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The Marketing Concept holds that the purpose and challenge of every business is
to gain and retain customers in a manner that attracts operating cashflow and
produces sustainable profits. The TOM philosophy, on the other hand, teaches that
everybody affected by a business is a customer, whether or not they buy anything.
Because of this, the TOM customer concept has significantly impaired consumer
value creation, destroyed immeasurable economic wealth, and continues to leave
executives and employees confused about who their customers are and how best to
serve them.

Have you or other executives in your com- general statements;
pany adopted the language of “internal” and
“external” customers in an effort to improve
quality and become more customer focused?
Ironically, such language may be doing your
employees, shareholders and custom-
ers an immense disservice.

* they don’t know enough about consumer
and customer expectations and perceptions
of their products, service quality and over-
all satisfaction with the companys;

* they are confused about who their
customers are, and whether co-
workers are or are not customers,
although there are usually strongly
polarized opinions and long-
standing debates that have been left
unresolved for years.

A large percentage of executives and
managers we encounter have the fol-
lowing three problems in common:

* they don’t know enough about who
their customers are and what they
value, beyond broad, sweeping,

The first two problems can be re-
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solved by straight-forward empirical research
and a commitment to marketing discipline.
The last, however, isn’t resolved as easily
because the problem is more conceptual in
nature. Yet it has a major impact on the first
two, and hence is more insidious in its detri-
ment to business success. It

it generates comes at a huge cost in terms of
diffused strategic focus, wasted effort, squan-
dered profits, and lost opportunities. The vir-
tues it brings to the workplace are non-
existent.

Examples of ‘“Customer’ Confusion

Here are three examples of

requires considerably more
context and effort to convince
people to rethink the ideas
they hold. This is particularly
true when managers take it on
revered authority that those
ideas have merit, or worse,
think that resolution of such

Executives and
managers are confused
about who their
customers are and
whether coworkers are
or are not customers.

how confusion about who the
customer is negatively im-
pacts business performance.

Call centre managers of a
national communications
company (US$3.5+ billion

issues has no practical effect
on the business.

When asked “who are your customers?,” ex-
ecutives and managers provide a multiplicity
of answers that they generally divide into two
categories: ‘internal’ and ‘external.’

Internal customers refer to individuals or
groups of company employees, including
other business units, branch offices and sales/
distribution channels. External customers are
independent distribution channels and mar-
keting partners, but are also those whom em-
ployees like to refer to as the ‘real’, ‘ultimate’
or ‘actual’ customer.

I find it remarkable that so

annual revenues, 2 million+
subscribers, 18,000 employ-
ees) were engaged in a heated discussion
about whether the operating companies that
paid for the call centre’s service were its pri-
mary customer or whether it was the service
subscribers. The result of treating the operat-
ing companies as the customer was an
internally-focused adherence to policies, pro-
cedures and metrics. This internal focus ad-
dressed some of the immediate short-term
interests of company executives while falling
substantially short of meeting subscriber
service expectations. The operating compa-
nies certainly behaved as if they were the
customers of the call centres and it was the
role of the call centres to

many business managers are
so confused about what seems
obvious: the only customer is
the ‘real’ customer, the person
that buys and uses the prod-
uct, and contributes to the
company’s sales revenues.
And yet we find that business

The customer is the user
of the product, yet
managers work
themselves into knots to
convince themselves and
others that this isn’t so.

please them. The idea of
working together as partners
to serve the best interests of
the business by creating loyal
subscribers did not appear to
be a real business priority
beyond lip service.

The call centre was caught on

managers work themselves

into knots to convince them-
selves and others that this isn’t so! It is my
contention that this talk of ‘internal’ and ‘ex-
ternal’ customers is toxic and needs to be
eradicated from the workplace. The confusion

the horns of a dilemma and
skirted the issue, which was highly politically
charged, by conceding that there were two
customer groups, one internal and one exter-
nal. This may have served the psychological
needs of the call centre staff, but it didn’t help
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the reputation of this company for providing
terrible customer service. In the end, the call
centres, despite their best efforts to be
subscriber-focused, were brow-beaten into
serving the needs of their

is very important in communicating the in-
tended message. In addition to ascribing to
the notions of internal and external custom-
ers, this company identified people who shop

in their stores as guests. I was

“internal” customers, while
subscriber defections from the
company continued at criti-
cally high levels due to over-
all dissatisfaction with the

Talk of ‘internal’ and
‘external’ customers is
toxic and needs to be

eradicated from the
firm. workplace.

told by a keeper of the lan-
guage torch that the word
“customer” was reserved for
consumers who have never
purchased from the company.
This is a total inversion of the

A second example is an in-
surance company (US$850
million annual sales) that treats its broker
distribution channel as its customers rather
than its policyholders. The president of one
brokerage was disgusted with this practice
because to him it meant that the two compa-
nies were not working together to serve the
needs of his customers, the end consumer. As
he put it, “we are not working together to get
more. They are satisfying us and that’s it.”

By focusing on the distribution channel as its
customer, the insurance company was able to
convince itself that it was customer-focused
without understanding the value it was or
wasn’t providing to potential or existing poli-
cyholders. They ascribed to a product-push
business model whereby they would provide
services and incentives to brokers with the
hope that the brokers would push their prod-
ucts over the competition. By doing this, they
were ignoring the fact that it

customer concept. Where it
used to be that buying some-
thing made you a customer, at this company,
not buying something made you a customer!
This was the customer concept being taught
to and reinforced among 20,000 employees.

It is true that the terminology we use is im-
portant. Words stand for specific concepts and
cannot mean whatever we want them to
mean. They stand for something in reality,
and reality stands between our desires and our
achievements. There are rules that guide the
formation of the definitions of concepts.
When important concepts are abused, they
can no longer properly be used because they
impede thinking. In logic, false premises lead
to false conclusions. That, combined with
sloppy thinking, leads to the acceptance of
absurd business practices that cannot but fail
to achieve their intended objectives. Failure is
assured when one’s thinking and actions are

misaligned with the natural

is consumers who buy insur-
ance and pay premiums, not
brokers.

When important
concepts are abused,
they can no longer

laws of cause and effect. As
Jon Katzenbach wrote, “when
we are undisciplined in our
language, we become undis-

The third example is from a properly be used ciplined in our thinking and
re?ta‘ll company with US$1.5 because they impede actions.”
billion in annual revenues that thinking. The third example above may

has very clear and deliberate
language to describe custom-
ers because the human resurces executive
overseeing this aspect of policy believes
strongly and correctly that the language used

be extreme in its blatant irra-
tionality, but the commonly accepted thinking
that business success requires the creation of
an ‘internal’ customer service culture as pre-
sented in the first example, or a culture fo-

You Don’t Have Any Internal Customers

© 2006, Barry L. Linetsky. All Rights Reserved 3



cused on ‘external’ customers as presented in
the second example, is equally harmful. Al-
most every employee at each of these compa-
nies would agree with the statement that any-
body that makes a request of them is, at that
point in time, a customer, and that they have
an obligation to satisfy the expectations of
that customer.

How was the customer concept destroyed,
and how did our business leaders become so
confused about such a clear and simple con-
cept? They probably don’t know it but by
embracing customer service

categories of participants in economic ex-
change: producers who created goods and
services, and consumers who bought them.
(Consumers and producers are often the same
person assuming different economic roles at
different points in time.) Consumers become
customers when they exchange money for
goods or services and thereby become a
source of revenue that is external to the busi-
ness.

When the nomenclature of ‘internal’ and ‘ex-
ternal’ customers is adopted, the notion that
customers contribute to reve-

training rooted in the cus-
tomer philosophy of the Total
Quality Management (TQM)
movement, business leaders
unleashed a destructive mind
virus bent on impairing clear
business thinking. Over time,
this virus has attacked and

By embracing the
customer philosophy of
the TQM movement,
business leaders
unleashed a mind virus
bent on impairing the
marketing concept.

nues and sales volume is lost.
And given popular business
wisdom holds that the cus-
tomer is always right and the
customer 1is king, employees
are all too willing to assume
the status previously held only
by revenue contributing cus-

impaired or destroyed a more
basic and fundamental con-
ceptual business requirement popularized as
“the marketing concept.”

External Focus Inverted, Marketing Con-
cept Subverted

It is ironic that the notion of ‘internal’ cus-
tomers was introduced to foster increased
cooperation and partnership to achieve im-
proved quality and an appropriate external
customer focus, and that instead, it frequently
leads to the opposite: an internally oriented,
short-term, employee-satisfaction focus. In
actual practice, the internal/external customer
dichotomy leads to the opposite of its original
intent.

Why is this the case? The answer lies in the
true nature of what a customer is, the purpose
of business, and our inability to alter this re-
ality through the arbitrary redefinition of con-
cepts.

From the first historical instance of voluntary
exchange of goods for profit, there were two

tomers.

The notion that employees are customers em-
powers each to a level of superiority over all
others whenever they act in their role as
‘customer.” Instead of teamwork focused on
the “real” customer, each employee focuses
on their own role and the shortcomings of
others when those others fail to provide the
quality that meets or exceeds the employee’s
needs or expectations. In general, when em-
ployees are considered to be customers, a
focus on employee expectations of internal
quality delivery supercedes the required ex-
ternal focus on serving “real” customers.

Business Controls Production, But Con-
sumers Rule the Market

As the world has become more intercon-
nected and therefore complex, the basic busi-
ness principles remain fundamentally un-
changed. Businesses that cannot provide con-
sumers with what they want will fail. The im-
perative of management is to get their organi-
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zations intensely focused on understanding
and delivering consumer value.

Most people intuitively understand that busi-
ness success requires delivering value to con-
sumers. The fuller explanation

are conveyed to him by the structure of mar-

ket prices, he suffers losses, he goes bankrupt,
and is thus removed from his eminent posi-
tion at the helm. Other men who did better in
satisfying the demand of the
consumers replace  him”

is contained in the economic
concept of consumer sover-

eignty.
Consumer sovereignty recog-
nizes the fact that the con-

sumer 1S the  ultimate
decision-maker in determin-

Consumer sovereignty
recognizes the fact that
the consumer is the
ultimate decision-maker
in determining what
goods get produced.

(Mises, Human Action: A
Treatise on Economics, 3rd
Revised Edition, Fox &
Wilkes, 1966; P.p. 269-270).

Mises continues: “The con-
sumers patronize those shops
in which they can buy what

ing what goods get produced.
The implication for business
entrepreneurs is that they must first identify a
marketplace opportunity to serve consumers,
and then satisfy their desires in a manner
deemed to be appropriate and at a price that
earns a profit. Business success is only
achieved when a win-win solution is created
in which both the consumer and the business
benefit. Consumer sovereignty is the concept
that the expression “the customer is king”
tries to capture.

This perspective reflects the proposition put
forth by Adam Smith in 1776 in The Wealth
of Nations that success in business requires an
appeal by businessmen to the self-interest of
consumers, and vice versa, In
order to create an alignment

they want at the cheapest
price. Their buying and their abstention from
buying decides who should own and run the
plants and the farms. They make poor people
rich and rich people poor. They determine
precisely what should be produced, in what
quality, and in what quantities. They are mer-
ciless bosses, full of whims and fancies,
changeable and unpredictable. For them
nothing counts other than their own satisfac-
tion. They do not care a whit for past merit
and vested interests. If something is offered to
them that they like better or that is cheaper,
they desert their old purveyors. In their ca-
pacity as buyers and consumers they are hard-
hearted and callous, without consideration for
other people” (Mises, Human
Action, P. 270).

of interests for mutual self-
benefit.

It is also the underlying con-
cept in the metaphor by the
great 20th century economist
Ludwig von Mises who lik-
ened the entrepreneurs who

Entrepreneurs and
business executives
know that they must
successfully satisfy

consumer needs to be
successful in business.

In a competitive free-market,
entrepreneurs and business
leaders who understand that
consumers control the distri-
bution of wealth know that
they must successfully serve
consumer interests to be suc-

control production to the

helmsmen steering a ship: “The captain is the
consumer,” he wrote. “Neither the entrepre-
neurs nor the farmers nor the capitalists de-
termine what has to be produced. The con-
sumers do that. If a businessman does not
strictly obey the orders of the public as they

cessful in business. Those
who ignore consumer preferences will in turn
be ignored by those same consumers.
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Business Requires A Market-Based Man-
agement Philosophy

The empirically derived concept of consumer
sovereignty in  economics
forms the basis of the idea of

Perhaps the world’s most influential business
philosopher was Peter Drucker, whom the
Los Angeles Times called the “founding fa-
ther of the science of management.” Drucker,

who studied economics and

consumer-centricity or
market-based management in
business. If one understands
how and why consumers are
central to business success,
then one can understand the
critical importance to busi-
ness of aligning innovation,

Consumer sovereignty
in economics forms the
basis of the need to
adopt a marketing
approach and a market-
based management
philosophy in business.

worked in the 1930s as an
economist for a global mer-
chant bank, was one of the
early management thinkers
and educators to apply his
knowledge of economics to an
understanding of business and
management.

organization, operations,
knowledge, technology, and capital to provide
consumers with value-enhancing solutions.

To adopt the perspective that a business must
be aligned to the needs of consumers to suc-
ceed is to adopt a marketing approach to
business. Further, to be successful in fulfilling
its purpose as a business, owners and manag-
ers must adopt a market-based management
philosophy as their driving motivating force.

In general, a philosophy is an integrated and
comprehensive viewpoint that serves as a
base or fundamental frame of reference for
one’s decisions and subsequent actions. A
business philosophy attempts
to combine everything we

Drucker understood that busi-
ness executives who ignore the critical im-
portance of customers to their business suc-
cess do so at their own peril. As Drucker put
it, “It is the customer who determines what a
business is. For it is the customer, and he
alone, who through being willing to pay for a
good or for a service, converts economic re-
sources into wealth, things into goods. What
the business thinks it produces is not of the
first importance — especially not to the future
of the business and to its success. What the
customer thinks he is buying, what he consid-
ers ‘value,’ is decisive — it determines what a
business is, what it produces and whether it

will prosper” (Drucker, The

know about the world and
business into one integrated
whole, and to identify general
principles to guide the
achievement of business suc-
cess. A market-based business
philosophy or management
philosophy is a guiding
world-view that attempts to

Marketing is more than
a function. It is the
whole business as seen
from the customer’s
point of view.
Executives that ignore
this point of view do so
at their own peril.

Practice of Management, Per-
ennial Library, 1986, P. 37).

Drucker was perhaps the
foremost advocate of market-
based  management.  For
Drucker, marketing is more
than a function, “it encom-
passes the entire business. It
is the whole business seen

understand the connection

between consumer sovereignty and business
success, and how to implement the best busi-
ness practices to maximize consumer satis-
faction and shareowner return on investment.

from the point of view of its
final result, that is, from the
customer’s point of view. Concern and re-
sponsibility for marketing must therefore
permeate all areas of the enterprise” (Drucker,
The Practice of Management, P. 39).
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Adopting a market-based management phi-
losophy entails the structuring of an organi-
zation around markets rather than products or
factories and the creation of an employee
culture that is responsive to customers and
changing market conditions.

Not only is a market-orientation needed to
direct shareholder resources effectively to
create value and earn higher profits, but value
creation can only occur by satisfying con-
sumers better than available alternatives.
Roger J. Best, Emeritus Professor of Market-
ing at the University of Oregon notes that
“Businesses with a strong customer focus not
only outperform their competition in deliver-
ing higher levels of customer satisfaction,
they also deliver higher profits in the short
run. A customer-focused business creates
greater customer value and

offering will quickly find themselves with a
diminishing revenue base and a deepening
cash-flow crunch that will force either a rapid
market readjustment that customers approve
of, or exit from the business.

To Be Market-Based Is To Be Marketing-
Based

A market-based business philosophy begins
with the axiom that the primary function of a
business is to provide solutions to consumers
in a manner that is profitable. It is the role of
entrepreneurs and managers to figure out how
to do that successfully.

This entrepreneurial function is essentially a
marketing function. Marketing provides a
unique perspective because it is outward fo-
cused towards markets and customers.

Marketing is the entrepreneu-

manages customer loyalty as
a way to create greater share-
holder value” (Best, Market-
Based Management, 4th Ed.,
Pearson Prentice Hall, 2005,
P. 6).

In summary, and in the words
of Harvard University mar-
keting professor Theodore
Levitt: “The first business of
every business is to get and
keep customers” (Levitt, In-
novation In Marketing,

Adopting a market-
based management
philosophy entails the
structuring of an
organization around
markets rather than
products or factories and
the creation of an
employee culture that is
responsive to customers
and changing market
conditions.

rial function of business that
creates need- and want-
satisfying services and prod-
ucts, and delivers them to

consumers. Almost every
marketing function — sales,
pricing,  promotion, new

product introductions, distri-
bution, service, customer re-
lationship management — re-
quires that close attention be
paid to the world that exists
beyond the boundaries of the

McGraw-Hill, p. 243). You do

this, as Peter Drucker points out,

by satisfying customers: “To satisfy the cus-
tomer is the mission and purpose of every
business...[and] any serious attempt to state
‘what our business is’ must start with the
customer, his realities, his situation, his be-
havior, his expectations, and his values”
(Drucker, Management, Harper & Row, 1973,
P.p. 79-80).

Companies that lack a market focus and
thereby fail to provide a desirable customer

business. In contrast, person-
nel management, finance, ac-
counting, research and development, data
processing, procurement, human resources,
and most other company functions are pri-
marily inwardly focused on events that occur
within the business. (See Steven P. Schnaars,
Marketing Strategy: A Customer Driven Ap-
proach, Free Press, 1991: P.p. 4-5)

Marketing is the link between the world and
the business enterprise. Its purpose is to en-
sure that the business is aligned to its defined
purpose. Its accountability at the highest level

You Don’t Have Any Internal Customers

© 2006, Barry L. Linetsky. All Rights Reserved 7



is to lead the allocation of capital and re-
sources to gain and retain customers while
earning a profit. To do this, marketing places
the customer at the centre, with all of the
firm’s resources and actions

"~ critical thinking about the values of consumer

segments and the best way to reach the most
promising consumers and influence their
buying decisions in favour of your company.

Some business philosophers,

oriented and aligned towards
profitably serving consumer
needs.

Steven Schnaars, marketing
professor at City University
of New York, in his major
study of marketing strategy,
describes  this  customer-
centric viewpoint: “At the
heart of this orientation is the

It is the purpose of
marketing to ensure that
the business is aligned to

its defined purpose. Its
accountability at the

highest level is to lead

the allocation of capital

and resources to gain ple, a carpet manufacturer
and retain customers.

like Peter Drucker, contend
that most businesses have at
least two customers. This
occurs in any situation where
the buyer is not the end con-
sumer, or where the distribu-
tion channel is independent of
the manufacturer. For exam-

may have both the building

marketing concept, which is
the most fundamental precept
in the discipline of marketing. It holds that a
firm should try to discover what consumers
want and make products to satisfy those
wants” (Schnaars, Marketing Strategy, P.7).”

It is the marketing concept, states Schnaars,
that infuses a business model or strategy with
a focus on customers, and “reinforces the idea
that customers for the firm’s products ulti-
mately determine whether a strategy was
brilliantly conceived or blindly concocted. It
is based on a simple proposition: a firm with-
out satisfied customers has little chance of

contractor and the homeowner

as its customers because both
have to buy if there is to be a sale. Similarly,
a manufacturer of branded consumer goods
has both the grocer and the consumer as cus-
tomers because “it does not do much good to
have the housewife eager to buy if the grocer
does not stock the brand” (Drucker, Manage-
ment, P. 81).

Whether or not one agrees with Drucker on
the specifics of who is the customer, it is clear
from the examples he provides that he be-
lieves customers are external to the business
and directly contribute to sales volume. It is

long-term success” (Scnaars, Marketing also clear that identifying the customer and
Strategy, P. 8). understanding “his realities, his situation, his
“Who Is the Customer?”’ behavpr, his i} f.:xpegt?ltlons,

Identifvine the richt and his values” is critical to
To adhere to a market-based CHUINZENE T2 business success.

approach means to be cus-
tomer focused. This begs the
question: Who is the cus-
tomer?

How the business answers

customers is critical to
business success, and
misidentifying
customers can be a fatal
strategic mistake.

The risk in misidentifying
one’s most promising custom-
ers and failing to be perceived
as a source of value to them is
that the business will fail to

this question is critical to how

it develops its business model, strategizes,
organizes, and allocates resources. Identifying
the right customers is critical to business suc-
cess, and misidentifying customers can be a
fatal strategic mistake. To do it right requires

fulfill its mission and purpose.
That’s why a market-based or customer-
driven business philosophy is a requisite
component — a fundamental pillar — of busi-
ness success. The success of a business de-
pends on, and has always depended on, at
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least an implicit understanding and imple-
mentation of the tenets of this philosophy.
While the presence of a market-based busi-
ness philosophy doesn’t guarantee business
success, the extent and degree to which it is
absent does guarantee business failure.

It would therefore be irresponsible for execu-
tives and managers to knowingly adopt and
promote business concepts and disciplines
that work to undercut or destroy the legiti-
mate foundations of business under the aus-
pices of enhancing business effectiveness. It
would be equally irresponsi-

mission and purpose of the business. And yet
many executives and managers today engage
in the harmful practice of misidentifying their
customers by promoting and fostering the
popular misconception that co-workers and
other non-customer stakeholders are really
customers.

The primary culprit in leading businesses
away from a proper focus on customers and
the marketing concept is the Total Quality
Management (TQM) movement, which re-
jects the traditional and common sense defi-

nition of customer as the

ble to assume responsibility
for leading and managing a
business without understand-
ing and taking seriously the
basic requirements for busi-
ness success. This includes
the need for a business to
adopt and adhere to a market-
based business philosophy
that recognizes the imperative

To the extent that
business executives fail
to adopt a market-based

business philosophy,
they ensure the
facilitation of significant
business failure and
destruction of
shareholder value.

buyer of a product or service,
and provides its own defini-
tion.

According to Lloyd Dabyns
and Clare Crawford-Mason in
their book Thinking About
Quality: Progress, Wisdom,
and the Deming Philosophy
(Times Books, 1994), “the
definition of customer ex-

to acquire and keep customers
by being the leading solutions
provider to its consumer segments.

To the extent that business executives fail to
adopt reality-based business models and
strategies that drive sales volume by appeal-
ing to consumer values, whether through ne-
glect, willful avoidance or a complete disdain
for critical thinking and logical integration,
they ensure the facilitation of significant
business failure and destruction of share-
holder value.

Internal Customer Is An Anti-Concept

One sure-fire way to dilute the proper
outward-looking focus of a business and to
circumvent a market-based business philoso-
phy is to fail to focus resources around gain-
ing and retaining customers. As Drucker put
it, to lack understanding about the customer,
his realities, his situation, his behaviour, his
expectations, and his values is to betray the

pands in most quality pro-
grams to include internal and external cus-
tomers. The external customer is fairly obvi-
ous: it’s whoever is paying the bill for the
product. The internal customer is whoever
depends on your work™ (p. 14).

It is this expansion of the definition of ‘cus-
tomer’ that is problematic because the new
definition subverts the interests of the busi-
ness and substantially reduces the ability of
businesses qua business to succeed. Further,
as we shall see, the definition of the “exter-
nal” customer as provided by the leaders of
the major TQM schools is anything but
“fairly obvious” and is assuredly not limited
to “whoever is paying the bill for the prod-
uct.”

Despite the widespread use of this new cus-
tomer terminology injected into business by
the TQM movement decades ago, we shall
see that the concept of ‘internal customer’ is
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incoherent as anything more than an ill-
conceived metaphor. But note that the TQM
advocates don’t mean it to be

shareholder value. It is proper for business

managers to design quality systems that link
the processes within an or-

a metaphor. The leaders of the
TQM movement assert a dif-
ferent and expanded meaning
to the use of ‘customer.’

In their attempt to redefine the
concept, they succeed in de-
stroying the concept by re-
moving the essential differ-
entiating element. They take a
valid concept and transform it

Many managers engage
in the harmful practice
of misidentifying their

customers by promoting

the notion that
coworkers and other
non-customer
stakeholders are really
customers.

ganization to create products
and services desired by cus-
tomers. It is not proper to
claim that these systems are
developed to serve customers,
and then assert that everybody
involved in or affected by the
system is a customer. This
literally makes the quality
system self-serving and an

into an anti-concept. To have

any meaning at all, the notion of ‘internal
customer’ must depend on the validity of the
concept ‘customer.” Yet once ‘customer’ is
redefined so that the essential act of purchas-
ing is removed, the original meaning of ‘cus-
tomer’ upon which the alleged new concept
depends is obliterated. As a result, this redefi-
nition does irreparable harm to the ability of
business managers to maintain their proper
market-based, customer-focused approach
because the link from the concept ‘customer’
to its distinguishing characteristics (a buyer,
purchaser) is severed.

From The Right Idea To The Wrong Exe-
cution

The basic underlying idea behind the notion
of “internal” and “external”

end-in-itself, and not an end
in pursuit of a valid business
objective. It effectively and literally renders
the purpose of TQM purposeless.

The basic extension of TQM principles under
the guidance of the marketing concept is ap-
propriate for every business organization, but
most companies in the 1980s, and perhaps
still, were operating under the more popular
production concept that espoused internal
operational efficiency at the expense of exter-
nal market-based operational effectiveness.
Executives and their consultant advisors ig-
nored the market-based teachings and warn-
ings of the likes of Peter Drucker, Theodore
Levitt, and Philip Kotler, and were instead
adopting the production efficiency philoso-
phies of the TQM gurus, such as Philip

Crosby, W. Edward Deming,

customers isn’t wrong when
put in the proper business
context. But as advocated by
the TQM movement, it was
wrong both in its context and
execution. The correct context
is that to be more customer-
focused or market-driven as

The primary culprit in
leading businesses away
from a proper focus on
customers and the
marketing concept is the
TQM movement.

and Joseph M. Juran, who
packaged their products in
market-based language but
failed to maintain the con-
ceptual links, thereby sever-
ing the tie to consumer sover-
eignty. Ironically, the
systems-thinking-based inte-

an organization, employees

need to work better together within defined
management systems to create and deliver
value to consumers. The proper focus is on
the efficiency and effectiveness of the value-
chain to enhance the creation of customer and

grated approach advocated by
the quality adherents was disintegrated from
the more fundamental need for business proc-
esses to be connected to customers and mar-
kets.

You Don’t Have Any Internal Customers
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As competition from Japan was becoming
intense in the late 1970s and throughout the
1980s, too many North American companies
were doing business as usual,

breachable connection between the marketing

concept and the quality concept. It is almost
certain that their CEOs and executives were
equally uninterested in a

which meant managing the
business and allocating re-
sources  with  insufficient
knowledge about the values
of their customers. The mes-
sage from Drucker and Levitt
in the 1950s and 1960s was

The TQM definition of
‘customer’ subverts the
interests of the business
and substantially
reduces its ability to
succeed. tions that

philosophically integrated
approach to business and to
ensuring an unbreached ad-
herence to the marketing con-
cept. What was valued and
sought were pragmatic solu-
would achieve

that the purpose of a business
is to create customers, which
means delivering products and services that
consumers will buy. The message from
Crosby, Juran, and Deming was that custom-
ers desire quality, and that better internal
processes will reduce product defects and
operating costs, which will lead to higher lev-
els of customer satisfaction and enhanced
business success.

As the Japanese and the Pacific Rim countries
became more competitive by focusing on
marketing basics, North American companies
struggled to compete effectively in their home
markets. The secret to Japan’s competitive
success was perceived to be their immense
superiority  in  providing

quick improvement results.

The message from both the Marketing advo-
cates and the Quality advocates was that
businesses could, and should, do better. But
the two positions are compatible if, and only
if, the focus on quality supports the marketing
concept under a market-based business phi-
losophy. Absent of this, an internal focus on
process improvement to drive operational
efficiencies is deadly poison, as thousands of
prominent companies would soon learn
through the 1980s and 1990s, and continue to
learn today.

Quality improvement did make businesses
more competitive and certainly enhanced the
customer value equation, but it

manufactured goods of higher
quality and fewer defects than
their American competitors.
In the struggle to compete,
American companies rushed
to copy the Japanese by im-
plementing their total quality
management techniques and
focusing on improving the
quality of their existing of-
ferings.

It is not proper to claim
that quality systems are
developed to serve
customers, and then
assert that everybody
involved in or affected
by the system is a
customer. It effectively
renders the purpose of
TQM purposeless.

succeeded only to the extent
that the quality improvements
were desired by customers as
reflected in their purchasing
behaviour. This is an impor-
tant point, because businesses
were being told by leading
academics, management gu-
rus, politicians, trade organi-
zations and the popular press
that the solution to the West-
ern business crisis was to im-

It is almost a certainty that the

practitioners implementing the TQM concepts
and attending TQM seminars assumed a
short-term tactical approach rather than
longer-term strategic approach to quality im-
provement, and failed to understand the un-

prove product quality. In fact,
product quality can only be beneficial when it
is congruent with the marketing concept.

You Don’t Have Any Internal Customers
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Inventing Customers Where None Exist

Throughout the 1980s, North American com-
panies focused heavily on improving manu-
facturing processes and product quality, and
made significant strides by introducing the
tools and concepts of TQM. For the most
part, the orientation was internal, with a shift
over the years from quality being defined
internally based on conformity to specifica-
tions, to quality being defined by customers.

By the 1990s, the emphasis on service quality
was in high swing. This was a positive shift
towards recognition of the veracity of the
marketing concept and the importance of fo-
cusing on the needs of consumers. Much of
this shift was influenced by

To One Future: Building Relationships One

Customer At A Time (1993).

Instead of executives driving business deci-
sions from boardrooms, the message was that
customers should be driving decisions; that
customers acting in their own self-interest
define the value of the marketing proposition
being offered. Realigning all assets of the
business around the creation of perceived
customer value in order to generate share-
holder value meant a whole new way of
thinking about business for most executives —
a paradigm shift in thinking. For example,
businesses were organized vertically into op-
erational silos, but customers didn’t care

about that. It was the compa-

Tom Peters and Robert Wa-
terman Jr.’s In Search of Ex-

cellence (1982) and Jan
Carlzon’s Moments of Truth
(1989).

It became generally accepted
that managers should strive to
move their business models
along the continuum from
internally focused to

Product quality can only
be beneficial when it is
congruent with the
marketing concept. But
absent of this, an
internal focus on process
improvement to drive
operational efficiency is
deadly poison.

ny’s problem to figure out
how best to align its assets to
create a viable customer value
chain. The only thing that
consumers had to decide was
how to vote with their dollars.

The problem of winning cus-
tomers and earning revenues
in an emerging world of
heightened  competitiveness

customer-focused. ~ Mission

statements were being re-written to demon-
strate a market focus orientation, organization
charts were being drawn with the customer on
top to illustrate the intention that the company
reports to the customer who is boss, and cus-
tomer listening mechanisms and metrics were
put in place to try to understand customer
values and operationalize processes to meet
and exceed their expectations — to develop
and deliver the “wow factor” that could create
customer loyalty and competitive advantage.
There was a general recognition that business
success requires the delivery of the best value
proposition to customers given all available
alternatives. Don Peppers and Martha Rogers
kicked-off the customer relationship man-
agement decade of the 1990s with The One

and quality improvements
meant figuring out how to in-
novate to provide increased value to custom-
ers. The employees who knew the most about
what customers liked and disliked about the
current offering were those on the front-line
who interfaced with customers daily. For
them to deliver top quality products and
services to customers, they needed the sup-
port of management to create appropriate and
integrated processes throughout the company.
That was the thinking behind the inverted
pyramid organization chart, which illustrates
the idea that the role of managers is to sup-
port the front-line. Along with this notion
came the excellent customer-focused slogan:
If you’re not serving a customer directly, you
had better be serving someone who is.

You Don’t Have Any Internal Customers
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For years in the late 1980s and throughout the
1990s management consultants and HR de-
partments made themselves busy helping em-
ployees understand their place in the value
chain and how to best serve their fellow em-
ployees. The intended objective was to create
memorable customer experiences that would
result in satisfied customers who would
spread positive “word of mouth” endorse-
ments about the company and thereby create
additional business opportunities.

It was from this notion of building what we
would now call value-chains, and under-
standing the service demands

AN

was a customer. Also, any demand made by
any person upon any employee was consid-
ered to be a customer demand. A customer
was now defined by the act of expressing a
need with the expectation of it being fulfilled.

Millions of new “customers” were defined
into existence.

The Quality Movement Destroys The Mar-
keting Concept

As energy prices soared in the late 1970s and
American industry faced a dual crisis of re-
cession and an inability to provide consumers

with products they preferred

and quality requirements of
each person in the flow of
work and how best to satisfy
their needs so that ultimately
the customer will be highly
satisfied, that the notion of
serving ‘internal’ customers
was developed.

To communicate the basic

Employees were taught
that anyone to whom
they provided a service
or a benefit was a
customer, not just
buyers. Millions of new
customers were defined
into existence.

over foreign imports, the wis-
dom of the sages was that
America faced a crisis of
quality. This was true, but as I
have tried to demonstrate, it
represented a narrow perspec-
tive that missed the wider
context. What America and
other free-market economies

and important economic con-

cept of creating wealth through production by
means of cooperation and the division of la-
bour, which is what goes on within profitable
organizations and what the value-chain con-
cept is all about, the “total quality” peda-
gogues developed methodologies to indoctri-
nate employees that everybody along the
chain both is, and has, a customer.

Those that dealt directly with customers and
others not on the company payroll were said
to have “external” customers, and those that
provided services to people that worked for
the company had “internal” customers.

Where employees understood that a customer
was someone who purchased goods or serv-
ices from a company and was a source of
revenue, the new concept excluded the fun-
damental notion of monetary exchange. Em-
ployees on mass were taught that anyone to
whom they provided a service or a benefit

faced was a management cri-
sis caused by a refusal to ac-
knowledge the purpose of business and the
role of business philosophy in the successful
creation of wealth. And yet the answer to the
problem was there before them, but for the
most part was neglected. The antidote existed
in the writing of two well respected but un-
fashionable  old-school thinkers: Peter
Drucker and Theodore Levitt. Throughout the
1980s North American businesses perceived
that they were suffering a narrow crisis in
manufacturing, not a wider and more funda-
mental crisis brought on by a failure in busi-
ness philosophy and marketing.

To make things worse, a crisis in confidence
in the efficacy of free-markets to create
wealth and economic prosperity was in full
swing, and it appeared that the Japanese
model of economic planning and political
statism was proving to be more effective than
the American free-market model. So to be
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pragmatic, when it came to the realm of ideas
and intellectual guidance, it was a case of out
with tired voices in support of free-minds and
free-markets, and in with the fashionable
theories more compatible with the central
economic planning models of

The Art of Making Quality Certain, which his

publisher calls “The book that led America’s
Quality Revolution.” In 1979 he formed PCA,
Inc., a quality training and consulting com-
pany that by 1988 was publicly traded and
operating internationally in a

the East.

The new came in the form of
three leading quality gurus
who would save the Western
world from its misguided
business myths and lead it out
of its management and indus-
trial crisis. The big three were
Philip B. Crosby, J.M Juran,

Crosby, Juran & Deming
made exceptional
contributions to the
creation of wealth and
the improvement of
human life. But there is
also a dark side to the
TQM story.

dozen languages.

Crosby’s books are filled with
good management advice
based on his extensive busi-
ness experience, and for the
most part he is clear that the
customer is external to the
organization and central to
business success, that man-

and W. Edwards Deming.

These three had a lot to offer and teach about
the philosophy of total quality control and its
application to business, and to that extent they
assuredly did make exceptional contributions
to the creation of wealth on this planet and
the improvement of human life and well-
being. There is much virtue and management
wisdom to be gained from each.

But there is also a dark side to the TQM story.
Many of the shortcomings of the implemen-
tation of their ideas rest not in their intentions
or scientific techniques of improving quality
and reducing product defects to lower costs,
add value and increase profits, but rather, in
the extent to which important

agement is accountable for
figuring out how to get the company focused
on the customer and figuring our what cus-
tomer segments want; and finally for organ-
izing and running the organization so that it is
able to flourish and be “eternally successful.”
The latter, says Crosby, requires management
policy to be constructed around the following
five characteristics:

* People do things right routinely
* Growth is profitable and steady
* Customer needs are anticipated
* Change is planned and managed, and

* People are proud to
work there.

aspects of what they advo-
cated undermined a proper
market-based approach to
business. These failings of the
TQM philosophy continue to
reap untold destruction of
shareholder value and lost
opportunities to this day.

What TQM Teaches Us

These failings of the
TQM philosophy
continue to reap untold
destruction of
shareholder value and
lost opportunities to this

day.

For the most part, Crosby’s
major writings are consistent
with the marketing concept,
but for some reason, even the
best of the TQM pedagogues
perceive the need to expand
the concept of customer be-
yond its essential characteris-

About Customers: Crosby

The late Philip B. Crosby (1926-2001) was
the author of numerous books on quality,
including the 1979 best seller Quality Is Free:

tics, and thereby destroy the
concept they deem to be so critical. Crosby
states that “Customers, traditionally, are the
ones who pay money to an organization for
its products and services” (Crosby, Running
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Things: The Art of Making Things Happen,

New American Library, 1989; P. 153).

Consistent with other leaders of the TQM
movement, Crosby is eager to overthrow tra-
ditional or conventional thinking about cus-
tomers by advocating that the concept should
also include employees: “Inside any organi-
zation, every person has a customer. It may
not be the final one who gets the package. It
can be the person at the next desk. It can be
the person across town or across the nation.
All of us need to identify our customers and
make certain that we are satisfying them”
(Crosby, Running Things, p. 183).

By removing the essential aspect of custom-
ers as buyers or purchasers,

and services is the raison d’etre of an organi-

zation. By providing ever-improving services
and products, an organization develops loyal
customers” (P. 8).

Deming taught that “the consumers are the
most important part of a production line”” and
that “meeting and exceeding the customers’
requirements is the task that everyone within
an organization needs to accomplish” (see
“Deming’s Message” at http://www.hkbu.
du.hk/~samho/tgm/tqmex/deming.htm).

Also, according to the Ohio Quality and Pro-
ductivity Forum, a coalition of six company
teams from southwestern Ohio dedicated to
promoting the teachings of Deming, he em-

phasized the importance of

Crosby destroys the concept
that he holds so central to his
own business philosophy and
thereby tragically undercuts
the stated purpose of his life’s
work: helping companies to
ensure that they prosper by
serving customers.

What TQM Teaches Us

For the most part Crosby
is consistent with the
marketing concept, but
for some reason he feels
the need to expand the
concept ‘customer’
beyond its essential
characteristics.

teamwork and creating a win-
win environment in all
customer-supplier  relation-
ships. They write: “The
Deming principles emphasize
the importance of the cus-
tomer and supplier working
together to develop opera-
tional definitions of product

About Customers: Deming

Another leading philosopher of the Total
Quality movement was W. Edwards Deming
(1900-1993). Born in Iowa, he studied
mathematics and engineering and earned his
Ph.D. in physics at Yale. After World War 1I
he helped the Japanese with their recovery
plans by training industrialists to build com-
petitive enterprises with a focus on statistical
quality control and management techniques,
not just increased production.

As with Crosby, the TQM philosophy of
Deming begins with a close kinship to the
marketing concept. “Deming’s philosophy,”
writes Rafael Aguagyo in Dr. Deming: The
American Who Taught the Japanese About
Quality (Fireside, 1991), “calls for organiza-
tions to produce products and services that
help people live better. Providing those goods

characteristics important to
the customer. Deming also em-
phasizes the need for the supplier to innovate
in anticipation of the customer’s needs.... In
the marketplace, the organization that delivers
value, innovates and provides goods and
services that surprise and delight the customer
will have the best chance for long-term suc-
cess (OQPF, “Deming’s Point Seven: Adopt
and Institute Leadership,” at
http://ogpf.com/download/demings

_point 7.html)

It appears from the OQPF interpretation of
Deming that he very much supports and en-
dorses a market-based business philosophy
under which his quality philosophy fits. The
paragraph above refers to the customer in the
traditional manner as the source of revenue
contribution, implying that the supplier and
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its network of suppliers act as supply chain
partners to create value for the customer. If
only it were so.

The OQPF notes that Deming “depart[s] from
the typical view that a cus-

\\\{\\

N

What TQM Teaches Us About Customers:
Juran

Based on the literature reviewed, the person
that provides the most insight into his think-
ing about the TQM concept of

tomer is the final purchaser or
potential purchaser of the or-
ganization’s product or serv-
ice. In the new perspective,
each employee also has ‘in-
ternal’ customers, the recipi-
ents or users of his or her
work. In this context, each

person is both a supplier and a

From Deming’s
perspective, every
employee is both a

supplier and a customer
within the firm. This

renders his theory of the

business unintelligible.

the customer is J. M. Juran.
His view is more explicit than
the others simply because he
wrote about it more openly.
But given that there is no
apparent fundamental dis-
agreement among Juran,
Deming and Crosby that the
traditional dictionary defini-

customer within the organiza-

tion. Improving the quality of work delivered
by each supplier to each customer reduces
waste and allows the delivery of a quality
product to the marketplace at a competitive
price.”

Deming’s concept of customer is subject to
the same criticism as applies to Crosby.
While his intentions appear noble, the refor-
mulation of the customer concept destroys the
essentials of the valid concept, and if applied
consistently, renders his theory of the busi-
ness unintelligible. Why? Because when he
speaks of serving the customer, by his own
definition, he cannot restrict

tion of ‘customer’ is too con-
fining to serve the needs of the TQM philoso-
phy, the criticism addressed towards Juran is
equally applicable to Deming and Crosby.

Juran is often recognized as the “father” of
quality because of his pioneering work mov-
ing quality beyond statistical control into a
broader systematic methodology and operat-
ing philosophy. He is also credited with hav-
ing conceptualized the Pareto principle, more
commonly known as the 80/20 rule. He has
written numerous books providing step-by-
step methodologies for breakthrough quality
improvement. In 1979 he founded the Juran

Institute to disseminate tools

this to consumers who con-
tribute to the company’s sales
revenues. Every employee is
also deemed to be a customer
of the firm. Whenever Dem-
ing refers to customers, he is
referring to the rotal set of
customers. If that was not his
intention, then there would
have been no need to broaden
the traditional definition of

There is no fundamental
disagreement among
Juran, Deming and
Crosby that the
traditional dictionary
definition of ‘customer’
1s too confining to serve
the needs of the TQM
philosophy.

and techniques for managing
quality.

Like others in the quality
movement, Juran appears to
position his focus on quality
within the context of a
market-based purpose of the
business. Achieving quality,
he said, “involves finding out
what the customers need. And

the concept.

who are the customers? How
can we design our goods and
services to respond to those needs? How can
we produce those goods and services using
the proper technology?” (quoted in Lloyd
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Dobyns & Clare Crawford-Mason, Quality /

Or Else; Houghton Mifflin, 1991, P. 70).
But this appearance of quality

Juran’s definition of the customer fails to pro-
vide businesses with any guidance at all.
Why? Because almost every-

being focused on the overall
business purpose and serving
the marketing master is illu-
sory and self-consciously
deceptive on Juran’s part. The
marketing concept is not in-
herent to Juran’s quality phi-
losophy, and is in fact anti-
thetical to it. Juran is explicit

This appearance of
quality being focused on
the overall business
purpose and serving the
marketing master is
illusory and self-
consciously deceptive
on Juran’s part.

body is considered to be an
external customer, including
both product users and non-
users. The categories of ex-
ternal customers are for all
intents and purposes unlim-
ited, and would include those
that Juran names and others,
including politicians, gov-

about this matter.

Juran teaches that “A customer is anyone who
is impacted by the product or process. Cus-
tomers can be external or internal.” He then
defines external and internal customers as
follows:

“External Customers. These are impacted by
the product but are not members of the com-
pany that produces the product. External
customers include clients who buy the prod-
uct, government regulatory bodies, and the
public (which may be impacted due to unsafe
products or damage to the environment).”

“Internal Customers. They are impacted by
the product and are also members of the com-
pany that produces the product. They are of-
ten called “customers” despite the fact that
they are not customers in the dictionary sense,
that is, they are not clients.” (J.M. Juran, Ju-
ran on Quality By Design, Free Press, 1992:
P. 8).

ernment bureaucrats, teachers,
emergency services personnel,
shareholders, journalists, garbage collectors,
advertising agency staff, telephone company
employees, welfare recipients, etc.

For example, Juran writes, “Any major proc-
ess affects numerous customers. Often the
number is so great that it is necessary to pri-
oritize — to allocate the available resources in
accordance with the significance of the im-
pacts” (Juran, Juran On Leadership For
Quality, P. 90). One might think that Juran is
talking about segmenting customers and ap-
plying resources based on lifetime customer
value or some other modern marketing CRM
concept. But this isn’t the case.

For Juran and his followers in the TQM
movement, the number of customers is “so
great” that Juran advocates classifying them
into two groups: “the vital few” and “the use-
ful many.” The vital few are the “relatively
few, each of whom is of great

With this in mind, let’s return
to Juran’s important ques-
tions. He says that achieving
quality involves finding out
what the customers need, de-
fining who the customers are,
and determining how to de-

Juran’s definition of the
customer fails to provide
businesses with any
guidance at all because
almost everybody is
considered to be an
external customer.

importance to us.” The useful
many are a ‘“relatively large
number of customers, each of
whom is only of modest im-
portance to us.” Juran presents
the chart below showing that
the vital few constitute the
majority of sales, citing the

sign goods and services to
respond to those needs.

pareto principle that “in any
population which contributes to a common
effect, a relative few of the contributors ac-
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count for the bulk of the effect” (Juran, Juran
On Quality By Design, p. 508).

100 Useful
Many
Percent
Vital
0 Few
Customers Sales

Pareto analysis of customers and sales volume as
portrayed in Juran On Leadership Quality, P. 91.

“The vital few customers are usually easy to
recognize,” he writes. “Obvious examples
include large buyers of a

favourably influence that they are thereby

customers around which the business must
focus value creation.

Juran also fails to provide any explanation or
criteria by which to differentiate the vital few
from the useful many. Given that constituent
groups such as senior managers, government
regulators, labor union officials, and influen-
tial members of the media do not fit the crite-
rion of contribution to sales volume, no ob-
jective method for inclusion can be cited, and
none is.

According to Juran, addressing the question
“Who are the customers?” also requires iden-
tifying “the key interfaces.” Why? Because
they too are customers. It appears that the
“useful many” includes every-

body except those included in

company’s products, senior
managers, whether internal or
external, and those who repre-
sent powerful forces with
which we must reach an ac-
commodation (e.g., govern-
ment regulators, labor union
officials, and  influential
members of the media)” (Ju-
ran, Juran on Leadership For

It doesn’t follow from
the fact that there are
important constituents
business leaders must
identify and influence
that they are thereby
customers around which
the business must focus
value creation.

“the vital few,” regardless of
whether they actually contrib-
ute to sales volume. Here is a
sample of others whom Juran
classifies as customers. He
begins with external organi-
zations.

“When the customer is an
organization it is likely that
the customer is also a cast of

Quality, P. 91).

It is important to note that Juran begins his
dissertation on this topic by indicating that
the “relative few” are the 20% of customers
that contribute to 80% of sales as illustrated
in the diagram he provides. In fact, that group
of customers includes both “internal” and
“external” customers. Are these broad con-
stituent groups (e.g., government regulators,
labor union officials, influential members of
the media) important to the successful func-
tioning of a business? Under certain circum-
stances they can be. Are they customers that
contribute to 80% of the sales volume as Ju-
ran proposes? Certainly not. It doesn’t follow
from the fact that they may be important con-
stituents business leaders must identify and

characters. Those who sell
supplies to hospitals soon learn that their
customers include the hospital administrator,
the purchasing director, the quality director,
various heads of specialized departments
(e.g., pharmacy, X-ray, histology, and cardi-
ology), and various professionals (e.g., physi-
cians, surgeons, and nurses). All have needs,
and all have some degree of influence on
what is to be bought, and from whom. Obvi-
ously, the ‘cast of characters’ concept also
applies to internal organizations” (Juran, Ju-
ran on Leadership For Quality, P. 92).

He then moves on to “internal customers”
which includes “the managers of the affected
departments. Their influence on quality is
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considerable. Internal customers also include
the work force. Individually they are among
the useful many. Collectively they are one of
the vital few” (Juran, Juran on Leadership
For Quality, P. 92).

meet those goals? Under the heading “Les-
sons for Quality Planners,” here is his advice:

“Clearly quality planning will be deficient if
the knowledge of customers’ needs is defi-
cient. The quality planners

Not to be left out are ‘con-
sumers’, which “are a vital
category of useful-many cus-
tomers.”

Also, employees are consid-
ered by Juran to be their own

Employees are
considered to be their
own customer, in
essence, handing off
one’s work to oneself.

must accept the reality that in
a competitive society the
customers have the last word.
The customers’ needs may be
unstated; they may seem ‘un-
real.” Yet the customer needs

customer! For example, when

a person does more than one step in a process,
in essence handing-off one’s work to oneself,
“that person becomes his or her own cus-
tomer, over and over again.” As an illustrative
example, Juran notes that ‘“craftsmen who
make a complete product from basic materials
are their own customers, over and over again”
(Juran, Juran On Leadership For Quality, P.
98).

It is no wonder that for people exposed to the
TQM customer concept, identifying the cus-
tomer is so difficult and confusing! The con-
cept as advocated by TQM appears to be
without limits. Everybody can be a customer,
and customers can simultaneously be both
part of the “vital few” and the “useful many.”

With the groundwork now set out for busi-
ness leaders to identify and define who their
customers are — purchasers,
consumers, the public, em-

must be discovered, and they
must be acted on” (Juran, Juran On Leader-
ship for Quality, P. 97).

The only reasonable conclusion that any
business entrepreneur or executive manager
can reach if he or she attempts to take Juran
seriously, is that such a task is impossible and
should immediately be abandoned. It is be-
yond human capability to be anything but de-
ficient in discovering and satisfying the needs
of customers as conceived and endorsed by
Juran. With such a diverse and large set of
‘customers’, what can it mean to say that
“customers have the last word”? Surely they
can’t all have the last word!

Juran’s quality philosophy, as it pertains to
customers, is at root inappropriate in a busi-
ness environment where the ongoing exis-
tence of the company and the employment of
its workers depends on winning consumer

goodwill rather than political

ployees (individually and
collectively), government
regulators, the media, labour
unions, and anyone else that
may have “needs...and...
some degree of influence on
what is to be bought, and
from whom,” — what are the

It is no wonder that
people exposed to the such
TQM customer concept
are confused. The
concept as advocated by
TQM appears to be
without limits.

goodwill. For executives with
the responsibility to lead in
competitive  environ-
ments, adopting the TQOM
customer philosophy as a
means to enhance customer
and shareholder value is mis-
guided. Unfortunately, it leads

lessons for quality planners?

What advice does Juran have for those ac-
countable for establishing quality goals and
developing the products and processes to

managers who pursue the
great achievement of ability
that profit represents and who value the crea-
tion of shareholder and societal wealth, to
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unsuspectingly act in opposition to those val-
ues.

Spreading The Internal Customer Gospel

By the mid-1980s businesses across North
America began to adopt the TQM concepts
upon which the success of

/ tional definition of customer to include em-

ployees and other non-customer groups is that
“real” customers have been denied their
proper standing and respect within the
framework of a valid theory of the business.
Crosby, Deming and Juran are all in agree-

ment that the attention and

Japanese firms was allegedly
based. Customer identification
exercises were implemented
in which basic business proc-
esses were mapped to help
employees identify all of their
customers and their needs.
But in the process of identi-

With such a diverse and
large set of ‘customers’,
what can it mean to say
that “customers have the
last word”? Surely they
can’t all have the last
word!

reverence heretofore reserved
for customers and the role
they play in the allocation of
scarce economic resources
should be extended to the
multitudes based on their
“need,” and that doing so is a
prerequisite for business suc-

fying one’s customers, the
irrationality of the theory and
contradictions in the method were exposed.

It didn’t take long before the debates began
internally as to who was “really” an internal
customer and who wasn’t. Was everybody
within the company an “internal” customer?
Or was it just the next person that one’s work
was provided to as it progressed along the
value-chain to the ultimate moment of truth?

What we hear in most companies is that an
“internal” customer is anyone within the
company who issues a request to anyone else
in the company. The nature of
the request appears to be ir-

CESS.

Prior to the total quality philosophy being
rolled out from the executive suites, employ-
ees had been taught what was widely ac-
cepted throughout the world of business: that
the “customer is king,” that “our purpose is to
serve the needs of our customers,” that “our
customers sign our pay cheques,” that “the
customer is always right,” etc. Now employ-
ees were being told that to enable the business
to compete more effectively and become
more successful, the definition of who the
customer is needed to be redefined and ex-
panded.

No longer was there just one

relevant in assigning the
‘customer’ designation; the
request doesn’t need to have
any bearing or connection to
enhancing the creation of
value for the “real” customer.
The employee for whom one
fulfills a request or is the re-
cipient of one’s work is, at
that point in time, one’s cus-
tomer.

The quality movement
didn’t create a clear
hierarchy of customers
in terms of priority or
value. In fact, “real”
customers have been
denied their proper
standing and respect
within the framework of
a valid theory of the
business.

group of customers, but now
there were multiple customers
categorized into two broad
group: “internal” and “exter-
nal.” In general, the internal
customers were to serve the
external customers, but very
few internal customers had
actual external customers. In-
stead, they had other internal
customers, which is where
most employees were to focus

The quality movement didn’t
create a clear hierarchy of
customers in terms of priority or value. In
fact, explicit in the act of altering the tradi-

their efforts. But after all of
the customer identification and process map-
ping exercises were completed, it was clear
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that the new answer to the question “who is
the customer?” wasn’t the paying customer
nor the employee that receives one’s work: it
was “everybody!”

/ It is difficult to succeed in business under the

best conditions because business success re-
quires the difficult task of aligning resources
to deliver something that

From the employee perspec-
tive, the new mandate from
the executive suite was that
everybody is to be treated
with the respect due to cus-
tomers because anybody
making a request upon one’s
time and resources is a cus-
tomer. To demonstrate the

The new mandate was
that everybody was to be
treated with the respect
due to customers
because anybody
making a request upon
one’s time and resources
Is a customer.

customer’s value and will pay
for at a price that generates
business profits. Success re-
quires the utmost adherence
to business and economic
principles  discovered and
verified empirically over time.
The marketing concept is one
of those principles. It was

appropriateness of such a

philosophy, one just had to read any of the
TQM gurus, because all were in agreement on
this issue. The appeal to authority was diffi-
cult to resist. After all, Deming and Juran
were invited to Japan by the Japanese after
World-War II and were responsible for
teaching them the basic principles of quality
control that were now responsible for the in-
creasingly uncompetitive state of American
industry, so surely they must be right!

Along with this new customer philosophy
came an important corollary and unintended
consequence. If everybody making a request
of any kind upon an employee is a customer,
then any request made by an employee is the
request of a customer, and it

widely known and understood

prior to the introduction of the
TQM philosophy in North America. The
TQM philosophy talked as if the marketing
concept was axiomatic — as if the creation and
delivery of customer value to create and re-
tain customers while earning a profit was
fundamental — but in practice guaranteed its
failure by destroying the concept “customer”
upon which the marketing concept depends.

So if it is difficult to succeed in business un-
der the best conditions because of the diffi-
culty of aligning resources to the realities of
the marketplace, imagine how much more
difficult it is when the “experts” advocate the
abandonment of a fundamental premise of
business success, namely cus-
tomer focus, and replace it

deserves a response appropri-

ate to a customer: quick, ac- The TQM ph}losop i with severe - customer frag-
curate, and meeting or ex- talked as if the mentation.

ceeding expectations. And marke;tmg ?Oncept_ YRR Is Marketing Needed in a
anyone who fails to live up to axiomatic, but in TQM World?

those standards is guilty of
failing to provide high quality
service. Employees and their
managers worked hard to cre-
ate strong internal customer-
service cultures, where em-

practice guaranteed its
failure by destroying the
concept “customer”
upon which the
marketing concept
depends.

Under the TQM management
philosophy as advocated by
the likes of Crosby, Deming,
Juran and their legion of fol-
lowers, a customer is every-
one who is impacted by the

ployees were focused on un-
derstanding the needs of, and
serving, each other.

business, the product, or the
process. Revenue and sales volume contribu-
tion are not deemed to be essential attributes
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of the concept ‘customer,” nor even of the
concept ‘external customer.’

With the purpose of quality planning and
TQM being the satisfaction of customer needs
and wants, what does cus-

AN

Another reason I speculate marketing is un-
important within Juran’s business framework
is that marketing focuses on a very narrow
segment of TQM’s customers, namely those

with intent to purchase, and

tomer satisfaction mean to
adherents of the TQM phi-
losophy? As Juran sees it,
“Customer satisfaction is a
result achieved when product
features respond to customer
needs. It is generally synony-
mous with product satisfac-

Juran’s perception of
business purpose and
operations management
appears to be devoid of
a role for marketing in
the operations of the
company.

this segment is only worthy of
additional attention because it
is one among the many “vital
few” customer groups. Mar-
keting has very little, if any-
thing, to contribute to the
multitudes of ‘internal’ and
‘external’ customers that don’t

tion. Product satisfaction is a
stimulus to product salability.
The major impact is on share of market, and
thereby on sales income” (Juran, Juran on
Quality by Design, Free Press, 1992, P. 7;
italics in original).

Juran’s perception of business purpose and
operations management appears to be devoid
of a role for marketing in the operation of the
company. Quality Planners are assigned ac-
countability for identifying customer needs
through market research, and for ensuring
that product features are aligned with those
needs. The marketing function is given no
explicit role in the process of “stimulating
sales.” Consumers are believed to make their
choices based on superior design and benefits.
This paradigm reflects the

generate sales volume, yet
these are customers that the
TQM philosophy asserts management must
satisfy to positively impact market share and
sales income. Marketing is likely limited to
the narrow functional role of supporting the
“stimulation” of sales by obtaining adequate
product/service distribution or availability
and creating awareness through advertising.

Clearly this view of business and marketing is
antiquated and incompatible with doing busi-
ness in a modern market economy. Marketing
is only a requirement where there exists free-
dom of competition. Where competition is
severely restricted or prohibited by govern-
ment intervention, there is no need for
market-based management and a consumer-

orientation for business to

old-fashioned and mythical
production model where the
best mouse trap wins. Under
this paradigm, there would be
no role for marketing, which
is seen as an unnecessary
expense to the business. The
business creates a product that
it thinks consumers will de-
sire, and when the consumer

Marketing has very
little, if anything, to
contribute to the
multitudes of ‘internal’
and ‘external’ customers
that don’t generate sales
volume. It’s role is
limited to the
“stimulation” of sales.

succeed because government
decree, not consumer sover-
eignty, directs the allocation
of resources and goods pro-
duction.

The TQM customer philoso-
phy, with its focus on satisfy-
ing and serving the needs of
myriad groups of customers —

sees the product and appreci-
ates that it fulfills a need they
have, they are “stimulated” to buy it.

“internal,” “external,” “the
vital few,” “the useful many,”
“consumers” — and their sub-

group constituents, is only appropriate for
businesses where success is dependent on po-
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litical favoritism and the suppression of con-
sumer sovereignty. In a predominantly free-
market society, where businesses are required
to innovate and win customers in open com-
petition, boards and executives would be re-
miss to confuse the TQM concept of
customer-centricity as advo-

tion of wealth through voluntary trade. Cus-
tomers determine the price they will pay for
the goods and services they receive, and profit
represents the value in monetary terms of the
perceived benefits customers receive relative
to the available alternatives. Profits are the
mechanism by which entre-

cated by “the world’s premier
expert on quality,” with the
real thing.

In addition, all kinds of gov-
ernance, conflict of interest,
and moral hazard issues arise
when businesses organize and
empower individual workers
to serve and incent non-

Boards and executives
would be remiss to
confuse the TQM
concept of customer-
centricity as advocated
by “the world’s premier
expert on quality” with
the real thing.

preneurs, capitalists and con-
sumers allocate scarce eco-
nomic resources to Wwhere
they provide the most value.
In this way, profits measure
value creation, and direct
economic activity towards its
optimal utility. Customer sat-
isfaction in a free-market is

consumer segments identified

by Juran and to treat them as customers. The
reason for this is that serving these ‘custom-
ers’ often conflicts with the needs of the busi-
ness and the desires of the business owners.

Quality Has No Intrinsic Value

The special status that consumers acquire in
the achievement of business success via their
role as buyers of goods and services — as
customers — does not appear to be appropri-
ately recognized and acknowledged within
the TQM framework. The TQM position is
that the traditional concept of the customer is
too narrow to properly serve

measured by sales and the
price consumers are willing to
pay. It is a measure of the ability of manage-
ment that they are able to create and capture
value as measured by added economic value
in the form of profits over and above their
cost of capital. This is the full context of what
it means to say that the purpose of a business
is to maximize profits. The value of quality
must be measured within the context of the
business and consumer desires. Companies
can go out of business very fast if they deliver
product or service quality beyond what the
customer is willing to pay for, and without
regard for the creation of

the interests of quality im-
provement through the crea-
tion of quality processes and
systems. What Juran and oth-
ers appear not to fully under-
stand, although they claim to,

In a market economy,
delivering customer
value and long-term

shareholder value is the
end goal. Quality as

profit.

An obsession for quality is
neither the purpose nor goal
of business. That obsession
should be directed more
broadly at the creation of prof-

is that quality is only a means creatqd by quality its through satisfied and loyal
to an end, not an end in itself. systems 18 Onlyda MEans ., ,stomers. In this sense, the
to an end.

TQM customer philosophy

In a market-economy, deliv-
ering customer value and
long-term shareholder value is the end goal.
Quality as created by quality systems is only
a means to the end of increasing human well-
being and happiness as measured by the crea-

appears to want to metaphori-
cally cut off its nose to spite its face, to treat
the special status of the sovereign consumer
no differently than any other employee inter-
action.
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TQM Is Disconnected From The Business

Purpose

The consumer is the lifeblood of every com-
petitive business, and to remain market-
focused is a non-negotiable

egy and business models within the context of
the marketing concept. Yet, as demonstrated,
the overarching business philosophy implicit
in the teachings of the TQM movement is

incompatible with free-market

business imperative. Every
business must convert con-
sumers into customers if it
stands any chance of earning
the profits needed to sustain it
and satisfy the investment
returns demanded by share-
owners.

But the TQM philosophy does
not equate customers with
consumers. It explicitly, will-
fully, and arbitrarily severs
the two concepts, thereby de-
stroying the valid concept of
‘customer’ without providing
any argument or justifying
reasons. The logic of the
TQM argument allows busi-

The logic of the TQM
argument allows
businesses and their
employees to be
customer-focused while
neglecting the needs of
consumers. This logic
also entails the
severance of the real
connection between
business profits and
customer value-delivery
by advocating the
treatment of non-
revenue producing
‘stakeholders’ as
customers.

competition. Where it is not
incompatible, however, is
within organizations where
the marketing concept is not
required, namely, organiza-
tions that are not required to
compete to win over sover-
eign consumers. This would
include “businesses” run by
government or private busi-
nesses operating under politi-
cal protection from competi-
tion. When an organization
becomes exempt from the
requirement to justly earn its
revenues and win consumer
favour in open competition, it
is released from both its natu-
ral obligation to serve the

nesses and their employees to

be customer-focused while neglecting the
needs of consumers. This logic also entails
the severance of the real connection between
business profits and customer value-delivery
by advocating the treatment of non-revenue
producing ‘stakeholders’ as customers.

It is because of this that the

interests of sovereign con-
sumers, and its natural incentives to innovate,
increase efficiency and reduce costs. Under
such operating conditions, where there is po-
litical protection against bankruptcy through
guaranteed profits or where the service is
provided by government monopoly via tax

revenues, customer focus is

business philosophy implicit

The overarching

not required to succeed, and

. . . . such organizations often gen-
o T-QM repudiates the eco- business philosophy erate a z(rglet loss of wealthgand
nomlc‘concept of consumer  jmplicit in the teachings . . burden ¢

sovereignty and the marketing  4f the TQM movement are a net economic burden to

concept. This position appears
consistent with a philosophy
that holds quality as an obses-
sion and drops the context in
which high quality is required

is incompatible with
consumer sovereignty
and free-market
competition.

society.

The consumer is no longer
sovereign when a government
intervenes to proscribe pur-

in the first place, namely to
serve consumers’ interests.

There is no alternative for competitive busi-
nesses other than to develop corporate strat-

chasing decisions and restrict
freedom of competition. Un-
der such conditions and within such spheres,
the marketing concept is not applicable. The
business challenge of how to organize and
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allocate the factors of production to win cus-
tomers and earn a profit is removed. It makes
little difference under such conditions
whether an organization is customer-focused,
and therefore it hardly matters how customers
are defined. Within these types of organiza-
tions, the definition of the customer has no
bearing on the organization’s ongoing viabil-
ity. What matters is ongoing political support.

The business philosophy implicit in the TQM
movement and its advocacy of the need to
focus company resources on identifying and
serving the needs of ‘internal’ and ‘external’
customer groups to the detriment of the mar-
keting concept, should give

and integration required to deliver long-term
value to customers and shareholders.

One group of co-authors uses the label ‘the
value-driven CEQO’ to describe the kind of
CEO who must drive market-based processes.
“The job of the value-driven CEO,” they
write, “is to rethink the business strategy,
processes, organization and culture in order to
win customer preference by providing supe-
rior customer value. The job is quite distinct
from that of marketing, whose job is to un-
derstand their changing needs and wants, and
to develop plans for the brand and for com-
municating the business strategy. But none of

this marketing activity can be

pause to every executive effective without the leader-
working at a company that To hold that the purpose  ship and support of the value-
has adopted this nomencla- of a business is to driven CEO”  (Malcolm
ture. organize the factors of McDonald, Martin Christo-

To hold that the purpose of a
business is to organize the
factors of production to sat-
isfy any and all needs claims
of the myriad customers rec-
ognized by the TQM philoso-
phy is to demand the impos-
sible. It is to advocate a bur-
den upon business and man-
agement that is impossible to

production to satisfy any
and all needs claims of
the myriad customers
recognized by the TQM
philosophy is to demand
the impossible. It is to
advocate a burden upon
business and
management that is
impossible to fulfill.

pher, Simon Knox, Adrian
Payne, Creating A Company
For Customers, FT Prentice
Hall, 2001; P. 19).

Conclusion

The marketing concept as a
philosophy holds reverence
for the customer as the guid-
ing force for business. Yet it is
apparent that as thinkers and

fulfill. There is no rational
justification or business theory
to substantiate such a demand on shareowner
resources. A business cannot maximize its
potential when only a tiny fraction of its re-
sources are focused on satisfying profitable
customers. The entire business must be
market-based and profit-focused. To propose
otherwise is to intimate a moral burden upon
businesses and commerce in general that is
destructive to both.

The market-based approach has to be led and
managed by the CEO and the executive team.
It is the role of everyone in the organization
to subscribe to and support the coordination

educators, those that propa-
gated the destruction of the concept ‘cus-
tomer’ have betrayed the institution of busi-
ness and wealth creation and the “business
revolution” that they themselves purported to
be leading.

Along with their genius and innovation in
developing production engineering processes
and techniques that have surely added tril-
lions of dollars of value to consumers, they
also brought forward parochial ideas and
value-destroying concepts that remain with us
to this day as immense hindrances to the ef-
fective organization and application of capital
and the creation of wealth and human happi-
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ness. What is most unfortunate is that the
most pernicious, anti-business and anti-
marketing aspects of their programs are not
essential to their science and

/ exposed to the idea that business success re-

quires a non-traditional, bureaucratic ap-
proach to identifying and serving customers.
They will read about it in the

art, and yet those aspects
continue to scar the global
business landscape and infect
the brightest minds within our
business boardrooms, execu-
tive suites, and office cubi-
cles.

That talk of “internal” and
“external” customers remains
pervasive also points to the
schism and compartmentali-
zation that still exists within

Are business executives
up to the task of
eradicating this

pervasive mind-virus, of

stamping out all talk of

‘internal’ customers and

using the concept
appropriately to refer to
those who purchase and

use the company’s
products and services?

TQM literature and learn
about it in corporate spon-
sored customer service train-
ing programs. And yet it is an
approach that is detrimental to
customer and shareowner
interests because it is so bla-
tantly at odds with the more
fundamental, business en-
hancing, and value creating
marketing concept.

Are business executives up to

our organizations. Executives

speak, on the one hand, of the need to deliver
increased value to their customers through a
better understanding of customer values and
the development of customer-centric business
processes, and on the other hand, lead the
charge in encouraging employees to think of
each other, treat each other, and refer to each
other as customers.

It will be difficult within the ranks of business
organizations to overcome this popular and
“intuitive” idea that employees are customers
too, as students and employees continue to be

the task of eradicating this
pervasive mind-virus, of stamping out all talk
of ‘internal’ customers and using the concept
appropriately to refer to those who purchase
and use the company’s products and services?
Some clear thinking is emerging. I recom-
mend that they follow the lead taken by Cat-
erpillar, and use the terminology ‘“process
partners” to emphasize the idea that employ-
ees are not customers, but rather are responsi-
ble for working together within an integrated
system to ensure that customers perceive their
value offering as being the best from among
the available alternatives.
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