIORITIZING  
SERVICE LEVELS

There are numerous challenges to firms as 
they seek to focus their resources more on 
prioritizing service to customers of choice.  
First, marketing and sales organizations 
typically are reluctant to cast any paying 
customer in a role of “less important.”  This 
often has less to do with desire and more 
to do with a lack of accurate and timely 
activity based costs tracked to specific 
customers to enable a reasonable analy-
sis of customer profitability.  If the actual 
profitability, both current and future, of 
customers is not clear, prioritizing service 
could be fatal.  

Still, some firms have made progress in 
that direction by allocating costs to cus-
tomers on activity drivers that are more 
meaningful than the standard usage of 
percent of sales.  Percent of total orders 
placed, or percent of total volume per or-
der could more meaningfully approximate 
a true cost-to-serve.  A second challenge 
to prioritization is the lack to date of useful 
tools to help implement such a practice.  
For example, most firms do not have the 
ability within their order management 
systems to “hold” inventory for certain 
accounts such that a top customer will be 

management loses sight of the costs 
and asset commitment needed to deliver 
unique value to customers as they become 
fixated on the mass market as opposed to 
needs of customers or segments of choice.  
The result is that both financial and human 
resources are dedicated to customers or 
customer segments that are unlikely to 
generate a profit.  Though such short-term 
strategies can augment cash flows in the 
near future, they are inevitably damaging 
to profitability and earnings.  

Other competitive scenarios at times 
create monopolistic-like competition in 
customer markets that lead to the oppo-
site problem: organizations with minimal 
viable competition may focus unduly on 
supply chain e"ciencies across the en-
tire customer base to the detriment of 
creating customer value, thereby eroding 
service levels in the pursuit of low cost/low 
asset operations.  Neither excessive focus 
on customer e!ectiveness or excessive 
focus on supply chain e"ciency presents 
an optimal strategic situation, and as each 
de-emphasizes the importance of under-
standing the needs of each major custom-
er or customer segment and matching 
that with the appropriate service config-

given priority over less important custom-
ers in the event of stock outs.  Also, top 
customers often demand shorter order 
cycle times and inventory may be listed 
as not available (as it was already prom-
ised to another customer) by the time the 
customer of choice places an order.  Some 
progress in this area has been made by as-
signing customer teams focused on serv-
ing customer of choice that may manually 
override system designations of available 
to promise.

The research partners at Ernst and Young 
have adopted an extension of the rela-
tionship management idea.  The concept, 
called Service Stratification, applies not 
only to service di!erentiation by customer 
segment, but also di!erentiation by prod-
uct and product o!erings.  Extending the 
segmentation idea to products requires 
organizations to understand the direct 
product profitability of each product or 
product line, and make a strategic deci-
sion regarding which products groupings 
to make available to di!erent customer 
segments depending upon the overall 
profitability of both the customer and the 
product.

The following case note provides an 
example of a firm that has established 
close relationships with select customers 
in order to provide di!erentiated levels of 
service that enhance the value provided to 
customers.
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CASE EXAMPLE
A consumer packaged goods firm has recently undergone a philosophical change that has led to 
a new focus on retail customers of choice, developing a more strategic view in partnership with 
key customers about what the business should be in the future.  The company is now involved 
in joint business planning with its top customers.  This is a radical shift from their previous 
business model that focused on cost reduction, an approach that “made us order takers rath-
er than demand creators,” said a senior manager.  More importantly, the new approach has 
been coupled with the need to balance supply chain capacity with the desired demand that is 
being created.  This change has come from the highest leadership in the organization, and is a 
significant cultural change for the organization’s managers and employees.  To embed the new 
approach into the organizational culture, a balanced scorecard has been adapted to include 
common metrics across all functional areas in order to support the new customer focus on 
relevant value.  The company is in mid-transition, but has a strong framework that is guiding 
decisions throughout the organization. Financial results are beginning to suggest the success of 
their new business approach.

Will work more on treat-
ment for this next round-

Some	  Take	  Away’s	  

•  Significant	  progress	  has	  been	  made	  in	  all	  10	  areas	  in	  the	  last	  decade	  plus.	  

•  Some	  companies	  have	  achieved	  top	  levels	  of	  performance	  in	  each	  
category	  (although	  no	  one	  has	  done	  it	  in	  all	  categories).	  

•  There	  are	  laggards	  in	  each	  category	  as	  well,	  s9ll	  dealing	  with	  the	  same	  
problems	  in	  the	  same	  way.	  

•  Respondents	  feel	  that	  most	  progress	  has	  been	  made	  in	  customer	  
rela9onships	  and	  process	  integra9on.	  

•  Talent	  Management	  also	  emerges	  as	  an	  area	  of	  opportunity.	  
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segment.  Once the specific needs of each 
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segments must be prioritized based upon 
the strategic importance of each and the 
potential for economic profit generated 
by sales to that segment after costs and 
assets required to fulfill demand are con-
sidered.  

It is interesting to note that this game 
changing trend, while first envisioned for 
manufacturers serving business customers, 
may be the standard operating procedure 
for retailers as they increasingly move 
into multi-channel supply chains.  In the 
multi-channel retail case, the prioritization 
would be focused on the preferred channel 
rather than on the specific customer.

THE FALLACY OF BEING ALL THINGS  
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often pressure firms to abandon the 
segmented service relationship approach 
and focus on trying to be all things to 
all customers.  During such times, senior 
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meaningful than the standard usage of 
percent of sales.  Percent of total orders 
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der could more meaningfully approximate 
a true cost-to-serve.  A second challenge 
to prioritization is the lack to date of useful 
tools to help implement such a practice.  
For example, most firms do not have the 
ability within their order management 
systems to “hold” inventory for certain 
accounts such that a top customer will be 

management loses sight of the costs 
and asset commitment needed to deliver 
unique value to customers as they become 
fixated on the mass market as opposed to 
needs of customers or segments of choice.  
The result is that both financial and human 
resources are dedicated to customers or 
customer segments that are unlikely to 
generate a profit.  Though such short-term 
strategies can augment cash flows in the 
near future, they are inevitably damaging 
to profitability and earnings.  

Other competitive scenarios at times 
create monopolistic-like competition in 
customer markets that lead to the oppo-
site problem: organizations with minimal 
viable competition may focus unduly on 
supply chain e"ciencies across the en-
tire customer base to the detriment of 
creating customer value, thereby eroding 
service levels in the pursuit of low cost/low 
asset operations.  Neither excessive focus 
on customer e!ectiveness or excessive 
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an optimal strategic situation, and as each 
de-emphasizes the importance of under-
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progress in this area has been made by as-
signing customer teams focused on serv-
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segmentation idea to products requires 
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product profitability of each product or 
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sion regarding which products groupings 
to make available to di!erent customer 
segments depending upon the overall 
profitability of both the customer and the 
product.

The following case note provides an 
example of a firm that has established 
close relationships with select customers 
in order to provide di!erentiated levels of 
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CASE EXAMPLE
A consumer packaged goods firm has recently undergone a philosophical change that has led to 
a new focus on retail customers of choice, developing a more strategic view in partnership with 
key customers about what the business should be in the future.  The company is now involved 
in joint business planning with its top customers.  This is a radical shift from their previous 
business model that focused on cost reduction, an approach that “made us order takers rath-
er than demand creators,” said a senior manager.  More importantly, the new approach has 
been coupled with the need to balance supply chain capacity with the desired demand that is 
being created.  This change has come from the highest leadership in the organization, and is a 
significant cultural change for the organization’s managers and employees.  To embed the new 
approach into the organizational culture, a balanced scorecard has been adapted to include 
common metrics across all functional areas in order to support the new customer focus on 
relevant value.  The company is in mid-transition, but has a strong framework that is guiding 
decisions throughout the organization. Financial results are beginning to suggest the success of 
their new business approach.

Will work more on treat-
ment for this next round-

Next	  Step	  

Determine	  how	  these	  trends	  play	  out	  in	  a	  
global	  environment.	  

Evalua9ng	  Regions	  on	  an	  EPIC	  Framework:	  	  
Economy,	  Poli9cs,	  Infrastructure,	  and	  Competence	  	  


