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Abstract 

Purpose: A
number of customer metrics allow estimating customer profitability
with methods such as the Customer Lifetime Value (CLV). However,
investments in
customer relationships carry the potential risk to destroy value and
reduce
profitability when based on incorrect estimates of customer
profitability.
Therefore, estimating future customer value correctly is essential to
allocate
marketing expenditures in the most effective way. In this article
recent
literature about the CLV is reviewed in order to assess its ability as
a
customer profitability measure.

Besides
the
financial perspective of the CLV, non-financial perspectives such as
customer
advocacy, (customer or open) innovation and learning have been
identified to
have an impact on customer profitability. How to properly estimate a
customer’s
value taking all relevant value creating factors, financial as well as
non-financial, into account is the underlying research question.

Design/methodology/approach: This research is based on the review of a number of
theoretical and
empirical articles published between 1990 and 2010. The aggregation of
measures,
key-drivers and risks of each key-perspective of the customer
relationship
contributes to the development of a more systematic understanding of
the value
creation process and provides answers to the research question.
Indirect
effects of the CLV as a source of value have received increasing
attention in
previous research but are not sufficiently accounted for by mainstream
methods
for valuing customers (Ryals, 2008).
Therefore, the
attempt to structure available knowledge on indirect effects of the CLV
in its
contextual setting is made.

Findings: This
research is concluded providing evidence
that one-dimensional calculations of the CLV deliver an incomplete
picture of
the customer relationship and estimate customer profitability
incorrectly. This
supports the idea of a multidimensional CLV approach that accounts for
interrelated key-perspectives and results in superior resource
allocation.

Originality/value: Seeing customers in a comprehensive
way helps to better understand their needs and potential contributions,
so that
long-term overall profitability can be advanced through the
consideration of
indirect effects. Indirect effects are usually not reflected in common
accounting methods but might result in benefits for the firm. In this
research,
evidence is provided for the importance of indirect effects offered by
customers. This makes the consideration of all relevant dimensions in
the value
creation process fundamental in order to allocate marketing resources
in the
most effective way.
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1. 
Introduction

The ever-present
need to justify investments in marketing activities,
calls for marketing measures that can be linked to future customer
value and
firm performance (Peterson et al., 2009). The CLV approach captures
customer
metrics in order to quantify the potential monetary value of customers
over
their lifetime. This allows better estimating customers’
financial values,
focusing on profitability, grouping customers and analyzing the returns
on
investments made into customers. The purpose of the CLV is to increases
marketing’s accountability within the firm, help managers and
retailers to
identify the drivers of future customer and firm value and build
linkages
between marketing strategy and financial outcomes (Peterson et al.,
2009).
However, applying the CLV also leads to a number of questions.

1. Does the valuation take all
relevant value creating factors into account so that the CLV is
properly
estimated?

2. Does the CLV properly
account for
risks inherent in customer relationships such as customer defection or
negative
customer advocacy?

3. Do forecasting difficulties
limit
the practical use and acceptance of the CLV? 

The
CLV takes direct customer spending into account but does not
incorporate
indirect revenues from additional sales through Word of Mouth (WOM) or
the
likes. In addition, neither savings that result from customer triggered
process
optimizations are subject of the CLV, nor are reductions of
uncertainties
resulting from reliable customer relationships reflected by the CLV.
That
raises the question if customer profitability will be estimated
correctly when
neither customer advocacy, the innovation potential nor the learning
potential
are accounted for. Moreover, will marketing expenses be utilized in the
most
adequate, that is, profitable way if long-term overall customer
profitability
is estimated incorrectly not accounting for important value creating
potentials?

Relationships
might be seen as emotional selling propositions due to the fact that
satisfied
customers return to trusted companies (Urban, 2005). The Customer
Relationship
Management (CRM) aims at establishing long-term relationships with
customers in
order to gain insights into what matters most to customers. Insights
into
specific customer needs enable companies to better target and satisfy
them and
provide knowledge for potential product developments. Measuring and
comparing
the costs to acquire and to maintain customers are prerequisites in
order to be
able to decide focusing on customer retention or on customer
acquisition.
Although it is commonly accepted that it is important to measure what
is to be
managed there are important aspects that are unobservable but
nevertheless need
to be managed.

As the CLV
is estimated over a number of transactions, that are likely to occur
throughout
the customer lifetime, it cannot be seen in an isolated way but rather
in the
long–term relationship context that CRM suggests. The CLV can
therefore be seen
as a tool that allows the calculation of potential customer value only
if a
(long-term) relationship exists. The contextual settings, such as
long-term
relationship, customer satisfaction, customer learning and others that
are
suggested by the CRM approach are crucial, as CLV estimates will only
be
calculated correctly if contextual settings support the compliance of
customer
metrics. Expected lifetime, retention rate and others are CLV
determining elements
that are strongly influenced by the contextual settings. Hence, an
overview of
the CRM approach is necessary to understand the contextual settings
that are
required for the calculation of the CLV. 


2. 
A brief review
of the customer relationship management concept

The CRM
approach reflects the shift from functional traditional marketing,
focused on
products and customer acquisition, towards comprehensive marketing that
puts
the relationship with the customer first. The essence of CRM is to
change
organizations from a products-centric to customer-centric philosophy
(Kim et
al., 2003). Developments in technology have enabled companies to see
customer
relationships more holistically provoking this change from
transactional to
relationship marketing (Alt et al., 2005). Although technologies play a
crucial
role in CRM enabling the aggregation of customer data and the
recognition of
patterns, they are not subject of this research and will not be
discussed here.


The central
idea behind engaging customers in long-term relationships is to
increase
company and customer value by systematical management of existing
customers. Kim et al. (2003) summarize the
following potential
benefits of CRM:

·       
Increased customer
retention and loyalty

·       
Higher customer
profitability

·       
Creation value
for the customer

·       
Customization of products and services

·       
Lower process, higher quality products and
services

The
tangible effects of companies’ commitment to retaining customers
were first
published by Dawkins and Reichheld (1990)
who claim
that higher retention rate leads to higher net present value of
customers
(Ahmad & Buttle, 2002). The selection
and
acquisition of customers based on the purely financial CLV become
critical to
the long-term customer profitability. The CLV as the measure for
customer
profitability possesses a fundamental role as it serves within the
customer
analysis as a deciding feature. The correctness of the CLV in terms of
long-term overall customer profitability consequently turns out to be
essential
for the most efficient employment of marketing expenditures. 

The review
of literature on the CRM approach has revealed the existence of varying
definitions (Reinartz et al., 2004; Payne
& Frow, 2005; Richards & Jones,
2008) and an imperfect
conceptualization of the CRM concept (Magro
&
Goy, 2008). The aim of
a conceptualization is to provide a general definition and categories,
so that areas can be classified and
grouped
accordingly. A formalized ontology building process is suggested by
Pinto and
Martins (2004). They state specification, conceptualization,
formalization,
implementation and maintenance as the usually
accepted stages. As this research focuses on the CLV as a customer
profitability measure no attempts to develop a CRM
ontology are made. Though, the aggregation of specifications that have
been
mentioned throughout academic literature might contribute to the
development of
a CRM ontology. The following table shows
different
approaches to define dominant perspectives on CRM. 


	
      Authors

      
      	
      Perspectives on CRM

      
    
	
      Reinartz el al. (2004)

      
      	
      Functional

      Customer-facing

      Companywide

      
    
	
      Teo et al. (2006)

      
      	
      Technology

      Customer

      Business

      
    
	
      Zablah et al. (2004)

      
      	
      Process

      Strategy

      Philosophy

      Capability

      Technology

      
    
	
      Richards et al. (2008)

      
      	
      Strategic

      Operational

      
    



Table 1. Different perspectives on CRM

Although
the CRM approach is not fully conceptualized several crucial aspects
that are
usually mentioned when referring to CRM may be named. CRM is not a
technology
but it is tied to technologies as it has developed with information
technology.
Analyzing customer data on a large scale is only possible due to
technology.
Therefore, technology might be seen as one of the fundamental
perspectives of
CRM (Alt et al., 2005). The process based view of CRM seems to be the
most accepted
view of CRM. It reflects the fact that relationships develop over time
and must
progress to continue. Further, the strategy based view of CRM assumes
that
customers are not equally profitable and resources have to be allocated
accordingly to their expected lifetime value in order to maximize
profitability. This is an important insight that needs to receive
closer
attention especially on the issue of how to determine a
customer’s potential
value including non-financial values. The importance to distinguish
different
stages in a customer’s relationship is highlighted by Reinartz
et al. (2004) for the following four reasons: 

1. The
essence of the marketing concept is
building and managing ongoing customer relationships. 

2. Relationships
evolve with distinct phases.

3. Firms
interact with customers and manage
relationships at each stage.

4. The
distribution of relationship value to the
firm is not homogenous.  

There
are three primary dimensions, which are relationship initiation,
maintenance
and termination, which are further divided into sub dimensions. The
performance
of CRM activities critically depends on situational factors that
influence the
type of relationship. The recognition of the fact that relationships
evolve
with distinct phases leads to the insight that customers have to be
treated
differently in accordance with the stage in their lifecycle. At the
beginning
of a relationship customers are more valuable due to the future
potentials that
they offer (Ryals, 2002). The underlying
question in
a non-contractual setting will always be whether customers are still
with the
firm or whether they have defected to competitors or have abandoned the
technology. The above mentioned aspects are important issues to be
taken into
account when applying the CLV. An adequate structure of the CRM concept
in
order to organize them is needed though. A comprehensive framework that
differentiates between broad perspectives and then narrows down
dividing each
one into further categories would help to understand more accurately
what is
meant, in what context and at what level when referring to CRM.


3. 
A literature
review of the customer lifetime value concept

A strong
concentration on the financial aspects of the CLV has been determined
in the
reviewed articles. However, other aspects such as customer advocacy,
customer
innovation or customer learning have been recognized, even though, by
far not
with the same attention. The reasons for less attention to other than
financial
aspects are diverse. First, factors that are commonly considered being
important are missing, second, practical mainstream methods that would
allow
assessing a concrete financial value to non-financial aspects do not
exist, and
third, the potential of non-financial aspects to impact indirectly on
financial
factors is not recognized adequately. That is consistent
with Gupta and Zeithaml (2006) citing Ittner and Larcker
(1996) who
state that customer metrics are perceived less important than
financial
measures because they are not clearly defined.
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Figure 1. Selected
formulas for
calculating the CLV; 1.) Jain & Singh,
2002 2.)
Berger & Nasr, 1998 3.) Zhang et al.,
2010

The
original CLV concept is based on the idea to justify marketing
expenditures by
applying the net present value (NPV) method to investments made in
customer
relationships. More recently, acknowledgments in academic literature of
the
importance of non-financial effects have led to further research
investigating
the accountability of non-financial effects. This suggests a
multidimensional
customer profitability measurement rather than one single silver
metric. Yet,
the challenge is to overcome measurement difficulties of non-financial
effects
and to determine their impact in a quantifiable way. The CLV states the
present
value of a customer relationship over the lifetime with a company.
Customer
equity refers to the total lifetime value of a company´s customer
base (Hogan
et al., 2004). Kumar and Rajan (2009)
define the CLV
as: “The sum of cumulated cash flows-discounted using the
weighted average cost
of capital (WACC)-of a customer over his or her entire lifetime with
the
company.”

The
measures that determine the monetary value of the CLV are generally the
revenues from a customer and the costs of attracting, selling, and
servicing
that customer. A number of assumptions may be made in order to
illustrate the
CLV concept and its calculation in different scenarios. Revenues may be
generated annually, more frequently or less frequently as well as the
amount of
revenues might be constant or variable and discrete or continuous over
time.
The same is valid for the rest of the variables determining the CLV.

It
has been suggested that constant margins and retention rates be used in
order
to simplify calculations and in order to overcome the need for
intensive data.
Zhang et al. (2010) state that the CLV formula can be simplified to a
great
extent when margins and retention rates are assumed to be constant and
lifetime
estimated to be infinite. In the case of assuming infinite lifetime the
retention rate automatically accounts for reduced probability to
continue the
relationship. This reduces the complexity of the CLV to a great extent
and
adequately reflects reality.

An
extensive discussion of different mathematical models for computing the
CLV in
selected scenarios has been given, for example, by Berger and Nasr
(1998) and
Jain and Singh (2002) and will therefore not be repeated here. However,
the
quantification and the weighting of indirect non-financial measures are
important pending and also difficult task. Not taking account of
indirect
non-financial effects means estimating the
CLV
incorrectly and consequently failing to address customers with the
adequate
individual marketing effort (Lee et al., 2006).

“If
marketing expenditures are an investment, and the creations of
marketing are assets, then it is of utmost concern that these assets be
valued
by metrics in use. Likewise, should the metrics be misleading, this can
lead to
a plethora of problems, including rash investments based on inaccurate
heuristics; or the canceling of certain programs that are deemed
unsuccessful
by virtue of the misleading measure” (Seggie
et al.,
2007: page 835).

CRM is the intent to understand
each customer and then
deliver a consistent massage or service to
that
customer (Urban, 2005). The CLV is a tool that helps estimating the
financial
potential of customers, but to put together the big picture more
information is
needed. By helping customers find the appropriate product or service,
companies
can build up trust and learn what customers really want. For example,
neglecting
customers’ attitudes and aggressively cross-selling to them when
not requested
might result in customer defection. In contrast, having gained
customers’ trust
through honest behavior might provide enduring advantage as competitors
struggle to convince customers to take the risk and switch to a
different
company (Urban, 2005). The foundation of those findings is that price
is not
the only criterion that wins the battle. Depending on the product
category and
the importance that a product or service has got to customers, the
emotional
attachment might prove just as beneficial as quality, technology or
price
leadership.

Approaches towards defining
indirect
customer value and gauging its monetary value have been made by a number of researchers. Ryals (2008)
explored the process of valuing indirect benefits from customer
relationships
analyzing advocacy, learning and innovation benefits. Von Hippel
and Katz (2002) explored the implications of toolkits for user
innovation.
Bermejo and Rodríguez-Monroy (2010)
analyzed the
factors of an equation presented by Stahl et al. (2003) to measure the
customer
value in a B2B environment taking into account the base, growth,
networking and
learning potential. Hogan et al. (2003) focused on indirect social
effects such
as WOM and Kumar et al. (2010) proposed the customer engagement value
(CEV)
including the CLV, the customer referral value, the customer influencer
value
and the customer knowledge value.
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Figure 2. Factors influencing the
customer decision
making

In
particular, advocacy with a focus on
WOM has received considerable attention in academic
literature. The learning and innovation potentials that customers
offer, have received
less attention from researchers in the context of the CLV. Customer led innovations offer multiple
benefits
such as reduced time-to-market, reduced cost-to-market or increased
fit-to-market (Piller, 2006). Those
benefits do have
an impact on financial measures, even though they might impact in an
indirect
way. The same is valid for the learning potential. Knowledge about
customers is
actually the basis of the CRM approach and it is essential for correct
customer
segmentation and customer treatment consequently reducing the risk to
do
business with loss making customers. Better resource allocation and
increased
market intelligence also result from customer learning
(Iyengar et al., 2007). The quantification
of
non-financial effects is needed in order to make them comparable to
financial
measures. This would allow deciding if financially unprofitable
customers might
offer advocacy, learning or innovation potentials that would offset
their
unprofitability and make them indirectly profitable. Or, if already
profitable
customers, in financial terms, might prove even more profitable through
the
utilization of their advocacy, learning or innovation potential.

The effects of the
customer advocacy potential on the CLV

Generally,
referrals lead to lower acquisition costs and in addition existing
loyal
customers refer new customers that are more loyal themselves (Reichheld, 1996 quoted in Ryals,
2002). Therefore, outsourcing the customer acquisition process will
lead to a
competitive advantage if conventional marketing efforts would be
reduced
maintaining the customer acquisition rate or if additional customers
would be
attracted with the same marketing efforts. Customer advocacy may be
defined as
any interaction between customers and their environment in a direct or
indirect
manner.

Bughin et
al. (2010) estimate WOM to be the primary factor behind 20 to 50
percent of all
purchasing decisions with greatest influence on customers that buy a
product
for the first time or when products are relatively expensive.

Nevertheless,
there is a wide range of other sources besides direct
customer-to-customer
communication from which customers can obtain information. An increase
in
communication between customers, due to the developments in information
technology, has amplified and accelerated WOM marketing drawing
increasing
attention to customer advocacy. Bughin et
al. (2010)
mention experiential, consequential and intentional as three forms of
WOM. 

Concerning
the quantification of customer advocacy Kumar et al. (2007) developed
an
approach to calculate what they call the Customer Referral Value (CRV).
As for
the CLV a number of measures need to be estimated. These include the
number of
successful referrals, the period (t) of time in which referrals can be
related
to a marketing activity, the number of customers that would have become
customers without any recommendation (n2-n1), the
revenues generated by customer y who otherwise would not buy the
product (A),
the discount rate (d), the cost of the referral for the attracted
customer y
(a), the marketing costs needed to retain the referred customer (M),
the
savings in acquisition cost from customers who would have joined
anyways (ACQ2)
and those who would not join without the referral (ACQ1).
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Figure 3. Formula for calculating the
Customer
Referral Value (Kumar et al., 2007)

However,
the CRV can only estimate the value of consequential referrals that
have been
triggered by marketing campaigns and there is also the issue about
double
counting as one customer’s CLV is potentially similar to the CRV
of the
customer who made the referral. Voluntary referrals are more
challenging to
comprehend. What make them so powerful are their origin and their
impact. To
better understand on what the impact of recommendations depend, it has
to be
determined who recommends what and where or in which context the
recommendation
is made. Kumar et al. (2007) found in their analysis of a
telecommunications
firm that the most loyal customers meaning customers with the highest
financial
CLV were not its strongest advocates. Customers that they call
advocates were,
despite having a low CLV, almost as valuable as customers with high
(financial)
CLV taking referrals into account. This demonstrates that indirect
values can
offset direct low profitability.

Drivers
that have been identified in the literature to have an impact on the
above
mentioned factors include the following. The identity of the person who
spreads
WOM influences whether the receiver of the recommendation trusts the
sender and
believes that the sender knows the product or service in question. Bughin et al. (2010) found that across most
product
categories important product or service features have to be addressed
in order
to influence customer decisions. It is crucial to understand which
product
features are considered important as addressing product features with
no
significance to the customer does not create any attraction and is
therefore
unnecessary. Lastly, the environment where WOM is spread determines the
impact
of the referral. Referrals with less reach have a greater impact than
those
spread through far-reaching networks. The reason might be the
correlation
between the number of people one trusts and the number of network
members one
values.

WOM has
been shown to be a potential source of additional sales and cost
reduction.
Marketing activities result more effective through lower acquisition
costs and
moreover referrals help to reduce post purchase cognitive dissonances
through
the confirmation of purchase decisions. WOM also makes the
decision-making
process for new customers simpler and faster which leads to faster
market
penetration (Stahl et al., 2003).

The effects of the
customer innovation potential on the CLV

In the
early stages of the innovation process uncertainties have to be
eliminated in
order to overcome market and technology risks. Customers that gain
specific
knowledge from experiencing products or services in broad ranges of
contexts
might be seen as sources of need and solution information that can help
to
reduce uncertainties. In the open innovation concept innovations are
seen as
the result of loosely coordinated and open networks of a number of
users and
customers (Piller, 2006). The success
depends on the
ability of companies to establish networks with external actors
(suppliers,
customers, competitors, and external Research and Development (R&D)
institutions) along the innovation process.

Potentially,
a reduction in time to market is achieved by reducing cycle time in the
trial
and error process due to constant feed-back in the early stages of the
development process. Access to a greater number of resources presents
extended
solution finding and cost saving potentials (von Hippel
and Katz, 2002) and further, the participation of potential customers
seems to
increase the fit to market and their willingness to pay (Franke
et al., 2010). Other results from innovative activities with external
partners
might be product or process innovations which could lead to increases
in
revenues and cost reductions.

The
profound understanding
of the usage and the application environment of the users are the
key-drivers
for need information. The broader access to need and solution
information
provides an extended idea and solution finding potential reducing not
only the
market and technology risks but also the risk of investments in
innovative
activities. A key driver for successful customer or user innovation is
the
supply of an adequate arena that unites different sources and knowledge
perspectives in an interactive and directed problem-solving-process (Piller, 2006). Solving the interface problem by
the
development of appropriate toolkits provides access to sticky information and offers therefore the chance to
better
define customer needs through a “learning by using” process
and the
conceptualization of available customer owned information.
Information´s
stickiness can be reduced by converting tacit knowledge into explicit
knowledge
(von Hippel and Katz, 2002).


4. 
The effects of
the customer learning potential on the CLV

The
learning potential inherent in customer relationships can be utilized
to
increase a company’s market intelligence and to improve a number
of other
factors. Knowing how to satisfy customers’ needs or what causes
customers to
engage in long-term relationships enables marketers to reduce expenses
up to
the critical level maximizing efficiency of scarce marketing resources.
Further, through the learning process resources can be allocated in a
more
adequate way attributing fixed costs of specific products or services
more
precisely.

Iyengar
et al. (2007) investigated consumer learning for service quality and
usage in
wireless service. They found that consumer learning can result in a
win-win
situation for both customers and the company due to less minutes spent
by the
customers and an increase of 35% of the overall CLV. Learning can boost
product/service and process improvements and innovations which increase
efficiency and quality and reduce uncertainties.

Rather than
reducing acquisition costs or increasing the number of customers the
learning
potential is a source of knowledge. It offers the opportunity to
improve the
understanding of customers’ latent and overt needs or problems,
products’ true
performance, competitors’ capabilities and strategies or
technological trends. 

Knowledge
taken from individual customer relationships might reduce relationship
costs as
process improvements can be applied to whole segments of the customer
base. The
intimacy of the customer relationship permits to develop, test and
refine
different types of knowledge, such as market conditions, technologies
and
business processes or future trends (Stahl et al., 2003). The knowledge
acquired through the learning process can be converted into more
reliable
forecasts and plans to better understand customer needs and improve
product and
process quality. Further, more reliable forecasts help to decrease cash
flow
vulnerability and volatility.

Customers´
consumption pattern are results of their needs, influenced by the level
of
uncertainty as well as quantity and quality learning over time. Iyengar et al. (2007) found the level of quality
of service
encounters to provide a strong signal for the overall service quality
in
wireless services. Therefore, customers’ needs can be positively
influenced by
satisfying what matters to customers. At the same time wasteful
spending on
non-critical factors recognized through learning might be reduced or
eliminated. More straightforward measures that can show the results of
the
knowledge creation process through interaction are the time needed for
new
product development, the level of market penetration related to time
and the
number of product and process improvements or innovations.

The
successful utilization of the learning potential depends mainly on the
ability
to establish relationships with customers and to motivate them to share
their
specific knowledge. Further, success
is driven by the ability to structure obtained knowledge and make it
available. New product developments might result to have less false
starts and
delays, reduced time to market and increased market acceptance.


5. 
Conclusions

The CRM
approach is one promising attempt to team up with the customer and
respond to
the change in power by creating a comprehensive marketing philosophy.
Accountability
for marketing activities has put the focus mainly on financial
measures. This
has raised doubts if customer profitability is estimated correctly. As
it has
been shown in this article research provides strong evidence that
supports
doubts about the correct estimation of overall customer profitability.

The aim of
this article was to discuss the CLV as a profitability measure in the
context
of CRM. The reviews of the CRM approach and the CLV framework have
shown that
they are not fully conceptualized and commonly understood. CRM lacks a
systematical approach and commonly accepted definition. Nevertheless, a
trend
towards seeing CRM as a holistic philosophy that helps implement
marketing
strategies, rather than seeing CRM itself as a strategy, is evolving. 

Investments
in customer management are subjected to be profitable. This requires
measures,
so that resource allocations can be compared and justified. Given the
diversity
of customers it is crucial to evaluate their potential value properly
and develop
adequate relationship strategies.
Taking all relevant dimensions into account and determining success as
well as risk factors in the value creation process is fundamental to
allocate
marketing resources in the most effective way. However, the exact
quantification
in financial terms of the voluntary customer advocacy, innovation and
learning
potential remains a pending task.

Increasing
competition and maturing markets call for increases in efficiency and
productivity in order to reduce costs. Increases in sales not only help
to
compensate decreasing margins but are also
crucial
for the degree of capacity utilization. This serves to cover fixed
costs.
Eliminating unprofitable customers would lead to allocating fixed costs
to a
smaller number of (profitable) customers, consequently reducing their
profitability. Therefore, the comprehensive view of customers helps to
better
understand their needs and potentials so that long-term overall
profitability
can be advanced through the consideration of indirect effects by
generating more sales through referrals, for example. Adequate customer
treatment in accordance with the stage in their lifetime with the
company is
another cost neutral learning insight that results in more efficient
resource
allocation. 

A fundamental
issue that should be attended in future research is the question about
what
drives the wish to engage in a relationship. Mainly the interest of
customers
in a product or service and the importance of a product or service
(value) have
been mentioned to drive willingness to engage in relationships. What
exactly
are the crucial drivers of relationships? Are they trust, reliability,
price or
others? This certainly depends on the product category and should be
investigated further taking this into account.

Overall,
this research has shown that customers offer more than their financial
value
and that indirect effects play a crucial role that need to be accounted
for.
Although it has not been accomplished to develop straightforward
measures that
would allow putting a concrete financial value on the advocacy,
learning and
innovation potential, it has been demonstrated what drives the crucial
factors
that determine the key-perspectives of customer relationships.
Measuring the
results cannot always be done in financial terms, which makes it hard
to
convincingly state the importance of other than financial measures.
Although
they are hard to quantify increased knowledge about processes, product
behavior, customer needs and demands as well as longer customer
lifetime,
increased revenues, cost reductions and increased market intelligence
are
crucial success factors that provide competitive advantages.

The nature
of marketing makes it necessary that a holistic view is applied to
investments
in marketing activities as those aim to create intangible assets. A
purely
financial CLV will therefore estimate customer profitability
incorrectly.
Concluding with the insight that customer profitability cannot be
simply
explained with customer loyalty, relationship duration or another
single silver
metric, advocates a multi-dimensional CLV. Therefore, further research
is
needed to develop other approaches to evaluate long-term overall
customer
profitability and test them empirically. Further developing a
comprehensive
understanding of marketing accountability will result in increase in
transparency and finally contribute to better resource allocation and
consequently advance success rates of CRM activities.
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Abstract

Purpose: A number of customer metrics allow estimating customer
proftability with mathods such ss the Customer Lifstime Valus (CLV).
However, investments in customer relationships carry the potential rik to
destroy value and reduce profitabiity when based on incorrect estimates of
customer profitabilty. Thersfore, estimating future customer value correctly
s essential to allocate marketing expenditures in the most fective way. In
this article racent literaturs sbout the CLV is raviewed in ordr to assess its

ability as 3 customer profitablity measure.

Besides the financial perspective of the CLV, non-financial perspectives such
s customer advocacy, (customer or open) innovation and learning have
been identifiad to have an impact on customer profitabiiy. How to properly
estimate 3 customer's value taking all relevant value creating factors,
financisl 3z well 32 non-finsncial, into account is the underlying ressarch

question.
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