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customers makes it more difficult for suppliers to capture value from the relationship. Yet industrial
even suggested that relationships with very large customers may be unprofitable for suppliers (e.g.

account management is preferred by both supy

to the supplier of entering into such

Therefore,

; Reinartz and Kumar, 2002).

Cooper and Kaplan, 1991; Kalwe

from their key customers.

how to capture value
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Keiningham, 1995). The larger the customer, the greater their ability to drive down prices, obtain

large customers may increase revenues but not short-term profits (Bolen and Davis, 1997; Cooper and
Kaplan, 1991; Rangan, Moriarty and Swartz, 1992; Storbacka, Sivula and Kaario, 2000; Van Raaij,

Vernooij and Van Triest, 2003; Wilson, 1996).

term relationships with key customers pay off for suppliers as well as buyers (Kalwani and
N siasaisdac 1008, Nsweassigindas givd Naoicaasc DINNAY  Acnn cx e nvn cancsrnn aorrimmimaatunins ana ~ncac: dawsle
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Both suppliers and customers have a preference for relationships (Holmlund, 2004). Thus, positive

value exchange must be taking place for suppliers as well as customers. This leads to the first research

P1: Suppliers who engage in KAM are able to capture financial value from their KAM
relationships  over the longer term as a result of a mutually beneficial collaborative

relationship.

Because of the long-term nature of the value capture in KAM relationships for suppliers longitudinal

haml, Rust, and Lemon, 2001). However, KAM relationships are known to be complex (Campbell,

1997; Sengupta et al., 1997) because of product and process customization (Woodburn and McDonald

eographical and product extent (Holt and McDonald, 2001). This leads to the

~

Ryals, 2005; Shapiro et al., 1987). Research into supplier-customer relationships suggests that longer-
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term relationships are not intrinsically profitable; it is the way that the relationship is managed that

determines profitability (Doyle, 2000b; Kalwani and Narayandas, 1995).

This suggests that capturing financial value in KAM relationships is a complex, longterm process

the supplier, an important role of the key account manager is to
develop an understanding of the way in which the nature and behavior of the key account and the way
in which it is managed drives customer revenues and customer costs (Ryals, 2005). Following from
this, the third research proposition is:

P3: Key account managers try to track the drivers of customer lifetime value, especially costs,

measurement of customer lifetime value.
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Supplier gaps in knowledge about customer lifetime value and costs to serve reduce their ability to

2005). The

P5: Powerful key customers use their power to try to extract more value from their suppliers by

pressuring them to reduce prices and to increase service levels, often simultaneously.
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minus customer-specific costs (Ahmad and Buttle, 2001). The first step in capturing financial value is

to understand the drivers of customer revenues and customer costs.

Previous research into the value of customer relationships has discussed a number of drivers of

customer revenues and customer costs. This previous research is conceptualized in Figure 1:
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- bring in Figure 1 here—

Methodology
To explore value capture in KAM relationships a two-part research process was used. Focus grou
were used to validate the drivers of customer revenues and customer costs for key account
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previous research were present. In-depth interviews were used to investigate the research propositions.
Two focus groups into customer lifetime value drivers were run. All participants were senior managers
or directors of marketing or sales, working 6r UK, US or Scandinavian corporations, and all had

A aviaaniamnn ~F T
1 N

key account management was selected. All were blue-chip global firms with their headquarters in the
ope. The sample frame was membership of SAMA! in the US or of the Cranfield Best

Practice KAM Club in the UK. To ensure robust and generic results, a spread of companies across
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Based on the literature and the five research propositions,

customer lifetime value and value capture in KAM relationships. The face

topics related to

Y

account managers, or had a

finance or analysis).

participating companies functioned, all shared the common characteristics of being KAM programs

with global reach, in companies who had been named by experts as demonstrating excellent practice,

lifetime value, although the precise

method and sophistication of this measurement naturally varied.

FINDINGS

The drivers of customer lifetime value

The results of the two focus

- bring in Table 1 -

Y

product mix purchased,

revenues are largely determined by a few major drivers such as customer size,

share of spend, and add-on products or services purchased. The service providers identified their brand
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mentioned by neither group, supporting Dowling’s (2002) contention that total revenue rather than
relationship duration that drives the value of the customer,

Ty

customer-specific overheads as a cost driver. It is probable that customer-specific overheads, which

might include fulktime on-site customer support, are relatively unusual.

Through a detailed exploration of the drivers of customer lifetime value, the findings from the focus

P1: Financial value capture in KAM relationships

The suppliers in our research described the value they gained from key account management in terms

of business growth and cost reduction. Sources of business growth were: selling to new customer
divisions; share of spend; customer retention; consistency (harmonization); speed of results; and



10
Bring in Table 2 here —

Much of the discussion around financial value focused on the supplier's share of spend, or on growth
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"With another division they didn't even go to tender - they didn't want to reinvent the wheel..."

Consistency and harmonization is attractive to key customers because of the potentia

in training, stockholding, monitoring and operations through simplification and uniform quality

example where a supnlier obtained a 43% oroy in revenue throuch consistency whilst avoiding the
xample where a supplier obtained a 43% growth in revenue through consistency whils
expected margin erosion. Other suppliers had seen volume increase but margins reduce as a result of

11



