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Introduction

In view of the intensified competition, firms are increasingly adop-
ting Customer Relationship Management (CRM) systems to collect cus-
tomer data, analyze customer value, and improve business profitability
(Rigby and Ledingham 2004, Rigby et al. , 2002). CRM systems are
enterprise applications that support and integrate customer-oriented busi-
ness processes such as marketing, sales, and customer services to man-
age business interactions with customers ( Gefen and Ridings 2002, Ka-
rimi et al. , 2001). CRM systems can help firms automate customer-ori-
ented business processes to reduce costs and increase productivity, more
importantly, firms rely on CRM systems to accumulate and analyze cus-
tomer data for identifying most profitable customers and addressing their
needs, thus leading to enhanced customer satisfaction and improved prof-
itability (Karimi et al. , 2001). The promising opportunities enabled by
CRM have been driving the CRM market to grow rapidly. It is estimated
that the annual total spending on CRM hardware, software, and services
is about $17.7 billion by 2006, increasing at an annual rate of 6.7%
( Aberdeen Group, 2003). The total sales for licensed CRM software in
2004 are estimated to be $ 2.8 billion ( Songini, 2004).

Although firms are boosting their CRM investments, they have been
witnessing both large CRM successes and failures in reality ( Rigby et
al. , 2002); On the one hand, firms such as First American Corpora-
tion (FAC) and Harrah’s Entertainment have been successful in levera-
ging CRM systems to enhance their internal efficiency, customer knowl-
edge, and thus business profitability ( Goodhue et al. , 2002); On the

other hand, a significant portion of firms have failed to derive business

1



value from their million-dollar CRM initiatives ( Rigby et al. , 2002). A
survey of over 1, 500 firms reported that 41% of firms’ CRM initiatives
were either close to failure or experiencing substantial difficulties ( TD-
WI, 2000). Therefore, it is not clear whether CRM systems are truly
creating significant business value for firms.

The mixed evidence on the business value of CRM calls for research
on this important issue. Yet, the literature on CRM systems has been
mainly composed of individual case studies, product testimonials, and
exploratory surveys, with large-scale empirical analysis being largely
absent due to the unavailability of relevant data ( Romano and Fjermes-
tad, 2001; Mithas et al. , 2005). In view of this, we propose to study
value creation from CRM systems, 1. e. the improvements of value
chain activities and firm performance resulting from the use of CRM sys-
tems. Toward this end, we conduct three inter-related studies which
correspond to the three chapters of this book respectively. The structure
of this book is shown in Figure 1.

In Chapter 1, we adopt the resource-based view to investigate the
business value of CRM systems. We develop a conceptual model specific-
ally tailored to CRM systems, which includes both technological resources
( CRM functionality, system integration, and CRM skills) and comple-
mentary resources ( organizational alignment). They work together to gen-
erate operational and strategic benefits in customer-oriented business
processes and thus improve firm performance. To probe deeper into the
role of competition, we further theorize how competition intensity
moderates the value of resources and the link from process gains to
firm performance. We empirically examine the theoretical model on a
dataset of 150 U. S. firms in the banking industry. The results show
that: (1) CRM resources improve firm performance mainly through
creating strategic benefits such as increased customer retention and im-

proved product and service, although there are significant operational
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benefits such as efficiency gains and cost reduction in customer-orien-
ted business processes; (2) in different competitive environments,
the same resources play different roles in creating strategic benefits

(but not operation benefits) : technological resources have a weaker
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impact on strategic benefits for firms in more competitive environments,
while organizational alignment has a stronger impact in such environments ;
(3) operational benefits tend to be “competed away” in more competi-
tive environments, while strategic benefits sustain to generate perform-
ance advantage in spite of competition. These findihgs provide important
implications for understanding how CRM value is shaped by various re-
sources in competitive environments.

In Chapter 2, we focus on the role of IT governance, one critical
organizational factor, in CRM value creation. Drawing upon the structu-
ration theory of technology assimilation and the literature on IT
governance, this study develops a conceptual model to examine the role of
IT governance in post-adoption stages of CRM diffusion, i. e. CRM use,
impacts on business processes, and impacts on firm performance. While
the literature mainly addresses the forms and contingencies of IT
governance structures for decision making, we focus on IT governance
mechanisms for decision execution, that is, the role of top management
business managers and IT managers in post-adoption stages of technology
diffusion and how these groups are held accountable for their roles. We
conceptualize decision execution mechanisms of IT governance as inclu-
ding two dimensions: vertical advocacy from top management and hori-
zontal coordination between business and IT managers. Decision execu-
tion mechanisms are assumed to facilitate CRM use and value creation.
Further , we investigate the moderation effect of decision making structures
(centralized vs. decentralized) on the effectiveness of decision execution
mechanisms. We analyze a dataset of 150 U. S. firms in the banking in-
dustry to examine the model and associated hypotheses. Our results show
that; (1) decision execution mechanisms, including both vertical advo-
cacy and horizontal coordination, significantly contribute to the three sta-

ges of CRM diffusion, especially CRM use and business process perform-
4



ance; (2) decision execution mechanisms are more effective in facilita-
ting CRM diffusion under a centralized decision making structure where top
management makes decisions on CRM initiatives. In particular, vertical
advocacy has a greater effect under such a centralized structure (than a
decentralized structure ), while horizontal coordination has a greater
effect under a decentralized structure. In addition, process-level bene-
fits are more effectively transferred into firm performance in a centralized
structure; (3) CRM use improves firm performance mainly through cre-
ating operational and strategic benefits in customer-oriented business
processes, while its direct impact on firm performance is not significant.
These findings have important implications for understanding how IT gov-
ernance shapes the diffusion of CRM technology.

In Chapter 3, adopting the production-function approach and the
economic perspectives, we attempt to examine the business value of CRM
systems in terms of productivity, profitability, and market value growth.
More importantly, we investigate how long it would take for such gains to
materialize ,i. e. the lag pattern of CRM value. Accordingly, we develop
two hypotheses and test them using regressions on a dataset of 150 U. 3.
banking firms. Qur results show that; (1) CRM adoption significantly -
improves productivity, and moderately increases profitability (in terms of
ROA, ROE, and profit margin) and market value (in terms of Tobin’s
q); (2) there exists a long-tailed time lag of CRM value in that the
effects of CRM last over ten years, especially, early adopters derive
greater productivity and profitability gains from CRM;  (3) different
CRM components ( functionalities, integration, and organizational cap-
ital) contribute to different aspects of value creation; (4) CRM has a
great effect on profitability in commercial banks (in terms of ROE and
profit margin) , but a greater effect on productivity and market value in

retail banks; (5) firm characteristics such as firm size and resource en-
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dowment significantly determine the type of CRM firms adopt, the ap-
proach they use to implement CRM, and therefore the benefits that they
realize from CRM; the “best practice” of CRM seems to be a customized
CRM developed in house and implemented using the “Phase In” ap-
proach. These findings provide important implications for understanding
whether, when, and how firms can reap the business value of CRM sys-
tems. This study thus extends the literature on IT business value to the
context of CRM. Especially, the long-tailed lag period of over ten years
tends to be much longer than traditionally expected, shedding new light
on the lag value of specific IT applications.
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Chapter 1 The Business Value of Customer
Relationship Management Systems :
A Resource-Based Perspective

1.1 Introduction

As the competition for customers intensifies, firms are striving to im-
prove their interactions with customers by investing in CRM systems
(Rigby et al. ,2002). CRM systems are enterprise applications that man-
age business interactions with customers through integrating customer-
oriented business processes, including marketing, sales, and customer
services ( Gefen and Ridings,2002 ; Karimi et al. ,2001) . Firms use CRM
systems not only to automate customer-oriented business processes to re-
duce costs,but also to collect and analyze customer data to better fulfill
customer needs and improve customer satisfaction, leading to increased
selling opportunities ( Karimi et al. ,2001). Driven by firms’ high expec-
tation of the potential of CRM systems, CRM software market is growing
rapidly. It is estimated that the total annual spending on CRM hardware,
software and services is $17. 7 billion by 2006, with an annual growth
rate of 6. 7% ( Aberdeen Group,2003). The total sales for licensed CRM
software in 2004 is $2. 8 billion ( Songini, 2004 ). Although firms are
boosting their CRM investments, it remains unclear whether such invest-
ments can generate significant business payoffs (Rigby et al. ,2002). In
fact,firms have seen vastly different outcomes of CRM investments ( Rig-

by and Ledingham,2004 ).
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Firms such as FAC and Harrah’s Entertainment have been successful
in leveraging CRM systems to improve their customer understanding,
product/service quality, cost efficiency, and thus profitability ( Goodhue
et al. ,2002).

FAC,a comprehensive financial-services holding company, has suc-
cessfully implemented its CRM system that includes a data warehouse
called VISION and a variety of functionalities for customer-oriented busi-
ness processes. FAC uses this CRM system to integrate customer data,
profitability patterns,and information on revenues and costs. In addition,
FAC has effectively changed business processes to facilitate the move to
CRM. As a result, FAC is able to identify the top value customers by ana-
lyzing the profitability of their historical transactions with FAC, predict
customer churns through analysis of customer information, and promote its
offerings and profitability. These efforts shifted FAC from losses of $60
million in 1990 to profits of $ 211 million in 1998 {( Goodhue et al. ,
2002).

Harrah’s Entertainment has been using WINet ( a data warehouse
which collects data from Harrah’s casino, hotel, and event systems) and
relevant CRM applications to support marketing campaigns and various
analytical applications. The CRM initiative enables Harrah’s to customize
its offers and reward customers based on market segmentation analysis
and customer profiling. By leveraging the CRM system, Harrah’s has crea-
ted a brand identity, operated its casinos in an integrated manner, and
provided consistent customer rewards across the properties in different lo-
cations. Such efforts have led to a doubled customer responses to Harrah’s
offers and 62% of return on its IT investments ( Goodhue et al. ,2002).

Some other firms, however, have failed to derive business value from
their million-dollar CRM initiatives , partly due to the difficulty in managing
organizational changes required by CRM implementation ( Rigby et al. ,

2.
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2002). A survey of more than 1,500 firms finds that 41% of the firms
with CRM projects were either experiencing significant difficulties or
close to failure (TDWI,2000). As CRM systems facilitate customer-ori-
ented business processes across multiple departments ( e. g. marketing,
sales, and customer service ), CRM implementation involves extensive
organizational alignment in business processes, corporate strategies , man-
agement support,and skill development ( Goodhue et al. ,2002). As esti-
mated by an industry report, problems in these implementation activities
account for 65% of CRM project failures ( McKinley, 2000 ). Different
CRM outcomes have raised significant doubts about the business value of
CRM systems.

Further, viewing the intensified competition, firms are increasingly
aware of the importance of CRM systems. Existence of efficient markets
for CRM systems casts doubt on the extent to which CRM systems can in-
deed serve as a source of performance advantage , especially when intensi-
fied competition and imitation are present ( Porter,2001). On the one
hand, intensified competition makes it more difficult for firms to derive
and retain value from CRM technology per se due to its commoditization
and competitors’ imitation ( Porter,2001); on the other hand, firms in
highly competitive environments such as FAC and Harrah’s are able to le-
verage CRM systems to enhance customer satisfaction and improve prod-
uct and offering, and thus achieve superior firm performance ( Goodhue et
al. ,2002 ). This suggests that firms in competitive environments can de-
velop distinctive, CRM-enabled resources to gain performance advantage.
Therefore , competition masr significantly affect how firms derive business
value from CRM systems.

CRM practice has provided mixed evidence on the business value of
CRM, calling for research on this important issue ( Mithas et al. ,2005;
Romano and Fjermestad,2001 ). Two studies have empirically found that
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CRM use significantly increases customer satisfaction and retention { Mith-
as et al. ,2005 ; Jayachandran et al. ,2005 ). However,evidence on the per-
formance effects of CRM tends to be mixed. Aral et al. (2006 ) found that
CRM go-live events are significantly associated with productivity and prof-
itability improvements based on a dataset of 623 firms. Another study by
Hendricks et al. (2007 ) analyzed 80 companies that announced CRM im-
plementations ,but found no significant effects of CRM on profitability or
stock returns. Therefore, it is important to further investigate the business
value of CRM through large-scale empirical analysis. Moreover, there is
limited theoretical examination on whether and how CRM-related resources
allow firms to create value. Especially, the effect of competition deserves
further examination in the CRM context. As an important environmental
factor ,competition plays a significant role in shaping firms’ use of infor-
mation technology to improve business performance ( Barney,1986).
Motivated by the above considerations, our study focuses on three
key research questions; (1)Does CRM create business value in terms of
business process and firm performance improvement? (2) What are the
key factors driving CRM value? (3 ) How does competition affect the busi-
ness value of CRM? To better understand these issues,we draw upon the
Resource-Based View ( RBV) for theoretical guidance. The RBV attrib-
utes firms’ performance advantage to their leverage of heterogeneous re-
sources ( Barney,1991). Based on this theory, we develop a conceptual
model that features a combination of technological and complementary re-
sources as significant antecedents of CRM value. Further,we theorize how
the resource-performance relationships are moderated by competition. The
book is organized as follows. We first review the relevant theories and de-
velop our conceptual model and hypotheses. We then elaborate our re-
search methodology ,data analysis,and the results. The book closes with a

discussion of research findings, limitations, and implications for research
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