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ABSTRACT

Bank loyalty has been studied quite comprehensigatpng retail customers, but not
very often with a focus on business customers.chnge atmosphere in the global
economy and bank market emphasizes the importahcen@mving why business
customers choose to be loyal to their businessddnis essential for banks to hold on
to their customers in every situation, but losingtomers during the current financial
crises can be decisive for any bank's future.

The main objective of this thesis was to form ako#wyalty model, which would

consider national differences and point out thetnmaportant reasons for bank loyalty
in chosen target group. The model was tested wiidllsand medium size enterprises in
the Baltic States, more specifically in Estonia dmithuania. This target group was
selected because of the large number of such caegpanthe Baltic States, which have
not been a target for previous bank loyalty studlesst of the objectives was to
measure the level of bank loyalty and to descrédoekls client relationships of the target
group. These countries experienced market libexitadia during the 1990's, and it was
possible to see how actively companies are changamis at the moment. Empirical
part of the thesis was quantitative, as the data wgathered with an electronic
guestionnaire which was sent to company managdgstonia and Lithuania by e-mail.

Results of the study indicate that loyalty is fodmien several areas of the banks
complete offering. Trust, satisfaction, functiorsgrvice quality, commitment and
technical service quality were main sources of blayklty according to responses of
150 company managers. Companies have long main fiedetionships and they have
not changed their main business bank actively, dmainging the bank now is more
likely than before. Most companies prefer a lonigtrenship with one bank, however
bank services could be concentrated more to tha baak. Currently bank services are
acquired from many service providers.

KEYWORDS: business banking, small and medium enterprises;, logalty, service
quality, relationship management






1. INTRODUCTION

In this first chapter, the overall view of the syud presented by introducing the topic
and the structure of this study. It also covesrs dbjectives and limitations the study
faces.

1.1. Introduction to the topic

Traditionally banks have had control over the bankustomer relationship. Some
decades ago people went to their nearest bankaniimble request to get a loan and
other services. They took what was offered to thasi,simple as that. Nowadays
customers are not that easy to get and maintaiondfoic growth and increased
competition between banks have switched the balahpewer towards the customer.
Customers have learned to look for the best offeyhest interest rate or lowest loan
margin. Also the banks have a contributed to tldkayior by focusing on customer
acquisition rather than on customer retention. @davVatch: Financial Services 2004)

A recent study in Austria showed that 80% of retastomers are prepared to switch to
a new financial service provider (Taylor 2007). 9mdicates that customers will not
stick to one bank for their whole life. Even thougbrporate customers are generally
thought to be more passive with changing of theiaricial service providers, similar
results were found in a study of Norwegian corpp@istomers. The study of Steven
Ongena and Daviv C. Smith claims that firms becamme likely to end a bank
relationship as the relationship matures. Firms terswitch from small banks to larger
banks, and maintain the longest relationships viibrway’'s two largest banks.
According to their results, firms terminate relasbips as they outgrow their banks.
(Ongena & Smith 2001.)

When Baltic States became part of the European rUoio May ' 2004, many

European companies turned their attention to the®e small countries. For European
companies, membership of Estonia, Latvia and Litlauaneant easier acquisitions, less
paperwork and risks in these countries (Vaalist®420Investments started flowing and
gave a start for a significant growth in all couggreconomies. On the other hand, EU
membership opened doors for domestic companiegporeand expand their business
to other EU countries. International banking haolwgr steadily already from the 1960s
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due to increasing capital flows, foreign direct @stments and international trade.
International banks have been active in transitonntries after significant market
liberalization of CEECs (Central and Eastern Euapp€ountries) in the beginning of
the 1990s. This was especially true for the Eurnopdaion candidate countries that
were subjected to deregulation and liberation dkierlast decade. The elimination of
entry barriers has lead to the situation where ndiEEC’s foreign banks control 60—
80 % of the banking market. (Uiboupin 2005:3)

As was already pointed out, changing a bank isrgetnore and more common and
therefore it is interesting to find out what thingske bank-client relationship stronger.
Business customers can be thought to be less ambiio their decisions than private
customers and it will be seen what kind of thinggkenthem loyal to their banks. The
market in the Baltic States was liberalized twoadkss ago and now it is possible to see
how actively companies are using the freedom dadcsielg the best possible bank for
them. Current financial turbulence and uncertaimigkes the situation in the Baltic
States even more interesting. The first Baltic bemfall was Parex, which was bought
by the state of Latvia. In that case, customergestasuddenly withdraw their assets
from the bank, which resulted in intervention o ttate of Latvia (Sahiluoma 2008).
Bank loyalty is a topic that requires bank managattention, since disloyal behavior
can lead to very serious consequences for banks.

1.2. The objectives and limitations of the study

This study will look into the business banking nmetsgkof the Baltic States. Bank loyalty
of small and medium size companies will be analyZestly, a theoretical model of
possible promoters of bank loyalty will be formdd. order to do that, loyalty and
especially business to business loyalty motivatage to be discussed. Then the so
formed model will be tested with a chosen targeugr As the interest of this research
is in the bank loyalty of Baltic business customens international point of view is
added in the model. This means that the modellwill suitable platform not only to
bank loyalty studies in the Baltic States, but afsother parts of the world. Empirical
part of the study can be described as preliminasgarch on bank loyalty motivators,
because its aim is to give indications about wheghinbe the most important loyalty
motivators of business customers. Empirical pa analyzes the current level of bank
loyalty and describes bank — client relationshipghe target group. In short, the main
objective of the study is tanalyze business customer’s bank loyalty
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This objective is approached by three sub objestivrst of them is the theoretical
objective of the thesis:

* Form a model of factors promoting business customst bank loyalty (from
an international perspective)

Empirical objectives of the study are to:

» Test the model empirically
* Analyze business customer’s bank loyalty and dest® bank relationships
in the Baltic States

When these objectives are met, the reader will fiatl what loyalty in business to
business banking is and how it can be developet Uihderstanding is essential in
order to be able to tackle the question of banlallyypromoters. After discussion of
bank loyalty, formation of the theoretical framewand bank loyalty model enable
reader to understand the multiple sources of bapéltly. As the study focuses on the
Baltic States, an international aspect is includedhe model. It considers national
differences and their possible effect to bank ltyyalesting of the theoretical model
will point out in detail which parts of their offieg generate loyalty among business
customers. Finally, this study will analyze thedkwaf bank loyalty among Baltic SMEs
and also describe the relationships they have thitr banks. This information reveals
what kind of commitment Baltic companies have tirtlhanks and how likely it is for
them to change bank at the moment.

The ideal target of the study would be the wholdti@aegion including all of its
companies. However, due to limited resources somgations had to be done. The
empirical study will concentrate on small- and nuedisize companies in Estonia and
Lithuania. Originally the research was meant toecaall three Baltic States including
Latvia, but the co-operating bank was not able tovide necessary data (contact
information) about Latvian companies. Thereforeyofistonia and Lithuania are
investigated in the empirical part of the study. rAentioned, the target group of this
study are companies with turnover between 0,5 millon Euros. This group was
selected because there are plenty of companidssoize in the Baltic States. Bigger
companies are relatively rare in the area, so e left out as their number would not
have been large enough to form a reliable samphall& companies on the other hand
do not require as many products and services frmin banks and they were left out as
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well. Selected group is thus large in number ang itsed to wide selection of bank
services and products. In this study, small- andiome size companies in Estonia and
Lithuania will be analyzed according to their naabty, industry and turnover. It will
be seen if there are differences in bank loyaltg bank loyalty motivators between
these groups.

Estonia and Lithuania are geographically the ogpasnds of the Baltic States and as
these two countries are included in the empiritadyg the national differences are most
likely to be seen. Chosen companies are situatexyat Estonia and Lithuania, there is

no regional focus within the countries. Howeverisitlikely that most companies are

located in the capital areas as they are the basicenters of these two countries.

The study has its focus in investigating the prarsbf bank loyalty. Factors that effect
to bank loyalty in a negative way are not the esseasf this study. It can be expected
that all investigated elements have at least sewva bf positive effect to bank loyalty,

but this study aims to point out which of them eff it the most. Size, industry and
location of the company are expected to have dnen€e to the variation of the results.

The question of bank loyalty has been studied ratioenprehensively among retail
customers. The Baltic States have also been a @opuwea of different types of
investigations and studies thanks to their boormeognomies of the recent decade.
However, there are only few studies about businestomers’ bank loyalty and none of
them were conducted in the Baltic States. Therefbi® study can be said to fill a
research gap while it is still possible to takepsapfrom similar studies that were done
in other parts of the world.

1.3. Literature review

The topic of the study, bank loyalty, leads to savareas of literature. Some of the
keywords used in the theory gathering process wmaek loyalty, relationship
management, bank service quality, loyalty motivatand relationship quality.
Literature was gathered from the library of the \émsity of Vaasa as well as several
electronic databases such as EBSCO and Emerald.

First of all the profitability of loyal customers brought up by Reichheld & Sasser
(1990). Loyalty is described by Oliver (1999); Haomd, East & Ehrenberg (1996) and
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McMillan, Costley & Akoorie (2007). Zineldin’s (199 bank — client life cycle model
is presented in this context as well.

Then, previous studies related to the topic of tegearch by Zineldin (1995); Nielsen,
Terry and Trayler (1998); Ndubisi (2007); Velouts@askou S. and Daskou A. (2004);
Lam & Burton (2006) and Reichheld and Sasser (199®) discussed in order to
understand what areas need to be discussed isttiaig.

Service marketing and service quality is defined3sginroos (1981, 1991 & 2007) and
Palmer (1994). After this, the unique aspectsafking as a service are presented by
Zineldin (1992). Relationship marketing is firs¢fithed by Gummesson (2002) and
then tools for analyzing relationship types andliuare presented by Peltoniemi
(2004) and Ennew and Binks (1996). Again, the umideatures of bank — client
relationships compared to other businesses argbtroy by Zineldin (1995).

As the study will cover three different nationsjstclear that some attention must be
given also to the national differences between ritafd_atvia and Lithuania. The most
important macroeconomic factors that could affechéeds of bank — client interaction
are collected from yearly report of Internationabmétary Fund. The market situation
within the Baltic States is presented with the hadlpational bank associations’ reports.
National cultures and their affect to corporateisien making on the other hand is
evaluated with the help of the Hofstede’s (1991fjomal culture dimensions model,
which is widely used method in analysis of cultaregffect on behavior and
expectations.

1.4. The structure of the study

The first chapter introduced the topic and the bemknd of the study. It presents
briefly the problematisation of this study to theader. Also in this chapter, the
objectives and limitations of the study were préseénin the latter part of the chapter
there is a literature review and a descriptiorhefgtructure of the study.

The second chapter is about loyalty in busineskibgnin general. First, small and
medium size enterprises and their banking needgrasented to the reader. Then the
idea of loyalty in business relationship is presdnfThrough some results of previous
studies, nature of bank loyalty and factors thatnmmte loyalty are discussed. This
chapter is used to build a base for the theorefiiaatework of this study.
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In the following chapter three, theoretical framekvof the study is further developed.
Service marketing and service marketing quality deéned in a general level. Then,
the uniqueness of banking is discussed in reldatmervice marketing models. Chapter
also defines relationship marketing and presentgswa analyze different types of
relationships.

Chapter four aims to point out possible differendedween Estonia, Latvia and
Lithuania in cultural and economic context. Markéuation of the Baltic banks and
recent events in the banking sector are briefl\sgmeed to the reader. Eventually the
framework of the study is presented in the fifthagter along with the chosen
methodology for the empirical part.

Chapter six concentrates on the empirical resdlthe study. Finally in the chapter
seven, the conclusion and suggestions for furgarch are made.
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2. LOYALTY IN BUSINESS BANKING

In this chapter, benefits of loyalty are explairmad the term itself is defined more
specifically in the context of business to businedationships. Next, SME banking is
briefly described to the reader. After that, rel@viactors related to bank loyalty are
drawn together from previous studies. Studies oklselection criteria, retail banking
loyalty and business banking loyalty are usedrid but what elements of bank offering
are evaluated by clients. Finally, a recap of thmelihgs from previous studies is
presented in a form of a table.

2.1. Advantages of having loyal customers

In a highly competed business like banking, itespwvimportant to be able to build long
lasting relationships with customers. The cost afuatomer acquisition is generally
greater than the cost of customer retention. Thydi@s especially in the service sector.
As the lengths of customer relationships grow, @@sdhe profit of the service provider.
According to the experience of Reichheld and Sassestomers become more
profitable over time as described in Figure 1. ¢Rbeld & Sasser 1990.)

Their claim is based on the relatively high costofjuiring a new customer versus the
profits of a long lasting loyal customer. For eaehw customer it is possible to calculate
a share of advertising and promotion costs whishltg in a negative profit. In the first
year, the customer is usually using the servicelyand is providing the company with
basic profit. If the customer keeps using the serm following years, the economics
improve significantly. As the customer becomes atmmed to using the service and is
satisfied with it, he uses it more and balancesvgio the following year profits grow
because of reduced operating costs and better kdgel of customers needs.
(Reichheld & Sasser 1990: 106-108.)

Profits rise also because of the free advertisimg Ibong term customers provide.
Finally, as the relationship grows stronger, thastamer may want to stay with a

familiar service provider even though the pricee aheaper elsewhere. The same
pattern was found in a study of Reichheld and Sassé¢heir studies of over 100

companies analyzed in 24 industries. (Reichhelda&s8r 1990: 106-108.)
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B Profit from price
premium

O Profit from referrals

E) O Profit from reduced
o operating costs
>
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\-J 1 2 3 4 5 6 7 @ Base profit

Figure 1. Why customers are more profitable over time. (Regtd & Sasser 1990:
108.)

Customer defections have a surprisingly strong shpaectly to the bottom line of a
company. According to the studies of Reichheld Sadser (1990: 110) 5% reduction
of defections can result in profit boosts betweé&®2and 85% depending on the
industry. These figures sound rather drastic amdescriticism can be set upon them.
Nevertheless, it is clear that cutting down the hamof lost customers contributes
positively to the profit of a company.

Furthermore, according to a research about smalhbsses and their banks in UK by
Ennew and Binks (1996), customer retention is seeneasingly important in all
businesses, but particularly in services such askibg in which the building and
maintenance of a long term customer relationshiseéen as central to improved
business performance. (Ennew & Binks 1996: 228)

2.2. Small business banking

Like in any other industry, banks have found itfust target their services to different
customer groups. Smaller firms need totally diffieiend of services compared to large
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multinationals. Companies are most often classifiedording to their size. Turnover
and number of employees in the company give andsgion about the size of the
business. The European Union recommends the aetadiih in Table 1 for small and
medium size enterprises (SME's) and large companies

Table 1. The EU's recommendation for classification of camips. (Europa —
Activities of the European Union)

Group Turnover Employees
Micro <2mé¢€ <10
Small 2-10m¢€ <50

Medium 10-50m § <250
Large >50m € > 250

Banks tend to use turnover as the main mean ofjearation of clients. However, as

small firms are much more common than larger opasks have lowered their turnover
requirements. In a survey of 113 European banksd found that banks use roughly
following classification for SME's (Table 2). Snet of all companies form the largest
customer group with 80 % share of all SME compar{esIE Banking in Europe 2008:

8-9)

Table 2. European banks' classification within SMEstma / Finalta SME banking in
Europe 2008: 8.)

Share of all
Group Turnover SME's
Micro <0,5m¢€ 80%
Small 05-25m#€ 15%
Medium 25-15m¢€ 5%

From the above table it can be seen that even thmatyvidual firms might be small in
terms of turnover, together they form vast majoofyall corporate customers. For
example in UK, micro and small enterprises (EU sifasation) form 99,6% of all
enterprises. At the same time they contribute 42@%all turnover. In a larger
perspective, the annual global revenue of smalinless banking products is estimated
to be around 400 billion euros. This is approxiryates% of total global banking
revenues and was expected to grow at around 10%ygqmar from 2006 to 2009.
However, this is not the whole story. Small businbanking faces tough competition
from retail banking sector. Owners of small bussessdo their best in avoiding fees
demanded by small business banks by using persoedit cards, accounts and even
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loans rather than ones offered for corporate custenThis means that large share of
small business revenues are hidden in the retaikibg sector. With this in
consideration, the total global revenue of smaflibeiss banking products can be up to
635 billion euros per year. Opportunity of gainitg@% higher profits are the reason
why banks are nowadays extremely interested inaflecc cross-selling. This simply
means that banks want to offer their business met® also retail banking services.
However, many small business owners do not wamitotheir personal wealth with
their business related banking. Reasons vary frsk decentralization to doubts of
personal bankers' skills. (Wyman 2006: 6, Roccankner, Vagunucci, Dayal, & Berz
2007: 2)

Small businesses form an extremely heterogeneogsnesd. Micro enterprises
comprise mostly of small retailers or agricultur@mpanies where financial
requirements are mostly transactional. For manykddhe focus of micro enterprises
strategy is automation and reducing the cost tees&trategy with small companies is
often to increase customer satisfaction and theesbé wallet. Most banks have
appointed Relationship Managers for these comparisdium enterprises have
normally access to a range of specialist advisorb taey form the most profitable
group of SME's. (Efma / Finalta 2008: 9)

In this study, the focus will be in the small anddium size enterprises (classification
presented in Table 2) as these sub segments aeeneky common in the Baltic States.
90-95% of all Baltic companies have a turnover lgemn 2 million euros. (Efma /
Finalta: 2008) The idea is to compare bank loyaftgmall and larger SME's against
each other. Additional to the comparison accordinthe turnover groups, there will be
also comparisons between different industries andtions.

2.2.1. Business bank products and services

In order to analyze the reasons for bank loyalthe bas to be familiar also with the
products and services that banks offer to theipa@te customers. After all, they are
the most essential part of the bank’s offeringthis context, it is enough to get an idea
of the types of products business customers neeal fineir banks. These products can
be divided to main categories of payments, banlkcatdposits, financing, and trade
finance solutions. (Nordea, Hansabank)
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Payments include domestic transactions, but alssdio transactions to EU- and non-
EU countries. These payments can be done onliheténnet bank or by using direct
debiting. Banks’ speed, reliability and price ofidering payments are evaluated by its
clients. Bankcards include a variety of differegbd and credit cards suitable for
employees of the company. The terms of paymenahiéty and flexibility of the cards
are the main factors that clients are interested in

Deposits consist of different kind of accounts Burplus funds of the company.
Overnight deposits offer interest for the amourat ties in the company’s account at
the end of the business day. Accrued interestitsgrathe account on the next business
day. Term deposit accounts are used to deposiecfgpamount for a specific period
for a fixed interest rate. These deposits are afifurisk free, but other types of
accounts can also utilize positive developmenthaifres prices to offer higher interest
rates. Naturally, the interest rates and the sgcaofideposits are important for the client
in this case. Also the selection, terms and tydedeposit products has to match the
clients’ needs.

Financing products vary from investment loans foildings and equipments, different
types of leasing contracts to overdraft loans. Aardraft is a continuous loan for the
moments when the balance of the company’s accsaumbmentarily below zero. With
an overdraft loan, the company can still operatenfthe account against an interest it
pays for the used overdraft sum. Clients evaluaeiriterest rates, terms of repayment
and flexibility of the loans.

Trade finance solutions are services used espgamihternational trade. For example

letter of credit is used in a situation where thigdy wants to be sure that his money is
not sent to the seller before the terms of theeldedf credit are met. Another trade

finance product is bank guarantee. It is used tericasks of trade activities. In bank

guarantee, the bank agrees to settle the credé@oesvables if the debtor company itself
fails to meet its obligations.

2.3. Loyalty in business relationships

As was pointed out by Reichheld and Sasser (19#0)ng loyal customers results in
positive effect in profits of a company. Even thbube practical benefits of loyalty are
well observed, there seems to be shortage of w&dbéshed definition for the actual
term. In particular, the concept of loyalty in ness to business context has not been
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clearly defined even though there are numerous whgefining and measuring loyalty
in consumer market context. (Caceres & Paparoida003: 836)

Oliver (1999: 34) defines loyalty as follows:

“a deeply held commitment to rebuy or repatronizpreferred product or service
consistently in the future, thereby causing repetisame-brand or same brand-set
purchasing, despite situational influences and ratirky efforts having the potential to
cause switching behavidr

This definition includes two aspects of brand ltyabehavioral aspect and attitudinal

aspect. Behavioral loyalty refers to repeating pases of a brand while attitudinal

loyalty refers to loyalty caused by some distinetialue associated with the brand. The
attitude behind the purchase is important becatsdrives behavior. (Caceres &

Paparoidamis 2007: 838-839)

This division has been used in business to busiseglies, but Zainuddin, Russell-
Bennett and Hartel (2007) claim, that it is necessa divide attitudinal aspect in two
component parts; cognitive and emotional loyaltyisTenables more detailed approach
to analyzing and maintaining existing levels ofratdoyalty. These parts are described
by Hammond, East & Ehrenberg (1996). “Emotionablbyis the affective commitment
to a brand consisting of positive feelings aboudl attachment to purchasing a brand
on the next purchase occasidognitive loyaltyis the psychological preference for a
brand consisting of positive beliefs and thoughisw purchasing a brand on the next
purchasing occasionBehavioral loyaltyis the consumer’s tendency to repurchase a
brand revealed through behavior which can be mesg@and which impacts directly on
brand sales.

These definitions alone do not catch the idea blagklty, which is formed in a
different way than in consumer goods.

2.4. Business to business loyalty

McMillan, Costley and Akoorie (2007) have taken laser look at the business to
business loyalty through a survey of 350 B2B relathips in the financial service
industry in New Zealand. They discovered three phtan the development of loyal
business relationships (Figure 2). According tartheodel, the first step towards B2B
loyalty is satisfaction. However it is importantriotice, that satisfaction itself does not



21

create loyalty. Researchers point out that oveldeusy customer satisfaction level
beyond industry standards might not result in miongal customers. This view is
supported by Bennett and Rundle-Thiele (2004), wstabe that while satisfaction can
anticipate loyalty, it does not precisely predictActual loyalty starts to develop when
the companies start to have stronger sense of Ghaeies that hold relationship
together.

First Stage

Second Stage Third Stage

Pre Conditions

Satisfaction
Shared values

Synthetic Loyalty

Break inertia
Increase product an

.

True Loyalty

Deepen the level of
trust

service usage Blur boundaries

Figure 2. Stages of business to business loyalty. (McMidaal. 2007: 68)

The next stage in the model of McMillan et al. (2088) is synthetic loyalty. It means
loyal behavior without a loyal attitude. In pra€tithis means concentrating on getting
more business from the customer, rather than angirjo generate a long — term
relationship. Means of achieving more businessf@rexample volume discounts and
access to more tailored products and services.der @0 move to the final stage of true
loyalty, one more aspect is needed in the relatipns trust. It can be achieved through
development of interpersonal relationships in daaents and successful achievements
during the relationship. The ultimate goal in BaBdlty is to blur the boundaries of
two companies in such a way, that they become arabje.

However, as McMillan et al. (2007) and Zineldin 959 suggest, not all business
customers aim for a loyal and stable relations8ipme companies prefer to have their
independence and shop constantly for the best. &ffégh them, every transaction might
be the last one. McMillan et al. (2007: 68) forntbrke groups of customers according
to their will to be loyal: Independence seekersw&e seekers and Relationship
seekers. The already mentioned type of custometldMoe an Independence seeker.
Reward seekers on the other hand are a good et for synthetic loyalty. They are
not actively seeking for a stable long — term retathip, but they are willing to move
more of they business to one location if the teamsattractive enough. Last group of
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Relationship seekers is the main target for triyalty. They believe in the advantages
that can be gained through long — term relatiorsshyost often, they are already in a
stable relationship with some party, but they carupsed to change their partner if the
current one can not meet their expectations.

The most significant finding in this model is thegthavior leads to loyalty and not vice
versa. In other words, company should first trynirease the amount of business it has
with customers. Doing so, it is possible to makenthalso loyal. (McMillan et al. 2007:
68)

Caceres and Paparoidamis (2007) explain how setimfia trust and loyalty are
connected in business to business context. Theguobed a questionnaire study where
they studied 234 advertising agencies’ clients.p@edents answered questions about
relationship satisfaction, service delivery, trwstid loyalty. Based on the results,
Caceres and Paparoidamis found statistically smigsal chain from perceived service
quality to committed and satisfied relationship ethwill lead to trust and finally to
loyalty. This result thus suggests that servicdityjuand relationship management may
have a lot to do with the level of trust, satisi@ctand loyalty between in a business to
business relationship. (Caceres & Paparoidamis:2Z8B4-857)

2.4.1. Satisfaction and trust as prerequisitesyHlty

Since satisfaction and trust seem to be essemtidbriming a loyal relationship in
business to business context, a closer look alé¢finitions of the terms is taken.

Customer satisfaction is defined by Oliver (199748
“The consumer’s judgment that a product or serveaduire, or the product or service
itself provided a pleasurable level of consumptiglated fulfillment”.

This definition is very general, but it leaves spdor using it in many businesses.
Satisfaction is generally viewed as a broader qunttean mere evaluation of service
quality. However, service quality among other tising a component of customer
satisfaction. Satisfaction and measurement of owstosatisfaction level has been
recently very popular area of research among fiaérservice providers who offer
virtually similar products to their customers ain tlevel of satisfaction is a way to
stand out from the competitors. (Pont & McQuillkZ005: 347-348)
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Trust between two business parties can be dividexlculus based trust and relational
trust. Calculus based trust is based on rationailceh In other words, trust is generated
because the trustor perceives that the trusteedsat® something that is beneficial. It is
in trustee’s interest to co-operate in order toiea rewards or avoid sanctions.
Calculus based trust can be provided also by gepdtation or by certificates and
quality diplomas. Relational trust arises from abdbonds built during repeated
interactions between the parties. Reliability amghehdability in previous interactions
raise the expectations about the trustee’s intestiwhich in turn raise the level of
relational trust. (Rousseau, Sitkin, Burt & Camer@98: 399)

Sources of satisfaction and trust depend on the ¢fousiness one is looking at. Later
on in this study, chapter three will focus on tlmirses of satisfaction and trust in
business banking.

2.4.2. Bank — client relationship life cycle model

McMillan et al. (2007) pointed out that loyalty & result of increasing amount of
interaction and business between the two partiggeldin’s (1993) life cycle model

supports that thought but also points out the pdigiof losing the customer if the

customer is not satisfied and happy with serviakratationship quality.

Zineldin’s (1993) model (Figure 3.) describes tlie tycle and stages of a forming
bank - client relationship. His idea is supportgdNicDonald, Rogers & Woodburn

(2006). They have also divided customer relatigmshin stages according to their
maturity. Zineldin separates early stage, developirstage, long-term stage and final
stage from each other. During each stage, theee deance of losing the corporate
customer for various reasons. Zineldin does natnckhat the four stages of the life
cycle will always happen. He notes that even thaihgise stages are clearly identified,
relationships may fail to move on to next staggsedding on the actions of the two
parties.

During the early stage both parties get to knovwhembher and are uncertain about what
they hope to gain from the relationship. Marketoigectives of the bank are to create
interest in the bank and its product, identify &rgorporate clients and their behavior,
understand the customers’ needs and to what etkiese needs are currently met and to
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emphasize the features of the bank’s productsareatimost appealing. At this point,

parties are unaware of each other’s ability toilfufromises and requirements. The
bank has to make an offering and if the corporatdsfthat the bank could satisfy the
needs, uncertainty is reduced. This means entaring the next stage. If partners do
not understand each other’s needs or fail to devatoappropriate offer, the next stage
will not occur. Instead, corporate customer wilinttoue to seek another partner.
(Zineldin 1993: 18.)

In the development stage, the potential corporastomer and the bank have agreed on
service solution. Parties have acquired some krayeleof each other's norms and
values. Marketing objectives of the bank are tovowe the customer that his
requirements will be fulfilled with the services offer, identify future customer needs
and identify the level of satisfaction currentlytaibed by the customer. In this stage,
need for adaptations to the offering are apparentder to meet the needs and wants of
the parties. If the outcome of the adaptation gatige, the next stage will not occur. If
the outcome is positive, the probability of custormaationship continuity increases.
This takes patrties to the third stage. (Zineldig3:9.8.)

If the corporate customer decides that the offeisngood enough to satisfy its needs, it
decides to concentrate most of its future trangastiwith the bank. The customer
relationship becomes a long-term client relatiopshiow the bank can offer additional
services, build and maintain the relationship. s tstage, maintaining service quality
and performance are the most important marketisistarhe degree of client loyalty is
getting higher and enduring customer relationshputd be achieved. (Zineldin
1993:19)

If the parties are able to move to the next stdge partnership relationship is formed.
During the process, the client is sure about the’saability to take care of its current

and future problems and provide a high quality iservpackage. For the bank,

supporting services helps to differentiate itsalbni competitors. At this stage

institutional relationship includes interdependengersonal relationships and service
packages. If clients feel they are receiving vahey are willing to pay premium price

for the offering that should be hard to imitate tympetitors due to adaptations.
(Zineldin 1993: 19.)
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Figure 3. Bank — client life cycle. (Zineldin 1993:19)

According to Zineldin, bankers should understaredgiocess of each stage of the cycle.
It is not enough to introduce the customer to bamtoducts and services. The client
must be shown that the service provides real valh&h outclasses alternatives offered
by competitors. It is important to note that théueaplaced in relationship may wear off

over time. Therefore, banks should constantly eranits relationships with each client

at every stage of the life cycle. (Zineldin 1998:)1

In the context of this study, the life cycle modelused to evaluate the Baltic bank -
company relationships’ stage of maturity.

2.5. Bank selection and loyalty studies

Bank loyalty has been studied rather comprehensiaeiong retail customers (eg.
Veloutsou, Daskou & Daskou 2004 and Ndubisi 200d},not as much in the context
of business customers. Perhaps this is due toothglexity of decision-making process
of organizational buyers. Studies have been dooatdiusiness customers’ needs (e.g.
Zineldin 1995; Nielsen, Terry & Trayler 1998) anelationship between customer
participation and retention (Ennew & Binks, 1999bwever, there are only few studies
investigating the drivers of business banking lgydlLam & Burton, 2006; SME
Business Owners Survey 2008). Since pure loyaligies in business to business
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banking are few and far between, bank selectiodiesuare used here together with
retail customer bank loyalty studies to broaden vtiewv of relevant issues to be

considered. Bank selection and loyalty studies Haeen done all over the world, but
not in Baltic countries. Because there are no Istiadies on the subject, it is mandatory
to include studies from different geographical ar@a to this overview of previous

studies.

2.5.1. Bank selection criteria and client satistactevel

In the already mentioned study of Zineldin (19%®5me 300 Swedish companies were
sent a survey, which aimed at generating a comps&e view of the nature of bank-
corporate client relationships. 179 responses weteived from small, medium and
large firms. Companies were classified accordintheonumber of employees (small <
49, medium 50-500, large > 500). Most of the ansvearme from small and medium
size firms. It turned out that in Sweden, most $raatl medium size companies (80%
and 70% respectively) have one main bank, wher@@%olof large companies operate
with number of different banks. Stability of thenkarelationship was favored among
small and medium size companies, while large comgaorefer flexibility of multiple
bank relationships. Conclusion, based on theseinfysd was that company size
determines the will to have one or many bankingti@hships. (Zineldin 1995: 34-35.)

It was also evident that most large companies haweer and control over their
business with banks. Contrary to that, 44% of sroathpanies feel that they do not
have any negotiation power over their banks. 60¥h@dium size companies have been
able to form mutual interdependent relationshipkisTreflects to the results of
satisfaction level of companies to their banks. dvitgy of small companies, 55%, and
25% of medium size companies were unsatisfied, Usschankers do not pay enough
attention to their arguments about their businesskdarge companies were satisfied
with their banks. (Zineldin 1995: 35-36.)

Zineldin (1995) also found out which banking seevicharacteristics are most
important, when choosing the primary bank. Theofwihg criteria were selected as
“very important” (out of three choices - not impant, important or very important) by
managers of the companies: high trust (81%), pcam@petitive loans (66%), high
ability of adaptations (43%), close contacts witdnlkb manager (42%), fast speed in
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processing transactions (36%), advice and additisexvices (28%) and close contact
with other staff (23%). (Zineldin 1995: 38-39.)

Nielsen et al. (1998) conducted an study aboutAilrralian corporate customers and
their banks. They sent a survey for 2500 small,iomecnd large firms to inquire which
three out of 15 given factors, were the most imgurivhen choosing the primary bank
for the company. Addition to that, they also sehé tsame questionnaire to 25
Australian bank CEQO’s. The CEO’s were asked to itiinke most important factors in
main bank selection of small, medium and large @@ie clients according to their own
view. Total of 1249 responses were received fromfttms and 13 from the banks.
From the firms’ standpoint, the four most importéaattors in the main bank selection
were the ability to provide long-term business tiefeship, competitive charges for
products and services, efficiency in day-to-day rapens and the willing to
accommodate the firm’s credit needs. When theseltsesvere compared to CEO’s
views it turned out that firms and banks have d#fees in their views. Banks
overestimated the importance of competitive prigegsonal relationships and service
delivery. On the other hand they clearly underestad factors like long-term
relationship, efficiency of operations, accommoatatof credit needs, knowledge of
business and convenient location. (Nielsen et®#81253-257)

A study of Madill, Feeney, Riding & Haines Jr. (2)0dentified key reasons for SME

satisfaction related to their bank relationshipse Tresearch used data from 3190
interviews of Canadian SME's. Contribution of thesearch was to point out that
satisfaction of SME customer is dependent on thg ek manages the relationship.
For example change of relationship manager doesnec¢ssarily lower the level of

satisfaction if the matter is handled correctlythg bank. The study identified three
factors affecting SME satisfaction — satisfactioithvaccount manager management of
the relationship, satisfaction with branch staffnagement of the relationship and
satisfaction with banks policies and proceduresadiiet al. 2002)

2.5.2. Bank loyalty studies

A study of 220 retail customers in Malaysia by Nduk2007) investigated the impact
of relationship marketing to customer loyalty. lis Istudy, all four variables derived
from earlier studies and relevant literature, weositively affecting bank loyalty. He

thus claims that customer loyalty can be createidfarced and retained by marketing
plans aiming to build trust, commitment to mainthigh service ethic, communicating
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with customer in timely and proactive fashion anandiing conflicts efficiently.
(Ndubisi 2007: 98-106)

Study about Greek retail bank customers discudseditivers of bank loyalty within
that segment. Veloutsou et al. (2004) state thstiocuer satisfaction, perceived service
quality and brand image are likely to influence ttevelopment of a loyal customer
base. Their study tested these hypotheses andathexere positively correlating with
bank loyalty. (Veloutsou et al. 2004: 113-120)

There are only few studies investigating the devef business customer’s banking
loyalty. One of them is a study about SME bankiagalty in Hong Kong (Lam &
Burton: 2006), which was a preliminary study and hiaveakness in small number of
interviews. In that study, using more than one béisklit banking” behavior) was
common. In the sample of 32 interviewed compar®3sused more than one bank.
Thus, disloyalty was a norm among that group ottamers. The usage of different
banks was argued by special skills of banks. Oné& b@ght have excellent connections
to an important market area, while the other mighite superior service speed or better
e-banking system. Other reasons for having multipdek relationships were the
unwillingness to “put all the eggs to the same b#s&nd increased bargaining power.
Even though split banking was common, most inteves companies had a “main
bank” where they obtained credit and deposit mdsheir cash or had the longest
business banking relationship. The key reasonschwosing the main bank were
(besides length of the relationship) banks abtlityaccommodate credit needs and the
efficiency or reliability of service. Half of theagticipants said that bank’s ability to
accommodate specific customer needs is particularportant in the selection. Only
six participants named pricing policy as the maiteda for choosing the main bank.
(Lam & Burton 2006: 41-44.)

According to the results of this study, bank-swiighbehavior was common among the
interviewees. The key causes of switching behawiere a perceived service delivery
failure or an inadequate relationship managemeagt édter a change of a relationship
manager). When asked about the future buying behal/r out of 32 interviewees said
that they would increase the extent of usage oir thin bank’s services due to

satisfaction and/or length of the relationship. ldger, nearly half of are not planning
to do so because of perceived risk of relying esiteaty on one bank and secondly, due
to anticipated lack of growth. Based on the stulbgnks should pay attention to
relationship management in maintaining SME custemBuilding long term partner-
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like relationships increase loyalty. The other asplat requires attention is perceived
service quality, particularly efficient credit amdmittance (money transfer) services.
(Lam & Burton 2006: 44-48.)

A survey for 500 French business owners inquiregr ttendency to leave a business
bank and the main criteria for decision making rdopy the choice of the principal

business bank. These companies were from all ova@ncé and their turnover was
between 1 and 100 million €. SME owners in Fraseem rather loyal as 69% have
never left their business bank. Nevertheless, 5dith that they are willing to consider

alternative business banks. Those who had chanigeid business banks named
degrading quality of service (60%), exclusive pradoffers elsewhere (39%), bad
advice (37%) and high fees (27%) as main reasanthéchange. 26% of respondents
said that they use one bank only. The most comntaat®n was having two banks

(47%). (Efma / Finalta 2008: 10)

In the same survey, the criteria for the selectibmain business bank were following:
33% mentioned that they still use specific bankaloise it was the “take off bank” of the
company (the bank that the company chose wheariest its business). Second most
common reason with 21% was the bank's support gluttie hard times. Branch
proximity (12%), products (10%), advisory skill€4p and owner’s personal bank (5%)
were also mentioned. Surprisingly, low fees were thason only for 3% of the
respondents. Conclusion would be that loyalty i;e over a long period of time.
SME's are loyal to the bank that has been durablyheir side especially in the hard
times. (Efma / Finalta 2008: 13)

Already mentioned studies on the subject are alssdwuas a guide in forming the
empirical part of the study. By using question typkat have worked well in earlier
studies, it is possible to avoid some of the pnolsi@ne would otherwise face. Nielsen
et al. (1998) and Zineldin’s (1995) studies wil bsed in generating a set of questions
about the nature of relationship between client @sdank, importance of specific
products and services and finally, about satigfackevel. The study of Lam & Burton
(2006) and survey results of Exton Consulting (9008 be used in forming a set of
questions about the factors that promote loyaltyards a specific bank. Two retall
banking (private customer) studies by Velautsowle2004) and Ndubisi (2007) were
added because there are simply not enough prestodges about business customers’
bank loyalty.
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2.6. Summary

McMillan et al. (2007) suggest that satisfactionl émust precede loyalty. Satisfaction is
the first step, increased use of products and aes\is the second. Finally, real loyalty
can be achieved through deep feeling of trust batweo parties. According to them,
satisfaction and trust can eventually lead to ligyahd therefore business banks should
be aiming for these things. Previous studies ptegehere (Table 3.) will help in
forming the first outline for the theoretical frameark of this study. From these results,
it is possible to identify two main reasons for baelection and loyalty; relationship
management and service quality. Satisfaction anst thave also come up in several
bank selection studies as well as in general bssirie business loyalty literature
(McMillan et al. 2007). Therefore they will be incled in this study of bank loyalty.

Table 3. Summary of loyalty driver and bank selection cratestudies.

Feasons to loyalty

Feasons to disl oyalty

Bank selection criteria

Fetail banling 1ovyalty

Hong Bong(Lam & Burton 2006)

Fratice (Efma f Finalta 2008)

Long relatiotati
Fulfilled creditneeds
Service quaity
Satisfaction

Take off bank

Banks support during hard times
Branch proximity

Procucts

& dvizory skills

Ohorniers pet sotial hark

Hervice falure
Inadecaate relati onship matagement

Bad serace gquality
Better offers elsewhere

Bad adwice

HighFees
Sweden (Zineldin 1995 Australia (Mielsen et al 1998)
High trust Long term businessrelationship

Price competitive loans

High ability to adaptations

Cloge contact wiht bank manager
Speed of service

Quality of advices and services
Cloge contact with other staff

Competitive fees
Efficiency
Willingness to fulfill credit needs

Greece (Veloutsou et al 2004 Dlalaysia (M dubis 2007

Perceived service quality Trust

Image Commitment

Satisfaction C otrmand ¢ ati on
Conflict handling

Based on this chapter, following areas of theomdni® be discussed in order to tackle
the topic of bank loyalty: According to Caceres &aparoidamis (2007); Veloutsou et.
al. (2004) and Lam and Burton (20G&rvice qualityof a bank seems to play a major in
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a loyal business to business relationship. Semyicdity is also critical element when a
company evaluates its bank (Zineldin 1995). Theeefbis necessary to find out what
service marketing and service qualégtually are. After definition of service quality,
tools for measuring it have to be fouriRklationship managemeist another important
issue that has proofed to be vital ingredient loyal business to business relationship
(Caceres & Paparoidamis 2007; Lam & Burton 2006n&f/ Finalta 2008). Good
relationship management was an important factobank selection criteria studies
(Zineldin 1995, Nielsen et al. 1998).

Also Madill et al. (2002) suggest that satisfactisnachieved through appropriate
relationship management. Therefore a deeper vigw riglationship managemerns
needed in order to understand what it consist§&oig througtrelationship typesand
relationship qualityis essential in understanding the complete rolereddtionship
marketing in promotion of loyalty. Also, as thisidy concerns three different nations,
the significance ohational difference$as to be analyzed.



32

3. BANK LOYALTY DRIVERS

In chapter 2, satisfaction, trust, service quahtyd relationship management were
proven to have major roles as bank loyalty drivérsrd chapter will take a closer look
at the broad concepts of service and relationshapketing. In the first half of this
chapter, service marketing is first defined in gah&evel. Next, the unique features of
banking as a service are pointed out. Then, seiedity and ways to analyze it are
presented. Second half is devoted for bank — cliefdtionship. First, relationship
marketing is defined and its purpose and meaningusiness context is explained.
Then, a way to identify different relationship tgpis presented along with discussion
about relationship quality in bank — client relasaips.

3.1. Service marketing

Service marketer faces problems that are not tfeera marketer of physical goods.
Buyers have hard time evaluating a service becatigs intangibility. They can not
hold it in their hands or posses something concadieut the service they are
purchasing. Still, buyers want to grab somethirggual in order to evaluate the service.
Many times they end up evaluating image or reputatf the company - something
else than the service idea itself. Therefore serpioviders have to take in to account
such issues. (Grénroos 1981: 45-46)

Services have proven to be difficult term to ddseriln 1990 edition of Service
Marketing and Management Gronroos listed four nenaracteristics of a service as
follows:

- Services are more or lesgangible

- Services are activities series of activitiesather than things.

- Services are at least to some exfoduced and consumed simultaneously

- The customeparticipates in the production proceasleast to some extent.

In his 2007 edition Grénroos removed intangibildgcause he thinks that physical
goods are not always tangible either in the mirfdsustomers. Therefore intangibility
characteristic does not distinguish services franpscal goods as clearly as is usually
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stated in the literature. However, he admits tleavises are characterized by varying
degrees of intangibility. (Grénroos 1990:29, 20@7)5

Palmer (1994:3-6) defines “pure” services with hedhe same characteristics that
separate services from goods. He says that intéihgils an essential part of a pure
service. It can not be assessed by using any giftiisical senses. Another feature of a
service is that they are generally sold first, theroduced and consumed
simultaneously. Consumer is thus involved in thecpss of production. Goods tend to
be standardized, but as services are produced @mlmed simultaneously, there is
more room for variability and human factor. This @ccur especially in services where
personnel are involved in providing services on-tmene bases. Services differ from
goods also in that they can not be stored. Perilgiyadipplies to service providers like
airlines, who can not store their empty capacitamfaircraft for future customers once
the plain has left. Palmer’s last definition foservice is the inability to own a service.
Once a service is performed, no ownership is tearedi from the seller to the buyer.
The buyer merely gets the right to a service.3

3.1.1. Banking — a unique service sector

Zineldin (1992:6) stresses that banking sectoredsffrom other service industries for
following ways. Firstly, a banker is a fiduciaryishnventory belongs to his depositors.
It is the depositors’ money and they have a rightvithdraw it at any time. Secondly,
banks are licensed by law to serve as repositafiestizens’ funds and to use these
funds for constructive purposes. Thirdly, bankesxpected to minimize the risk before
maximizing the return. Since bankers are merchaindebt, bank market planning must
take in to account that the purchase of debt miustys be made in response to the
expressed need of the customer. They may not sfalgemploy a marketing strategy
that attempts to create a market for debt wheredoes not legitimately exist. Finally,
banks must stand ready to serve their marketsdrtibees as well as good. Loans must
be made with low or high interest rates. Foreigmdér must be financed and interest
must be paid to depositors. In short, wheels of mence must be kept turning. An
industrial marketing executive can cut his lossas take a product off the market if it
is unprofitable. Bankers cannot decide to stop @toog deposits or lending money to
individuals or firms. Thus, bankers must changer thearketing strategy continually
under all business conditions. Because of this,eldin claims that common
characteristics of services cannot be adaptedrtkitg services.
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Intangibility of a service is true when talking aibotraditional services such as
travelling, there is nothing material to show farBut for example a bank loan to its
corporate client is very tangible. The money or ¢hedit card is a physical object. In
traditional services, human component is preserthénproduction of a service. This
results in a high degree of variability in the aute of the service. In a bank —
corporate client relationship there is no needeiensive contact with many different
members of the bank staff. Corporate customergyeaimdividualized service from the
bank manager or from a well trained banker with muhthey have dealt before. This
leads to the fact that bank services are ofterdstaived and less variable. Bank - client
relationship can be highly adapted and includarigslof trust, confidence and personal
friendship. As traditional services are producedhatsame time they are consumed, a
banking service like a loan is produced first (d@fmos’ or shareholders’ money), then
sold, and finally consumed. The loan can be congumenediately or it can be stored
and consumed later. Traditional services havede feaks in demand and times when
their capacity is not fully used, which makes segsi perishable. If services are not
consumed when they are offered they are wasteanking, demand peaks can occur
at any time of the day at any time of the year. Bethpeaks are not dependent on any
period, rather they depend on the level of intemasé, financial position of the
companies and the state of their industries. (8in€l992:13-15.)

3.1.2. Service quality

Service quality is whatever the customers say, gl the quality of particular product
or service is whatever the customer thinks abauDéspite the interest in service
quality research, the term itself remains hardetfing in many service contexts (Dagger
& Sweeney 2002). Quality is often seen in too narszope, especially in technology
oriented companies. In reality, customers oftercgige quality as a much broader
concept, and other aspects than technical detailsdominate the quality experience.
In a firm, quality must be defined in the same wagtomers do, otherwise wrong
actions may be taken and money and time may bdypogested.

According to Grénroos (1990: 37-42), the qualitytloé service as it is perceived by
customers has two dimensions, namelyteahnical or outcome dimensioand a
functional or process-related dimensiowhat customers receive in the interaction is
not the whole quality of the service, it is one lgyadimension called the technical
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quality of the outcome. It iwhatthe customer is left with, after the interactisrover.
The other part, functional quality of the processhow the customer received the
service. It comprises of several intangible featusach as accessibility to ATMs or
service advisors and how service providers behagearform their tasks.

Company image can impact the perception of quatitynany ways, either filter or
magnify. If the provider has a good reputation e teyes of the customer, minor
mistakes are often forgiven. If mistakes happeemfthe image will be damaged. If
mistakes happen to a company that has a weak irttagy@npact of the mistake to the
experienced service quality is greater than it wtiee would have been. Company
image affects a great deal to what the customentealty experiences as the service
quality. (Gronroos 1990: 37-42)

Figure 4 shows how the quality experiences are ected to the traditional marketing
activities resulting in arotal Perceived Service Qualitysood perceived quality is
obtained when the experienced quality meets theagd quality of the customer. If
the expectations are unrealistic, the total peegkiguality will be low, even if the
experienced quality is good. Expected quality isuaction of number of factors,
namely, market communication, word-of-mouth, cogperimage and customer needs.
The level of total perceived quality is not detemad by the level of the technical and
functional quality dimensions only, but rather thetgap between the expected and
experienced quality.

Experienced - - Expected
Quality Total Perceived Ouality Quality

Image
/ x — Market Communication
Technical Functi_on.al _ {/r\;](?r%e-of Mouth
Quality: Qﬂa“ty- — Customer Needs
Whai ow — Sales
— Public relations

Figure 4. The total perceived quality. (Adapted from Grorg@907:77.)
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Parasuraman, Zeithaml and Berry (1988: 23) providede detailed tool for measuring
service quality. They formed a conceptual model ER8BQUAL, which originally
included ten determinants of service quality inveer industries. Later, these ten
determinants were narrowed down to five dimensadreervice quality:

Tangibles: Physical facilities, equipment and appeee of
personnel

Reliability: Ability to perform the promised sereicdependably and
accurately

Responsiveness: Willingness to help customers emdde prompt service

Assurance: Knowledge and courtesy of employeedtzaid ability to
inspire trust and confidence

Empathy: Caring individualized attention the firntopides its
customers

Even though SERVQUAL was developed during the 188i@’is still widely used in
this decade to analyze service quality in serwichustries. It definitely adds depth to
Gronroos’ (1990) service quality model, but lacke amportant aspect of bank services
- numbers. Bank services can be easily compardddikyng at some key numbers. For
example the amount of loans a company can getlanihterest rate of the loans and
deposits are extremely decisive in bank selectiost importantly they are easy to
compare. Therefore it can be thought that Gronrdeshnical quality — what the
customer is left with, includes also “number pat’bank services. Another reason for
using Gronroos is the fact that this study aimgind out reasons for bank loyalty,
instead of measuring service quality as a singiéofaThis setting does not allow too
detailed look at service quality alone, which wouldl doubt require elaborate use of
SERVQUAL. Finally, the ideas and details of these models are overlapping for the
most part. By complementing Gronroos’ model withrtpaof Parasuraman’s
SERVQUAL determinants (responsiveness and assyraacgood general tool for
analyzing bank service quality is generated.

3.2. Relationship marketing and relationship mansage

Relationship marketing (RM) is often presented he bDpposite to transaction
marketing, the one-shot deal. In transaction ntargethe fact that a customer has



37

bought a product does not forecast the probakiditya new purchase, not even if a
series of purchases have been made. In RM, loyadigpecially customer loyalty — is

emphasized. In the loyalty ladder, the lowest rimthe contact with a prospect who

hopefully turns into a customer and a first purehd@ecurrent customers are clients;
those who come back and long term relationshipsirarne making. (Gummesson

2002:17.) Banking services in general can hardlgdszribed as one-shot deals. First of
all, bank services are used constantly over a loegod of time. Secondly, as was

mentioned in the first chapter, the longer a custolifie time means higher profits for

the service provider. Of course it is theoreticglbssible for the customer to shop for
the best deal and change banks constantly. Howasenentioned earlier, most bank —
client relationships are long-term deals. Therefareloser look to the concept of

relationship marketing is taken.

Gummesson (2002:14) has listed four fundamentatjplies to describe RM:

1. Marketing management should be broadened into niagkeriented company
managementMarketing and sales are functions that must patenevery corner of an
organization, not least in the minds and actionsmainagement. Termsfull-time
marketer” and ‘part-time marketer”’stress, that everybody, irrespective of task and
expertise, influence customer relationships eitbkitime or part-time.

2. Long-term collaboration and win-winThe core values of RM are found in its
emphasis on collaboration and the creation of nwalae. RM should be more of win-
win than win-lose, more of a plus sum game thatra sum game. In a plus sum game,
parties increase value for each other. In zero gaime, what one gains is the loss of the
other. Extending the duration of relationships lbees a major marketing goal. RM
encourages customer retention first and getting cuestomers second.

3. All parties should be active and take responsiilRM should not be mixed with
traditional selling, which represents the suppl&rspective and does not put the
customer and an interactive relationship in fodasB-to-B, also customers initiate
innovation and force suppliers to change their potsl or services. Supplier is not
necessary the only active party.

4. Relationship and service values instead of bureaticztegal valuesBureaucratic-

legal values are characterized by rigidity, lega@ipn, application of dysfunctional laws
and regulations. These values have historically idated governments and their
agencies, but the international wave of privataatideregulation and demand for
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competition, as well as failure of the command ecoies, has forced a change. RM
requires different values based on relationships services to the customer. These
values establish that all customers are individaals different in certain respects; the
customers are the source of the revenue and sheuii focus. It is supplier’s task to

create value for the customer.

Transaction oriented banking concentrates on sitrgiesaction with a customer, or
multiple identical transactions with many customé&i@ example, transactional lending
is viewed as arms length financing focusing on tteaticular transaction rather than
trying to achieve information intensive relationskwith the customer. (Boot & Thakor

2000: 679) Relationship banking, on the other hamudes an intention to obtain

customer specific information from multiple intetiaos over time or across products.
This information remains confidential and is usgdhe bank to evaluate the customer.
(Boot 2000: 10-11)

In business relationships, companies have to be tabto-operate based on imperfect
information. In financing sector, collaterals argvay of counteracting the information
asymmetries that lead to credit rationing. Altemr@mechanism is to increase the flow
of information between a bank and its client. Bp#hnties should be willing to involve
themselves with each other and work together. (B&lEnnew: 1997)

Having a good bank — client relationship can offeveral benefits for both the client
and the bank. Borrower firm may enjoy lower codtexible terms of credit, and
support from the bank during tough times and lovesilateral requirements.
(Peltoniemi 2004: 38) Borrower firm is more willing share information about its
situation to a bank compared to open capital markitis is due to the fact that firms
can be sure that when dealing with banks, no cenfidl information will leak to
competitors. For the bank, one benefit is thus naetailed information about the
borrower’s situation. This offers the bank an opwoity to diminish information
asymmetry by better risk evaluation of customerthe®advantages from the banks’
perspective are flexibility of contracts, covenamisd collateral requirements. By
evaluating the customer’s business in more ddtarnk might also be able to grant loans
that are unprofitable for the bank in short-termspective, but may become profitable
if the relationship with the borrower lasts longagh. (Boot 2000: 12-13)
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3.2.1. Relationship types

Traditionally relationship type between a firm amdbank has been determined by the
length of the relationship. It is easy to measbré,tells nothing more than the age of
the relationship and nothing about the intensitg@nmitment to it. (Peltoniemi 2004:
31) In this research also the scope and particopagvel of the relationship is taken into
account when analyzing the relationship types hai effect to bank loyalty.

First of all, the relationship between the bank #mel firm can be exclusive or non-
exclusive. In latter case, the firm maintains savsimultaneous bank relationships side
by side. Usually one bank is still used as a mainkb In the first case, sole financing
service provider has an important role for manygoea: It is the most important source
of external finance, there is a significant amaoafrtrust in the relationship and the bank
holds unique position thanks to variety of firm gfie information gathered through
the relationship. Finally, the bank has the oppuotyuto choose whether or not to
support the firm during hard times. (Peltoniemi 2006)

Intensity of existing firm — bank relationships loua barrier for entry in international
banking markets. For example, in Scandinavia wifienes maintain few and strong
bank relationships, foreign banks may only be ableenter successfully through
mergers and acquisitions. In Southern Europe firmamtain many bank relationships.
Therefore banks may consider entering Southern feam banking markets through
direct investment. (Degryse & Ongena 2002: 401) lgvimtensity of firm — bank
relationships form an entry barrier to new oversaaspetitors, it can be argued that
this intensity is also affecting to already preseonmpetitors ability to lure new
customers from the competitors. Intensity of a firbank relationship is measured in
this research by the scope of the relationship.

Scope defines the relationships breadth by finddog in what extent single bank
provides firms’ financial services. (Peltoniemi 20@0) These services include loans,
savings, daily money transfer, international tradevices and additional services like
insurances. If a company uses one single finanostitution for all of them, the
relationship type is completely different from amet extreme example of using
different financial institutions for each of thagees.

In order to find out what types of banking relasbips are, Binks & Ennew (1997)
conducted a survey for British SME’s. Approximatél 000 questionnaires were sent
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and 27% of them were received. Banking relationsteg measured from two angles
from clients’ perspective. Respondents had to ealtheir behavior towards their bank
in terms of willingness to share various typesndbimation, monitoring of charges and
accounts and the nature of personal contact widir thank manager. Also, they
evaluated how their bank manager behaved towarels tim terms of provision of
advice and support, awareness and understandingrgrheimentation of bank policies.
A measure for the degree of participation was cotetlibased on these two sets of
questions .The outcome was a simple 2 x 2 modgU(Ei5.) which present relationship
types according to whether each party is partisipabr non-participative. On the
horizontal scale, there is the participation leselhe bank and on the vertical scale, the
participation level of the firm. In the study, &lur corners of the model were present in
the sample. Half of the firms had participativetgpative relationships as the rest of
the firms divided evenly on the other three relatitip types. Results of the study
suggested that when both parties are participatiterest rates, collateral ratios and the
extent of overdraft use are all lower. Also, peredi service quality and satisfaction
were considered higher in the relationships thatewwaore participative. (Ennew &
Binks 1997: 83-89)

- Participative firm - Participative firm
- Hon-patticipating banlk - Participating bank

FParticipation
of the firm

- Non-participating firm - Mon-patticipative firm
- Non-participating bank - Participating bank

¥

Participation of the bank

Figure 5. Bank — client relationship types in terms of pap@tion. (Ennew & Binks
1997: 86)

Based on the study, firms should consider what tfprelationship is most appropriate
for them. If their business is stable and maturthwio obvious growth potential in
sight, less participative relationship may be ehiappropriate. On the other hand, for
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an entrepreneurial young firm that wants to grost,fethe more participative style may
be essential. If this is the case, the firm mustkwo achieve such a relationship by
sharing information and clearly articulating itseds. Because of cost and competitive
pressures, banks may not want to offer same typelationship to all of their smaller
clients. They might want to segment their smallggibbess markets based on the type of
relationship companies need instead of based arovar or sector. (Ennew & Binks
1997: 89-91)

This grouping of relationship types according teitlparticipation level aims to analyze
the commitment of the parties to the relationsimg & is the third and last tool for
analyzing the relationship types in this research.

3.2.2. Bank — client interaction and relationshifaldy

Over relationship’s lifecycle, the bank and theesioti become more valuable to each
other. During this period, the bank can gather tglesf accurate information about
customer’s investment plans, business strategytlaadanarket in which the customer
operates. With this information, the bank is aldleibhderstand customer’s current and
future needs and what is the reasonable way difgiily these needs. (Zineldin 1993:3)

Interaction between a bank and its customer isidifft compared to other service
providers. Zineldin (1995) formulated three maiimgmnents that describe the bank —
company interactions and relationshigaavironment atmosphereand interaction
process In a study by Ennew and Binks (1996: 225, 228pgtronship quality between
banks and clients was measured by conducting aegufor 3000 British small
companies. In their study, the measurement ofioglship quality used three variables:
trust, approachability and information flow. In thetudy, trust variable had the most
effect in the relationship quality, as lack of agpgwhability has an impact on the
potential for defection. Contents of Ennew’s andki variables can also be found in
Zineldin’s model, specifically in atmosphere antémaction components.

Environment
The relationship and the interaction between thekband its corporate client are

influenced by the environment surrounding the twastips. Three main factors of
environment surrounding the two parties are relet@bank-corporate relations:



42

1. economic

2. technical

3. legal/political
Economic environment consists of competition withime banking or corporate
industries, interest rate, inflation, unemploymant the state of the client’s industry.
The major external technological element of theiremvnent is the almost unlimited
number of possible applications of computer systdikes automatic teller machine
systems (ATM), electronic funds transfer and cashagement and salary payments. In
turn this development can affect the bank corpoddient relationship. Legal and
political factors are the degree of political sli#ithe regulations and constraints on
business and banking policies. Environmental infdram scanning is essential to avoid
credit risk and to maintain close and long-term kb@aompany relationship. To be
effective bankers need to know enough about theatipa environment of the firms,
e.g. knowledge of their business, industry and etaineldin 1995: 33.)

Atmosphere

The relationship and interaction process betweenbdnk and its corporate clients is
influenced by the overall atmosphere with the twatips. The following three types of
atmospheric forces are relevant to the bank-cotpaedationship:

1. power/dependence

2. co-operation/conflict

3. trustworthiness
Because trustworthiness dominates banking, bankslnts may employ a different
evaluation process from those of other goods andceeindustries. The bank services
are not accompanied by guarantees. Thus, botlepauéirceive greater risks during the
interaction process. Consequently, a high levdludtworthiness will lead to a higher
level of co-operation and the lower level of rigkdauncertainty will be justified and
vice-versa. In today’s global competitive marketglathere are many banks that are
competing for a limited number of customers. Mashpanies are attracted by another
financial institution. Companies have greater opyputies to compare, and financial
management is more sophisticated and specialinededsed competition has caused
bankers to be increasingly concerned about satgftheir customers. (Zineldin 1995:
33.)

A service alone will not provide sufficient differation or sustain a price differential
in the highly competed market. In effect, an intécm process based on selling
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transaction concept is a more effective elemenbariking services. It covers all
activities that must be performed: first, from tlimme a meeting of the minds occurs
among the parties; second, during the transactimtegs; and third, after the
transaction is completed. The quality of thesedhransaction stages may develop the
relationship from a bank-customer relationship irtocloser and long-term bank-
corporate relationship. This development may inelgdch characteristics as decision
speed, the provision of business advice, and a ebtive price and term for the loan.
Closer and long term relationships will, in tureadl to interdependence, a higher degree
of trustworthiness and more co-operation betweentwo parties. (Zineldin 1995: 33-
34.)

Interaction process

As mentioned above, the marketing of banking sesvis seen as an interaction process
between the bank and its corporate clients withéeréain environment and atmosphere.
Close and long-term relationships are results n§iterm transactions and exchanges
between them. The exchange process within suchatoreship often includes three
major factors.

1. information exchange

2. business or financial exchange (transactions)

3. social exchange
To implement the service strategy of the bank anduee its success, the bank
management and the bankers must manage the exchevgpss actively. The bank
management’s persuasive action must be gearec tdiént’s needs at every stage of
the transactions. This transaction is the resutivaf parties engaging in the exchange
process and negotiating in mutually satisfying ®r(dineldin: 1995: 34)

To initiate the exchange process, two parties shoallect information about various

aspects. The bank must know what the client waartd, the client must be aware of
everything the bank has to offer (e.g. credit, dpnarket, and foreign exchange). The
social exchange consists of social symbols betwibentwo parties. Confidence,

trustworthiness, ethics, and friendship (to somierg) are central factors of the social
exchange aspect. (Zineldin 1995: 34.)
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3.3. Summary

In this chapter, a closer look at the two broadrees of bank loyalty was taken. The
aim of this chapter was to point out what elemeftservice quality and bank — client
relationships can vary and thus result in diffedenels of loyalty. In service quality,
those sub categories are technical quality (what dhstomer receives), functional
quality (quality of the process) and expected dqualexpectations and assumptions
about the service). The division of service quatitgments was done mainly according
to Gronroos (2007) but it was supplemented withaBaraman’s SERVQUAL model’s
assurance and responsiveness dimensions. Banént iiationships on the other hand
are described according to relationship lengthensity of the relationship and
commitment to the relationship. Relationship gyatiin be evaluated by looking at
atmosphere and interaction of the relationship.

Third chapter includes the variables empirical dirthis study is going to measure. It
will be seen which elements of service quality poten bank loyalty the most.

Relationship management is evaluated in the sanyeawd the results of the empirical
part of this study will show which types of relatghips are more loyal than others.
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4. DIFFERENCES BETWEEN BALTIC STATES

This chapter handles national differences that heaye an affect in bank loyalty. It can
be expected the differences between the countnessiigated in this study are not
great. However, as the aim is to build a bank lyyalodel from an international point
of view, this chapter is essential. Cultural diffleces are first discussed and compared
in the context of this study. Hofstedes’ culturaindnsions are commonly used in
studies which explain or predict behavior and pesfees of different nationalities.
Then, the Baltic States economic situation is hyrieixplained. Finally, the market
situation of banks operating in the Baltic Statespresented to the reader. Due to
limited resources, more in depth analysis (for gxd@nPESTEL) of the countries is left
out. Cultural and economical issues are discuseegl ds they are expected to have the
most significant influence to the investigated sabj

4.1. National culture

In most Western languages “culture” means civil@abr refinement of the mind such

as education, art and literature. In a broaderesgmaeans also the patterns of thinking,
feeling and acting. It consists of ordinary thingse greeting, eating or keeping a
certain physical distance from others. Culture lisags a collective phenomenon,
because it is at least partly shared with peopl® Wed within the same social

environment, which is where it was learned. (Hafet&991:5.)

It can be argued whether characteristics of indiaid in a nation have something to do
with actions of a company in that country or notslthought that a company is not as
inclined to influences of surrounding habits andture as a person. Most of the

company’s decisions are taken after a rational cismhy but one might ask; who are

involved in the decision making process? There sygematic tools for company

decision making, but the discussion and decisioesakvays done by an individual or

by a group of individuals. These individuals hawei under the influence of their

surrounding cultures all of their lives and therefthe influence of national culture is

inevitably involved in a decision making of a firfhherefore it is important to take

national culture in to account when analyzing retaghips between corporate customer
and its bank.
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This opinion is supported by Hofstede and Hofst¢2@05: 20). They state that
“managers and leaders, as well as the people thek wah, are part of national
societies. If we want to understand their behawee,have to understand their societies
— for example, what types of personalities are comimn their country, how families
function and what this means for the way childrea brought up, how the school
system works, and who goes to what kind of schu the government and the
political system affect the life of citizens, antthtvhistorical events their generation has
experienced

Geert Hofstede developed a theory about dimensibnational work cultures based on
data that was collected from IBM employees in S€dent countries (Hofstede 1980).
A statistical analysis of the answers on questiabsut the values of similar IBM

employees in different countries revealed diffeemnio following areas:

1. Power distance (PDI)

2. Collectivism versus individualism (IDV)

3. Femininity versus masculinity (MAS)

4. Uncertainty avoidance (UAI)

5. Short-term versus long-term orientation (adaethé 1991 edition)

Power distancecan be defined as the extent to which the less golvenembers of
institutions and organizations within a country esfppand accept that the power is
distributed unequally. In countries in which empeg are not seen as submissive and
managers not as authoritarian, employees exprnaseference for a consultative style of
decision making: a manager who usually consulth Wi$ subordinates before reaching
a decision. In countries on the opposite side & plower distance scale, where
employees are seen as frequently afraid of disagyewith authoritarian superiors,
employees in similar jobs are less likely to predeconsultative boss. In summary, in
small power distance countries subordinates aree iikegly to approach and contradict
their superiors. On the other hand, in large pasvgiance countries, such consultations
and contradictions are rare. (Hofstede & Hofste@lgh2 45-46.)

Individualism pertains to societies in which the ties betweenviddals are loose:
everyone is expected to look after himself or Hémed his or her immediate family.
Collectivismpertains to societies in which people from birthvarnds are integrated into
strong cohesive groups, which throughout people’s lifetitoatinue to protect them in
exchange for unquestioning loyalty. The vast mgjooif people live in collectivistic
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cultures, where the interest of a group prevaiksr alie interest of an individual. This is
a result of larger family sizes in such culturekil@en are used to number of people
living close to each other including parents, aleitg grandparents, aunts’, uncles and
so on. When children grow up, they learn to thimkniselves as a part of a larger group
of people. Opposite to this, in an individualistigture, families are smaller and more
distant relatives are rarely seen. Children fromahstamilies soon learn to think of
themselves as “I’. One distinction between extrgmabividualistic and extremely
collectivist culture concerns business negotiatiand interactions. In individualistic
countries, business is done with any representafigecompany while in a collectivist
culture it is done with a specific person whom dras learned to know and trust.
(Hofstede & Hofstede 2005: 74-75.)

Femininity pertains to societies in which social gender radeerlap. Masculinity
pertains to societies in which social gender ra@es clearly distinct. In work life,
femininity is expressed by a will to solve conflidty compromises and negotiation. In
masculine cultures, conflicts are solved by a ghglct. Another difference lies in the
motivator of the work. In highly masculine culturgseople “live to work”, but in
feministic cultures people “work to live”. (Hofste& Hofstede 2005: 117, 141-145.)

Uncertainty avoidancean be defined as the extent to which the member aflture
feels threatened in uncertain or unknown situatiédishuman beings have to face the
fact that we do not know what is going to happendwow, but we have to live with it
anyway. This dimension measures the need of peddity: a need for written and
unwritten rules. This dimension can be utilizednork life as an indicator of the will
for long term careers. (Hofstede & Hofstede 20G&:. L

Short-term orientatiorstands for the fostering of virtues related tot @a&l present—in
particular, respect for tradition and fulfilling @al obligations. Its oppositépng-term
orientation stands for the fostering of virtues oriented towduture rewards—in
particular, perseverance and thrift. Thrift leadsavings and availability of capital for
reinvestments. Actually, there is a correlationatsetn GNP growth rate of nations and
their long-term orientation. This indicates thag thost rapid economic growth can be
expected from countries that have high long-termendation. Recent examples and
proofs of such events are Taiwan, South Korea, &ioge, Hong Kong and Japan.
(Hofstede & Hofstede 2005: 222.)
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4.1.1. Cultural dimension scores

As the dimensions model has gained popularity,arebers have tried to go beyond the
existing database in order to be able to use Hid&edimensions also when studying
countries not included in the original databasethiese cases, estimations have been
used for countries that were not in the originaldgt The use of estimations is a
legitimate way of extending the applicability of fdtede’s dimensions model, as long
as the difference in reliability between theseneates and original scores based on
Hofstede’s research is taken into account. Alse ftundations of the estimations have
to be considered in order to use them in an engpistudy. (Kolman, Noordhaven,
Hofstede & Dienes 2003: 77)

Unfortunately, the Baltic States were not includedhe original studies of Hofstede
(1980), so estimations of the scores have to be usethis case. Therefore it is
necessary to point out that the following estimasedres do not posses the same
reliability as the scores of the original reseastHofstede. However, as the meaning of
the scores in this study is to highlight what kiofl national differences there are,
(instead of pointing out exactly how big they midpaf) these estimations can be used as
indicators of national culture differences.

Estonian scores are estimations that were publiblgddofstede and Hofstede (2005).
Lithuanian scores, on the other hand are from @ystél Mockaitis (2004). She made a
replication study using the methodology of Hofstedeng a matched student samples
strategy. Latvian scores and a second set of dstimsaof Lithuanian scores were
conducted by Huettinger (2008: 371). He formedrailar replications study among
students in Latvia, Lithuania and Sweden. He useed&h scores to calibrate the
estimations, as Sweden was part of the originalysaf Hofstede (1980). In Table 4,
scores of Estonia, Finland, Sweden, Russia andhBalee either from the original study
of Hofstede or from his later (2005) estimationsaderlined scores are from the
estimations of Huettinger (2008) and the italic resoare estimations of Mockaitis
(2004). Huittinger and Mockaitis found very similagsults except in masculinity-
femininity dimension. There, Huettinger found exioepally feminine scores for Latvia
and Lithuania. Both estimations by Mockaitis andettimger were conducted from
students, which gives reason to believe that teelt may not apply to whole working
society. It is surprisingly common to find complgtepposite culture dimension scores
about one country from different sources. For edaniD| score of Russia has been
given scores from 40 to 93. (Hofstede 1991, Bo#ng994, Naumov & Puffer (2000).



49

Because of this, the whole concept of cultural disi@n scores need to be analyzed
carefully and one has to be critical when explajnar predicting real life situations
based on them.

The short-long term orientation index was not ideld in all of the sources, so it was
left out from this study. Available scores are lie table below. Scores of Finland and
Sweden (Hofstede 1991) were added to give the readbance to compare the Baltic
scores to Scandinavian culture, while scores ofsRuand Poland (Hofstede 1991)
reflect the cultural distance to east.

Table 4. Cultural dimension scores. (Hofstede 1991, Hofst&d Hofstede 2005,
Mockaitis 2004, Huettinger 2008)

Country PDI IDV MAS UAI

Estonia 40 60 30 60
Latvia 44 70 9 63
Lithuania 4542 5060 6519 6765
Finland 33 63 26 59
Sweden 31 71 5 29
Russia 93 39 37 95
Poland 68 60 64 93

According to these scores, the cultures in Estgriiatvian and Lithuanian are rather
similar. It can be seen that the Baltic culturemsich closer to the culture of

Scandinavia, than to their other close neighborssRuand Poland. It seems that the
Soviet business culture did not eventually transbeformer the Soviet republics and

nowadays the business culture of the Baltic Statearly matches the one in

Scandinavia (Huettinger 2008: 372).

Power distance (PDI) index is nearly at the samvellen Latvia and Lithuania, but

somewhat higher compared to Estonia which leansarisvScandinavia in this sense.
This indicates that Estonian culture is less harniaal and decisions in a company are
done more often through consultation between bodssabordinates. This could also
reflect to the relationship between a bank andcliisnt. Based on the scores, it is
possible to assume that it is more common for i@md banks in Estonia to form an
equal partnership, compared to Lithuania. In Lithiaathere would be clearer roles as a
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weaker and a stronger party. However, the diffezersc extremely small and the
practical effects to bank relationships can notkgected to be major between Estonia
and Lithuania.

Individualism-collectivism (IDV) index places all aBic States among more
individualistic countries. There is hardly any diftnce between Estonia and Lithuania
in this dimension. Based on this, it can be assutin@dmanagers in both countries are
able to discuss with any representative of the bhastead of relying on one familiar
contact.

Femininity-masculinity (MAS) scores from differespurces give totally different kind
of indications. If the distinctively feminine ressll of Latvia and Lithuania in
Huettinger's (2008) study are put off, there sedmsbe major differences in the
femininity-masculinity (MAS) index. According to ked and regular font scores,
Estonian and Lithuanian cultures differ clearlynmasculinity — femininity dimension.
Lithuania seems to be very masculine country ad/&s$ index is similar to Poland,
ltaly and Germany. In the original study of Hofsedithuania would have been15
most masculine country. Estonia on the other haodldvhave been found on the other
end of the scale among the few of the most femicmentries in the original study.
This indicates that Lithuanian management is maesive and aggressive. Conflicts
are generally solved by letting the strongest viistonian style is thus more intuitive
and consensus seeking. Possible conflicts are ommenonly solved by compromises
and negotiation. However, as the MAS index scomesnfdifferent sources gave
opposite indications, it remains to be seen ifabeve argument is valid.

Uncertainty avoidance (UAI) seems to be at the sdemel in each Baltic State.
Compared to results of the original study, all ¢hreountries are among the less
uncertainty avoiding cultures. However, as Lithaaacored highest, one can expect
more resistance for changes there, than in Estdhia.could apply also to the change
of bank.

4.2. Economic situation
The Baltic States comprising Estonia, Latvia anthlania, are amongst the better

performing economies in the Eastern Europe. Theethiave turned a corner since the
collapse of the Soviet Union in 1991. Reforms wierplemented at a rapid pace even
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as the respective economies declined sharply betd@@l and 1994 in the aftermath of
the fall. Economic reforms like privatization, laitle foundations for growth in the
years to follow. The countries gradually loosenesegnment-control over the state-
owned enterprises through the nineties and alsécemmgnted price reforms. Trade has
increasingly shifted from Russia towards Westerrope and North America. The area
is interesting as its economies are still develgp{Baltic States Country Profile 2006:
14-20)

Significant growth of the last decade lasted up@i07 and has now showed signs of
slowing down as external demand weaken due tormpoli demand in Western Europe
and tighter external financing conditions are weighon investment and exports.
Simultaneously private consumption has slowed ksxanf rising food and energy
prices. Table 5 visualizes radical changes in tfevth rates of Baltic GDP’s and
consumer prices. It can be seen that all of théiB3tates are in a similar situation in
terms of these numbers. Year 2007 was the last gkaapid growth and for the
following years Baltic GDP is expected to stagnétiethe same time consumer prices
are rising with two digit numbers. (InternationabMetary Fund 2008: 68-70)

Table 5. GDP and consumer prices of the Baltic Statese((faitional Monetary Fund
2008: 70)

Estonia | Latvia |Lithuania
Real GDP growth % (2007) 6,3 10,3 8,9
Real GDP growth est. % (2008) -1,5 -0,9 3,9
Real GDP growth est. % (2009) 0,5 -2,2 0,7
Consumer prices growth % (2007) 6,6 10,1 5,8
Consumer prices growth est. %
(2008) 10,2 15,9 11,3
Consumer prices growth est. %
(2009) 51 10,6 6,2

These changes along with financial turbulence d820ave resulted in pessimistic
views about the economies of the Baltic States.oAting to Violeta Klyviene, chief
analyst at Danske Bank for the Baltic States, tieeehigh probability that the Latvian
and Estonian economies will slip into recessios tfear. In Lithuania, the slowdown
will be milder. (Klyviene 2008)
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This development will inevitably lead to difficuds in Baltic SME sector as well as in
bank sector. It is interesting to see which bards support their corporate customers
during the economic downturn. Bank loyalty is venltidimensional topic at the
moment. As was mentioned by Ennew and Binks (189701), banks have to consider
what type of relationships and services they wartfter to companies, since not all of
them can be provided with ideal terms from the canyfs point of view. On the other
hand, some banks may actually fall down in theenirfinancial environment. Warning
example was 10.11.2008 when Parex Banka was takamby the State of Latvia due
to panic like withdrawals by their customers (Sadwha 2008). In this environment, it
is vital for banks survival to hold on to their tarmers and assets.

From the business customer’s point of view theasitun is also interesting. Is the
current bank strong enough to stand through than@ial turbulence? Is it able to
provide the company with necessary financing ahéraservices? These questions may
bring up an idea about a change of bank.

4.2.1. Market situation in the Baltic States

In Estonia, Hansabank is the largest bank with gniitant difference in assets
compared to the second largest bank, SEB Eestpldihis Sampo (Danske) and Nordea
hold the third and fourth position respectivelyefd are some other competitors in the
country, but they are not as strong as the foumnbainks in Estonia (Figure 6). In
Latvia (Figure 7), Hansabank is also the largesikba assets. Parex (The State of
Latvia has majority ownership since 10.11.2008) &&B are the runner-ups with
significant difference over DNB and Nordea. Latvibank market has a distinctive
feature of having plenty of small banks with lowdividual assets. In other words, a
large share of markets is currently owned by vemalsbanks. In Lithuania (Figure 8),
SEB holds the first position, but Hansabank is fastbehind. DNB Nord, Nordea,
Danske and Snoras are medium size banks in thdérgoUvihen looking at the assets of
Baltic banks, it can be said that Hansabank dom@dhe Baltic markets with a
significant margin.

Hansabank is owned by Swedish Swedbank. They aopecate under one brand in all
of its markets and therefore Hansabank is goinghange its name to Swedbank
gradually by autumn 2009. (Swedbank press relea$e2D08)
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Following the event of Lehman Brothers InvestmeaniBs request for bankruptcy
protection, Swedbank announced that it has appiteiyn SEK 202 million unsecured
exposure and USD 1350 million secured exposureseliman Brothers Group. The
collateral in the secured exposure consists of pb@0 real estate debtors. (Swedbank
press release 16.9.2008) According to Dagens Indtisis information has led many
Swedish Swedbank private customers to withdrawr tireoney from the bank
(Mellgvist 2008). This suggests that recent turbaéein global finance can trigger a
wave of disloyalty among the banks that are hurtthey fall of institutional banks.
Practical example of such behavior was the natipasitabn of Parex Banka in Latvia.
From this point of view, it is interesting to seewhthese kinds of news affect to the
bank loyalty of SME customers.

Market shares of Estonian banks by total assets

NordeaoflhsrS
9% 7

Sampo
12%
Hansabank
52 %
SEB

23 %

Figure 6. Assets of Estonian banks. (Estonian Banking Assiaci 2007)

Market share of Latvian banks by total assets

Hansabank 22 %
Others 33 %

Parex 14 %

NORD Banka 8 %

Nordea 9 % SEB 14 %

Figure 7. Assets of Latvian banks. (Association of Latviaan@nercial Banks 2008)
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Market shares of Lithuanian banks by total assets

Others
11%

Snoras
7% 28 %
Danske Bank
% ‘

Nordea
10 %

NORD Bankas ansabank

14 % 8%

Figure 8. Assets of Lithuanian Banks. (Association of Lahian Banks 2008)

4.3. Summary

In this chapter, the Baltic States were introduteterms of national culture, general
economic situation and market situation in the bsegtor. It was pointed out that the
Baltic States are much closer to Scandinavia tbdussia in terms of national culture.
However, some differences were found and assungptiaout the bank relationships
were made according to these findings. General@uansituation and the reflections
of recent global financial turmoil to the BalticaBs were introduced briefly to give
reader perspective to the environment the banks thadclients are facing at the
moment. Economic situation is similar in each BaBitate, as all three countries are
facing years of negative growth. Figures on theviptes page show that the majority of
the Baltic bank markets are controlled by Swedl@mkner Hansabank), SEB, Nordea,
NORD Banka and Danske (Sampo). As mentioned, theireal part of the study
concentrates to Estonia and Lithuania. Howeves, ¢hapter points out that the national
differences would not have been great even if laatvas included in the study.
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5. FRAMEWORK AND METHODOLOGY

In this chapter the framework of the study is pogether to form a model which
explains bank loyalty. The methodology of the emopir part of the study is also
presented.

5.1. Bank loyalty framework

The theoretical objective of this study was to foammodel, which points out bank
loyalty drivers. The pieces for the framework wemgroduced in detail in previous
chapters. Figure 9 draws them together as a visoael. This model is expected to
include the reasons for bank loyalty, and this aggion will be tested in the empirical
part of the study.

Mational differences

- Culture

Length of - Econotmic situation

relationship

Technical service
guality

Funectional service
uality

Expected service
quality

Eelationship

Chuality

Figure 9. Model of bank loyalty drivers.

In the center of the model is loyalty. In chapteota three phased model of business to
business loyalty was introduced by McMillan et @007). According to the authors,
satisfactionandtrust are the two main ingredients for a truly loyalatednship. They
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are possible results of increasing interaction betwtwo parties that can eventually
lead to trudoyalty. The increasing interaction and its affect to bardtient relationship
was discussed in the relationship life cycle moolelZineldin (1993). It supports
McMillan et al. (2007) idea of achieving loyalty achieving larger share of client’s
wallet, increasing the level of trust and blurrimgundaries between the parties.

Zineldin (1995), Lam & Burton (2006), Efma / Firal{2008) and Ennew & Binks
(1996) have identified a variety of reasons forkbkyalty. They can be categorized in
two main groups. First of them, service quality wasoduced in chapter 3. According
to Gronroos (2007), experienced service quality mises oftechnical and functional
quality. Technical quality, the outcome covers all tha tustomer actually receives
and is left with after the interaction. Examplest@thnical quality in this case are for
example loan and deposit rates or variety of prtedand services. The other side,
functional quality refers to the manner in whicle 8ervice is delivered to the customer.
Examples for functional quality are for exampletfasd reliable customer service,
speed of decisions and skillfulness of staff. Otiee experienced quality is combined
with expected qualityi.e. what the customer can expect based on niagkehd image
of the company, the result is total perceived senguality. Gronroos’ (2007) model
was chosen to the framework to describe serviceitgudecause of its broad
subcategories. They capture the essential partsak services, cold hard numbers,
practical execution and expectations towards tim’baservices.

The other source of bank loyalty, bank — clienatiehship, was also discussed in
chapter 3. Bank relationships can be differenwvaious reasons. In this study, they are
evaluated according to their length, intensity, outment and quality. In studies of
Zineldin (1995), Lam and Burton (2006), Efma / Fiag2008) and Ennew and Binks
(1996), relationship lengthhas been found to be a major source of loyaltis #lso a
simple way to categorize bank relationships. P&ton(2004) suggests that the age of
the relationship is not the only factor which ne¢éalde addressed. According to him,
bank — client relationshigntensity and commitmenare essential parts of the
relationship. (Peltoniemi 2004: 20) Scope of sasi(intensity) will indicate how large
share of the overall bank services are being coaduin one bank while the
participation level (commitment) will reveal how @p and flexible interaction is
between the two parties. In addition to above diffiees in relationship types, there are
also variation in the experienceelationship quality In order to measure it, Zineldin’s
(1995) model was used to identify sources of retetip quality in business banking.
Zineldin formulated three main components to dégchank — client interactions and
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relationships: environment, atmosphere and intemacprocess. Out of these three
components, atmosphere and interaction focus onp#mges’ mutual relationships.
Relationship quality is examined through persoraationships and banks attitude
towards the company.

Circle around loyalty represents a filter, which difies the answer to the question
“What promotes bank loyalty?” It will be seen howch the importance of reasons for
bank loyalty differ between countries. It is imgort to note that the filter is not in the
essence of the bank loyalty model. Its purpose ipdint out that the importance of
different individual factors to bank loyalty can amplified or restrained because of the
environment.

As the study covers two countriggglectingnational differencesvould not have been
wise. Especially because the model is meant tadaptable to other countries as well.
The idea is, that national differences can inflgetite way companies rank loyalty
promoting elements. For example, what is considareiieal bank — client relationship
in one country might be mediocre in the other. Galneconomic situation may affect to
companies’ emphasis when defining most importaasaas for bank loyalty. For
instance, in a country that is in recession, fimagnderms and ability get loan could
have a big impact on bank loyalty. On the otherdhah the national economy is
thriving, investment products and savings accouotetréest rates could have a bigger role
in evaluation of banks. In order to analyze thefgyemces of relationship types,
Hofstede’s cultural dimension scores can be usethdisators. They highlight the
diverse natural behavior of persons and groupseo$gms in the different countries.
Baltic countries seem to be rather similar accqydonHofstede’s dimensions. Still, few
suggestions can be drawn from them. PDI —index slatlat Estonian culture is less
hierarchical than culture of Lithuania. This mightlicate that equal and open "win-
win" partnerships are more common in Estonia. dathia’s high MAS —index supports
this suggestion, as Estonian culture is more causernseeking and open for
compromises compared to Lithuania. On the otherdh&Al —index shows that
Lithuanian culture resists change more than Estotudture. Because of this, one could
expect that changing banks is more common in Eztoni

As mentioned, the differences in economic situaktietween nations may have an effect
for example to the demand of different types of dois and services. Major
differences in macroeconomic variables such as @@Wth rates and inflation rates
would give reason to believe that nations’ macraeaaic factors result in a different
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kind of situations for SME’s. All Baltic States afi@cing the same financial challenges,
but according to IMF forecast, Lithuania would besboff in terms of inflation and
GDP development. This situation together with theeat of collapsing banks might
reflect to the reasons for bank loyalty and likesia of changing bank. The health of the
whole economy, especially banking sector, may haositive or negative effect on
bank loyalty. Therefore it is suggested that natiodifferences can give different
weight to individual loyalty motivators. Howevess the countries economic situation is
similar, the filter might be irrelevant in this eas

The model in Figure 9 is the main tool for analgzlmank loyalty of the chosen target
groups in the empirical part of this study. The elodill be tested and its functionality
will be evaluated once the results are presentled.empirical part will also analyze the
current level of bank loyalty and the relationstyipes between banks and their clients.
National differences were discovered to be neanly-@xistent, but this assumption will
be tested by investigating Baltic companies’ pmfees and views about their bank
relationships.

5.2. Methodology of the empirical study

Explanatory research aims to explain a phenomenen find a reason for it.
Explanatory research answers to question “why”.cbpsve research is rather close to
explanatory research as it aims to describe thereéafrequency, development or other
features of a specific phenomenon. It tries to famdwers to questions like “what” and
“how”. (Uusitalo 1991: 62-63) Chosen research goastmake this study descriptive in
its nature. This study aims to give out preliminaegults about bank loyalty in the
Baltic States and tests the formed model of bawkllp. Thus the results must be
considered as indications about what the loyaltytivators might be, rather than
absolute truth.

Survey was selected as a method of data gatheeicaybe it can economically collect a
great deal of data about one individual respondewmtn though survey response rates
are usually low, it was chosen over qualitativelview methods because surveys are a
good way to gather large amount of preliminary infation about a phenomenon. The
question types in a survey can be divided to opwle@ and closed questions. Closed
questions specify the range of possible respors@sduestion and the respondent is
forced to answer one of the given alternatives.rograded questions can pose similar
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questions but the respondent has freedom to answes or her own way. (Sapsford,
Roger & Jupp 1996: 102, 105-106)

In order to make the questionnaire (Appendix 2sjexato answer, all of the questions
were closed. Having open-ended questions would rewgired use of several language
versions and translators. It was also expected @ahatquest to write complicated

answers in English would have further lowered #sponse rate.

Survey was conducted with an E-form applicationilataée at the library of University
of Vaasa. The respondents received an invitatiorag{Appendix 1.) which introduced
the idea of the research and included a hyper tinkhe actual Internet site of the
questionnaire. In the invitation e-mail, each compaeceived unique user name and
password to log in to the questionnaire. Resistémcse given user name and password
may have decreased the number of respondents sa@nedt this system allowed
reminders to be sent only to the companies thatloaget answered the questionnaire.
1% invitation was sent on Sunday 23.11.2008. Two dsunf reminders were sent after
the initial invitation. First of them was sent oneWhesday 3.12.2008 and second on
Monday 8.12.2008. The questionnaire was on lindl Uat.12.2008 which offered
companies full 3 weeks of time to answer the qoastiire. Results were analyzed with
MS Excel and SPSS 15.0 for Windows.

Perkins (2004) has analyzed the pros and constefniet surveys. According to her
article, electronic method faces problems with layproblems, reaching the desired
target group and wide variety of different techhipeoblems the researcher and the
respondent may face during the process. On the b, electronic surveys can reach
extremely large sample with minimum costs. This nmally results in better
generalization of results. Electronic method i®dkss time consuming and the data
coding and analysis of quantitative data can besduoore efficiently. (Perkins 2004:
123-126)

The survey and its results are evaluated accotdisgrvey quality and the validity and
reliability of the results. In order to get mearfirigresults, the survey has to meet
following conditions stated by Aaker & Day (1986t2):

- Population has to be defined correctly

- Sample is representative of the population

- Respondents selected to be interviewed are &aitand willing to co-operate

- Questions are understood by the respondents
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- Respondents have the knowledge, opinions, attstwd facts required
- Interviewer correctly understands and recordgeélsponses

Population was not narrowed down too much. By fogusito companies that work in
one individual field like manufacturing or servicethe results would have been
statistically more valid. However, by including &ktonian and Lithuanian SME’s of
suitable size to the population, the sample sizes wept high enough to expect
reasonable amount of returned questionnaires.

The sampling frame was requested from a bank apgrat the Baltic States. Co-
operation with the bank only covered acquiring #wenail addresses of suitable
companies. The received sampling frame includedacbmformation of Baltic SME’s
that fit to the target group of the study (custosnarall banks). Some of the companies
were excluded because they were too big in termtisrobver or number of employees.
Even though sample size is large, the collectiothefsample limits the validity of the
results. As the sample was collected by a thirdypé@rmay be that it does not represent
entire population as well as simple random sammeldvhave. However, with the help
of the contact information database of the bamkais possible to send the questionnaire
to fairly large number of companies. Invitation veagntually successfully sent to 3056
companies in Estonia and 1552 companies in Litlauani

Originally, above mentioned bank offered to sportbar research by offering a prize
which would have been raffled among the respondénie to the stormy situation in
the Baltic financing sector, the bank withdrew litdeom the research and thus there
was no prize to motivate the respondents. In cimleaise the respondent’s willingness
to answer the questionnaire, the opportunity diniglbanks what business customers
want in order to stay loyal was highlighted. Alsoghance to receive the results of the
research was added to give respondents some cohenaefit for their time and trouble.
Lack of motivating prize resulted in very small pease rate. Total of 150 responses
were received, out of which 125 from Estonia andfr@sn Lithuania. Response rate
was thus 4,09% in Estonia and 1,61% in Lithuan@wv ltesponse rate makes some of
the statistical analysis impossible and it effeotthe validity of the results.

As mentioned, English was chosen to be the langoadglee questionnaire, which no
doubt affected to the response rate of the sunveyregative way. It was eventually the
only possible solution with the available resourdesedback from Lithuania indicated
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that some part of company managers could not utahetshe questions because of the
language batrrier.

The invitation to the questionnaire was sent toag-raddresses which were rarely
personal e-mail addresses of the managers. Mogshefinvitations were sent to
companies general e-mail addresses (e.g. info@aoyrgman). Therefore one can not
be sure that the questionnaires ended up to thageeasto answer. On the other hand,
the invitation (Appendix 1.) was clearly addressedcompany managers. Finally, the
interpreter of the results can make mistakes whmatyaing the data. All suspiciously
filled questionnaires were discarded to minimizeltkelihood of misinterpretations.

Credibility of a research depends on validity aeliability of it. Research validity can
be evaluated according to its external and intevaditlity. External validity refers to
generalization of the results, which means to vex&ént the results of a study apply to
a larger similar group. It is important to desidre tresearch in such a way that it
eliminates as many threats to validity as possibiernal validity on the other hand
refers to research’s own validity. Researcher lbagse the right terms, theories and
scales. He has to make sure that the research resashat it is meant to measure.
Careful planning and use of correct terms and egletheories improve internal validity
of a research. (Metsdmuuronen 2005: 57) In thislystexternal validity is aspired
through quantitative approach. In quantitative aesle it is important that numeric data
is gathered from a group that statistically repnésdarger similar group. (Uusitalo
1991:81) In this case, the small amount of rephesl language barrier lower the
external validity of the results. Internal validity this research depends on the chosen
theories and quality of the questions. They wernheagad and modified based on six
previous internationally recognized studies reldtethe subject (Table 3).

Reliability refers to repeatability of the studyf the study is reliable, then the
approximately same results will be achieved ifghene phenomenon is measured using
the same research type repeatedly. (Metsdmuurdd@m6b) As this study is based on
earlier studies on the topic, some level of religbought to exist.
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6. RESULTS OF THE EMPIRICAL STUDY

In this chapter, the results of the empirical stady presented and analyzed. First, the
respondents are described in terms of locatiompuer and industry. Then, the results
achieved by testing the bank loyalty model are g, After that, the level of bank
loyalty is analyzed from several angles. Finalkisgng relationship types and cultural
preferences about bank relationships are discussed.

6.1. Overview of the respondents

As mentioned, the total number of filled questiaregwas 150. Out of them, 125 were
from Estonia and 25 from Lithuania. Size of the pames was measured by turnover.
Companies were able to select one out of eighemifft groups of turnover in the
questionnaire, but the groups were combined invtodize groups for the analyzing of
the data. These groups are companies which hamever of less than 2,5 million
Euros and companies with turnover of more thanni)Bon Euros. The questionnaire
was sent to companies that had maximum turnové@ ahillion Euros, which limits the
second group's turnover to 2,6 - 40 million Eurbsree Estonian companies did not
comment on their turnover, so they were left oaftrfithe results.
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Figure 10. Turnovers of the respondents.

The respondents can also be grouped accordingeto lthe of business or industry.
Again, the questionnaire offered more alternatif@sthe companies, but in order to
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form larger groups, "Transport' was included irrvides' and 'Agriculture’ in 'Others'.

There were seven Estonian and two Lithuanian cormpavho choose transport as their
main line of business. Agriculture was chosen by tastonian and one Lithuanian

company. Figure 11 presents the companies accorditingir industry.

ME=tonia

20 HELithuania

Manufacturing Services Cther
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Figure 11.Industries of the respondents.

Grouping companies in categories according to thefession adds another angle to
examination of business customers' bank loyalty.dByding companies according to

their industry, it is possible to form slightly ¢m@r groups out of the whole sample.
However, the total number of respondents limitsghssibility to compare companies
within countries against each other.

6.2. Bank loyalty motivators

The theoretical model of bank loyalty drivers wastéd with a set of questions about
different factors impact to bank loyalty. Compangmagers selected a number from
one to five to describe the factors' importancesfarying as a customer of a business
bank. Choosing number five meant that there isffextat all, as number one meant
that it is very important reason for staying in thenk. Next, the answers of company
managers are presented as means of individualr$aatml means of factor groups. The
15 most significant reasons for bank loyalty aghhighted in Table 6.
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Table 6.Bank loyalty motivators of all respondent SME's.

Satisfaction 1,75
You are generally satisfied with the bank 1,75
Trust 1,67
You trust the bank as a company 1,41
You trust the staff of the bank 1,92
Length of the relationship 2,77
The bank was your “take off’ -bank (first bank) 3,16
You have long relationship with the bank 2,37
Commitment 2,00
The bank understands company's situation andxiblfien its decisions 1,82
You can openly tellthe bank what is the real gitrawith your company 2,17
Intensity 2,48
The bank has most of your company's loans 2,66
Most of your company's banking services are in lblaigk 2,30
Relationship quality 2,62
The bank is wiling to take care of all your comgancredit needs 2,12
The bank has supported your company during hasbstim 2,08
You have your personal accounts in the same bank 8 34
You have a good personal relationship with yourteo®r advisor 2,48
You find it easy to contact the staff of the bank 142,
The bank has named one person to take care ofcpoopany 2,09
The bank treats your company as a unique client 2,23
You have regular meetings with the bank 3,25
The bank remembers you and your company with gyifiesl 3,72
Senvice quality (technical) 2,09
The bank offers quality advice 2,10
The bank has many products and services to choose f 2,29
The bank has good privacy and security level 1,67
The bank has lower than average fees and costsdiiservices 2,08
The bank has lower than average interest rate &rd 1,93
The bank offers higher than average interest mtedvings accounts 2,37
The bank offers innovative solutions, not just staml service packages 2,18
Senice quality (expected) 2,65
The bank's image has not suffered from recent tnastket turbulence 2,03
You have heard good things about the bank fromratbepanies 2,64
The bank is active in its market communication addertising 3,21
The bank has conservative and careful image 2,49
The bankis socially responsible 2,86
Senice quality (functional) 1,85
The bankis near to your company (branch officgosfar away) 3,35
The bank has good and reliable Internet bank 142
The bank offers fast and reliable customer service 52 1
The bank corrects its mistakes as soon as you omeabout them 1,50
The bank personnel is skilled at its work 1,67
The bank personnel is always willing to help 1,66
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On top of the table, satisfaction and trust rece®®y low scores which confirm that the
model of McMillan et al. (2007) is valid. Existenad satisfaction and trust are
extremely important for companies to stay loyaltheir banks. All three individual
factors are among the 15 most important reasonshémk loyalty. Length of the
relationship receives highest factor group scormg ianthus least important source of
loyalty for respondent companies. This is interggtias previous studies in other
geographical areas have found it to be very importaason for bank loyalty. It is
important to notice how small impact the status atart off bank has for Estonian and
Lithuanian companies in this sense.

Commitment, on the other hand, is one of the mwgiortant factor groups. Bank's
understanding and flexibility is among the top oews for bank loyalty, but also
company's own commitment to the relationship resgiwelatively low score.

According to the respondents, intensity of thetreteship does not play a major role in
generation of bank loyalty.

Relationship quality as a factor group receivechhétyerage score, but some of the
individual factors are worth pointing out as twothém are included in the 15 most
important reasons for bank loyalty. These two il factors are bank's support
during hard times and a named contact person. @ttpartant factors in this group are
banks willingness to take care of all financingdweapproachability of the bank staff
and a feeling of being a unique client to the bagitts, regular meetings and having
company manager's personal accounts in the samk have weaker effect to
promotion of bank loyalty of SME's.

Technical service quality is important factor granpgeneral. It also includes three of
the 15 most important individual reasons for bamalty. These individual factors are
good privacy and security level, low fees and cémtservices and low interest rate for
loans. This factor group does not have distincyivelimportant factors, and thus all of
them have to be considered at least significarstore#o the promotion of bank loyalty.

Expected service quality is not among the most mamod factor groups according to the
respondents. Only one individual factor rise to thye-15 list, the image of the bank
during the turbulence in the credit markets. Underdably companies want to stay as a
customer of a bank that is able to go through tereag financial crises with dry feet.
Other rather important factor in this group is tmservative and careful image of the
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bank. These two factors are interrelated but tbigfioms that companies value banks
that seem to survive well in current difficult matlsituation.

Functional service quality is the most importantirse of bank loyalty (if satisfaction
and trust are excluded) according to the resposdeXit but one individual factor
received extremely low scores in this factor groBpnks will achieve many loyal
business customers if they concentrate on havisy &ause e- banking solution, fast
and reliable customer service and personnel theMili$ul and willing to help.

In summary, the most important reasons for promotibbank loyalty can be found in
different areas of the complete offering. Basedtmse results, it is not enough if one
section of the offering is in top shape. For examphving lowest fees on the market
does not guarantee that the client feels like stawith that bank. By concentrating on
the selected individual factors in the completeeffg, it is much more likely to
achieve a situation where the client's loyalty leigehigh enough for it to stay as a
customer of its main business bank.

6.2.1. Bank loyalty motivators of smaller and lar§ME's

By dividing the respondents to two size groupoilld be seen if the reasons for bank
loyalty are different for smaller and larger SMEBsze groups were formed from SME's
of both countries with turnover of less than 2,3iom Euros (N=58) and with turnover
of more than 2,6 million Euros (N=87). The resués be seen on Appendix 3. There
were hardly any statistically valid differencestive reasons for bank loyalty between
smaller and larger SME's. Only two were found dmel/tare marked with stars in the
Appendix 3. However, some directions can be drammfthe results and they are
discussed next.

Length of the relationship seems to be more importactor for smaller companies.
Nevertheless, it is the least decisive factor grimrpbank loyalty of both smaller and
larger SME's. Commitment, on the other hand, is ohéhe most important factor

groups. Larger SME's value especially banks’ fléybin its decisions while smaller

companies value possibility to openly discuss tingason of the company with the
bank. Intensity of the bank relationship, in othards how large share of the financial
services are provided by the main bank is evenlpontant for both segments.
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According to the results, it is not among the topalty promoting factor groups with
smaller or larger SME's.

Smaller and larger SME's value approximately sametofs when it comes to
relationship quality. It can be noted that largeMESs see regular meetings more
important than smaller SME's. Technical servicelius among the top factor groups
and it is slightly more important for larger SMERor example innovative solutions,
privacy and security issues and quality of adveresimportant for both segments. Both
segments see pricing policies as an important soofréoyalty, but interestingly larger
companies emphasize the importance of fees (statlgt valid weak correlation),
savings account and loan interest rates more tinaties companies do.

Expected service quality is not as important abrial or functional service quality.

However the image of the bank during the creditkeiaturbulence stands out from this
group as extremely important reason for bank lgy&imall companies gave a higher
importance to hearing good things about the baoiknfother companies (statistically
valid weak correlation). Both segments agree onirtqgortance of functional service

quality. According to the respondents, it forms thest important factor group. Fast
correction of mistakes, functional net bank, goadtomer service and having skillful

and helpful staff are among the top reasons toye towards a business bank.

6.2.2. Bank loyalty motivators of service and maatiiring SME’s

Responded companies can be divided into three graapording to the industries the
companies work in. These groups are manufactunsgy), services (n=42) and other
industries (n=63). Since the last group consistalbkorts of companies, there is no
point of including it in the analysis of loyalty miators according to industry.
Therefore only manufacturing and service companiestivators were compared
against each other. With more responses, the bogakdf bank loyalty according to
industry could have been done within both countrié@wever, as the total number of
responses remained low, this comparison will comblstonian and Lithuanian
companies into one larger group. Results can ba sea form of a table on the
Appendix 4. There was only one statistically valifference in the reasons for bank
loyalty between manufacturing and service SME'ds Tifference is in the impact of
having most of the company’s loans in the curremtkhb Manufacturing companies rate
it as more important reason for bank loyalty tharviee companies. The existing weak
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correlation is marked with a star in the AppendixAgain, there were hardly any
statistically valid differences between bank loyattiotivators of these groups, but the
differences in the mean ratings can give an inginaabout them. They are discussed
next.

Satisfaction and trust receive the lowest scoree al this comparison. It is worth
noticing that the importance of trust was clearlighlest among manufacturing
companies. Relationship length was valued to apprately same level by all

segments. The status of take off -bank is cleaelgs | significant than the long
relationship with the bank. This might sound comérsy, but it merely points out that
the companies value long relationships more thair ttebt of gratitude to the take off
bank. Commitment of the relationship received oriethe lowest overall scores.
Especially manufacturing firms value bank's underding and flexibility towards the

company. Companies’ own ability to tell the bank ftue situation was considered
important, but not as much as bank’s flexibilitwéods the company. Intensity of the
bank relationship was least important for compameservice industry (statistically
valid weak correlation). Manufacturing- and othempanies are thus more likely to
stay loyal to the bank that they have most busingbs

The bank's willingness to provide loans to companie all industries is evenly

important. It might be that the global shortage fiolincing makes this factor as
important as it is now. Manufacturing companiesegmuch more weight to bank's
support during the harder times than the rest efctimpanies. Still, it is an important
factor for all segments. Regular meetings are antbadeast important factors in this
factor group, but manufacturing companies valuenthmore than other segments.
Manufacturing companies value lower fees, loweerigdgt rates and higher interest for
deposits more than other segments do. Expectedcsequality is among the least
important factor groups. Only banks' good reputatiothe middle of financial crisis is

a major source of loyalty for all segments.

Functional service quality receives the lowest allescore of the bank loyalty model

and is thus the most important source of bank tgylir both manufacturing and

service companies. Many of the factors in this gr@we more important than for

example trust and satisfaction. Fluent co-operatitih the bank begins to be seem like
the single most important reason for bank loyaftypag Baltic companies.
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6.2.3. Bank loyalty motivators of Estonian and udinian SME’s

Finally, the bank loyalty motivators are analyzezt@ding to the location of the
company. This type of analysis would show if EsaoniN=125) and Lithuanian (N=25)
companies have different loyalty motivators. As trered before, proper comparison
between these two countries would have requiredemespondents from Lithuania.
Still, two statistically valid differences were fodi and they are marked with star on the
Appendix 5. Due to low number of responses fronhinia, the following discussion
about the differences in bank loyalty motivatorae caly be considered as indications
about the reality.

Satisfaction and trust receive extreme low scoles with these segments. The length
of the relationship is more important to Lithuaniaompanies than to Estonian
companies. With these segments, there is the skedifference in the importance of

take off -bank -factor. Estonian companies do motsaler it to be as important as the
Lithuanian companies. Commitment is one of the famgor groups in both countries.

Lithuanian companies do however give more valugetability of the bank.

Intensity of the bank relationship is more impottaource of loyalty to Lithuanian
companies as having most loans in one bank seemake Lithuanian companies more
likely to be loyal to that bank. Estonian companiesnot feel so strongly about its
importance (statistically valid weak correlatiorRelationship quality is evaluated
approximately at the same level in both countri@sly noticeable difference is in
having manager’'s personal accounts in the busibas&, which makes Lithuanian
companies more loyal to their banks (statisticadiiid weak correlation).

Technical service quality is important for both memts. Estonian companies value
security issues and high interest rates for saviagsounts more than Lithuanian
companies do. Lithuanian companies on the othed ltamcentrate on the quality of
advice, low fees and interest rates for loans. Ebquk service quality is the least
important factor group together with relationshgmdth. Only bank's reputation in the
middle of financial crisis has exceptionally lowose. However, it is worth reminding

that as the scale is measuring how important @iffefactors are in generation of
loyalty, having mean scores close to 4,00 would nmiisat the factor is still a small

reason for bank loyalty. Only by rating factors bymber five, company managers
indicated that a given factor does not have amgcetb promotion of bank loyalty.
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Functional service quality received once againesmgly low scores. Qualities of bank
personnel, quality of customer service and fluesg¢ of net bank seem to be nearly
identically important in both segments.

6.3. Level of bank loyalty and description of banklient relationships

This part of the chapter concentrates in analyzimg level of bank loyalty and
describing bank relationships in Baltic States —this case Estonia and Lithuania
together. First, the maturity of the bank relatlups is discussed in the light of
Zineldin’s life cycle model. Then, the length ofreent bank relationships, the number
of already conducted bank changes, the willingnesshange bank at the moment and
the number of simultaneously used banks is disdudseally, national differences in
the preferences of bank relationships are appraoablgelooking into some questions
that were developed based on Hofstede’s culturaédsions model

6.3.1. Maturity of the bank relationships

Zineldin (1993) presented a life cycle model of bbarclient relationships. It describes
different phases in the relationship as it matares changes its content. Four questions
in the questionnaire (questions 16, 17, 18 and&®ed at identifying the current
situation of Baltic companies and their banks i@ tontext of life cycle model. In the
first stage, the bank has made an offering andefdompany feels that the bank could
satisfy its needs, uncertainty is reduced and fioissible to move to the next stage. In
the second stage, need for adaptations to therajfare apparent in order to meet the
needs and wants of the parties. At the third sthgaek can offer additional services,
build and maintain the relationship by simply h@vimore business with the client. In
the final fourth stage, the relationship includetetidependence and company’s strong
willingness to concentrate more and more of itsr®ss to one bank. If clients feel they
are receiving value they are willing to pay premipnce for the offering that should be
hard to imitate by competitors due to adaptations.
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Figure 12. Achieved stages of the life cycle.

Figure 12 presents the percentages of Estoniariimganian companies in each stage
of the relationship. As expected, most companiessatisfied with the bank's ability
fulfill their needs and thus 83,9% of all relatibiss have reached the 1st stage. More
than half of all companies (60,7%) do not get deldpffers from their banks. This is
understandable as it is economically profitable banks to standardize their service
packages. However, this does not encourage congpamieeepen their relationship
with their banks. Banks have been active on thelthiage of the life cycle. Three
quarters (76,7%) of all relationships have includdigrs of additional services from
banks. This means that banks understand the phtifyeof having as large share of the
clients’ wallet as possible. By gaining banks' sharthe wallets (getting larger share of
all financial services the company needs) of tloéents, third stage of life cycle is
reached. It is worth noticing, that surprisinglymgaalmost one out of four companies
have not received even offerings of additional ise from their banks. Final stage of
the bank client relationship life cycle is a stajepartnership relationship. During the
process, the client is sure about the bank’s glihittake care of its current and future
problems and provide a high quality service packa@mly 15,3% of companies in this
research are on the last stage of the life cychest Vhajority (70%) of the respondents
mentioned that they will not increase or decre&sd# tshares of financial services in
any bank.

Based on these results, most of Baltic or at IEatbnian and Lithuanian bank — client
relationships have reached three first stageseolifircycle. However, only small share
of the companies are fully committed to the banatienship and plan to increase their
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business in their main business bank. As mentior@# of Estonian and Lithuanian
companies are not going to either increase thesmiess with the main bank, or either
to move it somewhere else. This indicates thatntlagkets are stable and there is not
much movement between competitors. According to lifeecycle model, Baltic
companies have found their business banks andshtis¢m are not going to make any
changes to one direction or the other.

6.3.2. Number of bank changes

From all respondents, 130 answered this questibncddnpanies (62,3%) had never
changed their main business bank. Total of 37 coimepa28,5%) had done it once, 9
companies (6,9%) twice and three companies had iddhee or more times. Table 7.

groups companies to different clusters and predemismany times they have changed
their main business bank so far. First row of thleld includes the percentages and
frequency of all respondents. Differences betweiierdnt segments were analyzed
with correlations. There seems to be no significantelation between turnover (r =

0,05; p = 0,572), industry (r = 0,126; p = 0,156)location (r = 0,136; p = 0,124) of the

company and the number of bank changes. All segn®mte similar bank changing

history.

Table 7. Frequency of bank changes.

Number of bank changes 0 1 2 3 4 or more
All respondents 62,3% (81) 28,5% (37) 6,9(9) 2pH|( 0,8 (1)

Thus it can be said that Baltic SME's do not chahgé& main business bank actively.
Vast majority (90,8%) of all respondents have nekanged their main business bank
or have done it only once.

6.3.3. Length of the relationships

The length of the relationship with the main buss®ank was also inquired. Total
amount of responses for this question was 150 laeyl dre presented in Table 8. More
than half (66,0%) of all respondents have beenoowsts of their main banks for 7 or
more years. Bank relationships of 24,5% of all oeslents have lasted for 4-6 years.
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Only 9,5% had changed bank during the last 3 y&amsilar structure was found in all
investigated clusters.

Table 8. Length of main bank relationship.

Length of the relationship 7 or more 6-4 years 3-Years 1-0 years
All respondents 66,0% (97) 24,5% (36) 7,5% (11) %R2(3)

Correlations between turnover (r = 0,003; p = 0)98wWustry (r = -0,061; p = 0,458) or
location (r = 0,003; p = 0,967) and the length chimmbank relationship are not
statistically significant. Based on these resultsan be said that Baltic banks have had
steady and faithful customers for the last decBdsed on the correlations, there seems
to be no difference in the main bank relationskimths between SME segments.

6.3.4. Willingness to change bank at the moment

Last questions about the level of bank loyalty &emi more on the current situation.
Companies were asked to evaluate their willingteshange bank at the moment on a
scale from 1 (very likely) to 5 (definitely not msle). As the global financing crisis
has had its impact also in the Baltic States,ntliénce to the willingness to change
bank was asked separately.

Result of current bank loyalty question (Table Bpws completely different kind of
facts about the bank loyalty of Baltic SME's. Figdtall, 24,7% of all respondents
consider changing main business bank at some teeemoment (options 1 and 2).
10,7% chose the most extreme option. This is soraewhrprising as over 60% of
companies in this research had never changed loafiak €Table 6.).

Table 9. Likelihood to change bank, all respondents.

Likelihood to change 1 Very 5 Definately
bank at the moment likely 2 3 4 not possible
All respondents 10,7% (16) 14,0% (2[L) 25,3% (88) ,736(55)| 13,3% (20)
Estonia 11,2% (14) 16,8% (23) 25,6% (44) 35,2% (B#4011,2% (14)

Lithuania 8,0% (2) nfa() | 24,0% 6) 44,0% (1) (®4,(6)
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Only 13,3% of all respondent stated that is dedlginot possible for them to change
bank at the moment. When comparing results of efabko previous bank loyalty
behavior, it can be suggested that Baltic banke havace increased defection rates in
the near future. Still, the emphasis is on the na¢é@ind loyal part of the scale as the
mean of all responses is 3,28.

Correlations between two groups of companies acogri their turnover (r = 0,119; p
= 0,152) or industry (r = 0,032; p = 0,699) andelikood to change bank are not
statistically significant. However, the correlatidmetween company location and
likelihood to change bank is significant at thelével (r = 0,182; p = 0,026). This low
correlation is a result of 46,4% of Estonian comesichoosing either 4 or 5 (two most
loyal options) as an answer to this question. Tisssee alternatives were chosen by
68% of Lithuanian company managers. This indicéte$ Lithuanian companies are
more likely to stay with their main business bahkha moment.

Table 10.Likelihood to change bank according to turnover.

Likelihood to changebank Digloyal (1&2) Meuiral (3) Loyal (4&35)
Tumover=<253meE 23.5%, 30,55 a4 1%
Tumover= 28 meE 2395 23T 33,45

However, the small number of Lithuanian responsayg have affected to the result. As
mentioned, there was no statistically significaotrelation between likelihood of
changing bank and turnover of the company. Howelrgrlooking at the results in
Table 10 it seems to be more common for larger Skt loyal to their banks. Two
most loyal options were chosen by 53,4% of largdES.When asked about the effect
of recent financial turbulence to the likelihoodabfanging bank, 13,3% said that it is a
major reason for thinking about it. 30,0% saidsitismall reason and 40,7% mentioned
that there is no effect at all. On the other hah@% claim that the turbulence in the
financial world is a small reason for staying ire thurrent bank and 12,2% of all
respondents said it to be major reason for stayiniipe current bank. There were no
statistically significant correlations between thegments and the effect of financial
turbulence to the willingness to change bank.
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6.3.5. Loyalty level of different bank’s customers

Table 11 presents differences in willingness tongeabank among customers of
different banks. Rather many, 45 respondents didvant to name their main business
bank as the question was optional. Majority of oegfents were customers of
Swedbank and SEB, which was expected because of stteng market share in
Estonia and Lithuania (Figures 6 and 8). Also Nardad Danske were represented in
approximately right ratio. Rows present the disitiln of the current level of loyalty
grouped in three categories for each bank. Fidsinao includes all those who answered
two 1 or 2 (likely to change bank), the column dre tmiddle includes neutral
respondents and the third column shows how largeesinswered 4 or 5 (unlikely to
change bank).

Table 11. Likeliness to change bank — comparison betweerkdafi=Very likely,
5=Definitely not possible)

Likelihood to change bank Disloyal (1&2) Neutral (3) loyal (4&5)
Swedbank (n=53) i 28,3% 39,6%
Empty (n=45) 20,0% 33,3% 46,7%
SEB (n=30) 23,3% 16,7% 60,0%
Nordea (n=10) 0,0% 10,0% 90,0%
Danske (n=9) 33,3% 11,1% 55,5%
Other (n=3) 33,3% 33,3% 33,3%
Total (n=150) 24,7% 25,3% 50,0%

This cross tabulation reveals that there are femk®dhat stand out from the average
results. Customers of Swedbank are more likely @éodisloyal than any other bank
which was represented in this research with sigaifi number of responses. On the
other hand, customers of SEB and Nordea are miady lio stay with their current
banks. These results indicate that if Baltic SMEigend to be active in the bank
changing front, some banks will face larger amafntustomer defection than others.
Bad press and damage of image related to the amreelies may very well be the reason
behind high disloyalty of Swedbank’s cuostomers.

6.3.6. Number of simultaneously used banks

This part gives a general view on the behaviorllafegpondents in terms of how many
banks are used simultaneously. Zineldin (1995)adieed in his research on Swedish
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SME's that smaller companies tend to rely morehmir tmain business bank, while
larger companies operate through several banks.s@hee pattern is visible also in
Estonia and Lithuania. When all respondents fromh lmountries were divided in two
groups according to their turnover, the differevecas clear. One third (32,2%) of
smaller SME's use only one bank and 42,4% use amxd) Same numbers for larger
SME's are 25% and 51%. According to these ressiitit, banking - the use of more
than one bank is more common as the company sesgrHowever, the share of
single bank users was significantly lower than tudg of Zineldin (1995) and much
closer to the results from Hong Kong by Lam & Buart(2006). It may be that split
banking behavior has become more common over thesyas Zineldin's study is
already 14 years old.

Mangers were asked how likely it is for their comigg to use loan bank for all the
other financial services their companies need (f€id3). In other words, how much the
fact of having loans in one bank effects to thed&n of service provider for other

financial services in favor of that same bank. hrs tcase, there was no difference
between smaller and larger SME's. Results sugbesittis extremely important for a

bank to be the "loan bank" for their clients. Almose fourth (22,8%) of all company

managers state that they are extremely likely ® ardy loan bank for other services,
while 44,3% chose the milder alternative of it lgeiikely. Only 17,4% selected the

option of using other banks and 14,8% did not Feavepinion.

If your company takes aloan in one bank, how likely it is to
use this same bank for all the other financial services your
company heeds?
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Figure 13.Likeliness to use loan bank for other financialvsees.
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6.3.7. Intensity and commitment of the bank — ¢lretationships

Intensity of the bank relationship means in whaeeithe company has chosen to use
services of its main business bank. Extremely sitenbank relationship would be one
where all financial services are provided by ond anly service provider. Figure 14
shows who provides financial services for SME'sthis research. Results are in
percentages of all companies. Different produces lsted here so that the blue bars
indicate how large share of the companies acghiaé gervice or product from their
main business bank only. Orange bar representshee of all companies who use
other than their main bank for that service or paidYellow bar shows the share of
companies who do not use such service or product.

It can be seen that over 60% of companies havet/dedulit -cards, daily money
transfers and loans from their main business b&dsh management services are
purchased from the main bank by 58,6% of all redpah companies. These four
services are most often in the main bank. By loglan the orange bars, the share of
products from elsewhere, it can be seen that inses leasing and savings/investments
are most common services to be bought somewheze els

Debit and credit cards
Daily money transfers

Credits and loans

B Provided by main
bank only

® provided at least
partly by other than
main bank

[ Do not use this
service

Cash management

i

Trade finance services
Savings and investments

Leasing

Il

Factoring

|

Insurances

0O 10 20 30 40 50 60 70 80

Figure 14. Intensity of bank relationships.

From the main bank's point of view there is deélyitlot to improve in this sense.
Increasing the level of intensity in the relatioipstvould bring more cash flow to the
bank. Evidently, there are plenty of companies &leospreading their banking needs to
several service providers. Not to mention smalkart surprisingly large share of
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companies who are getting such basic services dmt/aedit cards and cash
management services from somewhere else thantla@ir business bank.

Intensity's effect to level of loyalty was testegl dbmparing results of this question to
the likelihood of changing bank at the moment. Fsemvices correlated in a significant
level with the possibility of changing bank. Basad the results of this research, if a
company is getting specific services from its miaamk, it is statistically valid to say

that they are less likely to consider changing bartkese services are daily money
transfers (r = -0,207; p = 0,012), savings and stwents (r = -0,276; p = 0,003), cash
management services (r = -0,220, p = 0,016) arntk timance services (r = -0,220, p =
0,025)

Commitment of the relationship means firstly in wkatent the company is willing to
share information about its situation with the bamki secondly, how much flexibility
bank is offering to the company in its decisionablé 12 shows in a form of a cross tab
how committed respondents see themselves andliheks to the relationship. Results
are in percentages of all companies. Rows représertommitment of the respondent
companies and how openly they tell their banks wihatreal situation of the company
is. Columns show the commitment of banks and h@xilile banks are towards the
respondent companies.

Table 12.Commitment to the bank - client relationship.

Bank is always flexble Bankis sometimes flexible nRds rarely flexible
Company tells everything 5,3% (8) 2,7% (4) 0,7% (1)
"-- most things 10,7% (16) 30,2% (45) 4,7% (7)
--"-- only partly 5,4% (8) 24,2% (36) 1,3% (2)
--"-- as little as possible 0,7% (1) 8,7% (13) 5,3% (8)

The results show that when banks are committedhéo relationships, so are the
companies. Statistical analysis confirm that thése types of commitments are
correlating with each other (r = 0,312, p = 0,000).

Commitment's effect to level of bank loyalty wastésl by comparing results of this
guestion to the likelihood of changing bank at thement. There was no statistically
significant correlation between the company's nghess to share information and the
level of bank loyalty (r = -0,008, p = 0,923). #esns that companies that have direct
and open communication with their banks are notemoyal than others. However,



79

banks' flexibility towards the company is connectedthe level of bank loyalty.
Correlation between these two variables was vigibte-0,230, p = 0,005). This result
is not a surprise since there is no reason whycampany would want to change a bank
that is often flexible in company’s favor.

6.3.8. National preferences about bank relatiorsship

Company managers in both countries were asked spmstions that tried to reveal
how much cultural difference affect to businesst@uers' bank relationships and
loyalty. Having only 25 responses from Lithuaniaits the validity of this part, and
thus these results must be seen as indicationshat weality might be. Also, the
responses were very similar as the differencesulture and economic situation are
nearly non-existent. For example, 92,7% of Estomreamagers and 92,0% expected to
have a named contact person for their company. qiestion was not able to make
significant difference between the countries and itikely that the question did not
measure what it was supposed to.

The managers were asked which one is better far ¢tbenpany - flexibility of short
term bank relationships and using many banks asémee time or stability and long
term relationship with one bank. The results wére sgame in Estonia and Lithuania
with no difference between smaller or larger SMB/ast majority of companies in
each segment (84,0% — 86,4%) preferred stabilitprd long term relationship. It
seems that this ideal situation does not alwaysterireal world, as it was already
pointed out that two thirds of smaller SME’s andeth fourths of larger SME’s use
more than one bank. However, this result indicalbes companies are interested in
building strong bank relationships with one finahaervice provider.

Managers from both countries gave similar answése # the question about the
possibility of a win-win situation between the baakd the company (Figure 15). More
than half of the company managers in both counthes that a win-win situation is
possible. Even though Lithuania is more masculivan tEstonia according to cultural
dimensions scores, Estonians seem to think mosen dftat there is one stronger and
one weaker party in a bank - client relationship.
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M Estonia
ELithuania

‘fes, one is always winning Mo, there can be a win-win
situation

Do you feel that in a company - bank
relationship, there is always a

stronger party?

Figure 15. Femininity - masculinity in bank relationships.

Only one question divided respondents accordintpéa nationality. Question related
to uncertainty avoidance asked respondents "Dofgeluthat if your company changes
bank, it could lead to unexpected difficulties?"eTitesults (Figure 16) show that only
one fourth of Estonian companies think that chamga bank would cause them
difficulties they can't foresee. Opposite to thaipre than half of the Lithuanian
respondents said that they felt changing their bewdkild cause such difficulties.
Lithuania’s uncertainty avoidance score was théhdsg) of all Baltic States, so this
result supports cultural dimension’s suggestiornLidfuanians being more resistant to
change bank than Estonians.

G0%

MEstonia
HLithuania

Mo

Do you feel that if your company
changes bank, it could lead to
unexpected difficulties?

Figure 16. Uncertainty avoidance in bank relationships.
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7. SUMMARY AND CONCLUSIONS

Bank loyalty has been studied quite comprehensigatpng retail customers, but not
very often with a focus on business customers. Baakkets in Baltic States have
developed freely since significant market liberathian of Central and Eastern European
Countries in the beginning of the 1990's. The nattdbn to make this research rose
from the interest to see what makes business cessoloyal to their banks especially in
this area. Business customers are traditionallysidened less emotional than private
customers. However, bank — client relationshipugegdifferent from traditional buyer
— supplier setting. As Zineldin (1992) mentionedinking is most of the time
intangible, services are complicated and longrigstMany times there is high level of
trust and even personal friendship involved in ¢hedationships. Therefore it can be
expected that there are not only price —relatedomsa for bank loyalty. Therefore this
study aimed to answer what kinds of factors plagla in generation of loyalty? It was
also interesting to see how active companies atlkerbank changing front and to find
out how loyal business customers are towards thanks at the moment. In few
existing business customer loyalty and bank s@ecstudies around the world some
key factors have been found to increase busines®roer's willingness to choose a
bank in the first place or to keep on using thatkbé&uch studies had not been done
about the Baltic States. The international crediinch and crises of global finances
adds an important reason to study bank loyaltyughsan large segment as SME’s. As
the results of this study confirm, companies anmesaering change of bank more often
than they used to because of recent events indbhaldinance.

Three sub objectives were created in order to rnieximain objective of the thesis -
analysis of business customer’s bank loyalty. Theye the following:

* Form a model of factors promoting business customst bank loyalty (from
an international perspective)

* Test the model empirically

* Analyze business customer’s bank loyalty and dest@ bank relationships
in the Baltic States
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This chapter explains how these objectives werecaghed and what the outcome of
the results was. In the end, future research pdiisfand practical implications of the
results are discussed.

7.1. Bank loyalty model

First objective was approached by focusing on thecept of business to business
loyalty. McMillan et al. (2007) suggested that sfttion and trust precede loyalty.
Satisfaction is the first step, increased use @dpcts and services is the second.
Finally, real loyalty can be achieved through désging of trust between two parties.
According to them, satisfaction and trust can evalht lead to loyalty and therefore
business banks should be aiming for these thingidus research results about bank
selection criteria and bank loyalty were used ttect factors that might be causing
satisfaction and trust. After discussing the resaftprevious studies, relevant areas of
theory were presented in more detail. Chapter tdiseussed the service quality and
relationship management. Service quality factorsevggouped to technical, functional
and expected service quality. Relationship —reldtedors were grouped as length,
intensity, commitment and quality of the relatioipshiThe fourth chapter considered
national differences’ possible effect to the imparde of individual loyalty promoting
factors. So formed business customer bank loyatigehwas presented in chapter five
(Figure 9).

The model aimed at gathering the most importanaltgypromoting factors into one
visual model. All factors that came up in the poes studies and theory part of this
study were tested to see how well the model warksal life situations.

7.2. Testing the bank loyalty model

Second objective of the study was to test the mentglirically. For this purpose, Baltic

SME managers were contacted and requested to filjuestionnaire which was

conducted based on the bank loyalty model. Inytidhe purpose was to cover all three
Baltic States, but limited resources narrowed thegdat group to Estonian and
Lithuanian SME’s with turnover up to 40 million Ex& As there was no significant
motivator for the company managers to answer thestipnnaire, the total number of
filled questionnaire was disappointingly low, 138owever, this amount makes it
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possible to use tools of statistical analysis dn it can be considered as sufficient for
the testing of the suggested bank loyalty model.

The results show that the reasons for EstonianLéhdanian SME’s bank loyalty are
various. The most important sources of loyalty aseexpected, trust and satisfaction.
Bank loyalty model suggested different ways satigba and trust can be achieved.
These factors were scored from 1 to 5 accordinthér importance by Baltic SME
managers. Number one meant that the factor is ragtgeimportant reason for bank
loyalty, while number five meant that there is rfteet at all to bank loyalty. Each
factor group of the model included two or more widiial factors. The results were
compared between smaller and larger SME’s, difteretustries and home countries of
the companies. Surprisingly few statistically sfgraint differences were found in the
reasons for bank loyalty between these sub groApsording to these results, the
reasons for bank loyalty are similar for all stublsegments. This result indicates also,
that the national differences between Estonia aititu&nia are not large enough for
them to have an effect on the reasons to banktioy@herefore, this part of the bank
loyalty model remains to be tested properly. Stilere is no reason to believe that
reasonable differences in culture and economiatt would not affect to the reasons
of bank loyalty. At this point, it is good to rendirthat the small amount of responses
narrow the possibility of pointing statisticallygsificant differences. However, by
looking at the mean scores in Appendixes 4, 5 ast®e direction can be drawn about
the different impact of specific factors to banidtly between segments.

All individual factors’ mean scores as well as éaagroup mean scores were presented
in Table 6. Segment to segment comparisons cawouwafin Appendixes 4, 5 and 6.
Here, Figure 17 shows the connection of differactdr groups to formation of loyalty.
Thicker line means that the connection is moreiggmt. It is worth noticing that all
factor groups were rated at least slightly impdriarthe empirical results. This means
that the theory found correct factors and factougs.

Trust and satisfaction are on top of the list ageeked. Functional service quality is
next. This means that business customers valudyhfghctionality and usability of
their banking services. Commitment to the relatigmgs also significant reason for
bank loyalty. If a bank wants to hold on to spechiusiness customer, it pays off to
show understanding and flexibility as well as emaging business customer to openly
tell about its business situation with the bank #ng make it more committed to the
bank relationship.
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Mational differences

- Culture
Length of
Relationship
(2,77

- Econotnic situation

Satisfaction
(1,75)

Technical service
Quality
(2,083

Intensity
(2,48)

Functional service
Cuality
1,85

Expected service
Cuality
(2,653

Felationship
Cality
(2,62

Figure 17.Conclusion of the bank loyalty model

Technical service quality - what the company ig leith, is high on the list but as

suggested by previous studies, not the most impioftector group. Intensity of the

relationship was scored as surprisingly unimportémttor group. Perhaps the
respondents could not objectively evaluate thedraod to keep using the services of
the bank they are currently using the most in tloistext. Earlier in Chapter 5, Figure
13 supports this view with results to similar qimstwhich indicates that the having
most of the company loans in one bank is a magsae for using that same bank for
other services as well. Relationship quality reedithird biggest factor group mean
score because it included few very unimportantoiactThis factor group had several
individual factors that were ranked as significgnthportant reasons for bank loyalty.

Therefore this factor group should not be overlabKexpected service quality was the
least important type of service quality. This wapexted as only hearing good things
about the bank from competitors and colleaguesdisvered as a loyalty motivator
in earlier studies. Length of the relationship e least important factor group for the
respondents, which was a surprise as it was onieofidentified reasons for bank
loyalty in earlier studies in other parts of therldoBased on this study, it can be said
that Estonian and Lithuanian companies do not demndong history with the current

bank as an important reason to stay loyal to it.
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After looking at the importance of factor groups,is essential to see also which
individual factors were ranked as the most impdrtaasons for bank loyalty. Table 13
presents a list of the 15 most important reasomsbémk loyalty according to all
respondents. This list together with rest of thetdes (Table 6) proofs that there are
several areas of the banks offering that can chusmess customer to stay loyal. Only
few of the tested factors received average ratfrg8y@® or higher.

Table 13.The 15 most important reasons for bank loyalty.

Individual factors - TOP 15 Mean
1. ¥ou trast the bank as a company TR 1,41
2.The bank has good and reliable Internet bank F30Q) 1,42
3.The bank corrects its mistakes as soon as you mention about them F30) 1,50
4 The hank offers fast atud reliakle customer service F30) 1,52
5.The bank personnel iz always willing to help F30) 1,66
6. The bank personnel is skilled at its work F30) 1,67
7. The bank has good privacy and security lewvel T30 1,67
2. ¥ou are generally satisfied with the bank 34T 1,75
9. The bank understands company's situation and is flexible in its decisions & 1,82
10. %o trast the staff of the bank TR 1,72
11 .The bank has lower than average intere st rate for loans TE0) 1,93
12.The bank's image has not suffered from recent credit market turbulence EZD 2.03
13.The bank has lower than average fres and costs for their services TEQ 208
14.The bank has supported your compaty duting hard tites RO 2,08
15.The bank has named one person to take care of vour company RO 209

Trusting the bank as a company and having gooddraible Internet bank received the
lowest scores. The importance of Internet banklifads definitely something that
Baltic banks should take into consideration if teeant to make their customers loyal in
a cost effective way. Improving Internet bank féigishould in theory increase the level
of loyalty most effectively as it is nowadays udey nearly all companies and its
importance is essential according to the resposdehthis study. Fast correction of
mistakes was third on the list and followed by fastl reliable customer service and
personnel’s willingness to help. Focusing on thesaes is something that can be done
in each unit of the bank without massive investrmemd reforms. Still, they are among
the most important factors that promote bank Igyathong Baltic SME’s.
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Seventh on the list is good privacy and securigll®f the bank. This is a challenge for
most banks as new ways of “phishing” are developmustantly. General satisfaction
towards the bank is followed by bank’s understagdamd flexibility towards the
company. Offering flexibility is naturally somethgrihat cannot be offered to all clients
in same extent. Anyway, if a bank shows understapdnd agrees to be flexible in its
decision, it is very likely that the client beconmaere loyal towards that kind of a bank.
Number 10 is the trust towards the staff of thekbdiis interesting to note that trust
towards the bank as a company is rated more impdtan trust towards the personnel
of that bank.

Numbers 11 and 13, low interest rate for loans lamdfees and costs for the services
are the easiest factors for the clients to compatié, they are already out of the ten
most important reasons to stay loyal towards a b#hks it can be said, that even if a
company’s current bank offers lowest interest rated fees for its services in the
market, there might be at least ten better reasorswitch to a competitor. These
technical service quality factors are of coursenificant, but as previous studies have
proven, they are definitely not the most powerfudtivators to stay loyal towards a
bank.

Bank’s support during difficult times had been itiged as one of the main reasons for
bank loyalty of European SME’s in the SME Busingdw/ners Survey (2008).
Currently Estonian and Lithuanian company managduevit as 14th most important
reason to stay loyal to the main business bankhAsegion is stepping into recession,
the difficult times are now at hand. Banks havednosider which of the companies can
be supported and compare the cost of it to the ratelencrease of bank loyalty. A
named contact person in the bank was the 15th impsirtant reason to be loyal to a
business bank. This is understandable as relaipmgts tighter as matters are dealt
mainly with one specific person. This kind of servis impossible to offer to all SME’s
due to limited resources. The complete list (Tad)lencludes many more significant
reasons for bank loyalty, but these 15 are the mgsbrtant ones. As mentioned, many
of the top 15 factors are quite easy for bankseteetbp if they consider enhancing their

customer loyalty worthwhile.
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The bank loyalty model seems to have grasped nmapgriant factor groups and based
on their mean ratings all groups are at least tyigmportant for staying as a customer
of a business bank. In this light the model workel, as all groups were supposed to
be important. Meaning of the model was to idendifiyrelevant areas that create bank
loyalty. Within them, some of the key reasons tokotoyalty were discovered and

presented in Table 13. The only remaining questameswhether there are some more
factor groups that were not included in the modeljf the included groups did not

cover all individual factors that promote loyalty.

7.3. Analysis of the level of bank loyalty and bagrlationships

Based on Zineldin’s life cycle model, most of Baltir at least Estonian and Lithuanian
bank — client relationships have reached threé gtegges of the bank - client life cycle.
This indicates that the markets are stable ancetieenot much movement between
competitors. However, only small share of the comgm are fully committed to the
bank relationship and ready to move to the finaltto step by increase their business in
their main business bank. Approximately 70% of Bsto and Lithuanian companies
are not going to either increase their businesk thi¢ main bank, or either to move it
somewhere else.

The lengths of current main bank relationships supfhe view that the markets are
stable and not much movement has happened ové&sthiew years. The main business
bank relationship has lasted more than 7 years &% of the respondent companies.
On top of that, 24,5% of companies have had thaireat bank for 4-6 years. Only

9,5% of the respondent companies had changediwelk over the last three years.

Last confirmation for the stable market situatiarthe past can be given by looking at
the total number of executed bank changes so fajoirlity (62,3%) of the companies

had never changed their banks and 28,5 % had dawdyi once. Together these two
groups form 90,8% of all respondents, which makeessible to say that Estonian and
Lithuanian companies have not changed their masimieas banks actively.
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Respondents answered also to a question abouiké#lméss to change bank at the
moment. The results of this question give reasobdieve that the calmness in the
Baltic bank markets is about to change. Surprigingige share of the respondents,
(24,7%) indicated that they are likely to changakbat the moment. There was a
statistically significant difference in the answdrystween Estonian and Lithuanian
respondents. Lithuanian companies are more likelgtay with their main business
bank at the moment. However, the small humber tiuanian responses may have
affected to the result.

When the current level of bank loyalty was analyaedording to the main bank, it
could be seen that Swedbank has currently the legst customers. This result was
anticipated as Swedbank’s reputation has suffeneel t recent events in global
economy (Mellgvist 2008). On the other hand, SEH Alordea have the most loyal
customers. Exact result of Nordea has to be coridsomewhat critically as there
were only ten respondents who identified Nordethes main business bank. However,
SEB and Nordea received extremely good ratingsthedesults should give a good
direction about the reality.

Zineldin (1995) discovered in his research on Sae@ME's that smaller companies
tend to rely more on their main business bank, evlsitger companies operate through
several banks. When all respondents of this stushgwlivided in two groups according
to their turnover, the difference was clear. Onedtf82,2%) of smaller SME's use only
one bank and 42,4% use two banks. Same numbeleader SME's are 25% and 51%.
According to these results, split banking - the o$anore than one bank is more
common as the company size grows. In this coniiewias also inquired how likely it is
for companies to use only the main loan bank ftiepservices the company needs.
Contrary to the result of similar question in thenk loyalty motivators questionnaire,
the managers indicated this time that it is likedyextremely likely to use only this bank
(44,3% likely, 22,8% extremely likely).

Last part of the empirical results concentrateddescribing the bank relationship
intensity and commitment and their effect on therent level of loyalty. Also national
preferences and attitudes about bank loyalty weseudsed. By looking at the
percentages of different services acquired fromntlaén business bank, it can be said
that there are chances of improvement in the ifttengthe bank — client relationships.
For example debit and credit cards are the moshummbank service that is acquired
solely from the main bank, but this happens in of0%6 of the companies. Even with
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such a basic bank service, over 20% of companiesls® other service providers than
the main bank. There are plenty of other produatsservices companies are spreading
to other competitors in larger extent. This is liegting, since some of the services
correlated significantly to the level of curreninkdoyalty. In other words, companies
that used their main bank for daily money transfemvings and investments, cash
management services and trade finance services legsdikely to change their main
business bank at the moment.

Commitment to the relationship was measured byngskiow openly companies tell
their banks what is the true situation of the comypand how understanding and
flexible banks are towards their clients. Most leé tompanies (54,3%) are able to tell
their banks most or all things about the compatyaton. Truth is given to the bank
only partly by 30,9% of the respondent companiakitis avoided as much as possible
in 14,7 % of the cases. Correlation test did nattpout any significant connection with
company’s openness and the current level of banjaltyp Banks are always
understanding and flexible in 22,1%, sometimes5v% of the and rarely in 12% of
the cases. As can be expected, bank’s commitmerthdorelationship correlates
significantly to the level of bank loyalty. Thusdan be said that a company that gets
understanding and flexible decisions from its b@knore likely to stay loyal to that
bank.

Company managers in both countries were asked sprastions that tried to reveal
how much cultural difference affect to businesstmuers' bank relationships and
loyalty. Having only 25 responses from Lithuanimits the validity of this part, and
thus these results must be seen as indicationshat weality might be. Also, the
responses were very similar as the differencesulture and economic situation are
nearly non-existent. Nearly all of the companieseath segment (84,0% — 86,4%)
preferred stability of one long term bank relatimpsover flexibility of having many
short term bank relationships. This means thaetiern will to concentrate to one long
term relationship which is not yet true in practa® the intensity of the relationships
was discovered to be rather low. However, thesalteemdicate that there is a demand
of additional services from the main business bank.

Hofstede’s dimensions suggested that Lithuaniammdge masculine than Estonian
culture and therefore it was expected that Lithaasiwould be less likely to form win-
win situations with their banks. Results were gsitailar, as over 40% of companies in
both countries believed that one party is alwaysmmg in bank relationships. Against
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the expectations, Lithuanians saw formation of win-situations possible more often
than Estonians. One question divided opinions alegrto the nationality of the
company. Only 23,8% of Estonian companies think teanging bank could lead to
unexpected difficulties, while 76,2% of Lithuaniacompanies chose the same
alternative. This result was anticipated as theertamty avoidance is higher in
Lithuanian culture. As mentioned before, the lowpanse rate in Lithuania affects to
the validity of comparisons between the countrieg, some suggestions can be given
especially about the uncertainty avoidance. Evenidh the likeliness to change bank
did not correlate significantly according to natdity of the company, this last result
indicates that Lithuanian companies might givehgitlea of changing bank due to fear
of unexpected difficulties after the procedure.

7.4. Practical implications and future researctgsstons

This study gives insight to the reasons of banlalkyyfirstly by presenting a bank

loyalty model, which can be further developed asdduin other markets to identify

reasons for bank loyalty. It was pointed out tlogalty is created mostly in the area of
functional service quality, but individual reasdos bank loyalty can be found all over
the model.

Testing of the bank loyalty model offers some vhlaainformation about the bank
loyalty motivators of Estonian and Lithuanian SMET$ese reasons can be carefully
considered to apply to all Baltic States as thevigat culture and economic situation is
very close to Estonia and Lithuania. Also, the entrlevel of bank loyalty and the
effect of relationship intensity, commitment andltaxe were measured and this
information can be used in planning of customegngdn and acquisition strategies. It
seems that the Baltic SME’s have not been activdhanging their main business bank,
but this situation might be changing as one odbof companies indicated that they are
considering changing of bank at the moment. Custenoé different banks have
different tendency to change bank and it may veeil e that some banks are going to
lose significantly more customers than others.

The results of this thesis have to be considergatesninary and as a base for further
research on the topic. It is likely that more resges and thus statistically valid results
would have been achieved with a good motivatorhsag a lottery and possibility to

win a significant prize by answering the questioredt is also possible that some of
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the main reasons for bank loyalty were not includedthe questionnaire at all.
Therefore it could be that both the suggestedfishdividual reasons for bank loyalty
and the bank loyalty model itself is incomplete.

As the bank loyalty model was created for this psgand was used for the very first
time, there are definitely areas that need to heldped. For instance, a complete list
of individual factors in creation of loyalty shoulde conducted by the companies
themselves and then added to the model. This weayntbdel would capture all relevant
factors. Also, a study comparing reasons for banjalty between geographically,

culturally and economically distant countries wouédt the model's assumption of
national differences role as a emphasizer or riestraf specific factors impact to bank
loyalty.
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Appendix 1: Invitation e-mail

Dear company manager,

I am making my master's thesis about bank loydl&aitic small and medium size
companies. The research takes place in the UniyafsVaasa, Finland. Purpose of the
research is to find out what makes business cusilmoyal to their banks. All answers
are confidential and used only in the statisticellgsis of the data.
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I humbly ask you to answer this short questionnalreut bank loyalty. It can be found
from the link below. With your help, banks in EstmrLatvia and Lithuania can offer
better services for business customers. Pleasegeais the questionnaire before
14.12.2008.

Username: XXXX
Password: XXXX

Internet address of the questionnaire:
https://eforms.uwasa.fi/lomakkeet/119/lomake.html

Best regards,
Toni-Mikael Ranta
Student of international marketing

University of Vaasa, Finland

toni-mikael.ranta@student.uwasa.fi
+358 41 547 5768
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Appendix 2: Questionnaire

Dear company manager,

By filling this questionnaire, you can let banksoktnwhat they should offer if they
want to keep business customers satisfied and .lcdhl individual answers are
anonymous and will be used only in the statistrallysis of the data.

I will send the results of this bank loyalty resdato all interested participants. You can
give your e-mail address for this purpose on teepage.

Thank you for taking the time to assist me in tiesearch.
Toni-Mikael Ranta
Tel. +358 41 547 5768

E-mail: toni-mikael.ranta@student.uwasa.fi

1. Select your company's location.
a) Estonia b) Latvia c) Lithuania

2. How many people work in your company in the begning of year 20087
ayl b)25 c) 6-10 d) 11-25 e) 26-50 f) morentba

3. What is the turnover of your company in 2007 (aproximately)?

a) less than 250 000 € b) 0,25 — 0,5 milliorcE0,6 — 1 million € d) 1,1 — 2,5 million
€e) 2,6 —5million € f)5,1—-10 million€ @) 16:115 million € h) More than 15
million €

4. What is your company’s main line of business?
a) Agriculture/Farming b) Manufacturing c) Servicesd) Transport e)
Other

5. How many years your company has been a customafryour main business
bank?
a) 0-1 years b) 1-3 years c) 3-6 years d) 7arergears

6. How many banks your company uses?
a) one b) two c) three d) four or more

7. If your company takes a loan in one bank, howHlely it is to use this same bank
for all the other financial services your company reds?
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a) Extreme likely to use only loan bank b) Likebyuse only loan bank c) No
opinion d) Likely to use other banks than the Ibank e) Extremely likely use
other banks than the loan bank

8. In a scale from 1 to 5, how possible it is forour company to change the main
business bank at the moment?
Very likely 1 2 3 4 5 Definitely not possible

9. Has the recent turbulence in the financial markes affected your company's
willingness to change the main business bank?

a) Major reason for thinking about changing themiank b) Small reason for thinking
about changing the main bank c) No effect d) Smealson for staying with the current
main bank e) Major reason for staying with therentr main bank

10. Do you plan to move more and more of your busass to the main bank?
a) Yes b) No, nothing will be changed ¢) No, compwaiil move more business to
other banks

11. How many times your company has changed the nmabusiness bank?
a0 b))l c¢)2 d)3 e)4dormore

12. If you have left your business bank, what wa$é reason for the change of
bank? (You can move to the next question if your comphay never changed bank)
1=Very important reason, 2=Important reason, 33fllygmportant reason 4=Small
reason 5=Not a reason

Poor relationship with the bank _ Bad service igal

Bad advice _ Bad image of the bank
Company did not get loan . High prices .
Other bank had better offers _ Other. What?

13. If you use more than one bank, who offers th@llowing services to your
company?

1= Your main bank only, 2= At least partly by otliean your main business bank, 3 =
Your company does not use this service

Daily money transfers
Credits and loans
Insurances

Savings and investments
Debit and credit cards

Cash management services
Trade finance services
Leasing

Factoring
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14. On the following list there are characters of@ampany — bank relationships.
How much they effect to your company's willingness stay as a customer of this
bank?

1 = Very important reason for staying in this bakls Important reason for staying in
this bank, 3 = Slightly important reason for stayin this bank 4 = Small reason for
staying in this bank, 5 = There is no effect at all

You are generally satisfied with the bank

You trust the bank as a company

You trust the staff of the bank

The bank was your “take off” -bank (first bank)

You have long relationship with the bank

The bank understands company's situation andxibféein its decisions
You can openly tell the bank what is the real siturawith your company
Most of your company's banking services are in llaisk

The bank is willing to take care of all your comparcredit needs

The bank has supported your company during harelstim

You have your personal accounts in the same bank

You have a good personal relationship with youtauer advisor

You find it easy to contact the staff of the bank

The bank has named one person to take care otcpoypany

The bank treats your company as a unique client

You have regular meetings with the bank

The bank remembers you and your company with syifésl

The bank is near to your company (branch offiaeoisfar away)

The bank has good and reliable Internet bank

The bank offers fast and reliable customer service

The bank corrects its mistakes as soon as you amealiout them

The bank personnel is skilled at its work

The bank personnel is always willing to help

The bank's image has not suffered from recent tcnealiket turbulence
You have heard good things about the bank fromr@bmpanies

The bank is active in its market communication addertising

The bank has conservative and careful image

The bank is socially responsible (Considers edanatj ethical and environmental
issues)

The bank offers quality advice

The bank has many products and services to choose f

The bank has good privacy and security level

The bank has lower than average fees and costisdiorservices

The bank has lower than average interest rate&ord

The bank offers higher than average interest mtérhe deposits and savings accounts
The bank offers innovative solutions, not just dead service packages
The bank has most of your company's loans

15. Which one is better for your company?
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a) Stability and long term relationship with onenb#) Flexibility of short term
relationships and using many banks at the same time

16. Do you feel that your main bank can take goodace of the tasks your company
has given to it?
a) yes b) no

17. Do you get adapted offers from your main bank®Can you negotiate about the
terms?)
a) yes b) no

18. Has your main bank offered your company additinal services? (Insurances,
leasing cars etc.)
a) yes b) no

19. How much your company tells about its situatiorand future plans to the
business bank?

a) | tell everything  b) I tell most things c) somhéngs are secrets  d) | tell
nothing

20. Do you get flexible solutions and understandinfyjom your main business
bank?
a) always b) sometimes c) rarely d) never

21. Do you have your personal accounts in the sarbhank as your company’s
accounts?
a) yes b) no

22. Do you expect having one specific contact persm the bank?
a) yes b) no

23. Do you feel that company — bank relationship tsalways a stronger party?
a) yes, one is always winning b) no, there cawipewin situation

24. Do you feel that if your company changes bank,could lead to unexpected
difficulties?
a) yes b) no

25. What is the name of your main business bank®ptional question. You don’t
have to answer.)

If you want to receive the results of this study, lease write your e-mail address
here.
e-malil

Thank you for your answers!
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Appendix 3: Bank loyalty motivators of smaller dadger SME's

<25m€ >26m¢E
Satisfaction 1,79 1,72
You are generally satisfied with the bank 1,79 1,72
Trust 1,69 1,65
You trust the bank as a company 1,45 1,38
You trust the staff of the bank 1,93 1,91
Length of the relationship 2,67 2,83
The bank was your “take off’ -bank (first bank) 3,03 3,25
You have long relationship with the bank 2,30 2,41
Commitment 1,97 2,02
The bank understands company's situation andxibléen its decisions 1,90 1,77
You can openly tell the bank what is the real gitrawith your company 2,03 2,26
Intensity 2,54 2,45
The bank has most of your company's loans 2,79 2,57
Most of your company's banking services are in @k 2,28 2,32
Relationship quality 2,63 2,60
The bank is willing to take care of all your comgancredit needs 2,16 2,10
The bank has supported your company during haestim 2,10 2,06
You have your personal accounts in the same bank 3,40 3,53
You have a good personal relationship with youtoo®r advisor 2,47 2,48
You find it easy to contact the staff of the bank 2,24 2,08
The bank has named one person to take care ofcpmgwany 2,07 2,10
The bank treats your company as a unique client 2,14 2,23
You have regular meetings with the bank 341 3,14
The bank remembers you and your company with gyifiesl 3,71 3,72
Senvice quality (technical) 2,16 2,04
The bank offers quality advice 2,14 2,08
The bank has many products and services to choose f 2,29 2,29
The bank has good privacy and security level 1,60 1,71
The bank has lower than average fees and costsdoiservices *r=-0,197,p=0,018 2,33 19
The bank has lower than average interest rat®&d 2,03 1,86
The bank offers higher than average interest mtedvings accounts 2,48 2,30
The bank offers innovative solutions, not just staml service packages 2,24 2,1
Senvice quality (expected) 2,54 2,71
The bank's image has not suffered from recent tteattket turbulence 1,93 2,10
You have heard good things about the bank fromratbepanies * r=0,198, p=0,016 2,36 2,8
The bank is active in its market communication adgertising 3,24 3,18
The bank has conservative and careful image 2,41 2,54
The bank is socially responsible 2,78 2,92
Senvice quality (functional) 1,88 1,86
The bank is near to your company (branch offiaeosfar away) 3,20 3,45
The bank has good and reliable Internet bank 1,46 1,40
The bank offers fast and reliable customer service 1,59 1,48
The bank corrects its mistakes as soon as you ameakiout them 1,73 1,48
The bank personnelis skilled at its work 1,62 1,73
The bank personnelis always wiling to help 1,69 1,64
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Appendix 4: Bank loyalty motivators of manufactgiand service companies

MAN | SER | OTH
Satisfaction 1,82 1,75 1,71
You are generally satisfied with the bank 182 | 1,75 | 1,71
Trust 1,56 1,76 1,71
You trust the bank as a company 1,34 | 1,49 | 1,43
You trust the staff of the bank 1,77 | 2,02 | 1,98
Length of the relationship 2,87 2,75 2,71
The bank was your “take off” -bank (first bank) 8,1 3,08 3,21
You have long relationship with the bank 2,87 2,412,21
Commitment 1,94 2,00 2,03
The bank understands company's situation andxbfein its decisiong 1,73 | 1,88 | 1,84
You can openly tell the bank what is the real situawith your
company 2,14 | 2,12 2,22
Intensity 2,35 2,70 2,41
The bank has most of your company's loans* r=0@25®010 2,36 3,07 2,60
Most of your company's banking services are in llisk 2,34 2,32 2,22
Relationship quality 2,56 2,71 2,62
The bank is willing to take care of all your comparcredit needs 2,11 2,12 | 2,13
The bank has supported your company during harelstim 1,86 2,22 2,16
You have your personal accounts in the same bank 50 3, 3,59 3,40
You have a good personal relationship with youtauer advisor 2,55 2,46 2,44
You find it easy to contact the staff of the bank AR | 2,24 | 2,13
The bank has named one person to take care ottgoopany 2,05 2,28 | 2,02
The bank treats your company as a unique client 12,12,22 2,33
You have regular meetings with the bank 3,00 3,39 ,323
The bank remembers you and your company with sgifd| 3,73 3,88 3,62
Service quality (technical) 1,96 2,12 2,15
The bank offers quality advice 2,14 2,21 | 2,02
The bank has many products and services to choose f 2,11 2,45 2,29
The bank has good privacy and security level 164 | 1,57 | 1,79
The bank has lower than average fees and costiseiorservices 1,84 | 2,12 2,18
The bank has lower than average interest rateford 1,65 | 2,07 | 2,00
The bank offers higher than average interest mtsdvings accounts 2,16 2,21 2,60
The bank offers innovative solutions, not just dnd service package 2,18 2,19 2,18
Service quality (expected) 2,69 2,62 2,67
The bank's image has not suffered from recent tnealiket turbulence | 2,07 | 2,00 | 2,10
You have heard good things about the bank fromratbepanies 2,80 2,62 2,57
The bank is active in its market communication addertising 3,20 3,19 3,23
The bank has conservative and careful image 2,43 48 2, 2,60
The bank is socially responsible 2,95 2,79 2,85
Service quality (functional) 1,90 1,93 1,81
The bank is near to your company (branch offiagoisfar away) 3,58 3,29 3,21
The bank has good and reliable Internet bank 151 | 1,60 | 1,30
The bank offers fast and reliable customer service 153 | 1,67 | 148
The bank corrects its mistakes as soon as you ameakiout them 156 | 1,52 | 1,49
The bank personnel is skilled at its work 160 | 1,79 | 1,68
The bank personnel is always willing to help 1,60 | 1,71 | 1,71
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Appendix 5: Bank loyalty motivators of Estonian dnthuanian companies

EST LT
Satisfaction 1,76 1,72
You are generally satisfied with the bank 1,76 1,72
Trust 1,68 1,66
You trust the bank as a company 1,44 1,32
You trust the staff of the bank 1,92 2,00
Length of the relationship 2,82 2,52
The bank was your “take off’ -bank (first bank) 320 2,92
You have long relationship with the bank 2,43 2,12
Commitment 2,03 1,84
The bank understands company's situation andxbléien its decisions 1,88 1,52
You can openly tellthe bank what is the real gibrawith your company 2,17 2,16
Intensity 2,54 2,14
The bank has most of your company's loans* r=-0,1986,016 2,78 2,08
Most of your company's banking services are in blaigk 2,30 2,20
Relationship quality 2,64 2,56
The bank is wiling to take care of all your comg&ncredit needs 2,11 2,16
The bank has supported your company during haesstim 2,10 2,04
You have your personal accounts in the same bank*206, p=0,012 3,61 2,84
You have a good personal relationship with youtcoer advisor 2,50 2,40
You find it easy to contact the staff of the bank 192, 2,08
The bank has named one person to take care oftpmopany 2,08 2,16
The bank treats your company as a unique client 222,32
You have regular meetings with the bank 3,26 3,16
The bank remembers you and your company with gyifesl 3,68 3,92
Senice quality (technical) 2,08 2,09
The bank offers quality advice 2,12 2,04
The bank has many products and services to choose f 2,27 2,36
The bank has good privacy and security level 165 418
The bank has lower than average fees and costsdbiservices 2,09 1,92
The bank has lower than average interest rate &ord 1,95 1,76
The bank offers higher than average interest mtedvings accounts 2,33 2,52
The bank offers innovative solutions, not just sitam service packages 2,18 2,20
Senice quality (expected) 2,68 2,58
The bank's image has not suffered from recent tneatket turbulence 2,06 2,08
You have heard good things about the bank fromratbepanies 2,64 2,72
The bank s active in its market communication addertising 3,26 2,96
The bank has conservative and careful image 2,50 2,56
The bank s socially responsible 2,92 2,60
Senice quality (functional) 1,87 1,85
The bankis near to your company (branch offiagosfar away) 3,34 3,32
The bank has good and reliable Internet bank 143 2 15
The bank offers fast and reliable customer service 581 1,36
The bank corrects its mistakes as soon as you omeatiout them 154 1,44
The bank personnel is skilled at its work 1,70 1,60
The bank personnel is always wiling to help 1,64 818




