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Abstract
Companies aim to generate long-term profits rather than

short-term profits. In a competitive marketing environment,
companies recognize customer assets that can predict future
behavior of customers as one of their main assets, and
continuously measure them for effective customer asset
management. The customer lifetime value (CLV) refers to the
revenue generated by a customer's purchase of a company's
products or services during the total period of their
relationship with the company. Therefore, this study intends
to analyze how to classify and classify customers in the
construction industry based on the construction industry. This
study provides basic research on how customer lifetime value
can be approached by grafting it into the construction
industry. Also, it is judged that it is necessary to verify what
differences can be made based on customer types in future
research.
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Introduction (Use “Header 1” Style)

Companies aim to generate long-term profits rather than short-term profits (Blattberg, Getz,
and Thomas 2001). In a competitive marketing environment, companies recognize customer
assets that can predict future behavior of customers as one of their main assets, and
continuously measure them for effective customer asset management. After that, we analyze
the factors that hinder this and strive to strengthen customer assets.

In line with this trend, several studies that introduce the concept of customer assets and
empirically analyze the effects of marketing activities carried out to maximize customer value
and build long-term customer relationships on the purchasing behavior of individual
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customers (Bolton, Lemon, and Verhoef 2004; Kamakura et al. 2002; Reinartz and Kumar
2000; Rust, Lemon, and Zeithaml 2004; Vogel, Evanschitzky and Ramaseshan 2008;
Villanueva and Hanssens 2007). They presented a conceptual framework for measuring the
effect of customer-based marketing programs on financial performance. Existing conceptual
models of customer assets mainly measure customer assets using the concept of customer
lifetime value. Measuring customer assets using customer lifetime value (CLV) is one of the
useful approaches to measuring a firm's financial performance, but most firms have
difficulties in measuring it in practice (Vogel et al. 2008).

In order to obtain useful implications for establishing marketing strategies from the customer
asset model, marketers must first understand how the relative influence of customer asset
components on customer assets and customer loyalty differs depending on the type of product
they handle. Existing customer wealth models mainly focus on what are the main drivers of
customer assets and their relative effects on sales or repeat purchase behavior of customers.
However, the effect of customer asset components on customer asset construction may differ
depending on the product category handled by the company. For example, there may be
differences in the relative influence of customer equity drivers on customer asset building for
high involvement/sentimental products such as TVs and refrigerators and high
involvement/sentimental products such as fashion apparel. What this classification of product
types suggests to marketers is that information processing and decision-making processes are
different depending on the product, and as a result, more effective marketing tools and drivers
of customer asset formation may vary depending on the product. . Therefore, it would be
useful from a strategic point of view to examine whether the relative effects of customer asset
drivers on customer loyalty differ according to product types.

Therefore, this study intends to analyze how to classify and classify customers in the
construction industry based on the construction industry. This thesis is mainly composed of
two parts. The first part analyzed how customers in the construction industry were composed
and how to approach them through the large image of customer classification. And how to
approach it by grafting customer lifetime value into the construction industry was analyzed.

Literature review

The concept of customer equity

The concept of customer equity was first proposed by Blattberg and Deighton (1996), who
argued that customer equity, like other tangible and intangible assets, is a financial asset that
a firm or organization must measure and manage. Rust, Zeithaml and Lemon (2000)
proposed a customer asset model that a firm's marketing activities affect customer's brand
preference and selection probability, and that the customer's brand selection probability is the
basis for determining customer assets. It is argued that assets are formed from value equity,
brand equity, and relationship equity. In other words, customer assets are more likely to
retain customers when the brand image is well established, the perceived value of the services
sold by the company is high, and the relationship between the company and the customer is
well formed. According to their proposed customer asset model, customer assets are built
through strategic investment and continuous maintenance/strengthening of value assets, brand
assets, and related assets (Rust, et al. 2004).
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Value equity refers to the objective evaluation of a product's utility or product performance.
When selecting a product, customers use the product value formed by the combination of
price, quality, and convenience as an important evaluation criterion, and the perception of
product value is achieved through objective and rational evaluation. Brand equity is a
customer's subjective and emotional evaluation of a brand, and this evaluation is influenced
by the customer's experiences and brand associations accumulated through the company's
marketing activities. Preceding factors for related assets include loyalty programs, customer
loyalty programs, and community building programs (Lemon, Rust, and Zeithaml 2001).
These three components of customer assets influence the customer's brand conversion
behavior, that is, brand loyalty (Berger 1986; Vaughn 1980; Rust et al. 2000).

The concept of customer Life time value

Blattberg and Deighton (1996) and Rust, et al. (2004) used the method of converting the
customer lifetime value (CLV) of individual customers into present values and adding them
all together. Here, customer lifetime value refers to the revenue generated by a customer's
purchase of a company's products or services during the total period of their relationship with
the company (Rust, et al. 2000). However, their proposed model measures customer loyalty
based on the purchase amount and quantity (Vogel, et al. 2008), and the CLV used to
measure customer assets is useful to measure a company's financial performance, but it is
difficult to measure accurately (Stahl, Matzler, and Hinterhuber 2003).

Although many existing studies predict future purchasing behavior and customer loyalty
based on a favorable attitude toward a brand, the correlation between product attitude and
future purchase behavior is relatively low, so the use of product attitude as a proxy for
customer loyalty It has limitations in explaining/predicting customer loyalty (Smith and
Wright 2004; Nacif 2003; Kamakura et al. 2002). Accordingly, this study intends to approach
the method of classifying customers and suggest ways to materialize them.

Framework of CLV
The overall framework for achieving CLV, the main content of this study, is presented as
shown in Figure 1. Create a task to be achieved based on the current customer classification,
process it, and create a basic form for CLV. After that, verify the contents of the CLV to be
actually achieved through key performance indexes (KPIs).
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Fig. 1: Framework of CLV approach

3.1. Customer segmentation justification
The reason for customer segmentation justification can be explained in the form of total
customer value curve and maintenance curve. The position of the optimal point of customer
value increases as the maintenance cost increases, but decreases when a certain limit is
exceeded. Therefore, it is because the practical effect is the highest to set the optimum point,
which is the highest point, as the company's optimum maintenance point.

5
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= Optimal point based on cust
é and maint
g
=]
G
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@
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e : Maintenance curve
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§ [---------------m-----—— e
Customer Highest maintenance rate
Fig. 2: Customer segmentation curve
3.2. Classification of customer segmentation

In order to achieve customer segmentation, it is necessary to use a strategy that utilizes
strategic importance (horizontal axis) and corporate value contribution (vertical axis). If this
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is used, a total of four quadrants appear, and the direction that can be pursued is different for
each quadrant. The figure below explains the CLV strategy being promoted in each quadrant.
For example, in the first quadrant, star actors have a slow reaction rate to customer opinions,
so productivity efficiency and collaboration are set as strategic directions.

value
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Fig. 3: Definition of dividing each quadrant

In this way, if the strategy for each quadrant is established, the figure is as follows.
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The Approach of CLV

Fig. 4: The example of each quadrant

The overall framework to access CLV is shown in the figure below.
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Fig. 5: The main approach method to CLV

Identify high-value customers and analyze their tendencies. It then determines the CLV of
those customers. And based on the result payment, we estimate the propensity of customers
and induce the behavior of customers by identifying factors that can actually make customers
buy the product.

Customer Life Time Value Definition
High value customer criteria is defined according to the industry and more specifically to
company
by considering various quantitative measures (e.g., NPV of future customer profits)
by considering qualitative criteria (e.g., strategic significance of the customer);
And customer revenue and expense items is defined to be used in the analysis;
utilizing knowledge of the existing databases and data structures
develop a methodology for collection of needed data and the calculation of customer lifetime

value

Indirect Value Drivers

Referral Potential
Retention Potential

* Influence on Innovation
+ Etc.

Direct Value Drivers

+ Profit potential - NPV Direct
value of profit stream Value

« Etc.

Fig. 6: Customer Lifetime Value Definition

Hypothesize Characteristics of High VValue Customers
Then we started to brainstorm potential characteristics of the potential high value customers,
and to collect additional perspective on hypothesized characteristics through interviews with
select customers and secondary research.
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Fig. 7: Customer characteristics likely to be correlated with lifetime value

4.3. Determine “Life Time Value” for Customers
The indirect value for a customer consisted of three measures: the customer’s ability to
generate referrals for the client, it’s retention potential, and the influence it has on client

innovation.
Company Market Share
company revenue/industry revenue Raw Referral Value
Company Market Share
Industry Concentration Industry Concentration
total market share of 4 largest firms
Client’s Growth Rate with Company
growthrate between last 3 years Raw Retention Value
| Client's growth rate with company -
Company Revenue Growth company’s revenue growth
growthrate between last3 years
Spending on All Client Offers
offers new & existing all Raw Innovation Value
Spending on All Offers
Spending on New Client Offers Spending on New Otfers
offers under new specialization categories
Fig. 8: Determine life time value customer
4.4, Applications to Customer Life Time Value

Based on preliminary analysis the client may have a number of high value customers who are
“at risk”. Further needs analysis must be performed to understand the nature of the “at risk”
customers. Opportunities do exist for the client to further penetrate key high value accounts,
who make a substantial amount of purchases from client competitors.
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Fig. 9: Customer Retention vs. Client Share of Potential Spending for Sample
Customer

Customer Life Time Value Deliver Strategy and Tactics
The final strategy for applying CLV is shown in the figure below. Decide on customer value
first, create a customer portfolio, and establish a detailed strategy for the customer. Then set
up tactics that can put the strategy into action.

Customer Value Managing The Customer Specific Tactical Elements
Determination Customer Portfolio Strategies of Strategy

High Value Customer Set

a  Account-specific

. 1
1
1
; XYZ Co. Strategy objectives
XYZ Company 2 Investments required to
support the account
Middle Value Customer Set Client Anybody a  Offers to
=0 Strategy Filter Partners Develop/Promote
1 (What the Strategy 3 Marketing programs to
Anybody Partners, Inc. A Client is offer
= ttempting to . O Sales skills required for
Accomplish) The Boutique the account
Lower Value Customer Set Sh‘dlcgy .
0 Sales compensation plan
- . for account
: ... Strategy Q  Distribution channels to
L] The Boutique use for sales and service

Fig. 10: CLV strategy and tactics

Conclusion

This study provides basic research on how customer lifetime value can be approached by
grafting it into the construction industry. We searched for ways to approach customers based
on the three basic elements of customer assets: value assets, brand assets, and related assets,
and analyzed customer access techniques in the construction industry as shown in Figure 5.
In general, the relative importance of customer asset components on customer loyalty varies
depending on product type, and brand equity and value assets are particularly important in
building customer loyalty intention and future purchasing behavior. It is the basis for building
relationships.

If the products/services provided by the company do not meet customer expectations, the
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company's efforts to build brand assets and related assets will be in vain. This study provides
useful implications for marketers in the construction industry. The analysis result that value
assets are very important to future purchasing behavior means that the customer's
expectations, which are formed based on the objective evaluation of the utility of the
company's products and services, must be satisfied. Construction industry marketers need to
understand how the effects of value components on future purchasing behavior differ
according to market segments, and maximize value assets through the correct allocation of
marketing resources. Although this study deals with the application of CLV in the
construction industry, there is a limitation in that it is limited to basic research. Therefore, in
future research, it is judged that it is necessary to verify what differences can be made based
on customer types.
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