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ABSTRACT

The topic was inspired by my obsession for service excellence. Having
served the retail industry as a photographic salesman and ultimately as
director of a chain of retail stores, I was startled by some of the blasphemous
remarks made to the insurance industry. Furthermore, I was personally
subjected to poor customer service by some of the large insurance
companies. In my current tenure as a life assurance consultant, I have made
it my mission to harness good quality, good values and provide excellent

service to the countless patrons of the insurance industry.

The purpose of this study was to analyse service quality at Sage Life
Insurance Company. Particular attention was paid to the five dimensions of
service quality and consumer behaviour. To provide a background to the
evaluation, a brief history of the life assurance industry and companies was
explored. The evolution of new legislations and the governing bodies was

put into perspective.

The findings of the study showed that clients’ perception of service quality

at Sage favoured some dimensions more strongly. Recommendations were
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made to improve the gaps in customer-relations and a model for Sage Life’s

customer relationship management was suggested
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CHAPTER 1 - INTRODUCTION

1.1. Introduction

The life assurance industry plays a vital role as a vehicle through which people can plan

for their financial security. This industry essentially provides three critical services:

> Life assurance to protect a family’s income upon death of a breadwinner/s,

» Savings plans in the form of endowments, retirement funding/ education funding and
wealth creation and,

» Medical plans.

In the absence of this industry, many families and individuals could end up destitute and
penniless upon retirement or the death of the breadwinner. Insurance companies provide
structured plans that require disciplined savings without which many of us would not

save for the future.

Current legislation developed by the Financial Services Board (FSB) demands high
ethical standards and full disclosure to clients in respect of costs, benefits and
commissions. The Policyholder Protection Rules (PPR) effective from 1 July 2001,

which emphasises disclosure to protect both intermediary and client.

Clients are driven by a number of factors that characterise their satisfaction:

Return on their investments,

Term of their policy,

Guarantee on their capital investments,

Familiarity with the company and its performance,

Trust and confidence in the sales representative,

Their own perception, awareness and judgements of the financial and stock markets

>

Share price of the company they are investing in, and

YV V.V V V V VYV V

Their personal asset base, liquidity, earnings, tax rate and risk profile.



In the study we will outline some of the problems that plague the insurance industry with
particular reference to service delivery and post-purchase satisfaction, with special

reference to the issues mentioned above.

1.2. The Problem Statement

The management dilemma at Sage Life is a perception of poor post-purchase service.
Whilst this perception is not unique to Sage Life, the purported view relates to the
following areas of concern:

» Poor returns on investments.

Slow processing of applications.

Unnecessary delays in claims processing.

Incompetent, dishonest and unscrupulous behaviour of some agents.

vV V VYV V

After sales support service.

Interviews with the various heads of department will throw light on the problems and

pave the way forward for exploratory research.

1.3. Objectives of the Research

To ascertain the attitudes of clients and various heads of departments to the purported
perceptions, and to correlate these findings with the company’s mission statement,
business purpose and core values. Sage Life’s business purpose is dedicated to helping

people achieve financial security



In so doing to, to establish the relationship in the model below:

Figure 1.1 — Client, Agent and Company Relationship

» Advice is translated as the sales pitch to the client and the client’s understanding of
the sales pitch.
> Contract is the legal agreement that licences and accredits the agent to give advice.

> Delivery is the honouring of the advice and acceptance thereof.

A more defined objective would be to explore the ‘gaps’ that exist in the relationship

above. These ‘gaps’ will be discussed in the literature review chapter.

1.4. Motivation for the Research

> Firstly, the competitive nature of this industry demands high ethical standards, poor
perceptions against the company have to be disproved, and corrective actions where
necessary have to be taken.

> Secondly, to reinforce the positive spin-offs and benefits of dealing with Sage Life.

> Thirdly, to design a blue print or implement changes based on the findings as a

recommendation to Sage Life on improving its market perception.



1.5. Benefits of the Research
Sage Life is an international company. The findings and recommendations can be used to
further enhance and expand its operations worldwide. Positive responses can be used to

market the company’s high ethical standards, core values and service delivery.

Further benefits will accrue to the management of the company. The research in itself

will create awareness amongst stakeholders and provide as a source of moral persuasion.

Selected clients in the sample will be pleased by the initiative. The study will serve a dual
purpose, firstly, as an opportunity to clients to “voice” their feelings, and secondly as a

marketing initiative.

1.6. Scope of the Research
This study is confined to the KwaZulu Natal (KZN) region. In-house investigations will
be conducted using a sample of regional employees. A stratified random sample of

qualified clients will be interviewed by questionnaire.

In principle the study has been approved by the regional manager. The depth and scope of

the study will be refined upon a formal presentation to management.

1.7. The Hypothesis
There lies a significant relationship between the two variables being measured. Service

delivery is the independent variable and customer satisfaction is the dependent variable.

Service delivery is measured in terms of the company’s business purpose, its core values
and its mission statement. Customer satisfaction is measured as per the definition earlier.

The components of customer satisfaction will form the basis of the research instrument.



1.8. Research Design and Methodology

A questionnaire measuring the five dimensions of service quality will form the basis of

the evaluation. Qualified clients across the demographics will be interviewed.

1.8.1. Design Strategy
The research will be a cross-sectional quantitative analysis. The data will be analysed and
results compared with Sage Life’s business purpose. Any variations will be noted and

referred to management for further investigation.

1.8.2. Sampling Design

Due to the intangible nature of the service being provided, the sample will have to be pre-
qualified to include clients that are currently holding Sage Life policies in their portfolio
for a period of three years or more, and clients that have not reneged on their
contributions towards their policies. If the sample includes clients that have lapsed their

policies, the results could be skewed because of client-bias.

A stratified sample covering the income demographics from low to high-income groups
will be surveyed. The sample will be selected as follows:
> Ten sales agents operating across the spectrum of demographics will each provide a

list of five clients. This will result in a sample size of fifty.

1.8.3. Data Analysis

Data will be checked for fraudulent, incomplete questionnaires. Data will be coded,
formatted and tabulated and edited for validity and reliability. Data will be further tested
for consistency of measuring instrument. The nature and form of the results will take the

shape of a report outlining the variances in the findings.

1.8.4. Measurement

The sample questionnaire will be measured using a likert scale. A sample questionnaire is

attached in the appendix. The overall scores will be summated to establish the research



findings, that is, a score of 1 indicating a negative response and a score of 5 indicating a

positive response.

1.8.5. The Measuring Instrument

The instrument used will be a five-page questionnaire. The first page will request general
information. The rest of the questions have been categorised according to the five
dimensions measuring service quality. These include the tangible, reliable,
responsiveness, assurance and empathy dimensions of service quality. In concluding the

questionnaire general questions and comments have been included.

1.9. Ethical Considerations
It is the wish of Sage Life’s management not to make public the results of the survey
without their explicit consent. The researcher feels obliged to grant the confidentiality

request.

1.10. Limitations

» The study has been limited to the KwaZulu Natal region.

» The size of the sample may not provide conclusive evidence as time and cost do not
permit for a larger sample size.

» Disconfirmation scales are used in the questionnaire and one of the limitations of this
model is that individual perception may vary over time.

» At the time of conducting this study the USA operations formed part of Sage Life’s

globalisation strategy. Subsequently, these operations have been sold as part of Sage

Life’s rationalisation strategy.

1.11. Conclusion

Chapter 1 — Introduction

This chapter summarises the contents of the research. A background of the life assurance
industry, together with the research process is described. A brief discussion on the factors

that characterise customer satisfaction is highlighted.



Chapter 2 — Literature Review

A review of theory pertaining to service delivery is discussed. A review of consumer
behaviour and service quality standards expected in service industry forms the basis of
our discussion. A conceptual model on service delivery describing the gaps that exist will

illustrate the way forward.

Chapter 3 — Case Presentation

The case presentation comprises a discussion on the financial services industry together
with a discussion on Sage Life. Current legislation governing this industry is put into
perspective. A selection and profile of the key players is followed by a study on Sage

Life, and the products and sectors driving this industry.

Chapter 4 — Evaluation of Questionnaire
A questionnaire on service delivery handed out to qualified clients of Sage Life is
analysed and evaluated. The questionnaire is based on the five dimensions of service

quality that impact on clients’ perceptions. Some general views surrounding the industry

are explored.

Chapter 5 — Conclusions and Recommendations
Recommendations will be suggested on how service delivery can be enhanced at Sage
Life to optimise customer satisfaction. A model suggesting ways of customer relations

management is discussed. Recommendations on closing the service quality gaps are

made.



CHAPTER 2 - LITERATURE REVIEW

2.1. Introduction

Adam Smith wrote some 200 years ago, that the drive of competing firms to make a
profit, by providing customers with what they want, is ultimately in the interest of
consumers because they obtain more and better products at lower prices. Companies
that do this task well grow and prosper, those that do not, go under (Doyle: 2002).

Two centuries and a bit later, Kotler, suggest that it is no longer enough to satisfy

customers, you must delight them” (Kotler: 2000).

Satisfaction is a person’s feelings of pleasure or disappointment resulting from
consuming or comparing a product or service’s perceived performance in relation to his
or her expectation. As this definition makes clear, satisfaction is a function of perceived
performance and expectations. Hence a clear indication that marketing firms cannot act
in isolation when delivering services. Services are intangibles and easily copied, and as
such pose major challenges for firms in designing strategies to improve their
competitive edge and customer retention. Service firms are required to constantly
innovate to identify and fill the gaps that emerge between customer expectation and

service delivery.

The objectives of this chapter are to analyse the factors that impact on consumer
behaviour. By understanding consumer behaviour, to establish the components of
service delivery and the reasons for service delivery failure. Having identified the gaps,

to provide management with a framework to overcome the mystique and myths that

surround service-marketing firms.



2.2. Analysing Consumer Markets and Buyer Behaviour
People who understand consumer behaviour make more money in the stock market
than professional stock pickers who rely on financial numbers. ‘If you like the store,

chances are you’ll love the stock’ (Peter Lynch).

2.2.1. Consumers and the Marketing Concept

The marketing concept in its most basic form states that, organisations need to
anticipate and satisfy consumer needs if they are to remain in business. Without
customers there is no business. There are many proponents on the belief that ‘customer
is king’.

Consumer behaviour has been described as ‘the dynamic interaction of affect and
cognition, behaviour, and environmental events by which human beings conduct the
exchange aspects of their lives’. Consumer behaviour is dynamic, meaning that human
nature is susceptible to changes in worldwide trends and social conditions. This
requires firms to adopt new ideas and approaches on an ongoing basis. Consumer
behaviour involves interactions. Clearly, thoughts, actions and emotions colour
behaviour, which in turn leads to other related behaviour. Consumer behaviour involves
exchanges between human beings. To encourage trade, both parties must benefit.

Hence the old adage, a happy buyer and a happy seller.

2.2.2. Consumers and the Four P’s

Production oriented marketing has led firms of the past to manufacture the best product

at a price. The drawback of this approach is that the consumer is unlikely to buy a

product that does not satisfy his needs. Consumer-orientated marketing requires special

attention to the four P’s:

_> What competitive products appeal to our clients? What features and benefits of
those products are attractive and why? Where do our products fall short in

comparison? Does the performance of the service or product match with the client’s

perceived value?



> Are we easily accessible to our clients? Are our channels of distribution convenient
for continuous support from our clients in competitive environments? How are our
competitors different on service delivery? Do we need more outlets?

» Do we offer value for money? Are we offering better products at higher prices or
cheaper products at lower prices? Do we offer more benefits or cheaper products?
What price will our clients see as good value? Do we offer fixed or variable
pricing? How competitive is our pricing?

> Do our clients respond to media advertising? Do we get a better response through
door-to-door marketing? What fields of interest do we associate our products to?
Do we adopt a religious, sport or community based profile in marketing our
products? How do we promote our product to best activate the desire of our clients?

How do our clients perceive us in terms of credibility?

The appropriate marketing mix of product, place, price and promotion is fundamental
to the survival of all organisations. The cost to benefit ratio of the research will not

always be favourable, however good research will improve the odds enormously.

2.2.3. Consumers and Segmentation

There are few products that are bought by everybody, simply because different
consumers have different needs. In competitive environments, mass marketing seldom
exists. Marketers need to identify and group their consumers in segments by way of
their demographics and disposable incomes. Are we marketing to corporates or
individuals? Are we marketing to high, middle or low-income groups? Are we
marketing in urban or rural areas? Which age groups do we market for? Which gender
are we targeting?

Each group will need to be treated differently; each group will make choices that affect
what they will buy, and where, and how much they will pay for it. Likewise, each

group will respond to a different form of promotional activity.
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2.2.4. Consumers and Relationship Marketing

The Internet and e-commerce has pbsed greater challenges and opportunities for
marketers. Marketing for one-off transactions as a strategy is being replaced by the
view that the consumer should be seen as a long-term ‘asset’ of the company.
Companies have come to realise that it is easier to keep an existing customer than to
attract a new one, and therefore marketers should be concerned with establishing
relationships with customers. This trend is become evident in the banking and retail
sector. Banks are mining their existing client base and offering other products like
insurance to them. Airlines offer the frequent- flyer programme to maintain client
loyalty. Retailers form clubs where members enjoy special privileges. Casinos offer
‘MVG’ status to their regular patrons. Another approach is multilevel marketing.
Consumers act as agents for the company’s product. By attracting other customers, they
earn commission, resulting in a pyramid structure with each consumer selling to friends
and family and also recruiting family and friends into the network. This approach has
become possible due to the existence of sophisticated research tools and computer
networks by which consumers can be identified and categorised. Firms then seek to

establish a longer-term rapport with consumers to ensure loyalty (Blythe: 1997).

2.2.5. Model of Consumer Behaviour

Kotler (2000) suggests that the starting point for understanding buyer behaviour is the
model shown below. Understanding what happens in the buyer’s consciousness
between the arrival of outside stimuli and the buyer’s purchase decision will assist

marketers in their product design.

Cultural®
Social
Persona
Psycholc

Figure 2.1 — Model of Buyer Behaviour
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2.2.6. Factors Influencing Buyer Behaviour

A consumer’s buyer behaviour is influenced by cultural, social, personal, and

psychological factors (Kotler: 2000).

2.2.6.1. Cultural Factors

Culture can be described as a set of beliefs or values shared by a group of individuals,

nationalities, religious and racial groups, and geographic regions. Hence it is

fundamentally important in determining a person’s wants or needs.

Hofstede (1984) identified four dimensions of national characteristics:

> Individualism versus collectivism. Individual freedom to express ideas and carry
out tasks are dominant in societies like the US and Holland whereas team work and
group task are more prevalent in Japan and Taiwan.

» Uncertainty avoidance. This refers to the degree to which the people of some
country or culture keep to the rules and customs in order to avoid uncertainty. A
high level of uncertainty avoidance would indicate a culture where traditional
values prevail and where change is intolerable and vice versa.

> Power distance. This refers to the degree to which the culture favours the
centralisation of power, and the extent to which people from different levels in the
power hierarchy are able to have contact with one another.

» Masculinity-femininity. This refers to the degree to which the culture exhibits the
traditional characteristics of assertiveness, achievement and wealth acquisition
rather than the traditional feminine attributes of nurturing, concern for the

environment and concern for the poor. The USA, for example is a strong masculine

culture.

Culture embraces all facets of life such as language, dress, advertising, social class and
lifestyle. Culture can change over a period of time or adopt and adapt to changes in
environment and other stimuli. Since culture is deeply built into people’s behaviour, it

1s probably easier from a marketing point of view to work within a given culture than to

try to change it.
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2.2.6.2. Social Factors

Kotler (2000) suggests that social factors such as reference groups, family, and social

roles and statuses further influence consumer buying behaviour:

» Reference groups: consists of all groups that have a direct or indirect influence on
the person’s attitudes or behaviour. These groups could be neighbours, friends,
family and any person who interacts continuously and informally with the
consumer. Secondary groups include religious, professional, sporting and union
groups who tend to be more formal and require less interaction. Exposure to these
groups influence new behaviour and lifestyles, thus creating pressure to conform
that may affect product and brand choice.

» Family: constitutes the most influential primary reference group. Marketers are
interested in the roles and relative influence of the husband, wife and children in the
purchase of a large variety of products and services. Traditionally the wife acts as
the main purchasing agent for food supplies and staple clothing items. The husband
is usually faced with the decisions of finance and housing. Today children are
involved on issues of entertainment and consumer electronics. In many cases the
family is involved in joint decision-making. Marketers need to determine which
member/s normally has the greater influence in choosing various products.

» Roles and statuses: a person’s position in a group can be defined in terms of roles
and status. People choose products and services that suit and communicate their role
and status. Thus company presidents drive Mercedes, wear expensive suits and
drink Chivaz Regal scotch. Marketers have to be aware of the status symbol
potential of products and brands.

2.2.6.3. Personal Factors

A buyer’s decision is also influenced by personal characteristics. A buyer’s age and

stage in the life cycle, his occupation, economic disposition, lifestyle, personality and

self-concept are critical characteristics for marketers.

> Age and stage in the life cycle: consumption patterns and tastes needs and desires
change over a family’s life cycle. Adults experience certain “passages” or

“transformations™ as they go through life. Marketers pay close attention to changing
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life circumstances-divorce, widowhood, remarriage- and their effect on
consumption behaviour.

> Occupation and economic circumstances: product and service choice is greatly
influenced by net disposable income, savings and assets, outstanding debts,
borrowing power and attitude towards savings and spending. Further, economic
conditions and future income stability, recession or booming conditions, greatly
impact on a consumers decision planning. Marketers have to take steps to redesign
reposition and re-price their products to continuously offer good value.

» Lifestyle: SRI International’s Values and Lifestyles (VALS) framework was
designed to measure consumer lifestyles. This framework identifies ‘actualises’ as
successful, sophisticated, active, ‘take-charge’ people with generally greater
resources. It further helps to identify ‘fulfillers, achievers and experiences’ in the
same group. Believers (conservative, conventional and traditional), strivers
(uncertain, insecure), makers and strugglers are identified as groups with fewer
resources.

» Personality and self-concept: personality is usually described in terms of such traits
as self-confidence, dominance, autonomy, defence, sociability, defensiveness, and
adaptability. These traits are useful in designing advertisements. Marketers also try
to develop brand images according to the way a person sees themself (self-concept).

2.2.6.4. Psychological Factors

A person’s buying choices are influenced by four major psychological factors:

» Motivation: Motivation can be described as a need that is sufficiently pressing to
drive a person to act. Sigmund Freud, a psychologist, alludes to the theory that
people are not only driven by the technical specifications of a product, but also by
the less conscious cues such as size, shape, weight, material, colour and more
importantly brand name. More recent research has shown that products can appeal
to different people for different reasons. For example, whisky can appeal to people
for fun, social relaxation or status. Therefore the need for ‘motivational positioning’
of your product. Maslow established the hierarchy of needs. In order of importance,
they are physiological needs (food, water, shelter), safety needs (security), social

needs (love and sense of belonging), esteem needs (self-esteem, recognition and
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status), and self-actualisation needs (self-development and realisation). When a
person satisfies one need, it no longer becomes a-current motivator, and the person
will try to satisfy the next important need. Frederick Herzberg developed a two-
factor theory that distinguishes dissatisfiers (factors that cause dissatisfaction) and
satisfiers (factors that cause satisfaction). Sellers should do their best to avoid
dissatisfiers, things that annoy or irritate a customer and motivate with exceptional
service delivery.

Perception: Perception is the process by which an individual selects, organises, and
interprets information inputs to create a meaningful picture of the world. Key to the
definition is individual. Some people might perceive fast talking individuals as
aggressive whilst others may perceive them as helpful. People emerge with
different perceptions because of three processes: selective attention, selective
distortion, and selective retention. With selective attention, people notice stimuli
that relates to a current need, and they anticipate and notice stimuli whose
deviations are large in relation to the normal size stimuli. Selective distortion is the
tendency to twist information into personal meanings and interpret information in a
way that will fit our own preconceptions. With selective retention we are likely to
remember the good points mentioned about a product we like and forget the good
points mentioned about competitive products.

Learning: Learning involves changes in an individual’s behaviour arising from
experience. Learning theorist believe that learning is produced through the interplay
of drives, stimuli, cues, responses, and reinforcement. Marketers are faced with the
challenge of identifying these cues when designing their products.

Beliefs and attitudes: A belief is a descriptive thought that a person holds about
something based on knowledge, opinion or faith. From a marketing perspective, the
country of origin, or endorsement by famous personalities, or the brand quality of
the material components may be determining factors in a consumers buying
decision. Similarly, people’s attitudes on issues like religion; food, politics, clothes,
music and almost everything will put them in a frame of mind of liking or disliking

a product or service. Thus companies would be well advised to fit into existing
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attitudes and beliefs rather than trying to change the consumers mind. Exceptions to

the rule do apply.

Good research into all these factors can provide clues as to how to reach and serve your

consumers more effectively.

2.2.7. The Buying Decision Process

Kotler (2000) identifies consumer-buying behaviour to be complex. Consumers
develop attitudes on brands and products, are guided by their beliefs, influenced by
members and seek variety. The key to marketing is to identify who makes the buying
decision in a family, the types of buying decisions and the steps in the process. Kotler

suggests the following model.

2.2.7.1. Five Stage Model of the Consumer Buying Process

Figure 2.2 — Five Stage Model of the Consumer Buying Process
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2.2.7.2. Problem Recognition

The buying process starts when the buyer recognises a problem or a need. The need can
be triggered by internal or external stimuli. These stimuli could be hunger, thirst or an
increase in disposable income.

2.2.7.3. Information Search

Consumer information sources fall into four groups:

> Personal sources: Family, friends, neighbours, acquaintances

» Commercial sources: Advertising, salespersons, dealers, packaging, displays

> Public sources: Mass media, consumer-rating organisations

> Experiential sources: Handling, examining, using the product

The company should try to identify the consumer’s information source and evaluate
their relative importance. This will aid the company in preparing effective
communication for its target market.

2.2.7.4. Evaluation of Alternatives

The consumer sees each product as a bundle of attributes. He places relevant
importance on attributes such as price, colour, size, weight, safety, comfort, quality,
effectiveness, reliability, image and competitor brands. The objective of the marketer is
to identify these attributes of importance and if necessary reposition the brand in the
eyes of its target market.

2.2.7.5. Purchase Decision

The intention to purchase a brand is influenced by two factors. First, the attitudes of
fellow members, friends and colleagues towards the brand and second, unanticipated
situational factors. These could be a pay rise or fall, attitude of the salesperson or an
emergency requiring immediate attention. These factors could lead to delay, avoidance
or postponement of his decision. Sub-decisions such as brand, vendor choice, quantity,
timing and payment method can lead to further deliberation. Marketers must understand
the factors that provoke a feeling of risk in consumers and provide information and

support to reduce this perceived risk.
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2.2.7.6. Post-purchase Behaviour

> Post-purchase Satisfaction: Consumers will be highly satisfied or dissatisfied after
making a purchase. Satisfaction is a function of the closeness between the buyer’s
expectations and the product’s perceived performance. The level of satisfaction will
influence repeat purchases.

» Post-purchase Actions: The level of satisfaction discussed above will determine
whether the consumer will abandon the product, buy again or strongly recommend
to others. Marketers can reduce negative actions by follow up courtesy calls (where
appropriate) or in-store survey questionnaires.

» Post-purchase Use and Disposal: Marketers must monitor the use/uses of the
product by consumers. The way their products are stored or disposed when used.
These trends can help to define new marketing strategies.

Post-purchase behaviour and conversely after sale service are fundamental to the

repurchase decision making process.

2.2.8. Connecting with Consumers — The Four D’s of Effective Positioning

Alice M.Tubout and Brian Sternthal in Mastering Marketing established that for

sustained success a brand must be linked closely to consumers’ goals and positioned

strategically. The successful positioning requires the performance of four tasks in

relation to the consumers’ goals and the competitor brands.

> Firstly, the brand must be clearly defined

> Secondly, there must be clear and meaningful differentiation from similar products

> Thirdly, insightful deepening of the brand’s connection to consumer goals over
time, and

> Fourthly, disciplined defence of the position of the position as competitors’ react
and consumer tastes change.

2.2.8.1. Competitor-based positioning

Once a brand’s position is defined, it needs to be differentiated from other members of

the category. Often this entails focusing on how the brand dominates its competitors

with respect to some benefit important to consumers. The strongest position is one

where a brand has a point of difference on the primary benefit that motivates consumers
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to buy the category. For example, Discovery Life may be seen in the insurance category
as a company that embraces social values with its vitality programme. Sage Life could
be seen as a company that offers best value! Competition-based positioning defines
what a brand should be compared to and why it should be preferred to those
alternatives. Deeper positioning by connecting with consumer goals and values
enhances the chance that a brand’s position will provide enduring competitive
advantage.

2.2.8.2. Goal-based positioning

Goal-based positioning entails a deepening of competition-based positioning. Its frame
of reference is not a product category but rather consumers’ goals and values. The
writer infers that brands develop brand essence through a ‘laddering’ technique. This
means that a position that focuses on the some feature of the brand might be deepened
by using a benefit implied by the feature as the basis for the brand’s next position. For
example, McDonalds illustrates its cleanliness of its restaurants and the good taste of
food, as a step on the ‘ladder’- to a place that is good for kids and trusted in the
community. By identifying the points of commonality between the brand essence and
the consumers’ goals, marketers will be able to reach a point of complementarities (i.e.:

the brand complements the goals).

2.3. Designing and Managing Services
“A business has two, and only two, basic functions: marketing and innovation.

Marketing and innovation produce results; all the rest are costs.” (Peter F. Drucker)

2.3.1. The Customer-Led Business

The purpose of a business is to satisfy the needs of its customers and make a profit. A
business that fails to do this in a competitive environment will not survive because
customers will go elsewhere. Marketing management needs to identify target markets,
research the needs of potential customers, develop products that satisfy the needs and
wants sufficiently, determine the right marketing mix for the products and monitor
customer response. Successful organisations put the customer first. However, many

organisations operate under different philosophies as illustrated in the diagram below:
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Figure 2.3 — Production, Sales and Marketing Orientations

Doyle (2002), points out in the ABC of customer loyalty,

YV V.V V V V V¥V V V¥V

Loyal customers are assets

Loyal customers are more profitable

Highly satisfied customers repurchase
Dissatisfied customers tell others

Most dissatisfied customers don’t complain

Winning new customers is more costly than retaining existing ones

Increasing customer retention leads to increased profits

Satisfactory resolution of complaints increases loyalty, and

Few customers defect due to poor product performance.

Success therefore stems from increased customer orientation as opposed to profit or

product orientation. Companies must have their clients at the centre of their focus.
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2.3.2. Building Customer Satisfaction, Value and Retention

The core competencies and operations of a business are fundamental to sustaining good
client relationships and future growth of the organisation. The value-chain and value
delivery network are critical components of the organisation for developing sustainable
competitive advantages.

2.3.2.1. Value Chain

Michael Porter (1985) proposed the value chain as a tool for identifying ways to create
more customer value. The value chain identifies nine strategically relevant activities
that create value and cost in a specific business. These activities consist of five primary

and four support activities.

PRIMARY ACTIVITIES

Figure 2.4 — The Generic Value Chain (Source: Adapted from Porter. 1985. Creating

and Sustaining Superior Performance).

The firm’s task is to examine its costs and performance in each value-creating activity
and to look for ways to improve it. Importantly, to benchmark its costs and
performances against market leaders to attain a competitive advantage. Success
depends on how well the various departmental activities are coordinated. It is essential

that the success of one department is not hindered by the failure or poor performance of
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another in the value chain. The solution to this problem is to place more emphasis on
the smooth management of core business process which include:

» New-product realization

» Inventory management

» Customer acquisition and retention

» Order-to remittance

» Customer service.

2.3.2.2. Value-Delivery Network

Creating a superior value-delivery network will lead to competitive advantages. This
requires the successful networking of suppliers and distributors. In this way, partners in
the supply chain use the most current sales information to manufacture or design what
is demanded rather than try to forecast demand. Networking uses demand sales as the
source for its design and manufacture of products and services. Kotler (2000) aptly
says, companies no longer compete-marketing networks do!

2.3.2.3 Attracting and Retaining Customers

Customer acquisition requires substantial skills in lead generation, lead qualification,
and account conversion. To generate leads, companies advertise in various media,
building up a list of possible clients through response. These possible clients are then
qualified through interviews, financial checks and needs. Account conversion of the
qualified leads involves making presentations, answering objections, and negotiating
final terms.

However, attracting customers is not enough. Statistics show that most industries face a
high churn rate. Furthermore, attracting new customers can cost up to five times more
than retaining existing ones. The key to customer retention is customer satisfaction. As
discussed earlier, satisfied customers remain loyal, buy more, talk favourably about the

company/brand, pay less attention to competitive brands, offer product improvement

ideas to the company and cost less to service.
There are four steps to reduce the defection rate of customers:

> Companies must define and measure its retention rate, for example, the average

lifespan of a policy
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> Distinguish the causes of customer attrition and identify those that can be managed
better, that is, how many leave because of poor service, or better alternatives or
price

» The company needs to estimate loss of profits due to loss of clients. In the case of
an individual customer, the lost profit is equal to the customer’s lifetime value, that
is, the present value of the profit stream the company would have realised if the
customer had not defected.

» The company needs to figure out how much it would cost to reduce the defection
rate. As long as the cost is less than the lost profit, the company should spend that
amount to reduce the defection rate.

» Finally, nothing beats plain old listening to the customer.

2.3.2.4 Relationship Marketing

The customer development process entails converting initial suspects into lifelong

partners as indicated in the model below. The challenge to companies is to reactivate

dissatisfied customers through win-back strategies. It is easier to re-attract ex-customers
because the company knows their names, habits, needs and history, than to find new

ones.

Figure 2.5 — The Customer-Development Process (Source: Adapted from Griffin.
1995.Customer Loyalty- How to Earn It, How to Keep It. Lexington Books).
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Most companies practice basic marketing. Here, the salesperson simply sells the
product. The next level of investment in customer-relationship building is reactive
marketing. Here, the salesperson encourages the client to call if he or she has any
questions or problems. With accountable marketing, the salesperson follows up a short
time later to check if the product or service is meeting the client’s expectations. The
salesperson investigates any disappointments and suggestions he might receive to aid
service improvements. With proactive marketing, the salesperson informs the customer
regularly on product and service updates. Also, informing the client of new uses of the
product and add-on benefits, for example, dread disease on a life policy.

Ideally, companies wish to practice partnership marketing. This involves working
continuously with customers to discover better ways to perform and or to improve
product and service delivery. Advancements in computer- based technology are drivers
of change in very competitive environments. The trend in interactive websites is

forming the basis upon which large corporations compete.

Airline companies have introduced frequent-flyer programmes as a financial benefit to
retain their clients. Club membership programmes have worked successfully in bonding
customers and suppliers. Other companies have worked on increasing their social bonds
with customers by individualising and personalising customer relationships. Common
today in the banking fraternity is a personal banker. Some companies identify their ‘A’
category clients, and incentivise them with tickets to a ballgame or holidays. The
bottom line of relationship marketing is to accept that ‘the customer is king’, and ‘a

customer in hand is worth two in the bush’!

2.4 Quality in The Marketplace

Kirkpatrick and Locke (1996), point out that ‘quality reflects the vision of modern
companies’. Porter (1980), emphasises that aiming for superior quality could be an
effective competitive strategy in developing customer loyalty, lowering price elasticity
or barring other potential competitors from entering the market. The implementation of

quality strategies could create a higher rate of profit (Johnson and Kleiner: 1993), as

well as greater market share.
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2.4.1. Concept of Quality

A great part of modern literature on quality deals with the philosophy of Total Quality
Management (TQM). TQM is best described as a management philosophy that is
characterised by a few basic principles — doing things right the first time, striving for
continuous improvement, and fulfilling customer needs. The successful imple