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ABSTRACT

This research was conducted to investigate the effect of customer relationship marketing
on customer loyalty: the case of selected banks in Addis Ababa. The research design was
an explanatory research type. CRM as a strategy has gained tremendous interest among
researchers and practitioners in recent times. Thus, the study tried to assess the status
and ways CRM has been put in to practice by selected Ethiopian banks. In addition, this
research considered different CRM dimensions such as trust, reciprocity, empathy,
bonding and responsiveness. Data were collected through the five point’s likert scales of
questionnaires and used mixed research approach. To achieve the objective of the study,
questionnaire was physically distributed to 322 customers of Commercial Bank of
Ethiopia, Awash International Bank and Dashen bank. Out of 322 customers 270 (84%)
customers were completed and collected. Descriptive, correlation and regression
analysis methods were used to analyze the collected data by using SPSS software version
20 and Questionnaires reliability was estimated by calculating Cronbach’s Alpha.
Descriptive analysis tools such as frequency, percentage, mean and standard deviation
and statistical analysis tools such as correlation coefficient was worked out and used to
explore the relationships between variables. Regression analysis was performed to study
the effect of independent variables on customer loyalty. Research findings indicates that
there was a significant relation between customer relationship marketing components
including trust, bonding, reciprocity, empathy and responsiveness on customer loyalty
and also to regression testing that all variables were examined simultaneously on
customer loyalty; results showed that all components have a significant effect on
customer loyalty. The finding also suggests some measures which can be taken into
consideration in order to enhance CRM practices of the three selected banks. The study
also clearly revealed that the five CRM dimensions are strongly related. Thus, from
customers of the three banks perspective, CRM has a significant influence on customer

loyalty of the selected banks.

Keywords: customer loyalty, customer relationship marketing.
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CHAPTER ONE

INTRODUCTION

This chapter starts with background of the study and the discussion of the problem.
Further research questions, objectives, scope and are defined. It ends by presenting the

outline of the thesis.

1.1 Background of the Study

Understanding how to effectively manage customer relationships has become a very
important topic to both academicians and practitioners in recent years. Also,
organizations are realizing that customers have different economic value to the company
and are subsequently adapting their customer offerings and strategies accordingly (Roya
and Salmiah, 2010). Businesses follow different marketing strategies to survive in this
highly competitive world by identifying, acquiring and retaining most economically
important customers and developing ongoing and long-lasting relationship with them
(Roger, 2005).

It is apparent that managing customer relationships, coupled with building the value of
the customer base, is no longer a business management term based on the latest
consultant speak but rather a fruitful avenue of business composition that has been
rendered necessary by permanent innovations in the technological landscape (Roya and
Salmiah, 2010). Successful customer relationship marketing focuses on understanding
the needs and desires of the customers and is achieved by placing these needs at the
heart of the business by integrating them with the organization’s strategy, people,

technology and business processes (Fox, Stead, 2001).

Entirely, Customer Relationship Marketing (CRM) is a philosophy which has recently
become one of the most debatable issues in the business field. It is value stating that
customer relationship marketing is mostly based on the belief that establishing a

sustainable relationship with customer is the basis for obtaining loyal customers who are



much more profitable than non- loyal. In this concern, the successful implementation of
CRM philosophy were of great benefit to the organizations, adopting it, such
organizations can secure the benefit of increasing sales through better market
segregation, modifying products and services, attaining higher quality products, gaining
access to information and employee satisfaction, and above all, warranting ongoing

customer-retention and loyalty (Verma andChandhuri,2009).

Banks are fighting with each other to achieve a great slice of the market share with a
globalization effect. For that reason, the banks have to look difficulties to meet the high
growth of customer expectations (Hinnawi, 2011). Recently, more than ever before,
strong competition, fragmentation of markets, short life cycles of products and
increasing customer awareness and complexity are the big challenges to the banking
sector (Tsegay, 2011). In such situation, banks like Commercial Bank of Ethiopia,
Awash International Bank and Dashen Bank can use the CRM strategy to create,
maintain, and enhance strong relationships with their customers to secure their customer

loyalty.

Therefore, it is important to empirically investigate the actual effect of CRM on
customer loyalty. Such understanding will assist in better management of bank-customer
relationship and in achieving higher level of market performance among competition
(Ndubisi, 2006). Hence this study aims to empirically investigate the effect of customer
relationship marketing on customer loyalty considering Commercial Bank of Ethiopia,

Awash International Bank, and Dashen Bank.

Commercial Bank of Ethiopia (CBE)

The history of the Commercial Bank of Ethiopia (CBE) dates back to the establishment
of the State Bank of Ethiopia in 1942.CBE was legally established as a share company in
1963. In 1974, CBE merged with the privately owned Addis Ababa Bank. Since then, it
has been playing significant roles in the development of the country. Pioneer to introduce

modern banking to the country. It has more than 1100 branches stretched across the



country. The leading African bank with assets of 359.3 billion Birr as on March
31M2016.1t plays a catalytic role in the economic progress & development of the country.
The first bank in Ethiopia to introduce ATM service for local users Currently CBE has
more than 12.4 million account holders and the number of Mobile and Internet Banking
users also reached more than 600,000 as of March 31™ 2016. Active ATM card holders
reached more than 1.1 million. It has strong correspondent relationship with more than 50
renowned foreign banks like Commerz Bank A.G, Royal Bank of Canada, City Bank,
HSBC Bank. CBE has a SWIFT bilateral arrangement with more than 700 others banks
across the world. CBE combines a wide capital base with more than 25,000 talented and
committed employees. Pioneer to introduce Western Union Money Transfer Services in
Ethiopia early 1990s and currently working with other 20 money transfer agents like
Money Gram, Atlantic International (Bole), Xpress Money, CBE has opened four
branches in South Sudan and has been in the business since June 2009.CBE has reliable
and long-standing relationships with many internationally acclaimed banks throughout
the world. (CBE, 2016)

Awash international Bank (AIB)

Awash international Bank (AIB) was established as the first private commercial bank
(post 1991) on November 10, 1994 by 486 founder shareholders with a paid up capital of
Birr 24.2 million and started banking operations on February 13, 1995. The organization

structure of the Bank is attached as an annex to this document.

Awash International Bank S.C. (AIB) is one of the biggest private commercial banks in
Ethiopia in terms of capital. The Bank provides a wide range of financial services
including: (Awash International bank (2009).

1. Mobilize all types of deposits (savings, demand and time) and pay interest on

interest bearing accounts

2. Provide loans and advances to its customers, including long term investment/project

financing,

3. Provide domestic and international monetary transfer service,



4. Provide international banking services such as imports and export operations;
5. Handle foreign currency transactions, namely-buying and selling travelers’ cheques,

buying and selling foreign currency notes;
6. Maintain and operate non-resident birr and foreign currency accounts service;

7. Provide deposit services in foreign currency for Ethiopian Nationals and foreign

Nationals of Ethiopian origin,

8. Handle money transfers sent through Money Gram International Money Transfer

Service And International Business Group.

9. Provide advice on banking, finance, and investment to its customers.
(Awash International bank (2009).

Dashen bank

Lulseged and Hussein (2005) noted that as per the intent of the new policy and the
Ethiopian investment code Dashen bank came into existence on September 20, 1995
according to the rules and regulations of Commercial Code of Ethiopia, 1960, and the
Licensing and Supervision of Banking Business Proclamation No. 84/1994.

Currently, Dashen Bank Share Company provides various banking services. Among the
given services, the bank accepts deposits, which include current accounts, savings
accounts, and youth schemes while its loan portfolio comprises agriculture,
manufacturing, import/export, trade and services, building and construction, transport
loans, overdraft for working capital, term loans for short and project finance, letters of
credit facility, advance on import bills, revolving overdraft for export bills, merchandise
loans, trade bills discounted, and export credit guarantee schemes, as well as letters of
guarantee comprising advance, performance bond, bid bond. In addition, the bank offers
local money transfer and wire transfer facilities, which include mail transfers, telegraphic
or telephone transfers, local drafts, and cashier payment orders (Dashen bank,

www.dashenbank.com (2016).



1.2 Statement of the Problem

Today’s customers are becoming more price conscious, more demanding of great service,
and are being approached by many more competitors with equal or even better offers at
cheaper prices. The challenge therefore, is not to provide satisfied customers; but to

produce delighted and loyal customers (Kotler & Armstrong, 2010).

According to Parvatiyar and Sheth (2002), the implementation of CRM as a tool of
competitive advantage is increasing worldwide. However, there is no doubt that the real
implementation and resourceful practice of CRM is important to the successes of a firm.
They stated that the majority of the firms applying CRM were so far to well benefit of it
in terms of increasing profitability, expanding market share, enhancing sales volume,
satisfying customers, retaining customers and reducing customer defection by attracting
potential customers, because there are no ground guidelines and procedures on adoption;

implementation and practices.

Marketing philosophy advocates the concept of CRM that creates customer delight. This
relationship exists between the customers and the bank. However, because of various
reasons and apprehensions like financial burdens, risk of failure and marketing inertia,
many banks are still following the traditional ways of marketing and only few banks are
making attempts to adapt customer relationship management (Durkin, O'Donnell and
Crowe, 2008).

In Ethiopia, starting from the past two decades it is shown that there is a high growth and
expansion of the banking industry. Banking industry play a key role in country’s overall
economy and customers are key participants in this industry. As far as the researcher
observation is concerned, most of the time banks failed to meet customer needs and

requirements.



Nowadays there is high competition among banks in the industry to attract new
customers and retaining the existing ones. Competition of this industry has been started
after developing private banks. Acquiring competitive advantage requires delivering
improved services for customers. In Ethiopia, especially in Addis Ababa city,
Commercial Bank of Ethiopia, Awash International Bank and Dashen Bank are highly
penetrated to the market through the opening of branches in several places of the city.
Now, those banks face high competition from the other service giving sectors such as
high competiveness; high level preliminary expensive customers switching to other
banks. The banks are unable to balance customer relationship management and customer
loyalty. This is due to in Ethiopia almost the past two decades has shown that there were

high expansions of banking industry throughout the country.

Thus, there is high competition among banks in attracting the customers of one another
and difficulties in retaining the lost customers one from the other. Mainly problems in
handling customers, lack of advanced banking technologies, and less emphasis to
customer relationship marketing in relation to customer loyalty in adding wealth to the
shareholders of the selected three banks will be assessed. This problem motivates the
researcher to undertake the selected banks for the study to address the observed problems
in relation with their marketing performance and to solve relationship among their

customers to be loyal for lifetime.

Within the rapid expanding literature of customer relationship marketing, there is
relatively little attention paid to the value of the organization can get from such business
strategies. Neglect in customer relationships has lead to a lot of organization having a

reducing figure in the count of customers in their customer data base.

Therefore, to overcome the above problems a study on the effect of CRM on customer
loyalty with regard to CBE, Awash International Bank and Dashen Bank in an emerging

market like Addis Ababa city can be a fruitful empirical work.

Even though many studies were discussed in other problem areas of the banking industry,

there are very few studies conducted on this issue in our country especially in the selected



banking industries. This gap initiates the researcher to involve in this problem area.
Therefore, to fill this gap and point out possible solutions, this study undertakes to
examine the effect of customer relationship marketing on customer loyalty in the case of
commercial banks in Ethiopia.

This study was conducted to analyze the effect of customer relationship marketing on
customer loyalty by taking five explanatory variables representing trust, reciprocity,
empathy, bonding, and responsiveness and dependent variables represented by customer

loyalty.

1.3 Research Question

The main question of this study is how does customer relationship marketing influence
customer loyalty in the commercial banking sector of Ethiopia?

Sub Question of the study:
The rationale behind this study revolves around the following basic questions:

1. To what extent trust influence on customer loyalty in the banking industry of

Ethiopia?

2. How does reciprocity influence customer loyalty in the banking industry of
Ethiopia?

3. To what extent empathy influence on customer loyalty in the banking industry of
Ethiopia?

4. How does bonding influence customer loyalty in the banking industry of
Ethiopia?
5. To what extent responsiveness influence on customer loyalty in the banking

industry of Ethiopia?

1.4 Aims and Objectives

The general objective of this study is to examine the effect of customer relationship

marketing on customer loyalty in the commercial banking sector of Ethiopia.



Specific objective of the study
The study has the following specific objectives:

+ To examine whether trust has an effect on customer loyalty in the banking industry

of Ethiopia.

+ To identify the effect of reciprocity on customer loyalty in the banking industry of

Ethiopia.

+ To find out the effect of empathy on customer loyalty in the banking industry of
Ethiopia.

+ To indicate the effect of bonding on customer loyalty in the banking industry of
Ethiopia.
+ To examine if responsiveness has an effect on customer loyalty in the banking

industry of Ethiopia.

1.5 Scope of the study

The study was limited to assessing the effect of customer relationship marketing on

customer loyalty in the case of selected banks found in Addis Ababa.

Conceptual scope

Customer relationship marketing is one of the best contemporary marketing strategies for
all companies to satisfy their customer needs and wants and attracting, developing, and
retaining customers in their loyalty program. This study was conducted to analyze the
effect of customer relationship marketing on customer loyalty in the banking industry.
CRM npractices are measured under different dimensions, for this study, the relevant

dimensions that trust, reciprocity, empathy, bonding and responsiveness were examined.

In terms of the constructs showing in the research framework (figure 2.1), only five ways

of CRM underpinnings (Trust, Reciprocity, Empathy, Bonding and Responsiveness) and



their influence on customer loyalty was examined. Other elements or underpinnings

measurements of customer relationship marketing were excluded from this study.

Geographical scope

This study was limited to assessing the effect of customer relationship marketing on
customer loyalty of banks regarding to Commercial Bank of Ethiopia, Awash
international Bank and Dashen bank in Addis Ababa City. Due to time and financial
constraints in taking large sample size, it was difficult and unmanageable to include all
banks and branches found in the country. Thus, the target groups of the population were
taken from customers of the selected banks found in Addis Ababa. Of these customers,
the sample size was determined by using formula from published article that is relevant to

this study.

Methodological scope

This study was used only quantitative approach in course of researching both primary and
secondary data. With regard to the secondary sources various publications, books and
journals ‘regarding the subject matter was addressed and population of the study includes
customers of Commercial Bank of Ethiopia, Awash International Bank and Dashen Bank
found in Addis Ababa and to achieve the objective of the study well design structured
questionnaire was distributed among the study respondents selected on systematic

sampling basis.

1.7 Significance of the Study

This study provides desirable information about the effect of customer relationship
marketing on customer loyalty with regards to banking industry of Ethiopia. Other

significances of the study are;

v' The result of this study will give insight for decision makers of banks on how to

attract retain and manage their customers.



v The study will help banks to know the perception of their customers related to their
service.
v The finding of the study will also help in identifying possible gaps of relationship

management practice of banks and its contribution on customer loyalty.

v" This study will help banks to identify their customers’ need in order to apply well
managed customer services.
v Additionally, it will be used as a reference for other researchers who want to make

further investigation in the area.

1.8 Limitation of the study

The study was limited to surveying and documentary analysis of only the selected banks
such as Commercial Bank of Ethiopia, Awash International Bank & Dashen Bank branch
offices located in Addis Ababa town since it is difficult and unmanageable to include all
banks due to time and financial constraints, so this limits the generalizability of the

findings to other parts of service industry.

1.9 Definition of Terms

In order to avoid trouble in understanding the study, essential terms associated with the

research are briefly defined as follows:

Customers: A customer can be define as one that purchases a commodity or service
(Kottler .P. and Keller .K. (2006).

Customer’s Loyalty: Customer’s loyalty is the totality of feelings or attitudes that would
incline a customer to consider the re-purchases of a particular product, service or bond or

revisit a particular company (Kottler and Keller 2006)

Customer Relationship marketing (CRM): is attracting Customer maintaining and

enhancing customer relationship in multi-service organizations (Berry 1983).
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Trust: Trust is defined as a belief or conviction about the other party‘s intentions within

the relationship (Taleghani, 2011).

Reciprocity: reciprocity is the dimension of a business relationship that enables either
party to provide favors or make allowances for the other in return for similar favors or

allowances to be received at a later date (Chattananon & Trimetsoontorn, 2009).

Empathy: Velnampy and Sivesan (2012) stated that empathy can be viewed as the

ability to share, understand and feel another person‘s feelings in a relational situation

Bonding: As per Taleghaniet (2011), bonding is defined as the dimension of a business
relationship that results in two parties (the customer and the supplier) acting in a unified

manner toward a desired goal.

Responsiveness: responsiveness is Willingness to help customers and provide prompt
service (Ananth, 2010; Khenget. 2010).

1.10 Organization of the study

The paper has five chapters, chapter one includes background of the study, statement of
the problem, research questions, objectives of the study, significance of the study, scope
of the study, and limitation of the study. Chapter two covers literatures which are relevant
on the subject matter under study. Under chapter three, the methodology part of the study
is described in detail. The findings of the study are presented, analyzed and discussed in
chapter four. Finally, in chapter five summary, conclusions, and recommendations are

forwarded based on the study findings.
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CHAPTER TWO

REVIEW OF RELATED LITERATURE

This chapter focuses on three main important issues such as, theoretical, empirical and

the conceptual framework that guides the study is briefly highlighted.

2.1 Theoretical Literature Review
2.1.1 Concepts of Customer Relationship Management

Today's world is the world of quality and competition. The position of present world,
regarding service is in a way that any country has a potential to serve, and meet
technology indifferent contexts. However, their difference is in the idealization of the
delivery of the service to customers. Nowadays, treating customers with respect is the
main organizational activity and a necessity to their existence (Dadkhah, 2009). While
the management of relation with the customer is a kind of trading strategy which goes far
more than that of the amount of the transaction, and its goal is to increase the
profitability, income and the pleasure of customer (Buttle, 2005).To fulfill these
purposes, the organization uses a wide set of tools, methods, procedures, and

communications with the customers (Roland, 2006).

Nowadays, CRM is widely accepted within marketing sales business unit of major firms.
In the growing competitive global economy, most firms are trying to focus on delivering
better customer value against the competitors. As a strategy to optimize lifetime value of
customers, CRM can help firms to succeed in the world of e-business. According to Ata
& Toker (2012) firms that have adopted CRM as a corporate strategy are expected to

grow at a faster pace than those firms of the same industry who have not adopt CRM.

The review of the extant literature on CRM shows that everyone has different perception
from customer relationship management strategies and because of this issue different

definitions have been presented for this concept. Some authors consider Customer
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Relationship Marketing as a revolted version of relationship marketing and define it as
creation, development, and improvement of individual relationships with customers in
order to maximize their total life cycle value (Payan and Frow, 2009). Another definition
refers to customer relationship management as a technology that is aimed to create and
maintain the individual relationships with profitable customers through appropriate use of

the information and communication technologies (Seeman and Hara, 2006).

Armstrong and Kaotler (2000) point out that relationship marketing is a relationship
process for creating, retaining, and enhancing mutual value between enterprises and

customers or other stakeholder groups.

On the other hand, customer relationship marketing is a systemic managerial process for
creating, maintaining, and developing relationships with customers in every position in
order to maximize relationship value (Richards and Jones, 2008). Also customer
relationship management refers to the participative and interactive relationship between
business and its customers for acquiring a comprehensive view about customers and
predicting and satisfying their needs and wants through efficient and effective efforts that
are tangible for every customer. Customer relationship marketing has different types that
some of them have been indicated in the following.

Operational customer relationship marketing: in this system, an employee is asked to
undertake all functions of customer relationship marketing from marketing and sale to
post-purchase services and customer feedback. Operational customer relationship
marketing includes public business section (sale force automation), customer service and

support, and enterprise marketing automation (Richards and Jones, 2008).

Analytical customer relationship marketing: the collected data from operational
customer relationship marketing is analyzed for categorizing the customers and
recognizing the up-selling and cross-selling. In the ideal condition, the commercial
decisions are screened based on the resulted feedback from past decisions and analysis
during time. It is possible to decrease the customer losses through analytical customer

relationship management implementation. This can be done through recognizing the
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customers may leave the organization and effort to increase their loyalty. As a result, the

goals of profitability and costs decrease can be done (Greenberg, 2002).

Participative customer relationship marketing: this technique facilitates the
interactions between organization and customers through several communication
channels (such as telephone, post, internet, e-mail, and face-to-face communications).
Also the coordination between team of the employees and communication channels is
supported in this model. The participative customer relationship management is a system
that integrates the employees, processes, and data so that the organizations can deliver
favorable services for their customers. On the other hand, participative customer
relationship management results in the efficient and effective interactions with customers
through all of the communication channels. Indeed, the use of internet-based cooperation
and participation can decrease the customer services costs. Participative customer
relationship marketing facilitates the multi-channel interaction between individual

customers through services centers integration (Greenberg, 2002).

In this study, customer relationship is defined as a multidimensional construct composed
of five behavioral components: trust, reciprocity, empathy, bonding and responsiveness
in order to implement the CRM in a successful way for increasing customer loyalty of
banks. (Sadek, 2011).

2.1.2 Customer Relationship Marketing Objectives in Banking Industry

In today’s competitive world, every country’s development is depends on its banking
system development in comparison to other industries especially in developed countries.
In some countries, this industry is an exclusive public industry. Competition of this
industry has been started after developing private banks. These private banks have many
differences with global banking level. Acquiring competitive advantage requires
delivering improved services for customers. These banks can discover their strengths and
weaknesses and then satisfy their needs and wants through exploring the relationship

between marketing performance and customer relationship management. There are three
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main reasons and motivations that why organizations and especially banks implement
customer relationship management systems in their organizations. These include inter-
organizational motivations, electronic commerce motivations, and cost-oriented

motivations (Kosuge, 2006).

The implementation of customer relationship management results in several changes and
revolutions in the organizational structure and improvement in the competitive
performance and abilities. The following results can be predicted from implementing
customer relationship management systems in every organization. These include increase
in the customer satisfaction, customer development management, new business
opportunities, customer recognition, categorization of customers into profitable and non-

profitable customers, and appropriate business plan development (Bergeron, 2001).

2.1.3 Benefits of Customer Relationship Marketing in banking Industry

According to Liyun(2008,) the emphasis of CRM is to focuses on keeping and
maintaining long-term relationship with customers, leading to customer satisfaction and
hence creating business performance in the banking industry.CRM if used properly
would enhance a bank’s ability to achieve the ultimate goal of retaining customers in
order to gain a strategic advantage over its competitors (Nguyen, Sherif and Newby,
2007).Thus, the successful management of customer relationship can improve customers’
satisfaction and loyalty in order to give positive effect on upgrading business

performance (Liyun, Keyi, Xiaoshu and Fangfang, 2008).

Customer relationships are becoming even more important for banks as market
conditions get harder. Competition is increasing, margins are eroding, customers are
becoming more demanding and the life-cycles of products and services are shortening
dramatically. All these forces make it necessary for banks to intensify the relationship
with their customers and offer them the services they need via the channels they prefer.
Companies that implement CRM make better relationships with their customers, achieve

15



loyal customers and a substantial payback, increased revenue and reduced cost (Roh, Ahn
and Han, 2005).

According to Lovelock (2004), well implemented CRM system can offer a “unified
customer interface”, which means that at each transaction the relevant account details,
knowledge of customer preferences and past transactions or history of service problem
are at the fingertips of the person serving the customer. This can result in a vast service

improvement.

The effective implementation of customer relationship marketing results both in higher
revenues and lower costs, making companies more effective and efficient, effective in
focusing the right customer base with the right services through the right channels, and

efficient in doing this at the lowest costs (Lindgreen and Antioco, 2005).

2.1.4 The major challenges that banks face in implementing CRM

The banking industry is facing an ever-increasing level of competition around the world
as the dynamics of the business change (Pokharel). Therefore, any bank that wishes to
either grow in size of its banking operation or improve its profitability must consider the
challenges affecting its customer relationship (Kumar & Rajesh, 2009 cited in Das,

2012). Because knowing CRM challenge can help in finding the true solutions.

CRM is a sound business strategy to identify the bank’s most profitable customers and
prospects, and devotes time and attention to expanding account relationship with those
customers through individualized marketing, reprising, discretionary decision making,
and customized service through the various sales channels that the bank uses (Das, 2012).
Despite many benefits, CRM is exposed to various problems as discussed in the

following lines (Chary and Ramesh, 2012).

1. Building and maintaining a customer database require a large investment in computer
hardware, database software, analytical programmer’s communication links and

skilled personnel.
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2. It is difficult to collect the right data, especially to capture all the occasions of

company interactions with the individual customers.

3. The difficulty of getting everyone in the company to be customer-oriented and to use
the available information. Employees find it far easier to carry on with the traditional

transaction marketing than to practice CRM.

4. The other problem is that not all customers want a Relationship with the company and
they may resent knowing that the company has collected that much personal

information about them.

5. Marketers must be concerned about customer attitudes towards privacy and security.

2.1.5 Customer Loyalty

Customer loyalty broadly refers to customer behaviors that indicate a desire to better an
ongoing relationship with a company (Palmatier, 2006). The customer’s willingness to
purchase again from the company, having a preference for the company, or
recommending the company to others could be indications to customers’ desire to remain
in a relationship with a company that demonstrate how much a customer is related to a
company. Loyal customers are often worth the marketing effort, owing to their
willingness to buy additional products and spread positive word of mouth as well as their
reliability as a source of continuous revenues (Zeithaml, Berry, & Parasuraman 1996).

"Loyalty is developed over a period of time from a consistent record of meeting, and
sometimes even exceeding customer expectations” (Teich, 1997). Kotler (1999) claims
that the cost of attracting a new customer may be five times the cost of keeping a current

customer happy.

Customer loyalty is very difficult to be achieved more and more unique ways are adopted
to meet the ever changing nature of the service industry. Additionally, time constraints

are most often a barrier to customer satisfaction. Every organization in the market
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competes to develop advanced methods to keep on track. Technology, for example
affects the service industry, since constantly meeting customer satisfaction over a period

of time is the only way to achieve customer loyalty (Teich, 1997).

Customer loyalty is defined with consideration paid to the amount of buying for a given
trademark. The level of loyalty is measured by the watching of the frequency of buying
(Javalgi and Moberg, 1997). With the increase in the amount of accessible information in
recent years, the conscious level of customers has improved continually. Today’s
customers are aware of the power they have on the market and that every activity is
realized for them. It is now easier to reach the products and services. Before choosing a
given trademark, consumers look at the price, newness, accessibility of the product and
the additional services offered. The degree of customer's loyalty is measured as the
percentage of loyal customers, the percentage of incomes associated with loyal customers
and the rise of loyal customers after the implementation of customer relationship
management activities. Commitment to customers and service quality enhance
satisfaction which leads to close and successful relationship. These loyalty programs are
structural marketing efforts, which reward and therefore encourage loyal behavior
(Izquierdo, 2005).

Since the customers’ expectations are increasing continually, the organizations are forced
to satisfy their needs and wants through delivering products and services and also making
them loyal toward organization by creating long-term, reciprocal, and profitable relations
with customers Dick and Bausu, 1994). Commitment refers to the transaction with an
especial organization and purchase its products and services continually (Hjalte and
Larsoon, 2004).According to Lovelock (2004), the foundation for true loyalty lies in
customer satisfaction. Highly satisfied or even delighted customers are more likely to
become loyal apostles of a firm, consolidate their buying with one supplier and spread
positive word of mouth. In contrast dissatisfaction drives customers away and is a key

factor in switching behavior.
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2.1.6 Effects of CRM on Customer Loyalty

Loyal customers are considered to be the most important assets of a company and it is
thus essential to keep loyal customers who will contribute long-term profit to the
organization. In a business context, loyalty is a psychological awareness process or the
observable reaction of a consumer, where intentional and factual retention or
intensification of the relationship is based on specific reasons (Keaveney, 1995).Loyalty
requires a positive attitude of the consumer towards a company and its services; retention,
on the other side, can also exist with a negative attitude towards a company(Bruhn,
2009).

Customer loyalty is related to a service provider’s ability to maintain its customers
‘loyalty and persuade them to recommend its services to potential customers
(Zeithaml,Berry and Parasuraman, 1996). Six indicators were used to measure customer
loyalty: share information, say positive things, recommends a friend, continue
purchasing, purchase additional service and test new service (Brodie, Roberts and Varki,
2003). Customer loyalty can be achieved through a successful CRM implementation. An
effective customer relationship marketing is positively related to the loyalty of customers.

CRM helps organizations to build long-term relationships with their customer.

2.1.7 Dimensions of customer relationship marketing

Researchers divide different mechanisms of customer relationship marketing into internal
and external programs (Ghafari et al., 2011). According to them internal programs
emphasize on organizational structure, culture and knowledge management while
external programs include interactive activities with customers (for example information
exchange with the customer or involving him/her). Thus, based on this the present paper
has been focused on external programs of customer relationship marketing. This is,
therefore, although CRM practices are measured under different dimensions but for this
study the relevant dimensions are trust, reciprocity, empathy, bonding and

responsiveness.
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Trust

Trust is defined as a belief or conviction about the other party’s intentions within the
relationship (Taleghani et. al., 2011). Thus, trust plays a major role in separating purely
economic actions from those that have a social nature such as with professional services
(Crutchfield, 2001).Good relationships and trust are built over time, with give and take on
both sides, and not too much pressure (Rigby et. al, 2003). We conceptualize trust as
existing when one party has confidence in an existing partner’s reliability and integrity
(Morgan and Hunt 1994).

Trust can lead to commitment, which can in turn lead to long-term cooperation between
the two sides involved in a relationship (Hunt and Morgan, 1994). Therefore according to
these authors, trust permits firms to lessen or avoid dependence on expensive formal

controlling mechanisms to maintain their partnerships.

Reciprocity

Reciprocity is the dimension of a business relationship that enables either party to
provide favors or make allowances for the other in return for similar favors or allowances
to be received at a later date (Chattananon &Trimetsoontorn, 2009).Therefore the rule of
reciprocity focuses on a recipient‘s behavior by the social norm expressed as “if you have
received a drop of beneficence from other people, you should return to them a fountain of
beneficence” (Wang, 2007).

The links of reciprocity to relationship marketing have been considered as a basis for the
interface between exchange transactions and marketing activities. In fact, relationship
marketing is characterized by interactions, reciprocities, and long-term commitments||
(Sin et al, 2002).
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Empathy

Velnampy and Sivesan (2012) stated that empathy can be viewed as the ability to share,
understand and feel another person’s feelings in a relational situation. Thus, it is the
dimension of a business relationship that enables two parties to see a situation from the
other’s perspective. Empathy is defined as seeking to understand somebody else desires
and goals and it is the ability to see a situation from another person’s perspective
(Taleghani, 2011)

Other writers also described to empathy (including access, communication,
understanding the customer) — as caring and individualized attention that the firm
provides to its customers (Kheng, 2010). Therefore, Empathy is the care and importance
the service provider gives to an individual customer and the degree to which specific

customer needs and preferences can be understood and articulated (Taiwo, 2011).

Bonding

As per Taleghani et. al., (2011), bonding is defined as the dimension of a business
relationship that results in two parties (the customer and the supplier) acting in a unified
manner toward a desired goal. They added that in the dyadic relationship of a buyer and a

seller, bonding can be described as a dynamic process that is progressive over time.

If CRM practices are conceived and implemented properly, it will enable companies to
retain customers for life, get maximum value out of each customer and generate
exemplary customer bonding (Tamilarasan, 2011). The bonding process begins with the
very basic force of the need for a seller to find a buyer for their product, and the desire for
a buyer to purchase a product that will satisfy their needs. Various bonds exist between

parties and indicate different levels of relationships.
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Responsiveness

Responsiveness is Willingness to help customers and provide prompt service
(Ananth,2010; Kheng, 2010). Responsiveness is the willingness to support customers and
provide them immediate services right on demands. However, Taiwo(2011) described
that responsiveness is the degree to which customers perceive service providers’
readiness to assist them promptly. Therefore, showing sincerity and willingness to help
customers are some of the key issues in responsiveness. Again what was tested in respect

of responsiveness included devoted time to customers and efficient services.

2.2 Empirical review

According to Callaghan, 1995, empirical study indicates that customer relationship
management practices can significantly lead to improvement of commercial bank
performance in respect to customer attraction, customer satisfaction, and customer
retention. The findings in Kenya and Ghana commercial banks also reveal some
measures of relationship marketing such as bonding, reciprocity, trust, responsiveness
and empathy as a tool to enhance organizational performance of commercial banks.

Mohammad (2011) this research aimed to empirically investigate the impact of
relationship marketing underpinnings (namely trust, commitment, communication,
conflict handling, bonding, shared values, empathy, and reciprocity) on customer loyalty
in the banking industry. A survey was conducted, collecting data through a questionnaire
containing 34 items that was completed by 384 randomly selected bank customers and
multiple regression analysis was used for data analysis. The results revealed that the all
underpinnings of relationship marketing were directly associated with customer loyalty
and they had a significant effect on it. Therefore it is reasonable to conclude that
customer loyalty can be created, reinforced and retained by marketing plans aimed at
building trust, demonstrating commitment to service, communicating with customers in a
timely, reliable and proactive fashion, handling conflict efficiently, paying attention to
shared values, improving the empathetic and reciprocal abilities of the salespeople, and

developing strong bonds between buyers and sellers.
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Rootman C. (2010) has conducted a study on relationship marketing and customer
retention best lessons from banks in South African Canada and the UK. In the
investigations, insight has been given into the relationship marketing and customer
retention strategies of banks in South Africa, Canada and the UK and its contribution.
More specifically, the article provided insight into the extent to which selected
independent variables (relating to banks’ activities, actions and methods) influence
banks’ relationship marketing and customer retention, and into practical strategies that
can be learned from successful international banks. As banks are important contributors
to any economy, sustained client relationships and stability through maintained clients, or
customer retention, are essential for the survival of these institutions. Banks therefore
need to familiarize themselves with service delivery activities and methods and should
constantly adjust to improve their relationship marketing efforts and customer retention
levels. The empirical findings of this study have established that six relationship
marketing variables to have a positive influence on the customer retention and loyalty of
South African, Canadian and UK banks.

The study revealed that trust, bonding, commitment, responsiveness, empathy and
competence are important for South African and other developing banks to partner with
Canadian and UK banks and to regularly benchmark themselves against these banks in
order to develop as institutions and to discover how to adapt their banking aspects. If
banks follow these strategies, their relationship marketing would improve, and
relationships with clients would be better maintained. As the study showed, this would
also increase banks _customer retention rates, recruiting potential of new customers,
customer loyalty and potential of mobilizing deposit, which is crucial in the competitive
banking environment in which these banks operate.

Christiana and Amy (2011) have conducted a study on the practice of relationship
marketing and customer retention and its impact on resource mobilization performance in
the banking industry in Ghana. The study summarizes the banking sector in Ghana has
witnessed significant improvement in relationship marketing. The purpose of the study is
to bring deeper understanding and insight into the practice of relationship marketing and

customer retention by banks in Ghana. For this study, 12 out of the 27 banks in Ghana
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were selected as the sample size. The research explains the role of relationship marketing
in customer retention and also demonstrates relationship marketing applied and practiced
by the banks in Ghana affects its resource mobilization performance and customer
loyalty. A qualitative research approach was chosen and deductive research was
conducted based on twelve case studies from both local and international banks. The
findings of the study showed that indeed, all the banks have reasons for adopting
relationship marketing in customer retention. The most popular reason for believing in

the success of relationship marketing is customer retention.

Kuria (2010) has investigated a study on relationship marketing practices among
commercial banks in Kenya. The purpose of the study was to establish the nature of
relationship marketing practices and to determine the extent to which relationship
marketing is practiced among commercial banks in Kenya. This study was a cross-
sectional survey undertaken among the commercial banks in Kenya. The population of
the study was the 44 commercial banks. A survey of all banks was undertaken. The study
found that the banks have applied products oriented Customer Relationship Marketing
practices to a great extent. The findings indicate that employee oriented Customer
Relationship Marketing strategies are present and enhanced top a great extent. From the
findings it emerges that communication oriented CRM strategies have been applied to a
moderate extent. The study further found that loyalty oriented CRM activities are not
enhanced in the commercial banks in Kenya. The study recommends that that the Kenyan
commercial banks need to critically reconsider several aspect of the customer relationship
marketing strategies especially on the areas of technology adoption and its interaction
with CRM.

Kosile and Ajala(2006) this empirical study examines the effects of relationship
Marketing process on Bank performance of selected Commercial Banks in Southwestern
Nigeria. It examines the management and performance of marketing relationships from
the perspectives of bonding, commitment, communication, conflict management, direct
marketing, banks‘ relationship quality and customer*s relation benefits in Nigeria context.
The research design used was a descriptive design. The data for the study were gathered,

through questionnaire from three out of six states in the Southwestern geopolitical zone
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of Nigeria. Multistage Random sampling technique was used. High rate of return of 91%
was achieved because it was a self-administered questionnaire using drop and collect
method. The reliability test of instrument was done using Factor Loading and Cronbach
Alpha. Data collected were analyzed using both descriptive and regression analysis
statistics. The Statistical Package for Social Scientists (SPSS) 17.0 version was used in
data analysis. The finding reveals a positive and significant relationship between
relationships marketing and bank performance indicators. The bonding, commitment,
communication, conflict management, relationship quality and Relation Benefits were
found to be positively and significantly determinants of Bank performance. The findings

revealed further that direct marketing are insignificant predictors of bank performance.

According to Velnampy & Sivesan (2012)have conducted a study on Customer
Relationship Management and Customer Satisfaction a study on Mobile Service
Providing Companies in Srilanka. The main purpose of the study is examining the
relationship between customer relationship management and customer satisfaction.
Customer relationship marketing can be measured through following ten variables trust,
commitment, empathy and equity. Data were collected through a seven points Likert type
summated rating scales of questionnaire. A sample of one hundred and seven customers
was surveyed from three mobile service providing companies such as Airtel, Dialog, and
Mobitel. Correlation and regression analyzed has been employed to measure relationship
and contribution among the dependent and independent variables. The finding reveals a
positive and significant relationship between relationships management and customer

satisfaction.

2.3 Conceptual Framework

Nwokah (2012) explains that conceptual framework is an abstract representation,
connected to the research project’s goal that directs the research design. The essence is to
clarify concepts and propose relationships among the variables in the study, provide a
context for interpreting study findings, explain observations and encourage theory

development that is useful for practice. According to Nalzaro (2012), it involves concepts
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that are placed within a logical and sequential design which represents a format/ structure

and used for studies in which existing theory is inapplicable or insufficient.

Callaghan et al. (1995) cited by Kojo, disclosed that trust, reciprocity, empathy, bonding
and responsiveness are dimension of customer relationship marketing. Kojo applied the

above dimension to measure customer relationship marketing.

Customer

Marketing

Reciprocity

Customer

\ 4

Bondini

Figure 2.1 Conceptual framework

Source: Callaghan et al. (1995) cited by Kojo
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Hypothesis

In order to achieve the purpose of this study the following hypotheses were tested:

H1: Trust has positive and significant influence on customer loyalty.

H2: Reciprocity has positive and significant influence on customer loyalty.
H3: Empathy has positive and significant influence on customer loyalty.

H4: Bonding has positive and significant influence on customer loyalty.

H5: Responsiveness has positive and significant influence on customer loyalty.
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CHAPTER THREE

RESEARCH METHODOLOGY

This chapter of the study deals with the research design and methodology of the study. It
includes the research design, target population, sampling designs & techniques, source of

data, data collection methods, and methods of data analysis.

3.1 Research Approach

The study was undertaken based on quantitative research approach which involves the
generation of data in quantitative form which can be subjected to rigorous quantitative
analysis in a formal and rigid fashion (Kotari, 2004). Inferential approach, one of sub
categories of quantitative approach, was adopted by the researcher. The purpose of
inferential approach to research is to form a data base from which to infer characteristics
or relationships of population. This usually means survey research where a sample of
population is studied to determine its characteristics, and it is then inferred that the
population has the same characteristics (Kotari, 2004). Because of this reason the

researcher choose quantitative research approach.

3.2 Research Design

According to Zikmund (2003), research design is a blue print for selecting the sources
and types of data relevant to the research questions and provides the basic direction for

carrying out a research project to obtain answers to research questions.

The researcher was used an explanatory research design while conducting the study. The
researcher tried to explain the effect of CRM dimension such as; trust, reciprocity,
empathy, bonding and responsiveness with customer loyalty by using multiple regression
analysis. Though, the research design is explanatory type, descriptive statistics was used

to describe the current reality of banking sector related to the research variables.
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3.3 Sampling Design

According to Leary (2004,) defines sampling as, “the process by which a researcher

selects a sample of participants for a study from the population of interest”.

3.3.1 Target Population

Population is an identifiable total set of elements of interest being investigated by a
researcher (Zikmund, 2003). This study was conducted on customers of commercial
banks found in Addis Ababa. There are eighteen commercial banks in Ethiopia including
the two government banks, from these banks; three banks were selected in order to
conduct the study. The selection of those banks was one from the state bank and two
from the oldest private Banks. Since the establishment of private banks in Ethiopia is not
more than twenty years ago, Banks with less than twenty years of establishment has
excluded from the study since they have less number of customers and branch expansion,
this makes difficult to get the required number of respondents in a shorter period of time.
Therefore, among all the banks the researcher was select three commercial banks based
on their existence on the market more than twenty years. Therefore, the sample covered
Commercial Bank of Ethiopia, Awash International Bank and Dashen Bank.

3.3.2 Sampling Technique

After selecting those banks the researcher used multi-stage sampling technique in order to
divide the population. According to Kotari, (2004) under multi-stage sampling the first
stage may be to select large primary sampling units such as states, then districts, then
towns and finally certain families within towns. Based on this, the researcher used the
classification of Addis Ababa city in to North, South, East, and West Addis Ababa
districts. For each district randomly two branches was selected as a sample for each bank.
Due to this from North; banks from Arat kilo area, from south; banks from TemenjaYaj
area, from East; banks from Megenagna area, and from West; banks form Abakoran area
were taken as a sample branch from each districts. To select a specific customer the

researcher used a systematic sampling technique. Through this technique customers was
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selected based on fixed time interval of appearing in the bank which is 5 minutes interval.

A customer which comes to the bank every 5 minutes was given a questionnaire.

3.3.3 Sample size and sampling technique

Since an account does not represent the number of bank customers with a depository
account holders because one customer could have more than one account, the researcher
was taken a sample based on infinite number of population. An optimum sample is one
which fulfills the requirements of efficiency, representativeness, reliability and flexibility.
While deciding the size of sample, the researcher must determine the desired precision as

also an acceptable confidence level for the estimate (Kotari, 2004).

According to Kotari (2004) on a sample size when estimating a percentage or proportion
the precision and the confidence level shall have to be specified and then work out the
sample size. The following formula gives the size of the sample in case of infinite

population when we are to estimate the proportion in the universe.

n = (Z**p*q)/e?

Where n the total number of sample required

Z=the critical table value of the confidence level (z=1.96)
p=the population variability (p=0.3)
g=the probability of the population not to be occurred (q=1-p=0.7)

e =the maximum allowed error i.e. (e =0.05)

Therefore, the researcher was taken the maximum allowed error as 5% at a confidence
interval level of 95% and the moderate population variability interval is 0.3(p=0.3)

because this allows the researcher a largest sample size and the minimum error(q=0.7).

n=(1.962*.3*.7)/0.052 which is approximated 322

So, the researcher distributed 322 questionnaires to have a better sample size.
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3.3.3.1 Sampling procedure

Based on the data obtained from National Bank of Ethiopia which shows number of
branch each banks have in Addis Ababa city, the researcher tried to give a quota for
banks based on their branch share related to the total banks selected for the study. So, the

total sample of 322 each bank has a quota based on their branch share which is described

in the table below.

Table 3.1 Sample Quota

S.No Name of Bank Year of No. of Share of Sample | Sample
Establishment | Branches in | Branches (%) | Size Quota
AA.
1 | Commercial Bank | 1963 383 62.89 322 189
of Ethiopia
2 | Awash 1994 118 19.38 322 69
International Bank
3 | Dashen Bank 1995 108 17.73 322 64
Total 609 100 322 322

Source: NBE

3.4 Sources of Data

It is important to be able to distinguish between different kinds of data because their
nature has important implications for their reliability and for the sort of analysis to which
they can be subjected (Walliman, 2006).The study used both primary and secondary data

sources for collecting data.

3.4.1 Primary Source

Data that have been observed, experienced or recorded close to the event are the nearest
one can get to the truth, and are called primary data. There are many ways of collecting
and recording primary data (Walliman, 2006). Among them the researcher used

questionnaire for the purposed of collecting primary data.
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3.4.2 Secondary Source

Secondary data means data that are already available i.e., they refer to the data which
have already been collected and analyzed by someone else. When the researcher utilizes
secondary data, then he has to look into various sources from where he can obtain them.
In this case he is certainly not confronted with the problems that are usually associated
with the collection of original data (Kotari, 2004). Accordingly the researcher of this
study used books, articles, and National Bank of Ethiopia report in order to obtain the

required secondary data for the study.

3.5 Methods of Data Collection

The researcher with the collaboration of friends distributed questionnaires to the selected

bank customers physically in order to collect data for the studied.

3.5.1. Data Collection Instrument

The research data was a primary data collected from the selected customers of
commercial banks found in Addis Ababa. In order to gather primary data, structured
questionnaire was used as a tool of data collection process of the study. The study used
five-point Likert scale questionnaire, which is a standard questionnaires prepared by
Swaminathan (2004), in order to measure customer relationship marketing dimensions by
modifying related to the study. The researcher used questionnaire because this method of
data collection is quite popular particularly in case of big enquiries. In this method a
questionnaire was sent to the persons concerned with a request to answer the questions

and return the questionnaire.

3.6. Data Analysis Methods

The data collected from respondents through a questionnaire was analyzed through
descriptive and inferential statistics. The descriptive statistical analysis describes

respondents’ background as well as factors that affect customers’ loyalty in the banking
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industry. Analysis of data in this research was done by using descriptive statistical
methods like: frequency, mean, standard deviation and inferential statistical methods such
as: correlation and regression. The regression analysis was conducted to determine by
how much percent the independent variable i.e. customer relationship management
explains the dependent variable which is customer loyalty. Correlation analysis was
conducted to test the proposed hypothesis whether there is a positive significant
relationship between the customer relationship management dimensions and customer

loyalty.

Besides, t-test also used to examine the extent to which there is a statistically significant
difference between; gender group’ in terms of customers relationship marketing factors
and customer loyalty. To study the relationship of this dependent and independent
variables different statistical tools were adopted such as correlation and multiple
regression analysis. To do such kinds of analysis the researcher used a computer program
called Statistical Package for Social Science (SPSS) version 20 was used, and content

validity of the questionnaire is established by reviewing existing literature.

3.7 Validity and reliability

3.7.1 Validity

Validity is defined as how much any measuring instrument measures what it is intended
to measure. Bryman and Bell (2003) also suggested that the important issue of
measurement validity relates to whether measures of concepts really measure the concept.
Establishing the validity of the scores in a survey helps to identify whether an instrument

might be a good one to use in survey research (Creswell, 2009).

Before using the questionnaire for the study it is always advisable to conduct pilot study
or pilot survey for testing the questionnaires. In a big enquiry the significance of pilot
survey is felt very much. Pilot survey is in fact the replica and rehearsal of the main
survey. Such a survey, being conducted by experts, brings to the light the weaknesses (if

any) of questionnaires and also of the survey techniques. From the experience gained in
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this way, improvement can be effected (Kotari, 2004). In order to keep the validity of the
instrument the researcher based previously developed questionnaires with some
modifications to comply with the current study as well as conducted a pilot test on the
questionnaires that developed for the study. An opinion also asked from bank experts to

look the questionnaires from the bank side.

3.7.2 Reliability

Reliability is the degree to which the measure of a construct is consistent or dependable it
implies consistency, but not accuracy Bhattacherjee (2012). The level of reliability of the
instrument that is the consistency of the variables is checked with the Cronbach‘s alpha
statistics. Cronbach‘s alpha is an index of reliability associated with the variation
accounted for by the true score of the underlying construct (Nunnaly, 1978). Cronbach‘s
Alpha‘s can only be measured for variables which have more than one measurement
question. Nunnaly (1978) has stated that 0.5 is a sufficient value, while 0.7 is a more

reasonable Cronbach‘s alpha. The result of this test is presented in chapter four.

3.8 Ethical Consideration

The researcher maintained scientific objectivity throughout the study, recognizing the
limitations of his competence. Every person involved in the study was entitled to the right
of privacy and dignity of treatment, and no personal harm was caused to subjects in the
research. Information obtained was held in strict confidentiality by the researcher. All
assistance, collaboration of others and sources from which information was drawn is

acknowledged.
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CHAPTER FOUR

DATA PRESENTATION, ANALYSIS AND DISCUSSION

This chapter presents the results and discussions of the responses gathered from the

respondents through questionnaire.

4.1 Overview

This chapter deals with the presentation of data, analysis and interpretation. To collect the
data and extract findings, questionnaire was prepared and distributed to customers of the
selected banks found in Addis Ababa.

This chapter presents the findings of the research in accordance to the research objectives
and hypothesis. The analyses and interpretation of the data collected from the
respondents was presented. It began with a description of the demographic and general
characteristics of the participating respondents. The results of Cronbach’s coefficient
alpha for reliability were examined. Then, the results of factor analysis, multicolliniarity
and correlation analysis for the research variables were discussed. The result of
hypothesis test through multiple regression analysis which tries to find out the influence
of CRM factors (trust, reciprocity, empathy, bonding, and responsiveness) on customers’
loyalty also presented in this chapter. And finally the result of independent t-test
conducted is presented. All tables as well as graphs in the analysis was generated from
survey data through the SPSS 20 (statistical package for social studies) after being coded.

4.2. Response Rate

The total number of questionnaires distributed were 322 out of these 274 questionnaires
was returned, yielding 85 percent response rate. However, 4 questionnaires were not
completed properly as a result the number of questionnaires for data analysis was 270

which represent 83 percent response rate.
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4.3 Reliability of the data

The reliability statistics show that the scale exhibits a high degree of reliability
Cronbach’s Alpha coefficient of 0.70 is a commonly suggested threshold of reliability.
Reliability test coefficient can hold a value of 0 to 1 and the result of 0.7 and above
implies an acceptable level of internal reliability (Shifera, 2011). The researcher

distributed 30 questionnaires as a pilot test and found the following reliability test result.

Table 4.1 Cronbach’s Alpha coefficients (Reliability test for all variables)

Construct Cronbach’s N of Items Internal
Alpha Consistency
Trust .855 6 Good
Reciprocity 713 4 Good
Empathy 813 6 Good
Bonding 831 5 Good
Responsiveness 739 6 Good
Customer Loyalty .863 4 Good

Source: Survey data (2017)

The result in table 4.1 above revealed that, the Cronbach’s alpha for all CRM variables is
more than 0.7. Therefore, this indicated that the data is reliable and can be used for

further analysis.

4.4 Normality Test

Normality of distribution can be tested by using histogram with a normal curve. In
general the figure below shows that the variables are normally distributed for customer
loyalty.
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Figure 4.1 Normal distribution curves for customer loyalty
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Source: Survey data (2017)

If skewness is equal to O, the data are perfectly symmetrical. But a skewness of exactly

zero is quite unlikely for real-world data (Brown, 2011). As George and Mallery (2010)

put a generally acceptable range for skewness and kurtosis for further analyses is between

the ranges of £ 2.0. Others extend the range of kurtosis up to = 3.0. The following table

shows the skewness and kurtosis statistics of the distribution.

Table 4.2 Skewness and kurtosis

Descriptive Statistics

N Mean Std. Deviation Skewness Kurtosis

Statistic | Statistic Statistic Statistic | Std. Error | Statistic | Std. Error
Trust 270| 3.8599 43804 -.809 .148 -.059 .295
Reciprocity 270 3.7963 .49079 -.686 .148 418 .295
Empathy 270 3.7488 44102 -.223 .148 224 .295
Bonding 270 3.8563 46604 -.179 .148 -.924 .295
Responsiveness 270| 3.8210 44994 -.274 .148 -.075 .295
Customer Loyalty 270 3.8565 48634 -.507 .148 -.599 .295
Valid N (listwise) 270

Source: Survey data (2017)
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4.5 The Kaiser-Meyer-Olkin and Bartlett's test of Sphericity

The Kaiser-Meyer-Olkin (KMO) statistic is a measure of sampling adequacy (MSA),
indicates whether the correlations between variables can be explained by the other
variables in the data set. The final decision of whether the data are appropriate for
principal components analysis should be primarily based on the KMO statistic. All MSA
values on the anti-image correlation matrix’s diagonal should also lie above the threshold
level of 0.50. If this is not the case, it should consider removing this item from the
analysis Moo & Sarstedt (2011).

Table 4.3 Threshold values for KMO and MSA

KMO/MSA value | Adequacy of correlations
Below 0.50 Unacceptable
0.50-0.59 Miserable
0.60-0.69 Mediocre
0.70-0.79 Middling
0.80-0.89 Meritorious
0.90 and higher Marvelous

Source: Mooi & Sarstedt (2011)

The Kaiser-Meyer-Olkin and Bartlett's test of Sphericity are used to determine whether
factor analysis can be carried out. However, a small KMO value indicates that factor
analysis may not be a good option (Mohammad, n.d). According to him a KMO value of
more than 0.5 is required in order to be suitable for factor analysis and the Bartlett's Test
of Sphericity is highly significant(P=0.00), supporting the factorability of the correlation

matrix.
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Table 4.4 Kaiser-Meyer-Olkin and Bartlett's test

KMO and Bartlett's Test

Kaiser-Meyer-Olkin Measure of Sampling
a74
Adequacy.
Approx. Chi-Square 2050.768
Bartlett's Test of
Sphericity Df 15
Sig. .000

Source: Survey data (2017)

The result of KMO and Bartlett’s Test of Sphericity as depicted in table 4.8 above shows
that the computed KMO measures value of 0.77 and significant (p < 0.005). Thus, the

sample data is suitable for further analysis.

4.6 Demographic characteristics of respondents

This aspect of the analysis deals with the basic data on the respondents of the
questionnaires sent to them. Demographic profile of the respondents is shown in Figures
4.3 to 4.5.The basic data comprise of the respondents sex, age, educational background,
the number of years spent with the bank and their frequent usage of the bank service.

Table 4.1 also summarized the demographic variable of the respondents.
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Figure 4.2 Gender Profile

M rale
W Female

Source: Survey Data (2017)

The above figure shows that the respondents are comprised of 55.19% males and 44.81%
females. This shows difference between the respondents’ gender i.e. male customers are

more than of female customers.

Figure 4.3 Age Group

Cis-z7
W =537
W 35-47
W 4557
058 and akove

Source: Survey Data (2017)
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The above figure shows that majority of bank users were found to be between the age
group28-37(40.00%). Respondents with age group between 18 up to 27 and 38 up to 47
years account for 32.96% and 25.19%, respectively. The rest 0.74% are respondents in
the age group between 48 up to 57 and greater than 58 years respectively.

Figure 4.4 Academic Qualifications

(] Primary School completed
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completed

[l Certificats

M Diploma
Degrees and above

Source: Survey Data (2017)

Figure 4.4 shows that the education level of sampled customers, most of them has had a
university education or more, these fractions of the customers were 68.14% which is

more than half of the sampled customers..
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Figure 4.5 Years of Relationship
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Source: Survey Data (2017)

With regard to length of relationship with their bank, figure 4.4 shows that 30% of
respondents have less than 1 years of relationship, 36.67% have between 1 to 5 years of
banking relationships, 21.85% have between 6 tol5 years banking relationships, and the
rest 11.48% of them are remain credible to banks for more than 15 years. The table also

shows us that 66.67% of the respondents have less than five years banking experience.
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Figure 4.6 Frequency of usage
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Source: Survey Data (2017)

Figure 4.6 show that, 36.67% of respondents have once in a week bank usage, 23.33%
have twice a bank usage. The rest 16.67%, 8.51% and 14.81% of the respondents are

three times a week, daily, and 1-3 times in 4 weeks bank usage, respectively.
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Table 4.5 Summary of Demographic variables of the respondents

Frequency | Percent | Valid Percent | Cumulative
Percent
Gender
Male 149 55.2 55.2 55.2
valid |Female 121 44.8 44.8 100.0
Total 270 100.0 100.0
Age
18-27 89 33.0 33.0 33.0
28-37 108 40.0 40.0 73.0
, 38-47 68 25.2 25.2 98.1
valid - 7857 3 1.1 11 99.3
58 and above 2 7 7 100.0
Total 270 100.0 100.0
Educational Background
S;lgsreytesdchool 28 10.4 10.4 10.4
fgfnopr;gferg school 58 21.5 215 31.9
Valid - Certificate 30 111 111 43.0
Diploma 88 32.6 32.6 75.6
Degree and above 66 24.4 24.4 100.0
Total 270 100.0 100.0
Years of Relationship
Below 1 year 81 30.0 30.0 30.0
1-5 99 36.7 36.7 66.7
valid |6-15 59 21.9 21.9 88.5
Above 15 years 31 11.5 115 100.0
Total 270 100.0 100.0
Frequency of usage
Oncein aweek 99 36.7 36.7 36.7
Twice a week 63 23.3 23.3 60.0
] three times a week 45 16.7 16.7 76.7
valid ity 23 85 85 85.2
1-3 times in four weeks 40 14.8 14.8 100.0
Total 270 100.0 100.0
Source: Survey Data (2017)
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4.7 Descriptive Statistics

Descriptive statistics concern the development of certain indices from the raw data. These
are mean scores, standard deviations and percentage for each subgroup. Interpreting the
result of these values will also give us an indication of the impact of the independent
variable (Pallant, 2005). The following table shows the mean and standard deviation of

variables obtained from 270 respondents.

Table 4.6 Descriptive Statistics

Descriptive Statistics

N Mean Std. Deviation

Trust 270 3.8599 43804
Reciprocity 270 3.7963 49079
Empathy 270 3.7488 44102
Bonding 270 3.8563 46604
Responsiveness 270 3.8210 44994
Customer Loyalty 270 3.8565 48634
Valid N (listwise) 270

Source: Survey data (2017)

The above table shows that the information the researcher requested for each of the
variables. Trust, bonding and customer loyalty have same mean value of 3.85 with a
standard deviation of 0.438, 0.466 and 0.486 respectively. Their mean is approximately 4
which indicate an average respondents are agreed they have trust as well as bonding to

their bank this leads them loyal to their bank.

Concerning the variable reciprocity and empathy, their mean is 3.796 and 3.821
respectively with standard deviation of 0.491 and 0.449. This indicates that on average

respondents agreed on their bank gives them attention and sincerity to solve difficulties.

Responsiveness has a mean of 3.821 with standard deviation of 0.449, for this variable

the average respondents agreed on their bank gives them prompt response.
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4.8 Assessment of correlations

Correlation measures the strength of the linear relationship between two variables.

According to Berndt (2005), the level of association as measured by Pearson’s co-

efficient falls between -1.0 and +1.0, which indicates the strength and direction of

association between the two variables. The interpretation of the result is as follows; a

correlation result between 0 to 1 implies positive relationship, 0 (zero) for no

relationship, 1 for perfect positive relationship, -1 for perfect negative relationship and

between -1 to O indicate the existence of negative relationship.

Though it indicates the existence of a positive or negative relationship, the strength of

such a relationship is not high when the results fall below +0.61 (Oogarah-Hanuman,
2011). It is also supported by Berndt (2005), the rules of thumb proposed by Burns &

Bush (in van Heerden, 2001) suggests that “moderate” ends at £0.60, and “strong” starts

at £ 0.61.

Table 4.7 Correlation

Correlations

Trust | Reciprocity | Empathy | Bonding | Responsiveness
Pearson Correlation 1 820”7 544" 897" 866"
Trust Sig. (2-tailed) .000 .000 .000 .000
N 270 270 270 270 270
Pearson Correlation | .820" 1 7217|885 759"
Reciprocity Sig. (2-tailed) .000 .000 .000 .000
N 270 270 270 270 270
Pearson Correlation | 722" 721" 1 732" 553"
Empathy Sig. (2-tailed) .000 .000 .000 .000
N 270 270 270 270 270
Pearson Correlation | .897" 885" 598" 1 907"
Bonding Sig. (2-tailed) .000 .000 .000 .000
N 270 270 270 270 270
Pearson Correlation | .866~ 759" 453" 907" 1
Responsiveness  Sig. (2-tailed) .000 .000 .000 .000
N 270 270 270 270 270

**_Correlation is significant at the 0.01 level (2-tailed).

Source: Survey data (2017)

46




As clearly shown from the table above, there exists strong (since all the correlation
coefficients are greater than the agreed standard, 0.61) and positive relationship between
different CRM dimensions (trust, reciprocity, empathy, bonding and responsiveness
variables) and it is also found to be significant at 95% confidence interval.

4.9 Regression Analysis

This section of the study presents the results and discussions of the regression analysis.
So far, the study established a framework of literature review and data analysis of
descriptive Statistics was describes the practice of customer relationship management
practice whereas correlation analysis used to investigate customer relationship
management and its relationship with customer loyalty at selected banks and to
investigate the significant factors of customer relationship management that influence
customer loyalty in selected banks found in Addis Ababa, multiple regression model

were computed.

4.9.1 Assumptions of Regression Analysis

There are some assumptions that are required to provide valid results in regression

analysis.

4.9.2 Sufficient Number of Observation

If you want to test the overall relationships between the independent and dependent
variable, there is a rule of thumb that the number of observations is at least 50 + k (where
k are the number of independent variables) (Mooi & Sarstedt, 2011).

4.9.3 Testing Multicollineariity

Multiple regression analysis, the regression coefficients (viz, b1 b2) becomes less reliable
in the degree of correlation between the independent variables (viz, X1, X2) increases, if
there is a high degree of correlation between independent variables, we have a problem of

what is commonly described as the problem of multi co-linearity (Kotari, 2004).

47



Unfortunately, co-linearity is relatively easy to detect by calculating the tolerance or VIF
(Variance Inflation Factor). A tolerance of below 0.10 indicates that (multi) co-linearity
is a problem. The VIF is just the reciprocal value of the tolerance. Two major approaches
were utilized in order to determine the presence of multi co-linearity among independent
variables in this study. These methodologies involved calculation of both a Tolerance test
and Variance Inflation Factor —VIF (Kleinbaum, 1988) and Tolerance level is < or equal

to 0.1; and all VIF is 1/Tolerance values are well below 10 is acceptable.

Table 4.8 Collerity Statistics

Coefficients?

Model Collinearity Statistics
Tolerance VIF

(Constant)

Trust 173 5.794
1 Reciprocity 153 6.537

Empathy 458 2.184

Bonding .079 9.663

Responsiveness 147 6.793

a. Dependent Variable: Customer Loyalty

Source: Survey data (2017)

As can be seen from this data, none of the tolerance level is < or equal to 0.1; and all VIF
values are well below 10. Thus the measures selected for assessing independent variables

in this study, do not reach multicolinearity.

4.9.4 Checking for Linearity

The regression model can be expressed in a linear way. Checking the linearity between
variables can be done by plotting the independent variables against the dependent
variable (Mooi & Sarstedt, 2011). As figure 4.7 shows the relationship of independent

variables with the dependent variable is linear.
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Figure 4.7 Scatter plot for customer loyalty
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4.9.5 CRM components and Customer Loyalty

The following tables are excerpted from SPSS in order to perform a regression analysis

between independent variables (Trust, Reciprocity, Empathy, bonding
Responsiveness) and dependent variable customer loyalty.
Table 4.9 variables Entered/Removed for Regression CulL.
Variables Entered/Removed?
Model Variables Entered Variables Method
Removed

R i , E thy,
L es!oons!veness mpa. yb | enter

Reciprocity, Trust, Bonding

a. Dependent Variable: Customer Loyalty

b. All requested variables entered

Source: Survey data (2017)

and
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Table 4.10 Model summary for CuL

Model Summaryb

Model R R Square Adjusted R Square Std. Error of the
Estimate

1 .919° .844 .841 .19375

a. Predictors: (Constant), Responsiveness, Empathy, Reciprocity, Trust, Bonding

b. Dependent Variable: Customer Loyalty

Source: Survey data (2017)

The model for this regression was: CuL = a + b1X; + bpXs + b3Xs + byXy + bsXs + €
shown the model summary result we can see that independent variable explain the

dependent variable with a percentage of 84.4.

Table 4.11 ANOVA for Customer Loyalty

ANOVA?®
Model Sum of df Mean F Sig.
Squares Square
Regression 53.716 5 10.743| 286.181 .000"
1 Residual 9.910 264 .038
Total 63.626 269

a. Dependent Variable: Customer Loyalty

b. Predictors: (Constant), Responsiveness, Empathy, Reciprocity, Trust, Bonding

Source: Survey data (2017)

The below shows the constant, beta, and significance level of each variable that all
variables influence customer loyalty, as the constant B values are known the model is:

CuL=-0.443 +0.11X; + 0.332X;, + 0.458X3 + 0.062X,4 + 0.121X5 + 0.05
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Table 4.12 Multiple Regression for Customer Loyalty

Coefficients?

Model Unstandardized Standardized t Sig.
Coefficients Coefficients
B Std. Error Beta
(Constant) -.033 124 -.265 791
Trust .645 .065 481 5.338 .000
1 Reciprocity .055 .062 .055 1.888 .376
Empathy .295 .040 .267 7.447 .000
Bonding .746 .090 715 8.269 .000
Responsiveness .126 .068 116 1.839 .067

a. Dependent Variable: Customer Loyalty

Source: Survey data (2017)

4.10 Hypothesis Testing

In this section the suggested hypothesis was tested and the result is presented. The hypotheses

were:

H1: Trust has a positive and significant influence on customer loyalty

The output of the regression analysis of trust with customer loyalty shows that trust has a positive
significant influence on customer loyalty with sig. level of (0.000). When there is a single unit
change in trust, customer loyalty will be affected by 1.645. This beta value is the highest
among all variables so we can say that trust is the highest influencer of customer loyalty

than the other variables. Due to this result, the first hypothesis is supported.
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H2: Reciprocity has a positive and significant influence on customer loyalty

The regression result of reciprocity with customer loyalty shows that insignificant level of
influence at 95 percent confidence interval with a sig. value of 0.376. This result shows the

rejection of the second hypothesis.

H3: Empathy has a positive and significant influence on customer loyalty

The output of the regression analysis shows Empathy has a significant positive influence
on customer loyalty (sig. 0.000). When Empathy is changed by a single unit customer
loyalty will be affected by 0.295.

H4: Bonding has a positive and significant influence on customer loyalty

The regression analysis shows that bonding has a positive significant influence on
customer loyalty (sig. 0.000) with a beta value of 0.746. When there is a single unit
change in bonding, customer loyalty will be affected by 0.746. This result shows the

acceptance of the fourth hypothesis.

H5: Responsiveness has a positive and significant influence on customer loyalty

For the last independent variable the regression analysis shows that insignificant level of
influence at 95 percent confidence interval with a sig. value of 0.067. Thus the fifth

hypothesis rejected.

4.10.1 Summary of Hypothesis testing

The following table shows hypothesis of the study, method used to test proposed

hypothesis and its outcome.
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Table 4.13 Summary of hypothesis testing

No. Hypothesis Tool Result

H1 | Trust has a positive and significant | Regression Accepted

influence on customer loyalty.

H2 Reciprocity has a positive and significant | Regression Rejected

influence on customer loyalty

H3 Empathy has a positive and significant | Regression Accepted

influence on customer loyalty

H4 Bonding has a positive and significant | Regression Accepted

influence on customer loyalty

H5 Responsiveness has a positive and | Regression Rejected

significant influence on customer loyalty.

Source: Survey data (2017)

4.11 Independent sample T-test

Independent samples t-test used when we want to compare the mean scores of two
different groups of people or conditions Pallant (2005). Here under the researcher tested
whether there is a significant difference between; male and female, Age regarding to

CRM factors and customer loyalty.

4.11.1 Based on Gender

An independents samples test was conducted to test whether there is a significant
difference between males and females customers regarding to CRM factors, customer
loyalty. The result shows that for some variables; there is a significant difference in
scores for males and females customers at a 95 percent confidence interval. The mean
and standard deviation value of reciprocity (sig. 0.000), empathy (sig. 0.031), bonding
(sig. 0.002), responsiveness (sig. 0.09) and customer loyalty (sig. 0.000) has significant
difference between the groups. For this variables the mean of male customers’ is higher

that female one. See the tables below.
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Table 4.14 Descriptive Statistics for Gender

Group Statistics

Gender Mean Std. Deviation Std. Error Mean

Male 149 3.8333 47655 .03904
Trust

Female 121 3.8926 .38482 .03498

Male 149 3.9312 .37988 .03112
Reciprocity

Female 121 3.6302 .55818 .05074

Male 149 3.8020 .39582 .03243
Empathy

Female 121 3.6832 48467 .04406

Male 149 3.9329 49681 .04070
Bonding

Female 121 3.7620 .40769 .03706

Male 149 3.8814 .53842 .04411
Responsiveness

Female 121 3.7466 .29353 .02668

Male 149 3.6997 47039 .03854
Customer Loyalty

Female 121 4.0496 43496 .03954

Source: Survey data (2017)
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Table 4.15 Independent sample T-test for Gender

Independent Samples Test

Levene's Test for
Equality of Variances

t-test for Equality of Means

F Sig. t df Sig. (2- Mean | Std. Error| 95% Confidence
tailed) | Difference |Difference| Interval of the
Difference
Lower [|Upper
Equal variances
6.980 [.009 -1.105 268 .270 -.05923 .05358 -.16473 |.04627
assumed
Trust
Equal variances not
-1.130 [267.994].260 -.05923 .05242 -.16244 |.04398
assumed
Equal variances
25.117 |.000 5.254 [268 .000 .30104 .05729 118824 41385
assumed
IReciprocity
Equal variances not
5.057 [203.864].000 .30104 .05953 118368 41841
assumed
Equal variances
1.646 |201 2.218 [|268 .027 .11882 .05358 101332 [22431
assumed
[Empathy
Equal variances not
2.172 |230.390|.031 .11882 .05471 .01103 [22661
assumed
Equal variances
3.018 [084 3.042 [268 .003 .17090 .05618 .06030 }.28151
assumed
|Bonding
Equal variances not
3.105 [267.966/.002 .17090 .05505 .06252 1.27928
assumed
Equal variances
43.416 |.000 2.473 |268 .014 .13488 .05455 .02748 [24227
assumed
JResponsiveness
Equal variances not
2.616 [237.000/.009 .13488 .05155 03332  |.23644
assumed
Equal variances
1.268 |261 -6.286 [268 .000 -.34992 .05566 -.45952 |-.24033
assumed
Customer Loyalty
Equal variances not
-6.338 [263.482).000 -.34992 .05521 -.45864 |.24121
assumed

Source: Survey data (2017)
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4.12 Results Discussion

This discussion is very important to provide more clarification on the above results. This
research was related with the elements of customer relationship marketing towards

customers’ loyalty in banking industry, specifically in CBE, AIB and DB.

The objective of this study was to examine the effect of customer relationship marketing
on customer loyalty in the commercial banking sector of Ethiopia by analyzing the
relationship of every construct in the theoretical framework. Demographic factors such as
gender, age, education qualification, length of time the customer’s uses the banks
services and the frequency of service usage have been used to know the general

characteristics of the respondents.

Based on the results from this research, customer relationship marketing is correlated
with customer’s loyalty. The findings show that customer relationship marketing
activities can explain above 80% of customers’ loyalty in banking industry, particularly
in CBE, AIB and DB.

Customer Relationship marketing elements particularly trust, empathy, and bonding have
greater impact on customer loyalty and it is more important in shaping what customers

prefer about the bank.

The research used 55.19 % male and 44.81% of female as respondents. In terms of age,
the majority of respondents are in between 28-37 years old which was accounted 40%
and followed by 18-27 which constituted 33%. With regard to the education qualification
of respondents, the majority are diploma holder with 32.6% which is followed by degree
and above holder which accounted 24.4%. This suggests that CRM can be well assess
from this kind of customers better through questioner.

When we see the years of relationship with the bank most of the respondents , 36.7%
have 1-5 years of relationship followed by 30 % , who use the bank service for less than
one year. Hence on average most of the banks users have less than 5 years relationship
with the banks. Interms of frequency of usage the bank service 36.7 of respondents uses

the bank service at least once in a week.
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In today’s competitive environment, banks should build and maintain good relationship
with the target customers in order to succeed and survive. To maintain good relationship
with customers, CRM is an important tool. In this case, the bank must prepare invaluable
information to build strong relationship with the customers for the purpose of gaining
their loyalty and preventing customers from switching to other banks. Customers can be
remaining loyal towards a bank for a number of reasons. This research have identified
four elements of relationship marketing that will have impact on customers loyalty in
banking industry particularly in CBE, AIB and DB namely, trust, empathy, and bonding.

According to Callaghan, et al. (1995), empirical study indicates that customer
relationship marketing practices can significantly lead to improvement of commercial
bank performance in respect to customer attraction, customer satisfaction, and customer
retention. The findings of Callaghan cited by Kojo, disclosed that trust, reciprocity,
empathy, bonding and responsiveness are dimension of customer relationship marketing.

Therefore, the result of this research is consistent with the findings of Callaghan.

Based on the Pearson correlation test of correlation results, trust dimension positively
correlated with customers loyalty (r=0.998). It has positive and highest relationship with
customer loyalty. This shows that trust dimension is a major determinant of customer
loyalty. In other words if customers trust the bank, they will be loyal to their banks
otherwise they will not be loyal to their banks. Because of this result the bank should be
able to promise and deliver what it promised is important to encourage repeat purchase
by the customers and to establish strong relationship. In addition, trust only will exist if
customers have confidence in a banks ability to perform satisfactorily. Therefore, trust
has power to determine the loyalty of customers. With regard to trust dimension, a bank
can be perceived by its customers as honest in its performance if the bank has strong and

lasting relationship with customers.

Customer trust has a significant role in building long-term relationship and achieving
customer loyalty (Berry, 1983). So, the finding of Berry et.al (1983) is similar with the
results of this research. When customers trust the bank, they will leave all the activities to

be performed by the bank and they will talk freely about the banks strengths and
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weaknesses. Because of this reason, all customers feel that they are responsible for the

banks operation. So, it is best for the banks to be trusted by the entire customers.

Reciprocity was another element of relationship marketing that is taken into account to
explain customer loyalty. Based on the correlation result as it is shown by pearson
correlation test, reciprocity is positively correlated with customer’s loyalty. It has positive
and moderate relationship with customer loyalty. Correlation results of relationship
management dimensions which is 0.820. Reciprocity is the dimension of a business
relationship that enables either party to provide favors or make allowances for the other
in return for similar favors or allowances to be received at a later date (Chattananon &
Trimetsoontorn, 2009). Therefore the rule of reciprocity focuses on a recipient‘s behavior
by the social norm expressed as “if you have received a drop of beneficence from other

people, you should return to them a fountain of beneficence” (Wang, 2007).

The other factor that is included in the dimensions of relationship marketing was
empathy. It has positive and moderate relationship with customer loyalty. The correlation
coefficient between these variables is 0.722. Empathy is one of the important tools to
create long term relationship with customers in service provider organizations. Nearly
high number of customers wanted to be treated as they want to be treated by the banks
employees. If this is the case, banks have the responsibility to treat customers as they
want to be treated to have loyal customers. When the customers are treated in a good way
they become satisfied and loyal to their banks. As a result, empathy has power to create
lasting relationship with customers and shaping the minds of the existed customers to talk
favorably about the banks to other customers. Therefore, banks need to understand their
customer needs and wants and continuously evaluate their services to satisfy and attract
customers in the better way. The finding of Zeithaml and Bitner (2003) showed that it is
difficult to imagine an organization would deliver caring, individualized attention to

customers independent of its employees.

The other factor that is included in the dimensions of relationship marketing was

bonding. The correlation coefficient between bonding and customer loyalty is second
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highest of all correlation results of relationship management dimensions which is 0.896.
If CRM practices are conceived and implemented properly, it will enable companies to
retain customers for life, get maximum value out of each customer and generate
exemplary customer bonding (Tamilarasan, 2011). The bonding process begins with the
very basic force of the need for a seller to find a buyer for their product, and the desire for
a buyer to purchase a product that will satisfy their needs. Various bonds exist between

parties and indicate different levels of relationships.

The last but not the least factor included in the relationship marketing underpinnings was
responsiveness. As it was indicated in the correlation analysis, responsiveness dimension
has relationship with customer loyalty. The correlation coefficient between
responsiveness handling and customer loyalty is 0.866. It has positive and moderate
relationship with customer loyalty. Therefore, showing sincerity and willingness to help
customers are some of the key issues in responsiveness. Again what was tested in respect
of responsiveness included devoted time to customers and efficient services
Responsiveness is willingness to help customers and provide prompt service (Ananth,
2010; Kheng, 2010). Responsiveness is the willingness to support customers and provide
them immediate services right on demands. However, Taiwo(2011) described that
responsiveness is the degree to which customers perceive service providers’ readiness to

assist them promptly.
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CHAPTER FIVE

SUMMARY MAJOR FINDINGS, CONCLUSION AND
RECOMMENDATION

This chapter presents summary of the major findings, conclusions and recommendations
that was drawn from the previous chapters of this study. As the main question of this
study was to assess how does customer relationship marketing influence customer loyalty
in the commercial banking sector of Ethiopia; the below conclusion and recommendation
tries to address the issue exhaustively.

5.1 Summary of Major Findings

This research provides both theory development implication for academics and practical
implication. The main contribution to theory development involves the confirmation of
some hypothesized relationships amongst the constructs of customer relationship
marketing components - trust, reciprocity, empathy, bonding, and responsiveness on

customer loyalty amongst the customers of the selected banks found in Addis Ababa.

In this research, primary data was elicited through questionnaire and multiple regression
analysis was used in testing the entire hypothesis. The major finding was that amongst all
the construct of customer relationship marketing components, trust, reciprocity, empathy,
bonding, and responsiveness has greater impact on customer’s loyalty. This means when
customers are satisfied with an organizations products and services there is a measure of
loyalty that is going to be created. A good relationship marketing program from the firm

and its employees to customers will also create loyalty.

This research work indicates that average respondents are agreed that, when they have
high trust to the bank; that leads them loyal to their bank. Particular to the banking
industry, trust leads to construct long-term relationship with to its customers since it is

common that if trust declines, customers are unwilling to conduct business transaction.
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Successful CRM focuses also on understanding the needs and desires of the customers
and is achieved by placing these needs at the heart of the business by integrating them
with the organization’s strategy, people, technology and business process (Agarwal,
2009). In this regard, the banks and customers were found to be working for their mutual
benefits. Concerning the variable reciprocal help between the banks and their customers,

the result shows that average respondents agreed on their bank keeps its promises.

It is well known that one of the CRM goals is to create and maintain long lasting
relationships between the bank and its customers. One measurement for CRM is
empathy. Empathy is a key component for harmonious and productive relationships in
the work place. Thus, empathy can be viewed as the ability to share and understand and
feel another person in a relational situation. As per the result from the data collected on
empathy, an average respondents agreed on their bank gives them attention and sincerity

to solve difficulties.

Close cooperation help to retain existing customers. It is supported as; close relationship
with customers will require a strong coordination between banks and its marketing
departments to provide a long-term retention of selected customers (Chary and Ramesh,
2012). This is in line with the theory indicating that an old customer satisfied with the
banking services is effective same as ten new clients in advertising and profitability of the
bank (Gilaninia, 2011). Therefore, the existence of close cooperation, the better the bank
can understand customer wants and needs and it is helpful to retain them. The study also
shows that, average respondents agreed with bonding their bank is working in close
cooperation with its customers. Regarding customer‘s perception with regard to
responsiveness practice of the bank shows that average respondents agreed on their bank
gives them prompt response.

Finally, the purpose of customer loyalty is to keep a high proportion of valuable
customers through reducing customer dissatisfaction. As suggested on the literature
review part of this study, normally, the costs of cultivating the existing customer base are

far less than the costs of attracting new customers.
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From the descriptive statistics results of this study, there exists a relationship between
CRM and Customer loyalty. The results clearly revealed that the three dimensions except
the two, reciprocity and responsiveness, CRM dimensions are very close. This shows that
CRM has significant influence on customer loyalty from customers’ view. Though it
needs further and detailed study, generally, the results indicate that customer relationship

marketing is important for customer loyalty that is essential for the success of banks.

5.2 Conclusion

The main purpose of this research was to examine the effect of customer relationship
marketing on customer loyalty by taking evidence from selected banks of CBE, AIB, and
DB in Addis Ababa city. The CRM dimensions that were included in this research are

trust, reciprocity, empathy, bonding and responsiveness.

Based on the previous theories and researches regarding relationship marketing and its
outcomes, this study shows that there is direct relationship between CRM and customer
loyalty, which helps to deeply understand the relationship and interaction between

relationship marketing and customers’ loyalty.

With regard to the Pearson correlation analysis, it can be clearly seen as that the five
CRM dimensions namely trust, reciprocity, empathy, bonding and responsiveness are
positively related to customer loyalty in the selected banks. The relationship looks like

the following.

CRM and customer’s loyalty have high relationship.

Trust dimension and customers loyalty have high relationship.

Reciprocity dimension and customers loyalty have moderate relationship.
Empathy handling dimension and customers loyalty have high relationship.
Bonding dimension and customers loyalty has high relationship.

Responsiveness dimension and customer loyalty has moderate relationship.

FF

Gender of respondents and customer loyalty are positively correlated. Female

customers are given high value for customer loyalty program .
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From the regression analysis part, it is clearly shown that relationship marketing explains
customer loyalty. The regression analysis indicated that 84.4% customer loyalty is
explained by relationship marketing. Each independent variable is also regressed against
customers loyalty and the result shows that all the independent variables can explain the

dependent variable i.e. customer loyalty.

5.3. Recommendations

This study has demonstrated that the influence of customer relationship marketing on
customer loyalty in selected commercial banks with in the area of Addis Ababa city. It is
helpful for marketers to understand the effectiveness of CRM from consumers’

perspective.

In light of the findings and conclusions made above, the following possible
recommendations are suggested as being valuable to the banks for improving customer

relationship management activities to assure customer loyalty.

.,

% Banks should to be trustworthy Banks have to improve the level of their trust by
continuous development of services and benefits, by working with customers, by
increasing ability to meet promises, by fulfilling obligation, by providing consistent
quality services and continuously delivering superior and added value for key
customers. In Ethiopia, the growing number of banks led to the increase in the
competition of banking industry. Therefore, the bank must be well aware of the want
and needs of the customers. Nowadays customers are demanding more not only based
on the service but they demand the way they are treated. Once they are satisfied with

the services that were provided by the other customers.

< Banks should devote more effort in its employees, especially on the frontline, to
motivate them to serve customers best. Frontline employees should be trained to act
in a manner that recognizes customers as a valuable asset. To motivate employees and
get their commitment, banks should offer them a challenging work, attractive salary

that recognizes the contribution of their effort towards the overall success of the
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business. Besides these, actions to make them participate in decision making
activities, to provide an opportunity to learn and advance, and reward for their

contribution have a lot to play in employees motivation.

Bank should enhance its effort to attract more customers especially in dimensions
related to trust, reciprocity, empathy, bonding and responsiveness. In order to create
and maintain loyalty, banks must recognize that many of the core product attributes
are necessary, but not sufficient for loyalty. On the other hand, it is a must to have a
strong connection with its customers in order to create and maintain customer loyalty.
By having strong relationship with customers it is possible to keep customer from

switching to other competitor.

Banks should improve their customer relationship program, as that will help them to
build and support positive customer relationships, since banks are providing services
to customers; it is a must to give high value for good relationship. Relationship with
customers can be improved by explaining to employees, especially for the frontline;
and knowing how much each customer is worth to the business. If more employees
work together to keep existing customers satisfied, the lesser customer attrition will
be.

Banks employees have to be responsive to provide prompt service to its customer. For
this there should be continuous training to their employee’s in order to have genuine
& detail knowledge of every procedures and ability to handle customers. Even when
hiring employees, banks should look at the ability and interest of an employee to
establish and maintain strong relationship with the customers and other employees of
the organization. Potential candidates who are strong in trusting behavior,
knowledgeable and, strong commitment to the assigned tasks and adding with

empathy should be considered.

Banks should give meticulous attention in order to attract new customers and
retaining the existing ones in the advertisement and other promotional activities by

using relationship management as strategy. It is also recommended that banks need to
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arrange a mechanism to get continues feedback from its customers in order to know
their level of satisfaction by asking them to comment or suggestion about the service
provided by the bank either verbally or in writing. After collecting feedback of
customers; the bank should analyze the feedback periodically and must use them as a

means of problem identification.

< Marketers should put their efforts into implementing relationship marketing in an
effective way, in order to enhance customer perceived trust, reciprocity, empathy,
bonding and responsiveness. It is also essential for the bank to realize the importance
of relationship quality and customers loyalty for practical business. A higher quality
of a relationship might lead to a higher level of customer loyalty, which makes
vendors profit more. The bank should assign responsible body for following up
relationship marketing activities and providing solutions with short period of time if

problems arise.

Generally, banks should implement customer relationship management appropriately and
should make the whole system on work with customers. As it is known, customers are the
reason for the survival of the bank. So, the bank is expected to invest more on attracting

new customers and retaining the existed ones.

5.4 Future Research

Future research will be mainly based on the current limitations. Since this study focuses
on only the banking industry, such concentration could limit generalization of the
findings to the entire service industry. This limitation creates an opportunity for future
researcher in this area. The future researches may replicate this study in other service
sectors other than banking, for example tourism, hospitality, health care, education, etc.
Therefore, future research might seek to generalize the model developed in this study to

other services.

In addition, this study includes only five CRM dimensions. However, there could be
some other relevant factors that may be perceived as important by customers. Thus,

future research can incorporate diversified CRM dimensions.
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APPENDIX A: ENGLISH VERSION QUESTIONNAIRE

ADDIS ABABA UNIVERSITY
COLLEGE OF BUSINESS AND ECONOMICS
SCHOOL OF COMMERCE
POST GRADUATE STUDIES
DEPARTMENT OF MARKETING MANAGEMENT

QUESTIONAIRE TO BE FILLED BY CUSTOMER’S OF THE SELECTED BANKS

Researcher: SelamawitAsrat
Contact address: +251911180066
E-mail: afomalem@ @gmail.com or selamawitasrat@cbe.com.et

Dear Respondent:

I am currently pursuing Masters of Marketing Management program at Addis Ababa
University College of Business & Economics School of Commerce. As partial fulfillment
towards the completion of my postgraduate degree, this research titled as “The effect of
Customer Relationship Management on customer loyalty of the selected banks in Addis

Ababa” is undertaken.

Hence, | kindly request you to fill this questionnaire while assuring you that the
information that you provide will be treated with confidentiality and shall only be used
for the purpose of this academic research. Your fair and impartial feedback will make this

research a very successful one.

General Instructions

[LINo need of writing your name.

LIn all cases where answer options are available please tick («/) in the appropriate box.

Thank you for your cooperation and assistance.



PART |I. DEMOGRAPHIC PROFILE

1. Gender: Male Female

2. Age: 18-27 28-37 38-47 48-57 58 and above

3. Educational Background: Primary school completed Secondary school
completed Certificate Diploma Degree and above

4. How long have you been the customer of the bank? Please state in year:

Below 1 year 1-5 6-15 Above 15 years

5. How frequent do you use the bank’s service? Please state in week’s:

Once in a week twice a week three times a week daily

1-3times in 4 weeks

Part I1. Questions related to Customer Relationship Management
Practices

Please show the extent to which you agree or disagree with the statements given below.

This is to assess the following on the scales of strongly disagree to strongly agree.

1 = strongly disagree 2 = disagree3 = Neutral 4 = Agree 5 = strongly agree

No Statement

Strongly
Disagree (1)
Disagree (2)

Neutral (3)

Agree (4)

Strongly
Agree (5)

v Trust

1 | You feel safe in all of your transactions with your bank

2 | The bank always does what it promised to do

3 I am confident on the financial status of the bank

4 | The bank is trustworthy on calculating charges




5 | The bank is trustworthy during cash payment process

6 | The bank provides consistent quality services at different time.
v Reciprocity

7 | The bank helps me to solve difficulties, so | am responsible to repay
their kindness.

8 | The bank keeps its promises.

9 | The bank and you work for mutual benefit.

10 | The bank and you are interdependent.
v’ Empathy

11 | Employees of the bank understand my feelings.

12 | The bank gives individual attention to its customers.

13 | The bank shows a sincere interest in solving your problem.

14 | Employees of the bank are never too busy to respond to customers’
requests.

15 | The bank has guidance signs indicating as to which counters are
offering which services.

16 | The working hours of the bank are flexible and convenient to me.
v" Bonding

17 | The bank keeps in touch constantly with its customers.

18 | The bank tries very hard to establish a long term relationship with
its customers.

19 | The bank works in close cooperation with its customers.

20 | Employees of the bank know you very well.

21 | Your achievement flourish on the solid relationship you have with
the bank.
v Responsiveness

22 | The bank provides prompt service to its customers.

23 | Employees of the bank are willing to help customers.




24 | Employees of the bank devote time to reply to any of your
guestions.

25 | The bank arranges special care to special customers.

26 | The behavior of the employees inspires confidence in customers.

27 | Employees give genuine and detailed information regarding to any
transaction of the bank.

v Customer Loyalty

28 | | am confident of giving positive word of mouth testimonies to
others about this bank.

29 | I'am not intending to leave this bank in the future

30 | I find it difficult to switch to other banks because of what I get from
this bank.

31 | I'will always choose this bank over any other bank

Source: adopted from, (Ravichandran, 2010 and Frank KojoKuranchie); modified by
the researcher.

THANK YOU FOR YOUR COOPERATION!!!




APPENDIX B: AMHARIC VERSION QUESTIONNAIRE
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ATRAOAANT (FUTG  APmePNT e9LamTT vl ARk ehm0P hecrr  OFenTld
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