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Executive Summary

This paper builds directly upon the foundational white paper "Customer Lifetime Value and
Relationship Quality in the Customer Service Industry" (Voigt, 2025). While that work
established the strategic value of CLV and RQ in transforming customer service from a cost
center into a loyalty engine, this paper extends the model into the realm of sourcing and
service design. It applies the same Platinum, Gold, Iron, and Lead segmentation and RQ
framework to guide sourcing models, service design, and cost-to-serve analytics.

Companies today are under increased pressure to deliver great customer experiences
while maintaining cost efficiency. A powerful approach to this challenge lies in combining
two strategic lenses: Customer Lifetime Value (CLV) and Relationship Quality (RQ). By
segmenting customers based on value and understanding their relationship health,
businesses can make smarter sourcing decisions, optimize channel strategies, and align
operational structures to drive growth. This paper outlines how to apply CLV and RQ in
tandem to build a customer-centric service model that creates long-term value enabling
smarter sourcing decisions.

CLV + RQ leading to smarter decision making

Customer
Lifetime
Value

Relationship Service Sourcing
Quality Design Decisions

1. The Case for CLV + RQ

Traditional CX metrics like CSAT and NPS are single interaction focused and often fail to
differentiate between customers who are momentarily happy and those who deliver long-
term value. CLV offers a forward-looking, financial perspective on customer worth, while
RQ provides insight into the emotional and relational drivers of loyalty. When combined,
these metrics become powerful levers for strategy and operations.

Why CLV?

e Ties customer behavior directly to revenue and margin.



e Supports prioritization across acquisition, retention, and service investment.
Why RQ?

e Captures depth of customer relationship through Trust, Commitment, and
Satisfaction.

e Predicts loyalty and advocacy better than transactional satisfaction metrics alone.

Together, CLV and RQ allow businesses to see not just how valuable a customer is, but why
they are loyal and how to keep them that way. A deeper review of this topic can be found in
the paper “Customer Lifetime Value and Relationship Quality in the Customer Service
Industry” (Voigt, 2025)

2. Segmenting Customers by Value and Relationship

To operationalize CLV and RQ, start with segmentation. This paper uses a four-tier
customer value segmentation model adapted from the CLV and RQ framework applied in
the customer service industry:

Customer Tiers (based on CLV):
¢ Platinum: Highest lifetime value, strategic for growth and brand advocacy.
e Gold: High value, consistent revenue, responsive to loyalty efforts.
¢ Iron: Moderate value, some potential for growth.

¢ Lead: Low or negative value, relatively high cost-to-serve.

RQ Levels:
e Strong RQ: High trust, commitment, and satisfaction.
e Moderate RQ: Mixed relationship signals.

e Weak RQ: At-risk or transactional relationships.



Segmentation Matrix:

TIER/RQ STRONG RQ MODERATE RQ WEAK RQ
Deepen & Expand Repair & Retain Strategic Rescue
Strengthen Ties Monitor & Develop Contain Risk
Nurture & Upsell Manage & Guide Automate/Reduce
Contain Cost Streamline Exit/Divest

Understanding the RQ level by customer segment helps organizations determine what kind
of relationship investments are needed and at what cost. Customers with strong RQ are
typically more efficient to serve and more responsive to loyalty efforts, while those with
weak RQ may require disproportionate effort to retain, hence, RQ becomes a key indicator
not just of loyalty potential, but also of service cost efficiency.

3. Capturing Customer Value and Measuring Cost to Serve

To make customer service design and sourcing decisions smarter and more effective,
organizations must first establish a precise understanding of both customer value and the
true cost of serving different customer segments. This alighment of value with cost forms
the backbone of an effective sourcing and service design strategy.

The following is an outline of how companies can capture customer value and establish a
complete view on service costs.

Capturing Customer Value: Linking Behavior to Financial Impact

Historical CLV Calculation: Analyze transactional patterns (frequency, recency, monetary
value) to determine each customer’s historical value.

Predictive CLV Modeling: Use behavioral data, lifecycle indicators, and machine learning
to forecast future value. This creates a forward-looking view of customer profitability.



e Integrating RQ Scores: Overlay Relationship Quality indicators; Trust, Commitment,
Satisfaction/Effort; derived from customer feedback and interaction history. RQ acts as a
multiplier of CLV by signaling retention risk, churn likelihood, and growth potential.

e Dynamic Segmentation: Continuously update segment allocations (Platinum, Gold, Iron,
Lead) as CLV and RQ evolve over time.

Measuring True Cost to Serve: Revealing Hidden Inefficiencies

 Direct Costs: Agent time, handling effort, escalations, refunds, or goodwill
adjustments.

¢ Indirect Costs: Training, quality assurance, IT support, workforce management, and
supervision.

o Allocated Shared Costs: Platforms, Al systems, infrastructure, partner management;
distributed proportionally across customer segments and channels.

e Channel-Specific Costs: Evaluate differences in cost per resolution between voice,
chat, email, self-service, and Al bots for each customer tier.

Bridging CLV, RQ, and Cost to Serve

Customers with high CLV generally contribute more revenue over their lifecycle, but their
profitability depends on how efficiently they can be served. Relationship Quality (RQ)
provides the emotional and behavioral context that explains this efficiency. Strong RQ
customers often exhibit lower propensity to complain, higher willingness to self-serve,
greater compliance with policies, and more collaborative behavior, which reduces the
effort and resources required to resolve their issues. In contrast, weak RQ customers tend
to escalate more, churn easily, and require more intensive service interactions, inflating
cost-to-serve relative to their value.

This dynamic means that two customers with similar CLV can have very different net
profitability, depending on their RQ and associated service costs. By jointly analyzing CLV,
RQ, and cost-to-serve, companies can pinpoint which customers are genuinely worth
investing in and which might be over-served relative to their contribution.



This combination creates a dual-lens view: “How valuable is this customer to this
company?” and “How strong is their emotional connection and loyalty to the
brand?”

By combining value and cost-to-serve views, organizations can:
¢ Identify over-served low-value segments.
e Spotunder-supported high-value customers.

o Optimize resource allocation toward retention, upsell, or automation, thus creating
effective service design solutions

e Optimize sourcing cost and capability to service design decisions

This approach forms the analytical foundation for making sourcing and service design
decisions that align both cost and value. The approach proposed by this paper may feel
different and new, however, some related conceptional frameworks have been developed
already which support the approach outlined in this paper.

Some industry frameworks that apply a conceptionally similar approach:

o Deloitte’s Cost-to-Serve Segmentation Framework emphasizes aligning service
design with profitability by mapping cost drivers across channels, products, and
customers. It promotes the creation of customer microsegments based on both
value and complexity, enabling differentiated service levels, targeted automation,
and more accurate outsourcing decisions.

¢ McKinsey’s Customer Value and Service Efficiency Grid advocates for a matrix
that overlays customer value with service effort and cost. It helps businesses
identify "over-served" low-value customers and "under-supported" high-value
customers, driving reallocation of resources, investment in digital self-service, and
recalibration of service delivery channels. McKinsey also encourages dynamic
modeling that updates customer value and cost-to-serve in near-real-time,
leveraging machine learning and integrated service platforms.



Both frameworks reinforce the core message of this paper: that CLV and RQ-based
segmentation, when combined with rigorous cost-to-serve analytics, is foundational to
smarter customer service strategy and sourcing decisions.

4. Smarter Sourcing & Channel Choices

Customer value segments should directly influence service design, sourcing and channel
decisions. The key is to align cost-to-serve with customer value, guided by the customer
needs as defined by their RQ profile. Each sourcing option has distinctive quality attributes
and costs that need to be matched with the value for each customer segment they are
supposed to serve and then overlayed with RQ profile to create effective service design and
sourcing strategies.

A high level overview of sourcing options for a customer service organization:
Human-Assisted Sourcing Options

¢ Inhouse: For Platinum customers; provides white-glove, high-empathy, brand-
controlled experiences.

e Onshore Partners: Ideal for Gold customers; ensure high-quality experience with
lower cost than in-house.

¢ Nearshore Partners: Use for Iron customers with moderate RQ; balanced efficiency
and language/cultural fit.

o Offshore Partners: Lead and low-RQ Iron segments; focus on scalable,
transactional service.

Technology-Assisted Options

e Agentic Al: Used across Iron and Gold tiers; resolves medium-complexity queries
efficiently.

o Self-Service Portals: Target Lead and Iron segments; enable autonomy and cost-
efficiency.

¢ Asynchronous Messaging Bots: Enable scaling support across multiple segments
with low resource intensity.



Expanded Role of Technology Enablers: Beyond these, Customer Data Platforms
(CDPs) are crucial for unifying customer data (behavioral, transactional, RQ scores)
to enable truly personalized experiences and proactive interventions. Predictive
analytics engines can identify churn risk or upsell opportunities based on CLV and
RQ scores, while Al-driven intelligent routing within CRM systems ensures high-
value, high-RQ customers are directed to the most skilled agents or preferred
channels.

Once we understand cost to serve and the quality and attributes of each channel we
overlay this information with our channel strategy.

Typical Customer Service Channels with matching customer segments

Voice: High-complexity or emotionally sensitive needs (Platinum, Gold with weak

RQ).

Email: Used for documented issues or asynchronous, detailed resolution (Gold,
Iron).

Chat: Real-time support with lower effort for scalable interactions (Iron, Gold).

Social Media: Brand-relevant interactions and rapid escalation handling (Platinum,
Gold).

Selfhelp & Al Chatbots: Primary interface for Lead segments and first-touch on
Iron.

Ultimately, the overlay of sourcing cost and attribution with channel choice will allow for

effective service design decisions which determine sourcing options.

Service Design Implications

Service design should be derived from RQ-driven customer needs:

Strong RQ: Simplify experience, reinforce loyalty with low-effort solutions.
Moderate RQ: Address key pain points, provide contextual support.

Weak RQ: Rebuild trust with fast, empathetic, and reliable handling—or automate
out where recovery isn't cost-justified.



Decision Matrix Sourcing Solutions based on CLV + RQ model
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Day-in-the-Life Example:

For a frontline agent, this means a shift from handling all customers identically to a more
nuanced approach. An agent serving a Platinum customer with Strong RQ might prioritize
empathy and relationship-building, having the autonomy to offer proactive solutions or
exceptions.

Conversely, an agent supporting a Lead customer with Weak RQ might focus on efficient,
standardized issue resolution, guiding them to self-service, with less emphasis on 'delight’
to manage cost-to-serve effectively. Metrics for agents would evolve to include RQ

improvement and CLV impact, not just AHT.

A simplified view of an integrated sourcing and service design approach based on the
model would look as follows, applying the basic segmentation approach of this paper.



CUSTOMER SEGMENT COST
(CLV+RQ) SOURCING MODEL LEVEL PRIMARY CHANNEL S SERVICE PURPOSE

Platinum In-House Hiah Voice, Live Chat, Social High-touch, emotionally sensitive, proactive
(Strong/Moderate RQ) < Media loyalty management
. In-House or Premium Onshore . ) 5 . . . 5 :
Platinum (Weak RQ) Partner High Voice, Email, Social Media Strateqic rescue, rebuild trust, issue escalation
Gold (Strong/Moderate Medium- Live Chat, Voice, Email, Efficient but high-quality service with
Cnshore Partner - ) _
RQ) High Social Media relationship focus
Stabilize relationship, problem resolution.
©Onshere or Nearshore Pariner Medium Voice, Email, Live Chat - Bl ’
escalation
. Live Chat, Email, Al Chatbot Balance efficiency and experience, nurture for
Iron (Moderate R Nearshore Partner Medium
Q) (First-touch) upsell
Offshore Partner + Automation Low 'glmc:i:atmt‘ SRS Automate as much as possible, contain costs
Offshore + Full Automation VETIGT Al Chatbot, Self-Service Transactional handling, guide to autonomous
(Al/Self-Service) il Portal solutions, exit strategy

5. Addressing Implementation Challenges:

Implementing a value-driven approach to service design and sourcing, rooted in CLV and
RQ, inevitably comes with a range of organizational and operational risks that must be
managed carefully to ensure success. These challenges extend beyond technical hurdles
and touch upon organizational culture, employee mindset, and the company’s ability to
embrace and sustain change.

One significant challenge lies in data integration complexities. To build an actionable and
holistic CLV and RQ profile for each customer, organizations need to unify data scattered
across CRM systems, support platforms, marketing databases, and operational reporting
tools. The absence of robust data pipelines or a centralized Customer Data Platform (CDP)
canresultinincomplete or inconsistent customer profiles, undermining the precision of
segmentation and decision-making. Data privacy and compliance considerations also add
to the complexity, particularly when integrating customer sentiment and behavioral data.

Another major barrier is organizational buy-in and change management. Transitioning
from traditional, volume-driven metrics such as CSAT scores and resolution times to value-
based incentives requires a fundamental cultural shift. Many employees and managers



have spent years internalizing legacy metrics and practices, which can create skepticism
or even outright resistance to new approaches. Employees may perceive value-driven
segmentation as favoring some customers over others, potentially creating feelings of
inequity or moral discomfort, especially in customer service cultures that have been built
around “treating all customers equally.” Managers may worry about how new metrics will
reflect on their teams’ performance, while frontline staff may feel uncertain about what is
expected of them and how their day-to-day work will change.

These cultural risks are often amplified by an entrenched focus on short-term operational
efficiency over long-term customer value. Organizations accustomed to prioritizing cost-
cutting, uniform service levels, and standardization may struggle to embrace the
differentiated, nuanced service strategies that CLV and RQ demand. Furthermore, cultural
inertia can manifest as passive resistance, where teams nominally comply with new
directives but fail to fully internalize the underlying principles, leaving the transformation
superficial. Left unaddressed, such cultural misalignment can result in inconsistent
execution, poor morale, and lost opportunities to capture the intended benefits of the
model.

Addressing cultural challenges requires deliberate and ongoing leadership engagement.
Senior executives must not only champion the strategy but also articulate a compelling
narrative that links the new approach to the organization’s core mission and values. It is
critical to emphasize that differentiated service does not mean abandoning fairness or
empathy but rather delivering value in ways that are sustainable for both customers and
the business. Organizations should foster dialogue, create safe spaces for employees to
express concerns, and involve frontline teams in designing and refining implementation
practices, thereby increasing their sense of ownership and alighment.

Beyond cultural challenges, the shift also exposes training and skill gaps among frontline
staff and managers. Employees must be equipped not just with stronger soft skills like
empathy, but also with the ability to recognize RQ signals, interpret customer value
insights, and tailor their service strategies accordingly. Without adequate investment in
capability building, frontline execution of differentiated strategies may remain inconsistent
and ineffective.



An often-overlooked risk involves ethical considerations when managing unprofitable
customer segments. The practice of “divesting” from or “firing” Lead customers, those who
carry low value and high cost-to-serve, must be executed with caution and sensitivity.
Abrupt disengagement can generate reputational damage, customer backlash, and even
regulatory scrutiny in sensitive industries. Organizations should therefore establish clear,
transparent guidelines that redirect such customers to lower-cost, self-service, or
community-supported solutions rather than cutting ties abruptly.

Finally, there is the risk of over-engineering and rigidity in segmentation and design
decisions. Customer needs, behaviors, and relationship dynamics are fluid; overly rigid
service models based on static segment definitions can quickly become outdated.
Organizations must continuously monitor, test, and refine their segmentation, sourcing
models, and service designs to reflect evolving customer expectations and market
realities.

Recognizing and proactively addressing these risks, particularly the deeper cultural
challenges, is critical to the successful implementation of a CLV and RQ-driven sourcing
strategy. Organizations that build resilience into their data infrastructure, foster a culture of
customer-centricity and adaptability, secure organizational alignment, invest in training,
uphold ethical standards, and embrace flexibility will be better positioned to unlock the full
potential of smarter, value-driven service operations.

6. Conclusion:

In today’s environment of rising customer expectations and operational pressures,
organizations must adopt smarter, more strategic approaches to customer service and
sourcing. This paper has outlined a comprehensive framework that integrates Customer
Lifetime Value (CLV) and Relationship Quality (RQ) to enable precise customer
segmentation, cost-aware service design, and efficient sourcing decisions.

The combination of CLV and RQ creates a dual lens that helps businesses understand both
the economic and emotional dimensions of customer value. It allows for tailored strategies
that not only reduce cost-to-serve but also enhance loyalty, advocacy, and long-term
profitability.

This is not just a shift in metrics - it is a strategic transformation of how value is created and
delivered in customer operations. Businesses that act on these principles will not only



improve their bottom line, but also build stronger, more resilient relationships with their
most important asset: their customers.

7. References
e Gupta & Lehmann (2003). “Customers as Assets.”
e Rust, Zeithaml & Lemon (2000). “Driving Customer Equity.”
e Fader & Hardie (2010). “Customer-Base Valuation in Practice.”
e Zeithaml, Berry & Parasuraman (2001). “Understanding Customer Value.”
e Gartner (2021, 2022). “CX Innovation and NPS Performance.”
e Deloitte (2023). Cost to Serve: Does Your Profitability Reporting Tell the Full Story?

e McKinsey (2019, 2023). Customer Value-Service Efficiency Grid and Predictive
Customer Experience Models

o Kaizen Institute. “Segmentation via CLV and Service Level Alignment.”

e Voigt (2025). Customer Lifetime Value and Relationship Quality in the Customer
Service Industry



