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Capitalizing on the Power of the Customer 
(edited for clarity) 

 
Introduction 
So, we'll get started. What I want to do is just share with you some of the highlights from 
the research that I've been doing over the last seven years here at Harvard. I'm in the 
Technology and Operations Management unit, but I teach a course called Managing Service 
Operations, and my love is the interaction between the firm and the customer. So I put 
together a few slides. It's just basically going to take us through two parts of the highlights 
of the work that I've done. The first one is, how do you differentiate on service? And how do 
you do it in a sustainable matter? So, how do you differentiate on service so that customers 
are better off and you make disproportionately large profits? 
 
We all know how to deliver great service and lose money, and we know how to deliver lousy 
service. That actually seems to be known even more than the delivering great service. I 
want to talk about firms that have successfully disproportionately delivered better service 
and disproportionately made more money. And there are three successful strategies, so 
we'll go over that. And then the second part of it is, how do you get customers to act in the 
best interest of the firm? And I'll seed this along the way with all of my pet mantras. But 
that the customers are probably your most powerful asset is mantra number one. And we'll 
talk about how you can influence customers to act in the best interest of the firm. 
 
Differentiation on Service 
So, I'm going to start with a story of—three stories, three very different ways of how firms 
have differentiated on service.  
 
Commerce Bank 
The first one is Commerce Bank, which is an East Coast bank. Is anyone a Commerce Bank 
customer? Rodney, you're a Commerce Bank customer. What adjectives come to mind 
when you think of Commerce? 
 
__: Always open. 
 
PROFESSOR FREI: Always open. Commerce is a company. On a scale of one to ten, how 
happy are you with the company? 
 
__: Probably an eight or a nine. 
 
PROFESSOR FREI: The average customer is going to be at an eight or a nine on the scale. 
The average customer at another bank is closer to the three and four range. So here's what 
Commerce has done. They entered a mature industry where the overall level of customer 
satisfaction was pretty low. They entered a mature industry, and conventional wisdom in 
that industry was, if you want to grow, you have to offer the best rates in deposits or you 
have to buy another company. It’s a mature industry. We're not generating new deposits. 
Everybody's just shuffling deposits around. Commerce came in. They offered the worst 
deposit rate in every single local market they're in. So they offered not the best, the worst. 
They have never made an acquisition. They're the fastest-growing bank in the country. So 



 

精品课程  权威双证  全国招生  请速充电 

你可能准备跳槽或者求职,却为缺少行业经验和专业证书而被用人单位百般挑惕! 

你可能目前衣食无忧,但随着年龄的增长和社会竞争压力的增大,因为得不到专业的全新培训而失去

竞争的机会和面临被淘汰的危机。 

美华教育携手中国经济管理大学面向全国举办迷你 MBA 职业经理双证书班，毕业颁发双证书。 

招生专业及其颁发证书 

认证项目 颁 发 双 证 学 费

全国《职业经理》MBA 高等教育双证书班 高级职业经理资格证书＋2 年制 MBA 高等教育研修结业证书 1280 元 

全国《人力资源总监》MBA 双证书班 高级人力资源总监职业经理资格证书＋2 年制 MBA 高等教育研修证书 1280 元 

全国《生产经理》MBA 高等教育双证班 高级生产管理职业经理资格证书＋2 年制 MBA 高等教育研修结业证书 1280 元 

全国《品质经理》MBA 高等教育双证班 高级品质管理职业经理资格证书＋2 年制 MBA 高等教育研修结业证书 1280 元 

全国《营销经理》MBA 高等教育双证班 高级营销经理资格证书＋2 年制 MBA 高等教育研修结业证书 1280 元 

全国《物流经理》MBA 高等教育双证班 高级物流管理职业经理资格证书＋2 年制 MBA 高等教育结业证书 1280 元 

全国《项目经理》MBA 高等教育双证班 高级项目管理职业经理资格证书＋2 年制 MBA 高等教育研修结业证书 1280 元 

全国《市场总监》MBA 高等教育双证书班 高级市场总监职业经理资格证书＋2 年制 MBA 高等教育研修结业证书 1280 元 

全国《酒店经理》MBA 高等教育双证班 高级酒店管理职业经理资格证书＋2 年制 MBA 高等教育研修结业证书 1280 元 

全国《企业培训师》MBA 高等教育双证班 企业培训师高级资格认证毕业证书＋2 年制 MBA 高等教育研修证书 1280 元 

全国《财务总监》MBA 高等教育双证班 高级财务总监职业经理资格证书＋2 年制 MBA 高等教育研修结业证书 1280 元 

全国《营销策划师》MBA 双证书班 高级营销策划师高级资格认证证书＋2 年制 MBA 高等教育研修证书 1280 元 

全国《企业总经理》MBA 高等教育双证班 全国企业总经理高级资格证书＋2 年制 MBA 高等教育研修结业证书 1280 元 

全国《行政总监》MBA 高等教育双证班 高级行政总监职业经理资格证书＋2 年制 MBA 高等教育结业证书 1280 元 

全国《采购经理》MBA 高等教育双证班 高级采购管理职业经理资格证书＋2 年制 MBA 高等教育结业证书 1280 元 

全国《IE 工业工程管理》MBA 双证班 高级 IE 工业工程师职业资格证书＋2 年制 MBA 高等教育结业证书 1280 元 

全国《企业管理咨询师》MBA 双证班 高级企业管理咨询师资格证书＋2 年制 MBA 高等教育结业证书 1280 元 

 



 

【授课方式】   全国招生、函授学习、权威双证      
我校采用国际通用3结合的先进教育方式授课：远程函授＋视频光盘+网络学院在线辅导（集中面授） 

【颁发证书】学员毕业后可以获取权威双证书与全套学员学籍档案     
1、毕业后可以获取相应专业钢印《高级职业经理资格证书》；     
2、毕业后可以获取2年制的《MBA研究生课程高等教育研修结业证书》；      

【证书说明】     
1、证书加盖中国经济管理大学钢印和公章（学校官方网站电子注册查询、随证书带整套学籍档案）； 
2、毕业获取的证书与面授学员完全一致，无“函授”字样，与面授学员享有同等待遇，证书是学员求职、提

干、晋级的有效证明。 

【学习期限】 3个月（允许有工作经验学员提前毕业，毕业获取证书后学校仍持续辅导2年） 

【收费标准】 全部费用1280元（含教材光盘、认证辅导、注册证书、学籍注册等全部费用） 
 函授学习为你节省了大量的宝贵的学习时间以及昂贵的MBA导师的面授费用，是经理人首选的学习方式。 

【招生对象】 
1、对管理知识感兴趣，具有简单电脑操作能力（有2年以上相应工作经验者可以申请提前毕业）。 

2、年龄在20－55岁之间的各界管理知识需求者均可报名学习。 

【教程特点】    
1、完全实战教材，注重企业实战管理方法与中国管理背景完美融合，关注学员实际执行能力的培养；  
2、对学员采用1对1顾问式教学指导，确保学员顺利完成学业、胸有成竹的走向领导岗位；  
3、互动学习：专家、顾问24小时接受在线教学辅导+每年度集中面授辅导 

【考试说明】    
1．  卷面考核：毕业试卷是一套完整的情景模拟试卷（与工作相关联的基础问卷）  
2．  论文考核：毕业需要提交2000字的论文（学员不需要参加毕业论文答辩但论文中必修体现出5点独特

的企业管理心得）  
3．  综合心理测评等问卷。  

【颁证单位】   
中国经济管理大学经中华人民共和国香港特别行政区批准注册成立。目前中国经济管理大学课程涉

及国际学位教育、国际职业教育等。学院教学方式灵活多样，注重人才的实际技能的培养，向学员传授先

进的管理思想和实际工作技能，学院会永远遵循“科技兴国、严谨办学”的原则不断的向社会提供优秀的管

理人才。 

【承办单位】 
美华管理人才学校是中国最早由教委批准成立的“工商管理MBA实战教育机构”之一,由资深MBA教

育培训专家、教育协会常务理事徐传有教授担任学校理事长。迄今为止，已为社会培养各类“能力型”管理

人才近10万余人，并为多家企业提供了整合策划和企业内训，连续13年被教委评选为《优秀成人教育学校》

《甲级先进办学单位》。办学多年来，美华人独特的教学方法，先进的教学理念赢得了社会各界的高度赞

誉和认可。 

【咨询电话】13684609885  0451--88342620     【咨询教师】王海涛  郑毅 

【学校网站】http://www.mhjy.net      【咨询邮箱】 xchy007@163.com  



 

 

【报名须知】 
1 、报名登记表格下载后详细填写并发邮件至  xchy007@163.com  (入学时不需要提交相片，毕业提交试卷

同时邮寄4张2寸相片和一张身份证复印件即可) 

2、交费后请及时电话通知招生办确认，以便于收费当日学校为你办理教材邮寄等入学手续。 

【证书样本】（全国招生 函授学习 权威双证 请速充电）  

（高级职业经理资格证书样本）              （两年制研究生课程高等教育结业证书样本） 

【学费缴纳方式】(请携带本人身份证到银行办理交费手续，部分银行需要查验办理者身份证) 

方式一 学校地址 
邮寄地址：哈尔滨市道外区南马路 120 号职工大学 109 室   

邮政编码：150020    收件人：王海涛 

方式二 
学校帐号 

（企业账户） 

学校帐号：184080723702015  账号户名：哈尔滨市道外区美华管理人才学校

开户银行：哈尔滨银行中大支行  支付系统行号：313261018018    

方式三 
交通银行 

（太平洋卡） 

帐号：40551220360141505    户名：王海涛 

开户行：交通银行哈尔滨分行信用卡中心 

方式四 
邮政储蓄 

（存折） 

帐号：602610301201201234    户名：王海涛 

开户行：哈尔滨道外储蓄中心  

方式五 
中国工商银行

（存折） 

帐号：3500016701101298023   户名：王海涛 

开户行：哈尔滨市道外区靖宇支行 

方式六 
建设银行帐户

（存折） 

中国人民建设银行帐户（存折）： 1141449980130106399 

用户名：王海涛 

方式七 
农业银行帐户

（卡号） 

农业银行帐户（卡号）： 6228480170232416918  用户名：王海涛 

农行卡开户银行：中国农业银行黑龙江分行营业部道外支行景阳支行 

方式八 
招商银行 

（卡号） 

招商银行帐户（卡号）： 6225884517313071    用户名：王海涛 

招商银行卡开户银行：招商银行哈尔滨分行马迭尔支行 

可以选择任意一种方式缴纳学费，收到学费当天，学校就会用邮政特快的方式为你邮寄教材、考试问

卷以及收费票据。 
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they've completely defied conventional wisdom and they are performing better than 
everyone else. And the way they've done it is they've differentiated on service. 
 
So I'll give you a few of the ways that they've gone after that. The first thing is, they're 
always open. They're open seven days a week. They're open late at night. It's very, very 
expensive to do that. I only want you to differentiate on service if you can make a 
disproportionate amount of the profits. So we're going to have to figure out how to pay for 
that. So they're open much longer hours. In each of their branches they have penny 
arcades, coin machines. So you can go to a supermarket with all of your coins and put them 
in there, and the supermarket will keep—I don't know—twelve cents or ten cents out of 
every dollar. Commerce has those for free for customers and for noncustomers. Their 
employees genuinely are friendlier, and they set up their organization such that the 
employees are set up for success. They're set up to be friendlier. 
 
So I'll give you a few of the things that they do. They only have four checking accounts 
when their competition has forty checking accounts. The implication of that is that I can 
train employees now on service, not on compliance, not on product specification. The first 
day of training at Commerce, you're handed a stack of little laminated cards—the first day 
of orientation, when you have never interacted with this bank before. You're an employee. 
You get there. They give you these cards and they say, “Any time you ever experience an 
exceptional service encounter, hand somebody one of these cards. Hand the person who 
delivered that service this card. Invite them to come work at Commerce.” Ten minutes into 
the first day of orientation, the culture of customer service is cemented in every employee's 
mind.  
 
Now, many companies talk the talk, but then they'll go and violate that in different ways. 
So for example, most companies say to their frontline employees, especially a call center 
employee, “We really care about the customers. We want you to get really good customer 
service, and by the way, we're timing how long you're on the phone with the customer.” So 
they give these mixed messages that they ask the frontline employees to go ahead and 
manage. And if I ask a thousand frontline employees to manage that, chances are they're 
not going to manage it in the same way. Commerce says, “We're not going to measure you 
on how long you stay on the phone. We're measuring you on the service you deliver to the 
customers. How happy are the customers?” 
 
Again you think, well, that's going to be costly. So they're open longer. They put in these 
penny arcades and that technology is expensive. They have newspapers and coffee, and the 
staff is really friendly. All of this costs money. But they're growing faster than anyone else 
and they're making better profits than everyone else. How do they do it? They pay the 
lowest rates in every market. They pay the worst rates on deposits. They advertise that 
they will pay you—they guarantee to pay you—the worst rates. They're the fastest-growing 
bank into the country. And the reason is—think about it. The money that you're willing to 
put in a checking account, would you trade half a percentage point less in interest to have 
what truly is exceptional service? It turns out that there are enough people that they're 
growing faster than everyone else. 
 
When they went into New York, into Manhattan, two years ago, they grew faster in 
Manhattan than they had grown anywhere else. I was talking to people from Citibank last 
week, and after the end of a call I said, “You know, I just want to just play a little word 
association game: Commerce Bank.” And they just gave a big sigh. And it makes them 
crazy because they can't respond. What is Citi going to do—stay open until 11:00 at night, 
open on weekends in their branch network? It would be too costly. Tell their employees to 
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emphasize service? They have forty checking accounts. They have forty loan accounts. They 
have other compliance things they have to do. They're not set up to differentiate on service. 
 
So these are the first examples of how you differentiate on service, and we'll cycle back to 
these. And ask questions at any point. But the first example is, they basically figured out 
how to get customers to pay for the service in a rather clever way. It turns out that a lot of 
us don't care if we get a half a point less in interest. So every day that we have money 
deposited at Commerce, Commerce makes money. If they charged us every time we came 
in, chances are we would feel differently about it. So they found a palatable way to have 
customers pay for service. So that's the first way to differentiate on service. But not every 
industry is set up so that you can actually get the customers to pay more. 
 
Progressive 
The next example is an auto insurance company, which I'm sure most of you are familiar 
with. Auto insurance is an industry where customers will not pay for service. This is a price-
sensitive industry, and people are going with the best price, full stop. Full stop, we want the 
best price. Now, another thing about the auto insurance industry is that companies lose 
money on auto insurance, and what they're in business for is to provide auto insurance. 
Every company in the auto insurance business, with the exception of maybe five, loses 
money on auto insurance. They make up for that loss and get a little bit of profit by 
investing the prepaid premiums. So you lose money on insurance but you make up for it by 
investing the premiums. 
 
Progressive makes money on insurance and spends more on service in the provision of 
insurance than any other company. So everyone else loses money on insurance. 
Progressive makes money on insurance and has more costly service features than everyone 
else. And people will not pay them for those costly service features. People will only go to 
the one with the best price. So now you're like, OK, how do they do it? And I'll give you two 
service features, examples of how they, in a very clever way, manage to make this work. 
 
The first one is the vans that I'm showing here, the immediate response vans. If you get 
into an accident and you're a Progressive customer and you call up Progressive, it’s not 
unusual for Progressive to show up at the scene of an accident before the police do. Now, 
it's really expensive, right? Fleet management, wireless technology. And again, everyone 
else loses money on insurance. Progressive makes money on insurance. They don't get paid 
any more. And they have to add this cost into it. So how does that work? How does that 
end up being a cost savings to them? What do you think is going on? 
 
__: I’m going to venture a guess here. Is it because if you settle with them before you have 
an opportunity to talk to anybody else about how much it’s really going to cost to fix your 
car, they’ll be able to settle with you at a lower settling cost than after you talk to your 
lawyer and say, “Hey, did they pay you for lost wages” and all the other stuff? 
 
PROFESSOR FREI: That's exactly right. In fact, they will say, “We will write you a check on 
the spot.” What a very benevolent company. We care about you. Well, it turns out that it 
substantially reduces the probability that you'll use a lawyer. And it reduces fraud 
substantially. The money that they save on fraud and lawyers, which is about fifteen cents 
out of every dollar in the industry, the money they save on that way more than pays for the 
cost of this. So they're delivering more service. They call this immediate response. They 
could have called it fraud busters. They're better at marketing than I would be, but that's 
what it is to them. This is their fraud reduction, their reduction of legal fees. 
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So that's the first service feature. And they have many service features. I'll just highlight 
two of them for you. The second one is comparison quote. At Progressive, what they'll do is, 
say you call up Progressive or you log onto their Web site. You want to get a quote for auto 
insurance. They will happily give you a quote from them and from all of their nearest 
competitors. So you call up for a quote and they'll give you everyone else's. And the quotes 
are accurate. And they are lowest less than half the time. And if they're not lowest, the 
customer goes elsewhere. So you're like, OK, how does that make sense? They're not going 
to be the lowest more than half the time. Customers leave. Yet this turns out to be an 
incredibly beneficial thing for them. 
 
What they're capitalizing on is that Progressive is better at data analysis than all of their 
competition. So they have an operational expertise, which is data analysis, segmenting of 
customers. But if you have that expertise, it's only valuable if you can actually come up with 
a clever service design to take advantage of it. Comparison quote is their clever service 
design that takes advantage of their data analysis superiority. What happens is, they can 
get at the true riskiness of a customer in a more refined way than anyone else can. So you 
can think about it that they're closer to the market—they know the true risk better than the 
competition.  
 
So if two customers call Progressive, for one customer the competition is higher. 
Progressive is the lower price. In that case, the competition was higher. Progressive says, 
“You're overpricing the competition. We have a better sense of how risky you are.” 
Progressive is going to get that customer. In the other situation, if Progressive is not the 
lowest price, they say, “We actually understand how risky you are. The competition is 
underpricing you. We are delighted for you to go to State Farm. We'll give you their 
number. We'll connect you.” They win in both cases. Remember, most companies lose 
money on insurance. Progressive is helping their competition lose money on insurance. 
They are happy to have the competition get those customers. They would love for State 
Farm to offer comparison quote. It's only going to play into their hand. If State Farm starts 
doing immediate response, they too can save money on fraud and on the participation of 
lawyers. 
 
__: What do you think has kept the other insurers from being able to develop that database 
and understanding of—I mean, it's been seven or eight years now that Progressive has 
been doing this. 
 
PROFESSOR FREI: Yeah. And in fact, since their inception they've been better at data 
analysis. I mean, part of it I think is legacy. So a hobby of mine is data analysis. It's not 
that hard. I know that. So why have smart people in the industry not been able to do it? It's 
never been clear to me, except that they stay one step ahead. I'll give you an example of 
how it plays out. So, if two elderly drivers have a traffic infraction—one had a speeding 
ticket, the other had a failure to yield—the competition treats these customers exactly the 
same. They give them a surcharge on their insurance exactly the same for elderly people. 
As distinct from teenagers, elderly people had one of these two traffic infractions. Same 
thing happens.  
 
Progressive, on average, treats these two the same way the competition does. But the 
surcharge is much higher for one of these infractions than the other. So the competition 
doesn't distinguish between then and Progressive does. And then as soon as the 
competition could distinguish them, Progressive is going to use more and more features. 
They've been able to stay out in front. Except for the fact that it's their cultural legacy, it's 
not clear to me how the competition hasn't done it. 
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Which one of these, by the way, does Progressive end up charging more? So the 
competition: speeding, failure to yield the same way? 
 
__: Failure to yield. 
 
PROFESSOR FREI: Failure to yield gets charged more or less? Charged more? Why? 
 
__: Not paying attention. More likely to be an accident, as opposed to speeding, which is 
more of, usually, an intended action. 
 
PROFESSOR FREI: And then if you layer that onto the elderly population, what they found 
is that speeding—that actually shows you're kind of still with it. Failure to yield was 
actually—we're very afraid. We're going to put a big surcharge there because that could 
mean that you're starting to go. These are things that Progressive just goes to a finer 
granularity with than the competition. 
 
Intuit 
OK, one more company in terms of the differentiating of service, and then we're going to 
talk about how to influence customer behaviors. So, Scott Cook, who is the CEO at Intuit, 
here is his famous quote. They offer free cradle-to-grave customer service on a product that 
costs thirty dollars or forty dollars or maybe fifty dollars. Now, a phone call on customer 
service, you can ask how much it costs, but people will quote somewhere—I don't know—
ten, twelve, fifteen dollars. They offer free cradle-to-grade customer service on a product 
that costs thirty dollars. Not surprisingly, their competition—and this was especially true 
when they came out—thought they were crazy. And they made a lot of money. If they got 
the same call volume as their competition, they would have been out of business. 
 
So Intuit's entire organization is geared towards minimizing the need for customer service. 
So their strategy is to minimize demand. Now, this is not the very popular strategy of, “Let 
me hide the phone number very deep in the Web site so that you can’t find it so you don't 
call me,” minimizing demand. This is genuinely minimizing demand. Customer service is 
excellent and the need for it is rare. That's what their guiding principle is. So the deliberate 
choice they make is that, first of all, everything is geared towards doing it right the second 
time. It's OK that there's a mistake the first time but everything is geared towards, if we 
hear about a mistake today, we will not hear about that mistake next month. We will not 
hear about that mistake next year. That's not true in many of the competitors. 
 
So doing it right the second time means that the people who are answering the phone are 
part of the product development team. They have feedback into it, and the customers feel 
like they're part of the product development team. The employees are paid more because 
their job is not just to satisfy you but it's how do we then go back and talk with the 
engineers. Status among engineers is earned in interesting ways. It's usually the person 
who can be the most sophisticated, the most clever. Intuit wants straightforward 
engineering, wants people who will design products for their mother and have a good time 
doing it. Will your mother be able to use the software you've created? The vast majority of 
engineers, that's not their goal. They want these whiz-bang things. Those engineers are not 
welcome at Intuit. 
 
 
Summary: Differentiation on service 
So Intuit's philosophy is in this third camp. One is, increase the customer willingness to 
pay: Commerce. The other is, take operational savings and wrap it up in a stealth kind of 
way in service features. And that's what happens in a price-sensitive industry where you 
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can't get customers to pay. That's Progressive. And then Intuit is, make customer service 
excellent, but remove the need for it. Make the need for it rare.  
 
So those are three camps along a continuum of how to differentiate on service. Now, these 
are not the norm. I mean, these are very celebrated companies. I'm sure you've all heard 
about all of these companies before. 
 
 
Customer as advocate or adversary 
A great example of all of these things not working in a spectacular way is the cell phone 
industry. When I think about the cell phone industry, a continuum comes to mind. Customer 
as advocate is the companies we just looked at. Customer as adversary is the cell phone 
industry. And the cell phone industry, I mean, you get the sense they just don't trust 
themselves to deliver good service.  
 
So I got a call from one of these cell phone companies recently, and they said that they 
wanted to become customer focused. So I went and did a little research on them, looked at 
it, and then called them back and said, “I don't believe you.” Because if you look at all of 
their long-term contracts, customers have to guess their usage. And the company is really 
there banking on that. They make money when you guess wrong. Think about your cell 
phone plan. How many minutes do you want a month? You want 800 minutes a month? OK. 
The company makes more money when you pay for capacity you don't use, or if you go to 
900 minutes that month, those last 100 minutes are four or five times the charge per 
minute as the first 800. The company has set up the customer in an adversarial role. They 
benefit when the customer does not benefit.  
 
That's not the case with Progressive and their customer service—I got to reduce fraud; you 
got better customer service. So having the customer as adversary is a big problem. So now 
these guys say, “No, no, no, we're serious. We really want to become customer-focused. 
How can we influence customers to behave in our best interest?” So I'm going to take you 
through a few examples of lessons we've learned on how to successfully influence customer 
behavior. 
 
But what I said to these guys was, “Let's just do a small experiment. Imagine for a moment 
that you were given seed money to start a new cell phone company, whatever amount of 
money that would cost. We're going to give it to you. You start the company and your only 
mandate is: build a customer-focused company.” So we built it and that was, frankly, the 
cheeriest part of the conversation. That was fun and uplifting. The guy was very happy on 
the phone. It was a team of people. They all had great ideas for what to do.  
 
Then we stopped and stepped back and said, “Now, how scared are you at your current 
company?” And they didn't see a way to get from here to there. And how likely do you think 
that company is going to exist in the cell phone industry in five years? They all think that 
company is going to exist in five years. And the race is can they get there or is it going to 
be a new entrant coming in? 
 
And the new entrant that’s going to champion the customer—because this industry is like 
the banking industry—they’re waiting. They say, “Our customers are price-sensitive. We 
can't get them to pay for service.” I explained that perhaps they hadn't tested that yet. If 
you give lousy service for a lot of money, and lousy service for a little money, it turns out 
that customers choose lousy service for a little money. Have you proven that they're price-
sensitive? I don't know. Will customers pay for service? It's an open question in the cell 
phone industry. Is it going to be like Commerce or is it going to be like Progressive? 
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If you think about firms and populate them on the customer as advocate/customer as 
adversary, there's more on the customer as adversary side than the customer as advocate 
side. It's just an interesting way to think about firms you're associated with: What's the 
contract you have with the customer? If you win when they lose, you're leaving the door 
open for someone else to come in and champion the customer.  
 
 
Influencing Customer Behavior 
Influencing customer behavior. So, I believe that customers are desperate to be helpful to 
companies and that customers are very smart. I believe both of these things to be true. 
Now I'm going to tell you a story about Zipcar and I'm going to give you a little test. I'm 
going to help you solve one of their problems. 
 
Zipcar 
Zipcar is a car-sharing service. It started in Boston. It's a service that really thrives in areas 
where the cost of car ownership is high. In places where parking is expensive, insurance is 
expensive, they come in and they say, “You don't have to have insurance. You don't have to 
pay for gas. You don't have to pay for maintenance. We're going to park cars throughout 
the city and you can reserve one of those cars. You go and use it for, like, eight dollars an 
hour and return it to its spot. There's no Zipcar employee there to monitor it, so you have 
to bring the car back. We ask you to keep it clean. If it goes below a quarter tank in gas, 
there's a Zipcar credit card, and we ask you to fill the tank up.” So it's based on this nice 
community feeling. And you don't have to have any insurance, any personal car insurance. 
For some people, this works perfectly. It really does. It's a great replacement of car 
ownership. When you've reserved the car, only your key works to open the car. So it's not 
that you can go to a Zipcar and open it at any time. They'll activate it through radio 
technology. 
 
So now, here's a situation. Victoria has the car reserved from 4:00 to 6:00, and Dan has it 
reserved from 6:00 to 8:00. What can go wrong? 
 
 
__: She can be late. 
 
PROFESSOR FREI: Right. You're late. Dan shows up at the parking spot and the car is not 
there. Let's help Zipcar. What should we do? Because that's no good. Because then Dan's 
not going to stay there very long. Nobody wins in that case, from the firm. So let's help 
Zipcar solve this lateness problem. What do you suggest? 
 
__: A stock of cars that are free-flowing. Cars they can drop off within five minutes if 
someone turns up late. A stock of cars they can drop off. 
 
PROFESSOR FREI: OK. So, Zipcar could hold slack inventory and disperse them. The cars 
would be expensive and the people to deliver them would be expensive. So that's a good 
solution. Let's see if we can come up with a solution that's less expensive. One way is to 
build slack into the system, and responsive slack, so that we don't upset Dan. David? 
 
__: Since we're already meeting, how about we just get in touch with each other? Kind of 
how we'd solve it in real life. Give me the cell phone number or the e-mail or whatever to 
get in touch with you, and I'll have you pick me up wherever I am. 
 
PROFESSOR FREI: Let's check. 
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__: No. I don't want to call Dan and say, “I'm going to be late, Dan. Sorry.” 
 
__: No, I'm going to call you and say . . .  
 
__: And say, “Where's the car?” I don't want that either. 
 
PROFESSOR FREI: Dan, what are we going to do? 
 
__: Play intermediary. Take the people out of the equation. If you said you can already 
remotely activate your car, apply technology, and just say, “OK, we're going to track where 
the car is, and if it looks like it's going to be late we're going to tell you that along the way.” 
 
PROFESSOR FREI: Rodney? 
 
__: A future discount for Victoria if she returns our car early or on time. 
 
PROFESSOR FREI: So we're going to pay her to behave well.  
 
__: And a surcharge if it’s late. 
 
PROFESSOR FREI: And so we can pay her to behave well. We can charge her. Either way 
it turns out it might not be quite as expensive as holding slack in the system. If we pay her 
to behave well, we have to charge a little bit more. And how much should we charge her? 
Mike, how much should we charge Victoria if she's late? 
 
__: Long-term cost of recruiting a new customer. 
 
PROFESSOR FREI: So if it's eight dollars an hour. I could give you that. But what's your 
sense of how much should it be for the . . .  
 
__: Very expensive. Five times. 
 
PROFESSOR FREI: So, forty dollars. 
 
__: Fifty bucks. 
 
PROFESSOR FREI: Fifty dollars. Let's just check in. I charge Victoria fifty dollars. Dan, how 
are you feeling? 
 
__: It doesn't solve my problem, because my problem is I needed the car at the time. 
 
PROFESSOR FREI: It's an extreme problem, where one customer's behavior can affect the 
quality of service of another customer. So that's not typical. 
 
__: Can you tie these two together, so if somebody is late, and somebody is early, then you 
trade off whatever you get on a penalty and give it to the other? 
 
PROFESSOR FREI: So if you're late, Victoria, and Dan got the forty dollars, that might be 
sort of a transfer thing. Here's an experiment they ran. They had the late fee and, when I 
talk about this with people, it's almost everybody's first instinct, because we're used to 
using carrots and sticks. I mean, that's just instinctually how we influence behavior. We do 
it for employees. We do it for customers. Experiment was, we're going to remove the late 
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fee. The late fee was giving Victoria economic license to be late. It's forty dollars. Is this 
meeting important enough that it's worth forty dollars to me? That's not the calculus the 
company wanted her to run. If I'm late, I'm going to be disappointing another customer 
who lives or works near me, and will be wanting to use the car when I'm going to be using 
it, setting up a normative environment instead of the carrot-and-stick or instrumental 
environment. 
 
Our instincts are always instrumental: carrots and sticks. For employees, we know very well 
that norms are more effective than instrumental. Zipcar thought, well, let's apply norms to 
customers. If you want to unlock the power of customers, let's not stop at instrumental. 
And sometimes instrumental is better, but can we create an environment such that 
normative is better than instrumental? When they removed the late fees, lateness all but 
stopped.  
 
Normative environments 
Another example of using a normative environment—there's a Scandinavian bank that was 
a low-cost provider of financial services. They try to keep costs down, and they refund 
fees—any fee you get from another bank for using their ATM machine, anything like that, 
they refund you. It was getting expensive for them to do that. So they had a problem of, 
OK, I don't want to charge you, because our contract is that we're the place that we really 
want you to go, and we want you to feel good about us. But fees are going through the 
roof. 
 
They posted on their Web site a sign that said, “To the extent possible, please refrain from 
doing out-of-network ATM transactions to help us keep our costs down.” They just went 
away. People stopped doing them. Now, customer as adversary, customer as advocate. 
When I asked Fleet customers, “If Fleet told you an activity you could do to save them 
money, what would your response be?” Often the response is, “I would repeatedly do the 
opposite.” So you want to think, how do I create an environment, and then if I can get the 
customers to act in my best interests, what are the normative behaviors that I can go after?  
 
So one way is norms, which is counterintuitive, because we usually think in instrumentals. 
So thinking of norms is one way to influence customer behavior. 
 
Fail-safes 
Sometimes there are customer behaviors where I don't want to go through the effort of 
creating a norm. Customers leave ATM cards in machines. I could create a normative 
environment, but really I just want you to stop leaving your ATM card in the machine, 
because everybody loses. So what they did in this case is they made a fail-safe. They fail-
safed the process, blocking the error from happening to the extent possible. What was the 
fail-safe that they created? 
 
__: You have to take your card before they give you the money. 
 
PROFESSOR FREI: Turns out that people stick around for the money. They don't always 
stick around for the card, but they do stick around for the money. So they just reversed the 
order of it. They used to have it beep first. But at busy intersections people weren't hearing 
the beeping, so they fail-safed the process to really reduce the likelihood of it happening.  
 
Here's another one. I want you to come up with a fail-safe. And to come up with a fail-safe, 
we first have to figure out, well, what's the root cause? So there was a situation where 
startled shouts, not overwhelming, but startled shouts were occurring at the back of an 
airplane. This was happening regularly, and when you're at 30,000 feet, and I'm not talking 
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about big shrieks, but at 30,000 feet you're a little more nervous. You're in a confined 
space. So they do root cause analysis and they find out, what was the cause of this? It 
turned out that people were walking in on people as they were going to the bathroom. 
Nobody had bad intentions. And if someone walks in on you going to the bathroom when 
you're up in the air, it startles you more than if it happens here. So they thought, we don't 
want this to occur anymore. How do we block this from occurring? How do we fail-safe this 
process? 
 
__: The light. 
 
PROFESSOR FREI: The light is attached to the lock. You can't be in the bathroom with the 
light on unless the door is locked. They fail-safed it from occurring. So we can influence 
customers to behave differently, or we can just block them from doing the activity we don't 
want them to do. Different ones are true for different areas.  
 
I'll give you one more of these. And by the way, fail-safes for employees are just as 
powerful as fail-safes for customers. OK, in New York, this problem was becoming very, 
very expensive. Customers were calling up the cable company in large numbers and saying, 
“Our cable is out.” Now, the cable was not out, but the customers mistakenly thought the 
cable was out. We're in New York, so we go back. We do the root cause analysis, and the 
source was that the people had the TV turned to the wrong channel. So they did some 
investigation. They found out that people had turned the TV to the wrong channel. It made 
it feel like the cable was out. So the customer calls and says, “My cable is out. When is the 
service going to be up?” The service person says, “The cable's not out. Your TV is on the 
wrong channel. Just go ahead and make sure it's on channel four.” 
 
“My TV is not on the wrong channel.” And remember, it's New York. “My TV is not on the 
wrong channel. I haven't touched that TV for weeks.” “You're the thirtieth person to call 
today. Your TV is on the wrong channel.” It just goes back and forth. Now it's a stalemate 
and it's an expensive stalemate. Their average speed of answer—all of these things are 
being affected. What words can the customer service person say to get around this 
stalemate? You can't block it from occurring. But we need some fail-safe-y thing. And 
asking them, telling them they're wrong, that didn't work. So what they did is they said, 
“You know, it's the craziest thing. We don't know why it works, but if you switch the TV to 
channel twelve and back to channel four, it fixes the problem.” So influencing customer 
behavior, you want to take deliberate action. Normative, fail-safe, or as close to fail-safe as 
we can get. 
 
Starbucks 
OK. There are just two more companies for influencing customer behavior. Starbucks. How 
many of you are regular Starbucks drinkers? Giselle, what's your drink? 
 
__: It's like a coconut milk drink. 
 
PROFESSOR FREI: When you ask a roomful of people what their Starbucks drinks are, 
you'll hear a lot of adjective-laden phrases. And when you ask, “What are you getting for 
that $3.50, one is you're getting a great drink. But the other that you're getting is this 
ability to express yourself. I mean, some people go in and they'll have five, six, seven 
adjectives, in the order of some coffee, and “dry” is one of the adjectives, for coffee. You're 
like, what the heck is going on? And Starbucks actually publishes books on its Web site for 
how to order more effectively and what all these adjectives mean. So for $3.50 you get a 
great cup of coffee and you get the ability to express yourself.  
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But from Starbucks' perspective, they want you to be able to order. They don't want Giselle 
to order, “Can I have that coconut thing?” If she does that, the person will coach her 
through the first time, and tell her exact phrasing to use next time. And Giselle will come in 
the next time, and she'll be OK with the phrasing. And they'll correct it again. She'll come in 
the next time until you're going to actually be really good at it. 
 
__: Can you just explain a little bit how this sort of customization that is well articulated to 
employees plays against the earlier point you were making of Commerce Bank having four 
bank accounts to choose from. 
 
PROFESSOR FREI: So, here's what Starbucks did. They used to give their employees a 
manual with a thousand drinks. Maybe not a thousand, but close to a thousand drinks. And 
the employees were spending their time on these thousand drinks, remembering what all 
the drinks were. And then they realized, let's offload the customization to the customer. 
They have this whole “customize your cup” campaign. The customer basically tells you the 
components you want. They advertise that they have 16,000 drinks. That's how many 
combinations there are. So it's simple from the employees' side. They don't have to 
remember all of these things. The customers do the customizing. It falls down if Giselle is 
not precise in her ordering. So instead of training the employees to remember the thousand 
drinks, they train the customer to order efficiently. 
 
The overlooked genius of Starbucks is that they made standardization aspirational. If you 
have a complicated coffee and you order it well, and you order it to the Starbucks person, 
the Starbucks person calls it out to someone else. That person calls it back, so that 
everybody there understands. They're going to make all kinds of opinions about who Giselle 
is, based on what this drink is that she's ordered. So they offloaded the training. They 
trained the customer. And it is aspirational. You feel good. If you don't get it right, they 
very kindly correct you. You think, I'm going to get it right next time. They made training 
aspirational. 
 
So they didn't train the employees so that the employees could concentrate on service. 
They tried and it wasn't working. They were overloading them. Instead their campaign is 
customize your cup. Let's offload training to the customer. But if we don't help the 
customer, it's going to be a disaster for us. The lines are going to go out the door. So they 
train the customers. And the way they do that is they make it cool for you to get it right. 
And they figured out how to do that. 
 
Southwest Airlines 
OK, one last one for the influencing customer behavior. In order for me to explain this—and 
Southwest Airlines is very well understood and celebrated for all of the right reasons—I'm 
going to show you one perhaps overlooked part of Southwest Airlines. And in order to show 
you that, I just have to very quickly show you the back-of-the-envelope economics of the 
airline industry. So, if there's a plane with 100 seats, the revenue from the first sixty-three 
passengers covers the entire cost of the flight. If sixty-four passengers are on that flight, it 
doesn't add anything to the cost. So this is a high fixed cost. We can call it zero marginal 
cost industry. So the revenue from the first sixty-three passengers covers the costs. And 
the revenue from the sixty-fourth and above, all of their revenue is profit. So the revenue 
from the last few people on the plane represents all of the profit. 
 
At Southwest, the average customer, the average load is 70 percent. So on a 100-seat 
plane, seventy customers are showing up on average. On average, there are thirty empty 
seats. On average, the profit comes from the last seven people on the plane. On other 
airlines—United, Delta—in the years where they make money, their profit comes from the 
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last one-and-a-quarter people on the plane. So the last person, not even the last two 
people, the last one point something people, for most airlines, represents all of the profit for 
that flight. This helps explain why these airlines are just crazy for frequent fliers. If one 
frequent flier stops flying United, if they flew 100 flights a year, 100 flights go from being 
profitable to unprofitable. So in this industry, the economics are very tenuous. Southwest 
has a much bigger cushion than others, but even still, the last seven people on the plane.  
 
Here's a customer service problem that Southwest is having, and I just want you to solve it 
for them. Their problem is that their most frequent fliers, here is what their life is. And the 
thing about the Southwest boarding process is, it's first-come, first-served. You get there. 
You get your low number boarding card. If you get there thirty minutes before the flight, 
you're guaranteed to be the last one on the plane. No seat assignments. 
 
To get the lowest number boarding card, how early do you have to be at a Southwest flight? 
Three, four days in advance, right? I mean, the culture is that people get there early for 
these. Frequent fliers disproportionately get the high number boarding cards because 
they're busy. They don't have picnic baskets that they bring with them. This is the typical 
view of Southwest's best customer. You get the high number boarding card. Well, the 
people before you took first all of the aisle seats and then all of the window seats. 
 
Their best customer says to Southwest, “Look, we love the airline. We want just a chance, a 
prayer of seeing a view other than this. Will you save just one per flight? Will you save a 
low number boarding card for the most frequent fliers—200 flights a year, whatever 
number, whatever threshold you want?” And it would be costless for the airline to do this. 
They already know who the frequent fliers are. It's saving a plastic boarding card. So 
they're saying, “We're your best customers. We understand the economics of the industry. 
Will you give us this little teeny perk? And it won't cost anything.”  
 
You're Southwest. How do you respond? Free service to your best customer in an 
economically tenuous industry. You feel like you're being set up, don't you? You have that 
look about you. It sounds like a no-brainer. If it really is free—and it is free—it will not add 
to the cost. Give it to them.  
 
If Terry comes in thirty minutes before the flight and gets it, will the rest of the Southwest 
customers notice? Think about the community of people. It will be a very visible service. 
Southwest says no to this policy, and every year it's the single biggest complaint that their 
most frequent fliers have. Every year, some of Southwest's best customers leave the airline 
because of this. And Southwest lets them go. And they let them go because if they visibly 
treat Terry better, the service that we got yesterday, that we were delighted with, we're 
going to get exactly the same service today. We'll get to sit in the same seat. I mean, 
Terry, he's one person. He's not going to affect our early-bird lives. But he got there after 
us and got on before us? All of a sudden, we're going to start looking around and realize 
we're getting pretty crappy service. 
 
Everybody was delighted with their no-frills service yesterday because everyone was getting 
no-frills service. If we give in to Terry, it changes our perception of our service. So, with 
Zipcar, Victoria's behavior could genuinely affect the quality of Dan's service. Southwest—
how I treat Terry will affect Giselle's perception of her own service, even if it didn't affect 
her own service. So customers can influence the quality of other customers. Customers can 
influence the perceptions of quality of other customers. Southwest doesn't give in to this 
request because of the perception game. So when you're managing customers and you're 
trying to influence customer behavior, especially in services, it's not just the actual service, 
it’s the perceptions of the service. 
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Listening to customers 
OK. The last part I want to talk to you about in terms of influencing customers and using 
customers as a benefit. I teach a second-year elective called Managing Service Operations, 
and we had 300 students take the class this fall. So we gave them all projects and we said, 
“You can write any letter. Write a letter to a company. Praise or complain.” So they would 
write the letter. They sent it out to the company. And then we had them code their letter. 
What's the tone of the outgoing letter? What industry was it to? Did you name people by 
name? Did you just do the company? We code them, and I don't expect you to be able to 
read this, but we ask them all kinds of questions about it. 
 
They send the letter out. They get a response. About 70 percent of companies respond. And 
then we have them code the response. And we did the analysis of this, because, you know, 
customers are very valuable. Capitalize on the power of the customer means that you 
should really . . . So, let me just show you one excerpt from here that shows perhaps one 
way that you might not want to go after this: “The purpose of this e-mail is to congratulate 
you on your recent decision to place an ATM machine in Spangler. I was delighted to realize 
that I would once again be able to conduct my banking transactions at a location close to 
school.” Really just, like, they're delighted with the company. There's joy there. You code 
that on joy. It's not overflowing but they're delighted. That's a good word.  
 
“We appreciate your taking the time to e-mail us your satisfaction as we continually strive 
to enhance your banking experience. We have forwarded your comments to the appropriate 
department for review. Customer comments and suggestions are reviewed on an ongoing 
basis. If you have any further questions . . .” Close to delighted, on the high end of the joy 
scale. They got this response? They think they're morons. They would have been better off 
not responding. So, capitalize on the power of the customer. Actually, just be neutral until 
you can figure out how to capitalize on the power of the customer. Don't do anything 
because you can do things badly. 
 
Let me give you a different response. There was the same sort of outgoing letter. “Thank 
you for contacting J. Crew. We appreciate your complimentary remarks about our 
merchandise and service. It brightens our day when a customer notices our efforts, and we 
truly appreciate your taking the time to write us. We will forward your compliment on to the 
store manager.” For this person, it elevated their opinion of J. Crew. Each one sent out a 
letter of praise, and then we asked at the end what your overall satisfaction was. For some 
people who sent praise, satisfaction plummeted. So when you want to capitalize on the 
power of the customer, knowing how to talk to customers plays a big role. 
 
Rocks in the Pond 
OK. I'm going to end this and then we'll just open it up to a discussion. I want to tell you a 
little story. Do you know the story of the rocks in the pond? You don't know the story of the 
rocks in the pond. That's a pond and those are rocks, which could have been keeping you 
from doing it. And you're the skipper of this boat. And you want to get from point A to point 
B. What do you do? What's preventing you from crossing? There's no water. So let's add 
water. We add water. And they say I don't know technology. Look at that animation. So you 
add water, go across from point A to B. Works great. It turns out, however, that these are a 
pesky kind of rock. They grow in water. You want to get back from point B to point A. What 
do you do? 
 
__: Add more water. 
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PROFESSOR FREI: Add more water, right? We know how to solve this. If we taught you 
one thing, it's how to solve repeated tasks well. Pattern managing. We call it learning by 
analogy. So we can keep adding water, but we just have a lurking feeling that there's 
something wrong with this strategy. So let's go ahead and see. We could continue to add 
water and crossings would be possible. Let's look at what some of the more advanced 
companies would do. 
 
Skipper of a boat: You get here and you don't see any rocks. You want to go from point A to 
point B. Steven, what are you going to do? 
 
__: I’m going to drain the pond and walk.  
 
PROFESSOR FREI: Drain the pond. See, it does help. Just throwing something out there 
can sometimes help. Don’t you remember that from class? Take some water out, expose 
the rocks, work on the rocks, drain more water out, expose more of the rocks until you 
have as little water as possible needed to cross. Remove as much water as possible and 
then cross. What do the water and rocks symbolize? Think about it from a manufacturing 
context. 
By working on the rocks—rocks are problems. The water you can think of as inventory from 
a manufacturing setting. Problems grow when you buffer them with inventory. If you think 
what makes Toyota great, it's constantly trying to expose problems. Toyota is constantly 
lowering the water. When they can't see problems they're not happy. When Intuit doesn't 
see problems they're not happy. They want to constantly get better. That means that calm 
seas are not the goal. Constantly work to expose problems and then to work on the 
problems.  
 
Now, the question is, how do you work on the problems? What Toyota will say that they do 
is they ask the five whys. Let me just give you the standard five whys or root cause 
analysis. We're having quality problems—asking, “Well, why are we having quality 
problems?” as opposed to, “Let me just go act on the quality problems.” And if you're going 
to act on the quality problems, you can check the materials, put in quality checkers. You 
could spend all kinds of resources on the quality problems. Or you could ask, why are you 
having the quality problems? Because people aren't performing well. Why aren't they 
performing well? They're not being trained. Why aren't they being trained? We're hiring 
them too fast to keep up with the training. Why are we hiring them too fast? Because we 
didn't forecast demand well. 
 
What looked like a quality problem was actually a forecasting problem. Venture to say that 
all of the resources you were going to spend on that quality problem probably weren't going 
to get near the forecasting function. What Toyota does, what Intuit does, what companies 
that are trying to improve do, is that they're lowering the water, exposing problems. 
They're doing that with their employees, and often they're doing that with the customer to 
try to bring them in. 
 
So, I want to end there, and we can hang out and talk about anything you want, or you can 
go off to lunch early. But this is just an opportunity for me to share some research findings 
with you, and to give you guys a chance to talk with each other. 
 
So, this is just the beginning of a conversation. I'm delighted that you took some time to 
come here. And if I can ever be helpful to you, don't hesitate to contact me.  
 


