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The Customers' Revenge

JIM MCINTIRE, vice president of customer service at Atida ... when he received an e-mail from his brother. â€œGo to Hell, ..... truck, spend the night in a bad motel, ... I'm seriously thinking of making a very ... ranty manual they receive with the car.â€�. 
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HBR CASE STUDY



The Customers’ Revenge Atida Motors’ decades-old complaint policy may be no match for unhappy customers who threaten to take their case to YouTube.



by Dan Ariely



Daniel Vasconcellos



J



IM MCINTIRE, vice president of customer service at Atida Motor Company, was just about to shut down for the day when he received an e-mail from his brother. “Go to Hell, Angel!” the subject line shouted. The message linked to a YouTube video. In “A Letter for Bill Watkins, CEO, Angel Airlines,” two stolid executives – “Jeff” and “Jerry” – wearing identical pinstripe suits, took turns narrating the story of their airline nightmare. In one scene, the pair sat chained to their coach seats in a stuffy, tarmac-stranded plane. Sweating women and children in prison garb begged for water from surly ﬂight attendants dressed as guards. In the next, the two men crawled on their knees before a leather-clad gate attendant, crowned with devil horns and holding a long whip. They begged her to ﬁnally assign them their “guaranteed” seats



HBR’s cases, which are ﬁctional, present common managerial dilemmas and offer concrete solutions from experts.
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on an overbooked plane. “Not a chance,” she replied hufﬁly. She snapped her whip dismissively and shouted, “Next in line!” In the ﬁnal sequence, the men took turns reeling off a series of probabilities. “Lifetime chances of dying in a bathtub: one in 10,000,” said Jerry. “Chances of Earth being ejected from the solar system by the gravitational pull of a passing star: one in 2 million,” said Jeff. “Chances of winning the UK’s National Lottery: one in 14 million,” said Jerry. “Chances of anyone from our 3,000person company ever ﬂying with Angel in the future: zero!” they shouted in unison. The video ended with a message to Angel’s CEO: “Now, Mr. Watkins, we’re letting the world know about your socalled customer service!”



For his part, Jim had expended a lot of energy trying to improve customer service at Atida. Historically, the 70year-old automobile manufacturer had had a better reputation for innovative styling and high performance than for service. But Jim, who had turned around customer service operations at another Detroit carmaker, had been brought on board a decade ago to change all that. The company now offered a comprehensive warranty on all its new vehicles as part of its massively promoted Red Carpet program, covering everything from transaxle repairs to the paintwork. An Atida credit card rewarded customers with accessories for their cars and apparel sporting the Atida logo. Returning customers even received a free satellite radio.



“Hey, that video you sent me was hysterical. It’s inspiring me to take revenge on our dental insurer. Maybe I should sic Michael Moore on them.”



Jim chuckled as he forwarded the e-mail to his wife, his mother, and a few frequently ﬂying executive friends at Atida. “You’ll all enjoy this,” he typed. “Sure glad we’re not on the receiving end of it. Cheers, Jim.” Nor will we ever be if I can help it, Jim thought, as he snapped his laptop shut. During the 40-minute drive home, Jim contemplated the video and recalled his last miserable, multiple-leg trip on the struggling airline, when his baggage – including an expensive digital camera, a gift from his brother – was permanently lost. He’d resolved never to ﬂy Angel again. Another nail in their cofﬁn, he thought. When you treat customers like animals, they snarl and bite.



As a result of Jim’s efforts, Atida had ﬁnally built a state-of-the-art call center in Bangalore the previous year. In its last annual report, the company boasted that the call center would reduce costs and call-waiting times, standardizing and streamlining service for customers. Executives had high hopes that the current strong sales of the recently introduced Andromeda XL would excite Wall Street. All in all, Jim concluded, there certainly was a great deal to be proud of. When he arrived home, his wife, Michelle, was in the kitchen, sipping a glass of pre-dinner wine and stirring the gravy for the pot roast. She gave him a quick kiss and poured him a glass of Pinot Noir. “Hey, that video you sent was hysterical,” she said. “It’s inspir-



Dan Ariely ([email protected]) is the Alfred P. Sloan Professor of Behavioral Economics at the Massachusetts Institute of Technology in Cambridge and a visiting professor at Duke University in Durham, North Carolina. He is the author of the book, Predictably Irrational (forthcoming from HarperCollins in 2008).
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ing me to take revenge on our dental insurer. I just spent another fun-ﬁlled hour on the phone trying to get them to pay for these damn implants.” Jim pursed his lips in sympathy. “Any luck?” “I swear, Jim, it’s just been a nightmare,” she said exasperatedly. “It seems like every time I call to get help, they refer me to some new idiot who doesn’t know anything, and I have to explain everything all over again. And it’s not my fault! Maybe I should sic Michael Moore on them. Or sneak into their ofﬁces at night and smash their computers with a sledgehammer.”



A Love-Hate Relationship “Loved that video,” said Lisa Ross, Jim’s head of customer communications, as she took a sip from her cola can. “After all that ﬂying back and forth from India last year, I can certainly relate to it!” She smiled, taking in the party atmosphere. “It sure is nice to be home for a while.” The autumn afternoon was sunny but crisp. The lunchtime smell of roasting hot dogs mingled with the tinny sound of the Beach Boys drifting over the PA system. The Detroit Chaser Club’s annual show was packed with hundreds of car enthusiasts who had come to pay homage to the 1950s model that had made Atida Motors famous. In their baseball caps and blue jeans, Jim and Lisa were indistinguishable from the enthusiasts. The event was an annual ritual for the two of them and sundry other Atida executives who came to spy on Chaser fans. They sidled up to the Best in Show, a heavy, cherry-red convertible with mirrorlike chrome headlight bezels and fat, white sidewall tires. The vintage car featured a large stylized hood ornament – a silver-and-black checkered ﬂag – and a doughnut-shaped Continental Kit on the back bumper for holding the spare tire. Little wind wings afforded a breeze for the driver and passenger in the wide front seat when the top was up. “Wow, what a beauty,” Lisa said.
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A group of fans had gathered around the car, peeking into the interior and marveling at the pristine leather. One man was pointing his video camera at the backseat. “No belts,” he said to a friend at his elbow, as he focused on a slim red cord attached to the back of the front seat. “Safety sure wasn’t job one in those days.”



“Heck no,” said his smiling friend. “But boy, that backseat sure was fun.” Soaking in the affection that surrounded the old cars, Jim thought how nice it would be if the fellow with the camera posted his video on YouTube. He remembered why he loved working for the company. “People really do love these old Atidas,” he said to Lisa. “My
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father restored a few of them, you know. It took him 12 years to bring one back to life. Anyway, that’s how I got into this in the ﬁrst place. I guess this company is in my DNA.” “Kind of makes you wonder what this show will be like 30 years from now,” Lisa said, sighing. “Will people be drooling over classic Andromeda XLs, I
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wonder?” She lowered her voice.“Which reminds me, I e-mailed you the report. We need to have a little chat about a few problem children when we get back to the ofﬁce.” Later that afternoon, Jim scanned the divisional quarterly report tracking customer feedback, which logged more than 30,000 calls. In addition to noting average wait times and call duration times, the report summarized the content and disposition of all calls, e-mails, and letters. Several had been escalated. Looking them over, he saw a number of messages marked “read original text.”



One of them was a letter from a customer named Jessica Long. Apparently, this person had been inundating Paul Turm, the CEO, with letters complaining about her Andromeda XL, which she had bought shortly after the car came on the market. First the airconditioning failed, then the CD player jammed, then the catalytic converter went out, and so on. The company had repaired each problem at no expense to her – in fact, Atida had actually replaced the car – but she kept on sending in complaints about the new one, too. Her latest letter was attached to the report:



Dear Paul, It’s only been two months since I wrote you, but it seems the repairs to my Atida Andromeda XL, which you replaced three months ago, are now sadly happening more often. This time my daughter organized a birthday party for me. We were on the way there when we started hearing a high-pitched squealing, which sounded like it was coming from the brakes. I was worried enough to stop at a gas station and have the mechanic take a look. He said it seemed like one of the brake pads was going bad and
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needed to be replaced immediately. By the time I got to the birthday party, it was so late that four of the invited guests had already gone home. I called customer service and sat on hold for an hour. Of course they were useless. The person who ﬁnally took the call could barely speak English, so I asked to speak to a



actually got freebies. I’m sure Ms. Long would get an A+ in that class,” she added, trying to hold in her frustration. “We’ve already replaced her car to shut her up. She needs to get a life.” Then she pointed to the report in Jim’s hand. “Did you see that other letter in the appendix? The one from the guy named Tom?”



“Looks like our friend Jessica is on the rampage again.” Lisa looked up at Jim and smiled. “She’s a piece of work, isn’t she?” supervisor. After 30 more minutes on hold, I ﬁnally spoke to someone. He told me to contact my local dealership. Now the dealership is giving me the runaround and won’t reimburse me because I took the car to a mechanic instead of to them, and in a total catch-22 they are telling me to take it up with customer service! I wonder, am I just part of some bizarre economic experiment you are conducting over there? Or is this some new business model they teach now? I can only hope that you start making cars that actually work for real people in the real world. Thanks for ruining my birthday. I hope someone ruins yours. Disrespectfully yours, Jessica Long cc: Alan’s Consumer Blog Jim stood up and carried the report over to Lisa’s ofﬁce. “Hey, Lisa,” he said, poking his head in the doorway. “Looks like our friend Jessica is on the rampage again.” Lisa looked up at Jim and smiled. “She’s a piece of work, isn’t she?” She motioned him to a chair. “I remember taking a business-writing course as an undergraduate. The instructor asked us to write complaint letters. Our goal was to get a free box of chocolates after complaining that we found some hair in the candy, or whatever. A few people
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Jim turned to the back and found the letter, which was written on letterhead from HBH Films in Los Angeles. Dear Mr. Turm, I am writing to you as a longtime customer and former Atida fan who is now close to desperation. Several months ago, I purchased my ﬁfth (!) Atida, the new Andromeda XL. (I also hold one of your company’s preferredcustomer credit cards.) It was peppy, it was stylish, it handled well. I loved it. On September 20th, I had just ﬁnished shooting a commercial in Las Vegas. My production assistant and I were driving back to Los Angeles with a trunk full of very expensive ﬁlming equipment. It was late at night, and we were driving at approximately 70 miles per hour. All of a sudden, the car stopped responding to the gas. It was as if we were driving in neutral. I tried to make my way to the right. Looking over my shoulder, I saw a big truck bearing down on us as I tried to move over. The driver barely missed us. We managed to make it onto the shoulder alive. It was one of the most frightening experiences of my life. After sitting for more than an hour in the breakdown lane, our car was towed. We were forced to haul all the heavy equipment from it into the tow truck, spend the night in a bad motel,
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then move everything into a taxi and a train to get back home to Los Angeles. In the morning, I called your customer service line and described as colorfully as I could the night’s ordeal to the rep. “I am sorry about the inconvenience,” she said. Inconvenience! This just made me furious. Here I was, very close to having had a serious accident (not to mention having had a ﬁve-month-old car severely break down on me) and the best description she could come up with for this was Inconvenience! To make matters worse, she said you wouldn’t reimburse me for the motel or the train because according to your records I don’t live in Nevada where the problem took place, which makes me ineligible. This is nonsense! Over the next month, I called your customer service line two or three times a week, asking them for more information on the state of my unrepaired car, to no avail. (I taped each of the calls for future reference.) I’ve always bought Atidas because I love driving them, but now I’m angry, spiteful, and I want you to share in my misery. I feel the need for revenge. I’ve contacted the state attorney general’s ofﬁce, which gave me the regulations for the Lemon Law. It appears I’m entitled to get my car repurchased or replaced. But when I called your customer service to discuss this option, they sounded surprised to hear of the Lemon Law, claiming that it was completely beyond their knowledge or jurisdiction. I’m now talking to my lawyer, and I’m seriously thinking of making a very slick and nasty little ﬁlm about your company and putting it up on YouTube. I guarantee you won’t be happy with it. Sincerely, Tom Zacharelli “Wow,” said Jim. “Have you checked with Legal about this one?” “It’s not a legal problem,” said Lisa. “Our lawyers are saying that our only obligation is to ﬁx the car and nothing
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else. They say this customer can certainly hire a lawyer, but once customers understand how much pursuing the legal option will cost, they almost always see things differently. They take their loss, and they move on.” “Well, we have more to worry about here,” Jim said thoughtfully. “PR would probably say the YouTube thing needs to be taken seriously because the buzz on the Andromeda is just getting started.” Lisa’s shoulders began to tense. “Jim, we’ve got a policy for handling this stuff, one we’ve been following for decades. Our job is to build good cars backed by decent warranties. It’s the customer’s responsibility to get the car to the dealer. It’s all written right there in the warranty manual they receive with the car.” “I understand, Lisa,” Jim replied. His stomach churned. Whether it was the hot dog or the conversation that was backing up on him, he wasn’t sure. “But this guy Tom has been a pretty loyal customer. I think Marketing would say we need to think more about the effects of positive versus negative word of mouth.” Lisa frowned. “Jim, look at that report! There are 30,000-plus calls there! We can’t afford to coddle people whose complaints border on extortion.” She glared at him. “I’ve been doing this kind of work a long time. And my job is to get those customers off the line.”



A Shift in Policy? “Heads up, Jim,” began the message from Marieke Kuesters, the head of PR. “The new U.S. Customer Satisfaction Survey has just come out. Unfortunately, it looks like we’ve dropped down the rankings in the auto category. Might it have something to do with those call backups in Bangalore? Should we huddle about this before Paul calls us all on the carpet?” Damn, Jim thought. The news was coming at exactly the wrong time, as the CEO would certainly point out. He called Lisa into his ofﬁce and invited Marieke to join them. The cus-
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tomer feedback report lay on the round table. As they sat down, he pushed it over toward Marieke. “Take a look at this,” he said, showing her the appendix with the letters from Jessica and Tom. While Marieke reviewed the report, Jim peered at Lisa. “This whole thing is really frustrating,” he said. Lisa nodded. “Paul’s going to want solutions, and pronto.” “Well, Jim,” Lisa responded, “given the backlog of calls, this was inevitable. We were probably too ambitious. Nobody can set up a call center halfway around the world and expect it to operate perfectly from day one. Anyway, things are getting better. Paul will be impressed by next year’s ratings.” But that doesn’t help us now, Jim thought angrily. Meanwhile, Marieke was glowering over the letters. “What do you make of those?” Jim asked her. “Well, there’s nothing to stop an angry customer from taking their case to the internet, and this guy Tom is in advertising. He knows that bad news sticks.” She paused. “Given the power of the net to spread negative word of mouth, it seems that we should be actively thinking of better ways to deal with irate customers than what we’re doing now.” “Maybe we should consider a change in policy,” Jim ventured, “investing enough in compensation programs so that unhappy customers don’t wreak their revenge publicly.” Lisa looked glum. “Jim, I think that would set a bad precedent. It’s teaching customers the wrong lesson. It might invite people to come at Atida with all kinds of claims. We don’t want to treat them like spoiled children and teach them to behave that way.” How should Atida deal with its unhappy customers? Five commentators offer expert advice beginning on page 38.
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Tom Farmer (tom@solid stateid.com) is a partner at Solid State Information Design, a marketing-strategy consultancy in Seattle.
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HETHER THE COMPANY knows it or



not, Atida is a service organization that happens to sell cars, not a car-making organization that happens to provide service. A company investing vast sums in product marketing – but only loose change in serviceexperience design – invites hostile fire. I lobbed a grenade once myself, though the notorious results were wholly inadvertent. In 2001, a coworker and I were denied our “guaranteed” reservations by a rude clerk at a sold-out Houston-area hotel. On returning home, we had a little fun assembling a “graphic complaint” for the hotel’s managers. The PowerPoint, entitled “Yours Is a Very Bad Hotel,” escaped into the internet slipstream (thanks, I think, to a colleague’s mom), leaping from in-box to in-box in a viral wildﬁre. We received 5,000 e-mails from amused recipients around the world, and the mainstream media took notice. So did the hotel’s brand masters. The brass asked what we wanted. (Nothing material. We sought evidence of better employee training and got it.) We ended up on friendly terms with some execs, one of whom appeared on a webcast with us, months later, to discuss the fallout – a brave and classy thing to do. Meanwhile, the hotel that was the scene of the crime, evidently a troubled property before we rolled up, quietly changed franchise afﬁliations. “Yours Is a Very Bad Hotel” showed how service brands can be affected by a new internet-age force: a decentralized, communally managed, peer-to-peer communications network that is inherently uncontrollable. At Atida, Jim, Lisa, and Marieke must accept an end to the era of rigid top-down corporate message management. Customers co-own brands and therefore co-control the image of an organization. Peer testimony (about a hotel, a washing machine, or an Atida) can carry more weight than company advertising.
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The good folks at Atida should do three things. First, they should stop deﬁning their jobs solely as controlling responses to bad news. Instead of hunkering down in the executive suite ducking incoming missiles, they should harness the power of the customer’s online voice in a proactive, pulse-taking manner. That starts with making online dialogue intrinsic to the brand experience. If Atida designed a more engaging service experience with a strong diagnostic aspect – initiating dialogue with a tone and style that breeds affection for Atida people – it would nip more problems in the bud and sow far fewer enemies. Second, mature service providers classify customers according to their historical and predicted future value, and Atida ought to start doing the same. Tom, who’s purchased several expensive models and presents a serious-sounding safety issue, is Atida’s equivalent of an elite customer. He represents future business. He’s a key inﬂuencer. Where’s his Diamond Desk? Third, a customer classiﬁ cation strategy would remind Atida of a central tenet of the service world: The customer isn’t always right. Some are too troublesome or expensive to satisfy. Knowing which to ignore is as important as knowing which to pamper. At Southwest Airlines, the story is told of a perpetually peeved customer who wrote to headquarters after every ﬂ ight. Something was always wrong. Her seat wouldn’t recline. The drink cart was out of root beer. She always ended by vowing never to ﬂy Southwest again, but the letters kept coming. Finally, an exasperated customer communications guy brought the stack of letters upstairs to Herb Kelleher. Herb scanned them, then pulled out a sheet of company letterhead and wrote, “Dear Mrs. Jones: We’ll miss you!” If Atida is “escalating” letters like Jessica Long’s, it should be only to ﬁgure out how to disengage. Maybe they should send her a bus pass.



Wendy Wray



A company investing only loose change in service-experience design invites hostile ﬁre. I lobbed a grenade once myself, though the notorious results were wholly inadvertent.
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Nate Bennett (nate@gatech .edu) is the Catherine W. and Edwin A. Wahlen Professor of Management at Georgia Tech in Atlanta.



HE POOR PERFORMANCE of the new Andromeda is bad enough: A lousy product is always going to anger customers. But the way Atida mistreats consumers like Jessica and Tom, post-breakdown, stokes their rage enormously. Jessica and Tom are not just disgruntled; their perception of unfairness at the hands of Atida has provided them with a lot of energy. Bad-mouthing Atida over the internet allows them to create a real mess while expending it. Our research into customer dissatisfaction expressed via the internet has demonstrated that too many companies fall into a trap when they care more about containing negative spin than about fairness. Among other things, ﬁrms like Atida fail to understand that people evaluate their experience with a company in more than one way. Beyond the



hoc letter offering them a $100 credit in an effort to restore their sense of distributive fairness. Procedural fairness refers to the processes used to reach a desired outcome. Here, it’s particularly important for customers to believe that their voices are heard. Atida thinks it has done enough by providing an 800 number, but customers like Tom and Jessica hardly feel listened to when they call it. That’s why Tom wants to use the web to settle the score. Customers perceive interactional fairness when they believe they’ve been treated with respect and empathy and they’ve been given reasonable explanations for actions taken. When Lisa expresses the thought that her customers need to “get a life,” she’s violating this principle. For Tom, hearing an employee



Companies fall into a trap when they care more about containing negative spin than about fairness.



Chris Martin (cmartin@ centenary.edu) is the Linco Professor and Dean of the Frost School of Business at Centenary College in Shreveport, Louisiana.
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frustration they encounter when a product fails to meet expectations, customers share a multidimensional sense of indignation when they feel mistreated. We have found that consumers in fact evaluate the distributive, procedural, and interactional fairness of a transaction. Companies can please or disgruntle customers along any or all of these dimensions. Distributive fairness refers to the customer’s evaluation of the outcome of an exchange. Jessica’s and Tom’s sense of distributive fairness has been violated in the ﬁrst place because the two have spent their hardearned money on lemons. In seeking redress, Jessica feels replacement isn’t enough; Tom is angered by Atida’s refusal to reimburse out-of-pocket expenses associated with the breakdown. Analogously, the early adopters of Apple’s iPhone felt violated by the price drop that Apple initiated barely weeks after its introduction. When they took their outrage to the internet, Steve Jobs issued a post
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say, “I am sorry about the inconvenience” as if reading from a script fails the interactional fairness test by a good margin. In view of all the distributive, procedural, and interactional violations Jessica and Tom have experienced at Atida, it’s no wonder they are now out for revenge. Research has consistently found that fair processes and respectful treatment mitigate the frustrations that result from distributively unfair outcomes. Had Atida delivered a customer experience high in procedural and interactional fairness, some of the wind might have been taken out of the sails of its distributively wronged customers. Jim’s team needs to create the impression that Atida is a fair dealer. To the extent that Jim can lead his staff to design and execute customer interactions that treat people fairly, he can inoculate Atida against future threats involving vengeful customers and protect the company from the public airing of customer gripes.
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How Should Atida Deal with Its Unhappy Customers?



A



TIDA’S CURT customer-service policy



Nancy Fein (nancy_fein@ lexus.com) is the vice president of customer services at Lexus, the luxury division of Toyota Motor Sales, USA, in Torrance, California.



may be penny-wise, but it’s more than pound-foolish. The company may be handling calls quickly and adhering to legal requirements, but that’s not the same as taking care of customers. By treating service as a cleanup issue, Atida is missing the most important aspect of dealing with customer complaints in the ﬁrst place – an opportunity to engage customers. The very fact that Atida has moved the call center to Bangalore – where it can focus on reducing labor costs and processing calls as efﬁciently as possible – is symptomatic of the ﬁrm’s misguided attitude toward its customers. Lisa assumes that eliminating the backlog of calls will improve customer satisfaction. However, getting the customer off the phone doesn’t mean the customer is satisﬁed – or even ﬁnished complaining. Such an approach may have worked in the past, but it’s clearly not consistent with Jim’s desire to build a strong customer service reputation – and it’s downright dangerous in the internet age, where word of mouth can spread inﬁnitely faster than it did in the glory days of the Chaser.



imburse his expenses, and probably throw in something special – such as free roadside assistance for the life of his car – to demonstrate the company’s commitment to him. In adopting an attentive and individualized customer service policy, Atida could turn Jessica, Tom, and other unhappy customers from enemies into very powerful advocates for its brand. Consider one story that has become part of Lexus lore. A call came in to our center in Southern California on a Friday at 6:00 PM, just before a long holiday weekend. A woman in Carlsbad – 80 miles away – called our free roadside assistance for help with a ﬂat tire. While she was on the phone giving her location, a thief grabbed her purse off the trunk, taking her money, her credit cards, and her car keys. She then called our customer service center again to ﬁnd out how to get another key. She needed it quickly, since she was on vacation and her two children were in the car with her. The young man who took her call knew this woman needed him to do more than simply look up her key code so she could take it to the dealership – which, at the moment, she



Getting the customer off the phone doesn’t mean the customer is satisﬁed – or even ﬁnished complaining.



Another big problem with running the call center from India is that it’s too far removed from headquarters. Atida has a proud heritage, but the call center is worlds away from the cultural epicenter in Detroit. In working remotely, Lisa is removed from the day-to-day call issues, managerial hand-holding, and cultural inculcation necessary to help employees do their jobs better. Indeed, Atida needs to rethink its service policy and shift its focus to the customer, rather than ﬁxate on statistics. Jessica, for example, would probably appreciate a birthday present and a nice cake with an apology; Tom wants to be recognized for his loyalty. Atida should voluntarily replace his vehicle, re-
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clearly couldn’t do – so he went to his supervisor. “This poor woman needs help right now!” he declared. The supervisor agreed that they should take her a $1,000 gift check – and then he and the young man drove to Carlsbad to deliver the money and a new set of keys to the woman, who was both surprised and grateful. She went on to tell all her friends about what we had done for her, and her kids repeated the story to their friends. This is not a unique instance. We encourage this kind of approach to customers because the stories they tell reinforce our strong reputation for customer satisfaction. And you can bet both the young man who took the call and his supervisor are telling that story too.
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Short-term thinking is getting in the way of the real issue: “What is the value of a customer and how can we enhance it?”



J



IM IS WORRIED about Wall Street’s reaction to the new model. Lisa is concerned with the large number of calls coming in to the center. Marieke may fear the potential negative effect of Tom’s threatened video. Fair enough, but such short-term thinking is getting in the way of the real issue: What is the value of a customer and how can we enhance it? Customers are valuable to a ﬁrm in two ways. The ﬁrst – the direct lifetime value – is simply how much proﬁt an individual is expected to generate for the company over the long run from purchasing products and services. Informed managers should be able to assess negative effects on this measure: If this customer is unhappy, what is the potential value lost? What companies often fail to consider is the second way – the indirect, word-of-mouth lifetime value – how much proﬁt customers give to, or take from, the ﬁrm because of their effect on others. Happy buyers of the Andromeda XL will tell their friends about their experience; some of these may purchase Andromedas and later inﬂuence others. My research, using both simulations and empirical analysis of sales-growth data, shows that when a product is new a customer’s wordof-mouth value may be more than double his or her direct value. Conversely, unhappy customers will spread negative word of mouth, conceivably depressing sales just as much. Most unhappy customers do not bother to publicize their experiences. Unlike Jessica and Tom, they don’t even bother to complain. Instead, they stop buying and spread bad news in their social networks. These small revenges represent a great loss of lifetime value that is invisible to the ﬁrm but has substantial implications for the bottom line. A good CRM system can help managers track and estimate both direct and indirect value, and would be useful for Atida to implement. If it did, the company might see how much value its current complaint-handling system is



destroying. Customers’ satisfaction with the ﬁrm, and their lifetime value, can be damaged as much by the complaint-handling process as by the original product failure. Managers are often quick to realize the possible costs of dealing with complaints; they are typically weak on the beneﬁts. Indeed, Atida handles complaining customers as if they were enemies. Lisa doesn’t understand that customers like Jessica and Tom are doing the ﬁrm a favor by providing essential feedback. Because it has no learning process, Atida has no way to realize the positive value of customers’ complaints. Tom has a very high lifetime value, not only because he is a loyal customer but also because of the potential value of his social network, especially because he buys Atidas early in their life cycles. (Research into online banking, for example, has shown that earlier adopters are worth three to four times as much as other customers because of their word-of-mouth value.) Atida should take quick action to soothe Tom’s anger and rectify the situation. A personal apology from the CEO (or at least from Jim), a bouquet of ﬂowers, and a new smart phone would be a good place to start. Jessica’s case is more complicated; she may just be a professional complainer, as Lisa surmises. Yet possibly not: Was she justiﬁed in her complaints? The pros and cons of simply writing her off should be examined under a lifetime-value approach. To be on the safe side, Atida may want to consider dropping her in a way she feels is just. Maybe send her a $2,000 gift certiﬁcate toward the purchase of a new Toyota? Finally, as far as a change in policy goes, Atida can begin by adopting a simple, straightforward rule – the Golden one. Reprint R0712A Reprint Case only R0712X Reprint Commentary only R0712Z To order, see page 147.
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