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Abstract

The concept of relationship management in marketing area has gained its 

importance through decades. CRM, pursue long-term relationship with profitable 

customers in the new mantra. The ultimate goal of any corporate initiative is profitability.

In absence of any clear differentiation among the company clients or special value 

proposition, companies often squander valuable company resources attempting to service 

all the customers that may or may not result in a profitable outcome. many researches 

have been performed to evaluate the customer value, However they lacks the empirical 

evidence to their calculations, if not had some limitations in considering the customer 

churn or potential value of the customers in expected future. The main objective of this 

paper is to investigate the customer value in banking context using the customer lifetime 

value framework. The interviews with the expert show that currently customers are 

treated the same. This study presents a detailed empirical evaluation of how accurately 

the value of corporate customers of a governmental bank in Iran can be measured. The 

analysis results in value identification and ranking of corporate customers. Additionally, 

to select the value generating customers (alternatives) for capital investment among the 

whole customer portfolio of the bank, a finite number of alternatives have to be ranked 

considering several and sometimes conflicting criteria. Therefore, we are faced with a 

special multicriteria decision-making problem. The purpose of this study is to develop a 

decision-making model for selecting corporate customers in loan lending relationships of 

the banks customers and a model is provided in order to structure this problem. The 

proposed model is structured by solicitation of banking experts. The preference ranking 

organization method for enrichment evaluation (PROMETHEE) has been used for 

solving the problem. The model has been applied in a governmentally owned bank of 

Iran as a real case with interview the experts in order to determine the effective criteria 

for customer evaluation.

Key words: CRM, customer value, life time value, customer behavior, Multicriteria 

decision making; Customer evaluation; PROMETHEE; Iranian banking industry   
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Chapter 1

Introduction

1. Introduction 

The first chapter represents the research overview and background, a review of 

the main aspects of this report and the motivation of the study, then introduces the reader 

importance of the study that leads to the problem statement, research questions and 

research objectives. Subsequently a map of this thesis report is given with a brief 

description of each chapter and objectives.
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1.1 Overview

CRM (Customer Relationship Management) emerged as the no. 1 business 

buzzword at the turn of the millennium (Gummesson, 2004), in which, CRM is changing 

many industries and influences many customers and businesses. CRM can be defined as 

managerial efforts to manage business interactions with customers by combining business 

processes and technologies that seek to understand a company’s customers (Kim et al., 

2003).

Until recently, a firm’s transactions with its customers were treated as discrete 

activities. To improve profitability, firms focused on costs, product lines, and the 

competition. Customers were generally not on the radar screen (Jain and Singh, 2002).In 

the 1990s there has been a refocusing of attention towards customers and customer 

relationships (Ryals, 2002). Relationship marketing constitutes a major shift in marketing

theory and practice. Rather than focusing on discrete transactions, it emphasizes the 

establishment, development and maintenance of long-term exchanges (Stahl et al., 2003).

Ryals (2002) stated; In order to manage relationships as assets, companies need to 

know which are their most valuable and which their least valuable relationship assets are. 

In this respect, customer profitability analysis will uncover the unprofitable customers. 

Sometimes these are new customers, buying infrequently and in small amounts, who will 

become profitable as the relationship develops and sales increase and/or costs reduce. 

This kind of unprofitable customer is not an issue; the rationale for continuing to serve 

them is based on future profit potential. However, there is another type of unprofitable 

customer. This is the customer who is unprofitable in the current period and also in the 

future, perhaps because customers are becoming more demanding, have higher 

expectations, more knowledge, more buying power, and are more sophisticated in their

buying behavior. The retailer has to be able to decide which of his customer relationships

will create the most value for him. In other words, the retailer has to be able to value the 

relationships (Ryals, 2002).
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Customers show different behaviors in their buying habits. For measuring 

customer profitability and assessing disparity of profitability across customers, there 

should be some models evaluating customer disparate behaviors. While measuring 

customer profitability might appear to be a straightforward process, it is actually quite 

complex (Mulhern, 1999). CLV is one of the measures proposed in the literature which is 

a more superior metric as compared to other traditional measures such as RFM, Share of 

Purchase (or Wallet), and Past Customer Value (PCV) (Reinartz & Kumar, 2000). None 

of these measures is forward looking and do not focus on profitability of the customer, 

cited by (Kumar and Shah, 2004). Definition of LTV as of the  Hwang et al. (2004) 

which is the sum of the revenues gained from company’s customers over the lifetime of 

transactions after the deduction of the total cost of attracting, selling, and servicing 

customers, taking into account the time value of money (Hwang et al., 2004).

In general, there are two broad approaches to the calculation of customer 

profitability—top down, and bottom up. The top-down approach begins with total profits, 

takes the customer base as a whole and tries to determine the profitability of customer 

segments. The bottom-up approach aims to identify the profitability of individual

customers (Ryals, 2002). In this study the focus is in the later.

There are a lot of researches on calculating customer value. The basic concept of 

these researches, however, focused on Net Present Value (NPV) obtained from customers 

over the lifetime of transactions (Bayon, Gutsche, & Bauer, 2002; Berger & Nasr, 1998; 

Gupta & Lehmann, 2003). Most LTV models stem from the basic equation, which follow 

the LTV concept of sum of revenues gained by customers over their life time transaction 

with the focal company after deducting the costs attributed to customers from direct and 

indirect relationship considering the time value of money, although we have many other 

LTV calculation models having various realistic problems. This study is going to adopt 

the basic model as a theoretical framework which is going to be introduced in the chapter 

two. Irrespective to whichever model have been adopted, there are several application to 

the CLV models. Customer profitability measures can be used for many marketing 

decisions at both a strategic and a tactical level (Mulhern, 1999). Some examples of the 

applications are managing promotional campaign expenditures, acquisition / retention 
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decisions, market segmentations, resource allocations and others which are discussed in 

chapter two.

1.2 Review of current state of banking in Iran

After the Islamic revolution in 1979, all Iranian banks were nationalized. In 2001, 

the Iranian banking market was re-opened to the private sector. Entry of private banks, 

made the market more competitive and growing. Following statistics extracted from the 

reports of the central bank of Iran, reveal the fast growing banking market in Iran:

During fiscal year ended march 20, 2006 total assets of banks and their loan 

receivables from private sector in comparison with previous fiscal year has increased by 

32.9 and 38.3 %, respectively. For Iranian private banks and credit institutions, the ratios 

are 142 and 114 % which is more than related industry indices.

Loan receivables balances of the whole industry, commercial government banks 

and private banks have increased by 36.9, 26.6 and114 % respectively. US$24,508 

million (RLS 224000 billion) increase in loan receivable balances include US$ 18,490 

million (RLS 169,000 billion) as governmental banks share and US $6,018 million (RLS 

55,000 billion) as private banks share. On the other hand, market volume increment 

includes 75 % as governmental banks share and 25 5 as private banks share.

This moment, foreign banks are not allowed to be active in Iranian financial 

services it is not very far that the Iranian government stops its resistance against the 

global let foreign banks to have branches in Iran (Economic report of CBI, 2006).

Nationalization and lack of competition for over two decades, having limited 

interactions with global banking market and different sanctions being imposed to Iran 

during last three decades have weaken the Iranian banking industry. The weakness will 

cause serious problems for Iranian banks encountering their strong foreign competitors 

and the growing banking market in the country; Iranian banks should become ready for 

the coming competitive environment. Developing competitive tools which consider the 

special characteristics of Iranian banking market seems essential for Iranian banks one of 
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these competitive tools is accurate frameworks and models that can help banks to 

discriminate between different groups of their corporate customers and allocate their 

resources to an optimal combination of these customers (Economic report of CBI, 2006).

In chapter four the data analysis is based on the solar year consistent with Iranian 

calendar, the conversion is as follows; 1384 is 2005, 1385 is 2006, 1386 is 2007, 1387 is

2008 and continue in this manner.

1.3 Motivation of this study

McDougall et al. (1997) argues, by understanding and managing lifetime 

customer value, a company not only allocates resources to its customers more effectively, 

but also becomes better able to focus on developing long-term customer relationships. 

Examines ways to calculate lifetime customer value and use it as the basis for strategy 

development. The banking industry in Iran is encountering with the new growing market 

in which even governmental banking systems are adopting new e-Banking and e-

Commerce strategy, becoming vigorous rivals of the private ones whose pioneering in the 

field is evident., the customer relationship management and customer value are issues 

which are gaining more attention in the context of Iran in recent years (Economic report 

of CBI, 2006). Nonetheless, companies are the toddlers have a long way to be excelled.

Take it to consideration the facts mentioned and having access to the customer data of the 

bank; customer valuation in banking industry has been a motivation to this study.

1.4 Importance of this study

Today's competitive banking environment demands ever-increasing consumer 

responsiveness. Banks are realizing that marketing is more than just acquiring new 

customers; it also involves retaining existing customers and selling them a wider 

assortment of products and services. (Mehta and Tambe, 1997). Moreover, Clients in 

service industry are the only value that each company will ever create (Ryals, 2002). So, 

the competition is not anymore among companies but also is among the customer base 
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and customer knowledge which the companies have gained through the years of 

acquiring and retaining them.

Customers differ widely in the long-term value they represent to a company, and 

the “best” customers are often many times more valuable than the average ones. Yet most 

managers make strategic and tactical decisions based on “average” customers 

(McDougall et al. 1997). In order to compete, companies have to gain profound 

knowledge of their customers and try to make long term relationship and start evaluating 

their customers to make different strategies toward them.

The bottom line is simple; if you do not know how much your customers are

worth to you, you cannot make rational decisions about how to serve them (McDougall et 

al., 1997). Most companies start to invest a lot of money acquiring customers but they do 

not feel that it was economically worth doing it. They are spending money with out being 

confident with the return of it. After a while these costs becoming unreasonable not 

complying with the strategic policies. 

Is it economic or not to invest on customers, is justifiable by measuring the 

customer value, not only the economic value but the potential and relationship value 

generated by the relationship.

1.5 Problem statement and research questions

Brands and customers are intangible assets of the firm and “customer as asset” 

analogy suggests that these assets needs investment, just as tangible assets do, but 

customer relationships are not assets in the sense that tangible assets are. They are not 

owned in the same way. In fact, if they chose, they can defect to competing suppliers

(Ryals, 2002). 

However, many companies do not observe the importance of the knowing 

customer value while investing, by being blind to the range in customer value among 

their client base they commit a multitude of mistakes: they over-invest in customers who 

are of low value; they under-invest in customers who are of high value; they squander 



7

precious resources unnecessarily; and they unknowingly pass up significant opportunities 

for future growth and profits (McDougall et al., 1997).

With mentioning the importance of the study of customer valuation, research 

problem stated in this study is:

“In Iranian banks the value of their customer base is not known, also a lack of 

framework or a model to measure the value of clients is another drawback in the industry.

With the advent of the private banks to the market, which comes with higher competition, 

treating customers the same is not an option. Customers may defect to other rivals. So to 

differentiate the services, customer value must be evaluated. “

Research questions

In order to deal with the research problems stated above research investigative

questions would be proposed as;

RQ1:“What is the customer life time value model best fitted to banking industry of Iran 

with consideration of the data availability within the context?”

RQ2: “What are the measures of a customer lifetime value model in Iranian banking
context?”

RQ3: “what is the importance of each factor and measure of customer life time value in 
terms of weights of each factor?”

RQ4: “How to find the value and rank of business customers in a loan relationship of a 
bank in Iranian context”?

1.6 Research objectives

Regarding the problem statement of the study, it is intended to provide a 

framework for managers, the know-how to measure their valuable intangible assets 

known as clients. By doing an exploratory study on data availability, we come up with 

the model, then interview with experts for fine tuning and weighting the extracted 
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variables of the CLV.  In the path of evaluating customer value, we get to know the 

lessons and challenges face within the process. The objectives of the study would be:

 To fit the customer life time value models in to the banking industry in Iran
 To explore the data requirements of the model and compare to the data available 

in banks
 To enable managers to have a basis to measure the value of their customers 

through available data  
 To improve the model constructs based on their importance 
 To be able to find the importance of the constructs of the model
 To be able to rank customers

In order to achieve these objectives the relationship value, customer lifetime,

customer lifetime models, Promethee technique as a decision support system need to be 

explored, the latter technique has not been applied to banking concept considering CLV 

framework before. The objectives are achieved conducting a semi-structured interview as 

the research strategy through a qualitative approach.

1.7 Terminology

CLV or CLTV or LTV: All stands for customer life time value, which is 

defined as the definition of the Hwang et al. (2004), the sum of the revenues gained from 

company’s customers over the lifetime of transactions after the deduction of the total cost 

of attracting, selling, and servicing customers, taking into account the time value of 

money (Hwang et al., 2004).

1.8 Structure of the thesis

In the first chapter we define our research problem and develop research 

questions. In chapter two a review of the literature and thesis background have been 

discussed. Chapter three is the research methodology, including the research purpose, 

approach, and strategy of the thesis. In chapter four the data analysis will be discussed in 

full and the graphs will be interpreted. Finally in chapter five, conclusions and 

delimitation as well as implications are developed.
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This dissertation is organized in five chapters as shown in figure 1.1 :

Figure 1.1Structure of the thesis

Chapter one
Introduction

Chapter two
Literature review

Chapter three
Research methodology

Chapter four
Data analysis

Chapter five 
Conclusion and remark
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Chapter 2

Literature review

2. Literature review

The aim of this chapter is to provide insights to the research area as well as 

relevant literature in the related area. Chapter two is structured along several themes. 

First of all, this chapter explains the basic terminology of Customer life time value and 

its models. Second, it outlines the industry and applications of the CLV. Finally, the 

research model is introduced.
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2.1 Introduction

(Gupta and Lehmann, 2003) stated; the abundance of customer information and 

increasingly sophisticated information technology and statistical modeling has led to a 

revolution in areas such as customer relationship management or CRM. Retailing and 

financial services are setting the standards in managing customer relationships. 

Implementing relationship management entails certain changes in the way that companies 

view their customers and manage their contact with them (Ryals, 2002). Customer 

relationship management allows firms to distinguish between customers that are

profitable, nearly profitability, unprofitable, and have the potential to be profitable (Jain 

and Singh, 2002).

2.1.1 Importance of relationship marketing

(Ryals, 2002) cited; a review of the literature on customer profitability and on 

relationship marketing reveals that in the 1990s there has been a refocusing of attention 

towards customers and customer relationships. The term ‘relationship marketing’ was 

first used by Berry (1983), who first emphasized the importance of relationship building

strategies in retailing and banking. Relationships between buyers and suppliers are 

discussed by a number of authors (Turnbull and Cunningham, 1981; Haakansson, 1982; 

Ford, 1990; Axelsson and Easton, 1992; Ford et al., 1997). In explaining the relationship 

marketing concept, Kotler (1994) observes that Smart marketers try to build up long-

term, trusting, ‘win-win' relationships with customers ... That is accomplished by 

promising and delivering high quality, good service, and fair prices to the other parties 

over time. It is accomplished by building strong economic, technical, and social ties with 

other parties.

Relationship marketing constitutes a major shift in marketing theory and practice. 

Rather than focusing on discrete transactions, it emphasizes the establishment, 

development and maintenance of long-term exchanges. Such relationships are thought to 

be more profitable than short-term relationships as a result of exchange efficiencies. This 

is especially true of customer relationships (Stahl, Matzler, and Hinterhuber, 2003). The 

task of relationship marketing can thus be divided into two parts: (1) establishing or 
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creating customer relationships; and (2) maintaining, enhancing or cultivating customer 

relationships (Storbacka, 1997).

There is the other concept that recognizes relationships as assets to the company. 

Intangible assets, and in particular, brands and customers are critical to a firm (Gupta and 

Lehmann, 2003, Ryals, 2002).

Moreover, the intangible assets of a company are important determinants of its 

market value, be it the company’s potential for acquiring and retaining customers or other 

stakeholders, the value of its brands or its human capital (Bayon et al., 2002).  The 

‘‘customers as assets’’ analogy suggests that these assets needs investment, just as 

tangible assets do, but customer relationships are not assets in the sense that tangible

assets are. They are not owned in the same way. In fact, if they chose, they can defect to 

competing suppliers (Ryals, 2002).  In order to manage relationships as assets, companies

need to know which are their most valuable and which are their least valuable 

relationship assets so that appropriate marketing strategies can be put in place. The most 

valuable customer assets have to receive priority and be defended from poaching by the

competition. Less valuable customer relationships have to be scrutinized to see how 

returns can be improved (Ryals, 2002).

The focus on relationship management makes it extremely important to 

understand CLV because CLV models are a systematic way to understand and evaluate a 

firm’s relationship with its customers. Moreover, CLV models help quantify the 

relationship of the firm with its customers and subsequently allow the firm to make more 

informed decisions in a structured framework. CLV models also help a firm to know who 

its profitable customers are (Jain and Singh, 2002).

2.1.2 Value generation from relationship

Until recently, a firm’s transactions with its customers were treated as discrete 

activities. To improve profitability, firms focused on costs, product lines, and the 

competition. Customers were generally not on the radar screen; that the customer

generates revenues that result in higher profitability was not evident in the decision-
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making process within firms (Jain and Singh, 2002). A shift towards value-based analysis 

away from product profitability or single-period customer profitability analysis has been 

made. Value-based analysis is forward looking, unlike profit which relies on historic 

data. Marketing strategies based on conventional profit based thinking focus on 

increasing the returns from low value customers. Returns are increased by increasing the 

income from those customers (weight of purchase, frequency of purchase, etc.) and/or 

reducing their costs (incentivizing them to shop at off-peak times, introducing self-

checkouts for loyal shoppers, switching them to Internet or telephone ordering rather than 

counter service and so on) (Ryals, 2002). 

However, value-based thinking opens up an additional range of strategies because 

value can be increased by reducing the cost of capital as well as by increasing returns. 

The cost of capital can be reduced either by reducing the amount of capital used in the 

customer relationship or by reducing the cost of that capital (in other words, by reducing 

the risk). Value based thinking encourages marketers to think about managing the risk 

(the volatility) of customer relationships as well as the returns. Existing management 

accounting systems may have to be adjusted to accommodate this change (Ryals, 2002).

As companies move towards one-to-one marketing, they need a longer-term view 

of the value of their customer relationships. However, Retailers very often do not know 

the value of their customers (Ibid). 

2.2 Customer behavior

It is believed that CRM performance should be measured ultimately in terms of 

customer behaviors since they are the underlying sources of value of current customers of 

a firm and have the potential to increase the future revenue streams associated with them 

and those prospective customers (Wang et al., 2004). Wang cited; because the 

fundamental objective of CRM is to ensure steady streams of revenue and maximization 

of customer lifetime value or customer equity, customer behaviors that might bring 

revenue streams become strategically significant. For example, researchers have tried to

understand relationship length, depth, and breadth in terms of customer retention, 
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intensity, or usage level of services or products over time, cross-buying or add-on 

purchase, and word of mouth (Blattberg et al., 2001; Reichheld and Teal, 1996; 

Bettencourt, 1997), which usually implies a fundamental increment of customer lifetime 

value or customer equity (Wang et al., 2004). Which also has been cited by (Bayon et al., 

2002) that these various factors are the determinant of the customer attractiveness to the 

firm.

2.2.1 Customer behavior measure

It is cited by (Kumar and Shah, 2004) that In the retailing context, following 

measures of customer behavior are commonly applied by practitioners – share of 

purchase (SOP) that measure the relative share of a customer’s purchase as compared to 

the total number of purchases and share of visits (SOV) that measure the number of visits 

to the store as compared to the total number of visits (Magi, 2003). Other commonly used 

measures in the industry include Share of Wallet (SOW) – that is expenditure at a 

specific store as a fraction of total category expenditures (Berger et al., 1998) which is 

analogous to share of purchase (SOP); Past Customer Value (PCV) – based on the past 

profit contribution of the customer; Recency, Frequency and Monetary Value (RFM) –

measure of how recently, how frequently and the amount of spending exhibited by a 

customer (Hughes, 1996). It is cited by (Kumar and Shah, 2004) that The popularity of 

CLV comes from the fact that it is the only forward looking metric that incorporates into 

one, all the elements of revenue, expense and customer behavior that drive profitability. 

Also, it is consistent with the customer-centric paradigm of marketing. CLV is a more 

superior metric as compared to other traditional measures discussed earlier such as RFM, 

Share of Purchase (or Wallet), and Past Customer Value (PCV) (Reinartz & Kumar, 

2000). None of these measures is forward looking and do not focus on profitability of the 

customer (with the exception of PCV that focuses on past profits) (Kumar and Shah, 

2004).

(Kumar and Shah, 2004) stated; the traditional approaches fail to consider the 

future potential of a customer. However, Research indicates that customers who have 

performed well in the past (in terms of their spending and profitability to the firm) need 
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not perform similarly in future. Also, all historic data analyses suffer from the fact that

current and historic transaction and profitability data is not necessarily reliable as a guide 

to the future. Changes in a customer’s life circumstances or even changes in preferences 

can alter purchasing behavior from one period to the next (Ryals, 2002). This has 

remained a dilemma.

2.2.2 Customer value

(Huber et al., 2001) stated that the concept of “value” has been applied to many 

settings in the management, strategy, finance, information systems, and marketing

literatures. Although replete within contemporary research and practice in these 

disciplines, the value concept is multifaceted and complicated by numerous 

interpretations, biases, and emphases. The term value has multiple connotations in the 

marketing literature. For example, perceived value is used to refer to the ratio of 

perceived quality relative to price. Customer values are psychological constructs that 

pertain to consumer moral judgments (Mulhern, 1999). The derivations of various value 

dimensions have been evident from the point of view of “strategic value” (Katz, 1993),

“value” as equal to revenue minus purchases (Strassmann, 1990), the economic 

contribution that “value'' makes to profit maximization (Banker and Kauffman, 1991)

and, most particularly, the value of customers to an organization (Blattberg and Deighton, 

1996), customer values (Engel et al., 1990), and the principles of customer perceived 

value (Zeithaml, 1988). All these theoretical approaches require unique perspectives and 

demand specific appreciation of the value concept(s) in question. For instance, the last 

three customer-based derivations of value dimensions are often confused within the 

marketing literature but they are by no means synonymous: the value of customers to an

organization concerns the direct benefits that an organization experiences as a result of 

customers' loyalty and continued patronage; customer values reflect the personal values 

of individual consumers; and, the customer perceived value approach centers upon the 

utility a customer receives after purchasing a product; cited by (Huber et al., 2001).
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As (Ryals, 2002) stated that the value of customers to an organization is of 

importance of study and it is often assumed to be non-problematic. The emphasis in this 

study would follow the same view point of customer value to the organization. 

2.3 CLV definitions

There has been several definitions of the CLV developed by various author in 

different constructs while, the meanings are some how the same. One of the basics is the 

kotler’s view:  

“A profitable customer is a person, household, or company that overtime yields a 

revenue stream that exceeds by an acceptable amount the company’s cost stream of 

attracting, selling, and servicing that customer. CLV (customer lifetime value) is the 

present value of the stream of future profits” (Kotler, 2003). 

In other words, Customer Lifetime Value (CLV) may be defined as the “measure 

of expected value of profit to a business derived from customer relationships from the 

current time to some future point in time” (usually three years in the case of most 

business) (Kumar and Shah, 2004).The CLTV analysis demonstrates that the value of the 

relationship with this customer can be increased either by increasing the amount of profit 

(by increasing the revenue from the customer and/or decreasing costs to serve) or by 

extending the relationship lifetime. In fact, companies can trade off the costs of 

increasing service levels to this customer against the likelihood of gains from extending 

the relationship (Ryals, 2002). It is cited by Mulhern (1999), What is more, Customer 

profitability has been studied under several different terms in the literature; lifetime value 

(Keane and Wang, 1995), customer lifetime value (Berger and Nasr, 1998), customer 

valuation (Wyner, 1996), customer lifetime valuation (Dwyer, 1989), customer 

relationship value (Wayland and Cole, 1997) and customer equity (Blattberg and 

Deighton, 1996), and customer profitability (Storbacka, 1998). Profitability analysis in 

many non–direct marketing applications does not always involve a sequence of purchases 

over an extended period of time. Most studies in the marketing literature that have 

addressed profitability issues have measured profits at the level of the firm, business unit, 
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product, or brand. The measurement of profits at the customer level has drawn little 

attention, not because it lacks importance, but because of difficulties in obtaining 

accurate information on individual customer purchase behavior. Measuring customer 

profit requires data on individual customer purchases and variable marketing costs over a 

period of time. The previous researches contain several definitions of LTV. The 

differences between the definitions are small. Table2.1 shows the definitions of LTV 

(Hwang et al., 2004).

Table 2.1 Definitions of LTV

Definition Article

The present value of all future profits 
generated from a customer

Gupta and Lehmann (2003)

The net profit or loss to the firm from a 
customer over the entire life of transactions of 

that customer with the firm

Berger and Nasr (1998)

Expected profit from customers. exclusive of 
costs related to customer management

Blatterg and Deithon (1996)

The total discounted net profit that a customer 
generates during her life on the house list

Bitran and Mondscein (1996)

The net present value of the stream of 
contributions to profit that result from 

customer transactions and contacts with the 
company

Pearson(1996)

The net present value of a future stream of 
contributions to over heads and profit 

expected from customer

Jackson (1994)

The net present value of all future 
contributions to overhead and profit

Roberts and Berger (1989)

The net present value of all future 
contributions to overhead and profit expected 

from customer

Courtheaux (1995)

            Source:(Hwang et al., 2004)

Considering the definitions above, in this study LTV is defined as the definition 

of the  Hwang et al. (2004) which is the sum of the revenues gained from company’s 

customers over the lifetime of transactions after the deduction of the total cost of 

attracting, selling, and servicing customers, taking into account the time value of money 

(Hwang et al., 2004).
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2.3.1 Customer life time value components

It has been proposed by (Stahl et al., 2003), the concept of CLV is based on the 

following four value components.

 The base potential. Net proceeds of sales, for those products that constitute the 
base of the customer relationship, as well as the costs of acquisition, development 
and retention, are estimated over the expected duration of the relationship. The 
cash flow of each period is then discounted to a NPV.

 The growth potential. Cash flows may increase as a result of cross-selling, up-
trading, a higher ‘‘share of wallet’’ or moving to the next phase of the customer 
life cycle.

Figure 2.1Value components of CLV          Source: (Stahl et al., 2003)

 The networking potential. Additional revenues may come from referrals and/or 
from the customer’s reputation. Referrals have a twin effect. First, they may lead 
to additional sales and lower acquisition costs as new customers are attracted 
through word-of-mouth advertising. Second, referrals can increase the 
effectiveness of advertising and promotion because customers develop a more 
favorable attitude toward the firm’s communication.

 The learning potential. This refers to knowledge creation through interaction. 
The intimacy of customer relationships makes it possible to develop, test and 
refine different types of knowledge, such as market conditions (competitors, 
customers, channels, suppliers, social and political interest groups), technologies 
and business processes, or future trends. These types of knowledge can be 
transferred into more reliable forecasts and plans, providing a better 
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understanding of current and future customer needs and consequently leading to 
higher quality of products and processes (Stahl et al., 2003).

2.4 Customer lifetime models

As the ultimate goal of any corporate initiative is profitability(Kumar and Shah, 

2004). The metric which consider this construct is of eminent value. Therefore in this 

study the calculation of CLV as a measure of customer value is noticed.   

2.4.1 Customer profitability requirements

Customer valuation has become an important issue, given the rise of relationship 

marketing. Several measures of customer profitability have been developed (Mulhern, 

1999). Before introducing the customer valuation models there are some issues that 

should be taken in to consideration which will be explained in the following section. 

(Stahl et al., 2003) propose following requirements have to be fulfilled to accurately 

measure the customer profitability.

 Requirement 1: All costs must be allocated to customers commensurate with the 
amount of supplier’s resources that the customers absorb. Many companies 
assume that customers with the highest sales volume are the most profitable
customers and believe in the Pareto Rule, which states that 20% of the customers 
generate 80% of the profits. They use Pareto Analysis as an indicator of customer 
profitability, with sales volume being the most commonly used measure. Volume-
based measures can, of course, be very misleading. Typically, the highest-volume 
customers also exert the greatest bargaining power, thus enjoying the lowest 
prices at a high level of pre- and after-sales service. Low-volume customers, on 
the other hand, generally pay the highest prices but may absorb even more sales 
and service resources than high volume customers. As a result, medium-volume 
customers tend to be the most profitable. Unfortunately, standard accounting 
systems focus on periods instead of individual customers or customer groups.

 Requirement 2: Both monetary and non-monetary benefits have to be taken into 
account. Typically, customers are evaluated on their present and future monetary 
revenues. If only monetary revenues are included, customer profitability is likely 
to be underestimated. A more comprehensive concept of customer lifetime value, 
as discussed in chapter 2, is based on four value components: base potential, 
growth potential, network potential, learning potential. 

 Requirement 3: Fluctuations in revenues and costs over the duration of a 
customer relationship have to be taken into account. Cited by (Stahl et al., 2003); 
A commonly held assertion is that the profits of a customer relationship increase 
over time. (Reichheld and Sasser, 1990) argue, based on an analysis of numerous 
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customer relationships that the longer customers stay with a supplier, the higher 
the profits they generate. They attribute this to falling transaction costs, increasing 
purchase volumes, growing positive word-of-mouth effects and lower price 
sensitivity. However, a study by (Reinartz and Kumar, 2000), carried out with the 
customers of a catalogue dealer, did not support these assumptions. Long-term 
customers are not necessarily profitable customers. The dynamics of costs and 
revenues seem to depend on the nature of the customer relationship. In a non-
contractual setting, exchange efficiencies might be lower since the company must 
ensure that the relationship stays alive. This requires additional resources. 
Nevertheless, changes in revenues and costs over time must be estimated and 
taken into account if and when they occur.

 Requirement 4: The cash flows generated in different periods during a customer 
relationship need to be discounted to the present value. Costs and revenues for 
each period of time have to be projected and discounted to the present. This 
allows the firm to compare the lifetime value of different customers and allocate 
resources efficiently. The longer the time horizon of the customer value analysis, 
the more purchase cycles are incorporated, and this increases uncertainty (Stahl et 
al., 2003).

Accurately estimating the revenues and costs of a relationship remains a 

challenging task for a number of reasons (Stahl et al., 2003).

 Standard accounting does not allow for allocating costs to specific customer              
relationships.

 Only monetary benefits of customer relationships are taken into account.

 Revenues and costs vary over time.

 Cash flow streams are generated at different points in time and at different 
levels of risk.

2.4.2 The two way approach 

In general, there are two broad approaches to the calculation of customer

profitability—top down, and bottom up. The top-down approach begins with total profits, 

takes the customer base as a whole and tries to determine the profitability of customer 

segments. The bottom-up approach aims to identify the profitability of individual

customers (Ryals, 2002).

Top-down approach:

In the top down approach focus is on the size of transactions, the level of 

purchases, and changes in order volume. Where the management accounting system is 
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based around product profitability, the direct product costs of customer purchases can be 

determined with reasonable accuracy. Indirect costs (principally the costs of sales, 

marketing and general administration) are then allocated to each customer segment, often 

in proportion to the total retail sales of that segment. Indirect costs have been allocated 

proportional to top line revenue. This illustrates a drawback of top-down approaches, 

which is that the allocation of indirect costs proportional to revenue assumes that each 

segment uses equivalent amounts of company time and effort in relation to sales revenue 

(Ryals, 2002).

If these segments do use different amounts of indirect costs, the segment 

profitability numbers could be misleading. The profitability of a more resource-intensive 

segment would be overstated and the profitability of a less resource-intensive segment 

would be understated (Ryals, 2002). Different customers use a company’s resources very 

differently; for example, inventory holding and delivery requirements, payment terms, 

order entry, customer and sales support, may all vary considerably from customer to

customer. Allocating such costs proportionate to volume, as is often done, may well fail 

to reflect the true pattern of the customer’s usage of the retailer’s resources. Given that 

the product mix differs, it is unlikely that the segments do in fact take up equal amounts 

of sales, marketing and administration time (Ryals, 2002).  (Ryals, 2002) proposed; some 

customers are just more costly to serve than others, often as a result of their behavior. 

Aggressive customers can be more costly to serve and may demand lower prices than 

passive customers; they may demand special packaging, delivery and service as well as 

being tough negotiators on price. The balance of power between customer and supplier is

likely to affect the profitability of the relationship; the stronger the customer, the more 

concessions they can wring from their suppliers and the less profitable that relationship 

may be.

Recommendations:

(Ryals, 2002) stated; where unallocated overheads are substantial and customers 

are very different in their purchasing behavior (particularly where the demands that 

customers make are not proportional to the quantities they buy), ABC is appropriate. 
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Activity based costing enables organizations to apportion more accurately the real costs 

of serving individual customers or customer segments. It does this by examining the 

actual time spent on specific activities or processes supporting individual customers or a 

customer segment. The costs per hour of the activity can be worked out and then 

multiplied by the actual time spent per customer or segment. Because these costs are 

activity based rather than allocated, ABC enables managers to understand which 

customers or segments are more demanding of marketing or support time and hence more 

costly to look after, and which customers or segments are less demanding (Ryals, 2002).

Bottom up approach:

In the bottom up approach, individual customer relationships have been valued 

rather than the whole of the customer base. There are a number of ways of doing this. 

One is to use historic transactional data. Retailers are often interested in three dimensions 

of historic customer purchasing behavior: Recency, frequency and amount purchased 

(RFA). The results may be used to identify key events in the customer’s purchase cycle at 

which he or she is more likely to buy from the retailer. The major disadvantage of the 

RFA analysis is that it focuses on revenue rather than cost and therefore does not capture 

the real profitability of a customer relationship. It is possible for a retail company to have 

customers with identical RFA profiles but whose demands are very different.

Recommendations:

(Ryals, 2002) stated; RFA analysis also suffers from the key drawback of all 

historic data; it may not be reliable as a guide to the future. Retailers are working with 

data about what customers used to do in the past. Therefore, it is recommended that using 

a more forward looking approach rather than focusing on the historic data which will 

consider the future action of the customer.
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Table 2.2 Two way approach

Approaches Draw backs Recommendations

Top down

 allocate indirect costs proportional to

revenue (considering  segments do use 

different amounts of indirect costs)

 fail to reflect the true pattern of the 

customer’s usage of resources

ABC

accounting system

Bottom up

 use historic transactional data

 focus is on revenue rather than cost

 Do not capture the real profitability of a 

customer relationship

Use a more forward 

looking approach

2.4.3 Models classifications

There have been proposed many models in CLV literature dealing with different 

kinds of issues. The following section provides a summery of some key models.

Basic structural model of CLV

In this model, it is assumed that all cash flows take place at the end of a time 

period. This model identifies a class of different CLV models based on the net present 

value (NPV) of the future cash flows from customers; shown in Eq. (2-1) (Jain and 

Singh, 2002).                                

CLV = (R − C )(1 + d) .

Where i = the period of cash flow from customer transaction; Ri = revenue from 

the customer in period i; Ci = total cost of generating the revenue Ri in period i; n = the 

total number of periods of projected life of the customer under consideration.

(2-1)
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In this regard there are number of researches that is based on this method firstly in 

use are the Berger and Nasr (1998) which exhibited overview of different numerical 

examples.

Berger and Nasr (1998) determine CLV as the net contribution margin achieved 

per customers, once acquired. While the acquisition costs obviously an important input 

value for a variety of decision making contexts, are not specifically considered in the 

determination. Second, fixed costs are not considered in this model. To compute the CLV 

the difference between the revenue and cost of sales and promotion expenses incurred to 

retain customers. Cost of sales includes both the cost of goods sold, and the cost of order 

processing, handling, and shipping. Promotion costs incurred to retain existing customers, 

such as sending personalized greeting cards and gifts, and general promotional 

expenditures, excluding those directly oriented toward acquisition, are referred to as 

retention costs. As an illustration we show an example of the application of this method.

This basic idea of NPV captures the essence of such models. Some important 

features of these models are that they assume a particular time of cash flow that is the

same in each time period, they apply only to customers who are doing business with the 

firm, they ignore past as well as prospective customers, they ignore acquisition costs, 

they do not consider a number of important factors such as the stochastic nature of the

purchase process and timing of cash flows, and they are very simple and therefore easy to 

use (Jain and Singh, 2002).

Case 1

This case assumes that (1) sales take place once a year, (2) both yearly spending 

to retain customers and the customer retention rate remain constant over time, and (3) 

revenues achieved per customer per year remain the same. In the case with constant 

yearly net contribution margin per customer, it is assumed a specific timing of cash

flows. Both revenues from sales and the corresponding cost of sales take place at the time 

of sale; the first sales transaction occurs at the time of the determination of CLV, which 

may be thought of as the moment of acquisition. All promotional expenses are 
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approximated (relative to uniform dispersion) to occur at the middle of the purchase cycle 

(Berger and Nasr, 1998).

Numerical Example 

A typical example of this case could be an insurance company trying to estimate 

its CLV. Suppose that the company pays, on average, $50 per customer yearly on 

promotional expenses. The yearly retention rate is 75%. The period of cash flows 

projection is 10 years. The yearly gross contribution per customer is expected to amount 

to $260. An appropriate discount rate for marketing activities is 20% (Berger and Nasr, 

1998).

CLV = 260 ∗ (0.75)(1 + 0.2) − 50 ∗ (0.75)(1 + 0.2) . = $568.78

Simplification of the model

Many applications require an enormous amount of customer data as well as 

sophisticated models and concentrate on targeting customers with appropriate product or 

communication offers. While this is of great value to database marketing professionals, it 

appears to be of limited value to senior managers who are concerned with strategic 

decisions, or investors who do not have access to internal company data. Also this 

seemingly simple formulation of the basic model is quite data intensive, requiring per 

period margins and retention rates. In addition, it also leaves n, the length of projection 

period, to be determined subjectively or by industry norms.

Gupta and Lehmann (2003) showed a simple computational approach in terms of 

how one could use publicly available information such as a company’s financial 

documents to estimate the average lifetime value of a customer. With simplifying 

assumptions of constant margins, constant retention rate, and the length of the projection 

period is infinite. Calculate the lifetime value of a customer as Eq. (2-2): 
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= .(1 + ) = (1 + − )

Note that CLV is equal to margin (m) multiplied by a factor
ri

r

1
. The factor 

is called the “margin multiple.” Table 2.3 shows that for the typical values of retention 

and discount rates the margin multiple ranges from 1.07 to 4.50. The margin multiple is 

low when the discount rate is high (i.e., for a risky company) and customer retention is 

low. Conversely, this multiple is high for low risk companies with high customer 

retention rate. For a company with 12% discount rate and 90% customer retention, the 

margin multiple is approximately 4. Therefore, an easy way to approximate the lifetime 

value of a customer for such a firm is to simply multiply the annual gross margin for a 

customer by a factor of 4. 

Table 2.3 Margin multiple

Discount Rate

Retention Rate 10% 12% 14% 16%

60% 1.20 1.15 1.11 1.07

70% 1.75 1.67 1.59 1.52

80% 2.67 2.50 2.35 2.22

90% 4.50 4.09 3.75 3.46

Source:(Gupta and Lehmann, 2003)

By considering 3 simple assumptions mentioned above; a very simple rule of 

thumb to assess customer lifetime value with minimal and generally available 

information is created. In this article a simple and intuitive formula that suggests that for 

most firms the lifetime value of a customer is simply his/her annual margin multiplied by 

a factor in the range of approximately 1 to 5 for many cases this factor is simply 4 (Gupta 

& Lehmann, 2003).

(2-2)
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General model considered potential value 

The majority of approaches documented in references are incomplete (Reinartz 

and Kumar, 2000a, b; Berger and Nasr, 1998; Mulhern, 1999; Dwyer, 1989, 1997), in 

particular in respect to assigning the flows of payments in and payments out to individual 

customers and taking into account potential in respect of word of mouth, lead user, 

reference, and option value. Individual Customer Lifetime Value for customer c, CLVc is 

as Eq.(2-3) (Bayon et al., 2002):

= [ + ] ∗
Where the calculation model for Cc is based on Eq. (2-4):

= ∑ , ∗ 1 (1 + )
(Bayon et al., 2002) work propose, in Eq.(2-3), Cc is the sum of the cash 

surpluses, discounted to the present (reporting period), as a result of the direct 

transactions generated by customer c, viewed over her/his entire retention duration 

(lifetime). WoMc are the cash surpluses of word of mouth activities by customer c, i.e. 

the sum of the cash surpluses of other customers generated by referral behavior of 

customer c discounted to the present. Initial model approaches to determine this value are 

available in the references. Wc≥1 is the aggregated weighting for the discounted cash 

surpluses generated by customer c as a result of his lead user, reference and option value 

potential. This overall weighting is composed of individual weightings which represent 

the scoring values for customer c in respect of the aspects lead user, reference and option 

value potential. In a linear-additive calculation of Wc, the individual weights are 

combined in accordance with the previously determined relations of the aspect-specific 

scales. 

In Eq. (2-4), t = 0,…, r: Lifetime period t, t = 0,…,r of customer c. i: Discounting 

rate in the sense of minimum interest rate (’hurdle rate’) of the company. Cc, t: 

Contribution surplus (cash) directly generated by customer c in period t (Bayon et al., 

2002).

(2-4)

(2-3)
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RFM model

Measuring RFM is an important method for assessing customer lifetime value. 

RFM is defined the terms as: (1) R (Recency): period since the last purchase; a lower 

value corresponds to a higher probability of the customer’s making a repeat purchase; (2) 

F (Frequency): number of purchases made within a certain period; higher frequency 

indicates greater loyalty; (3) M (Monetary): the money spent during a certain period; a 

higher value indicates that the company should focus more on that customer. It is 

proposed a method for RFM scoring that involved using RFM data concerning to sort 

individuals into five customer groups. Different marketing strategies could then be 

adopted for different customers. It is suggested that different weights should be assigned 

to RFM variables depending on the characteristics of the industry. In analyzing the value 

of customers who used credit cards, he suggested placing the highest weighting on the 

Frequency, followed by the Recency, with the lowest weighting on the monetary 

measure. However, he determined the RFM weightings subjectively, without employing 

a systematic approach; cited by (Liu and Shih, 2005). 

Stochastic / Markov chain model

(Pfeifer and Carraway, 2000) introduces a general class of mathematical models, 

called Markov Chain Models (MCM) appropriate for modeling customer relationships 

and calculating LTV. It can model both customer retention and migration situations. 

Firms can use MCM not only to evaluate proposed customer relationships, but also to 

help manage and improve those relationships (Which customer to curtail the relationship 

with). It assists not only with prospecting decisions but with retention and termination 

decisions. A key feature of the firm’s relationship with customer is that the future 

prospects for that relationship are a function only of the current state of the relationship 

(defined by Recency) and not of the particular path customers took to reach her current 

state. This property is called the Markov property. The Markov property is a necessary 

condition for a stochastic system to be a Markov chain. It is a property of the Berger and 

Nasr models, the Dwyer models, and the Blattberg and Deighton model. Because all 
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these models exhibit the Markov property with constant probabilities, they can all be 

represented as Markov chains.

Markov chain model fundamentals

Consider the following situation: the ABC direct marketing company is trying to 

acquire a customer. If successful, ABC expects to receive NC in net contribution to 

company profits on customer’s initial purchase and on each succeeding purchase. 

Purchases are made at most once a period, at the end of the period. Periods are of equal 

length, and the firm uses a per-period discount rate d to account for the time value of 

money. Figure 2.2 is a graphical representation of the MCM for the firm’s relationship 

with a customer.

Figure 2.2 Graphical representation of the MCM           source: (Pfeifer and Carraway, 2000)

Pr is the probability of purchase at the end of the period is a function of 

customer’s Recency, r. The probabilities of moving from one state to another in a single 

period are called transition probabilities.

p =
⎣⎢
⎢⎢
⎡ 1 − 0 0 00 1 − 0 00 0 1 − 00 0 0 1 −0 0 0 0 1 ⎦⎥

⎥⎥
⎤
          =

⎣⎢
⎢⎢
⎡ −−−−0 ⎦⎥

⎥⎥
⎤

= [�(1 + ) P)] R (2-5)
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Assume that r=5, so there are 5 possible states of the firm’s relationship with 

customer at end of any period, corresponding Recency 1 through 4 a fifth state, “non-

customer” or “former customer,” which we will label r=5. The last row of this matrix 

reflects the assumption that if Jane is at Recency 5 in any future period, she will remain at 

Recency 5 for the next and all future periods. In the language of Markov chains, r=5 or 

“former customer” is an absorbing state. Once customer enters that state she remains in 

that state. The cash flows received by the firm in any future period will be a function of 

customer Recency. R is a 5 x 1 column vector of rewards. In Eq.(2-5), VT is the 5x1 

column vector of expected present value over T periods (Pfeifer and Carraway, 2000).

Numerical example

Suppose that, d=0.2, NC=$40, and M=$4, and p1=0.3, p2 =0.2, p3=0.15, and 

p4=0.05. The one-, two-, three-, and four-step transition matrices and R are then to be:

                  

=
⎣⎢
⎢⎢
⎡ $36$(4)$(4)$(4)$(0)⎦⎥

⎥⎥
⎤
                               p =

⎣⎢
⎢⎢
⎡ 0.3 0.7 0 0 00.2 0 0.8 0 00.15 0 0 0.85 00.05 0 0 0 0.950 0 0 0 1 ⎦⎥

⎥⎥
⎤

p =
⎣⎢
⎢⎢
⎡0.2300 0.2100 0.5600 0 00.1800 0.1400 0 0.6800 00.0875 0.1050 0 0 0.80750.0150 0.0350 0 0 0.95000 0 0 0 1 ⎦⎥

⎥⎥
⎤

    p =
⎣⎢
⎢⎢
⎡0.1950 0.1610 0.1680 0.4760 00.1160 0.1260 0.1120 0 0.64600.0473 0.0613 0.0840 0 0.80750.0115 0.0105 0.0280 0 0.95000 0 0 0 1 ⎦⎥

⎥⎥
⎤
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=
⎣⎢
⎢⎢
⎡0.1397 0.1365 0.1288 0.1428 0.45220.0768 0.0812 0.1008 0.0952 0.64600.0390 0.0331 0.0490 0.0714 0.80750.0098 0.0081 0.0084 0.0238 0.95000 0 0 0 1 ⎦⎥

⎥⎥
⎤
       v =

⎣⎢
⎢⎢
⎡ $50.115$4.220$0.592$(1.980)$0 ⎦⎥

⎥⎥
⎤

The expected LTV of the proposed relationship with Jane Doe is $50.11. This 

value consists of $40 from the initial purchase and $10.11 of expected present value from 

future cash flows (Pfeifer and Carraway, 2000).

Advantages and disadvantages

The major advantage of the Markov chain model (MCM) is its flexibility. Almost 

all of the situations previously modeled are amenable to Markov chain modeling. The 

MCM can handle both customer migration and customer retention situations. It can apply 

either to a customer or to a prospect. In addition, the flexibility inherent in the MCM 

means that it can be used in many other situations not covered by previous models. 

Particularly useful in modeling complicated customer-relationship situations for which 

algebraic solutions will not be possible. A second advantage of the MCM is that it is a 

probabilistic model. It incorporates the language of probability and expected value—

language that will help marketers talk about relationships with individual customers 

(Pfeifer and Carraway, 2000).

In most CLV models, when a customer stops being active, then the customer is 

treated as dead and returning customers are treated as new customers. In such models, 

there is no provision for a customer to be inactive for sometime while still being retained. 

Customer migration refers to such a situation where a customer might remain inactive for 

some periods and still be treated as a retained customer on his/her return. Among the 

models described in this section, although Markov Chain based models are the most 

flexible, the models proposed have critical assumptions underlying them. Specifically, in 

these models, time period for purchase by all the customers is again assumed to be same, 

and fixed. The calculation of transitions probabilities is critical to the success of such 

models and these probabilities are not easy to compute (Jain and Singh, 2002).
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Pareto / NBD model

Such models take into account the past purchase behavior of the entire customer 

base in order to come up with probabilities of purchase in the next time period. These 

models take into consideration the stochastic behavior of customers in making purchases 

and therefore these models look at each customer individually in order to compute the 

probability of purchase in the next time period. Models in this category can provide input 

for the calculation of CLV (Jain and Singh, 2002).

It is stated in (Jain and Singh, 2002); Schmittlein, Morrison, and Colombo (1987) 

proposed a model, called the Pareto/NBD model that calculates the probability that a 

customer is still active. The model requires the number and timing of customers’ previous 

transactions as input. Using this model, firms can identify and count the customers who 

are still active. The authors demonstrated that this model can be used to answer questions 

about the number of retail customers that a firm has, the growth of this customer base 

over the past year, which individuals in the customer group most likely represent active 

and inactive customers, and what level of transactions should the firm expect next year 

by those on the list, both individually and collectively. 

The proposed model is as Eq. (2-6):

>
P( , , , , , ,⁄ )  

= 1 + + + × (∝ +∝ + ) ( ++ ) ( , ; ; ( ))
−( ++ ) ( , ; ; ( ))

(2-6)
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Where: =   +   +  , =   +  1, =   +   +   +  1,  ( ) =
and  r, s, α, β, are model parameters; t is the time since trial at which the most recent 

transaction occurred; T is the time since trial;  ( , ;  ;  )is the Gauss hyper 

geometric function; x is the number of purchases the customer makes in time period (0, 

T] with the last purchase coming at time t ≤ T. It is assumed that the customer is “alive” 

(active) at time 0.

The Pareto/NBD model is applicable in contexts where the time when the 

customer becomes inactive is unknown to the analyst and the customer can make any 

number of purchases, at any time, and can become inactive any time. This model can be 

very useful to firms having few long-term customers. Pareto/NBD type models proposed 

in CLV literature have limitations concerning the input data requirement for each model. 

Such models might give misleading results if a data string of transactions for more than 

two years for a customer is included as an input to the model (Jain and Singh, 2002).

Extended application of Pareto/NBD

In (Jain and Singh, 2002) work; a structured framework for identifying the 

customer lifetime profitability pattern in a non contractual context is presented. A non 

contractual setting implies a setting where the type of product, quantity of product 

purchased, and timing of purchase depend completely on the customer and are uncertain 

from the point of view of the seller. The authors extend the Pareto/NBD model of 

Schmittlein et al. (1987) by transforming the continuous probability estimate of a 

customer being active into a dichotomous “alive/dead” measure. Using the information 

about a customer’s “time of birth” and a specified probability level (threshold), they 

approximate when a customer is deemed to have left the relationship. The time of birth 

until the date associated with the cut-off threshold then constitutes the lifetime of the 

customer. The procedure allows calculation of a finite lifetime for each customer, which 

is used for the profitability analysis. The authors use their framework to test four 

commonly stated propositions regarding the profitability of long-lifetime customers and 

conclude the following:
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 The relationship between customer-lifetime and profitability is positive, but weak.

 No support for the argument that profits from long life customers increase over 
time. 

 The notion that customers with long tenure are associated with lower promotional
costs is rejected.

 Long lifetime customers do not pay higher prices.

Reinartz and Kumar (2000) found that even three years of data might not be 

adequate to yield complete insight into the phenomenon. They further say that different 

consumers have different frequency of purchase and if short time periods are considered 

for analysis, then a profitable customer might come out as unprofitable. Careful 

consideration is needed for counting the first purchase in the model. These factors should 

be considered carefully for the modeling to be meaningful. The very sophisticated nature

of the above presented models makes them difficult to use in practice. In addition, the 

consideration of each customer individually in order to establish individual probabilities 

of purchase makes these models less useful as the number of customers in the customer 

base increases and the dollar amount purchased by each customer decreases (Jain and 

Singh, 2002).                                        

Table 2.4 Model pitfalls                

Models Pitfalls

Basic structural

 a particular time of cash flow that is the same in each time 

period

 ignore past as well as prospective customers

 ignore acquisition costs

 ignore stochastic nature of the purchase process and timing 

Stochastic/MCM

 Critical assumptions underlie the model. 

 time period for purchase by all the customers assumed the 

same
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HWANG et al. model

There are a lot of researches on calculating customer value. The basic concept of 

these researches, however, focused on Net Present Value (NPV) obtained from customers 

over the lifetime of transactions (Bayon, Gutsche, & Bauer, 2002; Berger & Nasr, 1998; 

Gupta & Lehmann, 2003). (Dwyer, 1997) tried to calculate LTV through modeling the 

retention and migration behavior of customers. Focused on making decision of marketing 

invest. Most LTV models stem from the basic equation, although we have many other 

LTV calculation models having various realistic problems (Hwang et al., 2004). The 

basic model form based upon the proposed definition is as Eq. (2-7): 

= ( − )(1 + ) .

where i is the period of cash flow from customer transactions, Ri the revenue from 

the customer in period i; Ci the total cost of generating the revenue Ri in period i; and n is 

total number of periods of projected life of the customer under consideration. Therefore, 

the numerator is the net profit that has been obtained at each period while the 

denominator transforms the net profit value into the current value (Hwang et al., 2004). 

The calculation model above is the most basic model that ignores the fluctuation of sales 

and costs. Expanding this basic model, many researchers including Berger and Nasr 

(1998) have proposed LTV calculation models, which reflect the fluctuation of sales and 

costs (Blattberg  and Deighton, 1996, Jain and Singh, 2002).

= ( ) ×1(1 + )
Where π(t) is the function of customer profits according to time t: Formulating 

precise π(t) is the most important factor in calculating LTV precisely (Hwang et al., 

2004).

(2-7)

(2-8)
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Customer defection is a hottest issue of highly competitive industries. Defection 

problem is also a critical issue of LTV model because it affects the length of service 

period and the future profit generation. Though a customer contributes much money, he 

may have low LTV due to his high churn probability. Hwang use three dimension, 

current value, potential value, and customer loyalty, to consider the customer defection in 

this study. Therefore, suggest a new LTV model of individual customer considering 

churn rate of a customer. The modified LTV model is shown in Eq.(2-9) (Hwang et al., 

2004).

= ( )(1 + )
  

+ ( ) + ( )(1 + )
( )

   

The sum of ( )(1 + ) represent NPV of the past profit contribution, 

where ( )  is the profit contribution of customer i at period ti and (1 + ) is the 

interest rate factor, which transforms the past profit into the present value. The future 

cash flow can be derived from the sum of the expected future profit and  potential 

benefits during the expected service period of customer i: The existing LTV models have 

focused on financial contribution estimated from past history of profit generation, and 

converted the contribution to present value. 

The suggested model, however, focuses not only on past profit contribution, but 

also on future financial contribution, potential profit generation of a customer, and 

expected service periods. In the model evaluate customer value with three viewpoints; 

current value, potential value, and customer loyalty (Hwang et al., 2004).

(2-9)
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Current value 

Hwang (2004) define current value as a profit contributed by a customer during a 

certain period (for six months), not as a cumulative value from the past to the current 

point. Current value can be obtained from a simple calculation with the data fields.

Potential value

In particular, cross-selling opportunity needs to be considered to evaluate 

customer value in the wireless communication industry since many profitable optional 

services are available for customers. We define here potential value of customers as 

expected profits that can be obtained from a certain customer when a customer uses the 

additional services of a wireless communication company (Hwang et al., 2004).

Potential Value = Prob × Pro it

Eq. (2-10) evaluates potential values, where Probij is the probability that customer 

i would use the service j among n-optional services. Profitij means the profit that a 

company can get from the customer i who uses the optional service j: In other words, the 

equation above means expected profits from a particular customer who uses optional 

services provided by a wireless communication company. The expected profits will 

become potential value we need to evaluate (Hwang et al., 2004).

Customer loyalty

Customer loyalty denotes a measure of customer retention. Customer loyalty can 

be defined as the index that customers would like to remain as customers of a company. 

Customer Loyalty=1-Churn rate

(2-10)

(2-11)
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Churn describes the number or percentage of regular customers who abandon 

relationship with a service provider. Customer loyalty can be a measure of customer 

retention. Level of customer retention can be derived from churn rate. It is significant for 

customer cultivation and retention to consider the churn rates. In particular, negative 

reputations have critical influences on the brand image of a company in the wireless 

communication industry that includes most of people as customers. The existing studies 

on customer value have not treated the churn rate yet, limiting themselves to predict the 

future profit change of customers with the past profit history. The leaving probability for 

each customer will help to calculate the churn rate, (Hwang et al., 2004).

After evaluation of customers based on the three view points-current value, 

potential value, and customer loyalty- segmenting the customer base is proposed. The 

framework is shown in the figure 2.3

Figure 2.3 Conceptual framework           source:(Hwang et al., 2004)

The segmentation is displayed in three-dimensional space to see the distribution 

of customers.
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2.5 Application of CLTV

Profitability measures, LTV in particular, can help organizations target marketing 

efforts to the most lucrative market segments. Customer profitability measures can be 

used for many marketing decisions at both a strategic and a tactical level (Mulhern, 

1999). These applications including:

 Promotional campaign spending
The use of general models makes the study of the impact a more systematic
exercise. The models can be used to decide how much to spend on promotional 
campaigns. It can be used to decide how to allocate promotional budgets between 
acquisition and retention spending (Berger and Nasr, 1998).

 Acquisition / retention decisions
Previous researchers have used CLV in marketing decision problems, adopting 
the appropriate marketing strategy and specifying the resulting 
acquisition/retentions costs, rates, and trade-offs (Blattberg  and Deighton, 1996, 
Gupta and Lehmann, 2003). Very few researches consider both acquisition and 
retentions costs in the same model. A distinguished model is the Blattberg and 
Deighton (1996). However, commonsense suggests that to acquire a customer, a 
company should not spend more than the lifetime value of that customer 
(Mulhern, 1999).The criterion for determining the optimal balance is the 
company's customer equity. The balance is optimal when customer equity is at its 
maximum amount. To measure that equity, we first measure each customer's 
expected contribution toward offsetting the company's fixed costs over the 
expected life of that customer. Then we discount the expected contributions to a 
net present value at the company's target rate of return for marketing investments. 
Finally, we add together the discounted, expected contributions of all current
customers. Clearly, not every company wants to balance acquisition and retention 
at the same point (Blattberg  and Deighton, 1996).

 Mergers and acquisitions
Mergers and acquisitions are common in almost all industries. Although the 
investment banking community specializes in evaluating them, our approach can 
also be used to provide insights about these strategic decisions. Essentially our
premise is that customers are one of the most important assets of any firm. If we 
assess the value of customers of a firm, it provides a guideline for its overall value
(Gupta and Lehmann, 2003).

 Service discrimination toward the customer base
stated by (Gupta and Lehmann, 2003), it is not optimal for a firm to raise its 
customer service level across the board. Instead companies should provide a 
differentiated level of service depending on the lifetime value of its customers. 
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Several companies are already beginning to implement such a strategy (Rust et 
al., 2000). Moreover, the profits from a customer may vary significantly from one 
period to the next, and decisions made on the basis of the profitability of the 
customer in 1 year might look rather unfortunate in the next. For example, 
reducing the level of service to a customer who is unprofitable in the short term 
might damage the organization’s chances of retaining that customer’s long-term 
profitable business. Conversely, a retailer might have a few customers that 
happened for some reason to deliver a good profit last year but are otherwise 
persistently unprofitable. Increasing service levels to such customers will increase 
costs and may exacerbate the longer-term problem of poor profitability (Ryals, 
2002).

 Recourse allocation
Allocation of marketing budgets across customers or market segments will be 
possible by means of the customer profitability. When a valid profitability 
measure is available, resource allocations can be made in a manner that 
maximizes the return on the marketing investment. This is accomplished by 
matching customer profitability with measure of customer responsiveness to 
marketing efforts. Resources should not simply be allocated to customers or 
market segments in direct proportion to profit. Rather, resources should be 
allocated according to both profit and responsiveness (Mulhern, 1999, Stahl et al., 
2003).

 Segmentation
Most discussions in the marketing literature and textbooks describe behavioral 
segmentation in terms of usage volume such as heavy users, medium users, and 
light users (Kotler, 2003). Customer profitability can serve as another important 
basis for behavioral segmentation because of the central importance of profits. 
CLV can be used to check the difference in profitability among various segments 
(Berger and Nasr, 1998), or Clustering customer base in segments each with 
similar values for the CLV (Bayon et al., 2002, Liu and Shih, 2005). Customer 
segmentation based on the three perspectives on customer value have been 
proposed in the work of (Hwang et al., 2004); current value, potential value, and 
customer loyalty assist marketing managers in identifying customer 
segmentations with more balanced viewpoints. Current value provides financial 
viewpoints and potential value indicates cross-selling opportunity. Customer 
loyalty estimates durability of the previous two values.
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Chapter 3:

Methodology

3. Methodology

This chapter discusses the research methodologies that have been used in our 

research to satisfy our purpose and to answer research questions. It starts with the 

research purpose and research approach. Then it outlines the research strategy and data 

collection method. 
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3.1 Research design

              Research design is a plan by which the strategy is to be carried out. It specifies 

the methods and procedures for the collection, measurement and analysis of data (Yin, 

2003). Research design is the plan and structure of investigation so conceived as to obtain 

answers to reach questions. The plan is the overall scheme or program of the research. It 

includes an outline of what the investigator will do from writing hypotheses and their 

operational implications to the final analysis of data. A research design expresses both the 

structure of the research problem and the plan of investigation used to obtain empirical 

evidence on relations of the problem. In fact, the choice of research design will ensure 

that the information collected will be consistent with the objectives of the study and that 

the procedures regarding data collection is accurate and efficient (Cooper and Schindler, 

2003).

In the previous chapters we provided the background of this study and explained 

what the research is about. As stated by Marshall and Rossman (1999), for the social 

researchers in applied fields, research is a process of trying to gain a better understanding 

of the complexities of human experience and, in some genres of research, to take action 

based on the understanding. A methodology chapter serves to describe the research 

design and research method. Although the choice of research method and practices

depends upon the research problem and research questions that are asked, it should also 

reflect the researcher’s scientific positioning. Therefore, this chapter will start with a 

description of a methodological outline that specifies how the researcher proceeded to 

find out what is required in order to fulfill the purpose of the study.

Before addressing issues discussed in methodology, we develop our discussion 

with the research purpose as it makes the study more concrete and identify the overall 

research orientation. As mentioned earlier, the objective of this study is to investigate the 

factors influencing the customer life time value model in the banking industry in Iran and 

find the importance of the factors and rank business customers of an Iranian bank in a 

case study based on these factors. For achieving the mentioned objectives of this study,

Iranian bank experts were interviewed and factors and their necessities and importance 
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have been extracted and then through a case-based customer profiles, available to the 

researcher from an Iranian governmental bank, business customers of the chosen 

branches of the bank have been ranked. The study is limited to Iran due to:

 Considering special characteristics of banking context of Iran

 Taking in to account banking experts view

 The lack of empirical studies of the proposed models in developing countries

 The lack of empirical studies of the proposed models in Iran

 The nationality of the author

 Accessibility of the data

3.2 Research purpose

Research can be classified in terms of their purpose. Most often the purpose of an 

academic research classified in to three-fold, exploratory, descriptive, and explanatory 

(Saunders et al., 2000). 

 Exploratory Research 
Exploratory research is conducted to clarify and research a better understanding 
of the nature of the problem. Therefore, exploratory research is appropriate to use 
when there is little prior knowledge of the problem researched (Zikmund, 2000). 
In other word, exploration is particularly useful when researchers lack a clear idea 
of the problems they will meet during the study. Also, the area of investigation 
might be so new or so vague that a researcher needs to do an exploration just to 
learn something about the dilemma facing the manager. Important variables may 
not be known or thoroughly defined (Cooper and Schindler, 2003). Exploratory 
study is a valuable means of founding out “what is happening; to seek new 
insight; to ask questions and to assess phenomena in a new light” (Robson, 1993). 
Exploratory studies tend toward loose structures with the objective of discovering 
future research tasks (Cooper and Schindler, 2003). Saunders et al. (2000) argue 
that exploratory research is advantageous because it is flexible and adaptable to 
change. The objectives of exploration may be accomplished by different 
techniques, but the reliance is heavily of qualitative techniques (Cooper and 
Shindler, 2003). Several qualitative approaches, such as in-depth interviewing, 
case studies, elite or expert interview, document analysis and etc., are adaptable to 
exploratory study (Cooper and Shindler, 2003). 

 Descriptive Research 
The objective of descriptive research is to “portray an accurate profile of a person, 
event or situation”, and may be an extension of, or forerunner to, a piece of 
exploratory research (Robson, 1993). Zikmund (2000) elucidates descriptive 
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research as, when research problem is known but the researcher is not fully aware 
of situation. The simplest descriptive study concerns a uni-variate question or 
hypothesis in which we ask about, or state something about, the size, form, 
distribution, or existence of a variable (Cooper and Schindler, 2003). According 
to Zikmund (2000), descriptive research answers who, what, where, when or how 
much questions and do not give any explanation for the cause of the findings.
Descriptive research may or may not have the potential for drawing powerful 
inferences, and does not explain why an event has occurred or why the variables 
interact the way they do (Cooper and Schindler, 2003).

 Explanatory Research 
The emphasis of explanatory researches is on studying a problem or a 
phenomenon in order to establish causal relationship among variables (Saunders 
et al., 2000). Explanatory research is sometimes referred to as causal research 
(Zikmund, 2000). Normally, Exploratory and descriptive research are conducted 
first and then explanatory research tries to establish and explain patterns related to 
phenomenon of interest (Saunders et al, 2000). The essential difference between 
descriptive and explanatory research lies in their objectives. If the research is 
concerned with finding out who what where, when, or how much, then the study 
is descriptive. If it is concerned with learning why, that is how one variable 
produces changes in another, it is casual (Cooper and Schindler, 2003).

Different types of research purpose are illustrated in the table 3.1:

Table 3.1 Different types of research purpose

Type of 

research 

purpose

Description General research questions

Exploratory

 To investigate a little 
understood phenomena

 To identify or discover 
important categories of meaning

 To generate hypotheses for 
further research

 What is happening in the social 
program?

 What are the salient themes, 
patterns, or categories of meaning 
for participants?

 How are these patterns linked with 
one another?

Descriptive  To document and describe the 
phenomenon of interest

 What are the salient actions, 
events, beliefs, attitudes, social 
structures and processes occurring 
in this phenomenon?

Explanatory

 To explain the patterns related 
to the phenomenon in question

 To identify plausible 
relationships sharing the 
phenomenon

 What events, beliefs, attitudes, or 
policies shape this phenomenon?

 How to these factors interact to 
result in the phenomenon?

Source: Marshall and Rossman, 1999, p.33
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Since this research aimed to find out and validate the CLV model and influential 

factors, and was concerned with finding what by asking the research questions: 

RQ1: What is the customer life time value model best fitted to banking industry of Iran 

with consideration of the data availability within the context?”

RQ2: “What are the measures of a customer lifetime value model in Iranian banking

context?”

RQ3: “what is the importance of each factor and measure of customer life time value in 

terms of weights of each factor?”

RQ4: “How to find the value and rank of business customers in a loan relationship of a 

bank in Iranian context”?

The research purpose of this study can be described as mainly exploratory.

Meanwhile, since we are interested in identifying the value and the rank of the business 

customers in the sample taken from the data base of the Tejarat bank of Iran, considering 

the driving forces of customer lifetime value, this research could be descriptive, because 

this study is aiming at position and rank selected customers within Iranian banking 

context and describe the events and actions happened in the phenomenon under study. 

3.3 Research approach

Zikmund (2000) discusses two main aspects regarding research approach, the 

theoretical approach and the methodological approach. The theoretical approach can be 

either inductive or deductive and the methodological approach can be either qualitative or 

quantitative. 

3.3.1. Theoretical approach

Any research project involves the use of theory. The theoretical approach can be either 

inductive or deductive. The two theoretical research approaches propose two different 

ways of drawing conclusions when conducting research (Saunders et al., 2000). The 
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extent to which the theory is clear at the beginning of his research raises an important 

question concerning the design of his research project. This is whether the research 

should use the deductive approach, where a theory and hypothesis is developed and a 

research strategy is designed to test the hypothesis using quantitative data, or the 

inductive approach, where data are collected and theory is developed as a result of data 

analysis. The production of theory in an inductive way would follow data rather than vice 

versa as in the deductive approach (Saunders et al., 2000).The inductive research 

approach can be defined as “the logical process of establishing the general proposition on 

the basis of observation of particular facts”, while the deductive research approach can be 

defined as “the logic process of deriving a conclusion from unknown premise or 

something known to be true” (Zikmund, 2000). 

Due to the fact that in this research project, theories existed within the past 

literature the framework is driven from the theories existed. However, the topic is a new 

concept specially none of them was designed for banking context, the empirical 

investigation and research strategy is designed to test theories with empirical findings. 

Consequently, deductive research approach is suitable to be used as the theoretical 

approach.

The inductive approach starts with “the data,” namely, narratives, direct and 

indirect (unobtrusive) observations, interactions between stakeholders and the evaluator, 

documentary evidence, and other sources of information, and then constructs an 

understanding of the program. Putting together the themes in the data, weighting them, 

verifying them with stakeholders, and finally, preparing a document that reports the 

findings and conclusions (McDavid, 2005).

3.3.2 Methodological approach

There are two main methodological approaches to choose from when conducting 

research in social science: quantitative or qualitative method (Yin, 2003). Qualitative and 

quantitative methods are two broad methodological approaches to research which 

propose two different ways of collecting information (Zikmund, 2000). Qualitative 

research emphasis the process and meaning that are not rigorously examined or 
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measured, in term of quantity, amount of intensity or frequency and therefore the 

characteristics of qualitative studies are that they are based largely on the researcher’s 

own description, emotions and reactions (Yin, 2003). In contrast, quantitative study 

emphasis measurement and analysis of causal relationships between variables, not 

processes (Guba and Lincoln, 1994; cited by Ghanatabadi, 2005). Quantitative research is 

useful in providing detailed planning prior to data collection and analysis, because it 

provides tools for measuring concepts, planning design stages and for dealing with 

population and sampling issues and is especially appropriate when conducting a wide 

investigation that contains many units (Yin, 2003). Quantitative research methods usually 

involve large randomized samples, more application of statistical, and few applications of 

cases. The objective of quantitative research is to determine the relationship between one 

thing (an independent variable) and another (a dependent variable) in a population, 

further quantitative methods are often used within natural science, and the aim is usually 

explanatory to explain causal relationships, to facilitate generalization, and also to predict 

the future. Qualitative research methods focus on providing a complete picture of the 

situation with the aim of increasing the understanding of social processes and 

interrelations. It is defined as a research to explore and understand the opinions and strive 

for in-depth understanding of different kind of findings in library research (Cooper and 

Schindler, 2003).

In order to acquire a good insight about the research problem and questions we 

did a library research about CLV literature as well as personal interviews with Iranian 

expert to identify and validate different variables and shape the framework. So the 

research approach in the first stage is qualitative. The qualitative approach enables us to 

assess and find driving forces of customer life time value model in the banking industry 

of Iran. In the next stage, Tejarat bank of Iran has been case-studied and the value of the

selected business customers are examined and ranked through weighted factors solicited 

by loan-lending bank experts using the multicriteria decision making software, 

PROMETHEE. Accordingly, this phase of the study is following the quantitative 

approach. Or it can also be referred to as qualitative-quantitative study, qualitative in a 

sense that we gather experts view on factors and their importance by interview and 
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quantitative in a way that we calculate the customers value and rank them by the means 

of quantitative measures.

3.4 Research strategy

Marshall and Rossman (1999, p.61): “The strategy is a road map, an overall plan 

for undertaking a systematic exploration of the phenomenon of interest”. 

The research strategy is a general plan of how a researcher will go about 

answering the research question(s) he/she has set (Yin, 2003). Each of these strategies is 

a different way of collecting and analyzing empirical evidence. Usually, case studies are 

considered appropriate for the exploratory phase, while surveys and histories fit the 

descriptive phase, and experiments are the only way of doing explanatory or causal 

inquiries. However, this hierarchical view is incorrect and each strategy can be used for 

all three purposes: exploratory, descriptive, or explanatory. Research questions are 

considered the first and most important condition for differentiating among different 

strategies (Ibid). According to Yin (2003), there are three conditions that distinguish the 

different research strategies: 

 The type of research question posed 
 The extent of control a researcher has over actual behavioral events 
 The degree of focus on contemporary as opposed to historical events 

“What”, “who”, and “where” questions and their derivatives – “how many’ and 

“how much” – are likely to favor survey and archival records, while “how” and “why” 

questions lead us to case studies, histories and experiments as the preferred research

strategies. In addition to the type of research question, “extent of control over behavioral

events” and “degree of focus on contemporary as opposed to historical events” 

differentiates among different strategies. While experiment is the only strategy that 

requires control over events, history is the strategy that does not deal with contemporary 

events. Case study is appropriate for examining contemporary events when the relevant 

behaviors cannot be manipulated. Table 3.2 presents these five research strategies and the 

relevant situation for each of them.
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Table 3.2 Different Research Strategies

Strategy
Form of Research 

Question
Requires Control over 

Behavioral Events
Focus on Contemporary 

Event

Experiment How, Why Yes Yes

Survey
Who, What, Where , How 

many, How much
No Yes

Archival 
Analysis

Who, What, Where , How 
many, How much

No Yes/No

History How, Why No No

Case Study How, Why No Yes

Source: Yin, 2003, p. 6

There is also categorization of different case studies explained as follows:

Exploratory case study is set to explore any phenomenon in the data which serves as a 

point of interest to the researcher, so answers the “what” research question. It could be 

used to suggest directions and feasibility of future research. Descriptive case study is set 

to describe the natural phenomena which occur within the data in question and answers 

the “How and who” question. Explanatory case study is set to examine the data closely 

both at a surface and deep level in order to explain the phenomena in the data, so answers 

the “why” research question. It is used for theory building.

The conditions above need to be considered to be able to select the most suitable 

strategy for a research study. Due to the fact that first stage of study focused on 

contemporary events, did not require control over behavioral events and the form of the 

research question, the most suitable strategy is case study. Case study research means 

single and multiple case studies, can include quantitative evidence, relies on multiple 

sources of evidence and benefits from the prior development of theoretical propositions. 

Case studies should not be confused with qualitative research and they can be based on 

any mix of quantitative and qualitative evidence (Yin, 2003). 

In order to elaborate on research strategy adopted (case study), we conducted 

exploratory case studies during the pilot phase that yielded invaluable results which are 

the influential factors of CLV. There is no need to control behavioral events in this 
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research which experiment strategy emphasizes, this rules out experiment as a research 

strategy. Findings of exploratory case studies applied as an input for the next step of the 

project which is descriptive case study, to answer the question “who are the valuable 

customers of the bank in each selected branch”, “who is the ranked first customer of the 

bank branch”. Exploratory case study not only assisted the researcher to develop research 

questions but also provided some clarification for the research design.

3.4.1 Identification of the cases

According to yin (2003), a “case” may be an individual, or some event or entity 

that is less well defined than a single individual, e.g., a process or an organization. A 

single-case study is considered appropriate for testing a well-formulated theory (critical 

case), in clinical psychology (extreme or unique case), or observing unreachable 

phenomenon (revelatory case), it involves some potential problems such as 

misrepresentation (ibid). In the next sections the case selections of each phase of the 

study are elaborates. 

3.4.2 Case selections

To be concise, the target of this study can be defined as: 

 Elements: Tejarat bank corporate customers entangle with loan 
relationship 

 Sampling units: the main or core corporate customers with good reputation 
in terms of financial status with the bank

 Extent: Three of Tejarat bank branches located in Tehran which are 
among the high loan-lending activity branches 

 Time frame: from April 2003 to the end of September 2008

Sampling techniques:

The sampling techniques can be divided into two types (Saunders et al., 2000): 

 Probability 
 Non–probability 

In probability sampling since the sampling units are selected randomly, the chance, or 

probability, of each case being selected from the population is known and is usually equal 
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for all cases. This means that it is possible to answer research questions and to achieve 

objectives that require the researcher o estimate statistically the characteristics of the 

population from the sample. Consequently, probability sampling is often associated with 

survey and to a lesser extent experiment research (Saunders et al., 2000). 

In non–probability sampling the probability of each case being selected from the total 

population is not known and it is impossible to answer research questions or to address 

objectives that require the researcher to make statistical inferences about the 

characteristics of the population. The researcher may still be able to generalize from non-

probability samples about the population, but not on statistical grounds. For this reason 

non-probability sampling is more frequently used for case study research As a result the 

probability of any elements of the population being chosen is not known, but the 

researcher may still be able to generalize from non–probability samples about the 

population (Saunders et al., 2000). 

Different non–probability sampling methods are as follow: 

 Convenience sampling (Saunders et al., 2000): Convenience Sampling 
involves selecting those cases that are easiest to obtain for sample. The 
sample selection process is continued until the required sample size has 
been reached. Although this technique of sampling is widely used it is 
prone to bias and influences that are beyond the researcher’s control as the 
cases only appear in the sample because of the ease of obtaining them.

 Self–selection sampling (Saunders et al., 2000): Self–selection sampling 
occurs when the researcher allows a case, usually an individual, to identify 
their desire to take part in the research. 

 Snowball sampling: Snowball sampling is commonly used when it is 
difficult to identify members of the desired population. The researcher 
therefore needs to make contact with one or two cases in the population, 
ask these cases to identify further cases and ask these new cases to identify 
further new cases. 

 Judgment sampling (Saunders et al., 2000): Judgment Sampling enables 
the researcher to use his or her judgment to select cases that will best
enable him or her to answer research question(s). Sometimes it is referred 
as a purposive sample because it involves a specific purpose. Such 
samples, cannot, however, be considered statistically representative of the 
total population.

 Quota sampling: Quota sampling is entirely non–random and is normally 
used for interview surveys. It is based on the premise that your sample will 
represent the population as the variability in the sample for various quota 
variables is the same as that in the population. Quota sampling is therefore 
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a type of stratified sample in which selection of cases within strata is 
entirely non–random. 

As the research objectives and questions of this research determined, the sampling 

technique is among non-probability sampling and purposive sampling is appropriate for 

the study, Due to the fact that, informative or expert interviewees are needed to help us 

form a sample. In the main phase we ask the expert in credit/loan department to introduce 

three branches of the Tejarat bank and within each of the three branches to select 5 good 

customers of the loan relationship activity with the bank in order to gather customer 

profile and customer data history in the range of the defined time scale 2003-2008.

Yin (2003) stated: “A major insight is to consider multiple cases as one would 

consider multiple experiments – that is, to follow replication logic”. The methodological 

differences between sampling and replication logics arise from the different rationales 

underlying these views. The replication logic, whether applied in experiments or to case 

studies, must be distinguished from the “sampling logic” commonly used in surveys. In 

the replication view, each case will be selected carefully so that it either (a) predicts 

similar results (a literal replication) or (b) produces contrasting results but for predictable 

reasons (a theoretical replication). If all the cases turn out as predicted, then it would have 

provided support for the initial set of propositions. Otherwise, if the cases are in some 

way contradictory, the initial propositions must be revised. Therefore, “an important step 

in all of these replication procedures is the development of a rich theoretical framework” 

(ibid).

Contrary to this view, “according to sampling logic, a number of respondents (or 

subjects) are assumed to “represent” a larger pool of respondents (or subjects), so that 

data from a smaller number of persons are assumed to represent the data that might have 

been collected from the entire pool” (ibid). Therefore, it requires an operational 

enumeration of the entire universe or pool of potential respondents and a statistical 

procedure for selecting the specific subset of respondents to be surveyed. In short, the 

resulting data from the sample that is actually surveyed are assumed to reflect the entire 

universe or pool. However, since the sampling logic is not appropriate for multiple-case 

studies, we follow the replication logic in the selection of cases and research design.
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Yin (2003) has defined three main criteria for selection of cases: convenience, 

access and geographic proximity. In both stages of this study, sampling begins with 

accessible banks and mangers or decision makers within the bank and builds on insights 

and connections from the early data collection. The pilot study was done prior to the 

selection of specific method for the final data collection but posterior to the final 

literature review. Thus, the pilot data provided considerable insight into forming 

theoretical propositions. Therefore in this study, the pilot and main phase of study we 

collect a range of similar cases, and in both phases; pilot study and the main study, 

samples were selected purposively, which is consistent with theoretical replication logic.

3.4.2.1 Exploratory case studies- pilot phase

In the first phase, pilot study, none of the above mentioned conditions was true, so 

we conduct exploratory case studies, Semi-structured interviews with individuals selected 

from banks to guide us through the factors affecting the CLV (multiple case studies). The 

advantages of multiple case studies will be diminished if the number of cases is few 

whereas 15 to 30 cases provide comprehensive and uniqueness to understanding. Then, 

we contacted experts by phone and in person, and based on two criteria “accessibility” 

and “acceptance”, we selected a sample of 12 out 15 experts (individual) whom accepted 

the invitation for interviews after one or two phone calls. Individuals were selected from 

the 3 private bank (Parsian, Eghtesade novin, Karafarin) and 2 governmental bank 

(Tejarat and Saderat) industries. The interviews were conducted between 25 August 2008 

and 25 September 2008.

3.4.2.2 Descriptive case study- main phase 

In the main phase Tejarat bank was selected from the industry as an organization 

due to our access to the resources and customer profile availability with the mentioned 

bank. With respect to the purpose of this study, which is to provide a better understanding 

of the phenomenon under investigation and to test the CLV model in banking industry,

we followed the single case study method in the main phase. 
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Furthermore, since specific customer information was needed to test the model, 

and due to the fact that the Tejarat bank was not among the core banking system 

infrastructures meaning not having an integrated system of data base for customer 

profiles and information, we have to collect our customer data with regard to its origin 

branch. We relied on the viewpoints of experts in Tejarat credit-loan department for 

selecting branches and customers within each branch under investigation in the main 

study. To focus our research on customer evaluation and ranking the selected customers 

based on the factors identified in the first stage, we select three branches of the Tejarat 

bank out of 250 of total of branches in Tehran which are among the premium branches in 

which the lending activity is high fairly. In each branch then it was asked from the branch 

manager to select 5 of their business customers who borrowed a moderate amount of loan 

and have not any past dues if possible. In other words, reputable customers of the bank 

were selected. This makes the sampling purposively to the view of the branch manager. 

Finally, during November 2008 to December 2008 we succeeded gather the data of 14 of 

the business customers of the three branches. 

3.5 Data collection 

Yin (2003) listed six sources of evidence for data collection in the case study 

which is depicted in the table 3.3 and their weakness and strengths are also shown. Most 

research questions are answered using some combination of secondary and primary data 

(Saunders et al., 2000). No single source has a complete advantage over all others. 

Therefore, as recommended by Yin (2003), we use as many sources as possible for 

increasing the validity and the reliability of the findings. The three sources common in 

these categories are documentation, interviews and observation. 

Data collection in this research project consists of two stages. In the first stage 

primary data is gathered through semi-structured interview for expert solicitation to find 

and validate factors and their importance within the banking industry context. At last the 

secondary data is gathered through archival records of corporate customer profiles to 

describe the situation within the bank. Although this study is strongly focused on 

interview, we have also use bank customers profiles as a complementary source for data 

collection for the second phase of the project. The source of evidence in the case study 
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data collection used in this study was archival records, to gather information about the 

corporate customers in each branch. The other source was the interview which is 

explained in the next section.

Table 3.3 Sources for evidences in case study

Source of evidence Strengths Weaknesses

Documentation

 Stable-reported review
 Unobtrusive-exist prior 

to case study
 Exact-names etc.
 Broad coverage-

extended time span

 Retrievability-difficult
 Biased selectivity
 Reporting bias-reflects 

author bias
 Access-may be blocked

Archival records  Same as above
 Precise and quantitative

 Same as above
 Privacy might be inhibit 

access

Interviews

 Targeted-focuses on 
case study topic

 Insightful-provides 
perceived causal 
inferences

 Bias due to poor 
questions

 Response bias
 Incomplete recollection
 Reflexivity-interviewee 

expresses what interwar 
wants to hear

Direct observation

 Reality-covers events in 
real time

 Contextual-covers event 
contexts

 Time consuming
 Selectivity-might miss 

facts
 Reflexivity-Observers 

presence might cause 
change

 Cost-observers need 
time

Participant observation
 Same as above
 Insightful into 

interpersonal behavior

 Same as above
 Bias due to 

investigator’s actions

Physical artifacts

 Insightful into Cultural 
features

 Insightful into technical 
operations

 Selectivity
 Availability

Source: yin (2003).

3.5.1 Interview

Interviews may be categorized as one of the following (Saunders et al., 2003):

 Structured interviews
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 Semi-structures interviews 
 Unstructured interviews

In structured interviews, questionnaires based on a predetermined and 

standardized or identical set of questions are used. Such interviews are one of the 

techniques used for survey and quantitative analyses (Saunders et al., 2000).

By comparison, semi-structured and unstructured are non-standardized and are 

considered as qualitative interviews. Also, both provide and opportunity to probe 

answers, where the researcher wants the interviewees to explain, or build on their 

responses.  They are undoubtedly being the most advantageous approach to attempt to 

obtain data in the following circumstances:

 Where the questions are either complex and open-ended
 Where  the order and logic of the questioning may to be varied

In semi-structured interviews, the researcher will have a list of themes and 

questions to be covered although this may vary from interview to interview (Saunders et 

al., 2000). Unstructured interviews are informal and would be used to explore in-depth 

and general idea of interest. There is no predetermined list of questions to work through 

in this situation, although there should be a clear idea about the aspects which should be 

explored (Saunders et al., 2000).

Table 3.4 Different typed of interview

Exploratory Descriptive Explanatory

Structured  
Semi-structured  

Unstructured 
Source: (Saunders et al., 2003)

In this study the face to face, semi-structured interviews is selected as a method of 

data collection. Though much more like conversations than formal interviews with 

predetermined and structured questions, interviews were focused on certain topics 

(research problem and research questions). Therefore, in order to collect data, the major

instrument utilized was the interview guide which is described in detail below.
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The interview guide was prepared on the basis of the literature review, the 

theoretical frame of reference, the research problem, research questions to ensure that all 

the relevant variables were covered in the interview. The interview-guide is presented in 

appendix 2 and it was pre-tested by two academic researchers and directors/executives in 

banking industry in the pilot study. Based on their comments and feedbacks, necessary 

correction and clarification were made.

In an informal semi-structured interview the manager or other decision-makers 

were asked to tell the brief information of the banking product in loan lending 

relationships with business customers. Then the respondent’s perspective on the factors 

influencing the profitability of the customers in the banking point of view was gathered. 

Personal interviews lasted between 45minutes to an hour. Following each interview, the 

interviewee was presented with a questionnaire and was asked to complete it at their 

earliest convenience and return. The experts interviewed in the first phase of the study 

were mainly selected from the IT managers, financial expert, and credit management 

department. In the main phase the questionnaire were spread to credit-loan departments 

of the banks which were interviewed in the first phase. Although the questionnaire is

secondary in importance to the interview in this research, the questionnaire as an 

alternative data collection method. Data collected by questionnaires were then the subject 

of analysis to calculate the importance or weight of each factor which is provided in 

chapter 4.

3.5.2 Secondary data

Secondary data include both quantitative and qualitative data and can be used in both 

descriptive and explanatory research. Three main subgroups of secondary data are 

defined as: documentary data, survey-based data and those compiled from multiple 

sources (Saunders et al., 2000). The data published by the annual reports of the Tejarat 

bank and the central bank of Iran are obtained as a secondary data source which was used 

in the analysis process in chapter 4. 
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3.6 Assessment instrument

In this section we describe the instruments that have been used for developing this 

research. First we describe the procedural assessment approach. Then we explain our 

approach for validation of the procedure.

In order to investigate the data availability of the factors within the context, the 

experts were asked to select from 4 different options: (1) data is available, (2) data is not 

available but it is easily computable, (3) data is not available and it is hard to calculate, 

and (4) data is impossible to gather. The numbers do not have any meanings whatsoever 

or synonymous by any means to likert-based type questionnaires, but the idea was to find 

the factors data availability and feasibility study in banking contexts.  They were also 

asked to give a brief description of each factor they had mentioned. The table 3.5 shown 

in the following section is the summary of the results of these interviews. 

In the next phase of the study two types of questions were put in the 

questionnaire:

 Close-ended questions (each 36 questions); yes-no and min/max questions; 
identify the necessity and target function of each factors

 Seven-point Likert questions (36 questions) identify the intensity of driving forces 
that influence CLV 

The idea is then to measure the factors in terms of values and weight to the expert 

views. We do this by employing rating scales involving the questions (statements) 

accompanied by pre-coded categories one of which is selected by the respondent. The 

factors captured in the first phase of the study. By tally the responses to the each factor, 

to obtain a composite score for the factors. This score is then divided by 91, the overall 

number each item/factor could gain if all the respondents pick 7 (maximum) for each 

question. Then the result is the measure of the factors ‘intensity’ on the concept. The 

summary results of the weight factors considered in the PROMETHEE software is shown 

in the table 3.5.
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Table 3.5 Factors extracted from interview with experts

No. Factors Influence Available Weight Necessity
Revenue

Gross Revenue from loans:
1 Loan size +  0.84 
2 Interest rate +  0.85 
3 Length of the loan +  0.69 
4 Number of installments +  0.62 
5 Time between each intervals  0.58 
6 amounts received due to inspection(1.5 *1000) +  - 
7 Fees received for insurance* +  - 
8 Fess received for collaterals evaluations +  - 
9 Amount overdue +  0.92 
10 fines rate attributed to past due and overdue +  0.58 

Up-selling:
Issuance of letter of guarantees:

11 Amount received for issuing the letter of guarantees +  0.74 
12 Deposits blocked for issuance of guarantees +  - 
13 Amount of the Overdue uncommitted guarantees -  - 

Opening  LC:
14 Amount received for opening LC +  - 
15 Deposits blocked +  - 
16 Overdue amounts of uncommitted  LC -  - 

Cross-selling:
17 amount received using ATM +  - 
18 amount received telephone banking +  - 
19 amount received for POS +  - 
20 amount received using internet banking +  - 
21 amount received checking account +  - 
22 Amount received for WOM (referrals, opinion 

leaders,…)
+  - 

Costs
Marketing costs:

23 Acquisition cost -  - 
24 Costs of mailing postcards and other marketing 

products
-  - 

Costs attributed to Loan:
25 Fees of reviewing the documents by KAM -  - 
26 Fees assigned arrears not received in 3 months 

(1.5%of loan size)
-  - 

27 Fees assigned arrears not-sure to be receivable -  - 
General costs:

28 Cost of money -  -
29 Operation costs assignable to customers -  -

Costs of interest payable to deposits:
30 Length of the term deposit -  0.85 
31 Amount deposited -  0.79 
32 Deposit rate -  0.82 

Other factors
33 Discount rate -  - 
34 Lifetime duration +  - 
35 Retention rate +  - 
36 Cash discounts(Rebates, bonuses, Price discounts) -  - 
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Interview results in the pilot phase is also described and explained in the chapter 4 

before quantitative analysis. The empirical data from interview has been compared 

against the theoretical framework. We use the research questions and theoretical 

propositions in the analytic phase. Each case is presented separately in descriptive mode 

and the empirical evidence is presented and organized in accordance with the conceptual 

framework. In fact we begin the case analysis with within-case analysis strategy.

3.6.1 Quality criteria

As in all research, consideration must be given to construct validity, internal 

validity, external validity, and reliability (Yin, 2003). Yin suggests multiple sources of 

evidence as the way to ensure construct validity. The current study used multiple source 

of evidence; interview, archival records analysis. The specification of the case study also 

provides the internal validity as theories are developed and data collection and analysis 

test those theories. Yin (2003) provided the assertion that external validity could be 

achieved from theoretical relationships and from these generalizations could be made. It 

is the development of the case study protocol that provides the reliability of all research.

 Construct validity, which means establishing correct operational measures for 
the concepts being studied;

 Internal validity, which means establishing a causal relationships, whereby 
certain conditions are shown to lead to other conditions, as distinguished from 
spurious relationships;

 External validity, which means establishing the domain to which a study’s 
findings can be generalized;

 Reliability means, which demonstrating that the operations of a study, such as 
the data collection procedures can be repeated, with the same results (Ibid).

3.7 Validity and generalizability

In order to establish correct operational measures (construct validity) (Yin, 2003), 

the theoretical frame of reference was developed on the basis of integration of different 

theoretical approaches such as CLV models in chapter 2. An exploratory pilot study was 

completed to test the feasibility of the study.  The interview guide and questions were 

developed on the basis of the theoretical frame of reference. The interview guide and 

questionnaire were tested by two researchers and by directors of banks to ensure that the 

questions were asked properly and were understandable. The cases were selected 
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carefully so as to reach the person who could best answer the questions and could give a 

good understanding of the customer’s profitability for banks.

In order to ensure the integrity, validity and accuracy of the findings (Yin, 2003) 

different steps were taken. Firs of all, principles of triangulations such as the following 

were used in collection and investigation of the same data. Different sources (interview 

and documentation), different measures (recording the answers during interview and 

written answers to questionnaire), and different types of questions (open-ended, close-

ended, yes-no, and seven-point Likert). In fact, to overcome the disadvantages of 

interviewing and misinterpretation of entrepreneurs’ answers we linked qualitative data 

with quantitative data through use of a questionnaire. Qualitative-quantitative linkage not 

only enabled us to confirm or corroborate data via triangulation, but also to elaborate and 

develop analysis through providing richer detail (Rossman and Wilson, 1984 and 1991 in 

Miles & Huberman, 1994; cited by Ghanatabadi, 2005).

However, in order to enhance the generalizability (Yin, 2003) of this study, cases 

were selected based on “replication logic”. The cases were selected carefully, so that 

they would predict similar results (a literal replication). Meanwhile, to limit the bias in 

interpretation of the data, both qualitative and quantitative data were presented and 

analyzed on the basis of the theoretical frame of reference and the embedded units of 

analysis. The findings were also analyzed, compared and interpreted based on the 

research questions.

Validity refers to the extent to which the researcher gained the full access to the 

knowledge and meanings of informants. The high level of validity that is possible in 

relation to carefully conducted qualitative interviews is that the flexible and responsive 

interaction which is possible between interviewer and respondents allows meaning to be 

probed, topics to be covered from a variety of angles and questions made clear to 

respondents. However, qualitative research using semi-structured or unstructured 

interviews will not be able to make generalizations about the entire population where this 

is based on a small and unrepresentative number of cases (Saunders et al., 2000). 
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To validate the factors we conduct a verification action by means of questionnaire that 

has been distributed to experts which have been interviewed. The questionnaire has been 

designed to evaluate the necessity and importance of each factor. 

Table 3.6 The scoring system of the factors

Score Rank

1 weak effect

2 Fairly weak level of effect

3 low level of effect

4 Moderate level of effect

5 Fairly high level of effect

6 High level of effect

7 Very high level of effect

We used interval scale (numbers: 1, 2, 3, 4, and 7) to quantify every factor, so the 

weight of them could be measured, firstly we consider the realistic maximum and 

minimum for every factor. Basically the minimum level (1) for each factor is described as 

lowest possible amount the factor is important for decision making in the banking system 

and for profitability of customers. The maximum level (7) means that the factor has the 

most importance in value of the customers to the bank. There would be also 5 medial

ranks, 2, 3, 4, 5, and 6. Then the relative weight of the expert’s views will be calculated 

on each factor to obtain the weight of the factors. The scores are from 1 to 7 accordingly 

having weak effect to very high level of effect for ranking system. The 13 surveys show 

that all factors have more than moderate level of effect in evaluations. The most 

important factor is arrears amount with mean score 6.48 and 0.92 weights and the least 

important factors are installments gaps and arrears rate with the mean score of 4.08 and 

weight of 0.58. 

3.8 Reliability 

Reliability is concerned with whether alternative interviewers would reveal 

similar information (Saunders et al., 2000). One response to the issue of reliability is that 

the findings from using non-standardized research methods are not necessarily intended
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Research proposal preparation

Literature review

Find model parameters and data availability

Expert interview to validate the factors and data 

Design, distribution, collection of questionnaire

Find weight and function of the factors  

Data collection

Data analysis

Ranking customer based on factors

Conclusion 

to be repeated since they reflect reality at the time they were collected, in a situation 

which may be subject to change (Marshal and Rossman, 1999). The assumption behind 

this type of research is that the circumstances to be explored are complex and dynamic. 

The value of using the non-standardized approach is derived from the flexibility that the 

researcher may use to explore the complexity of the topic. Therefore, an attempt to ensure 

that qualitative, non standardized research could be replicated by other researchers would 

not be realistic or feasible without in demining the strength of this type of research 

(Saunders et al., 2000).

3.9 Research process

The research process is presented in the figure:
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Figure 3.1 Research process

3.10 Summary

Based on the background provided in Chapters 1 and 2, the methodology chapter 

specified how the researcher went about finding out what was required to fulfill the 

purpose of the study and deal with the research problem. The methodological path 

pursued in this study was fully explained in this chapter.
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Chapter 4

Research data analysis 

4. Research data analysis

This chapter discusses the research analyses that have been used in our research 

to satisfy our purpose and to answer research questions. It starts with the research tools 

for evaluation. Then it summarizes data gathered by means of techniques discussed in 

previous chapter and tries to justify the outcomes and findings of the research. 
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4.1 Introduction 

To examine the customer preferences and priority in each of the branches in 

which the data is collected, PROMETHEE technique is used. In this chapter firstly the 

reasons why we choose the technique over the AHP method is explained then the 

influential factors in examining the customers is discussed. Since the factors and their 

importance or weights are gathered through the questionnaire the analytical report of the 

results is also mentioned in this chapter. After the model is developed good customers in 

terms of loan-lending relationship with the bank in each of the three branches of Tejarat 

bank case in Iran is analyzed to examine their priority and the business attractiveness. 

Meanwhile the customers CLV has been calculated through the basic models introduced 

in literature, chapter two, to compare the results of the Promethee program and the 

ranking results of the CLV calculation of the basic model. These results are meant to shed 

light on selecting of the potential customers for the bank. 

4. 2 A brief discussion of the PROMETHEE method

PROMETHEE (Preference Ranking Organization Method for Enrichment 

Evaluation) is a multicriteria decision making method developed by Brans et al. (1986). It 

is a ranking method quite simple in conception and application compared to other 

methods for multicriteria analysis. It is well adapted to problems where a right number of 

alternative actions are to be ranked considering several, sometimes conflicting, criteria.

The following steps are required for the implementation of the method (Goumas, 

Lygerou, 2000):

1. Alternative actions are compared in pairs for each criterion. The preference is 

expressed by a number in the interval [0, 1] (0 for no preference or indifference to 1 for 

strict preference). The function relating the difference in performance to preference is 

called the generalized criterion and it is selected by the decision maker.

2. A multi-criteria preference index is formed for each pair of actions as a weighted 

average of the corresponding preferences computed in step (1) for each criterion. The 
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index Π [α, β] (in the interval [0, 1]) expresses the preference of action α over action β

considering all criteria. The weighting factors express the relative importance of each 

criterion and are also a choice of the decision maker.

3. Alternative actions can be ranked according to:

 The sum of indices Π (α, i) indicating preference of action a over all the other 

actions. It is termed “leaving flow” φ+ (α) and shows how “good” action α is. The 

action with the higher leaving flow is superior.

 The sum of indices Π (i, α) indicating preference of all other actions compared to 

α. It is termed “entering flow” φ-(α) and shows how “inferior” is action a. The 

action with the lower entering flow is superior (Goumas, Lygerou, 2000). 

4.3 PROMETHEE vs. AHP method

The methods PROMETHEE and GAIA present countless advantages over AHP. 

AHP is based on a principle of pair-wise evaluation of alternatives, according to a built-in 

scale valued from 1 to 9. So, for every pair of alternatives and every used criterion, the 

user has to indicate his preference of an alternative on every other. If, such as 

recommended within the framework of AHP, the user makes decomposition downward 

from the generic to the specific, it will force the user to perform a huge number of 

comparisons and to remain coherent by establishing the relations of dominance. This last 

point is commonly viewed as a major problem with AHP. For example, if A is preferred 

to B with a note of 6 on 9 and, B to C with a note of 4 on 9, does it mean that A have to 

be preferred to C with a note of 4x6=24 on 9x9=81? And as AHP imposes a built-in scale 

of 9 values, how to characterize the dominance of A on C by remaining consistent with 

A/B=6 AND B/C=4. AHP imposes so on the user to worry about the coherence of the 

comparisons which he performs (www.visualdecision.com).

Unlike AHP, PROMETHEE allows the user to directly use the data of the 

problem in a simple multicriteria table. Instead of having to perform a large number of 

comparisons, the decision-maker has only to define his own scales of measure (without 

limitation), to indicate his priorities and his preferences for every criterion (by focusing 
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on value, without having to worry about the method of calculation). PROMETHEE 

allows to lead, quickly, analyses of sensibility in a visual manner, impossible matter with 

AHP. PROMETHEE automatically calculates the robustness of the current classification 

for each criterion AHP, not (www.visualdecision.com).

Finally, due to the use of the method PROMETHEE, the data and the results of 

the multicriteria problem can be analyzed in a plan called GAIA so as to put visually in 

evidence: conflicts, convergences, strengths / weaknesses, classifications, essential or 

useless information, and especially the direction of the best theoretical decision. Here is 

in some words why we believe that PROMETHEE and GAIA methods are more effective 

and richer in information than AHP, while allowing the decision-maker to concentrate on 

his priorities, preferences and hypotheses of analysis, and not on the underlying method!

(www.visualdecision.com).

4.3.1 Some applications of the PROMETHEE technique

Multicriteria decision-making implemented in Decision Lab helps in structuring 

and solving problems such as:

 Resource selection: vendors, experts, top managers, etc. 

 Project ranking: funding, contracting, prioritization, etc. 

 Strategic planning: acquisition, fusion, expansion, etc. 

 Performance monitoring: quality insurance, technical standards, etc. 

 Group decision-making: multi stakeholder problems, etc. 

Based on the concrete results of academic research that got worldwide recognition, 

PROMETHEE and GAIA methods, Decision Lab 2000 was designed to be applied to 

various multicriteria decision problems. Use Decision Lab's multicriteria models as a 

financial advisor (stock selection), for strategic planning (projects prioritization) or as 

banking clerk (credit evaluation) (www.visualdecision.com).



69

4.3.2 Principles of the PROMETHEE method

The methods we propose in this paper may be characterized as follows:

1. Extension of the Notion of Criteria

The classical notion of criterion implies on K a "(I, P) preference structure". Indeed, if f is 

a criterion, we then have:

A P b       if       f (a) > f (b)

A I b        if       f (a) = f (b)

where P and I respectively denote preference and indifference. Such a

modelisation of the preferences of the decision-maker implies that no distinction in strict

preference is made for small or large deviations between f (a) and f (b). Moreover the

notion of indifference is necessarily transitive. We know that the implications are in

general not realistic. For these reasons, some authors, such as B. Roy (1977a), have 

introduced the notions of quasi-criterion and pseudo-criterion. The quasi-criterion has 

been defined to consider a larger area of indifference and the pseudo-criterion to take into 

account an area of hesitation between indifference and preference. These extensions were 

used successfully in the ELECTRE methods. Nevertheless, these methods request some

parameters such as concordance, discordance and discrimination thresholds which are not 

easily understood by practitioners (Brans and Vincke, 1985).

In the PROMETHEE methods, we also suggest modifying the modelisation of the

preferences of the decision-maker by considering, for each criterion, some possible

extensions. But the disadvantages of usual, quasi and pseudocriteria will only be accepted 

when considered by the decision-maker. Other extensions will also be accepted. For some 

of them, the intransitivity of indifference will be allowed; for others, it will be possible to 

pass smoothly from indifference to strict preference contrary to quasi-criteria. We 

therefore will use the notion of intensity of preference for introducing different

extensions of the notion of criterion. The main feature of the PROMETHEE methods is 

that each possible extension will be very clear and easily understood by the decision-

maker (Brans and Vincke, 1985).
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2. Valued Outranking Relation

Some authors have already suggested valued outranking relations for treating a decision 

problem in a multicriteria framework (see, for instance, Hugonnard and Roy 1982, Roy 

1973, 1977b).

In the PROMETHEE methods, we also consider such a relation; moreover, the

proposed relation is less sensitive to small modifications and its interpretation is easy.

3. Exploitation of the Outranking Relation

We will consider a particular exploitation of the valued outranking relation, especially for 

the case in which the actions have to be ranked from best to weakest. The PROMETHEE 

I method provides a partial ranking of the actions. If needed, a complete ranking can be 

obtained by PROMETHEE II.

Extension of the Notion of Criterion

This extension is based on the introduction of a preference function giving the

preference of the decision-maker for an action a with regard to b. This function will be

defined separately for each criterion; its value will be between 0 and 1. The smaller the

function, the greater the indifference of the decision-maker; The closer to 1 the greater

his preference. In case of strict preference, the preference function will be 1 (Brans and 

Vincke, 1985).

Let us consider a multicriteria problem as defined in (1.2), each criterion having 

to be maximized. Let I be a particular criterion and a and b two particular actions of K. 

The associated preference function P (a, b) of a with regard to b will be defined as:

P (a, b)  = 0, f (a)  <   ( )P (a − b), f (a) >   (b) �

For concrete cases, it seems reasonable to choose for P (.) functions of the 

following type:

P [f (a), f (b)] = P [F (a) – f (b)]

depending on the difference between the values f (a) and f (b). Our feeling is that 

the six following type of functions cover most of the cases occurring in practical
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applications. For each criterion, only a few parameters (maximum 2) have to be identified 

by the decision-maker. This seems an easy task in view of the fact that each parameter 

has a real economic meaning (Brans and Vincke, 1985).

.

In order to indicate clearly the areas of indifference in the neighborhood of f (b)

We write:

x=f (a)-f (b), (3.3)

And we represent graphically the function H (x) so that:

H (x)  = Pi (a, b), x > 0P (b, a), x < 0�
Type I: Usual Criterion

In this case:

P(x)  = 0, x < 01, x > 0�

there is indifference between a and b only when f(a) = f(b). As soon as these 

values are different the decision-maker has a strict preference for the action having the

greatest value. His preference function equals then 1 and H(x) is given by Figure 4.1. If

the decision-maker identifies the criterion f (•) as being of Type I, no particular parameter 

has to be defined. This type does not include an extension; it just gives the opportunity to 

the decision-maker to use the criterion in its usual sense when required (Brans and 

Vincke, 1985).

Type II: Quasi-Criterion

Let P(x) be:

P(x)  = 0, x < 11, x > 1�
In this case, and for the particular criterion f (.), a and b are indifferent as long as

the difference between f (a) and f (b) does not exceed l; if not the preference becomes

strict. This type of extended criterion emphasizes the notion of semi order considered by 
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D. Luce. H(x) is given by Figure 4.1. When the decision-maker identifies the criterion     

f (•) as being of Type II, only the parameter l has to be defined (Brans and Vincke, 1985).

Figure 4.1 PROMETHEE preference function type I and II

Type III: Criterion with Linear Preference

Let P (x) be:

P(x)  = x/m, x <1, x > �

Such an extension of the notion of criterion allows the decision-maker to prefer

progressively a to b for progressively larger deviations between f (a) and f (b). The

intensity of preference increases linearly until this deviation equals m, after this value the 

preference is strict. In this case H (x) is given by Figure.

If the decision-maker considers that a particular criterion is of Type III, he has 

only to define the value m from which strict preference is considered (Brans and Vincke, 

1985).

Type IV: Level-Criterion

Let P (x) be:

P(x)  =
0, x <12 , < < +
1, x >

�
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In this case, a and b are considered as indifferent when the deviation between f (a)

And f (b) does not exceed q, between q and q + p the preference is weak (1/2), after this 

value the preference becomes strict. This extension may be compared with the pseudo-

criterion introduced by B. Roy, although we consider here the weak preference as 

intensity and not as a hesitation between indifference and strict preference. H(x) has the 

form depicted in Figure. The decision-maker can easily fix q and p when it is his feeling 

that the particular criterion f (•) is of Type IV. Criteria with more than two levels can also 

be considered for instance when several given norms seem relevant (Brans and Vincke, 

1985).

Figure 4.2 PROMETHEE preference function type III and IV                      Source: (Brans and Vincke, 1985)

Type V: Criterion with Linear Preference and Indifference Area

This time we consider for P (x):

P(x) =
0, x <− , < < +
1, x > +

�

In this case the decision-maker considers that a and b are completely indifferent 

as long as the deviation between f (a) and f (b) does not exceed s. Above this value the

preference grows progressively until this deviation equals s + r. H (x) is then given by

Figure. Two parameters have to be defined when a particular criterion has been identified 

as being of this type.
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Type VI: Gaussian Criteria

Let P (x) be:

P(x) = 0, x < 0
1 − e− x22σ2, x > 0�

If a particular criterion is of the Gaussian type, the preference of the decision-

maker still grows with the deviation x. The value of a may be easily fixed according to 

the experience obtained with the Normal Distribution in Statistics. The value of o is the

distance between the origin and the point of inflexion of the curve. H(x) then is given by 

Figure. In this particular case only the value of 0 has to be defined by the decision-maker.

In this paper we consider the thresholds l, m, p, q, r, s and σ as being constant (Brans and 

Vincke, 1985).

In this case the functions H (x) are symmetrical with respect to 0, but there would 

be no difficulty in considering variable thresholds.

When a particular multicriteria problem of type (1.2) has to be treated the decision

maker has to decide which of the different criteria types he should use and the value of

the possible corresponding thresholds. We believe that the nature of the criteria and the 

value of the thresholds can be fixed according to the economic meaning attached to them 

in each particular case.

We also think that the six types considered are sufficient to treat most of the cases

encountered in practice. Of course, more sophisticated preference functions could also be 

considered. It is also clear that some of the criteria presented here are particular cases of 

others. For example, a criterion of Type V with r = 0 is a quasi-criterion.

Figure 4.3 PROMETHEE preference function type V and VI                     Source: (Brans and Vincke, 1985).
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PROMETHEE I: Ranking the Actions by a Partial Preorder

Let us therefore consider the valued outranking graph and let us define, for each node a, 

the outgoing flow

Φ+ (a) = ∑π (a, x)      

and the incoming flow

Φ- (a) = ∑π (x, a)

The larger Φ+ (a), the more a dominates the other actions of A. The smaller Φ- (a), 

the less a is dominated (Brans and Vincke, 1985).

PROMETHEE II: Ranking the Actions by a Total Preorder

Suppose a total preorder (complete ranking without incomparability’s) has been

requested by the decision-maker. We then can consider for each action a ∈ K the net-flow

Φ(a) = Φ+ (a) - Φ- (a)             

which can easily be used for ranking the actions:

a outranks b (a P2 b)               if Φ (a) > Φ (b),

a is indifferent to b> (a l2 b)       if Φ (a) = Φ (b)

This is the PROMETHEE II complete relation. All the actions of K are now 

completely ranked but this relation is also poorer in information and less realistic because 

of the balancing effects between outgoing and incoming flow (Brans and Vincke, 1985).

4.4 Exploratory phase results

To extract the influential factors in customer lifetime value model of lending relationship 

with a business client of banks, public and private bank experts in Iran have been 
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interviewed. Bank experts were interviewed to investigate the factors in Iranian banking 

context and confirm the factors exist previously in literature. The experts were key 

persons of the private and public banks of Iran including: the head of financial 

management department, the head of credit evaluation department, and the head of IT 

management department. Out of 15 experts found to be interviewed, 1 was not reliable 

due to his lack of experience in the context so it was removed from the analysis. Two 

public banks and 3 private banks were included in our study with the total of 14 

interviews. The interview questions were prepared and 2 pilot tests were done with 

banking executives and 2 people in the research field were asked to comment on the 

interview question based on the purpose we follow in our research and the theme of the 

questions. Each interview took place for about 30 to 45 minutes. The interviewees were

solicited for the probable influential factors and then to evaluate each factor’s data 

availability based on four options; 1. Data is available 2. Data does not exist but it is 

easily computable, 3. Data does not exist and it is hard to compute, 4. Data is not possible 

to compute.  The numbers do not have any meanings whatsoever or synonymous by any 

means to likert-based type questionnaires, but the idea was to find the factors data 

availability and feasibility study in banking contexts, and numbered for the ease of note 

taking in interviews. They were also asked to give a brief description of each factor they 

had mentioned.

The factors have been summarized in the table 4.1, where the data is already available or 

it will be made easily available by a simple query the check mark was given in the table 

next to each factor and where the data is hardly available or it is impossible to compute 

the factors were cross marked.
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Table 4.1 Factors extracted from the interviews

No. Revenue Influence
Data 

availability

Gross Revenue from loans:

1 Loan size + 

2 Interest rate + 

3 Length of the loan + 

4 Number of installments + 

5 Time between each intervals 

6 amounts received due to inspection(1.5 *1000) + 

7 Fees received for insurance* + 

8 Fess received for collaterals evaluations + 

9 Amount overdue + 

10 fines rate attributed to past due and overdue + 

Up-selling:

Issuance of letter of guarantees:

11 Amount received for issuing the letter of guarantees + 

12 Deposits blocked for issuance of guarantees + 

13 Amount of the Overdue uncommitted guarantees - 

Opening  LC:

14 Amount received for opening LC + 

15 Deposits blocked + 

16 Overdue amounts of uncommitted  LC - 

Cross-selling:

17 amount received using ATM + 

18 amount received telephone banking + 

19 amount received for POS + 

20 amount received using internet banking + 

21 amount received checking account + 

22 Amount received for WOM (referrals, opinion lead, etc) + 
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Continue Table 4.1 Factors extracted from the interviews

No. Costs Influence
Data 

availability

Marketing costs:

23 Acquisition cost - 

24 Costs of mailing postcards and other marketing products - 

Costs attributed to Loan:

25 Fees of reviewing the documents by KAM - 

26
Fees assigned arrears not received in 3 months (1.5%of 

loan size)
- 

27 Fees assigned arrears not-sure to be receivable - 

General costs:

28 Cost of money - 

29 Operation costs assignable to customers - 

Costs of interest payable to deposits:

30 Length of the term deposit - 

31 Amount deposited - 

32 Deposit rate - 

Other factors

33 Discount rate - 

34 Lifetime duration + 

35 Retention rate + 

36 Cash discounts(Rebates, bonuses, Price discounts) - 

The lending relationship of the B2B banking relationship was considered as a focal 

relationship and other services was the up-selling and cross-selling opportunity or in 

other words the multiple products offered to business customers. 
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Figure 4.4 Interviewees organization 

Table 4.2 and figure 4.4 illustrate the description of the experts being interviewed 

in the exploratory phase to find the data availability in banking system of Iran

seen the most of them were selected from Tejarat bank.

following explanations. The revenue gained from these customers was the loan value 

such as the loan size and the interest rate

insurance (factor) extracted from interviews with private banking industry

accountable for public banks

Letter of credit and guarantees

credits 10 percent of the total amount

loans, of on site L/C is prepaid by customers at the time that L/C is issued as a blocked 

deposit in addition to the fees receivable for the issuance of the letter. The res

pledged as collateral, and is secured for the risk of uncommitted dues. The same in the 

35.71%

7.14%

21.43%

Table 4.2 Interviewee organization share

Company Numbers Percent 

Parsian 1 7.14%

Eghtesad novin 4 28.57%

Tejarat 5 35.71%

Saderat 1 7.14%

Karafarin 3 21.43%

Total 14 100

Table 4.2 and figure 4.4 illustrate the description of the experts being interviewed 

in the exploratory phase to find the data availability in banking system of Iran

ere selected from Tejarat bank. From table 4.1 we can achieve 

The revenue gained from these customers was the loan value 

such as the loan size and the interest rate, payable to bank. The fees received for 

d from interviews with private banking industry since

accountable for public banks. Often business client’s use other services of the bank like 

Letter of credit and guarantees during their lifecycle with bank. In issuance of the letter of 

10 percent of the total amount for material loans and 20 percent for the equipment 

of on site L/C is prepaid by customers at the time that L/C is issued as a blocked 

deposit in addition to the fees receivable for the issuance of the letter. The res

pledged as collateral, and is secured for the risk of uncommitted dues. The same in the 

7.14%

28.57%

35.71%

21.43% Parsian

Eghtesade novin

Tejarat

Saderat

Karafarin
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Table 4.2 and figure 4.4 illustrate the description of the experts being interviewed 

in the exploratory phase to find the data availability in banking system of Iran. As it is 

From table 4.1 we can achieve 

The revenue gained from these customers was the loan value 

payable to bank. The fees received for 

since it is not 

. Often business client’s use other services of the bank like 

. In issuance of the letter of 

ercent for the equipment 

of on site L/C is prepaid by customers at the time that L/C is issued as a blocked 

deposit in addition to the fees receivable for the issuance of the letter. The rest (90%) is 

pledged as collateral, and is secured for the risk of uncommitted dues. The same in the 

Eghtesade novin
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case of guarantees which10 percent of the total amount of every guarantee is blocked in 

cash by the bank during the contract time. Also 2 percent of the total amount of guarantee 

issued for over 100 million Rials and 2.25 percent for other amounts, times the duration 

in days of the year that the guarantee is valid belongs to the bank as the guarantee fee. It 

can be seen that there is huge amount of money that banks can consider as a profit to their 

relationships as a cross selling opportunities.

There is a negotiated interest rate for business customers in certain contracts with 

the bank varying among the customer base according to their past experience and 

behaviors with the bank with the checking account and the balance of the customers 

account and the past dues over the last periods and many other factors attributed to the 

lender-borrower relationship in banking industry, Which is lower for the good customers

and higher for riskier customers. The price discounts and bonuses are also considered as 

the original interest rates received by other normal customers. The other cross-selling 

factors were not measured in the first place or computable in spite of their importance in 

WOM (word of mouth). The cost factors were not easy to calculate for each transaction 

fees done by customers in each interaction with banks. Especially these factors are more 

in line with B2C consumers of the banks rather than the business clients which will be 

excluded from the study. This is due to the fact that the accounting system in banking 

industry of Iran does not follow the ABC accounting. In addition migration of the B2C 

customers to online banking is also not possible for business clients. In future, they would 

keep continuing to contact the bank whether in their office or in bank for negotiation and 

signing the contracts. 

The costs incurred by the banks for customers mainly is divided to cost of money 

including deposits payable to business customer if it has any term-deposit and the 

marketing costs. Since the marketing division of the banks are among the newly adopted 

divisions of the banks they don’t have the customer based costs, so the result will be the 

assigning an overall fixed costs to all customer base and deduct the same amount from 

the model which makes the relative contribution the same. The cost accounting of the 

banking industry in Iran is not an activity based costing so, assigning the operational 
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costs of the employee hour and the material and MRO goods consumed in the process of 

serving the customers are not computable which is eliminated from the study. 

The discount rate is the rate of expectancy by the shareholders of the banks 

capitals which differ among the public and private banks in Iran due to the different cost 

of money. Deposit rates range from 15-16 to 25 percents, which should consider and 

cover the inflation rate which is high in Iran too. In other opinion it is the value or the 

percentage of the supply of the not risky money which is 15.5 % from the central bank of 

Iran reports. There is different speculations and discussion about the rate which is going 

to be discussed in this chapter.

The lifetime duration are tend to be 5 to 10 years, which is in line with the 

previous literature saying, the length of the projection period, n, highly depends on the

industry. Carpenter (1995) argues that looking beyond 5 years involves too much 

guesswork in high-technology industries. Dwyer (1989) considers n to be 5 because the 

preponderance of lifetime value accrues in the first 4 or 5 years. In this study the life time 

expectancy was considered to be 5 years but reduced to 4 due to the lack of common data 

for all customers’ profile. 

4.5 Descriptive analysis

In this section, we will describe the interviewee statistical description with regard 

to the specification of the experts in different banks of Iran which has been interviewed 

for selecting the factors influencing the CLV in banking industry.

4.5.1 Description of the experts’ organization share

As figure 4.5 shows nearly half of the interviewees have been selected from the 

Parsian bank due to availability of the time of experts to interview and their experience in 

the banking field. In this phase of the study we seem quite different share of the banks to 

take part in the interview process. The interviewees were only selected from the credit-

loan departments of the banks who have great experience in this matter unlike the first 

phase, where the interviewees were among the IT managers and financial mangers and 



credit departments. Out of 15 interviewees only 12 have the time for this in

even fill out the form. So they were removed from the results. 

interview takes 30 minutes overall

In this section the purpose of interview was to find the weight 

each of the factors extracted from the exploratory phase of the project based on 

7-point scale type questions, 1 as in very weak importance to 7 very 

to evaluate each factor to be necessary or redundant based on

appropriateness for calculating the CLV of customers. They also were asked to select 

minimum or maximum of the factor function. This data were gathered to work as an entry 

of the Promethee program. 
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Figure 4.5 Interviewees organization

15.40%

15.40%

23.00%

credit departments. Out of 15 interviewees only 12 have the time for this in

even fill out the form. So they were removed from the results. In the second phase,

overall.

In this section the purpose of interview was to find the weight or importance of 

each of the factors extracted from the exploratory phase of the project based on 

type questions, 1 as in very weak importance to 7 very high importance and 

each factor to be necessary or redundant based on their application and 

calculating the CLV of customers. They also were asked to select 

minimum or maximum of the factor function. This data were gathered to work as an entry 

Table 4.3 Interviewee organization share

Company Numbers Percent 

Parsian 6 46.20%

Eghtesade Novin 2 15.40%

Tejarat 2 15.40%

Saderat 3 23.00%

Total 13 100

46.20%

15.40%

Parsian

Eghtesade novin

Tejarat

Saderat
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credit departments. Out of 15 interviewees only 12 have the time for this interview or 

In the second phase,

importance of 

each of the factors extracted from the exploratory phase of the project based on likert the 

high importance and 

their application and 

calculating the CLV of customers. They also were asked to select 

minimum or maximum of the factor function. This data were gathered to work as an entry 

Eghtesade novin
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4.5.2 Weights of the extracted factors

The design of the interview questions was based on the entry data needed by the 

Promethee and because each time the interviewees were asked to score each factor and 

decide on the min/max of the factors in addition to the factors necessity in calculation of 

the CLV the whole question was packed in to a one page form in order to not confusing 

the interviewees and help to score and decide on the factors with no trouble. 

All the 36 factors extracted from the phase one was put in to the interview 

questions. The expert views were in most cases unanimous except some points that have 

discrepancies in the min/max decision, Rather than in the necessity of the factors so we 

could assign a 0-1 scale for the necessary or unnecessary factors. The factors with the 1 

point score which means that the factor is important to take affect in to the research were 

extracted.  

Based on the experts view and the data availability of the factors, 12 factors have 

been decided to keep and enter the decision program the remaining has no use or little 

effect to evaluate the customers CLV. The extracted factors and their weight are depicted 

in the Table 4.4. In the table also a mean of the expert ideas for each factor is shown. 

There also a total weight for each factor based on the expert view over the total score that 

a factor could gain is calculated. The relative importance of the factors is also calculated.

Factors no. 6, 7, 8 in the table 4.1 described as: amounts received due to 

inspection (1.5 *1000), Fees received for insurance*, Fess received for collaterals 

evaluations were removed because the 0.0015 of the loan amount is so little that is 

negligible in the calculation also the amount is paid to the inspectors of the bank in the 

collateral evaluation process if any. The other fee for collateral evaluation is out sourced 

to other members of the law firm contracting with the bank theses two are the cost items 

that is reduced of the revenues in the bank balances but this money never accrue by the 

bank itself it is payable to inspectors. Fees for insurance the loan is also applicable for the 

private banking industry in Iran which here is not the case in point.
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In the cross-selling section of the initial table 4.1, factor described as Deposits 

blocked for issuance of guarantees was removed because each customer regarding his 

letter of guarantees 10percent of the amount issued should blocked as a deposit with the 

bank. This amount is different for each customer due to differences in their amount but 

this value and the amount of the guarantees is also not an optional item that a customer 

request but they are in hands of the clients of their tending relationships so even it is 

among the factors but is removed due to incomparability between customers.

The factors described as: Amount received for opening LC, Deposits blocked, and 

overdue amounts of uncommitted LC were also not reachable in this study because the 

rang of this thesis study is limited only to three branches of the Tejarat bank which were 

among the loan lending branches but were not among the Rials-foreign currencies 

branches and all LC activities is in relation with the materials or equipments from foreign 

countries for which the special branches are responsible for billing and receiving the fees. 

So they also removed from the calculation. 

The factors regarding the cross-selling activities, amount received using ATM, 

amount received telephone banking, amount received for POS, amount received using 

internet banking, amount received checking account, Amount received for WOM 

(referrals, opinion leaders, etc) are among the factors that can be mostly attributed to B2C 

contexts than in B2B setting which is the purpose of this study so they also removed from 

the factors.

Factors like, Fees of reviewing the documents by KAM even have not the data 

availability option let alone be among the factors this is caused by not having the ABC 

costing system in the banking industry in Iran, the same as Operation costs assignable to 

customers. In cost section only the cost attributable to each customer is just to find the 

unit cost of the money and cost of loan money of each customer based on that.

Fees assigned arrears not received in 3 months (1.5%of loan size) and Fees 

assigned arrears not-sure to be receivable factors are among those factors that are just 

aggregated at the end of the year to be reserved in the case of loss of the bank loan by 
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customers in the bank balances and then next year amount is also calculated and reduced 

by this amount. 

Table 4.4 Inflation rate

Average8786858483year

15.9%23.1%15.7%11.3%14.4%14.8%Inflation rate

Source: (CBI, 2009)

As mentioned earlier, the life time duration to be calculated to have same base is 

going to be 4 years. The customers past behaviors in 4 years before the current year 1387 

(2008) is discounted to present and then the total CLV of the customer is calculated. 

The discount rate is going to be considered 20 percent to be at least the minimum 

of the expectancy of the shareholder of the bank which is 19 percent the highest amount 

of rate paid to the term deposits. Which is also consider the inflation rate fairly some 

how.  The average of the inflation rate through the study years is also 17.2 percent so we 

stick to the 20 percent which cover the average rate of the inflation too. This rate is 

obviously higher for the private banks in Iran as the unit cost of the money is higher than 

the public banks of Iran. It is more than the 22-23 percent or we could consider the EPS 

value of the bank, which is the value of P/E = EPS = 4 in this regard we can consider the 

25 percent in calculation for those banks. 
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Table 4.5 weight of each factors

Factors

Banking experts (n=13)
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mean sum weight relative

1 Loan amount
ma
x

5 5 6 5 7 4 7 5 5 7 6 7 7 5.85 76 0.84 10%

2 Interest rate
ma
x

5 5 5 5 5 7 7 5 7 7 7 6 6 5.92 77 0.85 10%

3 Loan duration
ma
x

4 5 5 4 6 4 5 5 3 7 5 5 5 4.85 63 0.69 8%

4 No. installments
ma
x

4 4 4 4 5 4 6 3 4 4 5 5 4 4.31 56 0.62 7%

5 Installment gaps min 4 3 3 3 5 4 6 3 4 5 4 5 4 4.08 53 0.58 7%

6 Arrears amount min 7 7 6 6 7 6 7 6 7 7 7 4 7 6.46 84 0.92 11%

7 Arrears rate
ma
x

1 1 2 2 4 5 7 1 6 7 7 5 5 4.08 53 0.58 7%

8 Guarantee issuance fee
ma
x

6 6 6 7 3 5 5 4 7 6 5 5 2 5.15 67 0.74 9%

9 Deposit amount
ma
x

5 5 6 5 5 4 7 7 7 6 7 4 4 5.54 72 0.79 10%

10 Deposit rate min 5 5 7 5 7 4 7 7 7 6 7 4 4 5.77 75 0.82 10%

11 Deposit duration
ma
x

6 6 7 5 7 4 7 7 7 7 7 4 3 5.92 77 0.85 10%
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4.6 Promethee Results

4.6.1 Case No 1.Gharani branch of Tejarat bank

In this Branch since all the customers have the loans in 1387 we consider this 

time as a basis for comparison. The factors and their weights and function were extracted 

from the last phase in interviews which is now shown in the figure 4.6.

Figure 4.6 PROMETHEE input for Gharani branch 1387

Figure 4.7 PROMETHEE II ranking result for Gharani branch 1387
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Figure 4.8 PROMETHEE GIA plane Gharani branch 1387

Figure 4.9 First and last customer comparison  Gharani branch 1387
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4.6.2 Case No.2 Ghods branch of Tejarat bank

In this Branch since all the customers have the loans in 1386 we consider this 

time as a basis for comparison. The factors and their weights and function were extracted 

from the last phase in interviews which is now shown in the figure 4.10.

Figure 4.10 PROMETHEE input for Ghods branch 1386

Figure 4.11 PROMETHEEII ranking Ghods branch 1386
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Figure 4.12 PROMETHEE input for Ghods branch 1386

Figure 4.13 First and last customer comparison  Ghods branch 1386
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4.6.3 Case No.3 Markazi branch of Tejarat bank

In this Branch since all the customers have the loans in 1387 we consider this 

time as a basis for comparison. The factors and their weights and function were extracted 

from the last phase in interviews which is now shown in the figure 4.14.

Figure 4.14 PROMETHEE input for Markazi branch 1387

Figure 4.15 PROMETHEE II ranking Markazi branch 1387
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Figure 4.16 PROMETHEE GAIA plane Markazi branch 1387

Figure 4.17 First and last customer comparison  Markazi branch 1387
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4.7 CLV calculation for each branch

To compare the results of the Promethee program with the ranking of the 

customers based on basic calculation of the CLV, the mathematical process of the latter is 

described in this section. Firstly, unit cost of the money for each of the branches should 

be estimated in the yeas 84-87 which is shown in the table 4.6:

Table 4.6 unit cost of the money of the branches

87868584Branch codeBranch Name
0.0740.1060.1580.518151Ghods
0.0820.0990.0570.168170Gharani jonibi
0.1060.1370.1240.147450Markazi

The table 4.7 shows the calculation of the unit cost of the money for each of the 

branches in Tejarat bank from the annual report of the finance departments, which is 

estimated from the total cost of the branch over the total deposits (6 most common 

deposits of bank) of the customers in that branch.

Table 4.7 Revenue, cost, and deposits of branches through the years

Unit 
cost

total deposits total costs
total 

Revenue
Branch 
code

Branch

0.518756,189,203391,834,99390,218,364151ghods

84 0.1681,102,969,932185,614,951180,771,100170
gharani 
jonibi

0.1472,270,553,547334,088,889455,077,367450markazi
0.158979,780,025154,892,47565,257,061151ghods

85 0.0571,588,567,16190,687,80020,697,591170
gharani 
jonibi

0.1241,640,588,848203,465,035126,452,774450markazi
0.1062,229,671,872236,651,831183,230,980151ghods

86 0.0992,526,136,949249,474,892223,037,818170
gharani 
jonibi

0.1372,617,447,936358,775,796651,458,924450markazi
0.0741,567,159,010115,413,395110,503,106151ghods

87 0.0822,363,983,100194,525,317119,119,549170
gharani 
jonibi

0.1062,922,087,888309,490,118518,406,764450markazi
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After calculating the unit cost of the money, in order to calculate how much 

money in each year customer exploit the weight average of loans is calculated. Of the 

loans amount we allocate a share that is the time in days the part of the loan was in hand 

of the customer. These values are added up together to yield the total cost attributed to 

each customer. The weight average of all loans in each year is estimated and put in the 

cost row of the tables which will be followed in the next section.

On the other hand the revenue gained from the customers of the branches is the 

output of the profit share of each installments received from the customers which is 

added together up based on the annual amount and the fees received for letter of 

guarantees and arrears amount that is looked at as a revenue contribution to be entered in 

the CLV calculation tables. Then the net profit is discounted to a future point in time 

which is the current year 1387 (2008). This part of the discounting process is adopted 

from the economic engineering context to discount the value of each year as present year 

to a future year 1387 (2008). At last the CLV of each customers calculated and they have

been ranked from largest value to lowest value order. The results of these calculations 

were only executable branch by branch not in the whole Tejarat bank’s customer base. 

Since this is the only way to attribute the cost to each customer. The following section 

shows the summary tables of the calculation. 

The three branches of Gharani, Ghods, and Markazi were selected from the all 

other branches located in Tehran, based on the interview with the bank expert in the 

credit-loan departments. These branches are also among the premium branches of the 

Tejarat bank. We asked them to introduce 5 of their good customer in terms of no past 

dues or else among the lowest amount of dues. Theses customers were B2B customers 

that they receive a moderate or moderate to high loans. In other words we can call them 

SME‘s as in small medium sized enterprises. The data were collected regarding this type 

of customers from their profile in each branch.
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4.7.1 Case no1. Gharani branch of the Tejarat bank

As we can see in the table 4.8 through 4.11 the CLV of the customers in this 

branch have been calculated and illustrated.

Table 4.8 CLV of Gharani branch customer A

C
u

st
om

er
 A

year 84 85 86 87
Revenue long-term loans 0 102,882,946 657,756,512 413,631,649
Revenue short-term loans 0 0 85,732,543 925,449,040
Revenue from areas 0 0 0 0
Revenue from guarantees 4,107,613 7,276,920 6,696,955 6,706,913

cost long-term loan 0 727,027,131 4,700,640,240 2,957,246,566
Cost short-term loan 0 0 714,437,862 7,712,075,332
unit cost of money 0.168286501 0.057087797 0.098757469 0.082287101
cost 0 41,504,377 534,779,409 877,947,573
Net profit 4,107,613 68,655,488 215,406,602 467,840,029
Discount rate 20.00% 20.00% 20.00% 20.00%
Discount factor 1.728 1.44 1.2 1
Cash discounted 7,097,955 98,863,903 258,487,922 467,840,029

CLV 832,289,809

Table 4.9 CLV of Gharani branch customer B

C
u

st
om

er
 B

year 84 85 86 87
Revenue long-term loans 0 0 0 0
Revenue short-term loans 0 0 0 1,393,437,251
Revenue from areas 0 0 0 0
Revenue from guarantees 0 898,443 7,287,371 7,307,336

cost long-term loan 0 0 0 0
Cost short-term loan 0 0 0 11,611,977,090
unit cost of money 0.168286501 0.057087797 0.098757469 0.082287101
cost 0 0 0 955,515,936
Net profit 0 898,443 7,287,371 445,228,651
Discount rate 20.00% 20.00% 20.00% 20.00%
Discounted to 87 1.728 1.44 1.2 1
Cash discounted 0 1,293,758 8,744,845 445,228,651
CLV 455,267,254
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Table 4.10 CLV of Gharani branch customer C

C
u

st
om

er
 C

year 84 85 86 87
Revenue from loans 0 0 1,699,561,644 2,391,576,120
Revenue from areas 0 0 0 784,859,179
Revenue from 
guarantees 99,308,496 82,740,089 91,654,683 89,561,031

cost  loan 0 0
14,163,013,69

9
19,929,800,99

9

unit cost of money
0.16828650

1
0.05708779

7 0.098757469 0.082287101
cost 0 0 1,398,703,389 1,639,965,555
Net profit 99,308,496 82,740,089 392,512,938 1,626,030,775
Discount rate 20.00% 20.00% 20.00% 20.00%
Discounted to 87 1.728 1.44 1.2 1

Cash discounted 171,605,081 119,145,728 471,015,525 1,626,030,775

CLV 2,387,797,109

Table 4.11 CLV of Gharani branch customer D

C
u

st
om

er
 D

year 84 85 86 87
Revenue long-term loans 0 0 87,963,482 152,296,264
Revenue short-term loans 0 0 5,268,908 320,963,161
Revenue from areas 0 0 0 2,263,377
Revenue from guarantees 0 0 0 0

cost long-term loan 0 0 733,029,013 1,274,959,526
Cost short-term loan 0 0 43,907,563 2,674,693,005
unit cost of money 0.168286501 0.057087797 0.098757469 0.082287101
cost 0 0 76,728,290 325,005,458
Net profit 0 0 16,504,099 150,517,343
Discount rate 20.00% 20.00% 20.00% 20.00%
Discounted to 87 1.728 1.44 1.2 1

Cash discounted 0 0 19,804,919 150,517,343
CLV 170,322,262

In this branch only 4 customers match our constraints. The four customers were some 

how competitors of one industry. Their industry type is in electrical equipments. As we 

can see in the tables 4.8-4.12 the unit cost of money of this branch is highest 0.16 in year 



97

1384, and lowest in the year 1385. Customer D is among good customers who from time 

to time have dues on its loan installments. CLV of the customers is in direct effect with 

the revenues and costs and the unit cost of money in each year. Briefly, in each year the 

interest rate of the loan exploited by the customers should be lower than the unit cost of 

the money. Or else it will be unreasonable to give loans in those years. So, if a customer 

receives a loan with lower rate than the unit cost in that year this will affect the CLV of 

the customer in that year and as a whole in total. Because it will cause a loss that could 

never be compensated even if the situation get better in years to come.  Conversely, in the 

year of the 1385 which the branch has lowest unit cost the customers did not receive any 

loan except customer A.  

With the discount rate of 20%, the CLV of the customers was calculated and 

ranked. The rank of the customers based on their CLV has been depicted in the figure 

4.3. The customer C is the number one, and the customer D is the last in ranking as it was 

expected. A, B, and C Customers all used the issuance of guarantee service of the bank. 

However, customer D did not. It may appear to the bank that the customers A and B are 

among the top two but as we can see in the tables 4.8-4.12 that CLV of the customer C is 

highest. Not because of having no past dues even it has, but the reason is simply it takes 

more high value loan than the other customers. In comparison with customer A that 

receives loan in the last 3years but we see that customer C wins the battle with last two 

loans receives. 

Sorted By CLV Value :

C
2,387,797,109 A

832,289,809
B

455,267,254
D

170,322,262

Figure 4.18 Ranking of the Gharani Branch
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The results of the CLV calculation is simply shown in the figure 4.18 and the 

Promethee output which have been shown in the figure 4.19 shows discrepancies in the 

results which is also expected. The customers may vary in the value they generate to 

banks in each year. So, each customer may become a first position while the very same 

customer becomes last in the following year. This depends on the branch itself, which 

branch the customer is taking loan from, the branch which spend great amount and has 

high unit cost, or visa versa. Customer rankings also depend on the unit cost of each 

branch in those years and the loan amount they receive from the banks with negotiated 

interest rates. 

Figure 4.19 The PROMETHEE ranking of the Gharani Branch

The PROMETHEE outputs on the other hand, take in to account the activities of 

the customer of a same branch took place in one year considering the factors and their 

relative weight to rank them.
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4.7.2 Case no2. Ghods branch of the Tejarat bank

In the table 4.12 through 4.16 the CLV of the customers in Ghods Branch have 

been calculated.

Table 4.12 CLV of Ghods branch customer A

C
u

st
om

er
 A

year 84 85 86 87
Revenue long-term loans 0 0 0 0

Revenue short-term loans 3,532,907,266 3,132,046,393 3,135,865,816 1,211,307,558

Revenue from areas 0 0 12,000,000 69,000,000

Revenue from guarantees 18,168,750 18,168,750 18,382,346 51,026,916

cost long-term loan 0 0 0 0

Cost short-term loan 22,080,670,414 22,371,759,950 22,399,041,541 10,094,229,649

unit cost of money 0.518170573 0.158089031 0.106137515 0.073644981
cost 11,441,553,649 3,536,729,858 2,377,378,600 743,389,347

Net profit -7,890,477,633 -386,514,715 788,869,561 587,945,126

Discount rate 20.00% 20.00% 20.00% 20.00%

Discounted to 87 1.728 1.44 1.2 1

Cash discounted -13,634,745,349 -556,581,189 946,643,474 587,945,126

CLV -12,656,737,938

Table 4.13 CLV of Ghods branch customer B

C
u

st
om

er
 B

year 84 85 86 87
Revenue long-term loans 0 70,042,089 237,426,960 65,306,149

Revenue short-term loans 640,071,464 632,128,096 713,818,706 1,358,964,416

Revenue from areas 0 0 0 0

Revenue from guarantees 0 0 0 0

cost long-term loan 500,300,636 1,695,906,854 456,911,303

Cost short-term loan 4,273,225,885 3,950,800,601 5,098,705,040 11,324,703,466

unit cost of money 0.518170573 0.158089031 0.106137515 0.073644981
cost 2,214,259,907 703,670,283 721,163,220 867,656,792

Net profit -1,574,188,443 -1,500,097 230,082,446 556,613,773

Discount rate 20.00% 20.00% 20.00% 20.00%

Discounted to 87 1.728 1.44 1.2 1

Cash discounted -2,720,197,629 -2,160,140 276,098,935 556,613,773

CLV -1,889,645,061
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Table 4.14 CLV of Ghods branch customer C

C
u

st
om

er
 C

year 84 85 86 87
Revenue long-term loans 653,262,683 793,775,575 496,919,728 660,586,803

Revenue short-term loans 0 0 0 0

Revenue from areas 0 8,670,922 24,495,109 98,847,120

Revenue from guarantees 0 24,566,302 101,472,337 133,553,053

cost long-term loan 3,300,202,834 5,247,798,310 3,601,408,073 5,480,171,322

Cost short-term loan 0 0 0 0

unit cost of money 0.518170573 0.158089031 0.106137515 0.073644981
cost 1,710,067,995 829,619,351 3,687,871,858 403,587,111

Net profit -1,056,805,312 -2,606,552 -3,064,984,684 489,399,865

Discount rate 20.00% 20.00% 20.00% 20.00%

Discounted to 87 1.728 1.44 1.2 1

Cash discounted -1,826,159,579 -3,753,434 -3,677,981,621 489,399,865

CLV -5,018,494,769

Table 4.15 CLV of Ghods branch customer D

C
u

st
om

er
 D

year 84 85 86 87
Revenue long-term loans 257,889,975 1,072,314,513 732,706,331

Revenue short-term loans 0 0 0 0

Revenue from areas 0 0 0 0

Revenue from guarantees 89,365,076 103,995,907 103,298,408 102,553,661

cost long-term loan 0 1,842,071,248 7,639,697,731 3,291,873,144

Cost short-term loan 0 0 0 0

unit cost of money 0.518170573 0.158089031 0.106137515 0.073644981
cost 0 291,211,259 810,858,530 242,429,934

Net profit 89,365,076 70,674,623 364,754,391 592,830,058

Discount rate 20.00% 20.00% 20.00% 20.00%

Discounted to 87 1.728 1.44 1.2 1

Cash discounted 154,422,851 101,771,457 437,705,270 592,830,058

CLV 1,286,729,635
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Table 4.16 CLV of Ghods branch customer E

C
u

st
om

er
 E

year 84 85 86 87
Revenue long-term loans 0 0 0 0

Revenue short-term loans 509,147,350 644,368,266 409,151,955 565,318,136

Revenue from areas 0 0 0 0

Revenue from guarantees 0 0 17,372,280 9,698,700

cost long-term loan 0 0 0 0

Cost short-term loan 3,402,016,337 4,637,828,690 2,922,513,965 4,663,197,147

unit cost of money 0.518170573 0.158089031 0.106137515 0.073644981
Cost 1,762,824,756 733,189,845 310,188,369 343,421,064

Net profit -1,253,677,406 -88,821,579 116,335,866 231,595,772

Discount rate 20.00% 20.00% 20.00% 20.00%

Discounted to 87 1.728 1.44 1.2 1

CLV cash discounted -2,166,354,558 -127,903,073 139,603,040 231,595,772

CLV -1,923,058,820

The customers of this branch have different industry types. Customer A is in 

production, B is in hygienic and sanitary, C and D are engineering and consultant 

services, E is in computer system services. All have issued letter of guarantees except for 

the customer B. This branch has a special situation in year 1384 which has the highest 

value of the unit cost of money among all 3 other branches and in all four years. 

Sorted by CLV value:

D
1286729635

B
-1889645061

E
-1923058820

C
-5018494769

A
-12656737938

Figure 4.20 Ranking of the Ghods Branch



102

This value affect the CLV of the customers of the branch so badly that those 

customers who receives loan in that special year made the worst customers and they 

could not recover in the following years and could not compensated their negative value 

in the year 1386 and 1387 whilst, the CLV amount was become finally positive. This 

situation happen in lower extent in year 1385 since, the unit cost of the money become 

15.8% which is higher than the interest rate of whether short term or long term loans 

which are 12% and 14% respectively.

Customer D is ranked number one and its CLV is a positive value, since it has no 

loan in the chaotic year of the 1384 of the Ghods branch, and also it does not have any 

arrears and past dues the result is same with PROMETHEE output (see figure4.21). The 

other customers all have negative value as all have received loans in that year. Customer 

C and A both have arrears and past dues. This kind of conclusion may appear to be 

judgmental since the customer and its business has nothing to do with the branch cost and 

its inability to collect deposits for the branch so by receiving a great deal of loan amount 

the customer A receive made it the last customers of the branch. If it had moved to other 

branches it would have been among the first customers. In this regard we should take a 

sensitivity analyses to test the customer ranking without taking in to account the two 

special year of the branch.

Figure 4.21 The PROMETHEE ranking of the Ghods Branch
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4.7.3 Case no.3 Markazi Branch of the Tejarat bank

The CLV of the customers in this Branch have been calculated and illustrated in 

the table 4.17 through 4.21.

Table 4.17 CLV of Markazi branch customer A

C
u

st
om

er
 A

Year 84 85 86 87
Revenue one time loans 0 0 5,762,733,699 1,700,263,562
Revenue short-term 
loans 0 0 1,220,111,066 398,652,923

Revenue from areas 0 0 253,726,027 0
Revenue from 
guarantees 0 0 0 6,115,068

cost long-term loan 0 0
47,217,301,37

0
14,168,863,01

4
Cost short-term loan 0 0 8,973,869,198 4,636,777,895

unit cost of money
0.14713984

1
0.12401951

6 0.137070843 0.105914035
Cost 0 0 7,702,171,137 1,991,781,304
Net profit 0 0 -465,600,345 113,250,249
Discount rate 20.00% 20.00% 20.00% 20.00%
Discounted to 87 1.728 1.44 1.2 1
Cash discounted 0 0 -558,720,414 113,250,249
CLV -445,470,166

Table 4.18 CLV of Markazi branch customer B

C
u

st
om

er
 B

year 84 85 86 87
Revenue long-term loans 0 0 0 0
Revenue short-term 
loans 0 0 0 293,162,729

Revenue from areas 0 0 0 0
Revenue from guarantees 0 0 0 0

cost long-term loan 0 0 0 0
Cost short-term loan 0 0 0 2,443,022,744
unit cost of money 0.147139841 0.124019516 0.137070843 0.105914035
cost 0 0 0 258,750,396
Net profit 0 0 0 34,412,334
Discount rate 20.00% 20.00% 20.00% 20.00%
Discounted to 87 1.728 1.44 1.2 1
Cash discounted 0 0 0 34,412,334
CLV 34,412,334
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Table 4.19 CLV of Markazi branch customer C
C

u
st

om
er

 C

year 84 85 86 87
Revenue long-term loans 0 0 0 0
Revenue short-term loans 0 0 0 431,892,916
Revenue from areas 0 0 0 0
Revenue from guarantees 0 0 0 353,404

cost long-term loan 0 0 0 0
Cost short-term loan 0 0 0 3,495,979,473
unit cost of money 0.147139841 0.124019516 0.137070843 0.105914035
cost 0 0 0 370,273,291
Net profit 0 0 0 61,973,029
Discount rate 20.00% 20.00% 20.00% 20.00%
Discounted to 87 1.728 1.44 1.2 1
Cash discounted 0 0 0 61,973,029
CLV 61,973,029

Table 4.20 CLV of Markazi branch customer D

C
u

st
om

er
 D

year 84 85 86 87

Revenue long-term loans
1,329,097,56

2
1,344,968,92

2
666,604,330 29,402,394

Revenue short-term 
loans 0 0 231,287,998 409,964,682

Revenue from areas 0 0 0 0
Revenue from 
guarantees 0 343,973 10,319,178 14,213,834

cost long-term loan
8,882,559,16

7
9,150,550,61

2
4,560,935,27

6
275,901,823

Cost short-term loan
1,927,399,98

1
3,416,372,35

2
unit cost of money 0.147139841 0.124019516 0.137070843 0.105914035

Cost
1,306,978,34

8
1,134,846,85

9
889,361,586 391,063,655

Net profit 22,119,214 210,466,036 18,849,920 62,517,255
Discount rate 20.00% 20.00% 20.00% 20.00%
Discounted to 87 1.728 1.44 1.2 1
Cash discounted 38,222,002 303,071,092 22,619,904 62,517,255
CLV 426,430,254
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Table 4.21 CLV of Markazi branch customer E

C
u

st
om

er
 E

year 84 85 86 87
Revenue one-time loans 0 0 518,543,970 504,097,333
Revenue short-term loans 0 0 189,286,680 456,081,838
Revenue from areas 0 0 0 0
Revenue from guarantees 0 0 0 0

cost one-time loan 0 0 3,489,722,891 3,600,695,236
Cost short-term loan 0 0 1,577,388,996 3,790,765,889
unit cost of money 0.147139841 0.124019516 0.137070843 0.105914035
cost 0 0 694,553,300 782,859,470
Net profit 0 0 13,277,349 177,319,701
Discount rate 20.00% 20.00% 20.00% 20.00%
Discounted to 87 1.728 1.44 1.2 1
CLV cash discounted 0 0 15,932,819 177,319,701
CLV 193,252,520

In this branch, unit cost of money seems to be normal with 14.7% in year 1384 

and lowest with 10.6% in year 1387. The customers of this branch have different 

products but all can be categorized as one industry type production except for customer 

D. For instance, A is in production of fridges for vehicles. 

Sorted by CLV value:

D
426430254.1

E
193252520.4

C
61973028.64

B
34412333.55

A
-445470165.9

Figure 4.22 Ranking of the Markazi Branch

Customer D has been ranked first, since it has received high amount of loans with 

most guarantees and to past dues. Customer B and C did not receive much loans 

specifically in years 1384 and 1385 and what they have received was low in comparison 
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with other customers. Customer A although receives high amount loan in 1386, the CLV 

becomes negative for the reason that the interest rate of the most of the loans is 12% 

which is lower than the unit cost of money 13.7%. But the customer A CLV was 

compensated in the year 1387. As it is shown in the figure 4.23 not always the results of 

the CLV ranking is compatible with the PROMETHEE ranking results. As the latter 

consider only one year activity of the customer with respect to factors identified, it try to 

rank customers, however, the ranking based on the CLV of the customer consider the 

4years transaction of the customer with the bank. 

Figure 4.23 The PROMETHE ranking of the Markazi Branch

After all, it is recommended to banks to calculate the unit cost of their 

branches and evaluate the customer base value as shown in the 4.7 section of this 

chapter, to know in what years they have to consider a divest strategy or not to 

give loan to customers as they generate costs rather than profits and in which years 

apply promote strategy to introduce new products in terms of loan offerings and 

saving accounts with various interest rates.
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Chapter 5

Conclusion 

5. Conclusion

Based on the results obtained in the study, final discussion and conclusion, 

contributions and also practical implications for practitioners and policy makers are 

provided on the basis of the findings in the study and thrive to answer the research questions

of the thesis. Furthermore, the limitations of the present study and recommendations for 

further research are being put forward.
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5.1 Discussion and Conclusion

The emphasis in this research is on the value calculation of customers as it is 

often assumed to be a straight forward and non-problematic matter which is not; in this 

regard it is proposed to use CLV as a metric to measure customer value. Different 

methods of assessing the value of customers (CLV) in terms of profitability are illustrated 

in the chapter two, and the CLV model shortcomings are discussed. Then CLV model fits 

the context of banking industry suggested analyzing the business customer portfolio of a 

bank. A case study on calculating the customer value and rank of the customers of 

banking industry is illustrated.

As stated in the first chapter, this research is designed tackle research problem and 

to answer following main research questions:

The problem statement is “In Iranian banks the value of their customer base is not 

known, also a lack of framework or a model to measure the value of clients is another 

drawback in the industry. With the advent of the private banks to the market, which 

comes with higher competition, treating customers the same is not an option. Otherwise, 

customers may defect to other rivals. So to differentiate the services, customer value must 

be evaluated. “

RQ1:“What is the customer life time value model best fitted to banking industry of Iran 

with consideration of the data availability within the context?”

RQ2: “What are the measures of a customer lifetime value model in Iranian banking

context?”

RQ3: “what is the importance of each factor and measure of customer life time value in 

terms of weights of each factor?”

RQ4: “How to find the value and rank of business customers in a loan relationship of a 

bank in Iranian context”?
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Answering these research questions, we adopted an exploratory research approach 

to identify the CLV factors and the importance of the factors by means of the literature 

review and expert interview. Expert interviews helped us to improve the CLV factors as 

well as the fitting and matching them with regard to the requirements of the Iranian 

banking context.

At first an exploratory case study was conducted in the banking sector of Iran to 

investigate the factors influencing the customer life time value. The CLV factors were 

extracted from the literature of the works done by Bayon 1994, berger and nasr 1998 and 

Hwang etal, 2004; 2006. Then by means of a series of semi-structured interviews with 

experts of 3 private banks; Parsian bank, Eghtesade novin bank, Karafarin bank and 2 

governmental banks; Tejarat bank and Saderat bank in Iran it has been tried to validate 

the factors. These interviews helped us to improve the factors, extracted from the 

literature, and to assure the identification of appropriate factors fit the banking context of 

Iran. Furthermore, in the second phase of the study to clarify the necessity and 

importance of the factors in calculation of the CLV of a customer, experts from the pre 

mentioned banks were asked to rate each factors in a 7scale-likert base. From the 5 banks 

15 experts were selected for solicitation however the Karafarin bank were eliminated 

from the second part of the study since the experts within which were not reachable to 

interview and one of the interviewees from the Tejarat banks could not fully validate the 

factors of question so this were also excluded from the assessment. 13 experts finally 

were chosen from the remaining 4 banks to validate the factors. After that a case study in 

Tejarat bank were conducted to test the model with a small sample of 15 customers from 

3 branches of the bank and the PROMETHEE technique were run to generate the 

customers ranking based on the CLV factors.

5.1.1 Conclusion regarding the first research question

RQ1:“What is the customer life time value model best fitted to banking industry of Iran 

with consideration of the data availability within the context?”
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The literature review of the CLV models have been studied in the chapter 2,

section 2.4 the model adopted from the literature was by the works of Bayon (1994), 

Berger and Nasr (1998) and Hwang et al., (2004; 2006). The   three mentioned works of 

the researchers is more comprehensive than the other peers. Additional to the basic model 

of Berger and Nasr (1998), Bayon, (1994) consider the word of mouth and Hwang et al., 

(2004; 2006) consider the customer loyalty the these researchers consider networking 

potential of the customers in addition to the current and future value of the customers. 

To conclude, in selection of different models proposed in literature data 

availability in the Iranian context is the key issue of this research. Unlike consumers of 

the product mantra, business clients of a service industry like banks are in constrain to 

their industry and their special requirements to receive loans. So it is not justifiable to be 

evaluated based on the RFM model to consider recency and frequency of their buying 

behavior. In contrast, the models that will evaluate the value of the customers based on 

their long term relationship with banks are apt.

On the other hand, the networking potential factors of the models while 

considered in the experts interview, was not measurable and feasible due to the lack of 

data availability in the Iran banking context. However, the factors are more in consistent 

and tangible with the experience of the B2C rather than the B2B.

5.1.2 Conclusion regarding the second research question

RQ2: “What are the measures of a customer lifetime value model in Iranian banking

context?”

The basis is gained from the above mentioned literature, by expert interview 

which is depicted in the table 4.1 of chapter 4 the factors of the CLV model with the data 

availability in the context has been examined. 36 factors is found, the majority of the 

factors data are available or easily available with simple calculation except Cross-selling 

opportunities: amount received using ATM, amount received telephone banking, amount 

received for POS, amount received using internet banking, amount received checking 

account, Amount received for WOM (referrals, opinion leaders,…) and some fees that is 
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not calculated in the direct activity based system. Whereas, the fees are a total sum which 

are not able to be allocated to each customers.

The fixed costs are not considered in the models since a constant amount of 

money will be subtracted from all customers that make the relative equations the same. In 

this case, only variable costs are assumed. Also it is incorrect to allocate costs to 

customers in respect to their loan receivables, for the reason that customers in general 

takes the same procedures for taking loans and it does not depend on the amount of loan.

5.1.3 Conclusion regarding the third research question

RQ3: “what is the importance of each factor and measure of customer life time value in 

terms of weights of each factor?”

The second phase of the thesis, was to explore the importance of the actors 

extracted, which is depicted in the table 4.5 in chapter 4 which is gained through a semi-

structured interview with the experts and asking them to give each factors a score based 

on the 7-scale liker type with 1 unimportant to 7 with highest importance and also the 

type of objective each factors is constrained and the necessity of the factors to evaluate 

the CLV of the customers. In this phase 11 factors out of 12 were selected to be 

considered in the CLV calculation and ranking the customers.

The outcomes of the expert views are, the most important factor with 0.92 weight 

is arrears amount. Since, giving loans to clients or in other words the resources of the 

bank coming through the other clients deposits are so worthy that banks could not afford 

to risk it to clients with arrears and unreliable past history. Interest rate and deposit 

durations of the customers are in second position of importance with 0.85 weights. 

Interest rates are important since it is the main source of revenue for banks and it is 

objective is to be maximized. Deposit duration is important as banks wants to be assured 

the deposits are in long term duration and banks have access to these deposits to give 

loans from this source. The loan amount is in third position with 0.84 weights as it is 

important to the extent of not risking the banks resources.
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5.1.4 Conclusion regarding the forth research question

RQ4: “How to find the value and rank of business customers in a loan relationship of a 

bank in Iranian context”?

To answer this research question, a case study has been conducted in Tejarat bank 

of Iran. 5 customers from three branch of the bank have been selected to be taken in to 

account for CLV calculation. The customers’ profiles have been studied from the historic 

data of the last four years of 1384, 1385, 1386, 1387. Table 4.7 depicted to unit cost of 

each branch for CLV calculation. Tables 4.8-4.11, 4.12-4.16, 4.17-4.21, respectively 

shows each customer of the three branch of the bank past CLV calculation discounted to 

the fiscal year ended 1387.

The figures 4.6-4.9, 4.10-4.13, 4.14-4.17, show the results of the PROMETHEE 

software in each branch of the bank, which are respectively the model characteristic, 

PROMETHEE II complete ranking, GAIA plane, the firs and last customer analyses.

Chapter 4 shows that step by step managers should follow what measures to compute the 

CLV calculation of the customers or if they want to rank their clients how to find the 

factors and their importance and the PROMETHEE technique to use the software to rank 

customers based on the complex decision making process of conflicting factors.

To summarize, relying only on customer calculation to develop strategies based 

on hierarchical ranking of CLV would be misleading, unless the CLV factors and their 

importance be explored and basket of customers with high priority which gained from the 

first phase of CLV calculations be recognized and to be treated with PROMETHEE 

ranking method.

5.2 Contributions of the Study 

The contribution to knowledge of any academic study can be classified into three 

categories: theoretical contribution, empirical contribution and methodological 

contribution. The contributions of this study occurred within the second and third areas 

which are discussed in the following two sections. 
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5.2.1 Methodological Contribution 

Existing CLV models were mostly developed without the consideration of 

characteristics of banking industry. The contribution of this study in the methodological 

section is the application of PROMETHEE decision system for the first time in context of 

banking with the concept of CLV. The applications of PROMETHEE methods were 

many and varied; it can be categorized in to nine areas: Environment Management, 

Hydrology and Water Management, Business and Financial Management, Chemistry, 

Logistics and Transportation, Manufacturing and Assembly, Energy Management, Social, 

and Other Topics. The last area covered several fields: Medicine, Agriculture, Education, 

Design, Government, and Sports (Behzadian et al., 2009). In the topic of business and 

finance only the work of Mareschal and Brans (1991) has been in the field of evaluation 

of industrial clients but the used methodology was not the CLV concept (Behzadian et al., 

2009).

5.2.2 Empirical Contribution 

This research resulted in an empirical contribution to the knowledge, as it 

examined customer value of Iranian bank with an empirical illustration for the first time 

in Iran. Case study in Tejarat bank has been executed to examine the CLV model for the 

banking industry of Iran and guide managers with rich implications to how implement 

and measure their customer value. The CLV model proposed in the chapter 2 has not 

been developed for a specific industry let alone for banking industry, current study has 

Endeavour to measure and find the factors within the banking industry. In the chapter 4, 

table 4.1 has illustrated the CLV factors with consideration of the data availability 

influence of the factors and table 4.5 illustrated weights of the factors from experts’ 

interview in the industry. In the section 4.7 of this study the CLV calculation of the 

customers selected from the 3 branches of the bank has been depicted.

5.3 Practical and managerial Implications 

The findings have different implications at the practical level and bring up a 

number of considerations to branch managers and credit departments in order to identify 
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their profitable clients and to understand what measures to take to lift their customers up 

in the profitable segments.

For the development of marketing strategies, the pressing issue is what customers 

intend to do in the future to cope up with customers behaviors and the past behavior is 

not a predictor for future revenue streams of customers.

Single customer profitability calculations, even accurate, should not be used as a 

basis for managerial action. If so, the focus in a one single period profit may distract the 

managers from the real value of the relationship (as seen in table 4 chapter 4).

Customer information from Tejarat bank was obtained from branches in a manual 

basis from customers’ profile. However, in today’s era of fast moving technology 

innovations, a data warehouse is not an option it is a necessity. Some banks have taken 

some measures in this respect; in order to not to leave behind in the market competition 

others also must adopt such measures.

There is another facet that managers should notice is the cost of the loan and the 

unit cost of the money, in respect to its influence on the interest rates which is negotiated 

with business customers. The costs should be diminished to be less than the interest rate 

in order to generate revenue and consequently profit for each branch. This is also 

manifest as illustrated in the table 4. Chapter 4 that slight amount of loan with interest 

rate lower than the cost of money in those years lead to losses for banks that are not 

compensatory. 

There are customers that are relatively cheaper to serve; those are the customers 

who have long-term relationship with bank and they have a good standing position in 

financial terms in view of the credit department. This means any past dues which costs 

money and banks resources to take follow up actions for dues and losses to gain from 

customers collaterals. This is also evident in the CLV metric as it considers the costs and 

revenues each customer generate each year.
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The existence of significant relationship with customers may prevent banks to 

realize the true contribution of the customer and continue to deal with unprofitable 

customers known otherwise. So the CLV evaluation of the customers is an appropriate 

metric.

5.4 Limitations of the Study

Some limitations of the study are as follows:

1. Due to the policy of the banks in Iran access to all banks were not possible. Also 
some banks didn’t cooperate in allocating experts for interview because of long-
hour interview session.  So we limit our expert solicitation to 5 banks in the first 
phase and 4 banks in the second phase. 

2. The experts of banks agreed to assist us during the thesis, mostly were of high 
position as credit department manager and executives. They were professionally 
very busy and faced time constraints during their daily job, convincing them to fill 
out questionnaires were very difficult. This has resulted in the choice of 
purposefully sample selection of interviewees who agree to cooperate, which  
may deter generalizability of the study findings to banking industry of Iran that 
also come from the qualitative nature of it.

3. Some of the influential factors of CLV were eliminated from the study since the 
banking industry in Iran is still in its developing status and electronic banking is a 
newly adopted technology for which there is no data base or data warehouses of 
such kind that could be considered in calculation as the add-on selling for the 
banking services.

4. There are other factors that based on which the banks decides to give loans to 
customers which is of responsibilities of the credit departments and specifically 
risk management. These factors might be either qualitative or quantitative that are 
not embraced in the CLV formulas in the past literature in this matter they were 
not considered in this study. Theses factors may differ from private banks to 
governmental banks and are competitive advantage of banks which are prevented 
to be given out.

5. Banking policy of Iran which is in accordance with the Islamic banking is 
completely different in what is practiced in other countries especially in Europe 
and America. So the results should be conservatively considered for 
generalization in other banking contexts.

6. To get real data from banks in order to test the model we conduct a case study in 
Tejarat bank. Despite the fact that getting approval of different departments and 
acceptance to have a supervised attendance to get customers data take a long 
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period of time, we have managed to take 15 customer profiles. However, 
bureaucracy is almost the same in other banks in Iran. 

Despite these limitations, this research contributed considerably to the understanding of 

CLV for banking industry and provided a foundation to guide further researches in this 

area. 

5.5 Recommendations for Further Research 

Regarding the limitations of this study and the numerous research opportunities 

existing within the area of CLV, this study provided a foundation for further researches. 

The followings are recommended for future work: 

 To conduct the same study with the larger sample size or better the whole 
population or customer base of the bank in order to know each customers 
value and contribution for the bank

 To conduct the same study in other industries like insurance or 
telecommunication industry in Iran and to be able to compare the results in 
various industries.

 To consider other factors which have not be taken in to account in this 
study and other qualitative factors influencing the CLV in the industry

 To perform the same study with the AHP technique and compare the 
results
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Appendices

Appendix A: Interview guide

Part 1

What is your job title in the company?

What is the bank name? Is it governmental or private bank?

When was your company established?

Part 2

Generally, customer lifetime value (CLV) is evaluated in terms by different measures. It 
is defined the terms as: 

1. Recency: 

Recency is the period since the last purchase. A lower value corresponds to a higher 
probability of the customer’s making a repeat purchase. 

Data requirement: the last date the customer was in contact with the company.

1a. what is the last date the customer’s visit?

1b. how long is the duration from the last visit to date?

2. Frequency: 

Frequency is the number of purchases made within a certain period. Higher frequency 
indicates greater loyalty. 

Data requirement: the date of visits during a certain period for example 1 year, or from 
the date it was acquired. 

2a. what is the number of the visits of the customers during the last year? 

3. Monetary value: 

The money spent during a certain period. A higher value indicates that the company 
should focus more on that customer.
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Data requirement: the money received from the customer in each visit during a certain 
period for example 1 year.

3a. what is the transaction volume (monetary value) of customer in each visit?

3b. what is the cumulative transaction volume (monetary value) during the certain period 
for example 1 year?

4. Retention duration (life time):

It is the time a customer will remain in the company. It might be known and constant in 
certainty for the customers who are contractually bound with company. But for customers 
who are not contractually bound the period in future is needed to be estimated. 

Data requirements: the opening account date or the time customer was acquired. It is 
assumed that customer starts making profit contribution from the time is being acquired. 
Or else, calculate the date the customer made it first contribution to the company till the 
lifetime duration it is anticipated to remain within the company.  In other words the 
respective time for the contribution surpluses. 

4a. what is the date the customer opened an account with the company?

4b. what is the customer first revenue generation date?

4c. how long is the duration for which the customer remains an active member from that 
date forward?

5. Interest rate: 

It is also called hurdle rate or discount rate, which is for money established to reflect the 
riskiness of cash flow. In other words it is the time value for money. It is often a known 
variable in different industries. Rate of return on investments if spend elsewhere like 
marketing investments. 

5a. what is the interest rate? 

6. Gross revenue: (revenue)

The revenue generated from the list prices in each time period. The cash generated 
directly made by customer during each period. This revenue might include the up selling 
and cross selling potential of customer during the same time period. The cross-sell and up 
sell potential of customers differ from industry to industry and the available options for 
purchase from the company services or products. 
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Data requirements: the transaction or money received from each customer during the time 
period. The bank customers may have several accounts the revenue generated from all 
accounts.

6a. how much money is gained from the customer during each visit from all accounts?

6b. what is he cumulative value in each period?

7. Rebate, cash discounts bonuses: 

In some periods there might be special offers to current customers. It is the cost incurred 
by the company which should be taking in to consideration.

Data requirements: the amount of the rebates, discounts allocated to individual customer 
during each time period.

7a. what is the amount of discounts allocated to current customer j during each period?

8. Manufacturing costs:

Manufacturing /service cost for product/services which has been purchased by the 
customer. The unit cost of the product purchased by customer. This could be attributed to 
the order processing, handling, shipping cost. 

Data requirements: all the cost incurred by the company in order to give the service to the 
customer in banking

8a. what is the cost to serve a customer including the time, employee hour, …..?

9. Acquisition costs:

In some industries there are specific and definable acquisition costs, such as prospecting 
sales calls, product specification, price discounts. More typically acquisition costs can not 
be directly assigned to individual customers. Thus the only possible allocation would be 
to apply an average costs to all customers.

Data requirements: the costs incurred to attract and gain a new customer not an existing 
customer including sending mail shots, media expenditures, price discounts…

9a. how much is the acquisition expenditure?

10. Retention costs:

Data requirements: there are costs to retain existing customers to make them return to the 
company. Or make them more loyal, and encourage them to buy more, and be more 
satisfied with the services.
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10a. what is the cost of retaining the existing customers?

11and 12. Indirect costs per order, indirect costs to serve

Data requirements: there are indirect costs for running the service including the works 
toward brand awareness or toward the activities as CRM implementations, customer 
complaint managements,…

11a. what is the indirect costs per order?

12a. what is indirect costs to serve?

13. Marketing overhead costs

Data requirements: the activities such as market research or the research to product 
development are pertaining to cost.

13a. what is the marketing overhead expenditures?

14. General costs

Data requirements: all other costs that are not classified in the previous sections which 
are the variable cost

14a. what is the indirect costs incurred by the company influencing the manufacturing 
over head cost?

15. Word of mouth

Data requirements: the positive revenue gained by other customers which were 
recommended to the company by the lead users, opinion leaders , recommenders, 
satisfied and loyal customers of the company.

15a. how many people were recommended by each single customer?

15b. what is the revenue stream of each customer recommended to the system?

16. Retention rate:

Retention rate is the probability of customer retention in each period. The probability that 

a customer is still active at the end of the period.  If a customer stays longer with a firm 

he may become more loyal a therefore have a higher retention probability.
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Data requirements: proportion of customers expected to continue buying the company’s 

goods or services in the subsequent year. 

16a. what is the number of the customers in certain period?

16b. what is the number of the customers expected to remain with the company for the 

next period?

16c. what is the proportion/rate?
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Appendix B: Importance of the factors

The objective of this study is to explore a model and framework to evaluate the 

customer value in bank. In order to select the best customer for banking and rank the 

customer based on the model. 

The objective of this interview is finding the importance of the factors for decision 

making process. Please indicate any recommendation if needed.

In table, in optimization the type of the functions would be maximization, minimization, 

or others. Please indicate each type with check mark under the column.

In the necessity of the factors, if the factor is necessary for evaluating customer value 

please put check mark in the appropriate column and cross mark if not necessary.

For the importance of the factor, 1 for very weak, 2 for weak, 3 for relatively low, 4 for 

average, 5 for relatively high, 6 high, 7 for very high.
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factor importance

No. Factors Importance Type Necessity
Revenue 1 2 3 4 5 6 7

Gross Revenue from loans:
1 Loan size +  0.84 
2 Interest rate +  0.85 
3 Length of the loan +  0.69 
4 Number of installments +  0.62 
5 Time between each intervals  0.58 
6 amounts received due to inspection(1.5 *1000) +  - 
7 Fees received for insurance* +  - 
8 Fess received for collaterals evaluations +  - 
9 Amount overdue +  0.92 
10 fines rate attributed to past due and overdue +  0.58 

Up-selling:
Issuance of letter of guarantees:

11 Amount received for issuing the letter of guarantees +  0.74 
12 Deposits blocked for issuance of guarantees +  - 
13 Amount of the Overdue uncommitted guarantees -  - 

Opening  LC:
14 Amount received for opening LC +  - 
15 Deposits blocked +  - 
16 Overdue amounts of uncommitted  LC -  - 

Cross-selling:
17 amount received using ATM +  - 
18 amount received telephone banking +  - 
19 amount received for POS +  - 
20 amount received using internet banking +  - 
21 amount received checking account +  - 
22 Amount received for WOM (referrals, opinion 

leaders,…)
+  - 

Costs
Marketing costs:

23 Acquisition cost -  - 
24 Costs of mailing postcards and other marketing 

products
-  - 

Costs attributed to Loan:
25 Fees of reviewing the documents by KAM -  - 
26 Fees assigned arrears not received in 3 months 

(1.5%of loan size)
-  - 

27 Fees assigned arrears not-sure to be receivable -  - 
General costs:

28 Cost of money -  -
29 Operation costs assignable to customers -  -

Costs of interest payable to deposits:
30 Length of the term deposit -  0.85 
31 Amount deposited -  0.79 
32 Deposit rate -  0.82 

Other factors
33 Discount rate -  - 
34 Lifetime duration +  - 
35 Retention rate +  - 
36 Cash discounts(Rebates, bonuses, Price discounts) -  - 
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 Luleåدانشگاه تکنولوژي  -دانشگاه تربیت مدرسدوره مشترک کارشناسی ارشد بازاریابي و تجارت الکترونیک

چکیده پایان نامھ

مدل ارزش دوره عمر مشتری در صنعت بانکداری ایران

مدیریت . مفھوم مدیریت روابط درحوزه بازاریابی در دھھ ھای اخیر از اھمیت فراوانی برخوردار شده است
. ارتباطات با مشتریان بھ دنبال برقراري روابط طوالني مدت با مشتریان سود آور سازمان مي باشد

د ھرگونھ تمایز و تفاوت قائل ھدف اصلي و غایي ھر بنگاه اقتصادي سودآوري مي باشد و لذا چنانچھ در اثر نبو
شدن و ارزش گذاري بین مشتریان یك سازمان تمامي منابع ارزشمند سازمان صرف خدمت رساني بھ ھمھ 

.مشتریان كھ  گاه ارزش آفرین نیز نمي باشند مي شود

واقعي  تحقیقات بسیاري در جھت یافتن ارزش مشتریان انجام شده است ولي از فرط داشتن نمونھ ھایي از دنیاي
دچار نقص مي باشند و در غیر این صورت داراي محدودیت ھایي از قبیل برآورد ارزش احتمالي آنان در آینده 

ھدف اصلي از انجام این تحقیق بررسي ارزش مشتریان در صنعت بانكداري با استفاده از مدل ارزش . مي باشند
رگان نشان مي دھد كھ با مشتریان بانك ھا در ایران در انجام این امر مصاحبھ با خب. دوره عمر مشتریان مي باشد

.یكسان رفتار میشود 

این تحقیق یك نمونھ عملي دقیق و كامل از چگونگي محاسبھ ارزش مشتریان عمده بانك در ایران و نحوه رتبھ 
ستند بھ ناچار با توجھ بھ تعدد معیارھا در رتبھ بندي مشتریان كھ گاھا نیز باھم در تعارض ھ. بندي آنان مي باشد

تعداد محدودي از مشتریان سود ده بانك انتخاب شده تا در فرایند رتبھ بندي در نظرگرفتھ شوند ودر نتیجھ در این 
تحقیق سعي در یافتن مدل  تصمیم گیري چند معیاره براي رتبھ بندي مشتریان عمده وام گیرنده یك بانك دولتي مي 

در این راه از مدل . صنعت بانكداري ایران شكل گرفتھ است این مدل با مصاحبھ با خبرگان در.باشیم
PROMETHEE استفاده شده است .

 PROMETHEEارزش مشتری ، ارزش دوره عمر، رفتار مشتری ، تصمیم گیری چند معیاره ، : ھاکلید واژه

،صنعت بانکداری ایران

توکلی جومھسا:   نام دانشجو
البدویدکتر امیر : نام استاد راھنما
دکتر آسا والستروم:نام استاد راھنما


