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ABSTRACT

There are a number of environmental pressures facing SMEs and the high failure rates
amongst young SMEs highlights the need for research to develop a framework that will
permit SMEs to achieve growth with a minimal risk of failure. This research will show
that both relationship marketing and entrepreneurship have significantly contributed to
allowing entrepreneurial SMEs to pursue a low risk strategy of growth through pursuing
a customer retention, development and targeted acquisition strategy. To understand the

nature of entrepreneurial SMEs and the factors influencing growth.

The author cites literature that argues entrepreneurship is not an ‘absolute’ and thus
believes that less entrepreneurial firms have the potential to learn from their more
successful counterparts. Whilst this does offer some specific management suggestions,
the author also recognises that the task is not an easy one, for the SME has not only to
create an internal culture that is capable of embracing relationship marketing but one that
also enables it to act in an entrepreneurial fashion. Despite these challenges the author
will capitalise on the research findings to develop a framework for successfully adopting
relationship marketing and entrepreneurial behaviour, to assist SMEs to overcome the

hurdle of high failure rate amongst SMEs.

The research has focused on the business services industry, since this sector is
experiencing the highest growth. In the main this sector covered printing, marketing
services and computer services, and so would be offering clients both a pure service and a
product / service mix. Additionally this sector because of its service nature would have a
high contact with its customer base. A sampling frame was developed that resulted in
identifying 102 SMEs in West Yorkshire (UK) that met the criteria for selection. An
initial quantitative survey was administered that provided statistical evidence that
entrepreneurial SMEs had a greater relationship marketing orientation. The results from
the survey were further investigated through in-depth semi structured interviews to reveal

a richer picture of the phenomenon.
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Technical Note: Visual Interpretation of Diagrams in Qualitative Analysis
Chapters (9-11)

The qualitative chapters (9 — 11) revealed a number of very strong associations between
categories. To represent these associations graphically the author used varying strengths
of arrow line intensity to indicate the level of strength of association between the
categories. The author used a consistent method (as highlighted in the table below) to
highlight the intensity of association between two categories.

Determining the strength of a link

Criteria for | Strength of Link: | Intensity Graphical Percentage of

selecting  strength of arrow: representation | SMEs that

of arrow: of Intensity of | demonstrated the
arrows link

>= 15 SMEs | Extremely strong | 4 points ' 75% +

demonstrated link link

10-14 SMEs | Very strong link 2 points —p | 50 -70%

demonstrated link

<= 9 SMEs | Modest link 1 point . 44%

demonstrated link
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CHAPTER 1:
Introduction

1. Need for Study

This Chapter provides an overview of the dissertation. For those themes that are
developed Full citations will be given in the succeeding chapters. The importance of
SMEs (Small and Medium Sized Enterprises) and entrepreneurial activity has been
acknowledged by both academics and Governmental agencies as being vital to the
continued development and prosperity of the UK economy. Yet, despite two centuries of
research into entrepreneurship, we are no closer to understanding the phenomena.
Contemporary research, however, does reveal a symbiotic relationship between
entrepreneurship and marketing and this is supported by the academic literature. Whilst
previous evidence points to a relationship between marketing and entrepreneurship there
is very little research that has investigated the particular interrelationship between
relationship marketing and entrepreneurship. Therefore, the author aims to investigate
this disparity through researching the relationship between the two fields and thus

contributing to our knowledge and understanding of each of these domains.

Relationship marketing has been highlighted by many academics and practitioners as
making a major contribution to our understanding and application of marketing in the
service industry. The literature review on relationship marketing revealed eight specific
elements that contribute to relationship marketing with a customer, namely: Customer
Retention and Attraction; Communicating with Customers; Customer Satisfaction;
Customer Service; Customer Loyalty; Customer Profitability; Customer Defection and
Internal Marketing. Both the academic literature review and the empirical results revealed
that because customer satisfaction is an ambiguous measure, it is better determined
through focusing on the value that is being generated for customers. Consequently this
research will focus on measures that SMEs have adopted to generate value through a

relationship marketing approach.
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The contemporary entrepreneurial literature proved to be more elusive in pinpointing any
coherence in either the direction or the content of the domain. The author (taking note of
precedence) adopted the position that entrepreneurial behaviour can be distinguished
from non-entrepreneurial behaviour by measuring key characteristics of the behaviour of
the company. Those behavioural characteristics to be measured were determined through
conducting a thorough literature review that led to categorising the SME entrepreneurial
orientation along six dimensions: Schumpeterian focus; Chell et al. entrepreneurial
behaviour; stage of growth; organisational structure; type of planning; and, relationship
marketing orientation. The author adopted the position that corroborated measures would
provide a more robust and rigorous understanding of the behaviour of entrepreneurial

SMEs.

1.1  Research Methods

Initially the author investigated several research methodologies and only after exhaustive
literature and academic consultancy (see Appendix 2) did the author select a multimethod
approach. This involved the preliminary design of a quantitative instrument that included
an item pool of questions that were elicited from the literature review, to form part of a
detailed survey research instrument (see Appendix 6). The questionnaire was
administered to 102 targeted SMEs, of which 60 returned a completed questionnaire,
from the business service industry in West Yorkshire. Business service SMEs were
selected as this sector has seen the highest growth in the last decade. Stokes (1995, p.16)
reveals that small firms are most active in the most dynamic sectors of the economy and
so, therefore, would attract both entrepreneurial and non-entrepreneurial SMEs to the
sector. The quantitative results confirmed the hypotheses and so a further twenty SMEs
(both entrepreneurial and non-entrepreneurial) were selected for qualitative enquiry (see
Appendix 7) to provide a greater insight into the subject area and corroborate the

robustness of the initial findings.

1.2 Research Aims and Objectives
The author initially carried out a literature review into the reasons why SMEs fail and the

results revealed a common theme throughout, namely °‘overtrading’ and °‘lack of
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finances’. The author then went onto capture empirical data on SME failure by generating
a list of questions and interviewing all the major banks to find out from small business
managers the reasons why SMEs had failed. There was overwhelming agreement
amongst the high street banks that overtrading and lack of finances had led to so many of
their customers (SMEs) to fail (see Appendix 4). These problems are still a major
problem for SMEs. The author recently contacted one other high street bank and
questioned them on the reasons for SME failure. The results revealed that despite almost
five years from the first interviews with banks on causes of SME failure, the samé factors
are still contributing to SME failure, namely overtrading and lack of working capital.
Therefore the findings of this research are even more appropriate today to assist SMEs to
overcome their limited resources and pursue a strategy that will allow them to achieve
growth with minimal risk. An understandable and common objective of many
entrepreneurial SMEs at some point in their life cycle is to grow their business, however
many grow too quickly relative to their resource base whilst ofien tending only to
measure their success in terms of those customers that they have obtained. The
consequence of such behaviour is that they minimise the importance of their existing
customers. Therefore, this research proposes that a prudent balance of marketing effort
between winning new customers and holding onto old ones will prove instrumental in the
growth of the entrepreneurial SME. Proponents of a relationship marketing strategy such
as the Nordic School of Marketing and Berry (1983) see customer retention as an
important area of planning and analysis. This research proposes that firms adopt a low
risk strategy to growth by pursuing a policy of customer retention and development. By
low risk the author means that the firm focus their finite resource base on the most

appropriate and profitable customers.

The author has three objectives that they aim to achieve from the findings of this research

project, namely:

1. Determine whether entrepreneurial SMEs pursue a relationship marketing strategy?
2. Determine how relationship marketing is being practised by SMEs
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3. Develop a conceptual framework of relationship marketing that captures the delivery

of value in entrepreneurial SMEs

The objectives were realised through the testing of two hypotheses:

HIl:  Entrepreneurial firms have a greater relationship marketing focus than non-
entrepreneurial SMEs.
H2:  Entrepreneurial SMEs are more aware of their customer needs than non-

entrepreneurial SMEs.

1.3 Contribution of the Research
The author set out on this research project with the aim of contributing knowledge and

understanding in three specific areas, to:

1. Advance our knowledge and undérstanding of relationship marketing and
entrepreneurship.
2. Develop a framework for aiding SMEs to retain, develop and acquire customers.

3. Contribute to the relatively new field of the Marketing/Entrepreneurship Interface

The practical implication of this research is that it aims to develop and actualise a
framework of small business growth and a number of tools in the context of relationship
marketing and entrepreneurship. This firstly will contribute to the academic literature by
formally bringing together growth, entrepreneurship and relationship marketing.
Secondly, it is hoped, this will enable managers of entrepreneurial and non-
entrepreneurial SMEs to pursue relationship marketing and entrepreneurship so that they

can manage the inherent risk attached to growing their company.
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1.4  Findings of Research Project
The empirical findings confirmed the research hypotheses and the corroboration of the

results allowed the author to develop a number of frameworks and tools that would
permit both entrepreneurial and non-entrepreneurial SMEs to pursue a more measured
and less risk-averse way to pursuing growth. These tools are elaborated in more detail in
Chapter 12. Additionally the findings permitted the author to synthesis the results to
provide not only a greater insight into relationship marketing and entrepreneurship but

also into their interaction.

1.5  Post Research Literature Review

Upon completing the analysis of the research instruments the author revisited the
literature on relationship marketing and entrepreneurship and reviewed the community of
scholars active in the field to determine current advances in the domain. The post-
research literature review and analysis revealed substantial support for the author’s
findings and further statistical analysis of the marketing/entrepreneurial academic papers
(Hills et al, UIC/AMA, 1995 — 2000) revealed overwhelming evidence for the
importance of marketing competency, especially relationship marketing, in the success of
entrepreneurial SMEs. The only new developments in the fields were related to the
impact of the virtual domain and the development of tools to develop relationships with
customers electronically. The entrepreneurial debate still remains in a nebulous state,
however, a number of suggested structures to researching entrepreneurship have been

proposed.

1.6  Organisation of Thesis
This thesis is composed of a further sixteen chapters that can be broken down into four
themes (see Table 1)



Table 1. Themes of Research

Chapter 1

Themes Chapters
Chapter 2 Development of Relationship Marketing
1. Literature Review Chapter 3 Key Aspects of Relationship Marketing
Chapter 4 Internal Marketing
Chapter 5 Entrepreneurship
2. Research Methodology &  Chapter 6 Research Methodology
Instrument Analysis Chapter 7 Statistical Tests Used
Chapter 8 Survey Analysis
3. Analysis of Empirical Qualitative Analysis of Responses to
Chapter 9 .
Data Customer Questions
Qualitative Analysis of Responses to
Chapter 10 Marketing Questions
Chanter 11 Qualitative Analysis of the Efforts by SMEs
p to Improve their Internal Environment
4. Contribution to Chapter 12 Discussion of Findings and Recommendations

Knowledge

Chapter 13

proposed
Contributions of this Research
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CHAPTER 2:
Development of Relationship Marketing

2 Introduction

The purpose of this chapter is to initially outline both the intellectual and the pragmatic
roots of the changes that are occurring in marketing (Webster, 1992, p.1). Doubts are
surfacing about the very basis of contemporary marketing. For example Brady and Davis
(1993, p.17) and Mckenna** (1992, p.69) contend that traditional mediums have lost
much of their credibility since an emphasis of producing, marketing, and advertising to a
large homogeneous market is increasingly less effective. Especially where a plethora of
product offerings have minimal differentiation in product features (Shani and Chalasani,
1993, p.58). Additionally, technology has impacted dramatically on the costs and
capacity of transportation, travel and communication (Cram, 1994, p.5).

It was felt that it would be useful to distinguish between ‘practitioners’ and ‘academic’
contributions and this is done by attaching two asterisks (e.g. author**) to clearly indicate
a practitioners contribution. This notation will be applied consistently in this and the next

three Chapters.

Companies are now faced with unprecedented levels of international competition and
technological change in industrial markets. McKenna** (1992, p.68) views the 1990s as
a marketplace transformed and driven by technology, which of course he implies, means
it changes rapidly. That’s why McKenna** (1992, p.68) believes that the old school of
marketing - "getting an idea, conducting market research, developing a product, testing
the market and, finally, going to market - won’t work anymore. It’s too slow, it’s
unresponsive to customers’ needs and it doesn’t do a good enough job of differentiating
your product from the mass of others in the market." Consequently, many companies are

seeking to achieve competitive advantage and bring stability to their operations by

7
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forming strategic alliances with customers and suppliers. Devlin and Bleakley (1988,
p-18), Webster (1992, p.9) and Millman and Wilson (1995, p.9) concur and see strategic

alliances as a primary tool in developing the firm's core competence and competitive

advantage.

Webster (1992, p.5) concludes that the purpose of these new organisational forms is to
respond quickly and flexibly to accelerating change in technology, competition, and
customer preferences. The question therefore remains as to how this can be achieved.
Hence, this chapter will not only describe the changes that have been occurring in the
evolution of the marketing philosophy but also review the current thinking of both
academics and practitioners in their preference for promoting relationship marketing as
an appropriate philosophy for today's dynamic environment to retain, develop and
acquire customers. The first step then towards analysing this new approach to marketing

is to review the shortfalls of the traditional approaches to marketing.

2.1 Changes in the Environment

One of the main reasons why traditional marketing approaches are facing difficulty today
is that academics such as Webster (1992, p.1) and Brady and Davis (1993, p.18) have
long advocated that the environment has changed so dramatically that marketers are
simply not picking up the right signals any more. Shani & Chalasani, (1993, p.58) and the
Marketing Guide (1993, p.24) have identified the key environmental pressures facing

companies in the 90s to include:

o The growth of perceived product parity
¢ Increasing competition
¢ Rising customer sophistication combined with price sensitivity

¢ Reduced cost-effectiveness of traditional promotional media
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Additionally, a number of other authors have also stated a myriad of other business

challenges facing marketing:

. Organisational development Sheth and Parvatiyar, 1995, p.408
processes (i.e. empowerment)
o Growth of service economy Barnes, 1989, p.12; Sheth and
Parvatiyar, 1995, p.408
° Strategic alliances Devlin and Bleakley, 1988, p.18;
Webster, 1992, p.14; Millman and
Wilson, 1995, p.9
e  The importance of outsourcing is Matthyssens and Bulte, 1994, p.74
growing
o Lack of market growth Denison et al., 1995, p.58-59
. Bespoke services/systems offered Denison et al., 1995, p.58-59
. Time based competition (i.e. Denison et al., 1995, p.58-59
delivering services on time)
e  Changes in technology Cram, 1994, p.5; Sheth &

Parvatiyar, 1995, p.408

Given this environment, it is vital that the marketing efforts of a company are directed
towards building loyalty among existing customers as the cost of replacing an existing
customer with a new one can often be as high as tenfold (Marketing guide, 1993, p.24).
Webster (1992, p.10) advocates that the intellectual core of marketing management needs
to be expanded beyond the conceptual framework of microeconomics in order to address
more fully the set of organisational and strategic issues inherent in relationships. Denison
and Mcdonald (1995, p.60) also attest that if marketing, as a discipline, does little to
respond to this set of new challenges, there is real danger that marketing as a function

will be marginalised or at the very least be slow to adopt to servicing unique customer

requirements.

2.1.1 Traditional Marketing

The traditional marketing concept states that firms should investigate needs and wants in
the market place. From their findings, they should develop market segments and
products to serve those segments. Doyle (1995, p.26) has argued that the previous
appraisal of segmentation and positioning strategies are now being questioned by many

companies who have been hit by new competitors who have fundamentally reconfigured
9
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value chains through their entire channel. Furthermore, marketing theory has generally
been orientated towards how to acquire customers - how to create transactions (Storbacka
et al., 1994, p.22). This approach has been questioned by Gummesson (1987b, p.10;
1994, p.9) who believes that this approach to marketing "...is unrealistic and needs to be

replaced".

Gummesson (1987b, p.10) and Gronroos (1996, p.6) view the present marketing concept
as favouring an approach that was first postulated as early as the 1960s. Where the mass
market is manipulated through a marketing mix, usually associated with the 4 Ps namely:
product, price, promotion and place. Gronroos (1996, p.6) argues that "the philosophical
foundation of the marketing mix and its Ps are not very well fitted to the competitive
situation that has been emerging in most industries in the western world. The mass
marketing and transaction orientation, along with the adversarial approach to customers
and the functionalistic organisational solution inherent in the marketing mix approach, do
not allow the firm to adjust its market performance to the demands of more and more
customers today". This is because companies are either not aware of the unique needs of
their customers’ since no personal contact exists and/or the firm has not introduced
processes/systems that would create a philosophical change in attitude towards the

customers.

2.1.2 The Marketing Mix (4 Ps)

The marketing mix concept was first introduced by Neil Borden (1964), in the 1950's,
where the marketing mix is a list of categories of marketing variables. Gronroos (1994b,
p.5) argues that this way of describing a phenomenon is never valid as a list can never
include all relevant elements and therefore it does not fit every situation and ultimately

becomes obsolete.

2.1.3 Extension of 4Ps
Gronroos (1990b, p.5; 1994b, p.4; 1995, p.252) highlights a number of limitations with
the 4Ps model, which included:

10
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1. It was developed from empirical research on consumer-packaged goods and durables;
2. It was developed in North America, a marketing environment that in many aspects is
quite different from Europe, e.g.
. a huge domestic market;
. a unique media structure;
. a highly competitive distribution system.
3. The model has been applied to products for which it was never intended
(e.g. the list has proved inadequate for services marketing)
4. The American model of the 4Ps is not entirely valid in European marketing practice
(see point two);
5. The focus of the 4Ps has a tendency to focus on product orientation and marginalise
market/customer orientation;

6. There is an implicit focus on acquiring customers.

There are a number of other deficiencies in the 4Ps concept namely that they suggest (see
Dixon and Blois, 1983) that far from being concerned with the customers interest, the
views implicit in the four P’s is that the customer is somebody to whom something is
done. Gronroos (1994b, p.6) suggests that "the usefulness of the four Ps as a general
marketing theory for practical purposes is, .to say the least highly questionable". Since

managing the marketing mix means relying on mass marketing.

These criticisms, namely from the services marketing arena resulted in a number of
modifications to the 4Ps framework. Booms and Bitner (1981) extended the 4Ps
framework to include process, physical evidence and participants, which has gained
widespread acceptance in the services marketing literature. Rafiq and Ahmed (1995b,
p.13) have also demonstrated that there is a widespread acceptance of this 4Ps extension
amongst academics. They surveyed the delegates of the 1992 MEG (Marketing Education
Group) and EMAC (European Marketing Academy) conferences and the results
suggested that the 7Ps framework has already achieved a high degree of acceptance as a

generic marketing mix among academics.
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Gummesson (1994, p.8) has tabularised the development of the 4Ps concept over the last
3 decades to highlight some of its deficiencies, the 4Ps have been expanded, as shown in
Table 2.1.4 Where Judd (1987) suggests a fifth P (people), thereby regarding the

marketing staff as a major marketing parameter. Booms and Bitner (1981) investigations

into the service market resulted in the proposal of adding three “service Ps”: participants,

physical evidence and process to the original 4Ps. Kotler (1986) meanwhile suggested

adding two more Ps to the 4Ps, political power and public opinion formation as part of

his mega marketing concept. Finally, in an effort to supply a complete list, Baumgartner

(1991) has proposed 15Ps.

Table 2.1.4: The marketing mix and proposed extensions of the 4Ps (Gummesson,
1994, p.8):

4Ps 5Ps 6Ps 7Ps 15Ps

McCarthy Judd Kotler Booms and Bitner | Baumgartner

(1960) (1987) (1986) (1987) (1991)

Product Product Product Product Product / Service

Price Price Price Price Price

Promotion Promotion Promotion Promotion Promotion

Place Place Place Place Place

People Political power Participants People
Public opinion formation | Physical evidence | Politics
Process Public relations

Probe
Partition
Prioritise
Position
Profit
Plan
Performance
Positive Implementations

The limitations of this model have become increasingly obvious as other Ps have been

added in attempts to stretch the model to make it fit new marketing perspectives.

Gronroos, (1990b, p.5) therefore, advocates that it would be much better to appraise the

marketing activity afresh, and from this to create a more relevant definition.

2.1.4 The Evolution of Marketing

The question now begged is where is marketing now and how will it evolve in the future?

Figure 2.1.5a charts the evolution of the marketing philosophy over this century. A
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common theme that seems to be running through the evolution of marketing stages is a
personal effort to satisfy the customer better by getting closer in touch with the customer.
The emerging marketing paradigm could thus be called relationship orientation (Aijo,

1996, p.14).

Figure 2.1.5a: Evolution of Marketing

Sell what we Marketing Marketing Marketing

make ' = = . =

(focus on Sales ' Customer Relationship

production) Orientation Orientation Orientation
1920'S c————p 1970'S  ———p 1980's » 1990's

Stage 1: Production Orientation
Stage 2: Sales Orientation

Stage 3: Customer Orientation
Stage 4: Relationship Orientation

As a marketing philosophy, the marketing concept is still valid: i.e. that a company
should base its activities on the customers' needs and wants in selected target markets.
However, Gronroos (1990b, p.6) argues that the standard way of transforming this
concept into marketing in practice is usually production-orientated, because it starts from
the firm and not from the market. Denison and Mcdonald (1995, p.70) contend that
marketing in leading companies is now becoming adopted as a philosophy for everyone
in the organisation. Consequently, they suggest that the leading companies of the 1990s
will be market-led, responsive and flexible, organised around core processes that reflect

the customers’ preference, and with a high multi-skill base.
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2.1.5 Services Marketing

As we have seen the development of a strong services sector has led to a review of the
marketing philosophy, primarily because it did not meet the requirements of that sector.
Barnes (1989, p.12) claims that as much as 70 per cent of national product in most
countries of the developed world is accounted for by services. Furthermore, Ahmed and
Rafiq (1995b, p.5) demonstrated that there is a growing consensus in the services
marketing literature that services marketing is different from product marketing because

of the nature of services.

Service firms have always been relationship orientated since the nature of service
businesses is relationship based. There is always direct contact between a customer and
the service firm. This contact makes it possible to create a relationship with the customer,
if both parties are interested in such a way of doing business (Gronroos, 1995, p.252).
Therefore, service firms would normally, but probably not always, be better off by
applying a relationship-type strategy (Gronroos, 1990a, p.9). Since service firms almost
always have immediate contacts with their ultimate customers, sometimes on a regular
basis (Gronroos, 1990a, p.9). Hence, it is argued that for companies to achieve success in
a service environment they need to move away from the traditional transactional focus

and embrace relationship marketing.

2.1.6 Transactional to Relationship

Given the increased importance of long-term, strategic relationships with both customers
and suppliers, companies must now place increased emphasis on relationship
management skills (Webster, 1992, p.14). Consequently, emphasis in marketing is
moving from a transaction focus to a relationship focus (Berry, 1983, p.25; Christopher et
al., 1991, p.8; Webster, 1992, p.7; Kotler, 1994, p.47).

Gronroos (1995, p.253) states that "the goal of transactional marketing is to get
customers, whereas the goal of relationship marketing is to get and keep customers”.
Thus, keeping customers has become even more important (given that getting customers

is the basis for having any customers to keep) because it is normally less expensive to
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make a satisfied existing customer buy more compared to the costs incurred in getting a
new customer (Payne, 1994, p.31). Figure 2.16 shows that relationship marketing is not
only a new philosophical attitude but implies a new management approach (Matthyssens
and Bulte, 1994, p.79). This has been highlighted by Juttner and Wehrli (1994, p.57) who

summarised the main distinctive differences, between the two approaches in Table 2.1.6

Figure 2.1.7: The Change in Marketing (Matthyssens and Bulte, 1994, p.78).

From To
Transactional Relationship
Marketing Marketing

Basic philosophy: Basic philosophy:

e product/market as unit of e customer as unit of marketing
marketing planning and " planning and organisation
organization
stimulus - response interactive
aimed at transactions co-operative aimed at relationships, co-

buying attitude operation

¢ product investments e market investments

and a new
context

Management approach: Management approach:

e market analysis and e customer analysis and
segmentation classification

¢ sales/negotiation techniques of o relationship building, team and
the individual salesman > consultative selling

s sales management account management

¢ performance of the product service and quality of the whole

marketing system

o short term profit ¢ long term profit

It can be seen from Table 2.1.6 that the main difference between transactional and
relationship marketing is that transaction marketing of the 1980s placed the emphasis on
the individual sale. Whereas relationship marketing in the 1990s, places the emphasis on
individual customers and seeks to establish a long-term relationship between the

customer and company. In an increasingly competitive business environment, Payne
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(1994, p.29) argues that marketing should be seen as a total approach to business, where

the customer is once again placed firmly at the centre of the company’s strategic focus.

Furthermore, relationship marketing is the opposite of transaction selling, it requires the

focus on a long-term relationship and a series of transactions with the customer (Gengler

and Leszczyc, 1997, p.24). These relationships are based on the company’s knowledge of

their customers’ particular set of needs. The chief advantage is that the company knows

how to meet its customers needs better than anyone else. Thus, the customers are less

likely to be influenced by a slightly lower price bid from a competitor. This is due to the

information that the company has collected about the timing, the quantity, the quality,

and the custom features the customers’ prefer (Baye, 1995, p.26) as well as the personal

contact that has been developed.

Table 2.1.6: Differences Between Transactional and Relationship Approaches
(Juttner and Wehrli, 1994, p.57)
Transaction Relationship
Objective To make a sale To create a customer
(sale is end result and measure of | (sale is beginning and
success) relationship end)
Customer needs satisfaction Customer integration
(customer buys value) (interactive value generation)
Customer understanding Anonymous customer Well known customer
Independent buyer and seller Inter-dependent buyer and
seller
Marketers task and | Assessment on the basis of products | Assessment on the basis of

performance criteria

and prices

Focus on gaining new customers

problem solving competence

Focus on value enhancing of
existing customers

Core aspects of exchange

Focus on products

Sales as conquest

Discreet event (episodic perspective)
Monologue to be
customer base

aggregated

Focus on service

Sales as an agreement
Continuing process (historic,
holistic perspective)
Individualised dialogue
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2.1.7 The Marketing Strategy Continuum
The transactional-relationship focus has been described by Webster (1992, p.7) as a

continuum (see Figure 2.1.7) in which the competitive forces in the global marketplace of
the 1980s has forced many firms to move significantly along the continuum, to much
stronger partnerships characterised with much greater interdependence. In this continuum
a relationship marketing strategy represents one end of the continuum. Here the general
focus is on building long-term relationships with customers (Gronroos, 1990a, p.9; 1994,
p.10). While the strategy at the other end can be called transaction marketing Uackson,
1985). In such a strategy the focus is on making one transaction or exchange at a time
(Gronroos, 1990a, p.9).

Figure 2.1.7: Transactional-Relationship Continuum

>

Transactional : Relationship

The relationship marketing strategy continuum aims to deliver goods and services not
through a series of discrete and casual transactions but instead through continuous
delivery within the context of an ongoing relationship (Palmer, 1994, p.572). The Nordic
School of Services promotes that marketing is more a management issue than a function
and that managing marketing, or market orientated management as marketing is
frequently called and normally has to be built on relationships rather than transactions.
Consequently, building and managing relationships has become a philosophical
cornerstone of the Nordic School of Service (Gronroos, 1996, p.7). However, Gronroos
(1994b, p.10) has realised that developing enduring customer relationships, and achieving
exchanges through a relationship marketing approach, is rather different as compared to
achieving exchanges in isolated transactions through the use of the 'four Ps' of the
marketing mix. Gronroos (1990a, p.8) has also argued that the adoption of relationship
marketing by no means implies that the elements of traditional marketing mix variables
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would necessarily be of no, or even less, importance than before. Therefore, if a company
is to consider entering into a relationship with a customer there are a multitude of
considerations that need to be addressed before a relationship can be built. To realise
what these factors may be it is necessary to understand the relationship marketing

philosophy and all its tenets.

2.2  Development of Relationship Marketing Philosophy

Relationships between buyers and sellers have existed since humans began trading goods
and services (Cram, 1994, p.1) since the idea of a business earning the customers’ favour
and loyalty by satisfying their wants and needs was not unknown to the earliest
merchants (Gronroos, 1994, p.18). These relationships developed in a natural way over
time as the buyer and sellers developed trust and friendships supported by quality
products and services. Today these relationships have become “strategic” and the process
of relationship development is accelerated as firms strive to create relationships to
achieve their goals (Wilson, 1995, p.335).

Gronroos (1990a, p.8) contends that relationship marketing has emerged as an alternative,
and complement, to the marketing mix appfoach. Which owing to its de facto focus on
single exchanges or transactions is not considered fully applicable or financially viable to
situations where the development of long term relationships are called for. This is further
supported by Houston et al. (1987, p.10) who assert that "Good marketing management
emphasises the building of long-term relationships." Therefore, it is widely recognised
today that the development of effective marketing strategies requires companies to stay
close to their customers (Simonson, 1993, p.77). Matthyssens and Bulte (1994, p.79)
further assert that only companies that have developed sufficiently close relationships

(structure and social) can call their marketing a success.

There have been two routes to the present-day relationship marketing (Aijo, 1996, p. 8;

Matthyssens and Bulte, 1994, p.78). The first was a gradual realisation of the importance

of relationships, initially in service marketing and partly in industrial marketing. A
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change in purchasing attitudes and behaviour leading to changes in marketing. In its
earliest guises, relationship marketing focused simply on the development and cultivation
of longer-term profitable and mutually beneficial relationships between a supplier and a
target customer group (Peck, 1996, p.2). The concept quickly broadened to encompass
internal marketing in acknowledgement that the successful management of external
relationships was largely dependent on the alignment of supporting internal relationships
(Flipo, 1986, p.7; Piercy and Morgan, 1991, p.91). The internal marketing philosophy
will be covered in more detail in Chapter 4. The second route was through a
transformation of business in general, due to rapid and radical changes in the
environment (Webster, 1988, p.32). These changes resulted in an emphasis on service,
close customer contact, and a holistic view of the parties and processes involved in

marketing and business.

Sheth and Parvatiyar (1995, p.398) believe that the emergence of a relationship focus will
provide a “refreshed and expanded self concept” to marketing. Their optimism stems
from at least four observations: (1) relationship marketing has caught the fancy of
scholars in many parts of the world; (2) its scope is wide enough to cover the entire
spectrum of marketing’s sub disciplines, including channels, services marketing,
marketing research, customer behaviour, marketing communication, marketing strategy,
international marketing and direct marketing; (3) like other sciences, marketing is an
evolving discipline, and has developed a system of extension, revision and updating its
fundamental knowledge; and (4) scholars who at one time were leading proponents of the
exchange paradigm such as Kotler (1972), are now intrigued by the relational aspects of

marketing.

While it may be argued that all organisations are service providers to greater or lesser

degrees (Levitt, 1972, pp.41/2 see Gronroos, 1978, p.588), it is those firms that deliver

services as their core "product" that would appear to have the potential to benefit most

from the application of the concept of relationships (Sheaves and Barnes**, 1995, p.3).

Treacy** (1995, p.18) findings have also revealed that customer-intimate companies

don't pursue transactions with their customers they cultivate relationships (provided that
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the customers' wanted a relationship). These companies specialise in satisfying unique
needs, which sometimes only they, by virtue of their close relationship with customers
and their knowledge of them, recognise. Under the relationship marketing perspective
firms view themselves as having an ongoing relationship with their customers, aimed at
delivering extra value and generating multiple transactions over time (Gengler and
Leszczyc, 1997, p.24). Cram (1994, p.28) stresses that for a relationship to exist both
parties must be willing to participate in the rapport and see a benefit in the relationship.
Since relationships need time to be built and need time to be maintained, they become
central in strategic planning, both at the corporate and marketing level (Gummesson,
1987b, p.11).

Relationship marketing is indeed a suitable name for the new marketing concept for it
represents a holistic attitude to marketing (Gummesson, 1994, p.17). Aijo (1996, p.15)
contends that relationship marketing may be needed for surviving and prospering in
today’s markets. Since more and more companies are ﬁndmg themselves building
personal relationships, consciously or unconsciously the concept must mean more to
customers than merely ensuring regular contact or rewarding them for continued
patronage. Sheaves and Barnes** (1995, p.24) point out that neither of these elements is
in itself sufficient for a customer to feel that they have a relationship with the firm.
Hence, Sheaves and Barnes** (1995, p.3) suggest that "the idea of establishing a
relationship with a customer would appear likely to work best in situations where there is
considerable interaction between customers and staff, where customers would have the
opportunity to establish relationships which are not particularly different in form from
those which they have developed with other people; family, friends, co-workers, etc...".
Furthermore, Sheaves and Barnes** (1995, p.24) emphasise that managers must
appreciate the fact that a relationship can not be one-sided and that no relationship exists

unless the customer believes to exist.

2.2.1 Relationship Marketing as a New Paradigm
The main role and contribution of the Nordic School of Services and of Nordic authors in

general has been in helping to extend the notion of relationship marketing from service
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marketing to general marketing (Aijo, 1996, p.11), indeed to the point where Gronroos
(1994b, p.4; 1996, p.12), Gummesson (1994, p.5) and Harker (1999, p.15) have all

defined relationship marketing as the new marketing paradigm.

The author has slightly modified a diagrammatic representation of the shift in the
marketing paradigm as proposed by Gummesson (1994, p.9) and the interpretations are
presented in Figure 2.2.1a The 4Ps and their extensions will always be needed, but the
paradigm shift develops their role from that of being founding parameters of marketing to
one of being contributing parameters to relationships, networks and interaction.
Therefore, in a relationship marketing environment, the whole corporate culture must be

devoted to serving the customer (Gengler and Leszczyc, 1997, p.24).

Figure 2.2.1a: The Current Marketing Mix (4Ps) Paradigm and the Future
Relationship Marketing Paradigm (Gummesson, 1994, p. 9).

Relationship 7Ps

4 Ps Relationship

Transactional Social Interaction
Economic Exchange

There is still much confusion amongst academics and practitioners as to whether
relationship marketing represents a new paradigm or merely a strategic choice. Li and
Nichols (2000, p.461) propose that relationship marketing when understood, as an
alternative to transactional marketing is a strategic choice rather than a marketing
paradigm. Furthermore, they go on to argue the appropriateness of the choice will depend

on the nature of a particular exchange relationship. As a strategic choice, the major role
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relationship marketing plays is in integrating transactions into relations, structuring and

maintaining relational exchanges, and designing and coordinating marketing activities.

Zineldin (2000, p.11) also argues that a complete paradigm shift has not occurred in
marketing. Since studies show that in many companies transactional marketing is still
relevant and practised often concurrently with relationship marketing. Zineldin (2000,
p-15) proposes the term “Technologicalship marketing” (see Figure 2.2.1b) which he
refers to as marketing based on technology tools by a firm to acquire and manage
business relationships. Zineldin (2000, p.21) proposes that technologicalship marketing
(relationship marketing based on IT) should incorporate everything from transaction

marketing to relationship marketing.

Figure 2.2.1b: Relationships, IT, EC and marketing — “Technologicalship marketing”

Transactional
Marketing

Relationship Marketing

Zineldin (2000, p.16) argues that technologicalship marketing is fundamentally different
from relationship and transactional marketing, since it allows for different types of
solutions in real time to customer requests. The author would question whether we really
need a new term that incorporates the use of a tool (namely IT) into relationship
marketing. For relationship marketing is a philosophy and it is the principles and people
behind relationship marketing that help build customer loyalty not the technology. Rather
the technology is merely a tool, albeit powerful, that can be employed to successfully
communicate with several customers in real time and deliver the most appropriate valued

service based on extrapolating information from databases. Hence the author would argue
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for a more qualified review of customers through triangulated data to help provide a
greater depth of understanding of the potential of the customer.

2.2.2 Definition of Relationship Marketing

While many authors use the term “relational marketing” and "relationship exchange"
which Blois (1998, p.261) argues often seem similar if not synonymous, few provide a
definition of the term (Blois, 1996, p.161). Harker (1999, p.13) contends that the reason

for the variety of differing opinions is two fold:

1. As an emergent perspective, relationship marketing has had only a relatively sﬁort
lifetime in which to develop into a fully-formed paradigm,;
2. Contributors to the development of relationship marketing theory are extremely

varied, both in terms of socio-political heritage and academic background.

Examination of the development of the concept of relationship marketing suggests that,
within the context of business-to-business marketing, the characteristic which is most
commonly referred to is the intention of 'establishing a long-term relationship' (Blois,

1996, p.162; Blois, 1998, p.261). The argument being that:

e The activities that create commitment and trust take time and are costly to establish.
Therefore, building relationships is an expensive process.

e Where relationship marketing exists, several departments within the supplier’s and
the customer’s organisations usually interact with each other. This is an ongoing and
costly process (although a necessary investment)

e However, the combined costs of the above factors are lower than the cost of obtaining

a similar volume of sales through a series of discrete transactions.

The first neologism of this philosophy was cited by Berry (1983, p.25) who phrased the
term “relationship marketing” and defined it as “attracting, maintaining and — in multi-

service organisations — enhancing customer relationships”. Building on Berry’s 1983
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definition Gronroos (1990f, p.138) adds the perspective of noncustomer partnerships,
mutual benefit, promise keeping and profitability. He defines marketing as:

“Marketing is to establish, maintain, and enhance relationships with customers and other
partners, at a profit, so that the objectives of the parties involved are met. This is achieved

by a mutual exchange and fulfilment of promises”( Gronroos, 1990b, p.8).

Reviews of the definition of relationship marketing suggest that there is little consensus
regarding the definition (Morris et al., 1998, p.360; Zineldin, 2000, p.10). Although, there
would appear to be some level of agreement in the underlying concept of relationship
marketing, namely: relational exchange; extended time horizons; collaboration; customer
retention and customer attraction. The main objective of marketing, then, is to go for
enduring relationships with customers. Of course sometimes, and for some firms, short-
term sales may be profitable (Gronroos, 1990b, p.8). Hence, Blois (1996, p.162) argues
that long-term activity is based on the economics of the case. Furthermore, this new
definition does not diminish the value of traditional elements of the marketing mix, such
as advertising, pricing and distribution (Gronroos, 1990b, p.8). Additionally, Gronroos
(1994b, p.8) points out that establishing a relationship can be divided into two parts: to
attract customers and to build the relationship with that customer so that the economic

goals of that relationship are achieved.

2.2.3 Purposes of Relationship Marketing

Relationship marketing attempts to involve and integrate customers, suppliers and other
infrastructural partners into a firm’s development and marketing activities (McKenna,
1991). An integrative relationship assumes overlap in the plans and processes of the
interacting parties and suggests close economic, emotional and structural bonds among
them. Sheth and Parvatiyar (1995, p.399) see it as reflecting interdependence rather than
independence of choice among the parties and emphasising co-operation rather than

competition and consequent conflict among the marketing actors (see Figure 2.2.3).

24



Chapter 2

The purpose of relationship marketing is, therefore, to enhance marketing productivity by
achieving efficiency and effectiveness. Several relationship marketing practices can help
achieve efficiency, such as customer retention and the sharing of resources between
marketing partners. Gummesson (1994, p.9) notes that relationships are seldom
completely symmetrical; one party is often the stronger. These activities have the
potential to reduce operating costs of the marketer. Therefore, greater marketing
effectiveness can be achieved through encouraging targeted loyal and profitable
customers to become involved in the early stages of the marketing program development
and thus facilitating future marketing efforts of the company. Consequently, relationship
marketing can better address the needs of the selected customers, making marketing more

effective (Sheth and Parvatiyar, 1995, p.400).

Figure 2.2.3: Axioms of Transactional Marketing and Relationship Marketing
(Sheth and Parvatiyar, 1995, p.400).

Mutual
interdependence Relationship
Marketing
Competition Mutual
and conflict co.operaﬁon
Transactional Indt?pendence and
Marketing choice
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2.2.4 Evaluating the Need for a Relationship

Where a relationship does not exist, it is necessary to determine whether or not the
customer might consider it to be beneficial if its existing interactions with a supplier are
developed into a “relationship” (Blois, 1996, p.162). Where a relationship does exist,
checks must be made regularly to determine whether or not the customer continues to
perceive the relationship to be of value (Blois, 1996, p.163). For unless an individual
customer’s understanding of the advantages and disadvantages of a relationship are
appreciated, the supplier may expend substantial sums of money in attempting to
establish or maintain a relationship when the customer does not wish for one. In such
circumstances, the customer might even be sufficiently irritated by a company's activities
to defect. Awareness of, and sensitivity towards, these matters will allow the company to
use its resources both economically and effectively. Blois (1998, p.262) therefore,
proposes that a customer's view of the desirability of entering into a relationship will be
affected by its perception of the likely size of the transaction costs involved. He further

states that a customer will seek that form of relationship that it believes will minimise the

need for them to incur high transaction costs.

There are situations, usually involving low-involvement when a swift and simple
transaction approach is most appropriate and most valued by the customer. For some
types of products and in some situations or for some types of customers a one-deal-at-a-
time approach may be a good strategy. In other situations and for other types of products,
long-term relationships building may be more appropriate (Gronroos, 1990a, p.8;
Gummesson, 1994, p.17). Similarly Pine et al.** (1995, p.106) state that "not every
customer would justify investment in a relationship." Since some customers may be
profitable as transactional customers, even if they are not profitable as relationship
customers. Therefore, it is reasonable to conclude that relationship marketing will not
work for everyone in every situation (Palmer, 1994, p.573; Baye, 1995, p.26). A point
that must not be overlooked is that relationship marketing is not a universal panacea
(Peck, 1996, p.4). Thus certain companies may wish to mount dual strategies:

relationship marketing for some market segments, transactional marketing for other
segments (Berry, 1995, p.238).
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Where a customer does not see entering into a relationship as advantageous, but the
company believes from its point of view that it would be advantageous for there to be a

relationship, Blois (1996, p.171) suggests that there are three options available to the
supplier.

1. The supplier could take action to try to change the customer’s evaluation of the
situation.

2. The nature of the product offering could be changed.
3. The company could ensure that once it has assessed the likely responses of the

customer, that it allocates only the appropriate level of resources to the relationship.

It follows that it might be appropriate for a firm to pursue a relationship marketing policy
towards some of its customers, but that policy will be implemented in a variety of
different ways relative to the identified needs of specific customérs. These policies will
be based on an assessment of the individual customer’s expectations and the resources
that the company believes it should allocate to the relationship, relative to its estimate of
the value of each customer’s likely business. Simultaneously, its strategy towards other

customers may be based upon the recognition that they do not want to be involved in a
relationship (Blois, 1996, p.171).

2.2.5 Multiple Levels of Relationship Marketing

Relationship marketing with customers may be viewed as occurring at various levels of
commitment. These have been identified by Berry (1995, p.240) who describes three
levels of relationship that each develop at different levels of commitment from the
customer. Level one relationship marketing relies primarily on pricing incentives to
secure customers’ loyalty. Unfortunately, the potential for sustained competitive
advantage from this approach is low because price is the most easily imitated element of

the marketing mix (Berry, 1995, p.240). Turnbull and Wilson (1989, p.235) determined

that it takes about a 10% price differential to cause a customer to switch suppliers in
industrial markets.
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Cram (1994, p. 150) suggests that there are three main factors influencing the price
setting process (see Figure 2.2.5). These are listed as competitor comparison, customer
capacity to pay and company costs. The author suggests that perhaps a fourth variable
should be introduced into this equation, namely customer loyalty/discount. This factor is

more in line with the relationship marketing ethos and subsequently rewards the most

loyal and profitable customers.

Figure 2.2.5: The Price Setting Process

Competitor Customer Loyalty
Compa.risvn\‘ %oﬁtability
Competitive
Pri
rice —
Customer Company Costs
Capacity To Pay

Cram (1994, p.152) advocates three rules of relationship pricing:

1. Share the benefits with your long-term customers;
2. Never use price as a promotional weapon;

3. Develop customer-based prices.

Level two relationship marketing relies primarily on social bonds. Where marketers try to
capitalise on the reality that many service encounters are social encounters (Czepiel,
1990). This is further supported by Turnbull and Wilson (1989, p.234) who contend that
bonding between a company and its customer is mostly at a social level where personal
social bonds develop through subjective social interaction. Hence, individuals may
develop strong personal relationships that tend to hold a relationship together. Wilson
(1995, p.339) claims that companies and their customers who have a strong personal

relationship are more committed to maintaining the relationship than less socially bonded
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partners. Social bonding involves personalisation and customisation of the relationship.

Berry (1995, p.240) points out that this can be achieved through:

e Referring to customers by their name during transactions;
¢ Providing continuity of service through same representative;

e Augmenting the core service with educational (seminars) or entertainment activities

Berry (1995, p.240) further emphasises that social bonding can drive customer loyalty
when competitive differences are not strong. Consequently, a social relationship may also
prompt customers to be more tolerant of a service failure or give the company an

opportunity to respond to competitor threats.

Level three relationship marketing relies primarily on structural solutions to important
customer problems. When relationship marketers can offer target customers value-added
benefits that are difficult or expensive for customers to provide, they create a strong
foundation for maintaining and enhancing relationships (Berry, 1995, p.240). The
structural bond that is created by the seller investing in technical support binds the
customer to the seller. If the customer wishes to purchase the lower priced product, a
substantial investment must be made to acquire the technical competence to replace the
current supplier's technical assistance. This shelters the company from competitive price
pressures in the medium sized customer segment (Turmbull and Wilson, 1989, p.235).
Therefore, developing both social and structural bonds as well as maintaining a
competitive price with key customers and segments will bind the important customers to
a company and create substantial barriers to competition. Turnbull and Wilson (1989,
p.237-8) emphasise that this can be accomplished by understanding what is valued in the
relationship by these customers and then subsequently investing in building structural
bonds. Consequently, Turnbull and Wilson (1989, p.238) advocate building joint
investments in technology with large customers early in the product life cycle as this
might reduce price competition in the mature phase. Speckman (1988, p.77) also stresses

that mutual commitment to the future and a balanced power relationship are essential to

the process.
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2251 Strength of a Relationshi

To determine the strength of a relationship Schijns and Schroder (1996, p.70) posit that
there is a behavioural (descriptive) and a psychological (attitudinal) dimension that can
be distinguished in a relationship. From the behavioural point of view, indicators like
length of the relationship, recency, frequency, monetary value, and regularity are used
most often to get an idea of relationship strength. According to Liljander and Strandvik
(1994, p.14), relationship length is usually considered as indicating some kind of
strength. Additionally, Peelen et al (1989, p.10) state that "a higher frequency suggests a
stronger relationship and that with respect to regularity, smaller variances indicate a
stronger relationship." Schijns and Schroder (1996, p.70) assert that this is because of the
increased predictability of future behaviour. However, the strength of a relationship can
be derived only partly from behavioural variables, since they are onmly indicators
(Hoekstra, 1993 p.81). Although, indicators and codes in fact say more about customer
importance and value of the account to the company than about relationship strength.
Therefore, if a customer is important and valuable, the relationship is considered to be
strong (Hoekstra, 1994, p.20).

The quality or strength of a relationship, on the other hand, is determined also by
customer perceptions, so a strong relationship is a relationship that is perceived as such
by the customer. This depends on the attitude of the customer towards the relationship,
which can not be derived from information stored in company databases (Schijns and
Schroder, 1996, p.70). The relevance of measuring relationship strength is that it can be
used to select those groups that demonstrate a higher propensity to be loyal to their
supplier, product. The attitudinal strength can be determined by reviewing a number of
characteristics of relationships namely commitment and trust. These characteristics will

now be reviewed in more detail.

2252 Commitment

One of the key factors that determines the success of a relationship is each individual's

commitment to it. Morgan and Hunt (1994, p.22) identify that "...commitment and trust
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are "key" because they encourage marketers to (1) work at preserving relationship
investments by co-operating with exchange partners, (2) resist attractive short-term
alternatives in favour of the expected long-term benefits of staying with existing partners,
and (3) view potentially high-risk action as being prudent because of the belief that their
partners will not act opportunistically."

Rusbult and Buunk (1993, p.180) define commitment as "...a psychological state that
globally represents the experiences of dependence on a relationship; commitment
summarises prior experiences of dependence and directs reactions to new situations."
Therefore, commitment represents a long-term orientation to the relationship, including a

desire to maintain the relationship, both in good times and bad times.-

2253 Trust

The other factor that has received much attention in the literature on relationships is trust.
Rempel, Holmes and Zanna (1985, p.95) reviewed several definitions of trust, including:
"confidence that one will find what is desired from another, rather that what is feared."
Although, trust is considered to be reciprocal and is also a perceptual concept; it is in the
minds of both buyers and sellers (Dion et al., 1995, p.3). Dion and Banting (1988) found
that trust had a positive influence on sales outcome. Additionally it has led to a buyer
becoming more willing to inform a salesperson about future buying needs (Swan et al.,

1988) and influences interaction and co-operation.

From a marketing point of view Sheaves and Barnes** (1995, p.18) argue that the
development of trust and especially faith (the belief that the partner will act in a caring
way in the future), should be a fundamental component of any marketing strategy that is
undertaken. However, trust takes time to build, and can only be developed after repeat
encounters with customers. According to Dwyer et al. (1987), relationships generally
evolve. Since the relationships between two parties develop over time, the parties gain
experience and learn to trust each other. Therefore, they increase their commitment in
each other through investments in products, processes or people dedicated to the
particular relationship, thus increasing their level of dependence. Therefore, through a
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series of positive encounters, a sense of trust in the organisation will evolve together with
growing relationship commitment (Morgan and Hunt, 1994, p.24; Dion et al., 1995, p.2).
A series of negative events will have the opposite effect. On the other hand, a
combination of positive and negative interactions will leave the customer feeling unsure
of the relationship, doubtful of its consistency, and vulnerable to the appeal of
competitors (Bitner, 1995, p.248).

The high levels of trust that are characteristic of relational exchange enables parties to
focus on the long-term benefits of the relationship, ultimately enhancing competitiveness
and reducing transaction costs (Doney and Cannon, 1995, p.35). Employees play a vital
role in creating trust between a company and its customers. Therefore, it follows that a
trusted customer could be jeopardised by a company representative who proves to be
dishonest or unreliable (Kelly and Schine, 1992, p.38). Conversely, Doney and Cannon
(1997, p.35) contend that highly trusted salespeople can preserve customer commitment
during difficult times created by management policies that appear contrary to the

customer’s best interests.

2254 Other Factors Contributing to a Relationship
Many authors have also observed that certain other conditions must be met for a stable

and positive relationship to exist. Duck (1991) for example, identified several essential
elements of a relationship which included caring, support, continuity of service, loyalty,
placing priority on the other’s interest, honesty, trustworthiness, trust in the other, giving
help when needed and working through disagreements. Sheaves and Barnes** (1995,
p.17) further point out that there are an array of 'investment' resources that are linked to a
relationship many of these include time, emotional energy, personal sacrifice, and other
indirect investments, such as shared memories, mutual friends, and activities, etc. Ford
(1980) found that personal interactions to be essential for the continuation of business
relationships and that relationship failures could be traced back to interpersonal problems.
This is further highlighted by Biong and Selnes (1995, p.486) who see that relationship
marketing demands the establishment of established norms of redress. Hence, conflict
handling is suggested as an important skill in relational commitment.
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2255 Switching Costs

As a relationship develops structural bonds are created over time as the level of
investments, adaptations, and shared technology grows until a point is reached when it
may be very difficult to terminate the relationship. Therefore, one of the means of
increasing customer retention is to increase the customers’ switching costs. Porter (1980,
p.10) defined switching costs as the “one time costs facing the buyer of switching from
one supplier’s produce to another.” Developing switching costs is a common strategy
advocated to increase loyalty in industrial markets given that the information a company
obtains about the customer may help lock in that customer. The greater the integration,
the harder it is for the customer to go elsewhere (Macdonald, 1995, p.12). Thereby
providing security and a reduction in uncertainty for the company. Although, Barnes
(1994, p.565) suggests that "those who view relationship marketing as the ‘locking-in’ of
customers through the erection of barriers to exit, are similarly defining a relationship as
a continuous series of interactions, without reference to the deeper feelings which are
generally associated with other human relationships." Therefore, relationships where both
parties are engaged as willing participants are stronger than those were a customer is

trapped in relationship because the switching costs are too high.

2.2.6 Relational Unrest

Much has been written about the positive nature of business relationships but very little
focus has been given to the often cynical nature of these relationships. While previous
research (see Blatterberg and Deighton, 1996, p.140) did advocate for a dual marketing
strategy to compensate for the nature of relationships that customers merited. It now
appears that customers with whom relationships are formed can have a negative influence
on a company. Research conducted by Good and Evans (2001, p.550) advocated that
there are times when these relationships don’t work, especially when the company cannot
match the demand requested from their customer(s), Good and Evans (2001, p.550) refer
to this situation as relational unrest. Good and Evans (2001, p.558) propose that learning
to forecast conditions of unrest will assist mangers to develop sophisticated tools that can
assess the direction of the relationship (i.e. becoming stronger or weaker). Good and
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Evans (2001, p.559) further go on to emphasise that the strategic choices available during

unrest provide opportunities to understand the nature of relationship failure.

Chaston (2000, p.22) has also questioned the prudence of applying a relationship
marketing or transactional marketing approach to two groups of customers. The first
group of customers who are seeking a level of performance that would require an
expensive bespoke solution and the second group of customers are on the other scale of

the spectrum and search for a prices sensitive solution.

Integration with the customer’s business can often mean being drawn further and further
into a range of divergent customer activities, and further from the company’s own core
(Macdonald, 1995, p.12). Therefore, this could be a problem if companies try to form
close relationship with every customer and try to satisfy all their needs thus resulting in a
fragmented product range that becomes steadily divorced from any technological core.
Additionally, the company runs the risk of being strategically sﬁbservient to its major
customers. Macdonald (1995, p.22) also warns companies that there is also some danger
in the complacent assumption that closeness to customers, and even considerable
integration, guarantees knowledge of their business and that getting close to the customer

makes strategic awareness less necessary.

Macdonald (1992, p.93; 1994, p.23) argues that the long term consequences of getting
close to the customer may result in curtailed innovation. In that customers rely on
external information from their suppliers and a reduction in their number and the
integration of the remainder in the activities of the customers may well reduce the flow of
ideas. Therefore, the firm considering getting close to their customers must seriously
consider the degree to which it can, should, and will integrate with its customers’
activities, and probably with those of others in the market. Macdonald (1994, p.24)

realises that there are likely to be many strategic implications and it is critical that these

are appreciated sooner rather than later.
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22.7 Multifunctional Co-ordination

Craig (1990, p.22) and Doyle (1995, p.23) have discovered that a major barrier to success
is the way that companies manage - or fail to manage - critical linkages among the
diverse functions within the organisation and between the company and its customers.
Therefore, as marketing spreads throughout the organisation, Gronroos (1990b, p.7) has
realised that it is evident that marketing cannot be the total responsibility of a specialist
function. Instead marketing inust become an integral part of top management. Hence,
effective marketing rests partially and importantly on the tasks performed by other
functions. Shipley (1994, p.17) stresses "there is a strong necessity for close multi-
functional co-ordination in order to adapt to environmental shifts to meet changing
customer needs." Therefore, to facilitate relational development Millman and Wilson
(1996, p.11) contend that companies must take the kind of multi-level multi-functional
approaches which transform rather than merely extend traditional organisational

structures / processes. Placing a high premium on co-ordination skills and teamwork.

2.2.7.1 International Relationship Marketing

We have seen an ever-increasing adoption of loyalty programmes in the western
hemisphere by various industries. The potential to apply this technique is global. Yau et
al. (2000, p.1123) compared the relationship marketing orientation (RMO) with
Marketing Orientation (MO) in terms of their impact on firms’ business performance in
three industrial markets in Hong Kong. The results revealed that relationship marketing

orientation yields a significant impact on the determination of firms’ output across all

industries.

2.2.8 Positioning of Relationship Marketing

In terms of its position in relation to other strategic approaches in marketing Gordon
(1998, p.144) positions relationship marketing as a strategy that gives the highest priority

to customer lifetime profitability, communications and process flexibility (see Figure

2.2.8).
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Figure 2.2.8: Positioning of Relationship Marketing
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2.2.8.1 Framework for Relationship Marketing

Doyle (1995, p.34) proposes a general framework for relationship marketing (see Figure
2.2.8.1) which highlights four types of networks. These include partnerships with
suppliers, partnerships with customers, external partnerships with competitors, strategic
alliances and government and internal partnerships with stakeholders which include
employees, functional departments and other SBUs (Strategic Business Unit). While this
research recognises the importance of networks in relationship marketing with suppliers
and other external parties. This research will primarily focus on a company’s own and

independent effort to retain, develop and acquire customers.
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Figure 2.2.8.1: The Core Firm and its Partnerships (Doyle, 1995, p.34)
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2.2.8.2 Relationship Marketing Strategy
To successfully implement relationship marketing companies need to understand the
dimensions of the philosophy. The author proposes that the relationship marketing

philosophy is a nexus of elements that collectively co-ordinated and successfully adopted

by a firm can result in a sustained profitable relationship with customers. Leading
ultimately to an impressive competitive advantage that allows companies to achieve
growth with minimal risk. The following authors (see Table 2.2.8.2) have all proposed a
number of elements that collectively contribute to the successful execution of a

relationship marketing strategy.
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Table 2.2.8.2: Elements that Contribute to Building a Successful Relationship

Marketing Strategy
Elements of a Relationship | Academics Practitioners
Marketing Strategy
1. Customer Retention and | Blattberg and | Reichheld and
Acquisition Strategies Deighton, 1995, | Markey  (1992a,
p-144 p.2)
2. Understanding Customers | Cram, 1994, p.56; | Reichheld, 1996a,
(developing customer loyalty) Evans and Laskin, | p.69 ‘
1994, p.440
3. Communicating with Customers | Cram, 1994, p.56 Shapiro, 1992, p.6;
(targeting) Stacey, 1994, p.67
4. Customer Service Berry, 1983; Evans | Potter-Brotman,
and Laskin, 1994, | 1994, p.53
p-440; Peck, 1996,
p.4
5. Customer Satisfaction Evans and Laskin, | Iabucci et al., 1994,
1994, p.440; Peck, | p.93
1996, p.4
6. Profitability Analysis Stone et al., 1996, | Reichheld, 1996a,
’ p.677 p.50
7. Defection Analysis Reichheld, 1996a,
p. 251
8. Internal Marketing Berry, 1984; Cram, | Stershic, 1994, p.22
1994, p.56; Evans
and Laskin, 1994,
p.440; Peck, 1996,
p-4;
0. Networks Gronroos, 1996,
p.9; Doyle, 1995,
p.34

While various strategic frameworks have been promoted for relationship marketing, there

appears to be a high degree of convergence amongst the various authors (Berry, 1984;

Cram, 1994, p.56; Peck, 1996, p.4 and Reichheld, 1996a, p.20) regarding the elements

that successfully contribute to the development of a relationship marketing strategy.

These elements have been tabularised (see Table 2.2.8.2) into nine categories. Although,

the ninth category of networks, whilst in itself an important field and recognised as such
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by the author as contributing to the field of relationship marketing will not be
investigated. As this research is primarily concerned with only the dynamics of how
companies retain, develop and acquire customers and with obtaining an understanding of
their employee practices. Therefore, a divergence into investigating the role of other
stakeholders (i.e. suppliers, trade agencies, governmental bodies, etc) and their
contribution to a relationship with customers will completely divert the original proposal
for this research. Consequentiy the author is focusing on the first eight elements that have
been suggested by various academics and practitioners as contributing to building a

relationship with customers.

2.3 Summary
This Chapter has highlighted the growing concern with the traditional concept of

marketing for the service industry. A growing number of researchers globally have
proposed that the relationship marketing philosophy is a more robust conceptual and
practical approach to applying marketing successfully. It focuses on building a rapport
with customers and understanding their requirements so that the firm may deliver
products/services that are customer centric. The application of a relationship marketing
philosophy requires the understanding of its dynamics. These have been detailed in Table
2.2.8.2 and will be discussed in more detail in Chapter Three.
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Chapter 3:
Key Aspects of Relationship Marketing

3. Introduction

The literature review in Chapter 2 has clearly laid out those convergent influences that
are bringing to fruition the seeds of relationship marketing planted over the last fifteen
years. These emerging perspectives and trends in the field of relationship marketing
include: targeting profitable customers; creating value added customer relationships;
service value generation; customer loyalty; customer profitability analysis; customer and
employee defection analysis and internal marketing. These key aspects of the relationship

marketing concept will now be discussed.

The notation of attaching two asterisks (e.g. author**) to clearly indicate a practitioners
contribution and distinguish it clearly from academic references has been applied

consistently in this and the next two Chapters.

3.1.  Customer Retention
In order for a firm to successfully embrace relationship marketing it needs to appreciate

just why retaining customers is so important. Despite companies frequently
acknowledging that existing customers are easier to sell to and are frequently more
profitable than new customers, Payne's (1994, p.30) research reveals that many of them
still devote more resources to attracting new customers than keeping those that already
exist. It has been suggested by Page et al. (1996a, p.821) that one of the reasons for this
behaviour is that the management team is still being evaluated and rewarded on the basis
of new business gained. Hence, the allocation of capital for new resources is frequently
done on the potential of these resources attracting new business. This results in the
keeping of customers becoming subservient to the acquiring of customers, and

accordingly, few resources are devoted to the activity.
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There are three options available to firms to increase their market share: attract more new
customers, do more business with existing customers, and thirdly reduce the loss of
customers. By directing marketing resources to existing customers, relationship
marketing directly addresses two of these opportunities: expanding relationships and
reducing customer defections (Berry, 1995, p.244; Hanasotia and Wang, 1997, p.8).
Additionally, Page et al. (1996a, p.821) suggest that keeping present customers and doing
more business with them is generally a more efficient way of using resources. There has
been a surge of interest in the area of customer retention by marketing managers in the
past few years. Reynolds and Day (1995, p.555) and Payne (1994, p.29) contend that
firms should exhaust all the possibilities of existing products in existing markets before
attempting to exploit other opportunities. Barnes (1994, p.562) advocates that it has
become widely accepted by many authors and progressive companies that it makes a
great deal of sense ‘exacta’ in keeping existing customers happy, rather than devoting
high levels of marketing effort ‘expost’ to the stemming of customer turnover.
Particularly where every customer who leaves has to be replaced i)y a new one in order
for the company to simply stand still. Ravald and Gronroos (1996, p.19) concur that the
focus of marketing is shifting from the activity of attracting customers to activities which
concern having customers and taking care of them. Many companies now sense that they
may have focused too much time on building brand awareness and acquiring new
customers, while neglecting the relatively small investment required to maximise the
profit potential of their existing customer base (Brierly**, 1994a, p.25). Evidence from
Buchanan and Gilles** (1990, p.523) reveals that while many companies spend a great
deal of effort, time and money wooing new customers, surprisingly few take equal
trouble to retain existing customers even though the rewards can be considerable.
Therefore, for a customer retention programme to achieve maximum effect, companies

must not only measure their retention rates but they must also communicate the results to

all employee (Buchanan and Gilles**, 1990, p.524).

Jamieson** (1994, p.12) argues that in today's competitive world, the only meaningful

strategies are those which place the highest priorities on building partnerships with

existing customers given that new customers are difficult to win and often take years to
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become profitable. Whereas satisfied, existing customers, have years of revenue
producing potential and are more likely to purchase new products and services than new
customers. Furthermore, Buchanan and Gilles** (1990, p.524) assert that the most
powerful, yet often overlooked, way to grow is to increase customer retention. Hence,
they advocate that customer retention must become an essential element of British
companies' drive to become world-class competitors (Buchanan and Gilles**, 1990,

p.526).

The importance of adopting customer retention is even more acute in the small business
sector since most firms have limited time, money and staff, and their resources must be
devoted to customers who offer the best return. Reynolds and Day (1995, p.555) claim
that the majority of very small firms can achieve most if not all of the growth they can
handle, financially, without over trading and running into financial difficulties by
properly exploiting the potential of their existing customer base. They advocate that it
would be better to "cement" relationships with the existing customer base and in that way

foster substantial long-term business.

Reichheld and Markey** (1992, p.2) conclude that the key to productivity growth in the
service sector is employee and customer retention and this requires managing toward zero
defection of customers and employees. While it may be prudent to retain customers
Reichheld** (1996a, p.43) also asserts that retaining customers does not necessarily
mean that this will lead to improved company profitability, as some companies see no
revenue growth from older customers. Furthermore, it is a waste of money to get repeat
business from low margin customers as you may end up getting more repeat business
from money-losing customers, which would obviously erode a company's profits. The
key question, therefore, is not so much as how to retain customers but which ones to
retain (Sherden**, 1995, p.15). This can be achieved by defining the company's targeted
customers and what it is they value in terms of price, service, speed, etc. This is further
supported by Collins** (1994, p.38) who suggest that "the best way to ensure repeat
business is to focus on the right customers, meet their needs better than the competition
and give them a reason to buy more." For it is simply not possible to build or maintain a
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healthy business without learning how to get the right customers (Reichheld**, 1996a,
p.76). Additionally, Sherden** (1995, p.16) advocates that a customer retention program

should tackle the following four issues:

Consistency (customers will return if their specific needs are fulfilled)
Excellent service (critical to retaining customers)

Employee retention (essential to retaining satisfied customers)

LW N

Retention tactics (offering discounts to customer who repeat business, extra service,

etc)

Hence, growing a business can be framed as a matter of getting customers and keeping
them so as to grow the value of the customer base. In these terms, setting a marketing
budget becomes the task of balancing what is spent on customer acquisition with what is
spent on retention (Blatterberg and Deighton, 1996, p.137). Although, Blatterberg and
Deighton (1996, p.140) warn companies that the balance between acquisition and
retention spending is never static and therefore managers must constantly reassess the
spending points. Accordingly, locating customers, attracting them, and then managing the
ongoing relationships are very different tasks. They require different kinds of market
research, different cost analyses to calculate the return on investment, and different
measures to monitor compliance. Consequently, Blattberg and Deighton (1995, p.144)
recommend that once managers have determined the most appropriate ratio of acquisition

and retention spending, they plan for each task separately.

3.2  Pareto Rule

Another reason for pursuing a customer retention policy is that research by Stone et al.
(1996, p.676) has revealed that in most markets there is a Pareto 80:20' profile of
customers. This is a situation whereby eighty per cent of a company's turnover is
generated by twenty per cent of the company's customers. This situation provides a
tremendous opportunity for companies to cultivate the other eighty per cent of their
customers to generate more business for the company with minimal risk to achieving
growth. Similarly, Wayland and Cole** (1994, p.23) state that most companies find that
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only a small percentage of their overall customer base is truly profitable and upon close
scrutiny, many firms find that about 20 percent of their customers account for 80 percent
of profits. Therefore, companies need to identify targeted existing customers with whom
the company has the potential to increase business opportunities and subsequently

minimise the risks of achieving growth.

33 Customer Acquisition
In most industries, except the financial services industries, new customers contribute to

profits right away, but it still takes several new comers to compensate for the loss of a
veteran (Reichheld**, 1996a, p.37). New customers' are the lifeblood of any business and
most marketers agree that while it costs money to gain customers and profits come from
existing ones, without new customers a business will soon have none at all (Weber**,
1996, p.20). Therefore, when the rate of new customer acquired is greater than the rate of
loss of existing customers, the business will continue to grow. Hence, future cash flow is
therefore determined by not only the economic paybacks of different types of customers,
but also by the balance between the rates of attrition and acquisition of customers
(Hansotia and Wang, 1997, p.8). Page et al, (1996b, p.626) assert that "existing
customers are different from new ones in many ways, and these differences are important

enough to merit separate and different marketing strategies.” These have been illustrated

in Table 3.3.

Table 3.3: Potential marketing mix differences for new and existing customers
(Page et al., 1996b, p.626):

Marketing mix New customers Existing customers
Product and service design Focus on differentiation; | Focus on product and service
innovation; unique benefits. | quality; people as part of the
service product.

Pricing Price to attract business Price to retain customer,
price cuts for loyal customer,
opportunities for
differentiation.

Sales Selling process focuses on | Selling focuses on follow-up;

presentations, closing, etc. problem solving; relationship
building.

Advertising Generate awareness Reminder advertising;
encourage loyalty.
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Direct marketing

Attempt to build a database
that differentiates customers
on product, service,
profitability, etc.

Reward profitable customer
loyalty

Distribution

Channels geared to create
new business.

Existing customers handled
by separate outlets.

Reichheld** (2001, p.62) and Struass and Frost (2001, p.293) both confirm previous
research that advertising is geared primarily to attracting new customers. While firms
pursing loyalty focus primarily towards providing outstanding value to existing
customers who consequently not only act as advocates for the firm but actively provide

positive word of mouth for the firm.

To arrive at a decision concerning new-customer acquisition strategy, the key question
should be: "whom should the company invite?". This question has been addressed by
Hansotia and Wang (1997, p.9) who propose that companies base their new customer
acquisition judgement on the prediction of the future net present value of the newly
acquired customer. Furthermore, Hansotia and Wang (1997, p.18) recommend that
companies look beyond responses to the actual behaviour of customers once they are
acquired. Since the primary challenge is to identify and implement cost-effective
strategies that will result in optimum repeat purchase behaviour over a prolonged period
of time, rather than looking for short-term gains (Wang and Splegel, 1994, p.73).
Therefore, Wang and Splegel (1994, p.74) highlight that it is important for marketers to
begin to evaluate their customer acquisition methods in terms of the long-term value of
the customers they attain given that the identification of the best strategies to attract the
right type of customers is the first step in the development of ongoing customer
relationships and loyalty. Finally, as retention rates are influenced by the type of
acquisition strategy used to obtain customers, Wang and Splegel (1994, p.74) argued that
new customers who are initially motivated by promotion offers may continue to purchase
only if continued incentives with higher discounts are offered over time. While on the

other hand, those customers who appreciate the value of the products and services
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offered, and are willing to pay for them upfront, may be more likely to become frequent

and repeat customers.

3.4  Financial Gains of Retained Customers

Clearly, the economic consequences of losing mature customers and replacing them with
new ones are not neutral (Reichheld**, 1996a, p.37). Since it is more costly and time
consuming to cultivate and .capture a new account than it is to retain an active one as
many practitioner's have argued (Sherden**, 1994, p.43; Desatnick**, 1995, p.14;
Pruden**, 1995, p.14). Many academics/practitioners put the cost of acquiring a new
customer to between four and ten times more than retaining an existing customer
(Desatnick, 1987, p.3; Marketing Guide, 1993, p.24; Sherden**, 1994, p.43; Bell**,
1996, p.5).

Increasing the rate at which customers are retained has a direct and dramatic impact on a
company’s profit (Marketing Guide, 1993, p.25) given that most companies find they
need to spend far less to retain current customers than to replace them with new
customers (Wang and Splegel, 1994, p.74). There are several reasons why retaining

customers is so profitable (Payne, 1994, p.31, McDonald, 1994, p.31):

e Sales and marketing and set-up costs are amortised over a longer customer lifetime;
e Customer expenditure increases over time;

e Repeat customers often cost less to service;

e Satisfied customers provide referrals;

e Satisfied customers may be prepared to pay a price premium.

Payne (1994, p.31) contends that customer retention also helps predict the profitability of
the company and is therefore an excellent management tool for considering the success of
quality and customer service programmes. Srinivasan** (1996, p.7) further points out
that both retaining customers, and increasing account penetration, have now become
crucial for the successful growth of any business as existing customers require fewer

marketing and operational expenses. They are also familiar with a company's product,
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range of services, sales force and distribution channels. By maintaining or increasing
their account share, they become loyal customers and as Figure 3.4 shows there are a
tremendous number of benefits associated with loyal and profitable customers.
Alternatively, when a company loses a customer they not only lose the immediate cash
flow of that customer, but also market share and the subsequent strengthening of
competitors. Additionally customers that leave may disseminate their negative
experiences to others. Theréfore, customer retention and account penetration become

critical to increasing sales, containing costs and generating high profits (Srinivasan**,

1996, p.8).

Reichheld** (1994b, p.3; 1996a, p.39) has demonstrated (see Figure 3.4) that loyal
customers tend to produce large cash flow and profits. Dawkins and Reichheld** (1990,
p.43), Reichheld** (1996a, p.33) and (Srinivasan**, 1996, p.7) have come to realise that
raising customer retention rates by five percentage points could increase the value of the
average customer by 25 to 100 percent. Additionally, Payne (1994, p.30) contends that
even a 1% increase in customer retention could yield considerable improvement in
profitability. While Jamieson** (1994, p.11) contends that there is ample evidence that a

two per cent improvement on customer retention has the same impact on profit as ten per

cent reduction in overheads.

Finally, the most effective and cheapest form of marketing is word-of-mouth
recommendations (Gould**, 1995, p.16). These recommendations generated from loyal
customers are likely to attract customers for the right reasons, that is, the value of the

firms products/services (Reichheld**, 1996a, p.48).
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Figure 3.4:  Financial Benefits of Retaining Customers Reichheld** (1996a, p.39)
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Figure 3.4 captures most of the important economic effects of customer loyalty, namely:
acquisition cost, revenue growth, cost savings, referrals, and price premium
(Reichheld**, 1996a, p.39). However as discussed before companies should be cautious
in pursing a general retention policy for all its customers as this may be counter-
productive. Stone et al. (1996, p.677) stress that the key to increasing profitability and
competitive strength may be to get rid of customers who will never be profitable, and

focus on recruiting and retaining high lifetime value customers.

Contemporary research (see Reichheld**, 2001, p.10) into the profitability of customers
in a virtual environment (e-commerce sector - business to business) has revealed similar
results to previous studies in traditional sectors (Reichheld**, 1996a, p.39). In that it cost
considerably more to attract a customer initially but in future years the profit growth rate
accelerated at an even faster rate. The research revealed customers not only continued to
patronage the e-commerce provider but they also tended to consolidate their purchases
with that supplier. Peripheral benefits included customer referrals and lower costs in
serving the same customer over time. Chaston (2000, p.87) also confers the findings of
Gronroos (1990a, p.10; 1994b, p.11) that “once you have gained the trust of the

customer, then you can act as an entrepreneurial pricer because potential customers will
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have no qualms about accepting both your premium quality claim and your highly
competitive price.” Additionally, Chaston (2001, p.272) advocates that an approach to
avoiding price wars is to shift the market sector away from being transactionally-

orientated by attempting to build a relationship with individual customers.

3.5 Introduction to Customer Lovyalty

Customer loyalty can be viewed as a company's effort to maintain continued customer

patronage. This is proving imperative today as market competition now demands that
companies continuously seek means to gain customer loyalty. This position is supported
by Reichheld** (1994a, p.10) who sees marketing as suffering from a mid-life crisis from
which he believes marketing can emerge from with new strength provided that it begins
to see its role through the lens of loyalty and understands that the value of the firm is
really in managing loyalty. Reichheld** (1996a, p.15) further highlights that building a
highly loyal customer base cannot be done as an add-on. It must be integral to a
company's basic business strategy. Gengler and Leszczyc (1997, p.27) claim that the
fastest growing companies of the next decade will be those who establish and maintain a
loyal base of customers. Therefore, introducing measures to generate customer loyalty is
imperative if companies are to embrace the tenants of relationship marketing and survive

in dynamically competitive markets.

3.5.1 Achieving Customer Loyalty

Market competition now demands that companies continuously seek means to gain
customer loyalty since Kandampully (1997, p.92) claims that "customer expectations are
continuously increasing, companies are now required to go beyond their primary need of
satisfying the customer, to that of exceeding expectations to delight the customer." He
further goes on to describe this delight factor as the company’s ability to create a
responsive relationship with the customer, and to demonstrate their ability to serve with
loyalty. Subsequently, it is only by delighting the customer that firms will maintain
superiority over their competitors, and ultimately prove capable of consistently offering

competent, reliable and exceptional service. Thus requiring the company to pursue
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continuous improvements in the product/service, systems, processes, infrastructure,
employee training, development, rewarding, etc. Kandampully (1997, p.93) emphasises
that the absolute minimum prerequisites to achieve customer loyalty require the business

to understand;

1. What the customer needs, and hence what they expect;
2. Those factors which help to strengthen the customer/company relationship;

3. The customer patterns of changing needs.

These three basic customer characteristics will assist firms to anticipate and act on behalf
of their customers' needs and wants even before the customer has identified such a need
(Kandampully, 1997, p.93). Although, this is assuming that the company can still provide
the product/service at mutually financial benefit to both parties. Hence, Srinivasan**
(1996, p.29) points out that loyalty for an industry is influenced by several market
variables such as the degree of competition, the absence or presence of branded products
and switching costs. While other pragmatic reasons for loyalty might include price,

location of supplier (convenience), etc.

When looking for a customer loyalty programme designed to have a sustained effect on
buying behaviour, the programme should first start by determining how many people in
the customer universe are loyal, promiscuous or prospective (Marketing Guide, 1993,

p-26). The company should then consider the following criteria (Marketing Guide, 1993,
p-25):

e The programme should make customers feel valued and show that the company
understands their needs and aspirations;

e Be capable of recognising and tracking different buying patterns;

¢ Not be capable of direct duplication by competitors

e Produce sustained changes in purchasing habits of customers;

e Make a genuine contribution to the company’s overall profitability;
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e Be funded from the incremental revenue generated as a result of the customer loyalty

programme.

Srinivasan** (1996, p.31) offers companies an approach to achieving higher customer
loyalty through specifically targeting and attracting loyal customers away from
competition or by selecting new customers with deliberation. Another way to achieving
higher customer loyalty is to lift the company's boundary relative to that of the
competition by converting disloyal customers into loyal ones. Srinivasan** (1996, p. 32)
advocates that the loyalty of existing customers can be increased by providing them with
increasingly higher value. Creating value for customers builds loyalty, and loyalty in turn
builds growth, profit, and more value. Reichheld** (1996a, p.3) argues that the only way
to achieve sustainable improvements in performance is by building sustainable
improvements in value creation and loyalty. Speckman (1988, p.76) states that "loyalty
must be rewarded and commitment must be encouraged." Therefore, the key is to set
rewards to encourage sustained changes in behaviour locking in existing loyal behaviour

(Marketing Guide, 1993, p.26).

Finally, the term loyalty presupposes the establishment of trust and a long-term
relationship; the only way to gain this trust and long-term relationship is by first offering
it (Kandampully, 1997, p.94). Therefore, companies will need to commit themselves to
their customers - a commitment to offer loyalty of service. Although, no matter how
good, a loyalty programme cannot solve problems such as poor service or faulty goods
and should not be adopted as a panacea for all corporate ills (Marketing Guide, 1993,
p.24). Similarly, Cram (1994, p.112) states "you earn loyalty, you cannot buy it."
Therefore, the best customer loyalty programmes are a true reflection of company’s ethos
and culture (Marketing Guide, 1993, p. 26). This view is echoed by Reichheld** (2001,
p.6) who’s research into customer loyalty has revealed that the centre of gravity for
business loyalty is the personal integrity of senior leadership teams and their ability to put
the principles into practice. Therefore, to build loyalty you must first be loyal to others by
allowing them the opportunity to build a relationship with youw/your firm. Reichheld**

(2001, p.17) proposes six principles of loyalty which encompass standards of Excellence,
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Simplicity, Honesty, Fairness, Respect and Responsibility (see Table 3.5.1). The author
has contextualised Reichheld’s findings into a framework based on his own research

findings that enbance our understanding of customer loyalty

Table 3.5.1 Reichheld**’s Loyalty Principles

Reichheld’s Loyalty Principles Authors Research
Standards of Excellence Quality standards, Service excellence pursuit
Simplicity Organisational ~ structure, = communication

(internal and external), small cadre of teams,
Outsource all non-core competencies.

Honesty Being truthful with all stakeholders (Integrity)
Faimess Leadership in creating an environment that
justly rewards both employees and customers
Respect Creating an environment of meritocracy
Responsibility Empowerment and accountability

Reichheld** (2001, p.97) asserts that “to build loyalty in today’s highly competitive
world, you and all your people must be capable of continuous change and adaptability to
meet the needs of your partners”. As can be seen from Table 3.5.1 the contemporary
research confirms many of the author’s own findings. The author has synthesised his
findings to create a framework (see Figure 12.4 Chapter 12) that provides entrepreneurs

and managers a lattice from which to achieve stratospheric loyalty.

3.5.1.1 Loyalty Metrics

A measurement problem currently exists in identifying a company’s best customers and
then how to retain them successfully (Moules, 1998, p.46). Delivering loyalty requires
firms to adopt a series of metrics that truly reveal the loyalty of customers and other
stakeholders. Reichheld** (2001, p.5) proposes that firms measure customer and
employee retention rates and the financial consequences of their behaviour. Although, the
problem with behavioural measurements is that they are not always a result of
psychological commitment towards the brand (TePeci, 1999). The problem with
attitudinal measurements is that one can have a positive image about a brand but not
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purchase it (Toh et al. ,1993). The third approach, composite measurement of loyalty,
combines the first two dimensions to measure loyalty in terms of product preferences,
frequency of purchase, recency of purchase and total amount of purchase (Wong et al,
1999). This approach has also been confirmed and advocated by Bowen and Chen (2001,
p.213) since it provides a more holistic perspective of the actual degree of loyalty of the
customer. Struass and Frost (2001, p.294) have also collated a series of metrics used in
relationship marketing to assist manager to not only determine the effectiveness of their
efforts but also to identify their most loyal and profitable customers. They summarise

their findings in terms of importance:

e Life time value of a customer (using net present value);

e Average order value (Sales/order size) — figure should rise to indicate loyalty of a
customer;

e RCM analysis (recency, frequency, monetary) — to identify high value customers;

e Average annual sales growth for repeat customers over time;

e New customer acquisition cost;

e Current customer retention cost;

e Profits generated from current retained customers;

e Share of customer spending (pareto analysis);

e Percentage of customers who repeat purchase;

e Rate of customer recovery (i.e. who return after defecting)

e Referral revenue;

e Price premium (saving created by not having to offer price discounts).

3.5.2 Creating Customer Value
Reichheld** (1993, p.64) has demonstrated that when a company consistently delivers

superior value and wins customer loyalty, market share and revenues go up, and the cost

of acquiring and serving customers goes down. Hence, value is considered to be an
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important constituent of relationship marketing and the ability of a company to provide
superior value to its customers is regarded as one of the most successful competitive
strategies for the 1990s (Ravald and Gronroos, 1996, p.19). Consequently, by adding
more value to the core product Ravald and Gronroos (1996, p.19) claim that companies
are aiming to improve customer satisfaction to strengthen the ties between the companies
to facilitate customer loyalty. Furthermore, any company attempting to provide
competitive value to its customers needs to gain a thorough understanding of the
customer’s needs and the activities which constitute the customer’s value chain. If it does
not, the task of providing the right value to the right customers may culminate in a
hazardous game, where the chances of winning the battle for customer loyalty are highly

restricted (Ravald and Gronroos, 1996, p.23).

Marketing has to facilitate and maintain value-creating exchange processes that respond
to individualised and fast-changing customer needs and wants, while simultaneously
keeping in touch with the increasing cost pressures resulting from the increasing intensity
of competition (Juttner and Wehrli, 1994, p.69). Although, the benefits both financial and
non-financial should always be measured before undertaking such a programme of
investment. Relationship marketing sees long-term relationships to customers as a
stabilising element that supports the mastering of this challenge. Since the intensified
information exchange within customer relationships provides a basis for personalised
offerings and the long-term character contributes to the reduction of marketing costs per
customer (Juttner and Wehrli, 1994, p.69). The essential purpose for a customer firm and
supplier firm engaging in a collaborative relationship is to work together in ways that add
value and / or reduce costs in the exchange between the firms (Anderson, 1995, p.348).
Ravald and Gronroos (1996, p.25) have constructed a diagrammatic flow of how value

can be created to achieve long-term relationships (see Figure 3.5.2a).
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Figure 3.5.2a: The effects of value-adding strategies in a long-term relationship
(Ravald and Gronroos, 1996, p.25).
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Reichheld's** (1994d, p.4) research has revealed that cost reduction passed on to the
customer in lower prices can increase value. Therefore, creating customer value must
become the centre of the business strategy. For it is the value generating exercises that
will ultimately contribute to sustained profitability. Reichheld** (1996b, p.57) has further
discovered that one of the reasons so many businesses fail is that too much of their
measurement, analysis and learning revolves around profit and too little around value
creation. He states that "the key to customer loyalty is the creation of value. The key to
value creation is organisational learning. And the key to organisational learning is

grasping the value of failure" (Reichheld** , 1996b, p.69).

Reichheld** (2001, p.45) advocates that firms who currently enjoy a healthy customer

patronage must not become arrogant and complacent by their current success. But instead

recognise that the fuel of future growth will depend upon their diligence to continuously
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meet new challenges to proactively enhancing customer value. Reichheld** (2001,
p.125) reveals that “customer value is determined through a complex formula that
incorporates such factors as relative price, service, quality, reliability and convenience”.
Reichheld** asserts that firms should determine those factors most important to their

target audience and to rigorously track the performance of these measures.
Lapierre (2000, p.125) has developed a number of measures that capture customer value
specifically for the business-to-business service marketing field (see Figure 3.5.2b) based

on an in-depth analysis of interviews and an extensive review of the literature.

Figure 3.5.2b Total Value Proposition

Scope
Domain PRODUCT SERVICE RELATIONSHIP
Alternative solutions
Benefit
(What  the | Product Quality Responsiveness Image
customer Product Customisation Flexibility Trust
gets) Reliability Solidarity
Technical Competence
Price Time/effort/energy
Sacrifice Conflict
(What  the
customer -
gives)
3.5.3 Learning Relationships

Pine et al.** (1995, p.104) claim that a company that can cultivate learning relationships
should be able to retain their business virtually forever, provided it provides a high
quality customised product/service at competitive prices. Additionally, the more
customers teach the company about their individual tastes, the more reluctant they will be
to repeat that process with another supplier (Pine et al.**, 1995, p.106). Therefore, it pays
to establish learning relationships albeit, only with a companies best customers'.
Furthermore, Pine et al.** (1995, p.106) contend that as advances in information
technology continue to drive down the cost of building learning relationships, it will

make economic sense in many more businesses and for a wide spectrum of customers.
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3.5.4 Loyalty and Profit
Reichheld’s** (1994d, p.3) research findings have over the years shown that loyalty is

inextricably linked to the creation of value. Where as a first order effect, loyalty reliably
measures whether superior value has been delivered (i.e. they come back for more). After

which loyalty initiates a series of second order economic effects, these include:

e Revenues and market share grow as the best customers are retained by the
company, building repeat sales and referrals

e Cost shrink as the expense associated with acquiring and establishing
relationships with new customers and replacing old ones declines

e Long term customers are much easier to serve as good working relationships have
been built with loyal employees

o Employee retention increases, because job pride and job satisfaction increase.
Increased productivity results from longer employee tenure, as employees become

familiar with creating value for customers

Finally, as costs go down and revenues go up, profits go up (the third order effect). This
provides the resources to invest in superior employee compensation and in new features /
activities that enhance customer value, thus further increasing both customer and
employee retention. In manufacturing as well as services, business leaders intuitively
know that when customer loyalty goes up, profits do too (Reichheld**, 1993, p.64).
According to data from various industries, more loyal customers are generally more
profitable, for reasons pertaining to price, cost to serve, willingness to refer - or at least
not to dissuade new prospects (Fay**, 1994, p.51). Therefore, understanding the
economic effects of retention on revenues and costs allows companies with successful
customer loyalty strategies to intelligently reinvest their surplus cash flows to acquire

and retain high-quality customers and employees.
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3.6 Communication for Relationship Marketing Development

Communication is the platform on which relationships are built. Wayland and Cole**
(1994, p.23) point out that once companies understand who their customers are and
which ones represent the greatest opportunity for a profitable relationship, their next
challenge becomes applying the right marketing tools and levers to maximise the value of
the individual relationships. Stacey** (1994, p.67) advocates that the newsletter vehicle
allows companies a means of communicating with their targets on a regular basis, giving
them information about the company and its products and services, as well as adding
value to the relationship. Shapiro** (1992, p.6) points out that direct communication with
decision-makers increases retention of a companies profitable accounts and creates
chances to "cross sell" additional services as well as use the detailed feedback to find the
best products/service for that customer (Pine et al.**, 1995, p.105). Additionally the
company increases their chance of discovering dissatisfied users. Shapiro** (1992, p.6)
also encourages companies to personalise all written communication with customers that

are worth retaining,

3.6.1 Communicating To Develop Customer Knowledge

As the size of a company grows, relationship building based on personal contacts
becomes more difficult to achieve. The need and ability to know customers has come

about for two principal reasons (Palmer and Bejou, 1994, p.496):

1. Markets have become more competitive, resulting in good service alone being
inadequate for a company to gain competitive advantage. For many categories of
goods and services, customers seek superior ongoing relationships with their
suppliers;

2. The emergence of powerful, user-friendly databases has enabled large companies to
know more about their customers. Similarly, small firms are now taking advantage of

Microsoft’s Access database to hold a wealth of information on their customers.

Therefore, in learning relationships, Pine et al. (1995, p.103) state that individual

customers teach the company more and more about their preferences and needs, giving
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the company an immense competitive advantage which makes it more difficult for
competitors to entice customers away. Macdonald (1995, p.11) advocates that the reason
for this is that companies that know their customer better allows the company to adapt the
product and, to a lesser extent, process to match the customer’s precise requirements.
Morris** (1994, p.24) has provided companies with a list of prerequisites to managing a

customer relationship, which include:

Solid record keeping of customer purchasing profiles
Quality information on customer satisfaction
Information accessible to key functional groups

Companies focus their resources and investment on profitable and loyal customers

A S

Customer relationship management includes accounting for the cost of new customer

acquisition, customer retention, and won/lost opportunities over time

By observing these conditions companies are in a superior position to manage customer
relationships. Therefore, it is essential that companies develop information systems that
allow the company to capture and determine the behavioural profile of a customer so that

they may develop appropriate communications strategies.

3.6.2 Applying Information Technology to Develop Relationships

The role of information technology has revolutionised many business practices especially
in the post-industrial or service economy given that most of the developed world is now
entering a new information economy (Aijo, 1996, p.9). The information revolution is also
slowly freeing the businesses and their customers from the constraints of time and place
(Aijo, 1996, p.17). Hence, the marketplace of the future will undergo a technology driven
metamorphosis - made possible by consensual databases, fax machines, e-mails,
multimedia CD ROMS and the Internet/Intranet. This presents many challenges and
opportunities for companies that are willing to take advantage of these resources,
especially if these companies want to pursue relationships with their customers. Since
this technology provides an abundance of rich information at the disposal of companies
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to determine not only the current behavioural purchases of a customer but also the
predicted future value of that customer. Clieaf** (1996, p.57) sees the emerging high-
speed computing and data storage technologies allowing marketers to develop
sophisticated customer-marketing databases. That will allow companies to design
customised products and services, optimise the allocation of financial marketing budgets
and develop targeted promotions and communication strategies. Pine et al.**, (1995,
p-106) suggest that a relationéhip database would allow a company to understand exactly
who is buying what, when and why and use ideas that customers generated. This would

undoubtedly aid the company to retain their most valuable customers.

The advances in information technology are making relationship marketing programs
more affordable, feasible and powerful (Berry, 1995, p.243). This is supported by
Gronroos (1995) who asserts that a major difference between relationship-oriented
marketing organisations and transaction-orientated organisations is the content and
maintenance of a customer information system. Since, in a relationship marketing
situation the firm can build up an on-line, real-time information system (Gronroos,
1994b, p.12). Berry (1995, p.238) stresses that information technology enhances the
practical value of relationship marketing by efficient performance of key tasks that

include:

¢ Tracking the buying patterns and overall relationship of existing customers;

¢ Customising services, promotions, and pricing to customers’ specific requirements;
¢ Co-ordinating or integrating the delivery of multiple services to the same customer;
¢ Providing two-way communication channels;

e Minimising the probability of service errors and breakdowns;

e Augmenting core service offerings with valued extras;

e Personalising service encounters as appropriate.

Stone et al. (1996, p.683) caution companies in their adoption of technology since this is
only one part of the customer relationship. Many companies have come to realise that the

starting point is to develop a comprehensive customer management strategy, which is
60



Chapter 3

right for the company and its customers. This would require investments in technology,
processes and people to achieve the true benefits of relationship marketing. Therefore,
companies need to exploit the information not only from technology but also from
personal contact's to allow them to develop an accurate profile of their loyal and

profitable customer audience.

3.7 Targeting Customers '

Customers are obviously an essential ingredient of a loyalty-based system. Although, not
all customers are equal (Cahill, 1997, p.10), therefore, companies need to target the
“right” customers - not necessarily the easiest to attract or the most profitable in the short
term but those who are likely to do business with the company over time. A "target
market" is, at its most basic, simply the market or submarket (such as a segment) at
which the firm aims its marketing message(s) (Cahill, 1997, p.10). The strategic
application of segmentation reduces the competitive rivalry because there should be
fewer competitors in any given segment; this should reduce downward pricing pressures.
It reduces pressures from substitutes, because certain segments will not see a rival
product as a substitute. Additionally it allows a firm to become the product of choice in a
segment, even if the firm is relatively small (Cahill, 1997, p.11).

The tenets of target marketing can be applied to attracting profitable customers for
relationship marketing. Finding loyal customers requires taking a hard look at what kinds
of customers a company can deliver superior value to. If the analysis is done well, that
customer segment will be fairly homogeneous, and that homogeneity improves the
economics of serving the segment. Along with knowledge of which customers are likely
to be loyal comes knowledge of which customers are not. Companies can then direct
resources away from customers who are likely to defect and toward those likely to stay.
Berry (1995, p.238) and Fay (1994, p.51) provide an indication of how this would be
achieved by encouraging companies to both study and analyse their loyal and defection
prone customers, searching for distinguishing patterns in why they stay or leave, what
creates value for them, and who they are. Reichheld** (1993, p.66) points out that
historical attrition rates can point the way to the most promising customer segments.
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Therefore, it appears that some customers are more valuable than others, and if a
company can identify these customers and methodically cultivate their loyalty, they will
in turn provide the company with profit and growth. McDonald (1994, p.31) views an
ideal customer to be of adequate size, have reasonable demands, and the potential for
long-term purchase or use to allow the company to gain maximum utility of its marketing

resources in attracting targeted customers.

Increasingly companies (see Reichheld**, 2001, p.85) and academics (Payne, 2001) are
beginning to realise that carefully targeting customers will maximise customer value,
corporate profitability and thus stakeholder value. Reichheld** (2001, p.85) cites Dell
computers for their prudent customer acquisition strategy as a major factor contributing
to their formidable growth. Hence, knowing which customers to target requires that
companies look to customer management to resolve this problem. Stone et al. (1996,

p.677) emphasise that this involves:

e Identifying which customers to acquire and retain and which to discourage;
e Developing marketing, service and IT policies to create the right relationships with
different types of customers and prospects, and to require and retain the target

customers.

Further research by Stone et al., (1996, p.677) shows that many of the companies who are
adopting this approach are doing so as an act of faith, they are certainly not adopting this

approach because of:

e A detailed analysis of current and expected lifetime customer profitability

e A searching analysis of customer service needs;

e What relationship customers want;

e A study of competitors’ customers acquisition and retention policies;

e An Evaluation of how well existing methods of relating to customers meet their

needs.
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Companies need to be aware that some customers value the flexibility of switching
between suppliers and will resist attempts to develop long term relationships, whilst
others are simply unprofitable to service. It is, therefore, essential that companies identify
those customers with similar associated needs through a “benefit segmentation” exercise

(McDonald, 1994, p.31).

3.8  Service Orientation

Undoubtedly the most innovative and theoretically developed contributions to
relationship marketing has come from services marketing (Berry et al, 1983;
Gummesson, 1994, p.7). The service marketing literature has grown in importance since
the mid 1970s with contributions from many directions, most notably the “Nordic
School” of Northern Europe; France, UK and the USA (Gummesson, 1994, p.7). Service
has long been an important factor in customer retention, and new research by Potter-
Brotman** (1994, p.53) suggests its role is more critical than ever and will continue to
grow throughout the 1990s. Research conducted by Innis and Londe** (1994, p.21)
clearly indicated that customer service through its affect on purchase/repurchase

intentions is important in the maintaining of customer loyalty.

The research conducted by Denison and Mcdonald (1995, p.64) has revealed that good
marketing companies are coming to understand and define their roles in terms of
customer service and support. Whereby, the whole process is driven by the desire to
anticipate the service that customers will want next year and to provide it today (Denison
and Mcdonald, 1995, p.65). The work of La Londe, Cooper, and Noordewier (1988, p.5)
provides a good definition of customer service. “Customer service is a process for
providing significant value-added benefits to the supply chain in a cost effective way”
(1988, p.5). This is further supported by Berry et al. (1994, p.32) who see service as a key
component of value that drives any company’s success. Hence, marketing today for the
excellent companies is now about customer service, whereby Denison and Mcdonald
(1995, p.66) state that "the excellent companies are talking not just about satisfying
present customer needs, but about anticipating the customer needs of the future and
delivering them today."
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Beaton and Beaton (1995, p.55) recognise that in service industries the quality of service
is a critical factor in gaining competitive advantage. Conversely, the way in which a
company treats its customers represents an important area for differentiating itself from
the competition (Barnes, 1989, p.11). The differentiation comes through the provision of
supplementary services (Barnes, 1989, p.13). In the case of companies, which market
tangible products, these consist of elements of the sale, which would include for example,
warranties, post-purchase service, delivery and credit. Although, a commitment to
customer service cannot stop at the provision of an attractive array of supplementary
service (Barnes, 1989, p.13). To be more competitive, firms need augmented products,
which offer customers more than they think is needed or have come to expect. So that
relationship marketing can provide a more intangible, but stronger, long-term customer
benefit that may be difficult to match (Evans and Laskin, 1994, p.440).

Reynolds and Day (1995 p.563) contend that small firms can rarely compete on matters
such as price but they can compete on service. They can use service to enhance their
perceived value in the eyes of the potential and existing customers. They can use service
to compensate for their lack of potential price competitiveness when compared to larger
firms and use service as a tool to cement relationships with a view to building long-term
repeat, sustainable business. Therefore, it can be seen that service is becoming a major
competitive tool and basis for differentiation in most industries today (Aijo, 1996, p.13).
Secondly, in order to be flexible and innovative in product development as well as in
marketing, in the quest for customer retention and customer loyalty, most companies are

forced to move ever closer to the customer. (Aijo, 1996, p.14)

3.8.1 Market Segmentation Of Services
Market segmentation is a process by which we divide the total heterogeneous group of

customers into smaller, more homogeneous groups with similar needs and wants. Cram
(1994, p.17) believes that the flexibility now exists where it is possible to create a
segment of one person and this has been termed mass customisation (Pine et al**, 1995,
p.105)
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In the 1990's companies must increasingly deliver products and services that provide
clear, differentiated value at the lowest possible cost and the highest possible quality
(Craig, 1990, p.22). Hence, creating value-based customer segments allows a company to
tailor marketing and sales strategies to the behaviours and needs of those customers who
will provide the greatest lifetime value to the company, thus maximising revenue and
profit growth (McDougall et 51.**, 1997, p.9). Therefore, by developing specific services
companies can generally improve the effectiveness of their performance in satisfying
clients (Collins & Payne, 1991, p.266)

3.9. Introduction to Customer Satisfaction

The 1990s are emerging as an era for customer satisfaction in service industries.
Customer satisfaction is important to all marketers, but especially to service marketers,
because customers have fewer objective measures of quality for judging a companies
production, which in turn will determine the likelihood of repurchase and ultimately,

effect bottom-line measures of business of success (Iacobucci et al.**, 1994, p.93).

In any given business, the more satisfied the customers, the higher the retention rate
(Marketing Guide, 1993, p.24). Although, a satisfied customer is not necessarily a loyal
customer since Tanner (1996, p.130) found that product satisfaction is not related to a
desire to participate in future decisions. Therefore, customer satisfaction is not enough
anymore (Struebing, 1996, p.25). Kandampully (1997, p.93) claims that "services and
products, deemed satisfactory by the customer today, will undoubtedly prove
unsatisfactory to the same customer tomorrow." For with the array of choices that
customers have, companies must go beyond satisfaction to win customers' loyalty.
Hence, an important distinction that has developed in discussions of services is the
difference between one's "core" product offering and one's "supplemental” (or
sometimes, "value-added") services (Iacobucci et al.**, 1994, p.95). In studies of
customer satisfaction in many industries, mangers are often surprised to find their
customers are judging them "on the little things" (i.e. on the "supplementals"). There are
good reasons for this phenomenon. First, customers assume the core offering will be of a
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high quality - if is a given and while a poor "core" will result in customer dissatisfaction,
a good "core" execution is not sufficient for customer satisfaction. A supporting reason is
that, within and across competitors, there is typically little variability in the core product
offering. Hence, the customer needs additional information and actions to evaluate a firm
(Iacobucci et al.**, 1994, p.95). Therefore, in order to get closer to their customers and
satisfy customer needs, companies should be able to identify what their customers want
(e.g. on the basis of surveys, focus groups, customers’ complaints) and use these wants to

guide the development of their strategies (Simonson, 1993, p.68).

3.9.1 Customer Satisfaction Techniques
According to Gale** (1994, p.309) gaining a mere 3% increase in improving customer

satisfaction can increase annual return on investment (ROI) by at least 1%. Therefore, it
would seem almost a necessity to monitor customer satisfaction. The traditional and most
common measures of customer satisfaction and success were based on the company's
market share and ad hoc customer satisfaction surveys. Gronroos (1994b, p.12) points out
that market share statistics may give a false impression of success, as in reality the
customers may actually be dissatisfied and consequently the image of the company is
deteriorating. Furthermore, studies have indicated that only about one in twenty-six
dissatisfied customers actually complains (Naumann and Shannon, 1992, p.48). Thus, the
direct costs of dissatisfaction are attributed to only 4 percent of the dissatisfied
customers! The other 96 percent, who remain dissatisfied, say nothing, at least not to the
firm. A good portion of this “silent majority” speak with their actions - they simply take
their business elsewhere. Conversely, negative word of mouth can have a ripple effect.
Studies show that, on average, dissatisfied customers will tell seven to eight other
individuals about their negative experiences (Naumann and Shannon, 1992, p.50). Hence,
low customer satisfaction implies greater turnover of the customer base, higher
replacement costs and due to the difficulty of attracting customer who are satisfied doing

business with a rival, higher customer acquisition costs (Anderson et al., 1994, p.55).

Research conducted by Bain & Co. [Reichheld** (1993, p.71; 1994c, p.3; 1996a, p.237)]
revealed that in business after business 60 to 80 percent of customers who defected had
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said on a survey just prior to defecting that they were satisfied or very satisfied with the
service provided by the company. Furthermore, customer defection studies often indicate
that customers who switched to the competition were satisfied - sometimes very satisfied
- with the organisation they left (Hepworth and Mateus**, 1994, p.40; Jeffrey and
Franco, 1996, p.17, Nelson, 2001, p.42). Jeffrey and Franco** (1996, p.17) urge
companies not to assume that customers will stay with them just because they say they

are satisfied. Richards** (1996, p.52) stresses that the core challenges facing businesses

are:

e To identify the causes of customer defection
e To determine the actual cost of fixing causes that may lead to customer defection.
e To maximise the return (both financial and non-financial) from investing in

eliminating causes that influence customer defection.

Levitt (see Bell**, 1996, p.6) states that "One of the surest signs of a declining
relationship is the absence of complaints. No one is satisfied that long. Either the
customer is not being candid, or not being contacted." Therefore, ‘aware’ firms have
taken such proactive steps as conducting regularly scheduled customer satisfaction
surveys. Naumann and Shannon (1992, p.46) view this method as “after-the-fact”
attempts to measure or deal with satisfaction or dissatisfaction. Consequently, such
“after-the-fact” efforts are unlikely to result in significant and long-lasting improvements
in customer satisfaction. Customers who describe themselves as satisfied are not
necessarily loyal for competitors may have changed their offerings and the customer may
have developed new requirements and begins to look for alternatives (Reichheld*¥,
1994a, p.2). Therefore, it doesn’t pay to have satisfied customers - it pays to have loyal
ones, provided that the loyal customers are generating profitability to the company

(Hepworth and Mateus**, 1994, p.40).
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3.9.2 Measuring Customer Satisfaction
Gould** (1995, p.18) offers a simple matrix (which the author has modified slightly) so

that companies can follow a procedure to exceed their customers expectations in the most

effective way for their business. The axes of Figure 3.9.2 plot the elements of importance
of a specific attribute to customers against their level of satisfaction with that individual
element. Looking at the top left quadrant, if something is highly important to a customer
and they are not satisfied with it, then that must be the highest priority to fix. In the top
right box, if they are satisfied, and it is important, the company should look at ways to
further developing what could be their competitive advantage.

Figure 3.9.2: Importance versus satisfaction (Gould**, 1995, p.18)

High
Priority for Develop and
T attention extend
Level of
importance to
customer
Review process Review
of delivery of investment
service
Level of "
Low custom, —* High
satisfaction

Gould** (1995, p.19) does not believe customer satisfaction is the right measure. Rather

he recommends companies should measure new customer satisfaction in terms of:

1. the number of word-of-mouth recommendations they generate;

2. the retention rate of the customer;

As these two measures will inform the company of whether their customers are satisfied.
Reichheld** (1994a, p.2; 1996a, p.61) concurs that the only meaningful measure of

satisfaction is repeat measure. Furthermore, the level of satisfaction among targeted
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customers is a good indicator of the level of quality of the products or services (Jones and
Sasser's 1995, p.90). Consequently, the company that is really interested in getting
feedback on customer satisfaction will measure customers' opinions on supplementary
services (Barnes, 1989, p.15) as well as their purchasing behaviour to determine the
customers level of loyalty commitment to the company. Based on this advice the author
will fdcus on customer patronage and level of service provision to gauge the contentment

of the customer.

3.9.3 Links between Customer Satisfaction, Profitability and Loyalty

The literature pertaining to relationships among customer satisfaction, customer loyalty,
and customer profitability can be divided into two groups (Hallowell, 1996, p.28). The
first, service management literature, proposes that customer satisfaction influences
customer loyalty, which in turn affects profitability. Proponents of this theory include
researchers such as Anderson et al. (1994), Gummerson (1993), and practitioners
Reichheld and Sasser** (1990) who argue that improving cus’fomer satisfaction, and
hence customer retention, can greatly enhance profitability and competitiveness
(Buchanan and Gilles**, 1990, p.526). The second relevant literature stream is to be
found in the marketing domain and it discusses the impact of customer satisfaction on
customer loyalty (Hallowell, 1996, p.28). Both the service's management literature and
the marketing literature suggest that there is a strong theoretical underpinning for an
empirical exploration of the linkages among customer satisfaction, customer loyalty, and

profitability (Anderson et al., 1994, p.63; Hallowell, 1996, p.28).

Storbacka et al. (1994, p.23) investigated the tentative relationship between customer
satisfaction, customer retention, customer'.proﬁtability and found it to be based on
simplification that would create practical problems in many industries. He therefore,
proposed that the sequence involves service quality leading to customer satisfaction,
which leads to relationship strength, which leads to relationship longevity, which leads to
customer relationship profitability (see Figure 3.9.3).
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Figure 3.9.3: A Relationship Profitability Model Storbacka et al. (1994, p.23)

Perceived Customer »| Relationship Relationship Customer
value satisfaction strength longevity relationship
profitability

Storbacka et al. (1994, p.28) concluded that customer satisfaction is only one dimension
in increasing relationship strength. Strong relationships can be dependent on perceived or
contextual bonds that function as exit barriers. Another important aspect that Storbacka
et al. (1994, p.28) advocated is that companies must consider that the importance of the
relationship for each customer varies significantly given that some customers may be
very committed to the relationship and for these customers the perceived satisfaction with
the relationship is very important and vice versa. The findings of the research carried out
by Anderson et al. (1994, p.63) indicate that economic returns from improving customer
satisfaction are not immediately realised. That is because the efforts to increase current
customers' satisfaction primarily affect future purchasing behaviour, and therefore the
greater portion of any economic returns from improving customer satisfaction will also
be realised in subsequent periods. This implies that a long-term perspective is necessary

for evaluating the efficacy of efforts to improve quality and customer satisfaction.

3.9.4 Customer Satisfaction and Employee Involvement

As the relationships customers have with companies continues to widen, anyone who
interacts with a customer is in a position either to jeopardise or to enhance the
relationship (Potter-Brotman**, 1994, p.53). A satisfied customer will remain loyal to the
company or brand, but the creation of satisfaction depends on the co-operation and
commitment of employees (Bamnes, 1989; p.11). The role of employees in satisfying

customer needs will be discussed in chapter 3.

3.10. Traditional Accounting Method
The traditional accounting approaches to determine the financial viability of customers

has proved to be unreliable and inadequate for relationship marketing since these
accounting methods only take into account the value of the firm's existing assets and
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current income from previous transactions. These systems focus on current period costs
and revenues and ignore expected cash flows over a customer’s lifetime (Reichheld and
Sasser**, 1990, p.106). Therefore, the economic consequences of loyalty have been
systematically undervalued and under-managed. Since accountants have not yet
developed a balance sheet that recognises the value of loyal customers (Reichheld**,
1993, p.70; 1996a, p.35) and employees (Reichheld**, 1994a, p.2). Even though they are
a firms most important assets. Traditionally the best indicator of a customer’s potential
value was gleaned from analysing a customer's past behaviour or buying preferences and
then forecasting that individual's future transactions by modelling them. Freid and
Freid** (1995, p.40) do not believe that it is so simple, as it is not enough to use only the
past to predict the future.

Because of this static, historical, and internal orientation, Hansotia and Wang (1997, p.8)
claim that an accounting approach can only partially reflect the true worth of a business.
They suggest that in order to capture a firm’s future viability, the firm should be
evaluated by its potential to generate cash flow both from its current and future customer
base. This approach will be particularly useful to managers who are interested in
understanding and measuring the financial effects of a firm's ongoing investment in its
customer base. Tracking the benefits of loyalty requires new tools that go beyond
traditional financial analysis (O'Brien and Jones**, 1995, p.77). Reichheld** (1996a,
p.50) encourages companies to gather and analyse data on acquisition costs, base profit,
revenue growth, operating costs, referrals, and price premium, all of which will allow a
company to gain an accurate picture of the lifecycle profit patterns of their customers.
Although, it is not enough to correlate customer tenure with annual purchases and then
use the implied growth pattern for everyone. Reichheld**, (1996a, p.44) recommends
that companies analyse the behaviour of defectors as well as that of loyal customers and
then estimate growth separately for each customer segment that demonstrates a different
underlying behaviour pattern. Furthermore, focused strategic campaigns and agile tactile
actions require the ability to anticipate shifts in future customer values. To become truly
proactive in capturing greater shares of future opportunities, companies must quantify the
dynamics that affect their business and its customers. Measuring the patterns of past
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transactions is just the first step into uncharted territory where customer values are
continually reshaped by forces in the economy, new technologies, and the thrusts of
competitors. Therefore, by building a system to detect, measure and adapt to patterns of
change, businesses can capture a greater "share of a customer” and increase profits. Freid
and Freid** (1995, p.41) recommend that companies constantly monitor not only
changes in the customer's buying patterns but also that they monitor changes in the
external forces that continually reshape these patterns. These external forces include the

economy, new technology, and competitive offerings.

Blois (1998, p.257) points out that costs are incurred when building and maintaining
relationships and therefore the investment made into a relationship should be carefully
evaluated. Some of the most basic information to monitor the profitability of a customer

includes (Marketing Guide, 1993, p.25):

e Changes in frequency of purchase;
e Increases in value of purchase;

e Increase in total revenue;

e Number of rewards awarded;

e Running costs of the loyalty programme.

Once the company has an accurate picture of the true value of a customer, the company is
in a position to calculate what it would be worth to increase their customer retention rate.
Reichheld** (1996a, p.56) believes that this is the only realistic way of evaluating
investments in customer acquisition and loyalty. Gould** (1995, p.17) also believes that
the lifetime value of a customer is an important concept because if you extend the life of
a customer relationship you increase sales. Although, some customers will have higher
lifetime values because the insights they provide to the company may result in new
capabilities that can be applied to other customers (Pine et al.**, 1995, p.113).
Additionally, in relationship marketing where the objective is to develop and enhance
long-term relationships, the time perspective is much longer. Gronroos (1990a, p.10) has

demonstrated that the marketer does not plan primarily for short term results, but for
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results in the long run through enduring relationships with customers. Consequently, the

profitability of single exchanges may even be negative in some cases.

3.10.1 Share of the Customer

Attaining a high level of market share is one of the key objectives of most business
organisations. Innis and Londe** (1994, p.5) claim that most firms associate a relatively
high market share to ROI (Rétum On Investment) and profitability. Although, a new
perspective in market share has been advocated by Peppers and Rogers** ( 1995, p-49)
who see that the true success of relationship marketing will result from growth in the
"share of the customer" the marketer can expect to achieve, and, not directly market
share. Clieaf** (1996, p.55) concurs and states that "New age marketers will not measure
success by market share or response rates. They will base success on such variables as
how much of all their products a customer buys from their particular company (share of a
customer); how profitable a customer is over the lifetime of a customer relationship; and
how effective they have been at maximising revenues from customer segments with the
highest profits potential”. Peppers and Rogers** (1995, p.50) further contend that
focusing on a share of customer, instead of overall market share, is probably the least

expensive and most cost-efficient means of increasing overall sales - and market share.

3.10.2 Key Account Management
A more in-depth analysis of the customers would involve the successful adoption of what

Millman and Wilson (1995, p.9) refer to as Key Account Management (KAM). This
relies heavily on the ability / willingness of individuals to build close, long-term
relationships. Millman and Wilson (1995, p.9) define a key account as a customer in a
business-to-business market who is identified by a selling company as being of strategic
importance. Therefore, if KAM is to be successful, there is an urgent need to develop
reliable measures of performance and customer value which support strategic marketing
decisions. Qjasalo (2001, p.201) proposes that successful Key Account Management
(KAM) consists of four basic elements (see Figure 3.10.2): The author has elaborated on
each theme to provide the reader an insight into the type of measurements required for

each stage.
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Figure 3.10.2 Elements of Key Account Management

KEY ACCOUNT MANAGMENT

1. Identifying Key Accounts
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2. Analysing Key Accounts
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(Power dominance in the relationship, Partnership, Accommodation
of requests)

A 4

4. Developing operational level capabilities to build grow and

maintain profitable and long-lasting relationships with them.
(Customisation of services, Exchange of Information, Improvement
measures)

3.11. Customer Defection

The final component of relationship marketing is a technique that attempts to make
known the reasons why both customers and employees leave a company. Reichheld**
(1996a, p.192) points out that this sheds light on two critical flows of value. First, a
customer defection is the clearest possible sign of a deteriorating stream of values from
the company to its customers. Second, increasing defection rates diminish cash flow from

customers to the company.

Many companies suffer from customers’ leaving and often the rate of customer attrition
can be quite alarming. Therefore, it is incumbent on companies to invest in measures to
determine why customers’ and employees’ leave the company. The information captured

74



Chapter 3

from these interviews can have a major consequence on how the company re-invests in
new products/service/training/processes/communication channels/rewards/ etc to ensure
continued customer and employee loyalty. Information often gleaned from these
interviews can highlight weaknesses of the company and areas for improvement to
maintain customer and employee retention. Reichheld** (2001, p.169) offers numerous
examples of companies (e.g. Dell) who focus on defection rates as their causes to

determine the success of a straiegy.

3.11.1 Defection Rate
Reichheld** (1996a, p.251) suggests that the best measurement systems try to anticipate

defections before they occur and so therefore proposes that companies track customer
half-life - the time it takes for half the customers in an entering class to defect. Physicists
use this measure to describe the decay rate of radioactive substances, and Reichheld**
(19964a, p.251) claims that it works just as well for summarising the decay rate of a firm's
customer inventory. Furthermore, he states that it works better than annual defection
rates, because it seems to create a more urgent call for action. For if a company lowers its
defection rate, the average customer relationship lasts longer and profits climb steeply
(Reichheld and Sasser**, 1990, p.107). Furthermore, the company can use defection rates
to clarify the characteristics of the market it wants to pursue and target its advertising and

promotions accordingly (Reichheld and Sasser**, 1990, p.110).

3.11.2 Exit Interviews

Cram (1994, p.41) has identified that it is the information that defecting customers pass
on which is the key to success. Since defecting customers are one of the best sources of
market research available. Reichheld and Sasser** (1990, p.106) therefore, encourage
companies to solicit feedback from defecting customers so that companies can ferret out
their weaknesses. Page et al. (1996, p.627) have demonstrated that the benefits of
understanding customer defections and their impact on company profitability have
important implications for customer retention. Hence, companies that search for root
causes of customer departure, and demonstrate the desire to learn from these customer
departures can identify those business practices that need fixing, and as Reichheld**
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(1996b, p.56) argues, can sometimes win back those customers that defected (provided

they are the customers the company wanted to attract).

3.12 E-Customer Relationship Management
Nelson (2001, p.45) and Struass and Frost (2001, p.307) assert that the major drivers of

relationship marketing in the future will be the new interactive platforms for customers
(e.g. the Internet, WAP’s, etc). Resulting in what he argues will be an exponential
increase in mass personalisation. Reichheld** (2001, p.7) professes that “the Web can
dramatically deepen relationships and effect enormous efficiencies. But little of this
potential can be realised unless these relationships enjoy a high level of trust.”
Reichheld** (2001, p.8) further goes on to highlight that when customers trust online
firms they are much more likely to share personal information. Thus allowing the firm
the opportunity to form a more intimate relationship with these customers as well as

customise their services to client preferences.

Reichheld and Schefter** (2000, p.106) and Reichheld (2001, p.1) both advocate that e-
business models will collapse without the fusion of loyalty. There research into various e-
commerce sectors revealed that many online customers exhibit a clear proclivity to
loyalty and furthermore the rising profits from retaining customers is actually far greater
in the virtual marketspace. Since customers tended to consolidate their purchases with
one primary supplier, especially in the business-to-business sector. As well as the
customers being a rich source of reference/ advocacy for the company. The combination
of all these factors lead Reichheld and Schefter** (2000, p.107) to conclude that “the
value of loyalty is often greater on the Internet than in the physical world”. Reichheld**
(2001, p.9) proposes that “the only possible source of sustainable competitive advantage
in the new economy will be the bonds of loyalty you generate.” Many successful Internet
firms (Amazon, Dell, Cisco) sight their continued success to customer retention.
Reichheld and Scheffer** (2000, p.113) and Reichheld** (2001, p.2) advocate that

loyalty is an even more vital asset in the age of the Internet.
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3.12.1 Virtual Communication

Reichheld** (2001, p.149) proposes that the Internet will revolutionise communication.
Through its ability to communicate in real time with all constituents, to provide virtually
unlimited access to vital information all the time. Nelson (2001, p.45) posits the view that
“e-commerce allows real time marketing based on virtually ‘all’ the information available
about customers at any point in time.” The question that now begs to be answered is how
do we achieve better communication in the virtual world? Reichheld** (2001, p.150)
offers some insights by proposing that firms engage in open dialogues with stakeholders
to build more trustworthy and consequently more productive relationships. Nelson (2001,
p.46) argues that online communication can provide a greater magnitude of cost
efficiency that offline direct marketing. Although, the Internet can never replace the face-
to-face communication that allows us to attune ourselves to the non-verbal cues which
account for 70% of communication (Anon). Reichheld** (2001, p.153) and Strauss and
Frost (2001, p.302) both recommend that firms integrate their web communication with

their other channels of communication in a manner that maximises the utility of each

medium.

3.12.2 E-crm Targeting ’
Attracting any customer can be detrimental to the future financial prosperity of a

company. E-commerce customer acquisition results reveal that 50% defect before their
third anniversary (Reichheld and Schefter**, 2000, p.110). Hence, there is a need for new
techniques to be developed for the virtual marketspace to ensure that only loyal and
profitable targeted customers are being attracted by the company’s campaign. The
techniques to evolve are viral marketing and permission marketing. McKeown (2001,
p.154) refers to viral marketing as a technique that can be used to create
recommendations for the company and thus build a relationship. Siegal (1999, p.125)
refers to permission marketing as a technique that provides a company the permission to

contact its customers with specific information, thus creating a personal connection.
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3.13. Internal Marketing
The success of relationship marketing is, to a large extent, dependent on the attitudes,

commitment and performance of the employers (Matthyssens and Bulte, 1994, p.79).
Hence, success on the external marketplace requires initial success internally in
motivating employees and getting their commitment to the pursuit of a relationship
marketing strategy. Relationship marketing is, therefore, highly dependent on a well-
organised and continuous internal marketing process (Gronroos, 1996, p.12). This
involvement of employees in the relationship marketing process will be discussed in

more detail in Chapter Four.

3.14 Research Framework

The literature review has provided the identification of key themes in relationship
marketing as well as highlighting their interrelationship, which the author has highlighted
in Table 3.14.

Table 3.14  Association between various relationship marketing themes

Theme 1 Theme 2 Authors
Retaining Customers | Leads to increase in profits Marketing Guide (1993, p.25)
Loyal Customer Lead to an increased cashflow | Reichheld** (1994b, p3; 19964, p.39)

Loyal Customers Targeted Customer Focus Srinivasan** (1996, p.3); Cahill (1997,
p-11); Reichheld**(2001, p85); Payne

(2001)
Increased customer | Increased delivery of value Speckman (1988, p.16); Evans and
loyalty Laskin (1994, p.440); Srinivasan**

(1996, p.32); Ravald and Gronroos
(1996, p.19); Reichheld** (1996b, p.69);
Reichheld**(2001, p.125)

Success of Loyalty | Company Ethos Marketing Guide (1993, p.26);

Programme Reichheld**(2001, p.6)

Targeted Loyal Customer Shapiro** (1992, p.6);

Communication Reichheld**(2001, 85)

Metrics Contribute to understanding | Reichheld** (1996a, p.251);
and reducing  customer | Reichheld**(2001, p.5); Struass and
attrition Frost (2001, p.294).

Loyal Employees Financial and non-financial | Gandz (1990, p.74); Reichheld** (1993,
rewards p.69); Reichheld**(2001, p.26)

Trained Employees | Satisfied Customers Gronroos (1981, p.2); Potter-Brotman**

(1994, p.53)
Internal quality of | Satisfied Employee Heckett et al. (1994, p.168)
work
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The relationship between the themes (see Table 3.13) were the initial basis, for the
author, to constructing a visual research framework (Dean et al.,1997, p.1159) see Figure
3.14.

Figure 3.14: Framework for customer retention, development and targeted acquisition.
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3.15 Summary
This chapter has highlighted the various themes that contribute to developing a successful

relationship marketing philosophy. The eight identified themes (as highlighted at the start
of the Chapter) will be investigated in more detail through both a survey and in-depth
interviews to assist the author in developing a comprehensive framework for aiding
SMEs to achieve growth with minimal risk through pursuing a customer retention,
development and much more measured acquisition programme. As well as identifying
any significant differences in the relationship marketing orientation of entrepfeneurial

and non-entrepreneurial SMEs.
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Chapter 4
Internal marketing

4. Introduction

This chapter will review the contemporary literature on internal marketing. The idea of
internal marketing was first introduced into the academic literature in the early 1980’s by
Berry (1980, p.26). While a number of definitions (see Gronroos, 1985, p.41; Bames,
1989, p. 11; Percy and Morgan, 1990, p.5; Ahmed and Rafig, 1995a, p.35; Varey, 1995a,
p.52) have been proposed over the years they all have a common theme of improving
internal communication and customer focus amongst employees. Stershic** (1994, p.22)
argues that companies that have successfully reorganised their companies have done so

through embracing the practice of internal marketing.
Berry (1980, p.26) states that the objective of internal marketing is:

1. To employ and keep the best people,
2. To make them do the best possible job by applying the philosophy and practices of

marketing internally to the internal market of employees.

Consequently, the premise of the internal marketing philosophy is that if management
wants its employees to remain customer centric, then it must be prepared to invest in
employees. That is, internal exchanges between the organisation and its employee groups
must be operating effectively before the organisation can be successful in achieving goals
regarding its external markets. This can be achieved by applying the marketing concept,
originally developed for the company’s external marketing, to the “internal market” as
well (Gummesson, 1987, p.24). Hence, internal marketing can be defined as the
promoting of the firm and its product(s) or product lines to the firm's employees. Green et
al. (1994, p.5) stress that for this strategy to be successful, top level management must
fully embrace the tenets of the philosophy. This would involve adopting appropriate
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reward mechanisms and structural changes to devolve power and achieve the true

potential benefits to be realised from adopting internal marketing.

Academics have realised (see Collins and Payne, 1991, p.261; Greene et al., 1994, p.5)
that in highly competitive markets such as the service sector, service quality is a critical
determinant of a company's success. This is because the impression made by the
individual providing the services is especially important given that customers have
minimal cues for evaluating service quality. Flipo (1986, p.8) concurs by pointing out
that "internal marketing is especially relevant in service firms because, in most of them,
more than 50 per cent of the personnel face the customer directly." Therefore, internal

marketing is the key to superior service and the result is external marketing success.

4.1  Definition of Service

Zeithaml and Bitner (1996) define services as "deeds, processes, and performances."
Services are intangible in that they cannot be touched, seen and felt, but rather are
intangible deeds and performances. Although, services may include a tangible report or in
the case of employee training, tangible instructions materials. Service is vital for service
firms since their core offerings comprise primarily of deeds and actions performed for
customers to fulfil their requirements. Consequently relying on this simple definition
Zeithaml and Bitner (1996, p.5) further go on to advocate that services are not only
produced by service businesses but are also integral to the offering of many
manufactured-goods producers. For example computer manufacturers offer warranties,

maintenance contracts, and peripheral equipment.

4.1.1 Development of the Concept of Internal Marketing

The concept of 'Internal Marketing' has its roots in the 1980s push for quality in the
services sectors through the examination and control of the service delivery mechanism,
namely employees (Ahmed and Rafiq, 1995a, p.33). Initially the impetus behind the
development of the internal marketing concept was the concern that because contact
employees involved in services become involved in what is called interactive marketing,

it is essential they are responsive to customers' needs. This is reflected in a statement by
82



Chapter 4

Gronroos “the objective of internal marketing is to get motivated and customer conscious
personnel" (Gronroos, 1981, p.237). Consequently Rafiq and Ahmed (1993, p.220) assert
that "for effective service delivery it is not sufficient to have customer conscious
employees, it is also necessary to have effective co-ordination between contact staff and
background support staff." Hence, the internal marketing concept is also seen as a means
of integrating the different functions which are vital to the customer relations of service

companies (Gronroos, 1991, p.1).

4.1.2 Emplovees as the First Market

The internal marketing concept holds that employees are the first market for the service
company (Sasser and Arbeit, 1977, p,61). Since so many people in service firms are
engaged in marketing tasks, their behaviour influences the success of the company to a
greater extent. Therefore, it is important to be aware of the internal marketing task of
service firms, i.e. Gronroos (1978, p.594) advocates that "a ‘service must first be
successfully marketed to the personnel if it is to achieve success in the marketplace." The
reason for this is because the way the employees of a company treat their customers will
determine whether they come back to that company, these findings have been
corroborated by Barnes (1989, p.13). Furthermore, Kotler (1972, p.50) when he proposed
the broadening of the marketing concept was careful to define the limits of marketing by
stating that "marketing consists of non-coercive actions to induce a response in another
social unit." That is, the use of force or formal authority is not considered to be a

marketing solution to a problem.

4.1.3 The Definition of Internal Marketing
The concept of internal marketing derives from the idea that each employee is a potential

marketing resource that if utilised effectively can significantly contribute to the
prosperity of the company. Gronroos (1985, p.41) first proposed a definition that set a
boundary limited by the use of marketing like techniques in the internal context which:
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“...holds that an organisation's internal market of employees can be influenced most
effectively and hence motivated to customer consciousness, market orientation and sales
mindedness by applying a marketing-like internal approach and by applying marketing-
like activities internally” Gronroos (1985, p.41).

However, it is increasingly realised that the domain of internal marketing extends beyond
the implementation of marketing programmes alone and that the ideas of internal
marketing are appropriate for the implementation of any type of strategy within the

organisation.

To provide some clarity on the definitional debate Rafiq and Ahmed (2000, p. 453) have
again reviewed the literature on internal marketing to reveal five main elements of

internal marketing. These are:

Employee motivation and satisfaction.
Customer orientation and customer satisfaction.
Inter-functional co-ordination and integration.

Marketing-like approach to the above.

N SR

Implementation of specific corporate or functional strategies.

Rafiq and Ahmed (2000, p.454) assert that no definition in the past comes close to fully
satisfying these criteria. They advocate that “any proposed definition of IM needs to
satisfy the listed criteria in order to be taken seriously, since the parameters proposed

help to clearly define instances of IM.” Hence, they propose the following definition:

“Internal marketing is a planned effort using a marketing like approach (4) to overcome
organisational resistance to change and align, motivate and inter-functionally co-ordinate
and integrate (3) employees towards the effective implementation of corporate and
functional strategies (5) in order to deliver customer satisfaction (2) through a process of
creating motivated and customer orientated employees (1)”. (Numbers in brackets
indicate the criteria listed above.) Rafiq and Ahmed (2000, p.454)
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4.1.4 Other Definitions of Internal Marketing

Examination of the extant literature reveals a multiplicity of definitions and of
approaches to internal marketing. Varey (1995a, p.52) defines internal marketing as "a
process and mechanism for ensuring effective responsiveness to environmental changes,
flexibility for adopting newly designed administrative arrangements efficiently, and
continuous improvements in performance." Piercy and Morgan (1990, p.5) define the
purpose of internal marketing as developing a marketing programme aimed at the internal
marketplace in the company, that parallels and matches the marketing programme for the
external marketplace of customers and competitors. The author has synthesised the
previous definitions into identifying several underlying themes that are now being

associated with internal marketing, namely:

e Cross disciplinary pollination;
o Customer consciousness;

. Employee motivation;

. Continuous improvement;

° Strategic alignment.

It can be seen from the review of definitions that the ultimate reason for the motivating
efforts of a company should be what Gronroos (1980a, p.16-17; 1981, p.3) describes as
customer-consciousness and sales mindedness employees which Gummesson (1987,
p-18) believes can be achieved through adopting an internal marketing philosophy. For it
is internal marketing, that stresses that human resources are a key factor in the

development and maintenance of a successful service business.

4.2  Two focuses of Internal Marketing
It has been suggested by MacStravic (1985), that internal marketing has two primary

focuses. Firstly it complements the company's external marketing efforts and secondly it
is directed at producing and maintaining a motivated and satisfied group of employees.

The challenge to the marketer is therefore, to develop appropriate standards of service for
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each of the segments served by the firm (Bames, 1989, p.13). The author will start with a

review of the internal focus of the implications of internal marketing (i.e. how will it be

applied).

4.2.1 Strategic Internal Marketing
The internal marketing concept can be implemented on two levels in the company; the

strategic level and the tactical level (Gronroos, 1981, p.3). On the strategic level, internal
marketing should create an internal environment, which supports customer
consciousness and sales-mindedness among the personnel. Gronroos (1981, p.3)

advocates that employees should have:

e Supporting management methods;
e Supporting personnel policy;
e Supporting policy of internal training and

Supporting planning procedures.

4.2.2 Tactical Internal Marketing
Gronroos (1981, p.4) advocates the following prerequisites in order to effectively

implement (at a tactical level) an internal mariceting policy:

e Personnel are the first market of the service company;

e Employees must understand why they are expected to perform in a certain manner;

e Employees must accept the services in order to support them in their contact with the
consumers;

e The service must be fully developed before it is launched,

e The internal information channels must work.

If managers and supervisors on every level, are not customer-conscious and sales-

minded, then Gronroos (1981, p.4) argues that the rest of the organisation cannot be
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expected to be either. Therefore, he recommends continuous training for employees as

being important.

The consequences of the lack of adoption of internal marketing in what Gronroos (1981,
p-4) has termed the first market (i.e. internally) suggests that the company will have
troubles in its ultimate market- the target customers. Therefore, Gronroos (1981, p.4)
stresses that employees should be involved in the planning process and understand the
company's plans if they are to be more enthusiastically implemented. The émpirical
evidence so far is promising, but the concept has, of course, to be developed further
and, more comprehensive empirical tests are needed (Gronroos, 1981, p.6). Rafiq and
Ahmed (1993a, p.223) have argued that firms apply the 7Ps framework to improve their

internal marketing.

4.2.3 Employee Communication
Stershic** (1994, p.23) contends that "From a top-down perspective, employees need

information on what is happening in the organisation so they can continue to perform
their jobs with minimal disruption; they need to know how best to deal with customers
during times of transition; and they need information on any new marketing or
communications programs directed at customers." Furthermore using the bottom-up
channel, employees also need to communicate to management, sharing their fears and
concerns about change, providing relevant feedback from the customers they serve on a

daily basis, and offering ideas on how to smooth the transition and improve service.

Dibb (1997, p 54) contends that internal partnerships are necessary to maintain the
communication and flow of information between managers and departments required for
these activities to be carried out. Furthermore, Dibb (1997, p.55) concludes that available
evidence indicates that poor communication and flow of information between internal

and external parties can cause marketing planning implementation problems.
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4.2.3.1 Internal communication

Rafiq and Ahmed (2000, p.458) recommend that mangers adopt the appropriate
marketing techniques for their organisation. Since not all marketing techniques can be
applied without adaptation to the internal “market”. Davis (2001, p.125) emphasises that
the choice of communication speaks volumes about the relationship between
management and employees. Davis suggests that “impersonal, one-way communication
like memos, letters, company magazine, newspaper and videotapes often lack credibility
in the eyes of employees.” He argues that this type of media is consistent with directive
controlling management. Davis (2001, p.125) advocates the position adopted by Larkin
and Larking (1996) who assert that the most credible source of communication for most
employees is one-to-one, face-to-face communication. Davis (2001, p.125) proposes that
contemporary communication such as E-mail, Intranet are less intimate but have the
advantage of speed. Although, the author cautions companies and mangers to be
receptive to creating e-mail apathy among staff, especially if employees’ are sent

superfluous e-mails.

43 Empowerment
It is ironic that despite the fact that employees have the most frequent contact with a

company’s customer base that it is not until now that their potential has been unleashed,
through internal marketing. Thus by providing employees with the status and
involvement in decision making so that a company can introduce measures to maintain
their customer focus and improve their service levels. Carson et al. (1995, p.24) argues
that "money is useful in meeting security needs but less effective in meeting ego and
social needs." Therefore, he contends that if employees are allowed more discretion in

their work, it will allow them to meet their higher-order needs.

Gandz (1990, p.74) believes that empowering employees is one of the most promising

approaches to help companies survive in a competitive arena. Empowerment means that

management vests decision-making or approval authority in employees where,

traditionally, such authority was a managerial prerogative (Gandz, 1990, p.75). In an
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empowered organisation the manager relinquishes responsibility, authority and
accountability. Although, Cook and Macaulay** (1997, p.56) assert that empowerment is
not about letting people go their own way without responsibility or agreed standards.
They believe empowerment is about operating independently but against agreed values or
guidelines. Gandz (1990, p.75) has identified six essential conditions for empowerment,

these include:

1. Employees must be properly trained;

2. There needs to be a shared vision which must appeal to employees;

3. A set of shared values is needed - beliefs about the way things should be done, the
standards of behaviour that are appropriate;

4. Benefits need to be shared;

5. Managers need faith in employees;

6. The overall culture of the organisation must support risk taking - mistakes should be

viewed as learning experiences that signal the need for additional training.

Evans and Laskin (1994, p.442) have identified a host of benefits arising from

empowering employees, these include:

e By doing something outside the norm, empowered employees can turn superficial
contacts into long-standing relationships.

e Customers are more apt to perceive that organisations empowering their employees
are truly committed to customer satisfaction.

¢ Highly motivated workers will flourish in this work environment.

e Giving employees more authority means less internal bureaucracy, because a firm

does not need multiple levels of approvals

Hartline and Ferrell (1996, p.62) found that within the manger-employee interface the use
of empowerment leads to both positive and negative employee outcomes. Their findings

suggest that though empowered employees gain confidence in their abilities, they also
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experience increased frustration (conflict) in their attempt to fulfil multiple roles at the
organisation's boundary. In addition to fulfilling the demands of their managers and
customers, empowered employees take on added job responsibilities. For some
employees, this situation could prove frustrating. Although this conflict leads to an
increase in self-efficacy (employees belief in their ability to perform job-related tasks) as
employees learn to cope with conflicting role demands, it also increases role ambiguity
and indirectly reduces job satisfaction and adaptability. Therefore, Gandz (1990, p.75)
believes that these complex relationships create a challenge for service managers to find
ways to alleviate the role conflict associated with the empowerment of their contact
employees. To acquire the skills to create good working relationships Cromie and Carson

(1995, p.590) encourage entrepreneurs to:

e Understand others and accept the legitimacy of their position;

e Seek reasonable open discussion to resolve differences;

Further, they go on to contend that this can be achieved by acquiring the following
essential skills to accomplish entrepreneurial goals (Cromie and Carson, 1995, p.590),

namely:

Communication
Influence;
Persuasion;

Conflict resolution;
Negotiation;

Degree of flexibility;

Charisma.

N AL DD

4.3.1 Employee Training for Empowerment
Like any new technique Green et al. ( 1994, p.11) advocate that internal marketing must

be supported by marketing programs such as training, collateral material, and information
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systems. Varey (1995a, p.52) asserts that in order for companies to deliver value to their
customers both employees and managers need to better understand and respond better to
internal decision processes. This can be achieved through introducing training and
systems that improve the delivery of value to the company and ultimately to the external
customer. Consequently, a well trained employee can, during the consumption process,
respond to unforeseen customer wants in an unstandardised manner and create customer

satisfaction, where normal proéedures would have failed (Gronroos, 1981, p.2).

Biong and Selnes (1995, p.488) further suggest that sales aggressiveness is less effective
for relational selling and that the more control the salesperson exerts within the
relationship, the more negative the relational selling. Therefore, employees need to be
trained to be empathetic towards advising and resolving customer problems. Read and
Kliner (1996, p.24) emphasise that "training is important and necessary, but it is also
costly." To ensure that the benefits exceed the cost, SMEs should ensure that the training
is effective to maximise their return in the investment. Therefore, to ensure quality
service, every person who interacts with customers in any way must have the appropriate
skills to respond, efficiently and effectively to customer needs (Potter-Brotman**, 1994,
p.53). Furthermore, the empowerment process will not succeed unless employees are
provided with the training and development they need in their new roles. Cook and

Macaulay's** (1997, p.59) experience suggests the following type of training:

e technical skills;
e interpersonal skills and influencing skills;
e customer handling skills; and

e problem solving.

4.3.2 Characteristics of an Empowered Organisation
Cook and Macaulay** (1997, p.56) have discovered that customer focused organisations

which adopt an empowered approach have common characteristics (see Table 4.3.2).
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Table 4.3.2: Contrast in management styles between delegation and empowerment

Delegation Empowerment

Management decides what needs to vs Individual decides what needs to be done
be done to serve customer to serve customer

Manager retains accountability vs Individual has accountability

Manager supervises output vs Manager acts as coach

Information is restricted vs Information flows freely

Individual is reactive , vs Individual is proactive

Inward looking vs Outward looking

4.4 Applying Marketing Techniques to Internal Marketing

Gronroos (1990, p.12) argues that there is limited need for internal marketing in
connection with a transaction marketing strategy, whereas a relationship marketing
strategy requires a thorough and on-going internal marketing process. This is further
noted by Green et al. (1994, p.8) who emphasise that in high-contact service industries,
marketers need to be concerned with internal not just external marketing. Since internal
marketing means applying the philosophy and practice of marketing to the people who
serve the external customers so that the best possible people can be employed and
retained and they will do the best possible work. Therefore, Green et al. see the phrase
internal marketing as referring to, and concerning marketing to employees. Piercy and
Morgan (1990, p.5; 1991, p.84) and Gronroos (1983a, pp.76-79) concur and suggest that
the same techniques of analysis and communication which is used for the external
marketplace should be adapted and used to market the company's plans and strategies to
imported targets within the company. Here again it has been suggested that the internal
marketing resources be allocated proportionate to the frequency and intensity of customer

contact an employee has.

Rafiq and Ahmed (1993a, p.223) used the Booms and Bitner's (1981) extended marketing
mix for services. That is, in addition to the traditional 4Ps of marketing (namely, Product,
Price, Place and Promotion) Physical Evidence, Process, and Participants were also

added. This is because the extended 7Ps marketing mix explicitly recognises inter-
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functional interdependence and the need for an integrated effort for effective service

delivery.

4.4.1 Employee Satisfaction
Employee satisfaction has been defined as "a pleasurable or positive emotional state

resulting from the appraisal of ones job or job experiences" (Locke, 1976, p.1300). Rust
et al. (1996, p.63) advocate that improving employee satisfaction appears to be
instrumental for decreasing employee turnover. Since long serving employees develop
relationships with customers and provide a better service. Furthermore, Rust et al. (1996,
p.63) assert that customers who receive better service express fewer complaints and
thereby create fewer problems for employees. Employees in turn react more favourably
to encounters with customers. These reactions result in better service, which again leads
to higher customer satisfaction. For as one writer puts it, "....to have satisfied customers,

the firm must also have satisfied employees." ( George, 1977, p.91).

442 Employees and Customer Service
The effectiveness of a successful relationship is determined by each and every member of

the firm and his/her ability to become genuinely service orientated. Kandampully (1997,
p.94) advocates that employees will be required to go beyond their specified job tasks in
order to anticipate and surpass customer expectations. Cram (1994, p.206) further
elaborates on the employee impact on delivering a service by stating that "the differential
advantage that competitors find it so hard to replicate is this service consistency, as a

trained staff with a culture of service cannot be imitated so readily."

Potter-Brotman** (1994, p.53) advocate that organisations must teach employees that
they are all service providers, and emphasise their vital role in customer retention. Since
customers receive the best service under two conditions: when service providers are
empowered to act on behalf of customers in a timely manner, and when the organisation
has a system in place to listen and respond to customer information gathered by those

closest to the customer - the service providers. Bell** (1996, p.6) concurs with this by
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stating "If all employees share the same picture of service greatness, their efforts and

actions can be more in sync, thus delivering consistent service performance."

4.4.3 The Links in the Service-Profit Chain

Heskett et al. (1994, p.164) findings have revealed that top-level executives understand
that in the new economics of service, frontline workers and customers need to be the
centre of management concern. Therefore, successful service managers are now paying
attention to the factors that drive profitability in this new service paradigm which include:
investment in people, technology that supports frontline employees, revamped recruiting
and training practices, and compensation linked to performance for employees at every

level.

A growing number of companies know that when they make employees and customers
paramount, a radical shift occurs in the way they manage and measure success. The new
economics of service requires innovative measurement techniques. These techniques
calibrate the impact of employee satisfaction, loyalty, and productivity on the value of
products and services delivered so that managers can build customer satisfaction and
loyalty and assess the corresponding impact on profitability and growth. In fact, Heskett
et al. (1994, p.164) contend that the lifetime value of a loyal customer can be
astronomical, especially when referrals are added to the economics of customer retention

and repeat purchases of related products.

The service-profit chain (see Figure 4.4.3) establishes relationships between profitability,
customer loyalty, and employee satisfaction, loyalty, and productivity. Whereby, Heskett
et al. (1994, p.165) see profit and growth as being stimulated primarily by customer
loyalty. Since loyalty is in turn a direct result of customer satisfaction and satisfaction is
largely influenced by the value of services provided to customers, value is therefore
created by: satisfied, loyal, and productive employees and employee satisfaction, which
in turn, results primarily from high-quality support services and policies that enable

employees to deliver results to customers.

94



Chapter 4

Figure 4.4.3: The Links in the Service-Profit Chain (Heskett et al, 1994, p.165).
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Heskett et al. (1994, p.168) asserts that the factor driving employee satisfaction is what
he refers to as the internal quality of a working environment. This he believes contributes
most to employee satisfaction. Internal quality is measured by the feelings that employees
have toward their jobs, colleagues, and companies. The preliminary findings point
increasingly to the ability and authority of service workers to achieve results for
customers. Greene et al. (1994, p.12) concur that "organisations that deliver high-quality
service increase or maintain market share and have a higher return on sales than do their

competitors."

4.5  Benefits of Internal Marketing
Despite the investment that is required, the benefits which effective internal marketing

can offer organisations seem well worth the effort. Dibb (1997, p.56) has identified the
benefits to include a gradual reduction in barriers between different functional areas,
encouragement of innovative ideas and even a possible source of competitive
differentiation. Furthermore, Varey (1995a, p.52) emphasises that internal marketing can

assist the organisation to match its responses to environmental change and to enhance its
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capability continuously. Cram (1994, p. 65) believes there are six benefits derived from
staff continuity:

. Role familiarity;

. Colleague familiarity;

. Product familiarity;

1
2
3
4. Customer familiarity;
5. Culture familiarity;
6

. Adding value for the company.

Reichheld's** (1996, p.46) long standing research has demonstrated that motivated
employees not only stay with a company longer but also create a cascade of benefits for
the company in terms of getting to know their customers better, which leads to better
service, building greater customer satisfaction, and further improving the relationship and
the company's results. Other, benefits to accrue from adopting internal marketing
include:

o Higher staff moral

e Improved internal environment;

e Lower attrition of staff;

e Greater contribution of ideas;

e Improved customer service;

e Improved productivity;

e Higher levels of loyalty and commitment from the employees;

o Enhanced customer focus;

4.5.1 Employee Retention
Berry and Parasuraman (1991, p.151) assert that "Service firms must focus attention and

resources on attracting, developing, motivating and retaining qualified employees
through job-products that satisfy their needs.” Since motivated employees will enhance a
company's image as many customers will assess the company primarily on the rapport

they have with the company's employees. This is further evident from research by Bain
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and Co. [see Reichheld** (1993, p.68; 1996, p.97)] who contend that employee retention

is an antecedent of customer retention.

Reichheld** (1993, p.68; 1996, p.97) and Desatnick** (1995, p.11) have discovered that
employee loyalty affects new customer volume as well as retention. The practitioners
agree that employees who are treated well, tend to treat customers well. Long-term
employees can service customers better than newcomers can as it is with employees that
the customer builds a bond of trust and expectations, and when those people leave, the
bond is broken. Additionally, Reichheld** (1993, p.68) contends that customer retention
can quickly offset higher salaries and other incentives designed to keep employees from

leaving.

4.5.2 An Economic Model of Employee Retention
Bain and Co. have developed a generic model of the seven economic effects associated

with employee loyalty (see Figure 4.5.2). Reichheld** (1996, p.100) argues that not all
industries will show all seven, and the effects will vary in relative importance from one
industry to another. Similarly getting employees to stay with a company longer won't
necessarily produce superior returns, since Reichheld** (1996, p.102) argues that a lot of

firms are loaded with dead wood. -

Figure 4.5.2: Employee value (Reichheld**, 1996, The loyalty effect, p.100):
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4.6  Recruiting Loyal Employees
Reichheld** (1993, p.68) writes, “Just as it is important to select the right kind of

customers before trying to keep them, a company must find the right kind of employees
before enticing them to stay.” He suggests that companies analyse the cases of former
employees who defected earlier and look for patterns in their behaviour. High emi)loyee
turnover negatively affects service quality and customer retention, thus hurting
profitability and further reducing resources available to invest in employees success
(Berry, 1995, p.240). Reichheld** (1996, p.96) states that "The true cash-flow
consequences of employee turnover far exceed most managers' intuitive estimates.”
Therefore, once a company has loyal customers Reichheld** (1996, p.91) encourages
companies to reinvest a solid share of the cash flow surplus into hiring and retaining
superior employees. To determine the calibre and quality of potential new employees
Reichheld** (1993, p.69) emphasises that companies need look only to their existing
loyal and productive employees to determine the attributes they are looking for in new

candidates.

Research carried out by Reichheld** (2001, p.74) into the behaviour of loyalty leaders
revealed that all loyalty leaders, in his research sample, list employee recruiting and
selection among their most vital functions. For they recognise the effect that these
employees will communicate about their company to other employees and customers. As
well as realising the potential value these people could add to the capacity of the

company.

4.6.1 Rewarding Employees
Reichheld** (1993, p.69) believes that employees won’t stay and apply their knowledge

unless they have an incentive to do so. Ceteris parabus, the best people will stay with the

company that pays them the most. Therefore, Reichheld** urges companies to provide

incentives in the form of higher salaries or bonuses and commissions that align the

employees’ self-interest with the interests of the company. Larkin and Larkin** (1996,
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p.96) concur with Reichheld** and claim that if you value customer service then
recruitment, performance appraisals, promotions, and bonuses should be based on
customer service performance. Research indicates that most learning takes place when
the individual does something that results in a reward, or reinforcement, for what has

been done (Mayo and Dubois, 1987, p.12).

Empirical research conducted by Reichheld** (2001, p.26) into companies who pursue a
loyalty program has revealed that loyalty leaders have realised that loyalty is a two-way
street. Consequently these firms have introduced financial remunerations that reward
employees for their efforts to deliver a valued service to customers. Reichheld’s** (2001,
p.26) research has also revealed that these firms developed dynamic entrepreneurial
teams with maximum responsibility, flexibility and accountability. Thus his research
findings reveal that loyalty leaders utilise small teams as the molecular structure of their
company’s design. Hence, loyalty driven firms both financially reward and empower

their employees to motivate them into delivering a superior valued service.

4.7. Employees and Trust

Trust has come to be valued as an asset in the 1990s, particularly because of changes in
the competitive environment and the quest for higher and higher performance levels
(O'Brien, 1995, p.40). Involving people more directly in improving competitive
performance and trusting them in that exercise are vital to the success of the competitive
firm. Therefore, O'Brien (1995, p.40) points out that involvement based on trust takes the
working relationship beyond the simple contractual nature of work. It raises the prospect
of a new quality of working life, which can be more meaningful and satisfying for
employees and more profitable for the firm. O'Brien (1995, p.48) further suggests that
people will begin to trust management on the basis of consistent and frequent information
about how the firm is doing in the competitive environment. Therefore, sustaining trust
may be built on the basis of competence, consistency and integrity and thus sustained as

reputation.
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O'Brien (1995, p.48) has identified several components to building trust in a firm. While
neither definitive nor conclusive, these factors that O'Brien identified were observed
repeatedly during her observations and interviews and tested to a limited extent in her

quantitative survey. They include:

e Information and communication;
¢ Openness, fairness, and recognition, which encourages employee "voice";

e Reputation - based on competence, consistency and integrity.

Trust may lose or have its value temporarily suspended by management inconsistency
and changed behaviour. The equity of trust may become more secure, given the
development of confidence. With repeated use, it will grow. It gains value on the basis of
consistency of performance, confidence and integrity. It becomes secure on the basis of
reputation (O'Brien, 1995, p.52). Finally, the benefits of trust is that there is a reduction
in direct monitoring, improved performance due to increased employee information and

knowledge because of the development of trust (O'Brien, 1995, p.53).

4.8  Internal Marketing and External Marketing
Flipo (1986, p.7) emphasises that the marketing function has to deal at the same time

with internal and external markets, and success in the latter is highly dependent on
success in the former. In this regard Flipo (1986, p.12) suggests that when internal
marketing does not exist, the differences between an ideal external marketing strategy
and a realistic one may be very great, leading marketing managers to practices that may
be seen by customers as abuses (non-legitimate powers). Thus companies that don't
practice internal marketing could be involved in issues of ethical behaviour as employees
may be asked to carry out tasks that may be perceived by customers as abusive. These are
vital issues since Bejou et al., (1996, p.137) have shown that a salesperson’s ethics and

degree of customer orientation are important contributors to customer satisfaction.

Piercy and Morgan (1991, p.91) suggest that one contribution to improving market

performance lies in the development of internal marketing strategies which parallel,

100



Chapter 4

reinforce and support external marketing strategies. Piercy (1995, p.29) views the
external market issues and internal market issues mirroring one another, and being
directly connected. In short, external customer satisfaction is both dependent on, and a
contributor to, internal marketing satisfaction. Although, this is a complex relationship
since Piercy and Morgan (1990, p.4) have realised that marketing success is often
dependent on employees who are often far removed from the excitement of creating
marketing strategies, namely: service engineers, customer service departments,

production and finance personnel dealing with customers and so on.

As a result Piercy and Morgan (1990, p.5) urges companies to formulate and co-ordinate
their internal and external marketing plans. Whereby, they see the effective application of
the former providing a bridge between the formulation and implementation of the latter
by creating knowledge, understanding, involvement and consensus for marketing strategy
and plans. Piercy, (1995, p.30) offers a visual interpretation of the effective
implementation of internal marketing despite referring to employees as internal
customers (see Figure 4.8). He suggests that where there is high satisfaction with both
internal and external customers, then the quality of the relationship will lead to synergy,
while low satisfaction both internally and externally will have the opposite effect -
alienation. The two other extremes represent a lack of focus on either the employees or

customers.

Figure 4.8: Internal and External Customer Satisfaction (Piercy, 1995, p.30):
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To achieve a successful internal market Piercy and Morgan (1990, p.5) suggest that the
goals of the internal marketing plan are taken directly from the implementation
requirements for the external marketing plan. Since know-how from external marketing
can also be applied to the internal marketing (Gummesson, 1987, p. 18; Matthyssens and

Bulte, 1994, p.80). The factors to be considered would include (see Holland**, 1994,
p-23):

e Gaining the support of key decision makers for the company plans;

e Changing the attitude and behaviour of employees and managers who are working at
the key interfaces with customers;

¢ Gaining commitment to making the marketing plan work and ownership of the key-
problem tasks from those units and individuals in the firm, whose working support is
needed;

e Managing incremental changes in the culture to making the marketing plan work.

4.9 Internal Resistance to Internal Marketing

The previous sections have highlighted the need for an internal marketing philosophy for
external marketing success. Although, despit; the empirical evidence highlighting the
benefits of embracing internal marketing there is strong resistance to the philosophy,
especially from other departments. Rafiq and Ahmed (1993a, p.229) amongst others
argue that it is generally assumed, particularly by those in services marketing, that
because of the word marketing in the phrase "internal marketing” that internal marketing
ought to be undertaken by marketers. Varey (1995a, p.49) has similarly experienced
some strong resistance to the use of the term "internal marketing” as it suggests that the
mechanism of change management being described is the exclusive property of

marketers.

The adoption of internal marketing may lead to conflict between marketing and human
resources management and operations management and other directly affected

departments. This is because it may be seen as an attempt by the marketing function to
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increase its influence within the organisation. Therefore, a number of authors (Barnes,
1989, p.12; Webster, 1992, p.14; Rafiq and Ahmed, 1993a, p.229; Holland** (1994,
p-23) and Varey, 1995a, p.47; 1995b, p.54) have argued that internal marketing cannot
and should not be the sole responsibility of any department but should instead be
managed strategically. Such a policy avoids inter-departmental conflict and gives internal
marketing the high level of managerial commitment, which is necessary for its effective
implementation, and the achievement of high quality, customer-sensitive service delivery.

Thus becoming part of everyone's job description and part of the organisation culture.

Barnes (1989, p.15) reveals that companies that make the most efforts to serve their
customers have made their human resources departments part of the marketing team.
Since they have realised that recruitment orientation, and training of personnel are critical
if the company is to present the best level of service to their customers’. Subsequently,
Holland** (1994, p.23) argues that if marketing is not fully integrated into a company's
entire fabric, that company will never reach its full potential. Although, in certain
circumstances, administrative action by the personnel function is much more likely to be

effective than usage of marketing like devices (Rafiq and Ahmed, 1993a, p.228).

4.9.1 Internal Competitors
Shipley (1994, p.19) defines internal competitors as "all those personnel who through

ignorance, inertia, intransigence or the pursuit of conflicting agendas raise barriers to
change and effective external marketing activity." Hence internal opponents need to be
shown that the marketing orientation offers bigger rewards than competing approaches to
business. Just as external customers are won by providing differential advantage (superior
to unique benefits), internal competitors must also be shown that adopting an external

marketing focus provides additional benefits for them (Shipley, 1994, p. 19).

4.9.2 Working with other Functions
Shipley (1994, p.20) points out that a key element in building and sustaining cross-

functional marketing co-ordination is for marketing specialists to establish strong
working relationships with non-marketing specialists. To facilitate relational
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development Millman and Wilson (1996, p.11) contend that companies must take the
kind of multi-level multi-functional approaches which transform rather than merely
extend traditional organisational structures / processes. This places a high premium on
co-ordination skills and teamwork. Similarly Hunt (1995, p.351) sees firms that adopt
leaner and flatter structures and introduce cross-unit working relationships reap the

benefits of successful execution of their strategies.

4.9.3 Employees as Customers
Gummesson (1987, p.28), Berry and Parasuraman (1991, p.272), Collins and Payne
(1991, p.261), Stershic** (1994, p.23) and Piercy (1995, p.30) have all proposed the

notion of considering the employee as an internal customer as a useful contribution for
making internal marketing more efficient. Despite the initial popularity of the notion of
the employee as an 'internal customer', a number of flaws in this proposition have
recently started to surface. Rafiq and Ahmed (1993a, p.221) have put forward a number

of potential problems with the current conceptualisations of employees as customers:

1. Unlike the external marketing situation, the "product" that employees are sold may in

fact be unwanted by them or even possess negative utility;

2. Employees are unlikely to have a choice in the "products" which they can select;

3. Because of the contractual nature of employment, employees can in the final analysis
be coerced into accepting "products" they do not want;

4. The notion of the "employee as customer" also raises the question as to whether the
needs of external customers have primacy over those of the employees;

5. Finally, the financial cost of having satisfied employees could be considerable.
On the basis of the arguments outlined above, Ahmed and Rafiq (1995a, p.34) propose

that a definition of internal marketing which avoids the contradictions cited above, has to

drop the notion of "employee as a customer."
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4.10. Creating a I earning Organisation
Bhide (1996, p.129) highlights that "when entrepreneurs neglect to articulate

organisational norms and instead hire employees mainly for their technical skills and
credentials, their company develops a culture by chance rather than by design. The
personalities and values of the first wave of employees shape a culture that may not serve

the founders' goals and strategies."

Gengler and Leszczyc (1997, p.24) emphasise that a relationship marketing orientation is
emerging as central to designing organisational structure and strategy. Therefore, it is
imperative that SMEs select employees that fit in with the company's culture of
developing an environment that is customer-centric. This would ensure that relationship
marketing is successfully adopted and practised to reap the benefits of growth through

customer retention, development and acquisition.

Only through effective learning can an organisation consistently deliver value in an ever-
changing world (Reichheld**, 1993, p.70). Since leading companies have discovered that
by retaining their good employees, learning is unleashed and continuous improvements in

productivity can be achieved (Reichheld and Markey**, 1992, p.2).

4,11 Management Style and Internal Marketing

The bulk of the research on internal marketing has focused on how marketing methods
can be used to encourage internal stakeholders of a firm. Whereas little attention has been
given to how internal marketing is affected by differences in management style and
behaviour. Davis (2001, p.122) has constructed a Table (see Table 4.11) that shows the

different management styles to internal influence and marketing.
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Directive Controlling Relationship Marketing
Performance Management dictates corporate | Management and employees
planning and | goals and performance plans. | develop company goals and
appraisal Management evaluates employee | performance plans  together.

performance.

Employees evaluate their own
performance.

Communication and
information sharing

Closed, one-way communication.
Restricted information sharing.

Two-way joint problem solving.
Extensive information sharing.

Decision Making Management makes decisions and | Management reaches consensus
issues orders. and builds joint understanding.
Employee Responsibility limited to the job | Employee participation,
responsibility  and | description. Low involvement. ownership and -share of profits
involvement maximise involvement.
Relationship Management maintains | Management and employees
development impersonal relationships develop a partnership.

Davis (2001, p.124) declares that ‘directive controlling’ management would only achieve
a recipe for failure if they tried to introduce a relationship marketing programme. Hence,
quite clearly it can be seen from Table 4.11 that a relationship marketing approach
requires managers to develop partnerships with employees. Managers would also need to

develop an interactive dialogue to involve and motivate employees so that each is

influenced.
4.12 Summary

The formulation and co-ordination of internal and external marketing plans has been
urged, with the effective application of the former providing a bridge between the
formulation and implementation of the latter by creating knowledge, understanding,
involvement and consensus for marketing strategy and plans. Through the use of internal
marketing a re-orientation can be achieved to improve the quality of service and provide

a means of competitive differentiation. This will be achieved by investing in employees
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and supporting them with the appropriate systems and processes so that they can deliver a
consistent value added service. Since satisfied employees will bring about cost reductions
through less absenteeism, greater accuracy of work practices and greater flexibility.
Internal marketing provides a philosophy through which management can realise the
potential of its resident, and often under-utilised, intellectual capital. This in turn will
effect the company profitability and allow the company to further gain a competitive
advantage. The common themes that the literature has highlighted as contributing to the

successful implementing of internal marketing include:

e Management creating a shared vision of the direction of the company;

e Empowering employees;

e Investing in appropriate financial and non-financial reward mechanisms;

e Promoting a service mentality;

e Offering training and advice to employees as opposed to directing tasks;

e (Creating an environment of teamwork;

¢ Involving employees in the decision making process;

e Investing in systems, processes that facilitate employees to maintain a consistent

service.
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CHAPTER5:
Entrepreneurship

5. Introduction to Entrepreneurship

Entrepreneurship has played a central role in the industrial and economic development of
many nations through encouraging entrepreneurs to pursue business growth and
development to facilitate employment and the generation of economic prosperity (Chell
and Adams, 1994, p.2). Therefore, it was only natural that entrepreneurship has been
studied so vigorously throughout history. Arther H. Cole, the noted Harvard economist,
after decades of research into this area, has gone so far as to state that "to study the
entrepreneur is to study the central figure in modern economic development, and, to (his)
way of thinking, the central figure in economics" (Cole, 1959, p.28). This is further
highlighted by Miles and Arnold (1991, p.51) who argue that without entreprerieurship,
business and society would be neither dynamic nor adaptive thereby resulting in
stagnation. Entrepreneurship writers both in the popular press and the scholarly literature
have generally extolled the importance of entrepreneurial activities and often implicitly
assumed a positive relationship between entrepreneurship and performance. Morris and
Sexton (1996, p.10) carried out a survey of industrial firms and the results revealed a
positive relationship between entrepreneurship and company performance, this
relationship encourages researchers to further investigate the field. Hence, the author
proposes to contribute to our understanding and appreciation of entrepreneurship in small
business service firms. Whereby a business service firm is one that provides any service
to another firm. This research draws from literature and both quantitative and qualitative
empirical research in order to identify the essential behaviour of entrepreneurial
companies. Entrepreneurship can be viewed as a systematic part of business practice, for
which there are guidelines for thinking and acting entrepreneurially, which contributes to
the growth and prosperity of SMEs. To commence the research the author, after an
exhaustive literature review, adopted both the Schumpeterian (1934) description of an

entrepreneur that carries out new combinations and the Chell et al. (1991, p.71)
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framework of entrepreneurial behavioural characteristics to identify a more complete
profile of SME entrepreneurial behaviour. These entrepreneurial characteristics will be
reviewed in light of several other inter-related domains namely: the SMEs type of
planning; stage of growth of SME; organisational structure and relationship marketing
orientation to reveal a more holistic identify of entrepreneurial SMEs. To demonstrate
why these other domains were selected we need to first review the history of

entrepreneurship.

5.1  Entrepreneurial History
The term entrepreneur first appeared in the French language as early as the fourteenth

century, it originated from the verb entreprendre, which has a meaning similar to getting
things done (Elkjaer, 1991, p.805). It is generally agreed today (see Elkjaer, 1991, p.806)
that Richard Cantillon (1680 - 1734) was the first well known economist to use the term
entrepreneur as a concept in economic thought. His major work, "Essai sur la Nature du
Commerce en General" was published in 1755, twenty years after his death. He defined
the entrepreneur as the agent who purchased the means of production and brought them
together into marketable products. The agent bore the risks of business enterprise, for it
was to him that the profit or loss would accrue. After Cantillon it was Say (1767-1832)
who conceptualised the role of the entrepreneur as an organiser and a leader in the
productive and distributive processes, identifying him as one endowed with a rare
combination of qualities: innovative skills, general good judgement and managerial skills.
Say also recognised that risk and uncertainty bearing were an integral although not
central part of the entrepreneur's function. Risk and uncertainty were not defined in the
usual financial sense, for the notable distinction that Say made was between the
entrepreneur as a bearer of psychic risk and uncertainty, as opposed to, the capitalist as a
bearer of financial risk and uncertainty (see Pridavka, 1979, p.170). During the same
period Baudeau (1730-92) promoted the notion of the entrepreneur as an innovator. His
idea was that of a person who invents and applies new techniques in order to reduce his

costs and thereby raise his profits (see Chell et al., 1991, p.13).
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By the early part of the twentieth century it was becoming increasingly clear that the
entrepreneurial factor was vital to economic analysis. Schumpeter (1934) is credited with
coming up with one of the most sweeping breakthroughs on entrepreneurial theory to
date. He was probably the first major economist of the Twentieth Century to go back to
Say and reconstruct the neo-classical view of economics. Joseph Schumpeter (1934)
suggested that the entrepreneur is a dynamic, proactive force - an endogenous factor (see
Chell et al., 1991, p.22). Schumpeter (1934) sees the entrepreneur as an endogenous force
that serves as a primary motivator of the capitalistic process. His influence comes to bear
whether or not there are exogenous factors affecting the economy. Both Schumpeter
(1934) and Kirzner (1973) have popularised the theory of the entrepreneur this century.
They use the term entrepreneur to stress the reality of economic dynamics. One
perspective of the entrepreneur is an explicit placing of the entrepreneur in both the
analysis of economic market dynamics and the interplay between markets and
hierarchies. In this connection, a common understanding of the entrepreneurial function

is both a demanding and a complex issue.

Schumpeter (1934) considers entrepreneurship as the process by which the economy as a
whole goes forward. It is something, which disrupts the market equilibrium. Its essence is
'innovation'. Schumpeter (1934) argues that the market system has a tendency towards
change and the entrepreneur plays a crucial role in this market system change.
Furthermore, Schumpeter argues that innovation develops from entrepreneurship. He
writes that 'the carrying out of new combinations we call 'enterprise’; the individuals
whose function is to carry out them out we call 'entrepreneurs' (1934, p.74). Schumpeter
(1934, p.66) details what he understood by entrepreneurs innovating through 'new

combinations' that result from:

The introduction of a new product - or of a new quality of good.
The introduction of a new method of production
The opening of a new market.

The conquest of a new source of supply.

wokR L=

The carrying out of the new organisation of any industry.
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One of Schumpeter's basic contributions was to broaden the concept of the entrepreneur
by including not only those independent businessmen in an exchange economy who carry
out new combinations, but also dependent employees of a company, such as mangers.
Schumpeter (1934, p.78) contends that "everyone is an entrepreneur only when he
actually carries out new combinations, and loses that character as soon as he has build up
his business, when he settles down to running it as other people run their business."
Another important contribution Schumpeter (1949, p.75) made dealt with risk and the
entrepreneur. The distinction between the capitalist and the entrepreneur, first made by
Say, was clarified and reinforced by Schumpeter when he noted that the entrepreneurial
function did not have anything to do with the providing of capital. This was the function
of the capitalist and the "(money) risk obviously falls on the owners of the means of

production.... hence never on the entrepreneur as such" (Schumpeter, 1949, p.75).

Schumpeter (1934) argues that economic growth occurs through a process whereby the
"old" structures, products, processes, organisations are continually changed by new
innovative activity. His theory of economic development was based on “"new"
combinations or innovation. He believed that innovation was the central characteristic of
the entrepreneurial endeavour. His emphasis on this point is revealed in his declaration
that one behaves as an entrepreneur only when carrying out innovations. In Schumpeter's
free market system it is the entrepreneur who implements these new combinations.
Schumpeter's (1934) new combinations are the result of innovative thinking and actions
of a special class of individuals rather than the reactions to spontaneous and

discontinuous economic change.

Schumpeter (1934) argued it was the entrepreneur who, as opportunity costs increased,

moved economic resources away from inefficient and obsolete activities and into new,

more profitable and efficient ones. He called this the dynamics of disequilibrium, where

the entrepreneur’s ability to innovate to ever changing market conditions was claimed as

the driving force in capitalism. Schumpeter (1961) distinguishes between two types of

changes: continuous and discontinuous. Innovations that produce continuous change are
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regarded as continuous innovations. By contrast, changes, which disrupt the economy
from its equilibrium state and result in disequilibrium, are considered to be discontinuous
and the innovations responsible for such discontinuous change are regarded as
discontinuous innovations. Schumpeter (1961) regards only discontinuous innovations as
contributing to entrepreneurship because only discontinuous innovations result in new
combinations of the means of production. For Schumpeter (1961), an essential condition
for entrepreneurship is that the innovations be disruptive and disturb the prevailing

equilibrium.

The theories outlined so far assumed that the entrepreneur responded to an outside force
that impacted upon the market system. Economists have been inclined to assume that the
market for goods precedes and directs the entrepreneur, when in fact the reverse is just as
true. The point to be made is that entrepreneurship and economic growth simply cannot
be reduced to economic models, for this subordinates the higher level of creative activity
to a lower level of measurement and exchange of material products and factors of
production. Kirzner (1973) suggests that entrepreneurship is the consequence of
innovations designed to exploit the opportunities afforded by disequilibrium. Whereby,
both continuous and discontinuous innovations may be regarded as contributing to
entrepreneurship. Kirzner insists that the entrepreneur facilitates the adjustment process
that assists market movement toward ever changing levels of equilibrium, which he
defines in the traditional classical economic model as that "state in which each decision
correctly anticipates all other decisions" (Kirzner, 1979, p.110). He contends that the
problem is that knowledge is never complete or perfect in a dynamic economy and thus
markets are in perpetual disequilibrium. It is this disequilibrium that gives rise to the
entrepreneur. For it is this state of change and disequilibrium that facilitates entrepreneurs
to continually discover new opportunities. Thus there is movement toward equilibrium as
entrepreneurial activity exploits these newly discovered opportunities. Hence the
entrepreneur makes a profit where resources have been previously misallocated or used
inefficiently, he tends to bring the economy toward equilibrium. Kirzner notes "markets
are continually being pushed away from equilibrium by changes in the environment and
brought back by entrepreneurial pressures" (1982, p.274). His argument is that the
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entrepreneur has a superior knowledge of market imperfections that he uses to his
advantage. Kirzner (1973) argues that the entrepreneur is exploiting information
asymmetries in markets that are by their very nature in disequilibrium. This is a
fundamental shift in approach to Schumpeter who views the entrepreneur as destroying
an equilibrium situation. While the Kirznerian entrepreneur is operating in a market
assumed to be in disequilibrium, and therefore their role is to exploit the informational

imperfections and to bring the market to eventual equilibrium.

Kirzner (1979, 1985) arrives at a synthetic view of the entrepreneur as one who
incorporates alertness to opportunity, knowledge of means and willingness to bear
uncertainty, but also one who manifests the will to pierce uncertainty through the
discovery process. This discovery process involves alertness to others' errors and failures
to see and exploit existing opportunities, but also alertness and ability to make
innovations that widen future opportunities. From this perspective, the entrepreneur is an
opportunity identifier who has the ability to spot under priced products or factors of
production in particular markets in anticipation of disequilibrium profit opportunities.
Kirzner's entrepreneur need not have capital or innovative capabilities, but he must
posses keen judgement. Casson (1982, p.23) also presents the idea that the entrepreneur is
someone who specialises in taking judgmental decisions about the co-ordination of scarce
resources. Such that entrepreneurs make different decisions because they have 'different
perception of the situation' (Chell et al., 1991, p.24) as a result of different information or
interpretation. The entrepreneur is therefore a person whose judgement differs from that
of others. Kirzner notes, "In the market context entrepreneurship is evoked by the
presence of as yet unexploited opportunities for pure profit. These opportunities are
evidence of the failure of market participants, up until now, to correctly assess the
realities of the market situation" (Kirzner, 1985, p.52). Thus, Kirzner posited information
and information-seeking behaviour as the central tenets of entrepreneurial alertness
(Busenitz, 1996, p.35). Kirzner explains the value of entrepreneurship as 'corrective' to
unexploited profit opportunities arising from the misallocation of resources which result
in 'social waste'. The misallocation arises from imperfect knowledge. Therefore, "the
entrepreneurial function is to notice what people have overlooked" (Kirzner, 1982,
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p-273). While one could argue for either a Schumpeterian or a Kirznerian position, such a
distinction would be incongruent, for what they both highlighted of equal interest to

researchers is the behavioural characteristics of entrepreneurs.

5.2 Opportunities
There is general agreement that entrepreneurs perform the function in society of

identifying opportunities and converting them into economic value (Schumpeter, 1934;
Kirzner, 1973, 1985; Carland et al., 1984, p.358; Gartner, 1988). According to Kirzner
(1973) entrepreneurs find and exploit opportunities by taking advantage of economic
diséquilibria by knowing or recognising things that others do not. Although, at the
present time very little is known about the process of opportunity recognition. Herbig et
al. (1994, p.37) contend that entrepreneurs view change as normal and healthy, always
searching for change, responding to it, and exploiting it as an opportunity. Herbig et al.
(1994, p.38) further goes on to emphasise that "entrepreneurs themselves do not
consciously innovate; they seek opportunities. These opportunities are those that larger
firms either ignore, seek not to produce, or cannot physically create." Bygrave and Hofer
(1991, p.14) define the entrepreneur as "someone who perceives an opportunity and
creates an organisation to pursue it." Therefore, the obvious question then becomes what
is an opportunity. This has been addressed by Olson (1986) who proposed that
entrepreneurs are opportunistic decision makers spending much time and considerable
energy identifying opportunities. He defined opportunistic decision making as including:
(1) innovation, (2) creation, (3) profitable venture identification, and (4) emphasis on
effectiveness. Gartner, (1994, p.28) emphasises that "whether an opportunity is indeed an
opportunity can only be known after the opportunity has occurred." Therefore, he goes on
to conclude that one cannot determine "economic opportunities that create value" until
after the fact. Carson et al. (1995, p.150) point out that "entrepreneurs are seen to have a
vision of how things not only are but how they might be and are sensitive to the windows
of opportunity that are opening and are likely to remain open long enough to be usefully
exploited. The starting point for opportunities ultimately is what customers want and the

marketplace want; successful entrepreneurs understand this."
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5.2.1 Risk Takin
Early definitions and many of the current definitions contain the term "risk taker"

(Soloman and Winslow, 1988, p.163). Whilst much research (Kilby, 1971; Brockhaus,
1982) has proposed that a fundamental characteristic of entrepreneurship is their
tendency to take risks, contemporary authors (Timmons et al., 1985) question this idea,
for they advocate that entrepreneurs take calculated risks or as Bhide (1994, p.150)
reveals successful entrepreneurs don't take risks blindly. However, Arther Lipper III
(1985), the publisher of Venture Magazine, has pointed out that in his view,
entrepreneurs begin their own ventures because they wish to avoid "taking the risk" of
their success being dependent on other's evaluations; that is, performance appraisals,
recommendations or promotion decisions made by others in hierarchical organisations.
Therefore, they avoid the risk of their future success being dependent on how they "fit in
with someone else's idea performance." Foster (1986, p.30) also rejects the
characterisation of the innovative entrepreneur as a risk-taker for the simple reason that in
the competitive dynamic environment of modern capitalism, "ﬁot innovating is even

riskier [than innovating]."

A study undertaken by Brockhaus (1980, p.519) on the risk taking propensity of
entrepreneurs of new ventures revealed that the level of risk taking propensity does not
distinguish new entrepreneurs either from mangers or from the general population.
Brockhaus further goes on to state that his study found that the entrepreneurs had a
propensity for moderate levels of risk, which is similar to the general population. Hence,
Brockhuas (1980, p.519) reveals that "earlier studies concerned with the entrepreneurs’
risk taking propensity may have correctly found the majority of entrepreneurs to have a
tendency toward moderate levels of risk, but they may have failed to recognise that this
same characteristic is also true of the population in general" (1980, p.519). Therefore,
Brockhaus argues that this preference of seeking moderate levels of risk is not necessarily
a distinguishing characteristic. He further points out, as a note of caution, that his study
dealt with entrepreneurs of new ventures, therefore, it is possible that the risk taking
propensity of established entrepreneurs might differ from that of a new entrepreneur. This
difference may occur for several reasons. First the process of being an entrepreneur may
115



Chapter 5

increase the desire for moderate levels of risk, thus causing a larger percentage of
established entrepreneurs to appear to be moderate risk takers. Furthermore, those
entrepreneurs who have a propensity for low or high levels of risk may tend to cease to
be entrepreneurs at a greater rate than do those who have a propensity for moderate levels
of risk. Although, Carland et al. (1984) suggest that risk-taking is a characteristic of
business ownership and not of entrepreneurship per se. According to Meredith et al.

(1982, p.25):

"Entrepreneurs avoid low-risk situations because there is a lack of challenge and avoid

high-risk situations because they want to succeed. They like achievable challenges."

Churchill and Muzyka (1994, p.15) emphasise that "successful entrepreneurs go to great
lengths both to reduce uncertainty by research and to reduce risk by passing it on to
others whenever they can. Thus, rather than saying entrepreneurship involves risk, we
should say that entrepreneurship involves uncertainty." The results from the various
research studies all seem to point to the fact that the entrepreneur is not a risk taker.
Therefore, Chell et al. (1991, p.43) proposes entrepreneurs adopt risk minimisation

strategies that rest on:

1. seeking and being aware of information
2. the ability to devise imaginative solutions and problems; and

3. supreme confidence in the solution and hence the decision.

5.2.2 The Relationship Between Entrepreneurs and Innovation

A clear theme in many of the entrepreneurial definitions is innovativeness; whether it is
driven by the uncertainty of the economic environment, or is the product of a dynamic
actor, innovation is commonly viewed as the key to continuous entrepreneurship. In the
entrepreneurship literature, innovation is coupled with its ability to create economic value
(Churchill and Muzyka, 1994, p.13). Hebig et al. (1994, p.39) posit that "a high
correlation exists between the creation of new firms and innovation potential." This is
supported by Richardson** (1994, p.71) and Stokes (1995, p.34) who view the term
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‘entrepreneur’ as almost synonymous with ‘innovator'. Whereby, an invention is
essentially a creative idea and an innovation takes advantage of that creative idea to
create a new product/service, process, market, etc. Thus, innovation is about doing
something new or differently, where the consequences result in some change in the social
system (Carson et al., 1995, p.151). Although, it should be noted that entrepreneurs are
not necessarily innovative, for they may take advantage of an existing product/service
and apply the product / service in a way better / different from the original provider.
Hence the entrepreneur recognises the opportunity of an existing product/service better
than the people who made the invention. The success of the innovative idea will be
dependent upon the company’s resources, employee commitment, customer acceptance,
and value to existing product / service range, etc. Schumpeter (1934) and Kirzner (1985)
both stress the importance of innovation in entrepreneurship. Although, a distinction has
been made by Sashi and Lazer (1991, p.204) who contend that continuous innovations
may be characterised as Kirznerian entrepreneurship, discontinuous innovations as
Schumpeterian entrepreneurship. They conclude that in order to satisfy customers and
implement marketing strategies that require entrepreneurial action will require either
continuous or discontinuous innovation (Sashi and Lazer, 1991, p.211). The notion of
innovation coupled with organisation creation and profit seeking in the market sector

were ideas also promoted by the Harvard Entrepreneurship Centre.

5.2.3 Harvard Entrepreneurship Centre
If we look back over the last century the first centre for investigating the complex

conceptual problems of entrepreneurship was by a notable group of academics that
included Joseph A. Schumpeter, Arther Cole and Alfred D. Chandler at Harvard
University. The centre made a serious effort to deal with the theoretical and empirical
problems of entrepreneurial research from an economic, sociological and historical
perspective. One point that the centre participants agreed upon was that the search for
real entrepreneurs was futile. They recognised the utility of theoretical "entrepreneurial
types" in economic and sociological theory. But in the real world they felt that attempting
to identify individuals as "entrepreneurs" was a waste of time. Cole (1969) after many
years of investigation revealed that, "My own personal experience was that for ten years
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we ran a research centre in entrepreneurial history, for ten years we tried to define the
entrepreneur. We never succeeded. Each of us had some notion of it - what we thought
was, for his purposes, a useful definition. And I don't think you're going to get farther
than that" (Cole, 1969, p.17). Accordingly, the centre participants concentrated on
searching for entrepreneurial activities within organisations and the relationships with
such firms and the society of which they are a part (Aitken, 1963). Although, Cole's early
doubts about whether the entrepreneur could be defined has not stopped researchers from

attempting to do so.

5.2.3.1 Three Dimensions of Entrepreneurship

The three main entrepreneurial dimensions that the centre held views on were - economic
innovation, organisation creation and profit seeking in the market sector. This is also
supported by Hornaday (1992, p.17) who contends that entrepreneurship is best
understood as residing within a conceptual space bounded by three dimensions (i.e.
economic' innovation, organisation creation and profit seeking in the market sector).
Taken together, these three dimensions offer a promising effort to describe the domains

of entrepreneurship. He claims there is support for these dimensions in the literature:

1. Economic Innovation

The idea of change in the economic system through entrepreneurial activity is deeply
rooted in the work of Schumpeter (1934) who described entrepreneurial change as
innovation, meaning change that broke the "circular flow" of economic equilibrium by
introducing "new combinations". Schumpeter stressed that "entrepreneurial innovation"
encompassed all activities necessary to make innovation commercially viable. Although,
a review of the literature shows that while economic innovation is a necessary aspect of

entrepreneurship, it is not sufficient to fully bound entrepreneurial activity.

2. Organisation Creation
A second functional description of entrepreneurship that emerged from the work of the

centre is organisational creation. While Schumpeter notes that new combinations could

be carried out by existing commercial enterprises, he argues that "new combinations, as a
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rule, embodied, as they were, in new firms which generally do not arise out of the old
ones but start producing beside them" (Schumpeter, 1934, p.66). This view is also
supported by Gartner (1988, p.11) who advocates that "entrepreneurship is the creation of
organisations. What differentiates entrepreneurs from non-entrepreneurs is that
entrepreneurs create organisations, while non-entrepreneurs do not". Hence, Gartner
(1989, p.62) asserts that entrepreneurs are identified by a set of behaviours which link

them to organisation creation.

3 Profit Seeking in the Market Sector

The functional definitions of economic innovation and organisational creation make no
reference to the environment in which entrepreneurship occurs. Therefore, Cole's (1959,
p.7) assertion that entrepreneurship takes place within the market sector of society where
profits can be gained by entrepreneurial activity has considerable historical support. Since
one of the characteristics of the market sector is profit making. This is supported by
Schumpeter (1934, p.79), Kirzner (1983, p.164) and Casson (1982, p.25) who assert that
profits are an important incentive to entrepreneurship. When the profit seeking in the
market sector is combined with the economic innovation and organisational creation,
profit seeking in the market sector becomes the third dimension. Although, it should be
noted that while most entrepreneurial definitions attribute the motives of entrepreneurs to
be financial, this is not always the case as in the public sector entrepreneurial behaviour

may arise for non-financial reasons.

Homaday (1992, p.17) has represented the concept of the three dimensions of
entrepreneurship as a diagrammatic cube (see Figure 5.2.3.1). In which he stresses that
entrepreneurship is not an absolute, dichotomous concept, where a single dimension
excludes or includes a particular activity. Instead, it is a relative state where activities
may exhibit greater or lesser degrees of entrepreneurship. Hornaday (1992, p.18) states
that "to locate the area of entrepreneurial activity, judgement must be used to determine a
particular activity is 'enough' along the economic innovation scale, is doing 'enough’
organisation creation, and is 'enough’' in the profit seeking market sector. The term
'enough' implies a subjective judgement or valuation." Despite Hornaday’s (1992, p.18)
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indication of subjective judgement by entrepreneurs, this author contends that the study
of entrepreneurial SMEs in society will contribute not only to academic knowledge but

will also help many young SMEs to learn from their successful growth behaviour.

Figure 5.2.3.1: Entrepreneurship Three Dimensions
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While these dimensions show considerable support in the entrepreneurial literature. A
more comprehensive review of the literature, in the next section, will demonstrate a

myriad of entrepreneurial characteristics many of which complement previous research

efforts.

53 Defining Enﬁepreneumhip

A historical review of the field of entrepreneurship has identified various characteristics
of entrepreneurs. Scholars for the last two-hundred years have continued to disagree as to
the precise definition of the term "entrepreneurship” (Pridavka, 1979, p.167; Carland et
al, 1984, p.358; Soloman and Winslow, 1988, p.163; Carland et al., 1988, p.33; Gartner,
1989, p.47; 1990, p.16; Merz and Weber, 1991, p.161). The study of entrepreneurship has
long been entangled in theoretical controversies that have diverted efforts to define the
entrepreneurial experience. Carland et al. (1988, p.36) posit that "few classification
schemes are exclusive and/or exhaustive, especially those involving complex human
behaviour". Therefore, it is quite apparent that there is currently, no single definition of

"entrepreneur” that has been uniformly accepted in the literature. Research carried out by
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Chapter 5

characteristics of entrepreneurship. These are presented in Table 5.3.

Table 5.3:

Characteristics of Entrepreneurs (Carland et al., 1984, p.356; Miles and
Arnold, 1991, p.51)

Carland et al. (1984, p.356)

Date Author(s) Characteristic

1848 Mill Riskbearing

1917 Weber Source of formal Authority

1934 Schumpeter Innovation, initiative

1954 Sutton Desire for Responsibility

1959 Hartman Source of Formal Authority

1961 McClelland Risk taking, Need for Achievement

1963 Davids Ambition; Desire for Independence, Responsibility, Self
Confidence

1964 Pickle Drive/Mental; Human Relations, Communication ability;
Technical knowledge

1971 Palmer Risk Measurement

1971 Hornaday & Need for Achievement; Autonomy; Aggression; Power;

Aboud Recognition; Innovative / Independent

1973 Winter Need for Power

1974 Borland Internal Locus of Control

1974 Liles Need for Achievement

1977 Gasse Personal Value Orientation

1978 Timmons Drive/Self-Confidence; Goal Orientated Moderated Risk
Taker; Internal Locus of Control; Creativity / Innovation

1980 Sexton Energetic/ Ambitious; Positive Reaction to Setbacks

1981 Welsh & White Need for Control; Responsibility Seeker; Self Confidence /
Drive; Challenge Taker; Moderate Risk Taker

1982 Dunkelberg & Growth Orientated; Independence Orientated; Craftsman

Cooper Orientated

Miles and Arnold (1991, p.51)

1983 Miller and Aggressiveness, Innovative New Products, Novel
Friersen solutions, Emphasis on Research and Development

1984 Foxall Opportunity Seeking

1985 Ginsberg Aggressive, Seek Novel Solutions, Innovative New
Products and Distribution

1987 Morris and Paul New Product Introductions, Risk Taking, Aggressive,
Active Opportunity Scans, Growth Orientated, Pragmatic,
Compromising

1989 Covin and Slevin | Innovative, Aggressive, Proactive
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A clear theme in all these definitions is innovativeness; whether it is driven by the
uncertainty of the economic environment, or is the product of the entrepreneur,
innovation is commonly viewed as the key to continuous entrepreneurship. The literature
review reveals that different people have defined entrepreneurship in different ways at
different times and employing different methodologies. It is now becoming apparent that
several fundamental problems of a methodological nature exist. Chell et al. (1991, p.69)
emphasise that they include a lack of an agreed definition, and conceptualisation, of the
entrepreneur as well as the absence of an accepted paradigm. To integrate these different
attributes into a comprehensive definition of the entrepreneur is difficult, if not
impossible. Therefore, research carried out by Carland et al. (1984, p.356) poses the
questions: Are the characteristics listed in Table 5.3 those of entrepreneurs, of small
business owners, or a mixture that may, or may not, be capable of demonstrating the
entrepreneurial function of economic development. Carland et al. (1984, p.357) and
Stokes (1995, p.34) propose that the main differentiation between entrepreneurs from
non-entrepreneurial managers and in particular, small business 6wners 1s innovation.
They argue that "the entrepreneur is characterised by a preference for creating activity,
manifested by some innovative combination of resources for profit" (Carland et al. 1984,
p.357). Similarly Carland et al. (1984, p.358) pointed out that small business-owners are
concerned with securing an income through the business that will meet their immediate
needs and those of their family. This is also supported by Chell et al. (1991, p.5) who
concluded that small business owners are not innovators, nor are they interested in

growth of the business per se.

The debate over the distinction between an entrepreneur and a small business owner-
manager is established and on-going. Economic theories by Schumpeter (1934) and
Kirzner (1973) make a clear distinction between the strategic decision-making activities
of an entrepreneur compared with the more routine tasks performed by a manager. Stokes
(1995, p.29) points out that "the term owner-manager is commonly used to describe those
involved in running a small business." Although, Stokes (1995, p.30) does caution
readers that owner-managers are not an homogeneous group which can be easily
classified, or expected to behave in a certain way. Stokes (1995, p.34) reveals that
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innovative activity has been revealed to be a hallmark of entrepreneurship, but not
necessarily the owner-manager. Carland et al. (1984, p.358) suggest that the critical
defining characteristics of entrepreneurs are innovative behaviour and the ability to think
and operate strategically in pursuit of their goals of business profitability and growth.
They offer the following definitions for small business ventures, entrepreneurial ventures

and the entrepreneur:

Small Business Venture: A small business venture is any business that is independently
owned and operated, not dominant in its field, and does not engage in any new marketing

or innovative practices.

Entrepreneurial Venture: An entrepreneurial venture is one that engages in at least one
of Schumpeter’s five categories of behaviour: that is the principle goals of an
entrepreneurial venture are profitability and growth and the business is characterised by

innovative strategic practices.

Entrepreneur: An entrepreneur is an individual who establishes and manages a business
for the principal purposes of profit and growth. The entrepreneur is characterised
principally by innovative behaviour and will employ strategic management practices in

the business.

Gartner (1989, p.61) argues that the Carland et al. (1984, p.358) definitions, while
attempting to achieve greater precision, actually increase the ambiguity in what is already
a definitional dilemma. He questions the validity of the methodology that Carland et al.
(1984) used to arrive at their definitions, Gartner argues out that Table 5.3 which is itself
based on the past research on the characteristics of entrepreneurs that Carland et al.
(1984, p.356) used, is flawed for two reasons: firstly not all the research was empirical,
and secondly, and more importantly, as Carland et al. point out, the research samples
were by no means homogeneous. Gartner (1989, p.62) is concerned that "once we are
tempted to view the entrepreneur, the manager, the small business owner, etc., as states of
being, we become embroiled in trying to pin down their inner qualities and intentions." In
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response to Gartner’s criticisms Carland et al. (1988, p.36) point out that Gartner uses the
words "I believe" several times in his article, and it is important to keep in mind that he is
espousing his beliefs and opinions, not axioms about the entrepreneurial process.
Furthermore, Carland et al. (1988, p.38) stress that researchers must be careful never to
propose any action which would close or deter pursuit of knowledge. Chell et al. (1991,
p-5) have also challenged the definitions of Carland and his colleagues (just as Gartner)
and argues that they are full of pitfalls. In that:

1. Itis assumed that both entrepreneurs and small business owners are founders;

2. The definitions proposed for distinguishing between the motives of the entrepreneur
and small business owner does not bear close scrutiny. The implication being that
entrepreneurs in developing their businesses, are not primarily pursuing their personal
goals, whereas small business owners are;

3. It is unclear where the small business owner stands with regard to the profitability of
the business;

4. The assertions the business be a 'prime source of income' and 'consume the majority

of one's time and resources' for small business owner and not for the entrepreneur

need justification.

Gartner's (1990) own research that involved a Delphi study to define entrepreneurship
demonstrated that there is no agreement on a definition of entrepreneurship. He
concluded that researchers must continue to spend time making "explicit what we are
talking about when we talk about entrepreneurship" (Gartner, 1990, p.28). In other words,
Hornday (1992, p.12) claims that everybody can use the term in any way they choose, so
long as they provide some kind of definition. Gartner (1989, p.48-57) review of

entrepreneurial definitions revealed that:

1. many (and often vague) definitions of the entrepreneur have been used (in many
studies the entrepreneur is never defined);
2. there are few studies that employ the same definition;
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3. lack of basic agreement as to "who an entrepreneur is" has led to the selection of
samples of "entrepreneurs" that are hardly homogeneous;

4. A startling number of traits and characteristics have been attributed to the
entrepreneur, and 'psychological profile' of the entrepreneur assembled from these
studies would portray someone larger than life, full of contradictions, and,

conversely, someone so full of traits that they would have to be a sort of generic

"Everyman".

Gartner (1989, p.47; 1990, p.16) reveals that recent reviews of the entrepreneurship
literature have found few changes in this dilemma in the sixteen years since Cole's
statement. Gartner, (1994, p.26) contends that "entrepreneurship is difficult to define, and
entrepreneurs and entrepreneurial activities are often difficult to identify and study
because the phenomenon, itself is complicated, equivocal and large." Although, Gartner,
(1994, p.31) argues that if one is to talk about entrepreneurship, they should both offer a
definition and recognise that a definition can never be definitive. Similarly, Bygrave and
Hofer, (1991, p.13) assert that "in the absence of a universally accepted scientific
definition of an entrepreneur, it is the responsibility of every researcher to state clearly
what is meant when the term is used." However, Bygrave and Hofer, (1991, p.14) also
note that "since scholars have been unable to agree upon a definition of an "entrepreneur”
in the 75 years or thereabouts since Schumpeter produced his seminal piece on
entrepreneurs, we would be unwise to attempt to produce an authoritative definition in

such a short work."

5.3.1 Entrepreneurial Activity
Thompson (1999b, p.293) has extended previous research conducted by Chell et al.

(1993, p.17) on identifying the spectrum of entrepreneurial activity. Thompson’s research
proposes to introduce a few new members to the entrepreneurial spectrum where at one
extreme we have excessive entrepreneurial behaviour, which is referred to as “cowboy”
and at the other extreme we have ﬁe traditional administrator. Thompson (1999b, p.293)
argues that entrepreneurship is a balance of managing risk and managing opportunity (see

Figure 5.3.1).
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Figure 5.3.1 Entrepreneurship, Opportunity and Risk
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5.3.2 Review of Conteninorarv Literature on Entrepreneurship

Research on entrepreneurship is gaining in pace as the number of journal publications on
the subject is increasing at an average annual growth rate exceeding 40 per cent in most
years (Knight et al., 1995, p.10). Dean an(i Day (1995) and later Day and Reynolds
(1996, 1997, p.112) analysed the contents of 195 papers published between 1987 and
1994 of the Research at the  Marketing/Entrepreneurial  Interface
Conferences/Proceedings in order to identify the entrepreneurial categorisations used.
The authors did not want to over categorise such that the subtleties in the definition
would be lost, since they agreed that much of the interest lies in these subtleties. As
shown in Appendix Eleven as little structure as possible has been imposed on the paper
definitions and the ‘bespoke' heading is used to capture often small variations in approach
and, hence, to suggest the diversity in this work. The analysis revealed 195 separate

definitions of the entrepreneur (see Table 5.3.2).
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Table 5.3.2: Contemporary Definitions of Entrepreneurs

Summary

Bespoke 31 | Innovation 11
Competence distinctiveness 1 | Network relationship 1
Corporate entrepreneurship 2 | New product development 8
Create 12 | None 71
Emerging 2 | Not applicable 19
Entrepreneurial consumers 3 | Opportunity 4
Growth 8 | Organisational 6
high tech 5 | Strategic 3
Information/disequilibrium 5 | Technology 3

Total 195

From their research into entrepreneurship Day, Dean and Reynolds (1998, p.828/9) offer
three cautions. Firstly we still have little overall consistency in the defining of the term
‘entrepreneur’, perhaps given the nature of the entrepreneurial act that is not in itself
surprising. Secondly that search has been loiig and is still continuing. The third caution is
that if entrepreneurship is considered to be a unique attribute, and one in scarce supply,
then this research could only report the good but not transferable practices of the
successful SME. It would thus have no practical advice to offer those SMEs who do not
practise such behaviour; and, presumably offer nothing of interest to those already
practising this behaviour. However, fortunately the authors take the view proposed by
authors such as Drucker (1986) that entrepreneurial behaviour, at least to some degree,
can be practised by all. This is also supported by the work of Timmons (1989) who
according to Chell et al. (1991, p.46) offers one of the most comprehensive approaches to
understanding entrepreneurship to date. For the models that he has developed would

appear to assume that:
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1. External factors are influential in shaping the entrepreneurial concern and the ability
of the entrepreneur to be successful.

2. The salient characteristics of the entrepreneur are primarily interactive skills (social
and cognitive), most of which can be learnt.

3. The entrepreneurial type can be distinguished from other organisational types, such as
managers, promoters, etc, by their personal attributes and behaviours shaped by
different role and job demands.

4. Successful types may be distinguished from unsuccessful types of entrepreneur.

Consequently, this research proposes that the entrepreneurial skills and behaviours can be
nurtured, developed and acquired and that it is possible to improve the mortality rate of
SMEs by pursuing a low risk approach to achieving growth through the entrepreneurial
adoption of a customer retention, development and acquisition strategy programme.
Therefore, one of the aims of this research is to encourage SMEs to take on the best
practices to allow them to achieve growth. Hence, to facilitate a change in their behaviour
it is prudent to study the behaviour of both successful entrepreneurial and non-
entrepreneurial SMEs so that the author can identify those behaviours that have been
instrumental in SME growth. Merz and Webber (1991, p.161) éontend that this approach
seems to offer more promise for developing entrepreneurship because it attempts to
identify those critical behaviours and skills instrumental to new firm foundation and as
the author argues continued prosperity. The implication is that the necessary skills once

identified can be learned to contribute to SME growth.

5.4  Undertaking Entrepreneurial Research
Over a decade ago Low and MacMillan (1988) proposed a structure that researchers

should follow when investigating entrepreneurship. Davidsson et al. (2001, p.5) have
reviewed their structure and recommended a number of proposals that are highlighted in
Table 5.4

128



Chapter 5

Table 5.4 Undertaking Entrepreneurial Research

Low and MacMillan’s Review

Davidsson et al. (2001) Findings (10 years on)

1. The purpose of the research There seems to be growing consensus among
influential scholars in the field of
entrepreneurship that research must become more
theory driven, taking advantage of progress made
in other disciplines.

2. The choice of theoretical Entrepreneurship, however narrowly defined, will

perspective be best informed by multiple theories and
disciplines.

3. The focus of the phenomena to be | There is a greater need for the understanding of

investigated entrepreneurs’ learning processes that is studied
in conjunction with performance assessment.

4. The level or levels of analysis To find new ways of capturing the contribution of
all kinds of new enterprise creation, not just focus
on new, independent small firms.

5. The time frame of analysis There is a need for further longitudinal
entrepreneurship research.

6. The methodologies used Ethnographic case studies and study of other

actors in the entrepreneurial creation are needed

The structure highlighted in Table 5.4 provides a foundation from which to increase our

understanding in any of the schools of thought on entrepreneurship.

54.1

Schools of Thought on Entrepreneurship
Although entrepreneurship had its beginnings in economic thought, it no longer plays a

major role in orthodox economic theory (Jennings, 1994, p.77). Despite the multitude of

entrepreneurial characteristics proposed by researchers from a myriad of disciplines,

Cunningham and Lischeron (1991, p.46) argue that research activity seems to fall within

six schools of thought, each with its own underlying set of beliefs:

Assessing Personal Qualities:

1. The 'Great Person' School of Entrepreneurship
2. The Psychological characteristics School of Entrepreneurship
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Recognising Opportunities
3. The Classical School of Entrepreneurship

Acting and Managing
4. The Management School of Entrepreneurship
5. The Leadership School of Entrepreneurship

Reassessing and Adapting
6. The Intrapreneurship School of Entrepreneurship

Cunningham and Lischeron (1991, p.55) emphasise that as these schools of
entrepreneurship address a range of entrepreneurial perspectives each of the schools
might provide insights into different aspects of the phenomenon. Similarly, Day and
Reynolds (1996) in Table 5.4.1a suggest that there are a number of perspectives from

which one can address definitions of the entrepreneur.

Table 5.4.1a: Perspectives of Entrepreneurship

1 Trait Search for common traits of Lacks predictive power &
successful entrepreneurs tends to produce 'larger than
life' profiles.
2 Personality Search for a definitive Superior to trait and can
entrepreneurial personality handle complex psychological
dimensions
3 Behavioural Focusing on what they do not Superior to trait and
what they are compatible with the better
economic definitions
4 Competencies The entrepreneurs have equal but | Multidimensional

different competencies to non-
entrepreneurs, managers or others
operating in a large firm

environment
5a | Economic That entrepreneurs have a Separate mainstream
Compliant different attitude to economic schools - Knight,
risk/uncertainty; Schumpeter, Kirzner
innovation/disruptions, and
exploit informational asymmetry
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5b | Economic

As above but synthesising more

Drawing from more than one

Compliant- than one broad school of thought | school and taking a holistic
synthesis e.g. Omura viewpoint

6 Strategic If entrepreneurship is valuable Growing importance in
Management then larger firms will seek to gain | strategic management
Compliant from its application literature.

(intrapreneurship). The nature of
the relationship between
entrepreneurship & strategic
management.

Stevenson and Jarillo (1990, p.18) have divided the plethora of studies on

entrepreneurship into three main categories: what happens when entrepreneurs act: why

they act; and how they act (see Table 5.4.1b). The first position reveals the results of

entrepreneurial action as they were investigated by economists such as Schumpeter and

Kirzner. The second point may be termed the 'psychological/sociological' approach as
founded by McClelland (1961), here the work focuses on the individual, their

background, values, motivation, etc. Finally, how entrepreneurs act can become the

centre of attention. In this case researchers analyse the characteristics of entrepreneurial

management and how entrepreneurs are able to achieve their aims, irrespective of the

personal reasons to pursue those aims.

-

Table 5.4.1b: Contributions of disciplines to entrepreneurship Stevenson and Jarillo

(1990, p.21)
Line of inquiry Causes Behaviour Effects
Main question Why How What
Basic disciplines Psychology, Management Economics
sociology
Contributions Importance of Entrepreneurship is
individual the function by
which growth is
achieved.
Environmental Distinction between
variables are entrepreneur and
important manager

Longenecker and Schoen (1975, p.26) observe that the contemporary discussions of

entrepreneurship took either one of two directions - the entrepreneur as a person or
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entrepreneurship as an activity performed by entrepreneurs. Initially the author
investigated the possibility of undertaking a psychological approach to understanding the
entrepreneur. The literature review and personal interviews with academics (see
Appendix 1) revealed that this approach would be futile and the author was encouraged
by many of these colleagues to adopt a behavioural approach to studying
entrepreneurship. Reasons for why this approach to investigating entrepreneurship will
become apparent when the literature on both personality and behavioural approaches to

understanding the dynamics of entrepreneurship is next reviewed.

5.4.2 Personality Traits

The trait approach suggests that individuals are predisposed to entrepreneurship by virtue
of their personalities or environmental contexts, and that unless one is born with the right
mix of characteristics, there is little that can be done to alter them. This leads Chell et al.
(1991, p.54) to assert that there are two main problems with the trait approach, the first is
due to the equivocal nature of the findings all purporting to measure various traits
assumed to be characteristics of the entrepreneurs. The second is that the trait theory has
been subject to considerable criticism. Chell et al. (1991, p.32) point out that the
personality theorist is solely concerned with the individual or actor, with an attempt to
measure the characteristics which that person brings to a situation. A practical problem
with personality is that a person may make trait attributions on the basis of scant evidence
and thus arrive at biased judgements as to the nature of the personality. Therefore, to
redress this bias multiple observations across a variety of situations conducted by more
than one person would be required to begin to measure the consistent nature of any one
individual's personality. Despite these attempts at developing profiles, for every
successful entrepreneur that matches the prescribed personality traits, there is at least one
person who is successful in business who does not match such a profile. Hence the ability
of personality to discriminate entrepreneurs is extremely limited. This diversity results
from research that has been conducted using a multitude of samples of owner-managers
at different stages of development. Chell et al. (1991, p. 36) argue whether personality
can really be viewed as residing exclusively within the individual since it is also a
product of social processes resulting from observer and self-observer perspectives.
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Literature reviews reveal that there is a limited agreement about the personality and

psychological characteristics of the entrepreneur. Several authors have criticised

attempts to identify and measure the personality traits of the entrepreneur using

conventional psychological techniques, for they argue that:

. Character traits are at best modalities and not universalities, since many successful
and unsuccessful entrepreneurs do not share the characteristics identified (Stenvenson
and Sahlman, 1989, p.103-104); '

. The studies of life paths of entrepreneurs often show decreasing 'entrepreneurship’
following success (Stenvenson and Sahlman, 1989, p.103-104);

. The ability to attribute causality to many statistically significant common
characteristics is seriously in doubt (Stenvenson and Sahlman, 1989, p.103-104).

. There is an apparent inability to differentiate clearly between entrepreneurial small
business owners and equally professional executives in established organisations
(Carson et al., 1995, p.51);

. The emphasis is on identifying the key trait that is most characteristic of the
entrepreneur (Stokes, 1995, p.35; Carson et al.,1995, p.51);

. Trait theories need to recognise that entrepreneurship is a dynamic, constantly
changing process as the business grows and this has implications for the
entrepreneurial personality (Stokes, 1995, p.35; Carson et al.,1995, p.51);

. Trait theorist's advocate that one either already has entrepreneurial traits or one has
not, as a result of one's upbringing and a lifetime's influence from education, religion,
socialisation and culture, which are developed in one's formative years (Stokes, 1995,

p-35; Carson et al., 1995, p.51).

Gartner (1989, p.48) believes that "the attempt to answer the question 'Who is an

entrepreneur?’ which focuses on the traits and personality characteristics of entrepreneurs,

will neither lead us to a definition of the entrepreneur nor help us to understand the

phenomenon of entrepreneurship." Furthermore, Chell (1994, p.271) points out that the

rejection of the trait paradigm that occurred in leadership theory is now occurring in
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entrepreneurship research. Therefore, based on these argument the author decided not to

purse a trait approach in trying to identify entrepreneurial characteristics.

5.4.3 Behavioural Perspective

Gartner (1989, p.57) advocates that research on the entrepreneur should focus on what
the entrepreneur does and not who the entrepreneur is, and that is important if we wish to
better understand, teach, and do research into this increasingly important subject
(Churchill and Muzyka, 1994, p.16). Merz and Webber (1991, p.161) contend that the
behavioural approach seems to offer more promise for developing entrepreneurship
because it attempts to identify those critical behaviours and skills instrumental to new
firm foundation. The implication is that the necessary skills once identified can be

learned.

Most contemporary authors would accept that a behavioural definition of the
entrepreneur (they are what they do) rather than a trait approach (they are as we describe
them, for instance - male or female; energetic, etc.) is the more meaningful (Day, Dean
and Reynolds, 1998, p.832). Therefore, this research defines the entrepreneur from a
behavioural perspective. Day and Reynolds (1995) stress that a behavioural definition
must acknowledge the entrepreneurial function is a discontinuous and not continuous
activity, since very few businessmen or companies are constantly entrepreneurial over
their lifetime. Additionally they advocate that there needs to be a clear recognition of
what is an entrepreneurial action. This particular question has been addressed by Chell et
al. (1991, p.71) who provided the author with an insight into the behavioural

characteristics of UK entrepreneurs, which will be discussed in the next section.

5.5  Chell's Entrepreneurial Research
Chell et al. (1991, p.6) conclude that "the absence of an agreed and universally accepted

definition combined with conceptual obfuscation has impeded entrepreneurship

research." Pridavka (1979, p.172) has noticed that today the literature on

entrepreneurship examines different areas of specialisation. He further points out that
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entrepreneurs are mentioned as if they could all be brought together and classified as one
homogenous group. Consequently, Pridavka (1979, p.174) advocates that researchers
embrace a more narrow and precise definition of the term as it is to be used in their work,
without losing sight of the various other characteristics and functions of an entrepreneur.
Gartner (1988) similarly argues that if an entrepreneur is not defined explicitly then
studies will be difficult to compare, as well as perhaps being incompatible and so hamper
the understanding of SMEs. Therefore, the author will use the Chell and Adam (1994,
p-1) definition of a entrepreneur. They have argued that the objectives of entrepreneurial

activity may be thought of as:

“the identification of an opportunity in conditions of uncertainty, its development and
resourcing, for the sake of a greater gain, usually identified as a profit or some other
tangible benefit which accrues to the individual, the group or organisation” Chell and

Adam (1994, p.1).

The research conducted by Chell et al. (1991, p.6) assumes that entrepreneurs can be
distinguished from other business owners and that those key characteristics can be
identified. This PhD adopts a similar position and takes advantage of Chell's research to
identify the differences between entrepreneurial and non-entrepreneurial SMEs. It is
proposed that the former are highly innovative individuals who own and manage, and
may have founded, an enterprise. The latter group own and manage a business, and may
have founded it, but they are neither creative nor innovative as individuals. Furthermore,
Gartner (1989, p.62) stresses that "as long as we adhere to the behavioural approach and
view entrepreneurship as something one does and not who one is, then we can more

effectively avoid the Carland et al. type definitional dilemmas."

Chell et al. (1991, p.71) in their research identified the key defining characteristics of

entreprencurs which distinguish them from owner-managers. The portfolio of defining

characteristics of entrepreneurs from non-entrepreneurs will be used to help the author to

identify significant differences in behaviour between entrepreneurial and non-

entrepreneurial Business Service SMEs through a quantitative survey. The
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entrepreneurial characteristics that Chell and her colleagues propose include the

entrepreneur:

Being alert to business opportunities

Being proactive (i.e. they take initiative to control events rather than react to them)
Being highly Innovative (products and services)

Using a variety of finances (short and long term financing)

Striving for the best (to develop the business)

Having elaborate business networks (to enhance the visibility of company)

Having a high profile image (to establish the reputation of the company)

Needing a lot of stimulus (as they become bored easily)

e X NNk LN

Being adventurous (they create situations which result in change)

Chell et al. (1991, p.71) and Chell and Haworth (1993, p.17) suggest that a particular
blend of these characteristics determines the categorisation of tﬁe business owner into
four basic level categories. They define these categories as Entrepreneur, Quasi-
entrepreneur, Administrator and Caretaker. The quasi-entrepreneur has many, but not all,
of the characteristics in common with the entrepreneur. The prototypical administrator is
reactive rather than proactive, they are moderately innovative and they may take
opportunities, but not regardless of current resources, while the caretaker is not
innovative and purely reactive to market changes. The categorisation of various
intensities of entrepreneurial orientation have also been proposed by Stevenson et al.
(1989) who conceive of a spectrum of business behaviour which ranges entrepreneurial at
one extreme, personified in the form of 'promoter’, and administrative at the other
extreme. Sashi and Lazer (1991, p.205) also distinguish degrees of entrepreneurship
ranging from across a continuum from pure bureaucracy at one end to pure
entrepreneurship at the other end. Whereby, pure bureaucracy would connote the absence
of innovation while pure entrepreneurship would require discontinuous innovation. They
further go on to advocate that in between these two extremes would fall the intermediate

types of entrepreneurship represented by continuous and dynamically continuous
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innovations. It should also be noted that the behavioural characteristics of the business

owner can change during the life course of the SME (Chell et al., 1991, p.73).

Chell and Haworth (1993, p.21) advocate that the study of entrepreneurs from non-
entrepreneurs on the basis of one characteristic will prove futile to distinguish
entrepreneurs. Since there are a set of interacting characteristics that require simultaneous
investigation. Therefore, this research proposes to categorise SME entrepreneurial
orientation along six dimensions: Schumpeterian focus, Chell et al. entrepreneurial
behaviour, stage of growth, organisational structure, type of planning and relationship
marketing orientation. The Schumpeterian (1934) new combination focus and Chell et al.
(1991, p.71) entrepreneurial behaviour have already been discussed (see Section 5.1 and
5.5 respectively). So we will now review the other dimensions contributing to SME
entrepreneurial orientation, namely, stage of growth; type of planning; SME

organisational structure and relationship marketing orientation.

5.5.1 Stage of Growth
Carland et al. (1988, p.36) emphasise that there is tremendous disparity in the purposes,

experiences and impacts of firms that are created and die every year therefore, it is clear
that they are not a homogeneous group. Therefore, to understand the concept of
entrepreneurship, researchers must recognise that factors prior to, during and after the
launching of a new venture, which all have effects on the performance of that venture.
Hence, Carland et al. (1988, p.36) advise researchers not to isolate research efforts on
only part of the whole. Consequently, this research will also highlight other factors that
contribute to SME growth.

Davis et al. (1985, p.35) treat small business as a dichotomous variable (vs large

business) although, not all small firms are of the same size, or stage of development,

growth rate, etc. Since people move in and out of being entrepreneurial over time (see

Figure 5.5.1a), therefore the operational aspects of size should be operationalised for

analytical purposes. Chell et al. (1991, p.61) point out that there is no one universally

agreed upon model of the stages of business development. Since the numbers proposed
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have been highly variable and the principle focus of these models has been primarily
upon the types of problems encountered and the consequent behaviour of the business-
owner (Steinmetz, 1969, p.30; Greiner, 1972, p.40; Lewis and Churchill, 1983; Scott and
Bruce, 1987, p.45). This lack of consensus regarding a stage model has led some
researchers to reject the approach as futile. However, the models promoted by Eggers et
al. (1994, p.136) based on their extensive research and experience have a great deal of
simplicity and attractiveness to both researchers and practitioners. Therefore, as the
research was more interested in determining the current stage of the SME growth
development, the Eggers et al. (1994, p.136) model was appropriate both for its visual
simplicity and conceptual content in allowing the author to determine the stage of growth

of the SME (see Figure 5.5.1b).

Figure 5.5.1a: Characteristics of SMEs over their life cycle

Early stage of Business: Later stage of Business:

Innovative Conservative

The author used the Eggers et al. (1994, p.6) model of small business growth (see Figure
5.5.1b) in the qualitative interviews not only to ask the SMEs to identify what stage of
growth they were currently in but also take advantage of the visual nature of the model to
assist the respondents to identify:

(2) What factors impeded growth;

(b) What internal factors influenced growth;
(c) What external factors influenced growth;
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Figure 5.5.1b: Phases of Management Growth

Phases of Management Growth
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Orientation Growth Maturity

As for the quantitative survey, the Chell et al. (1991, p.70) framework for categorising
SME growth was employed and this involved the SMEs selecting one the following
options to indicate their current growth position. Chell et al. (1991, p.70) identified these
stages as: steady growth from the start (1), plateauing (2), rejuvenating (3) and declining
(4). These four positions were also cognitively very easy to interpret (see Figure 5.5.1c)

and upon which to adopt a stance, therefore appropriate for a quantitative survey.

Figure 5.5.1c: Categories of Growth
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The two approaches to identify SME stages of growth were appropriate for each type of
research instrument. The findings from both research instruments would also reinforce
the view that entrepreneurial SMEs were achieving higher growth than non-
entrepreneurial SMEs as well as highlight other factors that contributed to the growth of
the SME.

5.5.2 Planning in SMEs

SMEs were classified into Proactive (entrepreneurial) and two non-entrepreneurial

categories Reactive and Informal. The SMEs were asked firstly in the mailed
questionnaire to categorise their planning style. The planning categories used were
gleaned from initial literature reviews that were then pilot-tested with several SMEs and
refined to capture the main differences in the SMEs planning style. The several categories
of types of planning (see Table 5.5.2) that were identified were later merged into 3 main

planning types based on their similarity and analysed in SPSS.

Proactiveness suggests a forward-looking marketplace leader who has the foresight to act
in anticipation of future demand. Venkatraman (1989, p.949) defines proactiveness as
"seeking new opportunities which may or may not be related to the present line of
operations, introductions of new products and brands ahead of competition, strategically
limiting operations which are in the mature or declining stages of life cycle." Therefore,
proactiveness is a response to opportunities, proactiveness involves taking the initiative in
an effort to shape the environment to one's own advantage. Hence, a proactive nature was
adopted by the author to identify entrepreneurial SMEs. This view is supported in the
entrepreneurial literature (see Chell et al., 1991, p.71). A reactive planning style is one
where the SME reacts to market changes and so was employed to identify non-
entrepreneurial SMEs. Similarly an Informal planning style is one in which no formal
planning structures exist or the planning may exhibit eclectic behaviour, thus was also
categorised as non-entrepreneurial. The type of planning selected is often apparent from
the type of organisation structure that exists within the company. Therefore, the author
will also identify the type of organisational structure existing in entrepreneurial and non-

entrepreneurial SMEs.
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Table 5.5.2: Types of SME Planning

Type of Planning Merged Categories
Ad hoc 1. Informal Planning
Informal
Conservative 2. Reactive Planning
Reactive

Adapting to circumstances

Proactive 3. Proactive Planning

N| o wf & wf N =

Taking advantage of circumstances

5.5.3 Structure

Carson et al. (1995, p.66) infer that because small firms thrive in changeable
environments and that by definition, the volume of output is small, they can view them as
‘generalists’ who tend to produce custom-built products and because of changing
customer needs, one batch of products may not be like the other. Consequently these
small firms need flexible, multi-skilled personnel and general purpose machinery that can
produce a range of products. He argues that the organisational consequences of these
realities are clear. Small firms have non-sophisticated, flexible and organic organisational
structures, which exhibit few of the characteristics of the bureaucratic organisations.
While this may be the case for very small firms it has been argued by Scott and Bruce
(1987) that after the first few year of trading when small SME:s start to experience growth

they adopt both more formal management and embrace structural changes.

Covin and Slevin (1989) argue that the measurement of the entrepreneurial style of firms
will yield more reliable results than attempts to measure the entrepreneurial style of
individuals. Therefore, they contend that to be effective, entrepreneurial management
style must be matched with an organic organisational structure (see Figure 5.5.3). For
example a conservative management style would be reactive to market changes as

opposed to the proactive stance taken by an entrepreneurial management style (Day,
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Dean and Reynolds, 1998, p.832). Slevin and Covin (1988, p.4) state that "In general, an
organic organisation is more adaptable, more openly communicating, more consensual,
and more loosely controlled... the mechanistic organisation tends to be much more
traditional, more tightly controlled, and more hierarchical in its approach". Covin and
Slevin (1988) were able to demonstrate that increases in entrepreneurial activity in
organic firms were related to firm performance. Furthermore, the performance of the
congruent versus the incongruent firms were significantly different, the congruent firms
outperforming the others. Russell and Russell (1992, p.642) stress that "a relatively
decentralised structure is likely to provide a context in which more ideas are generated
than a centralised one." Furthermore, Russell and Russell (1992, p.653) concluded that in
their sample, those organisations characterised by entrepreneurial norms also tended to
have decentralised structures. Therefore, it is argued that entrepreneurial SMEs will also
have decentralised/organic structures.

Chaston (2000, p.6) highlights a drawback with the Covin and Slevin (1988) tool for
assessing the degree of entrepreneurial behaviour a firm exhibits in that “a potential
drawback of the tool is the implicit assumption that non-entrepreneurial firms do not take
risks, are not innovative and /or are not proactive.” Hence, it can be inferred that SMEs
should recognise that an entrepreneurial style is more important than the organicity of
structure of the firm. Chaston (2000, p.230) advocates that an “entrepreneurial
organisation is one which seeks to review structures and processes frequently in order
implement adaptive actions capable of exploiting newly emerging opportunities.” Mills
(2001, p.2) advocates that creating the right organisational structure will assist a company
to identify opportunities as well as develop effective strategies. He goes on to argue that
an inappropriate structure will lead to unimaginative and timid strategies that will miss

out on opportunities.
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Figure 5.5.3: Organisational structure and management style

Management Organisational Structure
Style Mechanistic Organic
. Pseudo- Effective
Entreprencurial Entrepreneurial Entrepreneurial
. Efficient Unstructured
Conservative Bureaucratic Unadventurous
5.53.1 Learning and Entrepreneurshi

Chaston (2001, p.249) advocates that one of the few pathways to competitive advantage
capable of retaining customer loyalty is a company’s ability to acquire and apply
knowledge through the process of adopting a generative approach to organisational
learning. Chaston (2000, p.233) highlights that “a common thread iinking various streams
of research on relationship marketing is that the philosophy should be perceived as being
more complex than transactional marketing because it requires all employees to exhibit a
higher level of competence in managing interactions with customers.”

Research carried out by Ballantyne (2000, p.276) into internal marketing has led him to
conclude that “the common denominator in all internal marketing perspectives is
knowledge renewal.” This is achieved through knowledge generation (the discovery of
new knowledge for internal use) and knowledge circulation (diffusion of knowledge for
the benefit of all stakeholders). Ballantyne goes on to argue that knowledge renewal
allows the circulation of new knowledge. Chaston (2000, p.233) also advocates the
importance of exploiting organisational learning in order to orchestrate the activities of
all employees within an entrepreneurial organisation to ensure that the company’s client
receives a valﬁcd service experience. This will require employees to become involved in
acquiring a much broader range of competencies to take advantage of relationship
marketing orientation. Chaston’s (2000, p.237) provides us with a framework to assist
entrepreneurial firms to develop employee learning through focusing on a double-loop
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learning schema (see Figure 5.5.3.1); which seeks to draw in new knowledge as the basis
for enhancing the effectiveness of their problem solving activities. In relation to value
entrepreneurial firms appear to be biased towards seeking to add value to those
dimensions of the value chain concerned with offering greater value to the customer. This

supports the author’s own findings on value focus in entrepreneurial firms.

Figure 5.5.3.1: Double-Loop Learning

Implement
new, more
effective
solution

Bring in
New
Knowledge

Draw on
Past
Experience

5532 Internal Entrepreneurship
The author supports the proposal first advocated by Drucker (1985, p.25) that

managers/entrepreneurial owners should seek to stimulate entrepreneurial behaviour
across all areas of the company by fostering the philosophy that all employees have the
potential to ‘search for change, respond to it, and exploit it as an opportunity’. Chaston
(2000, p.149) proposes that “the best place to start is to encourage all employees to
develop an orientation towards seeking to break the time and process managing
conventions that currently act as barriers to productivity with their task role.” Chaston
(2000, p.150) further goes on to argue that once an entrepreneurial orientation begins to
be reflected in changing internal practices, it would seem only natural that the employees
be allowed to contribute to the way the company interacts with its external business

environment. Chaston (2000, p.178) has found that highly successful entrepreneurial
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firms “exhibit a management style orientated towards involving the entire workforce
fully in all key decisions and who place heavy emphasis on the continued development of
all employees as a critical component in sustaining the ongoing success of their

organisation.”

5533 Culture and Entrepreneurship
Deshpande et al. (1993) indicated in their study that market and entrepreneurial-

orientated cultures outperform those that are more internally or hierarchically orientated.
Lee and Peterson’s (2000, p.415) investigation into the culture and entrepreneurial
orientation of a country revealed that using Hofstede’s (1980) and Trompenaars (1994)
cultural dimension that a culture that is low on power distance, weak in uncertainty
avoidance, masculine in nature and individualistic will engender a strong entrepreneurial
orientation. Hence a strong entrepreneurial orientation will ultimately lead to increased
entrepreneurship and global competitiveness. This has been confirmed by Liu and Shi’s
(2000, p.151) whose investigation into the vitalising of Chinese State Owned Enterprises
(SOEs) suggested that “the constructs of “customer orientation” and “entrepreneurial
orientation” may be reflected in the Chinese SOEs’ context with confidence”. Lee and
Peterson (2000, p.409) confirm that a society’s culture and influence of Macro
environmental facts (PESTLEC) will influence the degree of entrepreneurial orientation

of that society.

5.6  Relationship Marketing Orientation
Traditionally it was suggested (McCarthy and Perreault, 1984) that a marketing

orientation implies the goals of satisfying customer needs while meeting company
objectives. While this is still applicable, marketing has evolved in the last decade and
paradigm shifts have occurred in the adoption of new techniques and tools to achieve
customer satisfaction and organisational goals. Davis et al. (1985, p.32) and Carson et al.
(1995, p.145) inform us that from a marketing perspective there are three broad

constraints that SMEs face when marketing, these are:
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1. Limited resources (finance, etc)
2. Little, or no, specialist expertise (managers may be generalists rather than specialists)
3. Limited impact (the impact of the SME geographically is likely to be limited due to

their size)

Therefore, one has to question seriously whether the marketing concept in its traditional
conception can be transferred to small ﬁrms; Carson et al. (1995, p.146) argue that the
marketing mix in many SMEs will often be described under the heading of the four Ps
(product, promotion, place and price). They believe that this general use of the marketing
concept is both wasteful and inappropriate for SMEs to function effectively. Carson et al.
(1995, p.86) encourage SMEs to embrace a form of marketing that extends beyond its
general concepts. Therefore, what emerges is a unique style of marketing, which does not
conform to formal marketing techniques but is appropriate for the SME. Carson et al.
(1995, p.87) have realised that a marketing advantage of SMEs is their closeness to the
customer and their flexibility to respond to customer needs to take advantage of
opportunities. Additionally, to become a successful entrepreneur Bhide (1994, p.153)
believes that entrepreneurs require the ability to attract, retain and balance the interests of
investors, customers, employees and suppliers. Therefore, the marketing approach that
the author is advocating to facilitate the growth in SMEs whilst minimising the risk of
growing is relationship marketing. Cromie and Carson (1995, p.590) also contend that
relationship building and maintenance is a crucial aspect of the work of entrepreneurs and
marketers. Since "entrepreneurs and marketers need the willing co-operation of their
personal contacts to gather the information they need and to assist with the production of
goods and services. Relationship building is particularly important in the modem era
because entrepreneurs have limited influence over others." They contend further that a
good working relationship is a means to the end of creating a superior business. Thus it is
argued that the entrepreneurial SME will have a greater (relationship) marketing
orientation than their less entrepreneurial counterpart. This will be seen through the key
components of any relationship marketing strategy - customer retention and development.
Although, despite the tremendous benefits of pursuing a relationship marketing strategy it
may not be appropriate to some firms whose composition of customers are purely
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transactional, additionally the company may not have the necessary resources to pursue
these policies to generate value for their customers. In carrying out a company strategy
Bhide (1996, p.126) recommends that entrepreneurs must examine three areas -

resources, organisational capabilities, and their personal roles - to evaluate their ability to

carry out their strategies.

Carson et al. (1995, p.83) contend that "it is fair to assert that since many SMEs are
owner-managed, their marketing activities must be shaped and influenced to a large
degree by the lead entrepreneur." He notes that SME entrepreneurs are well-hom for
their propensity to seek new opportunities. In the context of SME marketing such
dimensions manifest themselves in terms of an entrepreneur thinking creatively about
marketing issues given that marketing is all about being customer centric, opportunity-
focused and proactive. Carson et al. (1995, p.83) and Narvin and Slater (1990) showed
that companies with a strong marketing focus performed better. Similarly research
carried out by Egge (1989) and Hills (1985) points to the importance of the
entrepreneur's marketing experience in the ultimate success or failure of a new venture
(see Egge, 1991, p.49). Hence, marketing plays an important role in impacting on the
success and failure of small firms (Carson et al. 1995, p.86; Chaston, 1997, p.814). This
is supported by Chell and Haworth (1993, p.19) who found that many of the behaviours
that defined the entrepreneur and quasi-entrepreneur, were consistent with a strong
