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Principles of Service Excellence

Create value for customers, employees, and shareholders.

Service
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Which specific attributes of
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‘| Management System

Customer

| Management System

How is the excellence
paid for?

Are employees set up
for success?

How are customers
managed and
trained?



Targeting Specific Attributes

vConventional Wisdom in Retail Banking

* Growth comes from attractive rates or acquiring other banks

* Commerce offers the worst rates, avoids acquisitions, yet
became the fastest growing bank in the US...

7 Da Branch Banking
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Commerce Bank Attribute Map
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Southwest Attribute Map
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Wal-Mart Attribute Map
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Improvement: (a) Shift Resources
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Most important to
furniture buyers
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furniture buyers
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Improvement: (b) Influence Preferences
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Progressive Insurance

Service
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v lnsurance Economics

Customer
Mgmt System

* Firms lose money on insurance - make money investing pre-paid

premiums

* Customers are extremely price sensitive

v Progressive Insurance

* Progressive spends more on service features, yet the company

makes more on insurance.

Framing : operational savings framed as value-added service



Progressive: Targeted Investments

v Comparison Quote
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* When consumers call Progressive, the company provides its quote

AND competitor quotes.

* Progressive is the lowest quote only half the time —when it is not

lowest, customers go elsewhere.

True Risk ’

7’
7’
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4
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\Competitor Premium

ip& , Iif priced perfectly
4
d

Leveraging Operations: value-added service layered on operational expertise
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How Does Progressive Stay Ahead?

v Two elderly drivers have a moving violation
* Driver A: Failure to Yield
* Driver B: Speeding

v Progressive and Competition, on average, treat the moving
violation the same...

Competition Progressive

Failure to Yield +2 +3
Speeding +2 +1



M
viecnan n
Service Employee
Offering mt System

Customer
Mgmt System

ldentify Funding Mechanism

v Customer pays, in a palatable way

v Operations as value-added service

* Framing Operations: operational savings framed as value-
added service

* Leveraging Operations: value-added service layered on
operational expertise
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v Customer pays, in a palatable way

v Operations as value-added service

* Framing Operations: operational savings framed as value-
added service

v Customer performs the work

Proper test: Self service Is preferred to a
readily available full service alternative
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3. Employee Management System
Sl

Customer
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Hire for attitude
& creates

ermits ) )
P Train for service

Limited product e e e o e Better customer
set -TTT T interactions

Design a[system}where typical employees have a reasonable
chance of success

System = selection, training, job design, performance management

Diagnostic Questions:
Q: What makes employees reasonably able to achieve excellence?

Q: What makes employees reasonably motivated to achieve excellence?



Funding
Mechanism

Large International Bank
S = =

Customer
Mgmt System

v A senior manager complained that no matter how the incentives
or training were changed, the customer experience in the branch
would not improve.

v We suggested that the manager spend time working as a front-
line employee in the branch.

v She reported back after her first day of work...
* “From the time the doors opened, customers were yelling at me.”

* “By the end of the day, | was yelling back.”



4. Customer Management System

v Which behaviors do you want?

v Which techniques are you using to influence
behavior?




Which Behaviors?

How to

If you're nervous about ordering, don't be.

Fheres 5o “right” way to owder at Starbucks. Just tell us

ol C
whiat vou wang and we'll get it to you.

But if we call vour drink back in a way thath different
Frewms what you “1.].‘ ", W T 1100 cormLung you

Wie'lre just (ranslating vour onder into 'bansta~peal” —

a standard way our baristas <all oot orders. This langmage

gives the barstas the infn they need m the order they

- o : sitckly and
neced it w0 they can make your drink a guickly and

elliviently ax possible.

Harsta=speak’” is eaww to learn, It all aloot the order

of mfoenmilon. Thene are fiwe e 1o the procen
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1. Cup.

The firz 1!::.:;.; a burnel peedy o know nowhat cup o Erab

for vourr drink IF vour don't wpe |r-._ we il o IR gt

cup. But you <an alwo ask for 4 for-fure, Ded o perronal aup,

2. Shots and size.
Do vou want decaf or cxtra ciprewso? Hereds somethung
"k LAY Fl'l 1 -‘ 0o 'J'"| :‘-'r i "JI']'I LA '-‘It1|- une ‘rEI'-“.
16 £ or) drinky have oo Preti® drinks have ban
) 1l oz hot dnnka) or thres {for 24 fl oz cold drinks),
b o ot w0 & Tall, you'ee wetting o Dowide Tall
3. Syrup.
Thi is the moat papulir weay to aurtonnize We have niing
diffcrent tlavon to swecten or spice up a drink
4. Milk and other modifiers.
T"—I- B W :"I"."!I. Uy '.'..'H LS '-*'l"l].: :r'.||i|. YO WAnC .“.!Il! '.f."-.l' WLl

By 1" i
wang wenethinge el like “evra hot' o Vestrs fanmw

5. The drink itsslf.
Liont forget the ot smportant par t' Are you h Ing

a batte, 3 mocha  or something enarely difforene?

SCHOOL 26



Which Technigues?

e zipcar

find
cars
Inifo
chieck More Delails
rates it
Home
join
now
ela
gzipca rd
aboul us | partners
Normative
Controls

Is it for me? =

organizalions | gowernment

How does Zipcar work?

—— ——

How does Zipcarwork?

It's been likened to magic. It's reliable and easy. Can you use a
mouse or a phone? Can you handle a subway pass? Then
Zipcar's a cinch.

First, you choode and reserve one of aur
hundreds of cars. You can do that online
i about two clicks. (You can also use &
phaone, if you'd rather. We're sasy )

Then you walk to your car's nearby
lacation.,

Mext, you use your Zipcard o unlock the
CAF.

Jipcar iz san

Then you drive away and return to the e R

same spot when you're done. See?
Simple.

wWant mors details? We can give you those,

Rum the Numbers
Uga sisr §avings 1 Meed 1E7

Caloulatar to figure out Yau ckn actyally find out
how mwch less you could  for yourself by ansvaring
ba ppanding on e mirnple gusitiong!
trangportation svery

morthi

I Like Fipcar — Dut Do

mission | green benelils | contacl us | news

Instrumental
Controls
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The Mind of the Customer




Funding
Mechanism

Service Employee
Offering mt System|

v Customers do not attribute service performance evenly across

employees and firm

Customer Perception

* Positive experiences - Employees ©

* Negative experiences =2 Firm ®



Lessons From Behavioral Science: 1 of 3

T T

End of

Beginning of :
service encounter

service encounter



Lessons From Behavioral Science: 2 of 3

Get losing over with...

Win $10

Lose $10

Win $5
or

Win $5

Lose $5
or

Lose $5

Funding
Mechanism

Service Employee
Offering mt System|

Make winning last...
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Lessons From Behavioral Science: 3 of 3

Study found that blood donors perceived significantly less discomfort when

they were allowed to select the arm from which blood would be drawn.



Steinway Planos

Too late...

Quality
“Ouch! Let’s get serious”

“It’s ok, we’re a segmented market”

© Frances X. Frei Volume # ¢ BUSINESS | SCHOOIL 33



Focus on Rate of Improvement

Company A

At any point in time,
benchmarks of absolute difference

can be very misleading for \\

Company A

Company B
Quality

Time

Yamaha and Steinway pianos
Toyota and GM autos
Honda/Suzuki and Triumph motorcycles
Swiss and Hamitar watches
Korean and Japanese shipbuilders

How does Company B improve faster? A story might help...
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Continue to add water, and crossings will be possible. Or...
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Remove as much water as possible and then cross.




Root Cause Analysis

v We're having quality problems. Why are we having quality
problems?

* Because people are not performing well. Why?
* Because they’'re not being trained. Why?

* Because we're hiring them too fast to keep up with the training.
Why?

e Because we didn’t forecast demand well.



Lessons from Steinway and Yamaha

v Focus on rate of improvement
v Relentless pursuit of surfacing problems

v Incredible humility in addressing problems



Contact Information

vWant a copy of the slides?

e Email: ffrei@hbs.edu

vWant to follow my blog?

o www.DecisionToLead.com


mailto:ffrei@hbs.edu

Successful Incumbent Response

Multi-Focused Firm

Shared services -<

/‘

Human resource processing
Executive training

Finance

Purchasing

IT

{economies of scale}
\_ {economies of experience}



Multi-Focused Examples

Yum! Brands

Shared services

General Electric

Omnicom

Shared services

Shared services
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