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Abstract

Advancements in technology have made relationship marketing a reality in recent years.
Technologies such as data warehousing, data mining, and campaign management software
have made customer relationship management a new area where firms can gain a competitive
advantage. Particularly through data mining—the extraction of hidden predictive information
from large databases—organizations can identify valuable customers, predict future behaviors,
and enable firms to make proactive, knowledge-driven decisions. The automated, future-ori-
ented analyses made possible by data mining move beyond the analyses of past events typically
provided by history-oriented tools such as decision support systems. Data mining tools answer
business questions that in the past were too time-consuming to pursue. Yet, it is the answers
to these questions make customer relationship management possible. Various techniques exist
among data mining software, each with their own advantages and challenges for different
types of applications. A particular dichotomy exists between neural networks and chi-square
automated interaction detection (CHAID). While differing approaches abound in the realm of
data mining, the use of some type of data mining is necessary to accomplish the goals of
today’s customer relationship management philosophy.
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1. Introduction

A new business culture is developing today. Within it, the economics of customer
relationships are changing in fundamental ways, and companies are facing the need
to implement new solutions and strategies that address these changes. The concepts
of mass production and mass marketing, first created during the Industrial Revol-
ution, are being supplanted by new ideas in which customer relationships are the
central business issue. Firms today are concerned with increasing customer value
through analysis of the customer lifecycle. The tools and technologies of data wareh-
ousing, data mining, and other customer relationship management (CRM) techniques
afford new opportunities for businesses to act on the concepts of relationship market-
ing. The old model of “design-build-sell” (a product-oriented view) is being replaced
by “sell-build-redesign” (a customer-oriented view). The traditional process of mass-
marketing is being challenged by the new approach of one-to-one marketing. In the
traditional process, the marketing goal is to reach more customers and expand the
customer base. But given the high cost of acquiring new customers, it makes better
sense to conduct business with current customers. In so doing, the marketing focus
shifts away from the breadth of customer base to the depth of each customer’s needs.
The performance metric changes from market share to so-called “wallet share” . Busi-
nesses do not just deal with customers in order to make transactions; they turn the
opportunity to sell products into a service experience and endeavor to establish a
long-term relationship with each customer.

The advent of the Internet has undoubtedly contributed to the shift of marketing
focus. As on-line information becomes more accessible and abundant, consumers
become more informed and sophisticated. They are aware of all that is being offered,
and they demand the best. To cope with this condition, businesses have to distinguish
their products or services in a way that avoids the undesired result of becoming mere
commodities. One effective way to distinguish themselves is with systems that can
interact precisely and consistently with customers. Collecting customer demographics
and behavior data makes precision targeting possible. This kind of targeting also
helps when devising an effective promotion plan to meet tough competition or ident-
ifying prospective customers when new products appear. Interacting with customers
consistently means businesses must store transaction records and responses in an on-
line system that is available to knowledgeable staff members who know how to
interact with it. The importance of establishing close customer relationships is recog-
nized, and CRM is called for.

It may seem that CRM is applicable only for managing relationships between
businesses and consumers. A closer examination reveals that it is even more crucial
for business customers. In business-to-business (B2B) environments, a tremendous
amount of information is exchanged on a regular basis. For example, transactions
are more numerous, custom contracts are more diverse, and pricing schemes are
more complicated. CRM helps smooth the process when various representatives of
seller and buyer companies communicate and collaborate. Customized catalogues,
personalized business portals, and targeted product offers can simplify the procure-
ment process and improve efficiencies for both companies. E-mail alerts and new
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