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Raji Srinivasan & Christine Moorman 

Strategic Firm Commitments and 
Rewards for Customer Relationship 
Management in Online Retailing 

Academic studies offer a generally positive portrait of the effect of customer relationship management (CRM) on 
firm performance, but practitioners question its value. The authors argue that a firm's strategic commitments may 
be an overlooked organizational factor that influences the rewards for a firm's investments in CRM. Using the con- 
text of online retailing, the authors consider the effects of two key strategic commitments of online retailers on the 
performance effect of CRM: their bricks-and-mortar experience and their online entry timing. They test the pro- 
posed model with a multimethod approach that uses manager ratings of firm CRM and strategic commitments and 
third-party customers' ratings of satisfaction from 106 online retailers. The findings indicate that firms with moder- 
ate bricks-and-mortar experience are better able to leverage CRM for superior customer satisfaction outcomes 
than firms with either low or high bricks-and-mortar experience. Likewise, firms with moderate online experience 
are better able to leverage CRM into superior customer satisfaction outcomes than firms with either low or high 
online experience. These findings help resolve disparate results about the value of CRM, and they establish the 
importance of examining CRM within the strategic context of the firm. 

The study and practice of customer relationship man- 
agement (CRM) has experienced explosive growth 
over the past decade. Extant research provides two 

sets of insights into the relationship between a firm's CRM 
investments and its performance. The first set focuses on 
CRM as expenses. Gupta, Lehmann, and Stuart (2004) find 
that customer acquisition and retention expenses have a sig- 
nificant, positive effect on firm value. Other studies report a 
positive relationship between a firm's CRM technology 
investments and CRM performance (Jayachandran et al. 
2005; Mithas, Krishnan, and Fornell 2005). The second set 
of studies envisions CRM as a firm capability and, again, 
reports its positive effects on both CRM and business per- 
formance (Day and. Van den Bulte 2002; Reinartz, Krafft, 
and Hoyer 2004). 

However, these findings are in contrast to increasing 
practitioner skepticism of CRM expenditures. As Day and 
Van den Bulte (2002) note, practitioners report that the 
majority of CRM initiatives fail to meet expectations (Dig- 
nan 2002). Indeed, CRM has been decried as one of the 
biggest blunders of the early twenty-first century (Infoworld 
2001); there is evidence that most CRM initiatives do not 
deliver the anticipated return on investment (Gartner Group 
2003). 
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This divergence in the effectiveness of CRM across 
theory and practice is both troubling and intriguing. It is 
troubling because though CRM as a way to manage cus- 
tomers is here to stay, increasing skepticism among practi- 
tioners signals that CRM will face intense scrutiny and 
accountability. From a theoretical perspective, the diver- 
gence is intriguing because it implies that the observed vari- 
ability in CRM performance may be explained by moderat- 
ing factors. 

Considering possible explanations for the observed vari- 
ability, researchers have examined (1) CRM data-related 
techniques (e.g., Ansari and Mela 2003), (2) marketing 
strategies for customer profitability (e.g., Reinartz and 
Kumar 2000, 2003; Rust, Lemon, and Zeithaml 2004; Rust 
and Verhoef, 2005; Venkatesan and Kumar 2004), (3) the 
balance between customer acquisition and retention efforts 
(e.g., Reinartz, Thomas, and Kumar 2005), and (4) effective 
CRM implementation (Day and Van den Bulte 2002; 
Reinartz, Krafft, and Hoyer 2004). Although impressive in 
scope, extant research offers few insights on the strategic 
choices that are associated with the effective deployment of 
CRM. This is remiss because strategic conduct influences 
the effect of customer satisfaction on firm value (Anderson, 
Fornell, and Mazvancheryl 2004). 

We address this gap in the literature. Specifically, we 
ask whether the effect of a firm's CRM on CRM perfor- 
mance, as measured by customer satisfaction ratings, is 
influenced by its prior strategic commitments. Strategic 
commitments can involve any long-term firm decision, such 
as the choice to enter specific markets or invest in products, 
brands, channels, or partnerships. Using the empirical con- 
text of the emerging online retailing market, we investigate 
whether CRM performance is weakened or strengthened by 
two relevant prior strategic commitments of the retailer: (1) 
bricks-and-mortar or offline experience and (2) online entry 
timing. We test our predictions using manager ratings of 
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CRM and strategic commitments and customer ratings of 
satisfaction in 106 online retailers. 

Predictions 
CRM and Firm Bricks-and-Mortar Experience 
Bricks-and-mortar experience refers to the firm's level of 
offline experience before its online entry. Bricks-and- 
mortar experience is a form of strategic commitment that 
reflects the retailer's incumbency in offline retailing. Tradi- 
tionally, studies of incumbency have focused on an incum- 
bent's ability to innovate an emerging technology (e.g., 
Chandy and Tellis 2000). In this study, we examine the 
effects of incumbency on the effectiveness of a firm's CRM 
investments in an emerging market. Our review of the liter- 
ature suggests that there are both customer and firm expla- 
nations for this question. 

Customer factors. Several customer-based factors imply 
that a firm's bricks-and-mortar experience may strengthen 
the effect of its CRM on performance. First, bricks-and- 
mortar retailers have existing supply chain infrastructures, 
which should improve fulfillment efficiency, a key success 
factor in online environments. Second, bricks-and-mortar 
online retailers have access to extensive customer informa- 
tion from their offline operations, which may improve their 
ability to deploy CRM effectively to serve online cus- 
tomers. Third, bricks-and-mortar firms' offline brand and 
relationship equities can be leveraged in their online opera- 
tions (Geyskens, Gielens, and Dekimpe 2002). These 
market-based assets (Srivastava, Shervani, and Fahey 1998) 
may help the firm establish strong online customer relation- 
ships. For example, bricks-and-mortar operations may serve 
as a "source of advertising to pre-sell merchandise" (Alba et 
al. 1997, p. 48). 

Finally, bricks-and-mortar retailers enable online cus- 
tomers the option to experience products before they pur- 
chase them, which reduces customers' uncertainty and helps 
them identify products that closely match their preferences, 
thus increasing their satisfaction (Alba et al. 1997). Cus- 
tomers may also prefer returning products purchased from 
online retailers to the offline store, saving shipping costs. 
Thus, the bricks-and-mortar experience of retailers can 
complement their online operations and increase the returns 
on their online CRM investments. 

Firm factors. Although there are positive effects involv- 
ing customer-based factors, several features of bricks-and- 
mortar online retailers suggest the opposite. First, incum- 
bents with a long history of offline retailing may be 
concerned about cannibalizing their bricks-and-mortar 
operations (Alba et al. 1997; Lynch and Ariely 2000). As 
Ghosh (1998, p. 127) notes, "Established businesses that ... 
have carefully built brands and physical distribution rela- 
tionships risk damaging all they have created when they 
pursue commerce in cyberspace." As a result, bricks-and- 
mortar firms may be less aggressive in their online CRM 
efforts. As Kanter (2001, p. 92) notes, "Ask big companies 
about their goals for the Web, for example, and they are 
likely to reply, 'Cautious testing.' Ask dot-coms and they 
declare, 'Total world domination!'" 

Second, bricks-and-mortar experience of online retailers 
may be viewed as an organizational routine involving tacit 
knowledge (Nelson and Winter 1982). Transfers of such tacit 
knowledge are often characterized by stickiness and misap- 
plication (Szulanski 1996). Thus, bricks-and-mortar retailers 
may inappropriately transfer knowledge from their offline 
operations to their online operations, negatively affecting 
online performance. Indeed, because offline and online 
business models are distinct, bricks-and-mortar retailers 
may need to unlearn what led to their offline success in the 
design of their online CRM systems (Kanter 2001). 

Prediction. Integrating the evidence, we expect that 
moderate levels of bricks-and-mortar experience should 
produce the highest performance returns on a firm's CRM 
investments. Moderate bricks-and-mortar experience pro- 
vides access to key market-based assets without concerns 
about cannibalization or the well-entrenched routines that 
may create incumbency inertia. Conversely, low bricks-and- 
mortar experience offers only freedom from the inhibiting 
aspects of incumbency, and high bricks-and-mortar experi- 
ence offers only access to customer relationships and 
knowledge. Thus: 

H1: The positive effect of CRM on performance is stronger for 
firms with moderate bricks-and-mortar experience than 
for firms with low or high levels of bricks-and-mortar 
experience. 

CRM and Firm Online Experience 
A retailer's decision to enter online markets represents an 
important strategic commitment. We use the term "firm 
online experience" to capture the firm's entry-timing strat- 
egy, and we define it as the firm's online experience relative 
to the first entrant in the industry. Several aspects of online 
retailing, especially in its early years, suggest that the 
returns on a firm's CRM investments are influenced by its 
entry timing. In line with H1, we offer both customer and 
firm explanations to derive our prediction. 

Customer factors. Some aspects of online customers 
imply that a firm's online experience may influence its per- 
formance rewards for CRM investments. Customers gain 
efficiencies when switching to online (from offline), which 
may increase switching costs, satisfaction, and loyalty 
(Johnson, Bellman, and Lohse 2003; Zauberman 2003). 
Thus, early entrants may be able to extract the greatest per- 
formance rewards from their CRM investments. However, 
this argument overlooks a key feature of emerging markets; 
namely, early markets are different from the mass market in 
terms of customers' willingness to take risks (e.g., Rogers 
1995). In addition, customers in early markets have weaker 
expectations given the nascent status of these markets 
(Boulding et al. 1993). Thus, early entrants that establish 
customer relationships with early adopters may be disad- 
vantaged when targeting later adopters (Degeratu, Ran- 
gaswamy, and Wu 2000). This is problematic because most 
customers enter the market during the middle and later 
stages of market evolution. Thus, firms may expect the 
strongest response to their CRM investments when they 
enter in the middle stages of market evolution, not in the 
earlier or later stages. 
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Firm factors. Several aspects related to a firm's online 
experience suggest that there are advantages for later 
entrants to achieve higher performance from their CRM 
investments. First, online retailing is a new technology that 
is characterized by firm (e.g., changes in Web design) and 
customer (e.g., learning how to use the online interface) 
experimentation. Indeed, online retailers continually reengi- 
neer their strategies to meet the evolving needs of online 
customers (Wind and Mahajan 2002). Thus, later entrants 
may have an advantage over early entrants in configuring 
cost-effective CRM systems. 

Second, emerging markets, such as online retailing, are 
characterized by technological turbulence. For example, the 
performance-price ratios of online CRM technology increased 
dramatically over time, such that later entrants implemented 
more cost-effective CRM investments than early entrants. 
As such, early online entrants with large investments in vin- 
tage CRM technology incur considerable upgrade costs to 
remain competitive (The Gartner Group 2003). In turn, 
early entrants' unwillingness to incur these costs creates 
gateways for later entrants (Golder and Tellis 1993). 

Prediction. Integrating these arguments, we expect that 
firms with moderate online experience receive the greatest 
rewards for CRM investments. We argue that when online 
entry moves from moderate to early, there may be reduc- 
tions in the effectiveness of CRM investments due to differ- 
ences in online customer cohorts or to evolving information 
technologies that are costly to upgrade. Conversely, late 
entrants may fail to achieve strong performance because of 
customer loyalty to early entrants. Thus: 

H2: The positive effect of CRM on performance is stronger for 
firms with moderate online experience than for firms with 
low (late entrants) or high (early entrants) online 
experience. 

Method 
Data 
We test the predictions using a multimethod approach in a 
sample of online retailers. The population consisted of 
online retailers that were enrolled in BizRate.com's rating 
service in the summer of 2001. BizRate.com inserts a pop- 
up HTML that invites an online retailer's customers to par- 
ticipate in a survey that rates their satisfaction with a retailer 
after completion of a purchase from the retailer. After order 
fulfillment by the retailer, BizRate.com sends a second 
e-mail survey to these customers to obtain customer satis- 
faction ratings. 

BizRate.com sent a Web link by e-mail to the senior 
managers of firms enrolled in its service on May 1, 2001, 
inviting them to participate in our study. In return, firms 
were promised information about how their firm compared 
with other firms on key variables. A total of 187 of the 978 
online firms responded to the survey, for a response rate of 
19%. Key informants, who averaged 46 months' tenure, 
reported high levels of confidence (5.80/7.00) in the infor- 
mation they provided. The average firm size in the sample 
was 202 employees (standard deviation [s.d.] = 747), and the 
average age of online operations was 41 months (s.d. 
in addition, most retailers had offline experience (63%). 

To investigate selection bias, we randomly selected 100 
nonrespondent firms and compared them with the respon- 
dent firms on variables obtainable from public sources: (1) 
publicly held versus privately held and (2) bricks-and- 
mortar operations or not. We found no significant differ- 
ences between respondent and nonrespondent firms.1 Of the 
187 retailers that responded to our survey, BizRate.com had 
customer satisfaction data for 106, which formed the sam- 
ple for this study.2 We found no significant differences 
between the 106 retailers with customer-ratings data and the 
81 retailers without customer-ratings data.3 

Customer Satisfaction Measure 
We focus on customer satisfaction as the performance met- 
ric associated with CRM success. In addition to its inherent 
value as a key CRM performance metric, satisfaction posi- 
tively affects other performance metrics, including reten- 
tion, share-of-wallet, and even shareholder value (Ander- 
son, Fornell, and Mazvancheryl 2004). 

Customer satisfaction has been defined either as trans- 
action specific or as cumulative (Boulding et al. 1993). 
Transaction-specific customer satisfaction is the customer's 
postchoice evaluative judgment of a specific purchase occa- 
sion (Boulding, Kalra, and Staelin 1999). In contrast, cumu- 
lative customer satisfaction is the customer's overall evalua- 
tion of the accumulated customer experiences with the firm 
(Fornell 1992). In this study, we focus on transaction- 
specific satisfaction. Given our emphasis on the perfor- 
mance of a retailer's online CRM investments, cumulative 
satisfaction is not appropriate, because it also includes cus- 
tomers' experiences with a retailer's bricks-and-mortar 
operations, when such operations are available. 

Furthermore, because order fulfillment is a crucial ele- 
ment of CRM in online retailing (Reibstein 2002), we use 
satisfaction ratings that customers provided after order ful- 
fillment. Specifically, BizRate.com asks, "How satisfied are 
you overall with this purchase experience at (merchant 
name) site?" on a scale that ranges from 1 ("not at all") to 
10 ("highly") (see the Appendix). We averaged three 
months of a firm's postfulfillment customers' satisfaction 
ratings following our manager survey (i.e., June, July, and 
August 2001) to the firm level to obtain a firm-level mea- 
sure of customer satisfaction performance (mean = 8.68, 
s.d. = .58; a = .80). 

CRM Measures 
We use two measures of firm CRM. First, we use an eight- 
item measure that reflects the firm's CRM system invest- 

1Tests find no differences in public versus private (x2(1) = .13, not significant) and presence versus absence of bricks-and-mortar 
operations (x2(1) = 2.08, not significant) for respondent and nonre- 
spondent firms. 

2At the time, BizRate.com offered two plans. In the first plan 
(the 106 online retailers that responded to our survey), 
BizRate.com surveyed customers and provided firms with firm- 
specific customer data. In the second plan (81 firms), BizRate.com 
did not survey customers and offered these online retailers overall 
aggregate data instead. 

3The t-tests of difference between the 87 firms (with no customer 
data) and the 106 firms (with customer data) were not significant 
on size (t = 1.612, not significant), CRM system investments (t = 
-.787, not significant), or CRM capability (t = -.973, not significant). 
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ments, which we obtained from a senior manager. Six items 
assess the firm's investments in CRM activities (1 = "low 
investments," 4 = "moderate investments," and 7 = "high 
investments"; see the Appendix). Two items assess the 
online retailer's CRM acquisition and retention expenses 
relative to the industry (1 = "worse than industry average," 
4 = "on par," and 7 = "better than industry average"; see the 
Appendix).4 Together, these eight items form our measure of 
CRM system investments (mean = 5.04, s.d. = .93; a= .77). 

Second, we complement the measure of the firm's CRM 
system investments with an assessment of its CRM capabil- 
ity. Reinartz, Krafft, and Hoyer (2004) and Day and Van 
den Bulte (2002) developed measures of a firm's CRM 
capability. Unfortunately, these measures were not available 
when our survey was launched. Fortunately, these new mea- 
sures are theoretically founded in the firm's market orienta- 
tion, an organizationwide system for acquiring, disseminat- 
ing, and responding to customer information (Kohli and 
Jaworski 1990). This foundation reinforces the importance 
of market orientation to a firm's CRM capability. However, 
a firm's CRM capability extends beyond its market orienta- 
tion, and our use of market orientation represents a weak 
test of the role of a firm's CRM capability. 

Given length constraints imposed by BizRate.com, we 
used 14 items from Kohli, Jaworski, and Kumar's (1993) 
20-item market orientation scale (see the Appendix; mean = 
4.92, s.d. = .78; a = .76).5 Notably, CRM system invest- 
ments and CRM capability, as measured by market orienta- 
tion, are only moderately correlated (p = .32, p < .01). 

Strategic Commitment Measures 

Bricks-and-mortar experience. We constructed this mea- 
sure from managers' reports of dates. The difference (in days) 
between "days since firm founding" and "days since firm Web 
entry," both measured from our survey date (May 1, 2001), 
is our measure of bricks-and-mortar experience (mean = 
2161 days or 5.92 years, s.d. = 4432 days or 12.14 years). 

Online experience. We also constructed this measure 
from manager reports of the dates of their firm's online 
entry. Two coders assigned firms to one of eight industries 
(shoes and apparel, books and music, electronics and com- 
puters, health and medicine, flowers and gifts, home and 
kitchen furnishings, sporting equipment, and specialty occa- 
sion [e.g., bridal, birthday, baby]). Interjudge reliability was 
88%, and disagreements were resolved through discussion. 

Using this industry classification, we calculated the 
number of days since entry for each firm from the date of 

4A reviewer raised the concern that the two CRM acquisition and 
retention expense questions may have been answered on a per cus- 
tomer basis so that the "better than" anchor (rating 7) may have 
been viewed as "lower" (more efficient); thus, a higher rating (7) 
may actually reflect lower CRM system investments per customer. 
However, because we provide explicit instructions to the respondent 
to evaluate these items at the overall firm level, these two items form 
a reliable scale together with the remaining six items; separate 
analysis involving the six-item scale and the two-item scale produce 
similar results, so this concern does not seem problematic. 

5We also estimated the model with Homburg and Pflesser's 
(2000) measure of market-oriented organizational culture, and we 
obtain similar results. 

the first entrant in the firm's industry. We computed the 
firm's online experience as the difference between the num- 
ber of days since entry for the industry's first entrant and 
the number of days since the firm's online entry. To facili- 
tate interpretation such that the first entrant into a category 
had maximum online experience and smaller numbers indi- 
cate less online experience, we subtracted the firm's online 
experience from May 1, 2001, our survey date (mean = 
1180 days or 3.23 years, s.d. 670 days or 1.84 years). 

Control Variable 

Finally, we controlled for the well-known effect of con- 
sumer experience on customer satisfaction (Johnson, Bell- 
man, and Lohse 2003). We measured the firm's customer 
online experience level by the average number of online 
purchases the firm's customers made in the product cate- 
gory in the previous six months (mean = 3.19, s.d. = 1.12). 

Results 
Model Testing Approach 
To examine the moderating effect of a firm's strategic com- 
mitments on the effectiveness of its CRM, we used a three- 
step hierarchical linear regression model. Step 1 included 
the main effects of firm CRM, strategic commitments, and 
the control variable. Step 2 included the two-way interac- 
tions between CRM and its strategic commitments. Finally, 
Step 3 included the interactions between CRM and qua- 
dratic forms of the strategic commitment variables. Thus, 
our model is as follows: 

(1) SATi = Step 1: 130 + f3iCRM_ Investi + 132CRM_ Capi 
+ [33BMEi + p4oEi + [35Cust_Expi + Eli; 

Step 2: 136 (BMEi x CRM_ Investi ) 
+ 137 (BMEi x CRM_Capi ) 
+ 08 (0Ei x CRM_ Investi ) 
+ 139 (0Ei x CRM_ Cap;) + L2i ; 

Step 3: PioBME? +1311oE? 
+ 012 (BMEF x CRM_ Investi ) 

+ (313(BME? x CRM_Capi) 
+ 1314 (OE? x CRM_Investi ) 
+ 1315 (OE? x CRM_Capi ) + L3i , 

where SAT; is customer satisfaction, CRM_Investt is CRM 
system investments, CRM_Capi is CRM capability, BMEi 
is bricks-and-mortar experience, 0Ei is online experience, 
and Cust_Expi is customer online experience for firm i. We 
mean centered all explanatory variables before creating the 
interaction terms to avoid multicollinearity. To assess the 
potential threat from multicollinearity, we examined vari- 
ance inflation factors and found them to be below harmful 
levels (Mason and Perreault 1991). 

Overall Model Results 

Step 1 (main effects) was significant (F(5, 100) = 6.78, p < 
.01). Step 2, with the two-way interactions between CRM 
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and the strategic commitments, was also significant 
(F(9, 96) = 4.16, p < .01) as was the change in F associated 
with entry of this step (change in F(4, 96) = 3.43, p < .01). 
Finally, Step 3, with the interactions between CRM and 
quadratic forms of the strategic commitments, was also sig- 
nificant (F(15, 90) = 3.85, p < .01) as was the change in F 
associated with entry of this step (change in F(10, 90) = 3.76, 
p < .01). Given these results, we interpret the full model 
results in Table 1. 

The results indicate that the firm's CRM system invest- 
ments (b = .30, p < .01) and CRM capability, in the form of 
market orientation (b = .29, p < 0.05), positively affect cus- 
tomer satisfaction.6 In addition, the control variable, cus- 
tomer online experience, negatively affects customer satis- 
faction (b = -.28, p < .01). We conjecture that increasing 
consumer experience may increase customers' "should" 
expectations, producing a negative effect (Boulding et al. 
1993). We next examine tests of H1 and H2 pertaining to the 
moderating effects of bricks-and-mortar experience and 
online experience on the rewards for CRM. 

CRM and Firm Bricks-and-Mortar Experience (H1) 
In H1, we predict an inverted U-shaped effect of a firm's 
bricks-and-mortar experience on CRM effectiveness. We 
first discuss the results with respect to a firm's CRM system 
investments, followed by its CRM capability. 

CRM system investments. The first-order interaction term 
(BMEi x CRM_Investi) is positive and significant (b = .20, 
p < .10), and the second-order interaction term (BMEi x 
CRM_Investi) is negative and significant (b = -.80, p < .01), 
in support of H1. To determine the nature of the moderating 
effect, we examine the returns on CRM system investments 
at different levels of bricks-and-mortar experience. To do so, 
we use the unstandardized parameter estimates from Equa- 
tion 1 (not the standardized estimates we report in Table 1) 
that are pertinent to bricks-and-mortar experience and CRM 
system investments to calculate and plot the estimated coef- 
ficients of CRM system investments for different levels of 
bricks-and-mortar experience in Figure 1.7 

As expected, the inverted U shape in Figure 1 indicates 
that moderate bricks-and-mortar experience strengthens the 
effects of a firm's CRM system investments more than low 
and high levels of bricks-and-mortar experience.8 Approxi- 
mately 12 years of bricks-and-mortar experience maximizes 
customer satisfaction returns on CRM system investments 
(.22). Additional analysis indicates that CRM returns drop 

6Note that the regression coefficients for the first-order terms in 
mean-centered models are conditional effects at mean values of 
the other predictor variables and must be interpreted with caution 
(Irwin and McClelland 2001). As we subsequently show in Figure 
1 and Figure 2, CRM system investments have a positive effect on 
performance, except at low online experience. 

7Rearranging Equation 1, Athe parameter estimate for 
CRM_Investi is (131 + 136BMEi However, Equation 1 
is mean centered; thus, BMEi is BMEi(observed) - .1,(bme). Thus, the 
effect of CRM system investments at BMEi(observed) is (131 
16[BMEi(observed)1-t(bme)1 + 13 1 2[BMEi(observed)1-1(bme)12). 

8For presentation convenience, we plot bricks-and-mortar expe- 
rience up to 28 years in Figure 1. We observe similar diminishing 
returns to CRM system investments for higher levels of bricks- 
and-mortar experience. 

TABLE 1 
Online Retailers' Strategic Commitments to and 

Rewards for CRM: Model Results 

Standardized 
Variables Coefficients 

Step I a 
CRM system investments .30*** 
CRM capability .29** 
Bricks-and-mortar experience -.67*** 
Online experience .13 
Customer online experience -.28*** 

Step 2b 
Bricks-and-mortar experience x CRM 

system investments .20* 
Bricks-and-mortar experience x CRM 

capability -.26 
Online experience x CRM system 

investments 28*"* 
Online experience x CRM capability .17 

Step 3c 
Bricks-and-mortar experience2 .14*** 
Online experience2 -.24*** 
Bricks-and-mortar experience2 x CRM 

system investments -.80** 
Bricks-and-mortar experience2 x CRM 

capability -.10 
Online experience2 x CRM system 

investments -.25** 
Online experience2 x CRM capability 04 

Overall Intercept 17.43*** 
Overall F associated with complete model 

(degrees of freedom = 15,90) 3.85*** 
Overall R2 associated with complete model 39*** 
*p < .1 O. 

**p < .05. 
"""p < .01. 
aThe results from the three-stage model are shown. 
bThe change-in-F associated with the introduction of the interaction 
of the strategic commitment variables (e.g., bricks-and-mortar 
experience) and with the CRM investment variables is significant 
(change-in-F(4, 96) = 3.43, p < .01). 

cThe change-in-F associated with the introduction of the squared 
strategic commitment variables (e.g., bricks-and-mortar experi- 
ence2) and their interaction with the CRM investment variables is 
significant (change-in-F(10, 90) = 3.76, p < .01). 

below the average return of the firms in our sample (.19) 
when bricks-and-mortar experience is less than 4 years 
(.17) and greater than 20 years (.18).9 In summary, the sig- 
nificant parameter estimates of the first-order (b = .20, p < 
.10) and the second-order (b = -.80, p < .01) interaction 
terms, combined with the inverted U-shaped relationship of 
the returns on CRM system investments at different levels 
of bricks-and-mortar experience, support H1. 

CRM capability. We next examine the effect of firm 
bricks-and-mortar experience on the effects of its CRM 
capability. Notably, both the first-order (BMEi x 
CRM_Capi) (b = -.26, not significant [n.s.]) and second- 
order (BMEi x CRM_Capi) (b = -.10, n.s.) interactions are 

9The average return level on CRM system investments (unstan- 
dardized b = .19, p < .01) corresponds to the main effect of CRM 
system investments (standardized b = .30, p < .01) in Table 1. 

Customer Relationship Management in Online Retailing 1197 

This content downloaded from 152.3.153.148 on Mon, 23 Sep 2013 17:26:45 PM
All use subject to JSTOR Terms and Conditions

http://www.jstor.org/page/info/about/policies/terms.jsp


not significant. Combined with the positive main effect of 
CRM capability (b = .29, p < .05), these results suggest that 
the effect of a firm's CRM capability on customer satisfac- 
tion is impervious to its bricks-and-mortar experience. 

CRM and Firm Online Experience (H2) 
CRM system investments. The first-order interaction 

(OEi x CRM_Investi) is positive and significant (b = .28, 
p < .01), and the second-order interaction (0Ei x 
CRM_Investi) is negative and significant (b = -.25, p < .05), 
in support of H2. We plot the estimated coefficients of CRM 
system investments at different levels of online experience 
in Figure 2. 

The expected inverted U shape in Figure 2 indicates that 
moderate online experience strengthens the effects of a 
firm's CRM system investments more than low and high 
online experience. Online experience of 4.5 years maxi- 
mizes customer satisfaction returns on CRM system invest- 
ments. Additional analysis indicates that CRM returns drop 
below the average (.19) when online experience is less than 

FIGURE 1 
The Moderating Effect of Firm Bricks-and-Mortar 

Experience on Rewards for CRM 
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FIGURE 2 
The Moderating Effect of Firm Online Experience 

on Rewards for CRM 
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3.0 years (.16) and greater than 6.5 years (.15). Notably, 
customer satisfaction returns on CRM system investments 
of very young firms (<2 years) are negative. We conjecture 
that this may be due to the challenges that confront these 
nascent firms in the turbulent online retailing market. 

In summary, the significant parameter estimates of the 
first-order (b = .28, p < .01) and second-order (b = -.25, p < 
.05) interaction terms, combined with the inverted U-shaped 
relationship of the returns on a firm's CRM system invest- 
ments at different levels of online experience, support H2. 

CRM capability. Finally, we examine the effect of a 
firm's online experience on the effects of its CRM capabil- 
ity. Neither the first-order (0Ei x CRM_Capi) (b = .17, n.s.) 
nor the second-order (OE? x CRM_Capi) (b = .04, n.s.) 
interactions are significant. These results, combined with 
the positive main effect of CRM capability (b = .29, p < 
.05), suggest that the effect of a firm's CRM capability on 
customer satisfaction is impervious to its online experience. 

Discussion 
CRM System Investments and Firm Strategic 
Commitments 
The study's findings indicate that firms' prior strategic com- 
mitments have impressive effects on the performance of 
their CRM investments. Specifically, the customer satisfac- 
tion effects of CRM system investments are greater for 
online retailers with moderate levels of bricks-and-mortar 
experience than for firms with low and high levels of 
bricks-and-mortar experience. In light of this finding, man- 
agers of bricks-and-mortar retailers with moderate bricks- 
and-mortar experience (approximately 12 years) can con- 
sider their offline experience an asset. Higher levels of 
bricks-and-mortar experience (>20 years) produce dimin- 
ishing customer satisfaction returns on CRM system invest- 
ments. Perhaps these older incumbent retailers' core rigidi- 
ties dampen the returns on their CRM system investments 
in the emerging online market. From an operational per- 
spective, CRM executives can assess the rewards for their 
firm's and competitors' CRM system investments, given 
their bricks-and-mortar experience. 

With respect to online experience, customer satisfaction 
effects of online CRM system investments are greater for 
firms with moderate online experience (approximately 4.5 
years) than for firms with low and high online experience. 
This suggests that there is a window of opportunity in the 
online retailing market for fast followers to generate greater 
customer satisfaction returns on their CRM activities than 
early and later entrants. Finally, managers can use this 
approach to predict the optimal return on their investment 
and on their competitors' CRM investments, given online 
experience levels. 

CRM Capability and Firm Strategic Commitments 
Unlike CRM system investments, our findings indicate that a 
firm's strategic commitments do not moderate the customer 
satisfaction effects of its CRM capability, which is embodied 
in its market intelligence acquisition, dissemination, and 
responsiveness processes. Thus, a firm's market orientation 
appears to be a robust and effective organizational capability 
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that operates independently of the two strategic commit- 
ments of bricks-and-mortar and online experience. This null 
result, though not compelling in isolation, is powerful when 
it is considered in conjunction with the significant moderat- 
ing effects of CRM system investments. 

Limitations and Opportunities for Further 
Research 
Given the complex relationship between customer satisfac- 
tion and other performance metrics (Anderson, Fornell, and 
Lehmann 1994), the generalizability of this study's findings 
to other performance metrics is an important issue. Specifi- 
cally, studies using profit-based performance metrics would 
provide insight into cost-based effects and revenue-based 
effects of a firm's CRM investments. In this study, we 
focused on the role of strategic commitments on CRM 
returns in online retailing, an important emerging market. 
Further research that examines this issue in other emerging 
and mature markets would extend the study's findings in 
important ways. In addition, researchers could investigate 
the generalizability of our findings using other strategic 
commitments, CRM investments, and CRM capabilities. 

Conclusion 
In summary, our study makes four contributions. First, we 
offer a contingent effect of a firm's CRM investments on its 
performance, shedding some light on the divergent findings 
between the CRM literature and CRM practice. Second, we 
offer a strategic vantage point, highlighting the role of two 
key strategic commitments on the rewards for CRM invest- 
ments. Third, we provide important insights into CRM 
activities in online retailing, for which the complex inter- 
section of firm and customer forces shapes firm perfor- 
mance. Fourth, our study offers guidance to practitioners on 
the contingent nature of rewards for their CRM investments, 
which should be useful in managing their firms' invest- 
ments and monitoring their competitors' CRM investments. 

Appendix 
Firm Customer Satisfaction (mean = 8.68, s.d. = .58, 

range =1-10; a = .80) 
How satisfied are you overall with this purchase experi- 

ence at (merchant name) site? (1 = "not at all" to 10 = 
"highly") 

(Note that the reported mean and standard deviation are 
across firms, and the alpha is across individuals within 
firms.) 

Firm CRM System Investments (mean = 5.04, 
s.d. = .93, range = 1-7; a = .77) 

Rate the level of investments your firm makes in the fol- 
lowing areas: (1 = "low investments," 4 = "moderate invest- 
ments," and 7 = "high investments") 

1. Developing a large installed base of customers 
2. Enhancing the performance of our website 
3. Providing optimal product pricing 
4. Improving the ease of ordering 
5. Building a strong attachment to our brands 
6. Enhancing the quality of customer support 

Rate your firm relative to industry average. (1 = "worse 
than industry average," 4 = "on par," 7 = better than indus- 
try average") 

1. CRM acquisition expenses 
2. CRM retention expenses 

Firm CRM Capability (measured by firm market 
orientation) (mean = 4.92, s.d. = .78, range = 1-7; a = .76) 

Rate the extent to which the following statements 
describe your firm: (1 = "strongly agree," 7 = "strongly 
disagree") 

Information generation 
1. In this business, we do and/or buy a lot of market research. 
2. We are slow to detect changes in our customers' product 

preferences. 
3. We are slow to detect fundamental shifts in our industry 

(e.g., competition). 

Information dissemination 

1. We have frequent interdepartmental meetings to discuss 
market trends. 

2. Marketing personnel spend time discussing customers' 
future needs with other departments. 

3. Data on customer satisfaction are disseminated at all levels 
on a regular basis. 

4. When one department finds out something important about 
competitors, it is slow to alert other departments. 

Responsiveness 
1. It takes forever to decide how to respond to our competi- 

tors' price changes. 
2. We tend to ignore changes in our customers' products or 

service needs. 
3. If a major competitor launched an intensive campaign tar- 

geting our customers, we would respond immediately. 
4. The activities of the different departments are well 

coordinated. 
5. Customer complaints fall on deaf ears in our firm. 
6. Even if we came up with a great marketing plan, we proba- 

bly would not be able to implement it in a timely fashion. 
7. When our customers want us to modify a product or ser- 

vice, the departments involved make an effort to do so 
Firm Bricks-and-Mortar Experience (mean = 2161 

days, s.d. = 4432 days, range = 0-27,393 days) 
The difference (in days) between the "days since firm 

founding" and "days since firm Web entry," both measured 
from the survey date of May 1, 2001, is the measure of 
bricks-and-mortar experience. 

Firm Online Experience (mean = 1180 days, s.d. = 
670 days, range = 1-2497 days) 

The difference (in days) between the days since the 
industry's first entrant and the days since firm's Web entry. 
To facilitate interpretation such that larger numbers denote 
higher online experience, we subtracted the firm's online 
experience from our survey date of May 1, 2001. 

Customer Online Experience (mean = 3.19, s.d. = 
1.12, range = 1-10) 

The number of online purchases made by the firm's cus- 
tomers in the product category in the previous six months. 
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