¢INFLUYE LA GESTION DEL VALOR DEL CLIENTE EN LOS RESULTADOS
FINANCIEROS? LA PERSPECTIVA DE UN PROVEEDOR

RESUMEN: Esta investigacién contribuye con una visién tedrica y practica
de la nueva perspectiva de la gestion del valor del cliente (cvm) y sus impli-
caciones en los negocios. De hecho, el propésito de este trabajo es probar
la influencia de la cvm en los resultados financieros a través de la partici-
pacién de mercado (ms), el margen bruto (cm) y el retorno sobre el capital
(roE). Para ello, el enfoque utilizado es un estudio empirico con datos de
107 ejecutivos de ventas de uno de los bancos mas grandes de Chile. Los
resultados apoyan la hipétesis de que el cvm tendria una influencia posi-
tiva en la tasa de retencidn, asi como en la optimizacién de los costos de
adquisicion de clientes y los ingresos generados a partir de estos. Este
trabajo ademds establece la influencia que tiene la cvm en los resultados
financieros de la compaiia. Para evaluar los resultados de la organizacion,
se han seleccionado indicadores financieros relevantes en la evaluacién
del desempefio financiero de una empresa. Los resultados ademas sefialan
que para mantener un buen nivel de confianza las empresas necesitan al-
canzar un buen nivel de comunicacion con sus clientes, lo que es particu-
larmente importante, en tanto un alto nivel de cvm podria ser un atributo
necesario para el desarrollo de relaciones a largo plazo con los clientes y
lograr un crecimiento sostenible de las ventas.

PALABRAS CLAVE: gestion orientada al valor del cliente, resultados fi-
nancieros, sector bancario.

A ADMINISTRAGCAO DE CLIENTES ORIENTADA AO VALOR INFLUENCIA
0S RESULTADOS FINANCEIROS? UMA PERSPECTIVA DO FORNECEDOR

RESUMO: Esta pesquisa contribui com uma visdo tedrica e prética da nova
perspectiva da gestao do valor do cliente (cvm) e seus envolvimentos nos
negécios. De fato, o propésito deste trabalho é provar a influéncia da cvm
nos resultados financeiros por meio da participacdo de mercado (ms), a
margem bruta (cm) e o retorno sobre o capital (rog, todas as siglas em
inglés). Para isso, o enfoque utilizado é um estudo empirico com dados
de 107 executivos de vendas de um dos maiores bancos do Chile. Os re-
sultados apoiam a hipétese de que o cvm teria uma influéncia positiva na
taxa de retencdo, bem como na otimizacdo dos custos de aquisicdo de
clientes e dos rendimentos gerados a partir destes. Este trabalho, além
disso, estabelece a influéncia que a cvm tem nos resultados financeiros
da companhia. Para avaliar os resultados da organizacao, selecionaram-se
indicadores financeiros relevantes na avaliagao do desempenho financeiro
de uma empresa. Além disso, os resultados assinalam que para manter um
bom nivel de confianca, as empresas precisam atingir um bom nivel de co-
municagado com seus clientes, o que é particularmente importante na me-
dida em que um alto nivel de cvm poderia ser um atributo necessario para
o desenvolvimento de relacées em longo prazo com os clientes e conseguir
um crescimento sustentavel das vendas.

PALAVRAS-CHAVE: gestédo orientada ao valor do cliente, resultados fi-
nanceiros, setor bancrio.

LA GESTION AXEE SUR LA VALEUR DES CLIENTS INFLUENCE-T-ELLE
LES RESULTATS FINANCIERS? LE POINT DE VUE D'UN FOURNISSEUR

RESUME: Cette recherche contribue une vision théorique et pratique de la
nouvelle perspective de la gestion de la valeur client (cvm) et ses implica-
tions pour les affaires. En fait, le but de cet article est de tester I'influence
du cvm sur les résultats financiers par le biais de la part de marché (us), la
marge brute (Gm) et le rendement des capitaux propres (roE). Pour ce faire,
I'approche est une étude empirique avec des données provenant de 107
cadres commerciaux de I'une des plus grandes banques au Chili. Les résul-
tats soutiennent I'hypothése que la cvm aurait une influence positive sur
le taux de rétention, ainsi que sur I'optimisation des cotts d'acquisition de
clients et les revenus générés par ceux-ci. Ce travail établit, également, I'in-
fluence de la cvm sur les résultats financiers de la société. Pour évaluer les
résultats de I'organisation, on a choisi des indicateurs financiers pertinents
pour I'évaluation de la performance financiére de I'entreprise. Les résultats
indiquent également que, pour maintenir un bon niveau de confiance, les
entreprises ont besoin d'atteindre un bon niveau de communication avec
leurs clients, ce qui est particuliérement important car un niveau élevé de
la cvm pourrait étre un attribut nécessaire pour le développement de rela-
tions clients a long terme et atteindre une croissance durable des ventes

MOTS-CLE: Gestion orientée vers la valeur du client, résultats financiers,
secteur bancaire.
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ABSTRACT: This research contributes with a theoretical and practical vision of the new perspective
of Customer Value Management (cvm) and its business implications. In fact, the purpose is to test
the influence of cvm on Financial Results through Market Share (wms), Gross Margin (cm) and Return
on Equity (roe). The approach used to test such influence was an empirical study with data from
107 sales executives at one of the largest banks in Chile. Results support the hypotheses that cvm
would have a positive influence on retention rates as well as optimize the costs of acquiring clients
and the income generated by customers. The study also establishes the influence cvm has on the
financial results of the company. This paper expands existing research by examining the relation-
ship between Customer Value-oriented Management and organizational results. To assess organiza-
tional results, relevant financial ratios that are useful when evaluating the financial performance of
a company were used. Results also point that in order to maintain a good level of trust, companies
need to achieve a good level of communication with their clients, which is particularly important
since high cvm might be necessary for a firm to develop long-term relationships with customers and
achieve sustainable sales growth.

KEYWORDS: Customer Value-oriented Management, financial results, banking sector.

Introduction

With the purpose of attaining higher levels of profitability, the new gen-
eration of companies have begun to consider Customer Value-oriented
Management (cvm) as a key factor in their current business-to-customer re-
lationship. cvm philosophy is based on the premise that resources are scarce
and should therefore be carefully assigned to customers at a higher value
for the company, as this would lead to a successful business (Valenzuela,
Mulki & Jaramillo, 2010). For this reason, it is important to understand this
customization as a sequence of flexible steps in the supply chain, where the
real business should be to know how to maintain the most profitable cus-
tomers as clients. In this sense, leading companies have begun to manage
their Customer Equity (CE) as a key strategic asset to achieve a sustainable
competitive advantage.
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Based on this, significant research has been done to ex-
amine the approach used by firms to manage customers'
portfolios as a key asset with an emphasis on customer
value (Hogan, Lemon & Rust, 2002; Reinartz & Kumar,
2003; Venkatesan & Kumar, 2004; Rust, Lemon & Zeithaml,
2004; Rust, Ambler, Carpenter, Kumar & Srivastava, 2004,
Reinartz, Thomas & Kumar, 2005; Gupta et al., 2006;
Kumar, Lemon & Parasuraman, 2006; Shah, Rust, Para-
suraman, Staelin & Day, 2006; Chahal, 2010; Schweidel,
Bradlow & Fader, 2011; Gibilaro & Mattarocci, 2011). Cus-
tomer participation adds a new dynamic to the customer—
provider relationship by engaging customers directly in the
co-creation of value in the service process (Chan, Yim, &
Lam, 2010) and, therefore, understanding how companies
can harness the benefits and sidestep the drawbacks of
customer participation is of great importance.

In a market-oriented firm, sales managers should empha-
size the importance of keeping customer satisfaction at
the core of all sales and service initiatives (Jones, Busch &
Dacin, 2003).

The current research study is based on sellers’ responses
(business, services, sales and investment executive) and
has two main objectives. First, to contribute with a theo-
retical and practical vision of the new perspective of sales
and marketing that focuses toward Customer Value Man-
agement (cvm) and its business implications. Second, to
test the influence of cvm financial results: Market Share
(ms), Gross Margin (Gm) and Return on Equity (ROE).

Theory and Hypotheses

Researchers such as Narver and Slater (1990), Jaworski
and Kohli (1993), Deshpandé, Farley and Webster (1993),
Matsuno and Mentzer (2000), Webb, Webster and Kre-
papa (2000), Llonch and Lépez (2004), Low (2005), Olav-
arrieta and Friedmann (2008), Li and Zhou (2010), Kumar,
Jones, Venkatesan and Leone (2011), Smirnova, Naudé,
Henneberg, Mouzas and Kouchtch (2011) have confirmed
in their studies that using market orientation as a busi-
ness philosophy generates a competitive advantage and
better business results. This happens because market-ori-
ented companies use the knowledge obtained from the
market for the formulation and implementation of mar-
keting strategies (Hunt & Morgan, 1995; Morgan & Strong,
1998). Therefore, they count on an advantage over their
competitors given their greater ability to understand, ac-
quire and retain customers, even more so when the com-
pany helps customers satisfy their core needs (Homburg,
Miller & Klarmann, 2011). In this sense, commitment and
trust are key in maintaining long term relationships with
customers. In relation to the commitment-trust theory of
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Morgan & Hunt (1994), both variables, commitment and
trust, lead to effectiveness, efficiency and productivity
in the relationship. Trust is considered an essential factor
for successful relationships between businesses and cus-
tomers (Dwyer, Schurr & Oh, 1987; Moorman, Deshpande
& Zaltman, 1993) and relational commitment is critical for
long-term relationships (Morgan & Hunt, 1994; Mende,
Bolton & Bitner, 2013).

Trust is a broad concept and has been documented in di-
verse industries and at various levels of relationships. This
relationship has been studied by way of 1) businesses and
personnel (Holmes, 1991); 1) clients' experiences with the
complaint system (Tax, Brown & Chandrashekarant, 1998);
1) the service sector (Grayson & Ambler, 1999; Ruben &
Paparoidamis, 2015); Iv) the consumer/brand relationship
(Chaudhuri & Holbrook, 2001); and v) the development of
strategic alliances (Smith & Barklay, 1997; Mohr & Puck,
2013; Capaldo, 2014).

Trust is important when the parties involved are uncertain
(Moorman et al., 1993; Doney & Cannon, 1997), that is,
trust is the organization’s way to reduce risk in a setting in
which they feel particularly vulnerable. Accordingly, trust
is a particularly relevant concept at the beginning of a
relationship, especially, at first using a service, when the
lack of familiarity makes selecting a supplier difficult and
generates uncertainty in preferences. Thereby, the organi-
zation searches for elements (communication and reputa-
tion, among others) that are beyond its knowledge in order
to formulate a less risky image of the supplier and could
make the choice.

Besides uncertainty, experience plays an important role in
the creation of trust placed in building a relationship with
a customer over time. A customer's additional experience
with the same product after each consumption increases
its familiarity and, thus, generates more trust (Einhorn &
Hogarth, 1978).

The ability to understand the market and a customer's
portfolio allows the company to anticipate opportunities,
discern different events and trends in the marketplace and
take appropriate action (Narver & Slater, 1990; Kohli &
Jaworski, 1990; Yli-Renko & Janakiraman, 2008; Lukkari
& Parvinen, 2008; Terho, 2009; Tarasi, Bolton, Hutt &
Walker, 2011). From this perspective, cvm situates the cus-
tomer at the center of business, where it stands as a basic
strategy for warranting business success. In this sense, the
approach goes beyond relationship marketing aiming at
collaborative client-company marketing for value creation
(Wang & Feng, 2012).

cvm philosophy offers a vision for business management
that allows the understanding and knowledge of customer
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value in order to maintain lasting relationships. It also op-
timizes each one of the aspects that increases Customer
Lifetime Value (cwv). That is to say, firms should evaluate
customer equity as the key asset to achieve business profit-
ability (Gupta et al., 2006; Kumar et al., 2006).

According to Ivanauskiene and AurusKeviciéne (2010), it is
essential that organizations measure their marketing efforts
and costs based on Customer Equity Management. With
reference to some cLv/ce models, the variables that make
up Customer Equity are classified into three categories: Re-
tention Rate, Customer Investment Costs and Income Gen-
erated (Berger & Bechwati, 2001; Reinartz & Kumar, 2003).
Sales and marketing strategies are structured around the
development and maintenance of long-term relationships
with profitable customers. Figure 1 shows the conceptual
model proposed in this research.

Based on the factors are associated with Customer Value-
oriented Management, the hypothesis for this study will
be defined as:
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Hyphotesis 1

Increase on
Retention Rate

Customer
Value-Oriented
Management
(cvm)

Hyphotesis 4 Hyphotesis 2

Financial Value
of Company

Improve Customer
Investment Cost

Hyphotesis 3
Improve Income
Generated by
Customers

Figure 1. Conceptual model proposal for this study. Source: Own elaboration.
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H1: cvm has a positive influence on the Retention Rate of
their profitable customers.

The Retention Rate, defined in respect to an individual
customer, refers to the probability that an individual cus-
tomer will remain loyal to a particular provider or company
and that the customer will keep producing the expected
income and costs, within a set period of time.

Retention rates are used in order to adjust the forecasted
or expected gross margins to the probability of the occur-
rence of the event (Dwyer, 1997). They can be estimated
with the help of empirically validated loyalty factors such
as customer satisfaction, barriers or the cost of changing
providers, varied seeking behaviors, and attractiveness of
the alternatives. Therefore, these should not be considered
a stable factor. On the contrary, they should be taken as
a dynamic factor that reflects changes in the purchase
behavior of the customer during their lifetime (Wang &
Spiegel, 1994).

According to Holehonnur, Raymond & Hopkins (2007), a
customer's purchase decision and behavior are determined
by a number of tangible and intangible factors. Hence,
when analyzing the customer value to an organization, it is
important to choose the constituents having the greatest
effect on Customer Equity. In this sense, the following hy-
pothesis is formulated:

H2: cvm has a positive influence on the optimization of
costs to acquire future profitable customers.

In the process of customer attraction, organizations can
only analyze unobservable metrics (Gupta & Zeithaml,
2006) of potential customers, such as product/service
quality perception, customer perceived value, intentions to
use product and trust in brand.

Acquisition costs should be used, when possible, to foresee
the civ of a future customer. For current customers, invest-
ment costs incurred by the company to acquire a customer
should be considered.

Marketing and sales costs represent the costs of retaining
and developing customers, including all activities or mar-
keting actions aimed at improving the profitability of each
customer. These are, for example, 1) promotional costs
(sending personalized greetings, catalogs, sales flyers,
etc.); 1) recovery costs incurred prior to the end of the rela-
tionship to avoid desertion or the so-called “churn costs’,
which are the costs incurred to persuade (Keane & Wang,
1995); and 1) costs that arise after the end of the relation-
ship derived from the efforts made to recover a customer.

H3: cvm has a positive influence on the income generated
by customers during their lifetime.
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This analysis should cover the dimensions of value for the
customers that are involved in the decision-making pro-
cess of purchasing, and how the company provides that
value in order to meet the customer needs (Woodruff &
Gardial, 1996; Woodruff, 1997; Flint & Woodruff, 2001).
Managers should then evaluate how the value provided
by the company is being communicated to customers and
how resources are being distributed to maximize the civ in
the stages of acquisition and retention.

The income generated includes income from up-selling,
cross-selling, and the results of gross margins. Up-selling
symbolizes the retention of customer value as it can be
produced as a consequence of 1) a greater purchase quan-
tity per transaction; 11) more transactions per period; 1)
the sale of substitutes from the same category at a higher
price for loyal, long-term customers that are less sensitive
to price (Reinartz & Kumar, 2003); and v) other key factors
of the relationship (e.g., timely delivery, post-sales service,
confidence in the quality, payment methods, trust and
commitment, etc.).

Additionally, market orientation is fundamental to identify
how competitors are providing value to their customers
(Dawes, 2000). This information could be used to deter-
mine the organization’s strong and weak points, especially
in relation to the sales force and customer service.

Finally, this suggests that cvm would also influence the fi-
nancial results of the company. The principal marketing
metrics civ and ce are useful when applied to financial
measures such as ms, aM and Re, facilitating the evaluation
of marketing investment. Based on this we state that:

H4: cvm has a positive influence on the financial results
of a company.

Therefore,

H4a: cvm has a positive influence on the gross margin
of a company.

H4b: cvm has a positive influence on the return on eq-
uity of a company.

H4c: cvm has a positive influence on the market share.

Empirical Study in the Chilean Banking Sector

During the last decades, Chile has been doing very well in
regards to information technologies (i1), especially, in ser-
vice sectors such as: Tourism, finances, banking, and retail.
Chilean banking system has been one of the sectors partic-
ularly more in tune with the fact that globalization and the
competitive changes in the environment require businesses
to be orientated toward the market and customer value
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in order to retain and develop those clients that offer the
greatest benefits. In this regard, information technologies
(data bases, analysis software, multimedia, etc.) and ad-
vances in business intelligence allow organizations to gen-
erate information on their clients and better satisfy their
needs. The quantity and quality of the data have become
indispensable since data is the basis for the elaboration
of the diagnoses required for decision-making. Not being
aware of the most frequent quality problems or not taking
measures to solve them can result in the decline of the
brand image, returns, confusion in customer profiles and
erroneous calculations of customer value. All of these sup-
pose higher costs and lower efficacy and profitability for
the company's marketing actions.

With these strategies, systems, solutions, processes and
technologies, organizations seek a way to carry out ac-
tions to build customer loyalty, optimizing the available
resources. In fact, Chilean banks have developed flexible
packages for superior value and to make customers happy.
Seven years ago 76% of those who accessed a bank web-
site achieved success in the transaction they wanted to
make'. The same research concluded that the banking
system was the fastest industry to incorporate Internet
into its operations. The comparison of this data with the
reality of the banking industry in December 2012 shows
that the number of online transactions has increased four-
fold in the past five years and is 15 times higher than the
scenario in 2002 (Arroyo, 2013).

According to the website PymespracTICas of the Multilat-
eral Investment Fund (FomiN in Spanish), Chile is the leader
in Latin America regarding it, and can be compared to Eu-
ropean countries. This website also mentions the last it Re-
port by the World Economic Forum which positions Chile in
the 34 place, higher than Spain (38). In the same ranking,
Uruguay is in 52" place, followed by Costa Rica (53), Brazil
(60), Mexico (63) and Colombia (66)%. Since 2002, Chile
has had good legal regulations and has carried out a pro-
gram on digital alphabetization, where more than a million
people (Chile has a population of 16 million) have learned
about Internet and e-mails®. In 2012, the government de-
cided to carry out another program, through an agreement
signed with Microsoft Chile, aimed at increasing training in
digital alphabetization. This program will allow access to 1
million entrepreneurships®. Also worth noting, Chile reached

' LaTercera Newspaper, July 25, 2002.

2 News of PymespracTICas of FOMIN website, April 15, 2013. Availa-
ble at: http://practicas.comunidadfomin.org/news

3 El Pais Newspaper, January 4, 2007.

4 News of Subsecretaria de Desarrollo Digital, May 25, 2012. Available
at: http://www.desarrollodigital.gob.cl/noticias/22-sdd-subtel-mi-
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a penetration of internet access of 44.4% according to OEcD,
being relevant to the growth level of mobile connections
which reached 770% between 2009 and 20136,

We have chosen Banco Estado because this institution
is one of the largest Chilean banks and the only state
bank. Therefore, it plays a fundamental role in the Chilean
banking sector. In December 2012, the Bank had already
done 95.3% of its total transactions through its website,
teller machines and call centres (Banco del Estado, 2012).
The following figure shows how electronic transactions
have grown in Banco Estado (graph 1).

Automated transactions

(year)

1.000 95.3%
900 95%
57388 85%
600 75%
288 65%
300 55%
00T 45%

0 S LY

2001200220032004 20052006 200720082009 2010 2011 2012

Number of transactions

—e— % over total transactions

Graph 1. Growth of electronic transactions of Banco Estado 2001 to 2012.
Source: Annual Report Banco Estado.

Methodology

Procedure and Sample

The method used in the empirical study is non-probabi-
listic. The data collected was used with judgment since
the hypothesis was tested with the response of 107 sellers
of one of the largest banks in Chile. In this study, the fol-
lowing roles were considered “Sellers”; Business Execu-
tives, Service Executives, Sales Executives and Investment
Executives. Accordingly, the hypothesis in this sample was
tested keeping in mind they are executives who know
about human resources managerial practices, as well as
sales force policies and procedures. Moreover, these execu-
tives have an important connection with the Bank's clients.

To obtain this data, the branch director of the bank who
was chosen to participate in the study was contacted by

crosoft-firman-acuerdo-que-beneficiara-a-personas-con-innovacion
-y-tecnologia

5 News of Subsecretaria de Desarrollo Digital, September 13, 2013.
Available at: http://www.desarrollodigital.gob.cl/noticias/58-
subtel-accesos-a-internet-alcanzan-44-4-por-cada-100-habitan-
tes-y-banda-ancha-movil-crece-770-en-los-ultimos-cuatro-anos
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e-mail before the application of the survey. The purpose
of this first approach was to inform the director about the
objectives and scope of the research, which was useful to
obtain a favorable disposition and cooperation with the
collection of data. The survey was done during the months
of April and July 2013. An English version of the question-
naire was developed and then translated to Spanish, which
was later translated from Spanish to English, according
to the procedure suggested by Brislin (1986). Scales were
also pretested to assure validity.

A total of 150 questionnaires were distributed to the
sellers of the bank. The main method used to administer
the questionnaire was face-to-face interaction, used for
most of the surveys (77/150 = 51.33%). The remaining
48.7% of the surveys were relater sent the questionnaire
(737150 = 48.7 %).

The response rate was 71.33 %, that is to say, 107 re-
sponses were received. Fifty-eight responses were obtained
from females (54%) and forty-nine from males (46%). Re-
spondents’ ages ranged from 20 to 50, with a mean age
of 35.82. The minimum sample size required was defined
by the criterion recommended by Hair, Black, Babin, An-
derson & Tatham (2006), which consists of an equivalent
of five observations for each parameter estimation of the
study. Statistical analyses were done using spss AMos 19.0
software for Windows.

Measures

All constructs were measured with seven-point Likert type
scale (ranging from totally disagree to totally agree) and
multi-item scales obtained from published studies.

To establish measuring scales with good reliability and
validity, we used the procedure suggested by Deng and
Dart (1994). The first stage consisted in ensuring content
validity of the measuring scales included in the question-
naire, since the variables used were validated in previous
empirical research regarding the environment of market
orientation, relationship marketing, and customer value
orientation. In addition, subsequently collected data was
obtained from a representative sample. In a second stage,
the data was used to analyze the psychometric properties
of the measuring scales applied in this study, as shown in
table 1.

Moreover, a depuration process was carried out by ap-
plying a pre-test and the expert panel method, made up of
well-known professionals and academics that work closely
with the study topic.
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The unidimensionality of the scales was analyzed by the
Cronbach alpha model, which can prove whether the indi-
cators measure the same latent variable. For this study, we
used a conservative criterion, taking the optimum value
to be greater than or equal to 0.7 (table 1). All the scales
included in the study had a Cronbach’s alpha higher than
0.70 (Nunnally, 1978; Hair et al., 2006).

In order to confirm the definitive reliability of each mea-
surement scale, we applied the Compound Reliability of
Construct. And for discriminating validity, the average vari-
ance extracted (Ave) test was used as a way to ensure that
the dimensions had their own entity and that their con-
tent did not overlap with the content of the remaining di-
mensions (Fornell & Larcker, 1981). The calculation of the
composite reliability index® was also used. This index mea-
sures the internal consistency of the indicators of each con-
struct, representing the degree to which these contribute
to the common latent variable. All the results obtained ex-
ceeded the minimum limit of 0.7 for the first criterion and
0.5 for the second.

Therefore, considering these results, and the good Cron-
bach alpha indexes, the measurement scales have satisfac-
tory reliability according to the recommendations made by
Hair et al. (2006) to accept the hypothesis of reliability.
The convergent validity was evaluated through standard-
ized lambda coefficients for each latent variable (table 1).

Analysis of Results

Measurement Model

A confirmatory factor analysis with Amos was used to
assess the properties of the latent variables (Anderson
& Gerbing 1988). Given the size of the model and the
sample size, results indicate an adequate fit for the data
(?=217.32; df = 95; p < 0.001; rRmseA = 0.063; cri = 0.88;
I/ =0.92; cr =0.93; nr = 0.89; 11 = 0.9; PnvA =0.772).
Hence, each one of the constructs are satisfactory in
terms of absolute and incremental fit and have accept-
able values in terms of parsimony. As shown in table 1,
all standardized factor loadings were 0.6 or higher and
significant at @ = 0.01. Reliability was assessed with
Cronbach's ¢ and the composite reliability. Both sta-
tistics were above 0.7, which provides evidence of ade-
quate reliability (Gerbing & Anderson, 1988). In addition,
AVE statistics were above the acceptable value of 0.5
(Fornell & Larcker, 1981).

¢ Calculations for the reliability index and ave according to Hair et al.
(2006).
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Table 1.
Analysis of unidimensionality.
. Cronbach alpha | Standardized | Correlation Composite
Latent Variable Components coefficient coefficients | coefficients R? | reliability index AVE
CVM C1: Generates income
Implements strategies based on the knowledge of
the value of its customers. 0.65 043
Walker (2001) Has formal cross-selling procedures to make its 0.98 0.95
and Reinartz customers profitable. Has formal up-selling proce-
et al. (2004). dures to make its customers profitable.
C2: Customer investment costs
Builds long-term relationships with its most profi-
table customers.
Takes immediate corrective action if it discovers 0.80 0.64
that the profitable customers are unhappy with 0.804 0.69 047 0.80 0.57
the quality of the product or service. 079 0.62
Bases its investment decisions on the acquisition
of customers that contribute greater profitability
to the business of the company.
C3: Retention strategies
Systematically personalizes products or services
to contribute greater value to its customers.
Offers incentives to its profitable customers to in- 0.63 0.40
crease their level of spending in terms of purchase 0.715 0.86 073 0.80 0.56
behavior. 0.79 0.62
Implements a systematic process to re-establish
a relationship with inactive customers that are
valuable for their business.
Financial Value In terms of the main competitors, obtains higher
utilities or earnings over the last two years.
Own elaboration . . . .
based on studies In terms of the main competitors, obtains higher 0.94 0.88
returns on investment over the last two years. 0.911 0.94 0.89 0.91 0.63
done by Matsuno
. . - 0.88 0.78
etal. (2000) and | Intermsofthe main competitors, obtains higher pro-
Reinartz et al. fitability in customer quotas over the last two years.
(2004).

Note. The criterion of acceptance recommended for Ave for each latent variable is greater than 50% according to Hair et al. (2006).

Source: Own elaboration.

Fornell and Larcker (1981) approach was used to assess
discriminant validity. A test of confidence intervals of
factor correlations showed that none of the 95% confi-
dence intervals of the factor correlations included one. In
addition, the Ave for each of the factors was greater than
squared correlations for all the pairs of factors.

After proving the appropriateness of the scale, we used a
structural equation model with Amos to test the relation-
ships described in figure 1. Model results indicated a good
fit for the data: *= 123.428; df = 51; p < 0.05; rusea = 0.07,
Gr1=0.842; ir1=0.907; crr = 0.905; nr = 0.852; 111 = 0.878;
pnei = 0.658). The manuscript hypothesized that H1: cvm
has a positive influence on the retention rate of profitable
customers (H1: 8 = 0.76; t = 6.48, p < 0.01); H2: cvm has
a positive influence on the optimized costs to acquire fu-
ture profits (H2: 8= 0.44;t=5.109, p < 0.01) and H3: cvm
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has a positive influence on the income generated by cur-
rent customers during their lifetime (H3: 5 = 0.13; t = 2.68,
p < 0.01). Therefore H1, H2 and H3 are not rejected. It can
also be noted that cvm positively influences the company's
financial value (H4: 8 = 0.65; t = 4.79; p < 0.01) using the
aM (H4a: 8 =0,80; t = 7,109; p < 0.01), roE (H4b: 8 =0,83;
t=7,702; p<0.01) and ms (H4c: 3=0,76;t=6,39; p< 0.01)
of the company. Hence, in this empirical study H4a, H4b
and H4c are not rejected (figure 2).

The analysis of the Chilean banking sector shows the fol-
lowing results:

om: 1t is important to see how well the bank is doing its
business, because it indicates how many Chilean pesos the
bank is keeping after deducting its operational cost from
its income. According to this, the bank is doing very well,
its M is growing more than the Chilean banking system.
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Between 2008-2012, the om of Banco Estado has grown — Table2.
58% and the Chilean banking system’s am has grown 47%  Gross Margin 2008-2012.
as we can see in table 2.

Year 2008 2009 2010 2011 2012

ms: There are more than 20 banks in the Chilean banking  |sanco Estado 603,600 624,387| 886,328 879.793| 958,037
sector, but the wms is highly concentrated; four of them have
almost a 67% of market participation, according to the
amount of loans (table 3 shows a comparison of the ms
of the entire system between June 2008 and June 2012).  |System index 100 | 10836 | 12848 | 134.26 | 14799

Note. Indexes were calculated by authors. Gross margin figures are expressed in millions of Chi-
lean pesos.
Source: Office of the Superintendent of Banks and Financial Institutions (gross margin figures).

Banking system |4,368,360(4,733,546|5,612,295|5,864,793 6,464,887

Bank index 100 103.44 | 146.84 | 145.76 158.72

Err_IC18888 @ @

1C188 IC189 IC190

/)4.66

0.66

Improve Income
Generated by
Customers

| acs
1
0804 VIO I~
CIC19 ;
= Marketing af‘d H4 Financial
2 sales strategies —>| value of VF19 |
based on cvm 8
compan
cic19 065 pany
3
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077 T
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Figure 2. Measurement Model Proposal. Note: All results significant at 0.01. Source: Own elaboration based on data collected and results obtained in the
analysis using spss Amos 19.0 software for Windows.
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Table 3.
Market Share 2012.
Market share
Bank
June 2008 June 2012
Chile 19.20 19.26
Santander Chile 20.30 19.06
Del Estado de Chile 13.89 13.74
Crédito e Inversiones 13.15 12.44
Corpbanca 6.66 10.16
Bilbao Vizcaya Argentaria, Chile 7.84 6.89
Scotiabank Chile 6.69 4.92
Itad Chile 3.25 4.00
Security 2.89 2.92
Bice 2.75 2.79
Falabella 0.88 1.05
Internacional 0.37 0.71
Rabobank Chile 0.28 0.57
Hsec Bank (Chile) 0.58 0.34
Consorcio 0.30
Ripley 0.37 0.22
Paris 0.25 0.20
Others 0.20 0.43
Banking system 100.00 100.00

Source: Office of the Superintendent of Banks and Financial Institution.

RoOE: This ratio is a measurement of the return on invest-
ment. Many people in the financial market believe it is the
final criterion of profitability as it tells us how much a com-
pany is making from the money invested. From any point
of view, it is a key indicator of overall operating efficiency
and the quality of management. In this particular case, we
calculated the roE before tax, considering that Banco Es-
tado has a different tax treatment to other governmental
enterprises. During the period 2004-2008, Banco Estado
received, each year, a roE higher than the average for the
banking system (Banco Estado's roE was 9.26% higher
than the average). However, Banco Estado's roe during
the period 2009-2011 decreased due to an important fi-
nancial crisis and the incorporation of relevant competi-
tors in the industry. The fall in the bank's RoE would have
been worse without the implementation of a strategy that

INNOVAR

focused on profiting from its client portfolio, that is to say,
improving the retention rates of profitable customers and
implementing more efficient practices of customer uptake
and development (table 4).

Conclusions, Limitations and Future Research

This empirical study allowed the observation that, in fact,
the studied bank has improved its retention rate of prof-
itable customers and the income generated by the cus-
tomers during their lifetime.

Taking into account the hypothesis formulated in the
model (H1, H2, H3), it is important to mention that the
cvm approach focuses on the retention of profitable cus-
tomers rather than the massive uptake of customers, and
that a bigger ms does not necessarily mean larger profits.
This simple statement explains the failure of many uptake
strategies, since the selection of client profiles is relevant
due to the fact that clients with a larger profit potential for
the bank are less sensitive to costs and value other aspects
of the business-customer relationship like timely responses,
post-sales service and trust, among others.

This may be because obtaining the loyalty of profitable
customers means they continue to produce the expected
income, contributing greater benefits for the Bank. On the
other hand, to increase income from clients is essential to
manage proactive cross-selling strategies

This research indicates that when the bank started to base
their strategic decisions on marketing and sales, in terms
of customer equity, they optimized their acquisition costs
and investment in customers. In general, the bank aims its
marketing and sales efforts at attracting and maintaining
profitable customers or those with greater potential for
profitability, which in the long term allows for better allo-
cation of the invested costs. This could be explained by the
fact that keeping profitable customers loyal to the com-
pany means that they continue to produce the expected
revenue or that they increase their spending, hence, con-
tributing greater benefits to the company, which is consis-
tent to the statement made in H4 of this model.

The heart of the matter is not to make all customers
loyal in order to retain them but in knowing precisely and

Table 4.
Return on Equity (%).
Year 2004 2005 2006 2007 2008 2009 2010 2011 2012
Banco Estado 22.10 22.77 23.71 19.52 20.65 11.91 14.81 15.84 17.09
Banking system 16.70 21.54 22.50 19.26 18.90 21.93 21.82 20.81 17.29

Source: Office of the Superintendent of Banks and Financial Institutions.
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reliably which customers should be retained and compen-
sated, so that marketing actions are efficient at generating
the expected income and avoiding the costs incurred in
persuading a customer not to abandon the company or at-
tempting to recover a customer. Thus, the challenge is to
detect with precision the relationship between value, prof-
itability and loyalty that unites the customers and, later, to
implement efficient and effective marketing strategies for
each specific customer segment.

Therefore, this article advances the existent research by
examining the relationship between cvm and financial
results. These findings represent important challenges
for the bank and for companies, in general, which must
manage diverse elements in order to maintain a good trust
level. Such management should specifically be based on
achieving a good level of communication with clients, not
only informing them about the available products and ser-
vices, but mainly implementing a system of integrated
marketing communication that will deliver a consistent
message to them.

To interpret the findings correctly, the following limita-
tions of this study should be mentioned. First, the data
derived from the empirical study proceeds from a some-
what reduced sample, although it is sufficient to apply the
assumptions of the model. In this research, the proposed
explanatory model has achieved a relatively acceptable fit
with a large number of degrees of freedom and if this study
were applied to a larger sample, it would probably fit the
model better.

Second, the influence of time on the results by means of
a longitudinal design was not contemplated. However, the
empirical results have been confirmed with some financial
ratios from available data in order to get a picture of the
growth of Banco Estado in the last five years before the
study. For example, according to the amount of loans, this
bank shows a growth of almost 58% during the period
(annex). Loans grew more than 5% every year, reaching
13% in 2012.

Third, this paper is a declarative study because the data ob-
tained proceeds from the perceptions and opinions of the
executives surveyed, and therefore, although surveys are
useful and are the most frequently used method in Social
Sciences, the survey is nonetheless a subjective method.

Future research should be carried out in order to determine
whether these results can be generalized to other countries
for assessing the effect of the intercultural factor. Other
factors related to trust, such as commitment, perceived
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risk, opportunism, and familiarity with the system, could
be incorporated as well.
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Annex Loans.
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Year 2008 2009 2010 201 2012
Loans (millions of Ch$) 8.566.098.1 9.878.389.94 10.411.281.3 11.953.100.2 13.527.447
Index 100 115.32 121.54 139.54 157.92

Note. Loans figures are expressed in millions of Chilean pesos. Index was calculated based on year 2008 loans.

Source: Banco Estado’s annual reports.
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