
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-
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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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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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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-
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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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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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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 
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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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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. 

CHALLENGES OF PRIORITIZING  
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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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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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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.
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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 
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activity based costs tracked to specific 
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sis of customer profitability.  If the actual 
profitability, both current and future, of 
customers is not clear, prioritizing service 
could be fatal.  
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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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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-
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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 
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potential for economic profit generated 
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changing trend, while first envisioned for 
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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-
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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-
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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-
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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-
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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-
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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-
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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-
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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-
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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-
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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-
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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-
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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-
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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-
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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-
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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-
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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-
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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-
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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-
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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 
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