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Setting customer service levels: an overall cost-approach 

Paul A. Kon0nend i jk  

Department 6flndustrtal Engineering and Management Sctence Emdko~en Unt~er~tv o/Tectmol,~g~, 
E,~,dko,en, The Netherlands 

Abstract  

Customer service level dec~smns are usually based on quahtalwe market mformatmn and internal costs onb In lh~s te~* 
we suggest an approach of using quannfied costs mformauon of both customer and suppl'er ,- setting serv ce le, e~s After 
a bnef mtroductmn on how cuslomer serxqce can be defined v,e describe ~ts t)p~cal cost-structure Due to the characteris- 
tics of  this cost-s~ructure the use of  unquantlfied and ambiguous market information m setl~ng service levels can easfi~ 
lead to under-servlclrlg or over-;c, ~tctng The (,;ctall cosba~proach :," a,b,.eh both ~,.~Vpj~er ~ d  eu~tf~mer e r , ~  ~'e co'as'd 
ered better supports serv,ce level dec~smns Th 's  approach must be used m combmauon  w~th other ser~ ~ce ie~ el cons~der- 
atmns Some condmons for us~ag the approach are ~dent~fied The apphcabflnV of the approach ~s Jescr, bed ,n relauon to 
typ~ca ~ customer-suppher relat,oosh~ps 

1. Introduction 

In the last couple  o f  years raany writers have 
advocated  the integrat ion o f  market ing and lo- 
gistics or  "cus tomer  se rv ic ("  as a new approach 
towards customers  [ 1-3] .  Some writers have 
called ~t the most  ~mportant strategy for the m- 
neUes [4] .  The  reason for that  lies in several 
market  t rends like shorter  product  life cycles, 
broader  product  ranges, market  f ragmemat ion  
(mass-cus tomiza t ion)  and increasing compct l -  
t ion through se t ,  ice different iat ion [5 ]. These 
t r . zds  °re increasing th - ~mportance ol lOglSUCS 
perfo__rmance in markeung  products.  Because o f  
th~s, provid ing  the right cus tomer  service level 
tl~rough integrat ion o f  market ing and logiq~cs ~s 
a c o n d m o n  to gain and mainta in  a c o m p e t m v e  
edge in many markets  

Having said that cus tomer  service is increas- 
ingly important ,  writers also pay at tentlo~ ~.o ~t~ 
design of  a cus tomer  servtce system For exam- 
ple. Chns top ' , e r  [61 identifies six stages ,~ de- 
signine~ a service system (see Fig. l j. In th~ 
stages ma lc r  a t tent ion is directed at finding out 
the service requirements  of  customers.  Stages l, 
II and III concern market  research to ~denttfy key 
elements c r  cus tomer  service and their  relat ive 

impor tance  ofd~fferent customer groups m order  
to be able to segment the market on service cri- 
teria Typical research techniques d u n n g  these 
first stages would be expert  opinion methods  and 
cus tomer  surveys asking the cus tomer  to name 
a n d / o r  rank service elements As supphers can 
probably not fulfil all customer wts'~ es they will 
have to make trade-offs The  service levels must 
be set based on the re lauve  ~mportance o~ the kc~ 
service element~ 

However  m designing cus tomer  se~ ~tce sys- 
tems in pract:cal sl tuauons two problem areas can 
be identif ied 
- U n c l e a r  market  reformat ion  Informatmn gath- 
ered during the first three stages ~s o f t c .  ambig- 
uous and unquant~fied, For example,  much de- 
pends on who answers the survey questions 
within the customer orgamsat:on, the b'.:yer or the 
product ion  manager  or  someone else 
- In te rna l  trade-offs Service level dec~;lO-.S are 
r -ede to opt~m~se local costs only, both at sup- 
~f~:-~ and customers 

"i°~c consequences o f  the~,e problems are that 
'~ Iliads3 s~tuations, customers are offered e~lher 
too m~ch or  too httle servzo,. Overall  cost-effi- 
ciency l,~ tow 

In tht,," paper the above stated problems ~i l l  be 

0v25-3273,,~. ~ $03 50 © ~991 Elsevier Science Pubhshers B ~, A.l! rights reserved 
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I - Identify key components cf Customer 
Sea.Ice. 

i 
T 

I T7 -- Establish relazzve importance of 
i service components 

i ill - identify company position on key i 
service .om~onen~s i- relation to I 

competitors. 1 

( 
IV - Seq~mnt the ~arket y ser¢:ce ] 

. . . .  requirements i 

i V - D e s l g r  C u s = c ~ e r  S e ~ ¢ I c e  M I x  ] 
I per ~ e ~ e n t  I 

i Vi - Customer Service Management 
(tazks and responsibilities) 

Fig I S m g e s m d c s i g n m g a c u s t o m e r ~ c c s > s ~ e m  

further discussed. We will describe the general 
cost structure of  customer service. To imprc~e 
service levd decisions, an o~erall cost approach 
v, ill be introduced. Also, the use and applicabil- 
ity of  this overall cost approach will be discussed. 

2. The costs of customer s e n i c e  

Customer service should aim at customer sat- 
isfaction through fulfillment of  customer de- 
mand. Without adding another definition to an 
already long list [7],  this text ~dl  follo~ Chris. 
tOlZ'aer and con.,Sder customer s e r v m  as: "the 
output of  the logistics s3stem towards cus- 
tomers." Customer service levels determine the 
amount ofservice provided to the customer. For  
individual service items these levels can be quan- 
tified or measured, for example 24 hour deliver- 
ies or 95% rehabdity of  deliveries. The general 
service level can be described a~ the total 
"'amount of  service'" on the individual items. 

In this text we suggest an approach of  making 
service level decisions considering overall costs. 
thereby providing the designer of  the service s3 s- 

tern better insight in the added value of  the serv- 
ice te the customer. To use an overall cost-ap- 
proach m service level decisions one must know 
the reh, tlon between service and costs for both 
suppher and customer. Firs t , ,  e will d~scuss these 
relations for suop|~er a,ad customer individually. 
The cost-cuRes are depicted in Fig. 2. 

Suppher ccsts. At short or medium long term. 
e~ery supplier is capable of  offering a certain 
service level which fits its organization. This 
se~ ~ tcc level depends on the kind ol logtst;c facil- 
ities and managemem ~stems the supplier has 

ccs*s n.o~*=~ -:I 

i 

J 

c 

F~g 2. Ccs t -c~r -c~  
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inves ted  in. O f f e n n g  serve_co be lo~ th :s  le~ el ~fi l  
result  in  only  a smal l  decrease  in costs,  because  
m x e s t m e n t s  a re  already m a d e  a n d  people  and  
systems are  adap ted  to a h~gher service level also.  
offer ing servwe a b o v e  th is  levei will . core  t han  
p ropor t iona l ly  increase  the  costs  d,~a t~ d , m m -  
~shmg economies  of  scala. T h e r e f m e .  m m a n y  
s i tuat ions  overall  cost-cu: , 'as  will be  s~mflar to  the  
~.ur',¢ i .  17;~. 2. 

Customer cos~ The  ser~ ~ce offered ,o the  cus- 
t o m e r  shou ld  result  m (pe~emved)  added  "a lue  
to the  cus tomer .  I-or :i~e cus tome : ,  the  serv,ce og  
fered has  a d i m m l s h m g  marg ina l  ",alue. T he  cus- 
t o m e r  o rgan i sa t ion  r eqmres  a cer ta in  level of  
service.  Being suppl ied  below tha t  love! wflt re- 
duce  far  h~gher costs,  while  be ing  s upphed  above  
tha t  service  level wilt on ly  lead to smal l  benef i t s  
,--uaO i l g r c  ~ c  ~. ,ui lalu~:i  o n l y  anOx t o r  m e d i u m  t e r m  

consequences  
TEe s t ruc tu re  , ,  .e service  cost -curves  ~s illus- 

t r a ted  in box  1 by a q u a n t i f i e d  example  on  order-  
sizes. 

It m u s t  be  r emarked  t ha t  bo th  c u s t o m e r  and  
suppl ie r  cos t -curves  are  no t  always smoothL, 
shaped  like in F~g. 2. Cos t -curves  o f  m & v i d u a l  
ser~ ~ce e l emen t s  can  have  b reak-po in t s ,  increase 
to a ce r ta in  m~_~.imurn or  be  strictly p rooor t tona t  
to the  leve ~ o f  service For  evamtae ,  increas ing  
service th rough  shoC, e m n g  dehveD '  lead- t imes  
will for the  sup, ,mr ]e.-d 1o lncrer, , .) )st 
chagges  with breaK~:o:nt~ at  the  lead- t imes  wt., 
an  ex t ra  warehom,e  cio~er 1o the  cuslomer,~ as 
needed In m a n y  st:cat,..)ns howe : r, general  cos~. 
curves  will be s t m : l . r  to the  curves  in F~g 2 

Th~s cos t -s t ructure  o f  servtce,  w ~ h  h:~h cus. 
t o m e r  cost at  low serv~cz levels and  high supphc r  
ce~l a~ b,gh ¢erv~ce levels, m e a n s  lha t  cost-~4q- 
cram service levels can  only be u b t a m e d  ~ hen  e n 
overal l  cos t - aporoach  )s used To set the service 
levek,  q u a n n f i e d  mforma, .mn ,,n bo th  , ,upphcr  
and  c u s t o m e r  costs  mus t  be ava i lab le  Wflh  lt%s 
cos t - f ramework  the  e , . h e r  m e m m v e d  prob lem 
areas ca~, be  d~sct*s~.:'d 

3. Problems in set ,~na service Imels 

3 ] Unc!c2," ,.grkel t'7#~rmatlrm 

In se t t ing  cus ton  ~e ger~,lLe It ~C~',, H~ pt.¢iI~.~.l 
si tuat~ons the  two pro" ~cms o f  unc lear  markcl  

i n f o r m a u o n  and  in ternal  t rade-offs  ba~e been 
ident i f ied The  prob lem area of  not  knov, mg what  
cus tomers  really wan, can ge dpdded  m tv, o p a n s  

Unqua,mfied .~(i,,:~To,,<,n From ~he cos> 
curves  1t can be seen tbal  qeWnf, ihc ( .  ,~,-?or 
service le,,els rcqmres  m f o r m a u o n  no, only o~, 
what  servlc~ the ~us~ori3cT; ~'anI bla~ aL~C bO~ 
much  they want  o f  :t Tbe  results  of  c_-.mm~- 
surveFs are of ten not  ',ep., clear about  l n . ;  An 
example  o f l h a l  can be ~een ~,', F~? ~ [r,c c ~.- 
tomers  of a c o m p a n y  have ),raked ~mt~(~Ii " ~c, ~ 
service e l ement s  on a ~eale f rom I ~(~ 4 t l~c a~- 
erage rankmgs  are presented a~ th.e resv!ts o f : h e  
survey. These  results  do  not  tell much  abou t  the 
level of. for example  dehver~ ~ehabfiit? An- 
o the r  example  ~s tha t  bo th  24 hour  anc~ 48 hour  
m ay  be cons idered  s h o a  :¢,~d-t~mes , ,hUe 24 
h o u r  d e h v e ~  will result  m much  h~gher costs for 
the  s upphe r  

Amb~gmty of mfiormamm The  m f o r r a a t m n  
, t o m  marke t  r .  ~'r," may nm atways bc d e a r  
C u s t o m e r s  may  seem ~o want  short  dch~erF lead- 
u m e s  while what  they reallF want  are rchab lc  ec-  
, v e r y  lead-t)mes T D m g  lo gcI "~md ,x~  c,,~l~.~ 
can be a way ot making  sure 3ou h ~e mere  on 
t tnl¢ A n o t h e r  ~ssue m lh~s ~s the  mr.  changeat~fl- 
~ty o f  service aspects  and  pr ice  M n? buyers  are 
p repared  to a a a p t  t~ _,r ser'~tce re ~mremev~s ff 
th~s results  m price reduc t ion  Tl~e, n p o r t a n c ,  o f  
ser, ' ,ce r equ i r emen t s  ~,er3 m a t h  ~ ~ -~cr,~ '  ~ 9< 
k)nd of  p roduc l s  boughl  [ 8 ] 

ale Icason lo t  the abo~e problc;} _, t,, ~h,at m , m  
. O.wne~-. {bux¢ls} do  I'1O| ha~,c det,qlcd ~( .; m- 
to l ; l ; a l , aa  ,}rl :i;2 I . ' ,d l l ;  d f  t}'c:: } u ' . " :  2 c!~¢, 
~ionh t-I~e vMut o f  the sr l~tce  o l ;e tcd  cannc~ 
ea~fi~ be q u a n t , g e d  I h~s lead~ to prices t .cmg a 
', eD ~mporlant  | a c l o r  m buy mg de. ,q)o:; , ,  ,~13~ 3 
m ~s ~arn Dad,, to loa  ~erv~ce Th~s can ha~e }ad 
mflucm~ ,, 't m e l a t l  (~Oqb, efll(liftC} (',CO ckaln- 
No. m d e r - s t / e  22 p a l k l s  ) 

&n example  of  a~ o t d m r  ll~e abo,, e probgcp~ °, b> 
using m c r a l t  cost m f b l m a t m n  can be f o u a d  m 

food-re ta i l ing s~tuat)on'~ where bu? els  a ad  ,<':k rs 
are us ing Dwect  Produc t  C,.. L 'Profi teb~l~ -¢ -,- 
terns (DPC/DPPI Thc .e  kind o f  (sofi~:,-~c~ 
syslems ~ o~,:,~,., o f  a model  of the  ic'f,M* J , d  < el,- 
rag COSl-st~uclure ot fo{~d ~ L , , l m g  o~ L:,~, 

Yh¢ D P ¢ / D P I  -s>slem ca lcu t t a  ~ lhc d~cc '  • : 
and  resul lmg prof i ts  ol bu~ mg produc ts  ( f . .  :- 
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Ih)x I. Example 

('onstde~ two conlpartte,, Me~,conL a prodtlc- 
iltJll t~ott'q'tally o f  metal con~p~ltell{s ( , 'upldwr) 
and the Maclune Manufacturing i:a~its~y M M F  
(customer)  Components  arc dd!~ered ~rom 
,lock ',o M M F  once a monlh in f~dl ~rackd,,ads 
of  22 pallets (2500 t imes per pallet) ,  free of  
charge. 7"he dehvery lead-time ~s one day. 

In the customer costs the fo l lo~mg varmbles 
involved with the present way o fo rdc r lng  ~ an be 
described. 
co ---orde~lngcost pc ro rde r :o~50  
* ~.-, ,,~,ls ,*f h,d hng illventor), in percentage 

ofin~'e,~,ory value ( mteresl+sp,~ce coats 1. 
TCc = Total :.early costs o f  the customer ~ordei- 

m g +  mvento  D costa ) 
X =order-s ize  in pallets (22 in the present 

situation ). 
P =pr t , ' e  Fer i t e m : : $ ? . 5 0  {$1875(1 pet 

pallet ). 
lnv =Average  lnvent,~ry value 

TCc depends on the number  o f  day~ between 
placing two orders I'olal produetmn day~ pe~ 
year is 250 ~Ihe dehvciy  lead-urn;  wdl not 
change, therefbre safety stock ,.s not considered 

250 
T C e = ~ , C O + l n v , l  

250 
-- ',.,u ~ (0 5 * l g 7 5 0 * X ) * O  I '~ 

X 

12500 
=-  - + 1400, X 

X 

Minimal  costs" 

d { T C r ~ - 9  ., l z~uu  _ 
e ( . , )  ~ A =  i400-.~3 

T C c ( 3 )  = 8370 

TCc(22 )  =31370  

Ordering every three days would mea~ a 75% 
costs reduction for MMF.  

I hc icsul lmg coslg al the supphcl Mctcom can 
bc calculated as tollo~ss 
,c sales cosi~ per ord~'r=$25 
t~ ,~,m~.~orl ~oqs peg deh~cD depcne lng  on 

order-side 
t~ -- 20~}, Y q,r ~ . 22 (Pall load)  For  rt~- 22 
t "a,~n~rt c~gl g are full load + 200 x ' ()t - 22 ). 

FSc total yearly suppher costs ( sa les+ t ranspor t  
costs 

250 250 
TSc = ~V *tc ~- -:i- ' sc 

250 ~ 250 ~.  

50000 6250 

IO1 it-" 22 

From this costs funcl!on it is clear lhal to rain- 
muse supplier costs .:t sho.Jid bc 22 ( = fuit load ). 

Melcom and M M F  dee~d¢ to look at the total 
chain costs t C H c )  and try to mmtm~se ~hese. 

C H e = T C s +  FSc 

12500 5 0 / ~ 0  6250 
- X ~ - I 4 0 0 , X +  . + j , .  

OptImal cosls. 

d t C H c )  
d ( V i  =0  "--." ~,'=8 

,= " 7  CHc(3)  8,.~ 0+  30,950=139,320 

C H c ( 8 )  = 12,760-1- 18 ,460=D3i ,220  

CHc(  1 0 ) =  15,250+ 16,436=$31,680 

C H c ( 2 2 )  =31 ,o70  ~ 10,940~$42,3~.j 

From the results hsted above the two compames  
could see what would be the best way to dehver  
the components .  It was decided to del iver  the 
components  in 2-week quan tmes  for that would 
make easier planning than dehvering every 8 days 
w~thout much extra cost. 
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3.60 ~,,, ] 
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3 .54  j 

Delivery rel~abilxty 
_ I 

Order completeness 

short lead-times 

3.3]  j Service 

hg "~ Impotlanceo~ser~lceelements (example} 

lain quality at a certain service level based on lo- 
gistics ~rc~t.,¢~ charaeter.,st!es and p:'~ces !~)~ 
This can change buyers from using gross margin 
m buying declslol~s to uMng mlbtmat~on on di- 
rect profit and costs it musl ~c rein,irked that 
prestntly these DPC/DPP-systems are mainly 
used by tbod vendors and retailers DPC/DPP- 
systems ha~ e been dcve~.oped for these s|tuafions 
only But also ~t olber commercial relationships 
this approach can be useful. This requires a cost- 
iYamework, adapted to the characteristics of m- 
duoinai customer service elemet,t~ 

3 2 Loed,' tom Opllt~l*~sallon 

The earhe: s~gnalled trend of market fragmen- 
tat~o~ requires suppbers lo adapt their service to 
each individual customer. In general every cus- 
tomer want~ its su~p!ters to offer the highest 
service and quality at lhe lowest price As this is 
impossible, lvade-offs have to be made In most 
sttuatmns trade-offs ace made to local costs If 
overall cost mforma:ton ~s not available the serv- 
ice lev,,ls will be set either to a supplier or eus. 

. . . .  , COa~ o p ~ m m .  Elthcl ~d.~ia~on does 

l=,g '-~ [~n~qer-selwtclngaqd ove r - se rv ic ing  

not often lead to an overall cost oplm~utn as can 
be s~en l'~em F,g. 2 ~:d the example i'he sup- 
plier cost optimum is at a very. low service level 
where lhc o~eral! costs can bc io~cwd b3 mo 
creasmg service levels. This situation cdn be de- 
scrtbe~ as "under-servicing" (see Fig 4). The 
customer cost optimum is reached at a h~gh level 
of serwce ~h,ch leads to "'over-servicing". in that 
s~tuatlon, lowering the service levels will lead to 
lower over~ii costs (see Fig. 4). 

4. The -~verall cost-approach and other service 
level aspev~s 

The o,',.2r~]] co',t t)phimt~ a~ not the only d%~ 
peel in lhe process of setting the service tevc~s 
There can be other aspects which also have wflu- 
enc¢ on the service level decismn. Sulk v, hen 
suppliers are over-serw, cmg ",heir customers, ~t 
sh~uld be known what the extra ce~ts are to m ~ -  
,Aor the success ofthe strategy In this secuon the 
important asoects of the market,.,, strategy and 
prwe will shortly be discussed, 

4 i fvlarketm6 s;;,~&%'y 

The service level decision ~Ls considered a tac- 
tical decision which mast be taken in accotdance 
with the ove~a,r! marketing ~!Irate~y [ 2,10] The 
markOtng strategy delermmes f6r example to 
compete on price or set vice a.~d quahty This 
strategy can be the reasot~, f~r a supplier to posi- 
tron hl~_ customer service at a cost inefficient level 
An example of such a strategy would be a sltua- 
non where higher service ~s ,used to penetrate e 
market or increase the market-share to get a bet- 
ter strategic pesttion on a ~rlarket The extra costs 
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o f " o ~  er-ser~ i c ing"  s h o u l d  l h c n  bc c o,, ,~oc ied  J~ 
real k tq in  g t osl~ 

4 2 tSwc 

lmpoi tant  rod  A price reduclmn can bc :in m- 
centr~e ior tile cusloq'ielS to IooSell their ser~ ice 
demands and tb,creby letting the suppher set cu,,- 
tomer  ser~ k_'e at a more ¢.c.,s~.-eil]clenI lex el Also. 
customers which allow h~gher prlceq for extra 
service ma$ lead ~o a "+uppher increasing lhe 
service level. 

In Fi[; ~ we O~w, at1 e,anq,le ol tic' lelanon be- 
tween tOMs l)t M.rvlcc i.uld pllCC I he s,lppher b ,, 
been pushed rote a slt,Jallon el over-,,,.> v~clng at 
level 1I. When service requirements  ale de- 
creased to level M the supplier can save ( on tu~ 
costs Due to the StlUCtule of  service cost'., ihe 
suppher 's  sa,,ing~ ale higher t h a n  ll',e i ne l ea s¢  ot 
costs t '  at the customer l 'he sa~lnt.s of  the sup- 
plier de te lmlne  the possible price leduct lon Ii 
all saving- are pu" tom 9;e price reduction, the 
shift is financially neutral to *he suopher, ltow* 
ever, the price reduction may lead to a growing 
markci-~h'm, :rod thereby merea~cd revenue for 
the supplier 

An important  factor in this ~s the price elastic- 
ity of  the market In general p , , ~  C,~;ttcitv de- 
pends on the homogeneity of  the proOuct (and 
service) On a homogeneous market, demand will 
have a high price elasticity. Increasing the pllce 
w,l! lead to lower sales In this case. only if  cus: 
tomer  service can niece  d supphel away from tile 
homogeneity,  the increased costs of  higher serv- 
ice can be compel,sated for by a h,gher price 
w~thout loosing market share In heterogeneov.q 

\ 

C 2Stb i ] 

t~ 

I-,ig 5 Pill ts dqd ,~er,,ice costs 

" -  7. < 

qLi~l,t't~ p l t ce  i'i<t~; d ICes l l l tD.~: lanl  tot7 a ~, t'u~- 
l~,ll~t'rs t al .... / i t 'at l  3 COll~lNire [)fOtltk'tk Ol t l l l l t - l -  
et l l  ~ul)pltcr~ i |ie%' tI~Arkc-~ f~ro% lde l l l tsrc po,,- 
~ib~hlic~ tel  l l lctcA~,ll lg d pr ice based on ex t ra  
'~CI X lt_C 

5. | ,~,ill~] l he  m e r a l t  cost  a p p r o a c h  

I ]o~cxei  lmpmlan l .  ~e  do riot want to suggest 
that using the o~erall cost-approach ,',ill easily 
sol~e all service level problems In this section 
x~e x'~ll discuss some of the problems and con&-  
• 'm', of  using the amm~ach 

~' 7 t O#l¢41lttiH% 

Obtaining an overall  cost op t imum is not al, 
ways an achievable strategy In e ' c r y  suppl ier -  
c u s l o m e l  i d d | l o n s h l p  l w e  tn lpor l :#n |  con(~l- 
tlon~ ,. ~,, be id¢~ttil~ed' 
-Mutua l  lillelCSl~ 
A first l lnporuml  aspect is the mutual inl,~rest 
c o m p d n l e s  mum have in n l a i n t a l i l t n g  a good  re- 
la t ionsh ip .  Obtain ing the overall cost o p l m m m  
wi l l  often require some changes in the supp~-~r - 
customer relationship When there is no mtstuai 
inleresl. 111 tim rel,-JllOnS~lp, ~.~e c o n l p d n l c s  will not 
be willing to make any adaptat ions 
-Avai labi l i ty  o f  cost information 
l f c o m p a m e s  do not have an open relationship in 
which service maue r s  can be discussed, the right 
service levels cannot  be obtained In many situ- 
ations bolh customers and suppliers are pot at all 
wflhng to provide  each other  with cost reforma- 
tion Companies  are afraid o f j eopa rd i smg  their  
commerc ia l  interests by giving away too much 
information. This protection o f  information from 
a commercia l  point of  view, is a malor  barrier  in 
many situations o f  tuning s e r v ~  J~quirements. 

Still, even if  the above condit ions ,ire not  ful- 
filled, the overall  cost-approach ~an be valuable 
in setting the service level. 

5 2 Suppher-customer telattonshtp 

To get an idea of how the cost approach can be 
used in different situat.ons we ldent l |y  three cus- 
t omer - supphe r  relations 
- I~cldental ;  
-Repea ted  buying, 



A,n rnc&3~ta~ rciatlonsrilp ix~~cn t\\o com- 
pamcs 1s the situatlcn m lhhxh customers buq 
oni: once or tulce from tlx same supphcr The 
supphcr has a contmuou!Iy changrng group of 
cuctomcrs, or customers buy at a b%-g low fic- 
qucncy. for cxampfc su :phers ot mvcstment 
goods (produrtlon mact::ncry or large office 
cqurpmcnt ) to mdilstrlal customci s Customer 
co$t cuwcs cannot be Identified Sc~ilng the icvcl 
of scrvxc Is an IntertXial TFiattCC d”supplicr.5 Si ttlcy 

cannot adapt thcu \crvlce Icvrls to an cvcr 
changmggtoup of customers The icvcl ofscrvrcc 
11‘1 this sltuatlon dcpcnds mamly on the marhct- 
rng stratee> and the cor;ipztkttve sltuatncn. Logis- 
?I(‘ m*IrM~cmcnt CIL.51 IPj tV lllllllIllk5U Co5tS 3i 12X! 

set vice level set Adaptmg the scrvux ICW~ foi m- 
dlvtdua! customers ~111 rc\uh m slgmficant!y 
hlghcr costs. 

in tilrs s~tuarron ins ~ovcra~I j cost-approach IS 
..“_,J en- .n+nm.ll <*n‘(c finI\, tl, ,nliWot,a tk0 IlCPf UJ-CU *.,i I.‘L__I.U. %____ ..l “~ _=. ._,.. %Li / .~ ._-y. 
ofscrkxc appropriate to the olg:dmsdtion’s facri- 
rtlcs. If this level IS slgmficantly different from 
the scrvrcc level determmcd by the marketing 
strategy. crlher the company should mveat in new 
faalrtles and cqutpmcnt or change Its strategy. 

The sltuatlon of repeated buying occurs when 
a large group of customers frequently buys prod- 
ucts liom the same supphcr. Typical products for 
this situation would be purchase parts and raw 
matcnals. Relations between customer and sup- 
pLrt iast for a longer period In thts atuatron rt 
1s very well posslbie to obtam mformatlon on 
both suppher and customer costs Customer sur- 
veys should result m quantlficd customer scrvrce 
mformatlon Segmentation of customers wtll be 
necessary. This requires a good markctmg re- 
search program as customers arc not always wrll- 
mg to make this mformatlon available to sup- 
pliers A more analytical way to obtain mslght m 
customer cost curves ts to dcslgn and/or use a 
DPP/DFC-system. The system can be filled with 

A co-makcishlp relation is whcrc supphcr and 
customci arc \vcjrklilg 'i<r\urri\ a ccmrttcm y,nd, 

fully using each others potemral whllo kcc~~ng 
separated financial owncrshtp \tructurcs. fh~r 
reiatron occuis ut a sltuatmn with a htgh PltIiWll 

dcpcndcncc of suppiicr and customer The IUS- 
i<>ir$e? Car> ?c -1 depcndcnt because aitcrnxlve sup- 
pitexs xc hard to find Supphcrs may cxpertencc 
dependence because the customer 1s fcgonslblc 
for a large part oftotdl sales volume In co-mak- 
erslup, openness IS the very nature of the ieia- 
t:or. D*tnal.*J cost information IS passed on % ULlV” 
through tne channel m both dlrectlonr Cost- 
curces are cleat for both sides. In this ~~uatrnn 
the ovcrali cost-appaoach mukt bc used to obtam 
the ngkrt scfvxe ievcr. 

Whc3 ccsts of bo?h cisstomcr a_~d s~~+rr r;rc -_Tr..“. 
quantlficd, rt may be possible to adapt facdlties 
or procedures to lower the cost curves (In a case 
sltuation we studled, It turned out to be possible 
to lower uhe supplier cost-curve through a very 
small adaptton m order procedures. The result 
was htghc~ sercice at lower overall costs ) The 
overall cost-approach IS a major tool 117 but!dmg 
a co-makership relation 

6. Conclusions 

,Uthough an overall cost optimum cannot be 
achieved m cvcry Wuatlon, the cost-approach 
does provide a better view on the results of ser- 
vice level declslons Not usrng quantGcd mfor- 
matlon or not drscussmg scrvlce levels at ail can 
easily lead to over-servlcmg or under-servxm%. 
As has been stated, the a\adablhty of cost snfor- 
matton can be a big p;&!em Commerxxi : stcr- 
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ests seem to be more ~mportant than ovo+all cost 
mm~m~sat~on Using the overall cost-approach 
requires a new way of  custo:,~ers and supphv-s 
dealing w~th each-otl:et z, alesp~op;c should be 
able to bring ul. " -'_~;+ mat te |  of  service levels, even 
in sltuat~_ons where custog~fier~, o~l]y 3cc~ to be in- 
,+erested va low pmces More research will be d~- 
rected at how 1o overcome the commercml bar- 
riers m obtaining ~e~t mformatmn When th~s 
kind of  mtbrmatmn ts available, the service level 
can be set to mm~m~e chain costs _Mm~ma~ chain 
costs prov=de both customer and suppher w+th 
better opportunmes to comp++~e o~ thetr markets. 
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