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The internal marketing (IM) coneept was first proposed in the mid 1970s
as o way of achieving consistent service quality — a major problem in the
services ares. [ts basic premise was ‘1o have satisfied customers, the firm
nrst alvo have sarisfied emplovees’ and that this could be best achieved by
treating emplovees as customers, ie. by applying the principles of mar-
keting to job design and emplovee motivation. Since then, the concepl
has seen a number of major developments and its application is no longer
confined to the services area. It has been shown that any type of organi-
zation can use IM to facilitate the implementation of its external market-
ing strategy or any other organizational strategies. However, despite
nearly 25 years of development. the concept has not achieved the wide-
spread recognition amongst mangers that it deserves. The major reason
for this. we believe, is that the concept was well ahead of its time.
Internal marketing requires:

the acceptance of marketing lechniques and philosophy;
customer orientation/market orientation;
a participative approach to management;

a strategic approach to human resource manadgement (HREM)
to ensure the alignment of HRM strategy with organizational
strategy;

B the co-ordination of all management activity to achieve customer
or market odentation or customer'market-focused management.

Marketing and the marketing philosophy came into prominence in the
1960s, vet it was not until the 1980s that it became widely accepted,
practised and seen by most organizations as indispensable. Similarly,
participative management gained wide acceptance in the 19805, and the
19905 saw the emergence of the strategic approach o HREM. The need to
align human resources to the organizational strategy is widely accepted
and. more recently. the need to focus organizational resources towards



customer/market onentation has gained ground in the emergence of mar-
ket-focused management. These developments mean that conditions for
the adoption of IM are optimal, This can be se¢n in the growth of interest
in IM by managers and the rapid growth in the numbers of organizations
adopting IM management practices. This is because IM tackles the issues
and problems of implementing organizational strategies head on. This
issue 15 neglected in most discussions of strategic management and mar-
keting strategy. Numerous -firms and organizations have discovered to
their cost that formulation of brilliant strategies 1s next to useless without
effective implementation,

The purpose of this book is to introduce readers to the concept of 1M
and help them to implement it within their own organization. The main
features of the book are:

B it presents the state-of-the-art thinking and research in the IM
area;

B it shows how [M strategy can be used to implement such diverse
strategies as implementing marketing  strategy, total quality
management (TOM). new product development and knowledge
A Zerent:

B it equips readers with IM technigues to enable them to use IM
within their own organization;

B it includes practical case studies showing how IM is already being
used within leading compamnics.

For convenience, the book 15 divided into three sections. Section 1
explaing what internal marketing is all about, how it works, introduces
the main internal marketing techniques, discusses the role of HREM in
internal marketing, and discusses a framework for empowerment of
employees. Section 11 provides detailed discussion of the implementation
of internal marketing in three areas, namely TOM. new product devel-
opment and the rapidly developing area of knowledge management.
Section 11l contains a number of case studies showing how internal mar-
keting was wvsed to tackle specific management issues. Whilst we have
included illustrations and examples throughout the text, we believe that
the variety of approaches illusirated in the case studies is useful for
illustrating the variety of approaches 1o internal marketing,
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More than 25 yvears ago, internal marketing (TM) was first proposed as a
solution 1o the problem of delivering consistently high service quality by
Berry et al.!. However, despite the rapidly growing literature on IM,
relatively few orzanizations actually apply the concept in practice. One
of the main problems contributing to this 18 that there does not exist a
single unified concept of whal is meant by IM. There are a variety of
meanings atiributed in the literature as to exactly what IM is, what it is
supposed to do, how it is supposed 1o do i, and whe s supposed to doit.
This variety of interpretations as to what IM constitutes has led to a
diverse range of activities being grouped under the umbrella of TM.
This diversity of interpretations and defimitions in turn has led to diffi-
culties in the implementation and widespread adoption ol the concept.
Most importantly, thess problems create contradictions at the conceptual
level with respect to defining the precise domain of 1M, and make mean-
mgeful investigations of the concept more difficult.

In order for M to be effectively operationalized as a paradigm of
organizational change, management and implementation of strategies,
a clarification at the definitional level is necessary, What is required is
g precise specification of those activities that can be taken 1o constitute
IM and those that do not, since definition and classification are funda-
mental prerequisites to marketing analysis. The purpose of this chapter is
to critically examine the IM concept and outling its scope by tracing the
major developments in the concept to date. It proposes a delinition and a
set of core criteria that are essential features of an internal marketing
programme. Managerial implications arising from the proposed defini-
tion of internal marketing are also discussed.



Despite the array of interpretations mentioned above, a careful examina-
tion of the literature over the last 25 vears indicates the existence of three
separale vet closely intertwined strands of development of the IM con-
cept, namely an emplovee satisfuction phase, a customer orientation
phase and a strategy implementation/change management phase. We
discuss the evolution of these phases below.

Phase 1: employee motivation and satisfaction

In the carly developmental phase, the majority of the work on internal
marketing (ocused upon the issue of emplovee motivation and satisfac-
tion, The major teason behind this was the fact that the roots of the
internal marketing concept lie in efforts to improve service quality. Not
being machines. individuals exhibit inconsistencies in the performance of
service tasks and as a consequence cause variation in the level of delivered
service guality. The problem of ‘variability” focused organizational efforts
on getting employees to deliver consistently high quality service. The
overall effect of this was to bring to the fore the issue of employee moti-
vation and satisfaction. From this starting point, the importance of
employee satisfuction 4s an importantl parametdr mnpacting upon custo-
mer satislaction was hypothesized.

The term imternal marketng appears to have been first used by Berry et
al, as previously mentioned, and later by Gmrgc:. Thompsoen ¢t al and
Mun'u}"". Even though the term internal marketing was not directly used
by them, the wdeén of internal marketmg was also present in Sasser and
Arbeit's 1976 article’, However, it was nol until the publication of
Leonard Berry’s 1981 seminal article in which he defined internal market-
g as ‘viewing emiployees ay internal cusiomers, viewing fobs as internal
products thad sensfy the needs and wants of these internal custamers while
addressing the objectives of the organization™ that the term entered -
ular management discourse.

A key assumption underlying this view of IM is based upon the notion
thal *ter have satisfied customers. the fivm must also have satisfied employ-
ees”, Sasser and Arbeit took this line of argument a step further by
contending that personnel is the most important market of a service
company”. The deployment of marketing technigues in the personnel
area is also indicated by Sasser and Arbeni by their depiction of jobs as
products and emplovees as customers:



‘Fiewing their job offerings as products amd their emplovers as
custonters forces managers tordevote the same care o their
Jobs as they devete to the purchasers of their services.”

The focus upon employee salisfaction within these new approaches to
employee management can largely be attribuled to the Fact that in the
marketing of services much of what customers buy is labour, or human
acts of performance. Consequently, attraction of the best personnel, their
retention and motivation becomes of critical importance. Attraction.
retention and motivation of high quality stafl is especially eritical in
situations where the guality of the service is the only real differentiating
factor between competitors. This sifualion oceurs mest frequently in
service environments in which ecustomers are highly demanding of
employees. coupled with employees who in turn hold high expeciations
from their jobs as sources of self-actualization and self-development,
Under these conditions it was thought that the effect of emploving an
IM approach would be to create more satisfied customer-contact employ-
ees who appreciate clearly the logic and benefit of courteaus, empathetic
behaviour when dealing with customers, and hence lead to greater cus-
tomer satisfaction. Infused with this logic, the challenge of creating satis-
fied emplovees and hence customer satisfaction received a vigorous
impetus. The fundamental tool for achieving emplovee satisfaction in
this approach is the treatment of emplovees as customers. For instance,
Berry and Parasuraman " who with a number of colleagues have carned
out some of the most innovative research on service quality, state:

Tnrernal marketing &5 ariracting, developing, motivaring and
refaining qualified emplopess through job-products that setisty
thewr needs. Imlernal marketing s the philosophv of treating
employees ay cuslomers and I i e steategy of shaping job-
products 1o fir hunan needs. !

Notwithstanding the appeal of the ‘emplovees as enstomers’ philosophy
that underpins much of the logic of the first phase, there are a number of
potential problems with this conceptualization of IM. Firstly, unlike the
external marketing situation, the "product’ that employees are sold may
in fact be unwanted by them or even possess negative utility. Secondly,
unlike the external marketing situation, emplovees aré unlikely to have a
choice in the ‘products’ that they can select. Thirdly, because of the
contractual nature of employment, employees can, in the final analysis,
be ‘coerced’ into - accepting ‘products’ they do not want. Fourthly, the
financial cost of having satisfied emplovees could be considerable. And
finally, the nouen of ‘emplovee as customer” also raises the question as to
whether the needs of external customers have primacy over those of the
employees. For instance, the propesition that personmel is the most
important market of a service company accords primacy to the employvee



market and demotes the external customer to a secondary level. This
would appear to invert one of the most fundamental axioms of market-
ing, namely that the external customer has primacy. This brings us on to
the second phase.

Phase 2: customer orientation

The second major step in the development of the IM concept was under-
taken by Christian Grénroos', whose starting point was the concern that
because contact emplovees in services become involved in what he termed
Smieractive markering” it is essential that they are responsive to customers”
needs. Grinroos recognized that not only do buyer—seller mmteractions
have an impact on purchasing and repeat purchasing decisions but
alzo, crucially, that buyer—seller interactions provide a marketing oppor-
tunity for the organization. To take advantage of these opporiunities
requires eustomer-oriented and sales-minded personnel. Hence, the object
of IM is, in hus view, o ‘gef motivated and customer-conscious employ-
ees’ . In this view, it is not sufficient that employees are motivated to
perform betier (as in the approach of Berry and his followers), but they
must also be ‘sales minded”. Forthermore, effective sepvice also requires
effective co-ordination between contact staff and backroom support staff.
Gronroos also views the IM concept as a means of integrating the
different functions that are vital to the customer relations of service
companies.

Gronroos extended his original definition of IM as a method of moti-
vating personnel towards customer consciousness and sales mindedness,
to include the use of marketing-like activities in this pursuit and redefin-
img internal marketing as:

o Holding thar an organization’s infernal marker of
emplayvees can be ifivenced moss effectively and hence
mrotivated o custemer-consciowsness, marke! orientation anid
sefes-mindedness by o marketing-fike nternal approach and by
applving marketing-like activities inrermaily. ™

George similarly accepts this position by asserting that IM holds that
emplovees are ‘best motivated for service-mindedness and customer-
oriegnted behavior by an active marketing-like approach, where market-
ing-like activities are used internally’™. The addition of marketing-like
technigues internally moves Grinroos® definition closer to that of Berry's
definttion, in that both sets of approaches stress the need to motivate
emplovees. and advocate the use of ‘marketing-like’ technigues to do it,
However. the critical difference between Grinroos' approach and that ef
Berry and collaborators is that emplovees are not treated as customers, as
is the case in the latter conceptualization. Additionally, Grénroos’ con-



ceptualization focuses attention on creating customer orientation in
employees through a process of influencing, rather than satisfying and
molivating employees per se,

Phase 3: broadening the internal marketing concept -
strategy implementation and change management

The beginning of the third phase is marked by insights drawn from a
number of authors who explicitly bégan 1o recognize the role of IM as a
vehicle for implementing strategy, Winter'® was one of the earliest to
bring to prominence the potential role of IM as a technigue for managing
employees towards the achievement of organizational goals. Winter
emphasizes that the role of IM is that of:

Aligning, educating and moiivating staff fowards inseitutional
abfectives the procesy by which persennel undersimd ard
recogrize wor only the value of the program bt thely ploce
e b

e,

This emphasis appears to have implanted the inital notions of 1M as an
implementation mechanism. The development of IM as an implementa-
tion vehicle was also aided by the growing belief that IM had potential as
a cross-funciional integration mechanism within the organization. For
instance, George argued that IM is a philosophy for managing the orga-
fization’s human resources ‘as a holistic, .. managenient process to inte-
grate the multiple fincrions™™. This view is expressed more forcefully by
CGilassman and McAffee, who emphasize the role of IM in integrating
marketing and personnel functions to the extent that personnel becones
a resource for the marketing function'.

In this phase, the role of IM as an implementation tool/methodology is
made more explicit. Initially, this viewpoint appeared in the context of
services, Later, it was generalized to any type of marketing strategy by
Pierey and Morgan, who showed that the tools and techniques of external
marketing could be applied internally (see Figure 1.1)™. In addition, their
model explicitly links internal marketing with external marketing pro-
grammes. A more generalized version of their model is presented in
Figure 1.2. This model acknowledges the broader nature of external
marketing efforts by incorporating relationship marketing and also inte-
grates interactive marketing efforts into the model,

Broadly speaking, all of these approaches appear to be based upon the
recognition that if strategies are to be implemented more effectively then
there is a need to pvercome inter-functional conflict and the need to
achieve betier internal communication. These extensions led IM 1o be
advocated as a general tool for the implementation of any organizational
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strategy whether internal or external, In due course, IM has come to be
seen as a mechanism for reducing departmental. reducing inter-functional
friction and overcoming resistance to change. This has led to a widening
of IM applications to any type of organization, not merely Lo services.
For example, Harrell and Fors apply the concept to manufacturing firms,
and Ahmed and Rafig propose it as a change management implementa-
tion methodology suitable for a wide range of contexts

The discussion of the third phase suggests that the scope of 1M activity
15 much wider than motivation of employees towards customer con-
sciousness. For instance, it can also be wsed to motivate non-contact
emplovees towards behaving in a manner that enhances the service for
end-customers. Taking these issues into account, in an earlier article, we
defined mnternal marketing as ‘planued efforr o overcome organizarional
vesistance to change and to align, morivate and integrate emplopess towards
the effective implementation of corporate and functional strategies’™ . This
definition incorporates the notion that any change in strategy is likely to
require an IM effort to overcome organizational inertia and to motivale
employees towards requisite behaviour. Furthermore, as some (including
marketing) strategics are likely to span several functional areas, this s
likely to require cross-lunctional integration. The above definition of IM
appears capable of handling these issues within the remit of s boundary.
Moreover, this definition also places less emiphasis on the concept of
employee as customer and more on the tasks and activities that need to
be undertaken for the effective implementation of marketing and other
programmes 1o achieve customer satisfaction, whilst recognizing the cen-
tral role-of emplovees,

The review of work on IM indicates that there are a number of competing
definitions and activities all claiming to address IM. From the analysis of
the key conceptual and empirical literature, five main clements of internal
marketing are identified. These are:

Emplovee motivation and satisfaction.

Customer grientation and customer satistaction.
Inter-functional co-ordination and integration.
Marketing:like approach to the above.

Implementation of specific corporate or funclional strategics,

(22 T - U T B % Y



From detailed examination of the literature, it is generally safe to say
that in each of the different phases not all the elements of the criteria
listed above are present. For instance, it was highlighted in the discussion
earlier that employee motivation through employee satisfaction was the
major concern during phase | of the development of the IM concept.
During phase 2, customer orientation (or ‘Cusiomer consciousness’ as
Gronroos puts it) and the use of marketing-like techniques received
emphasis. In phase 3, the major emphasis was on inter-functional co-
ordination and implementation,

Thus Far, the definitions that come closest to fully satisfying the above
criteria are those of Grénroos and Rafiq and Ahmed™. However,
Granreos’ definition lacks an emphasis on inter-functional co-ordina-
tion, whilst Rafig and Ahmed’s definition fails to emphasize the vse of
a marketing-like approach. Hence, it is proposed that 1M is defined either
in the Gronroos sense, but suitably modified by incorporating inter-func-
tional co-ordination and strategic dimension, or the definition of Rafig
and Ahmed is modified to mcorporate the use of markelng techmgues.
Bearing in mind the weaknesses and strengths of existing definitions, as
well as the need (o generalize the conceptialization bevond the services
context to a more widely relevant area of application, the following
definition is proposed:

Trvernal markesing is a planted effort using a marketing-fike
appreach directed at motivating emplovees, for implementing
and inteprating organizalionel strateges lowards customer

o teH T,

This definition incorporates the five requisite components of T set ot
above. It emphasizes achieving customer satisfaction through the imple-
mentation of customer-orientated strategies by motivating employees and
co-ordinating cross-functional efforts.

This chapter has traced the development of the IM concept over the last
20 years, and shown that there is still much discussion in the literature
over its definition and scope. The chapter has also highlighted the fact
that the IM conceptualization appears o have evolved through three
distinct phases. From the synthesis of the ideas in each of the three
phases. the chapter develops a list of ¢ssential components of an IM
programme. These components are;

B employee motivation and satisfaction;

B customer orientation and customer satisfaction:



B inter-functional co-ordination and integration:
B marketing-like approach to the above;
B implementation of specific corporate or functional strategies.

These components are then integrated into a more rigorous definition of
IM:

Tnternal markering ts o planned effort wsing a markering-like
approach direcied at motivating employees, for implemeniing
aned tegrading organizational sirategies fowards custenmer
eRrieifarion.

The chapters that follow expand on this basic definition of internal mar-
keting and the core elements that constitute it. They also elaborate on
models of internal marketing showing how internal marketing works and
can be implemented by managers.

I, Berry, L. L., Hensel, ), 8. and Burke, M, C. (1976). Improving retailer cap-
ability lor effective consumerizm response. Jowrsa! of Retailing, 82 (3), Fall,
314, 94,
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Mostrand Reinhold,
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Despate the plethora of research, an examination of the literature shows
that essentially there are two models of how IM works: one based on the
work of Berry's concept of “‘employees as customers’ and the other based
on Grinroos idea of ‘customier mindedness' and interactive marketing'.

In the existing literature, most authors do not clearly distinguish
between Berry's and Grinroes’ models of IM. The major reason for
this 15 the fact that both Berry and Grinroos do not spell out the exact
components of their models and how they are connected with each other.
An examination of Berry's and Gronroos® work (as well as their colla-
borators) on IM shows that both these authors are concerned with
improving service guality. However, they differ in their methods for
achieving it. A problem in examining the work of the two authors in
this area is that they do not present systematic models of IM. Hence,
what is presented below are the implicit models underlying the works of
both Berry and Grinroos.

: I marketing

The distinguishing features of Leonard Berry’s model are:

B The fundamental assertion that treating employees as customers
will lead to changes in attitudes of employees; that is, employees
becoming service minded, which leads to better service quality and
competitive advantage in the marketplace.



B Treating emplovees as customers requires that jobs are treated as
any other product of the company; that is, the needs and wants of
the ‘customer” are taken into account and an effor] is made to
make the product attractive to the ‘customers’.

B Treating jobs as products requires a new approach from human
resource management (HRM) and basically involves the applica-
tion of marketing techniques internally both to attract and to
retain customer-oriented employees,

The full model is presented in Figure 2.1,

\arketing

Gréonroos’ original model is based on the premise that employees need to
be eustomer conscious and sales minded so that they can take advantage
of interactive marketing opportunities, leading to better service quality
and higher sales. and consequently higher profits.

B The precursors of customer-conscious emplovees are supportive
recruitment practices, requisite training and participative manage-
ment style, which gives employees diseretion in the service delivery
process s0 that they can take advantage of resulting interactions

Employes
involvement
ind

participation

Tresting / Attitudes
employees | | Jobs as Employes towards Customer | | Competitive
a5 products | | satisfacton sETvice satisfotion [ | advintags

cusbiiiners Fy mindedness

¥
Applications| | Arraction and
of marketing retention of
techmigues customer
internally conscious
employvess

Figure 2.1 Berry's model of internal marketing.



between contact emplovees and customers. By giving emplovees
discretion. that is by giving employees more control over their
work, il 15 hoped that employee job satisfaction will increase and
hence lead to more motivated and customer-conscious emplovees.

W Additionally, employees need to be informed of any changes in
marketing stralegies and campaigns belore they are launched on
the external market. The idea behind this policy is that employees
should thereby understand and realize the importance of their role
in the service production and delivery process,

W All this requires i supportive senior management.

The full Gronroos model is presented in Figure 2.2.

Whilst the objectives of the models are similar, it is clear that the
mechanisms that they employ and their objectives are quite different.
Moreover, the two models by themselves are incomplete in that the
Berry model does not indicate the mechanisms that can be used to moti-
vate emplovees other than a marketing approach. Similarly, the initial
Gronroos model ignored a marketing-like approach to the motivation of
employees. In order to provide a more comprehensive model of IM. both
these approaches need to be combined.

The pew model of IM dérived from the combination of the Berry and
Gronroos models is presented in Figure 2.3, A number of additional
features in the madel include the elaboration of the relationship between
customer satisfaction and customer lovalty and increased profits. Profits
are also increased by word-of-mouth promotion by satisfied customers.

The model also suggests that the antecedents of employee satisfaction
are a function of adequate training, emplovee discretion and participative
management. The job also needs to meet the needs of the employees. In
addition, good communication between marketing and contact employee
is also essential,

The proposed model has 8 number of advantages:

B The new model emphasizes the fact that the Grénroos and Berry
models are not competing maodels but highlight different aspects of
IM, and the new model uses these differences to build a more
comprehensive conceptualization,

B The model highlights a large number of implicit assumptions and
relationships that need to be tested empirically.
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B The model shows the mechanisms involved in the ingplementation
of internal marketing.

B Whilst the model is somewhat more complex than the onginal
moedels, 1t provides a more complete view of IM,

A eloger examination of the model also shows that it links together a
number of major issues in the marketing field, namely customer orienta-
tion, customer satisfaction, customer loyalty, and the linkages between
employee satisfaction, customer satisfaction and customer loyalty, In
effect, the proposed model provides an integrating framework for these
issies, The major elements of the proposed model are discussed in more
detaal below,

Job satisfaction and its antecedents

A considerable amount of empirical research already exists on the ante-
cedents of job satisfaction in the marketing area, particularly relating to
salespersons in industrial settings’. This literature is relevant to services
marketing because the boundary spanning nature of salespeople is similar
to that of contact employees in services in that they have to deal directly
with customers and to resolve the conflicting demands of customers on
the one hand, and the organization on the other.

Much of this research is concentrated on the impact of role confliet and
role ambiguity on job satisfaction. The results of these studies are fairly
consistent in showing that role conflict, role ambiguity and role stress
negatively affect job satisfaction’, In fact, after conducting an analysis of
59 studies, Brown and Peterson concluded that role contlict and role
ambiguity were the key antecedents of job satisfaction®, Jackson and
Schuler, in their analysis of 96 reported organizational studies on role
conflict and role ambiguity, found that the most frequent and signifi-
cantly correlated organizational antecedents of role conflict and role
ambiguity were autonomy, feedback from athers, feedback from task,
task identity, leader initiating structure, leader consideration, participa-
tion formalization and level®,

Employees experience role ambiguity when they do not have the neces-
sary information to do their job properly. Contact employees are more
likely to experience role conflict because of the boundary spanning nature
of their jobs as they attempt to reconcile the demands of the customers
and the interests of the organization. The frequency, quality and accuracy
of downward communication moderate role ambiguity. Role ambiguity



can be reduced by training employees appropriately against the criteria
used in the selection of emplovees™

Linking service quality and customer satisfaction

The basic thrust of the service guality literature is that service guality
leads to increased customer satisfaction. This is supported by a consider-
able amount of empirical evidence for the proposition that service guality
is antecedent of customer satisfaction in services. The effects of lovalty
include lower price sensitivity, reduced costs of attracting new customers
as a result of word-of-mouth promotion. higher reputation of the firm
and reduced impact of competitor’s activities. For instance, Churchill
and Suprenant found that perceived service quality directly affected satis-
faction for durables, Oliver and Desarbo also perceived service guality
had direct impact on satisfaction’

Customer satisfaction, customer loyalty and
profitability

In Berry's and Granroos” models; there is little discussion of how custo-
mer satisfaction leads to profitability. However, the link between custo-
mer satisfaction and profitability has been proposed by a number of
researchers’. For Heskett et al., customer satisfaction operates via cus-
tomer loyalty through to profitability. Other authors have simply pro-
posed a divect link between satisfaction and profitability. Empirically, in
the rétail banking sector, Hallowell has shown that there were positive
relationships between customer satisfaction and loyalty and between loy-
alty and profitabilicy, but did not find any conclusive evidence for the
satisfaction-loyvalty—profitability hypothesis.

The costs of implementing service quality are not wsually discussed in
the IM literature. In fact, the link between customer satisfaction and
profitability is likely 1o display diminishing returns. That s, increasing
investments in customer satisfaction will lead to decreasing returns after a
point, which suggests that there exists an optimal level of satisfaction that
the firm should be aiming for.

Whilst the model presented in Figure 2.3 shows how IM works, it is too
complex. Figure 2.4 restates the relationships in the model in & more
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Figure 2.4 A framework for internal marketing of services.

tractable form. The relationships mdicated in Figure 2.4 are denved
dircetly from the IM literature, For instance, the motivation of employ-
ces via marketing-like activities 15 explicitly stated from the early litera-
ture onwards: Gronroos and others also recommend the marketing-like
approach to improve the inter-functional co-ordination and hence cus-
tomer orientation. Inter-functional co-ordination and integration are
central to more recent [M literature. Improving customer orientation
of the organization has been a central concern of the IM coneept from
its inception. More recently, the eentral reason for interest in IM has
been the potential contribution of IM to effective implementation of
strategies via increased inter-functional co-ordination and emplovee
motivation.

At the centre of this framework is customer orentation, which is
achieved through a marketing-hike approach to the motivation of



employees, and inter-functional co-ordination, The centrality of custo-
mer orientation reflects its importance in the marketing literature and its
central role in achieving customer satisfaction and hence organizational
goals. In fact, according to two sets of leading researchers in market
orientation, inter-functional co-ordination is an essential facet of market
arientation .

The inclusion of the empewerment variable is essential for the oper-
ationabization of Grénroos® interactive marketing concept. In order for
interactive marketing to oceur, front-line employvess need 10 be S pow-
ered; that s, they require a degree of latitude of over the service task
performance in order to be responsive 1o customer needs and be able 1o
perform service recovery. The degree of empowerment given (o service
employees 1s contingent on the complexity/varability of customer needs
and the degree of task complexity. Empowerment in our model impacts
on job satisfuction. customer orientation and service guality.

The empirical evidence on the relationships in the model is fairly lim-
ited and somewhat mixed. For instance, Hoffman and Ingram found that
there was a weak correlation between job satisfaction and customer
orentation, and that role ambiguity, conflict and job satisfaction
gxplamed only % per cent of customer orientation', Kelley's study of
bank emplovees also found a weak correlation of customer orientation
with job satisfaction and motivation''. However, when the effects of role
clarity and motvation were held constant, job satisfaction was found nol
ta be a significant predictor of customer orientation, Furthérmore,
although the study found that there was no significant difference in cus-
tomer orientation among four groups of contact employees (managers,
officers. customer service representatives and tellers), the tellers were
significantly more dissatisfied with their jobs and significantly less moti-
vated than the other groups of emplovees. What this suggests is that
employees are quite capable of separating their feelings about their jobs
(job satisfaction) from the actual performance of the job. Siguaw et al."”
found that customer orientalion was not related to job satisfaction; thisis
the inverse of the relationship proposed in IM models (i.e. job satisfaction
leads to increased customer orientation). Herrngton and Lomax", in
their study of financial advisers of the UK, found no relationship
between job satisfaction and customer perceptions of service quality.
However, they did find a weak relationship between job satisfaction
and customer intention to repurchase.

In view of the above, instead of regarding employee satisfaction as a
major precursor to performance, it can be regarded as one of a number of
factors, such as emplovee motivation, customer orientation and sales
mindedness, simultaneously determining productvity and the gquality of
the service. Hence, in our model the impact of job satisfachion on service
guality occurs: indivectly via customer orientation rather than directly
between job satisfaction and service quality, This may partially explain
the ambiguity in the empirical research noted above,



The model outlined in this chapter highlights the importance of employee
attitudes in service guality via their impact on customer orientation,
employes motivation and job satisfaction, Furthermore, effective service
quality also requires high levels of inter-functional co-ordination and
integration. Central (o ensuring that employees have the requisite atti-
tudes and high levels of inter-functional co-ordination is a marketing-like
approach by management to these tasks. In addition, emplovees need to
be supported by requisite levels of empowerment to deliver the reguired
levels of service quality. Empowerment is also a key to service recovery, a
key component in perceptions of service quality.

For managerial purposes. Figure 2.3 details how IM can be put into
practice. Examination of Figure 2.3 shows the following:

B Supportive senior management is fundamental to the success of
IM, as it inclicates to all emplovees the importance of IM initia-
tives and thereby facilitates inter-functional co-ordinatian.

B The importance of communicating marketing strategies and objec-
tives to employecs so that they understand their role and impor-
tance in the implementation of the strategies and achievement of
marketing and organizational objectives.

B Emplovee satisfaction can be increased by treating ‘jobs as pro-
ducts’; that is, designing jobs with features that prospective
employees value.

B  Ensuring that employees are highly motivated, customer oriented
and sales minded requires recruitment practices that attract and
select emplovees with the requisite attitudes, providing employvees
the right type and level of training to perform their jobs, a parti-
cipative management style and a degree of discretion (contingent
on the service strategy of the organization} to front-line employees
so that they can meet customer expectations and take advantage of
mmteractive marketing opportunities.

B The importance of explicitly managing the interactions of employ-
ees and customers or “the moments of truth’ by training employees
for customer orientation and “sales mindedness’.

B The importance of using a marketing-like approach to the motiva-
tion of employees, and inter-functional co-ordination,

Delivering high levels of service has its costs. For instance, service quality
may be improved by providing emplovees with additional or better train-
ing. However, this has a consequence of increasing costs. Unless these
costs are recovered by attracting extra customers, increase in repeat pur-



chases or fewer service delivery mistakes, there will be a negative impact
on profitability. Hence, this suggests that there is an optimal level of
service quality that management should be aiming for, not necessarily
the highest. The level of service quality that an organization offers is
contingent on its positioning on service in the marketplace,
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As we have seen, a central plank of internal marketing is the use of
marketing-like 1echniques o motivate employees. The guestion inevita-
bly anses as to how useful are concepts techniques such as cusiomers,
segmentation, market research, and the marketing mix for developing
enstomer-oriented behaviour and generally motivating emplovees? This
15 a pertiment question, as motivation of employees has traditionally been
the realm of human resource management (HRM). In the following dis-
cussion, we examine how and the extent to which it is possible to use
marketing technigues to motivate employees. This section takes up these
guestions, dealing firstly with application of the customer concept intern-
ally and then moving on to the vanous clements of the marketing mix;
sepmentanon and markel research techmigues. The final section shows
how IM was used to facilitate the implementation of 3 marketing strategy
in the financial services seclor.

Central to the marketing philosophy are the concepts of customer and
exchange, namely that customers receive products they desire in exchange
for payment of some kind (that s, a price). In the external marketing
exchange sitwation, products are bought in order to derive some form of
utility or satisfaction. Applving these concepts internally, as is implied by
treating ‘emplovees as customers’, the concepls require some care.
Firstly. one of the main problems with this approach is that the ‘pro-
ducts' that employvees are being sold may be unwanted or may in fact
hiave negative utility for them; that is, they may not want them {¢.g. new
methods of working), In normal marketing situgtions, customers do not
have to buy products that they do net wish to buy. This s not true for
emplovees, as they must either accept the ‘product” or (in the final ana-
Iysis) they can be “forced” into acceptance under the threat of disciplinary



action or dismissal. In normal marketing situations, the copsequences of
non-purchase are not so severe. Additionally, in normal marketing situa-
tions customers have a range of (competing) products to choose from;
this-is unlikely to be the case in an internal marketing situation, where
one particalar policy will be on offer. That is, the marketing approach
consists of nen-coercive actions to induce a response in another social
unit'. Therefore, the use of force or formal authority is not considered to
be a marketing solution to a problem.

Another problem with the notion of the employee as customer is the
iden of customer sovereignty (that is the idea of customer is king, custo-
mer is always right and so forth). For, il employees were 1o behave like
external customers, they would make impossible demands upon the orga-
nization and its resources. It is for this reason that in this approach
employees do nor know they are customers even though they are treated
as- such!

Moreover, the idea put forward by some that “personnel is the first
market of 4 service company’ appears to suggest that the employee mar-
ket has pﬂmacyz. This stands on its head the most fundamental axiom of
marketing that the external customer has primacy. For it 15 the external
customer that is the raisen d'étee of any company. For instance, many
restaurant workers would prefer not to work late hours. but nevertheless
have to because that is when the customers prefer to dine oul
Accommodating employee preferences in this case would lead to com-
mercial suicide.

Criven the above caveats, the marketing principle of creating products
that their internal customers want 15 rapidly gaining ground in all types of
organizations, For instance, in the Briush Natonal Health Service.
human resource development trainers are increasingly shifting their prac-
tices away from product onentation o a markel orientation. That is,
instead of putting on courses that the trainers wanted to do or enrolling
candidates on courses simply to achieve targets, they are now shifting
toward providing training and courses that internal customers demand.,
whether they are senior management. line managers or other cn1p]u:.-‘€cs‘=.

The problems associated with ‘employees as customers’ are largely
avoided in the total quality management (TQM) concept of internal
customers, as the emphasis is on relationships between employees them-
selves rather than between the organization and the employees. In the
TOM approach, employees make demands upon each other rather than
their organization. Furlhermore, the types of demands that they can
make upon each other are limited 1o ensuring that they, as suppliers;
deliver ‘products’ that meet their ‘customers’ requirements and vice
versa. I these requirements are met along the entire length of the pro-
duction chain, then the quality of the final product will be assured.

The degree of customer orientation and co-ordination between differ-
ent organizations depends on the degree and type of interdependence that
exists between groups in organizations, Three types of interdependence



can be distinguished, namely sequential interdependence, pooled interde-
pendence and reciprocal interdepéndence®. For instance, in a manufac-
luring selling, where production largely progresses linearly, that is, where
the output of one group is the input of another, and so on down the line,
there is sequential interdependence between different groups or depart-
ments, similar to the TOM approach mentioned above. This situation is
likely to be characterized by moderate levels of customer orientation and
co=ordination between groups.

In situations of pooled interdependency., that is, cases where work does
not flow between groups or departments, and they make separate and
independent contributions to overall organizational or departmental
goals (for instance, sales teams assigned {o separate geographic areas of
the target market), there is likely to be hittle concérn for customer orien-
tation ar collaboration.

Reciprocal interdependence occurs where there 1s back and forth fow
of work between groups. Such a situation requires a high level of colla-
boration between all the groups involved. Such a situation is typical in
health care settings, where highly interdependent teamwork is required
for complex patient treatment, frequently requiring multiple inputs from
specialist teams and support services, In such a situation, the need for
internal customer orientation is high and dominant, because the output
of one group typically serves as the input for a second area, and the
output of the second area might flow back as input for the first group
again. [n areas of high reciprocal interdependence, therefore, one would
expect greater effort devoted by manapers towards internal customer
arientation. This is necessary in order to increase the sharing of expertise,
the resolution of conflicts and priorities, and the sharing of the common
goal of serving patient needs. Research evidence suggests that high level
co-ordination of objectives increases both employee and patient
satisfaction”.

The idea behind the internal marketing mix coneept is that a number of
elements under the control of management are combined and integrated
in order to produce the required response from the target market.
Attempts at applying the marketing mix concept to internal marketing
have been structured generally around the 4Ps marketing mix (Product.
Promotion. Price and Place) framework®, However, because of the intan-
gible nature of the product being ‘marketed” in the internal marketing
context (for instance, the idea of a customer-conscious errgc}}'eej. we
propose that the extended marketing mix for services is used’. That is,
it is proposed that in addition to the traditional 4Ps of product marketing



inamely Product, Price, Promotion and Place). Physical Evidence.
Process and Participants need to be added. This is because the extended
TPs marketing mix (in particular the Process and Participants concepis)
explicitly recogmzes mter-functional interdependence and theé need for an
integrated effort for effective service (or product) defivery, An integrated
effort is, after all, one of the major aims of an internal marketing pro-
gramme, We begin the discussion of the application of the marketing mix
to internal marketing with the product concept.

Product

At the strategic level, the product can refer to marketing strategies, what
is sold 15 those values and attitudes needed to make a plan work. At the
tactical level. the product could include new performance measures and
new wavs ol handling customers. Product can alse be used to refer to
services and training courses provided by HEM. Ata more fundamental
level the product is the job®. In order to achieve acceptance of new
initiatives, managers need to concentrate on the benefits of the product
rather than its features. That is, managers should concentrate on explain-
ing the benefits of’ new initiatives to the customers, to the organization,
and consequently the employees themselves. Treating jobs as products
means looking at jobs not only from the point of view of the tasks that
need to be performed, but also from the perspective of the employees and
the benefits they seek from the job. This means giving consideration not
only to inancial remuneration, but also to training needs. level of respon-
sibility and involvement in decision making. career development oppor-
tunities, and the working environment, amongst other factors that
employees value, Treating jobs mn this way will facilitate the hiring reten-
tion and the motivation of employees. Also, treating jobs as products is a
réminder that jobs need to be marketed well m order to recruit the best
possible eniployees.

Price

Price can refer to the psychological eost of adopling 1o new methods of
working, projects that have 1o be [oregone in order to carry out new
policies {i.e. the opportunity cost), or (o transfer pricing and expenss
allocation between departments. As opportunity costs are difficult to
measure precisely (unlike the monetary price of goods and services),
employees may tend 1o overestimate the costs of undertaking new prac-
tices and hence be inclined to resist changes. In order to avoid this, the
benefits of adopting the new policies need to be clearly explained and any
fears allayed by providing employees with appropriate information.



Large corporations are increasingly realizing the importance
af using internal marketing for inculcating their corporate
culture brand values. This iz partly due to the increasing
number of mergers, which create praoblems of integrating
different corporate and brand cultures. Such situations
require a planned programme of internal communications
and just a speech or two from the new CED. This is well
illustrated by the Lloyds TSB merger in 1995 and its launch
as a brand in its own right in 1999.

On 1 August 1995 Cheltenham & Gloucester (C&G)
became part of the Lloyds Bank Group. In December of the
same year, Lloyds Bank Group merged with TSBE Group to
form Lloyds TSB Group ple. In September 1396, Lioyds
Abbey Life became a wholly owned subsidiary of Lloyds
TSEB Group. The merger created a single bank with around
77000 employees and 15 million customers. However,
Lloyds TSB needed to integrate its employees and offer its
customers an integrated range of products and brand propo-
sitions that the customers wunderstood. It was not until
November 1928 that a full-scale pilot was launched in
Maorwich, with 13 branches offering a single branded service
and product range to customers of both banks under the
Lloyds TSB name. On 2B June 1999, Lloyds TSB was
launched on the high street. The launch was accompanied
by a new advertising campaign.

The bank realized that if it were to communicate its new
brand values effectively 1o its customers it neaded to com-
municate these values first to its employees and to motivate
them to deliver the brand. Hence, prior to the full launch the
bank instigated a comprehensive and sustained internal mar-
keting programme. A key component of the programme was
a live event at the MEC in Birmingham called "Your Life. Your
Bank', a month before the full launch. The objectives of the
event were to reveal the new blue and green corporate iden-
tity, explain the values behind the brand, and gain commit-
ment from the employees to new culture and the new
methods of working required to deliver the brand.

teontinued)
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The problem that Lioyds TSB faced was how to get its
entire workforce of 77000 on message. The method that it
hit on, with the help of the events organizer Caribiner, was to
ask all its staff to nominate a 'pathfinder’, or a brand ambas-
sador, who would attend the event and then take the mes-
sages back to 15 of their colleagues,

A total of 5000 staff acted as pathfinders, about 2000 of
whom were the senior people, with the remainder coming
from all ranks.

The event comprised a 28-stand exhibition, representing
all of the bank's departments. A number of presentations
explored how Lloyds and TSB were coming together, whilst
others focused on understanding the brand. There were con-
tributions from all levels, from top management to the peo-
ple who had put up the new signage. The event was
comperad by Carol Vorderman and climaxed with the arrival
on stage of Irish pop band The Corrs, whose music featured
in the new advertising campaign.

After the event, pathfinders passed on the knowledge that
they had acquired about the new brand to their colleagues in
prearranged mestings. They were equipped with packs con-
taining summaries of key points, overhead transparencies
and a video summary for this task. Research conducted
among pathfinders before and after the live event showed
that the pathfinders found that there was strong and positive
change in their attitudes towards the impact of the changes
on customers, employees and the excitement about the new
company. The research also showed that the pathfinder
approach had been successful in conveying the messages
to staff who had not attended the event.

On the day of the full launch of the new brand, the bank's
chief executive addressed the staff live on business TV and
all staff received a letter welcoming them to their new bank.

Sowrces: Anonymous [2000], Internal communications, Marketing, B June,
p. 19, Murphy, C. {2000}, Instilling workers with brand values, Marketing,
27 January, pp. 31-2. Miller, R. {1998}, Going live can put staff fears to
rest. Warketing, 4 Movember, pp. 35-6. Anonymous {19980, Case study:
Lioyds/TSB merger. Marketing, 4 November, p. 35, Lioyds TSE plc website
[wnarwe llaydstsb.com).

internal communications/Promotion

Prometion in the context of the marketing mix refers to the use of adver-
tising, publicity, personal selling (face-to-face presentations/communica-
tions} and sales promotions (incentives to purchase) in order to inform

and to influence potential customers” attitudes towards a firm’s products.



Motivating employees and influencing their attitudes is obviously an
important aspect of internal marketing and hence the importance of
getting the internal communications strategies right.

Human resource managers already use a wide variety of technigues
and media to communicate with employees, ranging from oral briefings
and company newspapers to corporate videos. However, for effective
communication what is necessary 15 a co-ordinated use of these various
media. Interest in new policies and training courses, [or instance, can be
generated by publicizing them in company newspapers and on company
notice-boards. This needs to be followed up with setting up of contact
points and leaflets and brochures giving further information.

Personal selling

Face-to-face presentations to individuals and groups can be even more
effective than in external marketing, because the presenter {manager,
supervisor) has implicit authority behind what he or she is saying and
is evident from the fact that face-to-face communication is regarded as
having far greater impact than other communications methods™.

Incentivas

It is clear from the notion of customer that employees must be offered
some benefits in order to change their behaviour. The use of motivational
incentives such as cash bonuses, awards, recognition programmes, prize
draws and competitions directed at contact personnel in the services
industry are very common. These can be used to overcome short-térm
resistance or to motivate employees toward consistent behaviour or te
increase productivity.

Advertising

The use of mass media advertising (i.e. newspapers and television) to
communicate with emplovees (in order to motivate them) 15 rare. It is
only used in special circumstances such as strikes, where normal work-
place methods of communications methods would be ineffective. This is
because of the vast expense of these media and the fact that they are not
narrowly targeted on a particular organization’s emplovees. However,
organizations need to take care of what image they are projecting of
themselves and their workforce in their advertising aimed at external
customers, as they are likely to be seen by their employees as well {see
Exhibit 3.2). This can be turned into a positive advantage by portraving
employees with positive customer-oriented atiributes which employees
can then attempt toemulate. An illustration of this s provided by the



In the autumn of 1998, Sainsbury's launched a major adver-
tising campaign with the strapline Value to shout about'. The
ad campaign showed the actor John Cleese talking to shop
staff {played by actors) about low prices and urging them to
be more positive about Sainsbury’s offer. One advert showed
him dressed in a brash checked jacket bellowing through a
megaphone into the ear of a hapless sales assistant urging
her to be more upbeat about the value of Sainshury's offer. In
an another advert, Cleese is seen promising that Sainsbury’s
will refund twice the difference if a customer buys a can of
baked beans cheaper elsewhera.

The campaign created by the advertising agency Abbott
Mead Vickers BBDO appeared to signal a significant shift in
Sainsbury’s pricing strategy. Previous TV campaigns had
positioned Sainsbury's as a more sophisticated, top end of
the market food retailer. This was exemplified by a series of
adverts in the early 1990s showing a number of well-known
television ecelebrities making their favourite recipes with
Sainsbury's ingredients conveying an air of indulgence.
The new campaign had been launched in a response to a
survey by A. C. Nielsen that had rated Sainsbury's top in
choice, quality and service, but not price. The adverts were
designed 1o challenge consumer perceptions that
Sainsbury's was maore expensive than its rivals,

The adverts did not go down well with the customers or
the employees. The employees complained that the adverts
made them look stupid. Sales figures also showed that the
customers had also been turned off. Even worse, in a survey
of television viewers, the adverts were voted the most irritat-
ing adverts on TV in 1998. Sainsbury’s could have easily
avoided the error of alienating its staff by testing the adverts
internally before airing them. Sainsbury's also failed to pre-
pare its employees for the apparent shift in its price position-
ing strategy. Howewver, Sainsbury’s reacted guickly in
response to staff complaints by editing the advert and taking
the emphasis away from the employee.

The following year, Sainsbury's did not make the same
mistake when it launched its new marketing campaign
‘Making life taste better’, designed to switch emphasis back
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on to quality. This time, the advertising campaign was pre-
ceded by an internal marketing programme.

The programme was aimed at educating and motivating
staff as part of an attempt to revive confidence in the
Sainsbury’s brand. The programme, called '‘One company,
one agenda’, was devised by M. & C. Saatchi. It was launched
at a special conference by the then Marketing Directaor to give
it added credence,

The Sainshury's campaign included;

B Posters placed at the back of shops and in corridors
giving facts and figures about the changing customer
using the strapline 'When we understand our custo-
mers we can make all our lives taste better.”

B An obligatory induction video for all new employess
showing how every staff member contributes to the
chain, from the distribution warehouse to the check-
out, using the theme of a little girl waiting for food
for her birthday party.

B The staff magazine was revamped with the new store
identity.

B Staff were also issued with company screen savers
using the new ’‘living orange’ logo and pictures of
brightly coloured fruit.

The programme was a clear attempt to align internal com-
munications with the external marketing campaign and to
ensure that the brand promises were being delivered. The
campaign was also designed to boost staff morale, as it coin-
cided with the announcement of 1000 job losses. Sainsbury’s
main competitors, Tesco and Asda, already had successful
staff motivation schemes and Wal-Mart, Asda’s new owner,
is well known for involving staff in company decisions.

Sources: Bainbridgs, J. (1998}, Are you marketing 1o your staff? Marketing, 8
October, pp. 20-21. Anonymaous (1998). Cheesy John Clesse is top of the
turn-offs. The Times, 18 December. Jardine, A, (19991 Sainshury’s motivat-
ing staff to revive image. Marketing, 17 June, p. 3 Witt, J. (20011, Ara your
staff and ade in tuna? Marketing, 18 January, p. 271,

portrayal of enthusiastic and competent ‘Kwik Fit Fitters” in Kwik Fit's
advertisements on British television.

However. with the emergence of narrowcasting technology, organiza-
tions can now use live television to communicate with large numbers of



employees simultaneously in diverse locations, in more targeted and cost-
effective ways, Traditionally, large multi-sited organizatiods have com-
municated with their disparate workforce through newsletlers, corporate
videos and snnual conferences: These are very costly metheds, particu-
larly conferences, which in addition to hotel bills and travel tme, take
employees away from their workplace. This is why, recently, instead of
holding its biannual review meeting for officers and directors in Memphis,
Federal Express, which has the largest corporate television network in the
world with 1200 sites able to receive fransmissions, transmitted a live 3-
hour broadeast simultaneously to locations in the UK, Paris and Brussels;
as well as the USA. All employees were able (o watch the broadeast, with
officers and directors participating in-a phone-in session. The advantages
of using such a medium For internal marketing are obvicus.

Despite its potential, in the early 1990s only & handful of companies in
the UK used busingss television and the market was worth only £3 mil-
lion. It comparison, in the USA, the market for business television was
estimated to be worth $330 million and estimated to be worth %1 billion
by 1995, Business television was therefore predicted to be a growth area
of employvee communications because of the speed and reach of the med-
inm'". However, with the widespread adoption of the Internet. business
television is likely to be superseded by webcasting,

Place/distribution

Distribution refers to the place and the channels (or third parties) that are
used to get products to customers. In the HRM context; place could
mean meetings, conferences. ete. where policies are announced and chan-
nels could be used to refer to third parties (for example, consultants and
training agencies) used 1o deliver training programmes,

Physical/tangible evidence

The physical evidence (also referred 10 as tangible evidence by some
authors) refers to the environment in which a product is delivered and
where interaction takes place between contact staff and customers, as well
as any tangible goods that facilitate delivery or communication of the
product, Physical evidence can be categorized as either essential or per-
ipheral evidence. Peripheral evidence refers to tangible cues that a pro-
duct has been delivered. Examples of peripheral evidence include such
things as memos, guidelings, training manuals and so forth. Essential
evidence, on the other hand, refers to the environment in which the
product 15 delivered. In internal marketing situations, the environment
in which the product is delivered is not as important as for services in



general, because this will usually be the same as the normal work envir-
onment. However, special significance of particular policies may be sig-
nalled by holding conferences or by sending employees for special
training Lo external agencies such as universities, for instance,

In contrast, tangible cues may be even more important in internal
marketing than for the marketing of services in general. One of the
more important tangible elements in internal marketing is documenta-
tion. Documentation of policies and changes in policies are important,
because if employees are required to perform to certain standards then it
15 important that these standards are fully documented. Indeed, Quality
Standards such as the British BS3750 and the International IS0 9000 put
great emphasis on documentation in achieving quality. Other tangible
clements may mnclude training sessions to achieve required standards,
for instance. The training sessions in themselves are a tangible manifesta-
tion of the commitment to the standards or particular policies,

Process

Process refers to how a ‘customer” actually receives a product, In the
internal marketing context, customer consciousness may be inculcated
into emplovees by training (or retrainming) staff. Structural changes such
as the introduction of quality circles and new reporting methods may also
be necessary. Process can also refer to whether new policies are introduced
through negotiations with unions or imposed unilaterally. In the commu-
nicalions ar¢a, process can refer to the delivery method: for instance,
whether circulars, videos or line managers are used to convey changes.

Participants

This refers both to people involved in delivering the product and those
receiving the product who may influence the customer’s perceptions. In
an organizational context, communications need to be delivered by some-
one of the right level of authority if they are to be effective in achieving
their implementation aims. Henee, in internal marketing the source of the
internal marketing programmes plays a crucial role in their effectiveness.

Employees in general tend to be influenced most by their immediate
superiors’ |, One implication implicit in this is that inter-departmental or
inter-functional communications are likely to be least effective. This 1s
because they have equal status; that is, no direct authority to enforce
compliance. OF greater importance is the implication that if the perfor-
mance of contact staff is to be improved then the most effective means of
communication is through their immediate superiors, who in turn need to
be motivated by strategic management. Direct communication between



strategic mansgement and contact staff, although helpful, would not by
itsell’ be sufficient for the implementation of nternal matketing pro-
grammes,

Marker segmentation here is the provess of grouping employees with
similar characteristics and necds and wants. In services, for instance.
emplovees may be grouped on the basis of whether they are contact
employees or not. Other bases for segmentation might include type of
benefits that employees want, and roles and functions that they perform.
The existence of complex grading systems, departmental, functional and
other organizational structures, suggests that the use of segmentation is
alveady widespread in the HRM area. It is suggested. howewer, that
emplovees need o be segmented along motivational lines rather than
departmental or other lines traditionally used in HREM.

Muarker research involves identifving the needs and wants of employees
and monitoring the impact of HRM policies on employees. This type of
rescarch has a long history in the HRM area in the form of employvee
attitude surveys. In the UK, for inslance, emplovee attitude surveys date
back to the 19305, when the Natonal Institute of Industrial Psvehology
started using them to study labour turmover, but nowadays are used for a
wide range of issues, including attitudes held on supervision, remunera-
tion, working conditions, specific personnel practices, incentive schemes
and so forth. The number of companies that use these tvpes of surveys are
relatively small and are estimated to be around 8 per cent'”, However,
some companies attach great importance to them. [BM. for instance, has
been using them since 1962, It has now computerized the process to make
it even more effective. Obviously, these murket survey type techniques
are much more likely to be vsed by larger firms for reasons of cost
effectiveness. ]

Employee surveys necd to be handled with care, even more so than
consumer surveys, becanse of employees’ fears of repercussions. Hence, it
may be necessary to guarantee absolute confidentiality in order to ensure
a good response, However, even il the response rates are high, the
responses need (o be interpreted carelully. as respondents are more likely
to reply as they think the organization wishes them to respond rather
than express their true views, because of the aforementioned fear of
repercussions. Another important difference between employee and con-
sumer surveys is that emplovee participation s not likely to be high if
employees are not given feedback on the survey results. More impor-
tantly, management needs to show that action is taken over issucs of
concern uncovered by the surveys, Employees may also be suspicious
of attitude surveys, as they have been used to weaken and deter unions'?.

The foregoing analysis highlights the fact that il i possible to apply
marketing technigques and concepls in order 1o create o motivated work-
force working towards the implementation of corparate goals. Great care
needs o taken, however, as to how these concepts and technigques are
applied,



The model closely incorporates strategic elements by proposing a multi-
level schema of how marketing tools and techniques can be used intern-
ally to generate commitment and effective implementation. ‘;jaecmmlh,
the model deploys six elements to constitute an internal mar keting mix, a3
wiell as internal marketing research, internal segmentation, and position-
ing o operationalize the key parts of the model and stages. The combi-
nation of a multi-stage schema with a broader internal marketing mix
provides 4 conceptualization able to highlight more clearly the rale of
segmentation and positioning in the internal context. By embedding the
muadel within a strategic framework, it is also clearer in highlighting how
implementation of strategy can be created,

The maodel is characterized by three strategic levels, namely Direction,
Path and Action (see Figure 3.1). Level | is concerned with setting the
general agenda of & particular mission or change. thus defining the direc-
tion in which organizational efforts are to be directed: This requires an
evaluation of external opportunitics and an understanding of organiza-
tional capabilities. Level 2. that of Path. reguires specification of the
route from the numerous alternative possibilitics 1o achieve the set
change or mission, which the organization opts to follow. Each of the
alternatives needs lo be examined closcly. In particular, the types of
harriers likely to be encountered and potential mechanisms for overcom-
ing them need careful evaluation at this stage. The final level is that of
Action, This requires a translation of a particular option into specific
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courses of action and activities. Detailed actions are necessary 50 as 1o
make the undertaking as clear and trouble free as possible ' The driving
force at this level is dictated by decisions at level 2. which itself is defined
by the direction set at level L. .

The interconnection between the stralegic process and the internal
marketing mix, marketing research, scgmentation and positioning is
depicted in Figure 3.1. The constituent activities of the internal marketing
mix as defined by the internal context and how these relate to internal
marketing rescarch, segmentation and positioning are elaborated further
in the discussion below,

Stage 1: Direction

At level | is the presence of the product element. In the internal context it
is the product that sets direction. The product can be viewed as the
definition and direction of change, which may simply be either in terms
of changes in attitudes and behaviours of employees or in more tangible
activities such as changed production activities or some other goal.
Essentially, the product is any change in employee behaviour or attitudes
that is required for the effective implementation of a particular corporate
or functional strategy. In a strategic sense. the product dimension
requires that the external environment and available opportunities are
understood in relalion lo constraints upon the direction imposed by
internal capabilities. Moreover, for true mternal marketing to occur,
the totality of the product package cannot solely be made up from a
single vantage point, such as the owner/manager’s viewpoint, but must
incorporale aspects arsing from the needs and requirements of employ-
ges. This is a necessary condition for efficient and effective implementa-
tion to occur. Two aspects of markel research can be observed at this
stage: external and internal research, External marketing rescarch plays a
role in identifving external opportunities and the changes necessary to
take advantage of them, whereas internal marketing research. broadly
speaking, can play a role in identifving capabilitics and competencies
through examination of the vanous sets of emplovees. Subszequently,
this information can be fed into the process of specifying the *product’
for long-term success,

Stage 2: Path

Once a direction has been sel by specifying the product, it leads onto the
second level decision, namely that of Path. Here the general direction that
has been taken needs to be broken into specific programmeds) that have
to be delivered Lo particular groups of employees in order to achieve



eflective implementation. The Path level includes the Participants ele-
mient, which examines ways of organizing individuals possessing particu-
lar needs against sets of organizational activilies so as to facilitate the
implementation process. At this level, the breakdown of the direction
occurs, firstly by directing explicit attention to who (e.g. the indivi-
duals/Participants) is to be involved in the process of change and imple-
mentation, and secondly how they are 1o be involved. All participants,
whether directly or indirectly involved, need to be explicitly defined in
order to enhance effectiveness in the delivery process of the strategic
change defined at level 1.

Internal segmentation

The next stage of the model's operationalization requires that internal
marketing research is conducted $o as to identify needs of the internal
markets (e.g. employees). Numerous traditional marketing research tech-
nigues, ranging {rom simple surveys Lo mdirect in-depth data collection
technigues, can be usefully employed Lo eapture a real sense of the moti-
vations, polential fears and resistance of employees to the change pro-
gramme. Once such needs and resistance have been explicated. then the
next step is to examine the possibility of grouping these individuals upon
their need requircments, as well as other charactenstics such as demo-
graphics. Since a wealth of information, especially with respect to simple
demographic information, is typically already resident in information
stores such as personnel records, it can be easily complemented by further
information, which may be of a psychographic nature. The first step in
the internal segmentation process is 1o identily appropnate criteria for
sggmentation. It is important to note that extreme care needs (o be exer-
cised in the selection of scgmentation criteria, since by definition these
determine the nsefulness and relevance of segments subsequently created,
The second step is to apply the selected criteria to the relatively rich
source of data to form segments,

The process of emplovee segmentation is necessary Lo identify whether
participants form cohesive groups on the basis of some shared common-
alties, by virtue of which it would be possible to create a specilic package
ol activities that can then be directed -at participant segments in order Lo
facilitate implementation. The logic is that if specific needs and resistance
can beassociated with particular segments, then these needs and fears can
be overcome by directing a specific package in a manner designed o
satisfy employee needs and mediate their fears. As a process, this is
much more cffective than one that adopts a single approach for all
employees, since neglecting employee dilferences diffuses implementation
effort. Here, just as in external marketing research, a whole range of
multivariate techniques such as clustering procedures, factor and conjoint



analysis may be vsed to define needs and prelerences in order to construct
homogeneous groups (or scgments). Mareover, given the rélatively cap-
tive nature of the sampling population, it is possible to conduet depth and
longitudinal studies with relative ease, At this stage. the whole process is
strengthened if specific information with regard to resistance to change is
explicitly incorporated into the process of grouping. This leads to a defi-
nition of homogeneous segments with regard to needs. resistances and
actions required for a particular strategic course of action.

At this junciure, it is important to note that emplovee surveys need Lo
ke handled with care, even more so than consumer surveys, because of
employees’ fear of repercussions. Hence, it may be necessary o guaranlée
absolute confidentiality in order to ensure valid responses. Additionally,
hizh response rates can potentially be chcited by employing external
independent organizations such as consultants to conduct the research,
However. even if the response rates are high, the responses need 1o be
interpreted carefully, as respondents are more likely to reply as they think
the organization wishes them to respond rather than express their trus
views, because of the aforementioned fears. Another important difference
between employvee and consumer surveys is that employee participation is
not likely to be high if employees are not given feedback on the survey
results. Importantly, management needs to show that action 15 taken over
issues of concern uncovered by the surveys.

Stage 3: Action

Once participant segmentation has been completed, then it is possible 1o
start - thinking about positioning and targeting identified segments
through construction and appropriate leverage of the remaining elements
of the internal mix, namely Process, Price, Promotion and Place (i.e
those oceurring at level ).

Internal positioning

In the external context, positioning requires selecting those associations
that are 1o be built upem and emphasized, and those which are to be
removed and de-emphasized. The situation is the same in the internal
contexl, Internal positioning aims to create a tactical package of aclions
so-a8 to overcome identified barriers; as well as fulfilling employee needs.
This may at umes involve focusing upon changing the importance that
employees accord to a particular benefit and/or identifying and empha-
sizing benefits not previously recognized. Internal positioning involves
providing an appropriate mix of differentiated benefits to a specific
employee segment that will motivate it to achieve effective implementa-



tion of marketing and other strategies: Just as in external market posi-
tioning, internal positioning s segment specific and involves the leverage
of the marketing mix elements, particularly those specified at level 3 of
the maodel, in order to attain pre-specified goals. However, it is as well to
note that, since all the elements of the internal marketing programme can
potentially affect position, all the elements of the internal mix, not just
those al level 3, are consistent and supportive, Internal positioning, due
to the fact that it constitutes the specific actions necessary to facilitate
implementation, acts as the focal point in the tactical development of an
effective internal marketing progranmime,

The process of internal positioning also serves to highlight that there
exist numercus possible alternatives to reach a given end. Each alterna-
tive must be assessed for its benefits relative to costs, Such an economic
perspective helps to highlight two aspects, namely activity costs and the
relative nature of the implementation concept. In other words, strateg
implementation firstly requires planned execution of activities that incur
costs and secondly its effectiveness depends on the appropriateness of
these activities to the specific context. On the positive side of such an
cconomic balance, costs will be far outweighed by the benefits if the right
types of activities/actions are selected, 1.e. there is a match between the
actions and the organizational context. On the negative side, inappropri-
ate activities constituting positioning are likely to yield few benefits, yet
are likely to inflict significant sink costs, much like failed or poor posi-
tioning in the external context. This highlights the importance of careful
selection and planned execution of internal marketing efforts. Ad hoc,
half-hearted and poorly exccuted attempts al internal marketing are
doomed to failure at the outsel. To make internal macketing work
requires a high level of commitment as well as time for the effects of its
effort to materialize.

It is also necessary to appreciate that imlernal marketmg outcomes are
time dependent. It is likely in most instances that there is a lime lag
between undertaking internal marketing actions and affecting desired
outcomes. This means, particularly in the case of implementing market-
ing stratepies, that internal marketing programmes need 1o take place
well before the launch of external marketing programmes, This 15 also
of particular importance in considering the metrics of assessment, which
are needed to capture pertinent facets of the change programme. This
indicates the necessity to conduct longitudinal mternal and external
research in order for correct judgement to be made with regard to the
effectiveness of mternal marketing actions. Moreover, conbinuous mo-
itoring -serves not only to provide diagnostic information regarding
implementation effectiveness, but also provides msights to carry forward
into future actions and strategies.

Clearly then, analogous (o the situation in external marketing, segmen-
tation and positiening to the internal market (that is emplovees) are of
critical importance. Poor internal segmentation and positioning, even



with very clearly defined and precise tactical actions, leads to few, if any,
productive positive results in the internal context. This perhaps accounts
for the failure of many change programmes in which detailed breakdowns
of activities are undertaken but with little regard for the needs of partici-
pants and/or a clear understanding of how these may either be achieved or
contradicted by the processes used 1o achieve them in the first place. The
oft-quoted statement in many reporied cases of change, ‘the reward sys-
tem did not encourage the change of activities’, is a rather appropriale
illustration of poor understanding of, as well as the [ailure 1o match
process activities to, the needs of employees in the change programme.
By virtue of detailing internal segments and then bundling a specific pack-
ape of process activities via positioning to meet the needs of employees it
becomes possible to strive for employee satisfaction and customer satis-
faction whilst simultancously reaching out for erganizational aims.

The internal marketing effort to position agamst internal segments
leads onte the thard level of the model. The third level, denoted by the
term Action, reguires the specification of precise actions directed at var-
ious identified segments of participants at level 2 through specific pro-
cesses and systems. The delivery of such actions is captured by the
remaining elements of the internal mix, namely Process, Price,
Promotion and Place.

Process

The Process element is closely interlinked with the Participants element,
in that it defines the context and mechanisms through which the Price,
Promotion and Place elements are structured. [t includes under its remit
mechanisms and systems involved in the structuring of issues such as
power, authority and resources'. Essentially, it defines the nature and
manner of involvement, in order to deliver upon requisite duties and
goals. Ttems such as whether meetings are to be held, where they are to
be held and who is designated to run them are included here.

The Process element requires that decisions regarding the appropriate
mechanisms for the “delivery’ of the package of actions to a specific
segment are carefully evaluated, In other words, it requires designing
an appropriate delivery format, The types of factors that need to be
scrutinized, generally, are likely to be items such as ensuring that an
appropriate organizational structure, group/team structure, reward sys-
tems, power and responsibility and leadership are set in place requisite to
the “delivery” that needs to be undertaken.

Price

The clement of Price can be operationalized within an internal context by
viewing price not simply as a cost (o the employvee (as depicted by terms



such as opportunity cost, psvchological cost, ete.), which is the traditional
way of looking at price. We propose that it is better to view the Price
dimension in the internal context as a balance hetween utility/value
against cosl to both the organization and the individual. This way of
operationalizing Price is preferred. since it directs attention not only to
what the costs to the employees are (psychological or otherwise) of the
courses of the required actions of change. but also to the value/utility that
can be derived from these changes by the individual employee and the
organization. For instance, a change may incur cost (price on the part of
the emplovee) in terms of having to work harder, do a different type of
job and fearn something new, but at the same time some utility/value may
mtrinsically be attendant with the new activities, The new task{s) may
provide the opportunity to increase pay, access bonuses, provide a chance
to excel and shine, and thereby build a route to career promotion, or
through acquisition of new skills sirengthen their bargaining hand in the
job market. Thus, the Price element is uvseful in fine-tuning activities
defined in the Process element by addressing both gains and losses 1o
emplayees invalved in the process of change.

Promotion

With respect 16 the Promotion element, operationalization in the internal
context can be achieved by examination of how the range of promotional
devices can be used to mcrease knowledge, skills and awareness of sira-
temic change issues. Promotion activities, whether communications such
as internal advertising or other internally directed promotional devices 1o
clivit a response, can be used to aid the ‘buying into the programme’
process by employees. Promotion, in this sense, can be viewed as a skills
and knowledge generation function. Internal communications, presenta-
tions and training via demonstrations (an external comparison of which
can be things like point of sales demonstrations in indusirial or retail
selling) can all be used to raise awareness and skills, and thus sensitize
employees to the activities required of them. Thus, promation can be an
extremely effective vehicle for letling the employees know what 1o do,
when to do it and exactly how to doit, and thereby serves to clarify their
role in the enactment of strategy.

Place

The last remaining element, Place, contains activities that can be thought
to affect or be affected by the local environment of the organization. The
Place ¢lement in the external context 1s concerned with distribution chan-
nels and reaching targeted customers; its focus is predominantly centred
around the actual exchange and its environmental setting. In the internal
context, Place can be taken to represent the visible and tangible, as well as



invisible and intangible, aspects of work and the work environment. In
ather words, it represents the setting within which transactibns/exchange
between parties occurs, namely between the organization and its employ-
ees. Taken in totality, it captures more thap the physical aspects of the
environment; it includes cultural, symbelic and metaphoric aspects of the
organization, from and within which setting employees form allegiance to
the n:]-rgan':zmmn”'. As such, Place can be used to further fine-tune aspects
of the process, such as with whom power resides. what is the level of
power within particular groups or segments of people, and how this needs
o be altered and/or adapted o allow for effective strategy implementa-
tion. The external analogy that can be drawn here is the importance of
having correctly co-ordinated and dovetailed channel strateges, through
apt steering and co-ordination via channel captainey, structure and
power nmnipu!atinn"‘.

The Place element can be used to draw attention to differences in
culture and response ansing from specific parts of the orgamization to
the change programme. In fact, constituent activities of the Place element
may be used 1o encourage certain types of behaviour, i.e. construct a
culture change via mechanisms which alter the local environment by
redistributing resources, power and responsibility away from some indi-
viduals to others more likely to champion the cause of change: This
requires close scrutiny and understanding of current resources, work
practices, the way the organization divides and factionalizes into groups
and tesms with their own identities and subcultures. Generally, we can
say thit the aim of the Place element 15 to attempt to devise an internal
environment amd @tmosphere that s conducive Lo the achievement of
particular goals. This may mean giving more resources. better support,
changing or at least attempting to change and hAne-tune organizationsl
culiure, as well as examining ways of empowering employees through
structural and responsibility adjustments.

The marketing mix reflects a marketing approach that is transaction
based, thai is, it is intended to maximize sales and profitability in the
short term. and the marketing mix 15 used to influence consumer decision
making and provide customer satisfaction. Direct contact with customers
is minimal, Increasingly, however, the emphasis is away from transaction
marketing and towards relationship marketing, which is regarded as
more effective in today’s environment.

Relationship marketing Focuses not only on getfing customers and
generating  transactions, but also on maintaining and enhancing
chalmnships". The emphasis is on continuous long-term relationships
that lead to repeated market transaction, build loyalty and lead to profit-



ability over the customer “lifetime’. Relationship marketing is an inter-
active approach to marketing. It relies on co-operation and trust rather
than an adversarial approach. Building trust and commitment are crucial
elements ol relationship marketing. This requires delivering on promises
and building linancial, social and structural bonds between the firm and
its customers. The relationship itsell’ becomes the focus of marketing
efforts rather than the product. In addition to the marketing mix vari-
ables, customer carg/customer service initiatives and interaciive market-
ing are central to relationship marketing. Key aceount management (or
the designation of dedicated individuals or teams who deal specifically
with key clients or accounts) is also central to developing and maintain-
ing relationships with important custemers, They are designed 10 foster
co-operation and facilitate interaction so that the organization can
respond guickly to the clients’ needs.

In the relationship marketing approach, & transaction-oriented
approach to marketing heavily reliant on the traditional marketing mix
approach is just a special case where simple or non-personal relationships
are sufficient to sansfyv customer needs. This applies 1o many low value
consumer packaged goods, whereas for services, industrial goods and
consumer durables, relationship marketing of different levels of complex-
ity is appropriate.

Criven its interaetive nature and the importance of customer service, the
success of relationship marketing strategies s critically dependent on
attitudes, commitment and performunce of emplovees. Hence, relation-
ship marketing is highly dependent on an ongoing internal markeiing
programme for its successful implementation,

At the same time, given the long-lerm nature of employment, and the
need for commitment and trust between empleyees and the organizations
{or different departments, Tunctions, 1.}, the foregoing suggests that the
relationship marketing approach and techniques are also appropriate for
internal marketing, And, just as with external customers, the relation-
ships per se and process are central to the building of relationships in
internal marketing. Trust and commitment are also generated by deliver-
ing on promises. However, the marketing mix approach is likely to be
more useful where a need for quick implementation is required, or high
levels of emplovee turnover arc comman,

Mew strategies inevitably require behavioural and/or attitudinal changes
on the part of employees, which can also lead to some degree of resist-
ance and barriers to effective implementation. In recognition of this
fact, we suggest that internal marketing involves a planned cffort to
overcome organizational reststance to change and to align, motivate



and integrate employees towards the effective implementation of corpo-
rate and funciional strategies. These barriers can be identified by exam-
ining resistance to change by each employee segment. The existence of
such barriers leads to the emergence of implementation "gaps, which
have to be closed for effective strategy implementation to occur, We
classify the range of barriers into the following gaps: concepl, people,
mechanism, costjutility, awareness/skills and local environment (see
Figure 3.2). Although the barriers could have been grouped in a num-
ber of ways, we have chosen the classification in a manner that high-
lights elements of the internal marketing mix likely to predominate in
the removal of the identified gap,

The implementation barriers are nested to highlight interdependency.
Moving lrom the outer {level 1) to the inner (level 3) level, the barriers
move from being broad and steategic to being specific and tactical in
nature. The level and nature of the barriers exemplify the types of
actions necessary to remove them. For instance, any shortcomings in
the change programme itself (that is. the conceptualization), because of
iz strategic nature and thus diffuse effects, may lead to contradictions
al levels 2 and 3 or (ail 1o produce the desired outcomes in terms of
marketplace success. In other words, problems at this level can, and
often do, cascade downwards and outwards into the marketplace. We
observe that flaws at this level lead to two types of error, which we will
refer to as Type 1 and Type II. Type I errors are those in- which
incorrect strategic actions are effectively implemented and the outcome
is that expected marketplace performance either fails to materialize or
even declines. Type Il errors are those in which the conceptualization
Fails to fully/adequately take into account the intermal context and

Level 3

Mechanism CostUliy Awareness/Skills . Local
1 Barrier

Barrier Envircaminm
Barrier

Barrier

Figure 3.2 Barriers to implementation: a nestad approach.



needs of various stakeholders, thereby ereating internal contradictions
and conflicts, These in turn manifest themselves by creating a certain
level of organizational dysfunction and can lead to the appearance of
implementation gaps at any one or even all the levels. If the shortcom-
ing originates from level 2, for example in the way the segments were
formed, then there will be ramifications at level 3. since it is likely that
wrongly dirécted actions and activities will be set in place, 1.e. relatively
poor implementation is likely to Follow. Instances of relatively poor
implementation, even if the product conceptualization is appropriate
tor the specific context, we call Type II1 errors. Onee again, we would
observe that the problems at this level would cascade downward into
fevel 3 actions. Problems originating at level 3 have a narrower effect in
that no downward cascade exists. However, since each of the internal
mix elements is interlinked, there are hornzontal effects of one barrier
leading to or compounding problems in another. Moreover, the inter-
linkage of the internal mix elements also indicates that it is not possible
to preclude upward ripple effects: For instance, local environment
changes involving adaptations at a broad level, such as attempting to
modify organizational culture, have pervasive effects with important
ramifications at the strategic product conceptualization level.

Finally, working through the three stages leads on to further diagnostic
rescarch that feeds back mnto the product. thus acting as a homeostatic
monitoring mechanism, as well as creating cybernetic closure.

We use here a case 1o illustrate how the mulii-level model of internal
marketing can practically be used to direct attention to pertinent issues in
the implementation of a change programme. The case is based on how
Pearl Assurance dealt with the problem of changing the business mix of
its products in face of opposition from some of its sales force. The case is
an illustration of the model in directing managers’ attention to factors
that need to be addressed in generating effective implementation. The
case information presented is based upon primary information as well
as secondary sources,

Changing the business mix at Pearl Assurance

The background

In 1990, Pearl Assurance (PA) was acquired by Auvstralia Mutual
Provident (AMP). Until then, PA specialized in selling life assurance



based on “with-profits’ policies, These policies guarantes o pay out a
minimum sum assured on maturity of the policy or the'death of the
policyholder, The profits or bonuses are a share of the surplus that the
company may make in excess of the guaranteed payoul, as a result of its
investments, These policies, also known as endowments, came inta great
demand in the late 19805 as a result of rising popularity of endowment
mortgages in the housing market. A major disadvantage of the ‘with-
profits” product is that in order to provide these guaranteed payouts a
substantial amount of the company’s c¢apital is ved up in reserves.
However, this period also saw the development of “unit-linked” products
whose performance is tied to that of the stock market. With unit-linked
products, policvholders are allocated a number of units in a life insurance
fund. the value of which is published dailv. In addition, AMP’s experi-
ence in Australia had shown unit-linked products to be more profitable
whilst tying up less capital in reserves. Hence, a decision was made 1o
move the balance of products to be sold in Favour of unit-linked business.

However. PA encountered opposition from its sales force when il
attempled to pursue this policy. There were several reasons for this oppo-
sition. Firstly, the sales force hiad been “turned ofl” unit-linked policies
since the October 1937 stock market crash, which had graphically illu-
steated the high potential risks. Secondly, many of the sales force and the
backroom stafl were unfamiliar with unit-hinked products. Moreover, the
change in the policy was perceived 10 be as a direct consequence of
change in ownership, which occurred with the AMP acquisition of PA,
rather than a market-driven necessity.

Life assurance is a product that the majority of customers know very
little about, as it iz a complex and infrequently purchased product. The
benefits of life assurance are such that they cannot be fully evaluated
without first purchasing the produwct and then awaiting for the policy
to reach maturity. Hence, sales personnel play a crucial role in the choice
of products (that customers make), since customers are unlikely 1o be
fully aware of the types of products available and their relative merit.
Customers thus rely heavily on the advice of salespeople, wha are
regarded as experts. 11 was essential, therefore, that PA ger its sales
foree behind the new policy.

Pearl Assurance has around 5000 salespeople; who are geographically
dispersed across the UK. PA sensed resistance to the new policy was
likely and took a decision to implement the change through the use of
roadshows, The first roadshow, called Operation Sunnse, was used to
highlight the benefits of all forms of equity-linked investments. Although
effective in raising awareness of the market for unit-linked products, the
increase in sales of these products was less than expected. What Follows is
an account of Operation High Noon, which was launched in October
1992, illustrated in a manner designed o highlight the practical role of
the internal marketing model in directing attention to activities and
actions necessary for effective implementation.



FProduct

The product in this case was the Teguirement to shift the emphasis of
business away from with-profits policies towards unit-linked products
{see Figure 3.3). The benefit of doing this was that umit-linked policies
were a growth market. Moreover, unit-linked policies also had advan-
tages For customers compared 1o with-profits, in that they were more
Hexible and allowed a reduction in the need to keep capital reserves,
which could then be used o increase benefits to the customers and/or
the erganization. The -executive belicved that adoption of the policy
would help PA increase competitiveness, improve performance and
hence improve job security for evervone.

Narket research

Before launching Operation High Noon, PA commissioned independent
research on the attitudes of the saléspeople to unil-linked policies.
Interviews were conducted in two of the best and twa of the worst per-
forming divisions in terms of unit-linked policy sales. All grades of man-
agement were included as well as the sales force. Based on their attitudes
to unit-hnked and with-profits, respondents were classified as “for’ or
‘against’ change. This illustrates one way of segmenting ‘the market” in
an internal context,

We can see that, on the basis of information recelved from internal
research, two segments appeared o emerge: an “Enthusiastic’ segment
and @ ‘Resistant” segment, Investigation of the two segments highlighted
that individuals for change tended to be enthusiastic managers and aspir-
ing sales representatives. Those against change tended to be managers
unwilling to impose change on those resisting the change and included
among them many unambitions sales staff. The internal vesearch also
identified that those resisting change tended to be pre-1987 staff, who
had received complaints from customers after the 1987 stock market
crash, whereas the segment with a more favourable attitude
{Enthusiastic segment) consisted predominantly of newer (post-1990)
recruits. The logic of segmentation would indicate that different strata-
gems would be required to effect implementation because of differences
in orientation of each segment. These differences in seament orientation
were likely to manifest themselves in producing different gaps/barriers to
the process of strategy implementation.

Participants

Participants in the process; as indicated in the above discussion, were
identified to be two groups/segments with differing orientations. From
the Enthusiastic segment, key individuals were selected on the basis of
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their enthusiasm and knowledge to run the Operation High Moon road-
shows, These participants included both managers and sales TCPresenta-
tives in order to ensure, and at the very least to convey an impression,
that everybody’s opinion was being taken into account. In other words,
individuals from this segment of employees were used to drive the change
to unif-linked policies (ie. they were responsible for delivery).

Cinece created, the roadshows were targeted a1 District Managers, Sales
Managers and Sales Representatives. Although all managers and repre-
sentatives were included, the shows were particularly targeted at the more
resistant segment of the andience. The process of segmentation was, in
Fact, carried one stage further, by forming sub-segments on 4 functional
basis. And, in line with the logic of segmentation, separate seminars were
designed for each of three different sub-segment groups (District
Managers, Sales Mangers and Sales Fepresentatives), with specifically
turgeted messages to each: On completion of internal segmentation, the
next step is o move on to the third stage, which involves leverage of
positioning actions and activities te Facilitate tactical implementation.

Process

The mechanism through which the change was 1o be enacted (i.e the
Process) was the roadshow. Within this process. separale seminars were
designed for delivery to different groups of people with different sets of
needs, In fact, as noted above, segmentation was cartied one stage further
50 as to create sub-segments of the initial Enthusiastic and Resistant seg-
ments on the basis of functional difference. This was deemed necessary
because the functional category was considered an important parameter in
defining segment needs.

The roadshows were used as a vehicle to explain the rationale behind
unit-linked policies on a face-to-face basis by selected ‘enthusiastic’ man-
agers. The enthusiastic managers themselves were provided with training
for this purpose. The roadshow managers vsed these opportunities to
point out that with-profits policies required PA 1o pul aside capital
reserves which could not be invested in the open market, Unit-linked
products, on the other hand, free these reserves to be invested in the
open market and thus serve their customers better than with-profits poli-
cies, The advantages of flexibility for customers of unit-linked policies
were also highlighted, particularly the fact that they could alter options
with their circumstances, without having to surrender their policies or
drawing up new contracts, which either caused clients to be unhappy,
because of losses incurred, or being levied extra charges, respectively, To
reassure those representatives who were worried that the volatlity of the
stock market would lead to losses, it was pointed out that unit trusts were
very safe because the risk was spread over numerous shares. It was
further demonstrated that, whilst the stock market fluctuated in the



short term, on a 15- or 20-year time horizon unit-linked policies owt-
performed with-profits policies. Another point made wa# that, due to
an increased cusiomer awareness of the advantages of unit-linked pol-
icies, there was a trend away from endowments towards unit-linked
policies. Financial press reports were used to provide independent evi-
dence of this.

At the sub-segment level, seminars were specifically developed Lo targel
and train particular audiences; seminars for District Managers were used
to develop business plans in order to achieve targets set for unit-linked
policies, seminars for Sales Managers were designed 1o help them motivate
their sales representatives, and seminars for the sales representatives illu-
strated new sales techniques for unit-linked products: Moreover, in arder
to maintain momentum, cach District Manager was asked to organize a
mini-roadshow for his or her distriet. Within this process, each delegate
was asked to state in writing how they would assign extra resources to
achieve their unit-linked goals. For instance, Divisional Managers were
asked, as a minimum, to give a verbal commitment of targets that they
would set for their districts and how these would be achieved.

Price

The internal marketing operationalization here calls for an understanding
of the costs incurred and the utility/value that is to be gained by the
participants in each segment. Firstly, we consider the costs dimension,
The fact was that unit-linked products were substantially different from
with-profits policies and thus required time and effort, on the part of the
sales representatives, to learn new selling techitigues. This was additional
to the psychological costs of change. Secondly, since the unit-linked pro-
ducts were new Lo them. it was possible that the sales representatives
could suffer a potential loss of commissions. Furthermore, there was
alsp a greater element of nisk associated with unit-linked policies than
with-profits policies. Thus, in order to convince the participants within
each segment of the advantages of the change, it was necessary firstly Lo
understand and secondly communicate effectively to each participant the
vilue of the changeover. Facis, such as the unit-linked market being a
rapidly growing market and that PA were getting into it early, and that
the prospects for high commissions were good, necded 1o be stressed in
order to overcome resistance. This was particularly relevant for the
Resistant segment, Participants Irom the Enthusiaslic segment selected
for driving the roadshows were motivated by the prospect of promotion,
if their efforts proved 1o be successlul. Other benefits stressed were that
involvement with unit-linked products would enhance and extend their
skills. This would allow them not only to provide a better service 1o their
customers, but would alse boost future employment prospects.



FPromaotion

The promotion ool was used extensively to raise awareness, as well as
build competence and confidence of the sales foree in unit-linked policies.
The initial mechanism 1o impart information and build skills was the
roadshow demonstrations. This constituted a face-to-face communica-
tion, which capitalized on the advantages of an interactive medium Lo
clarify and advance the cause of the change programme, as well as pro-
viding further opportunity to understand emplovee fears and resistance,
MNumerpus other promotional techniques were used in addition to such
face-to-face communications (or personal selling) by managers and senior
staff to the sales force. For instance, in-house magazines were used to
explain the rationale behind the changes. and competitions to incentivize
individuals and rapidly heighten interest and awareness. Yideos were also
used at the roadshow, one of which featured the Chairman of PA to
emphasize that the policy change had director level support for iL
Another video showed sales managers overcoming objections to unit-
linked policies. Further to this, in order o concentrate effort and focus
the range of events, the roadshows were also “branded” ( the first road-
show was ‘Sunnse” and the second *High Noon').

An interesting poiant to emerge, with regard 1o who should actually be
responsible for internal marketing, from the High Noon roadshow was
that the marketing depariment had to take a less prominent role in the
roadshows, Only then were the actions of change perceived 1o be aceepl-
able to the sales force, who otherwise had been inclined Lo see 1t simply asa
new sales gimmick from the marketing department. In fact, it was et that
the previous roadshow (Suorise) had noi been as successful as it could
have been. because the thrust of all the literature had all onginated from
the marketing department, This indicates that a broader and more cross-
sectional involvement is required in the wse of internal marketing.

Flace

As the sales Force was widely dispersed geographically; the venues chosen
were based on the regional locations of the sales force and roadshows
were tailored to match each situation. Place in the internal marketing mix
refers not only to the locations where products are provided to custo-
mers, but also other tangible and intangible aspects required to effectively
carry out the task, such as back-up support material and personnel,

In this respect, the videos and high guality sales aids provided tangible
evidence of the commitment of the organization to the change initiative.
An example of one of these high quality sales aids was The ABC Risk/
Reward Presenter (where ABC stood for the Adventurous, Balanced and
Cautious investor), The presenter illustrated how unit-linked produocts
could be tailored for customers with different risk profiles, o feature
not offered to with-profits customers. For instance. the adventurous



customer could be sold a unit-linked product which had a high risk
attached but had high potential rewards. The availabilily of the high
quality support material and the associated training reduced the effort
required from the sales force to change and therefore speeded up the
support and acceptance of the unit-linked product. The sales literature
was further supported by copies of speeches and overhead slides to act as
a reminder and reinforcement of the principal message.

The second dimension of the Place element that requires attention is the
role of intangible aspects in the implementation process. It is clearly neces-
sary to examine the appropriateness of the organizational environment to
the process of change, and il necessary amend it by effecting an appro-
priate cultural ¢limale through transmission of appropriate cues. For
example, the video featuring the Chairman emphasized the importance
as well as the high level of commitment to the change programme.
Without doubt, symbolic actions and metaphoric examples need to be
carefully examined for their potential use in internal marketing. Regular
exhortations as well as compliments on work well done were other simple
devices to create and maintain a positive attitude to the programme,

Resulis

The degree of success of the programme of events can be ascertained
from the fact that the Pearl Assurance 1993 Annual Report announced
that whilst unit-linked business accounted for only 5 per cent in 1991, it
had grown to 30 per cent by the end of 1993, The major problems
encountered in this campaign were to maintain the momentum that
was built up by the roadshows, The necessity .of involving staff at differ-
ent levels in the hierarchy led to a complicated cascading process of
communication during the roadshows,

The purpose of this chapter has been to demonstrate how and to what
extent marketing techniques such as segmentation, market research and
the marketing mix can be used for developing customer-oriented beha-
viour and generally motivating employees.

The chapter began with a discussion of how the different elements of
the traditional 4Ps marketing mix and the extended 7Ps services market-
ing can be applied to internal marketing. Application of segmentation
and market research technigues are also discussed. This is followed by the
elaboration of a multi-stage model which highlights how a marketing-like
approach and techmgues can be used internal to the organization. By
expounding the concept of an internal marketing mix, internal market



research. and the critical role of internal segmentation and internal posi-
tioning, we have advanced the notion that many of the concepts and
frameworks which are critical in creating external marketplace success
can be usefully employed, indeed need to be employed, albeit adapted to
the internal context, 1o aid the process of stralegy implementation. The
maodel also serves to highlight the importance of an internal focus 1o
complement an external marketplace focus. Without an effective internal
focus capable of interlinking with an external focus, many potentially
successful strategic visions are likelv to remain just that; visions,

Another point of interest 1o emerge, particularly from case evidence,
that needs (o be highlizhted is that the marketing depariment should not
solely be charged with the responsibility of running internal marketing
programmes. The dominanee of a single functional department will have
a tendency to lead to, in reality or simply in perception, to a sense of
functional departmental bias. The imposition, pereeived or otherwise, of
such a unitanst viewpoint is likely to create strong resistance. This
strongly indicates the need to use cross-functional teams or task forces
in the development and running of internal marketing programmes.
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An examination of the internal marketing model proposed earlier shows
that a number of mechanisms proposed in the model for the achievement
of effective implementation of marketing and other strategies, namely
mier-functional co-ordination; employes: motivation, job satisfaction
and empowerment, -are functions that have been, in the past, mainly in
the remit of the personnel or human resource management {HRM ). This
raises questions as to the respective roles of marketing and HRM in the
achievement of implementation objectives. This chapter discusses the
roles of HREM and marketing in IM. methods of increasing inter-func-
tional co-ordination. and the implications of IM for management style
and organizational culture. Issues relating Lo empowerment are discussed
in Chapter 5.

There is, perhaps, an implicit assumption in discussions of internal mar-
keting that effective use of inwardly directed marketing techniques can
salve all emplovee-related quality and costomer satisfaction problems:
There are. however, limits to what can be achieved by marketing techni-
ques alone and it is of crucial importance to note that internal marketing
requires the involverment of a number of depariments working in unison,
This is illustrated by 4 case study reported by Richardson and Robinson'
Richardson and Rebinson report a study on the implementation of
internal marketing within a retzil bank in which the effectiveness of the



internal marketing programme is assessed by using groups of "shoppers’
to evaluate the service provided over a period of 3 months.'Although the
PrOgramime wis g::n::ra.”}' 2 success, 1t 15 interesting (o note how some of
the problems that arose during the programme were solved. For instance,
in one branch, three tellers were found to have performed particularly
badly, Their weaknesses were pointed out (o them. However, the perfor-
mance of only one of them improved. Further investigation revealed that
these two individuals did not enjoy the customer contact aspect of the
job. That is, they were typical of task-oriented people doing people-
oriented jobs’. They were therefore moved to back office positions and
replaced with more suitable staff, and the subsequent performance rat-
ings for the tellers improved markedly,

What thas example illustrates is that, in certain circumstances, admin-
istrative action by the personnel function is much more likely 1o be
effective than usage of marketing-like devices. The example also illus-
trates the importance of careful recruitment and selection for the motiva-
tion and effectiveness of stafl.

Another branch sulfered a loss in performance when some members
were on lriining courses or on leave, and the replacement stall were
from administrative (that 1s) task-oriented jobs and hence less skilled in
dealing with people. Another branch, whilst showing a small improve-
ment in performance, was well below the overall improvement levels
achieved. On investigation. it was discovered that shortage of staff’ was
leading to careless mistakes in one department and consequently lack of
satisfaction on the part of customers. The employment of an extra
member of staff led to increase in morale and a dramatic improvemen
in performance. These two examples illustrate the need for traming and
adequate staffing levels: The simple use of internally directed marketing
efforts clearly cannot compensate for lack of training and inappropriate
stalfing levels,

We have dealt with this example at length to illustrate the differing
roles of marketing and the personnel function, and the need for market-
g and personnel to work together. Another purpose has been 1o show
that the personnel function already has a wide array of techniques to
mprove performance and motivation technigues; for instance, job rota-
tion, sell-munaging groups. career planning. Marketing technigues
merely add to that array.

The discussion above raises: the guestion as to where the boundary
berween HRM and marketing lies, and mter-functional co-ordination



can be achieved in the face of inter-functional conflict, This is importam
because some internal marketers have argued that activities that have
traditionally been thought to be the preserve of the personnel functions
should be undertaken by the marketing function. For example, Berry and
Parasuraman extend the limits of internal marketing to include activities
that are traditionally associated with the personnel function:

‘Tvernal marketing s attracting, developing, morivasing ad
reraining qualified eimplovees through job-produces that saiisfy
their needs. Inrernal marketing is the phitosophy of freating
empfaveey ay custemers, .. a0t i8 the stearegy of shaping
Job-prodics to fit iman needs.

Compare this with Willman's definition of human resource management:

‘Muman resource management 5 corcerngd with the set of
decizions ard policies through wiich the sreanizations ativict,
recrudl and motivare, reward and develop thelr eonplovees. Tn
addition it s concerned with the wavs in which empiovment iz
terminated,”

In fact, George goes much further than Berry and Parasuraman and
suggests that:

It is time o replece the personne! department i service firms
Wil product smanagers W can imglement o marke g
Approach 10 service ermploYent anagenent, 2

The underlying reason for such an assertion 15 the fact that there is still
relatively little recognition in the HRM literature that the nature of
services requires different types of HRM practices to those required in
the production of physical/manufactured goods. The services marketing
literature has highlighted this and also the fact that it is imperative ta
have the right personnel at the point of delivery, because of their impact
on the perception of the quality of service delivery and as it also provides
a markeling opportunity, as well as the fact that the actions of the per-
sonnel themselves form part of the product that customers are buying,

Because of the nature of the service delivery process, it is essential that
emplovees have the right training and attitudes, In particular, customer
contact employees need to be more people oriented rather than task
oriented, Furthermore, where the personnel and the services that they
perform form a large part of the product being offered (high contact
services), then marketing needs to be as closely involved as the HEM|
personnel function in the recruitment, training and rewarding of employ-
ees. Motivation of these employees constitutes an ¢ssential element in the
success of these services,



A uselul definition of the boundary between marketing and HRM is
provided by Kotler, who states that marketing consists of non-coercive
actions to induce a response in another social unit®, That is, the use of
foree or Formal authority is not considered to be a marketing solution
toa problem. This is an important distinction, in that in many cases the
persuasive tactics employed by internal marketing are likely to be
unsuceessful, and in these imstances ‘formal” mechanisms that personnel
management 15 empowered 1o use (by the contractual nature of employ-
ment) would need 10 be emploved in order to achieve the implementa-
tion ohjectives,

At the operational level, internal marketing implies the co-ordination of
HEM and other functions so that the promises of the external marketing
campaizgn are delivered. At the strategic level, the major objective of IM is
to motivate employees. towards customer onentation. This requires a
sipportive management style, recruitment policy. training and planning
procedures’.

Supportive senior management and management style 13 essential for
the achievement of a motivated customer-oriented workforce. Al a basic
leweel, 1f senior managers are nol customer oriented, then it is unlikely that
the rest of the orgamzaton s likely to be customer onemted. This is
because employees take themr cues from senior management as 1o the
types of behaviours and attitudes that are regarded as important (o the
arganization. The management style also needs 1o be supportive. For
example, where a product or service needs to be customized, employees
need to be empowered to make the necessary decisions in order o satisfy
customer needs (see Chaprer 5 [or a more detailed discussion), Such a
situation requires a participative style of management, Centralized deci-
sion making in this context would lead to slow service, dissatisfied cus-
tomers and frusirated emplovees,

A suppertive personnel policy 15 also ¢rueial in order to ensure that
emplovees with the regusite skills, competencies and  attitudes are
recruited. Retention of good employees requires competitive remunera-
tion policies and career progression paths. Remuneration policies need to
reflect steategic objectives such as customer orentation and service orien-
tation 1o achieve external and internal marketing objectives.

Traimng is essential 1o ensure that employees have the skills and com-
petencies needed 1o produce the products and services at a level of quality
expected by customers and to take advantage of marketung opportunities
that arise, Traiming isalso required to inculcate the core values of custo-



mer orientation and other attitudes (such as service orientation). The
adoption ol changes in policies and new ideas are generally more likely
to be successful if the employees that are affected by the changes are
mvolved in the planning process,

It 15 clear from the above that IM is very dependent on supporting
HRM policies if it is to succeed. At the same time, the discussion above
suggests that IM can be used by management to disseminate core orga-
nizational values throughout the firm. That is, IM can help to create a
shared system of beliefs. For instance, for service firms, this may mean
the implementation of a service onentation culture amongst emplovees.
IM technigues together with HRM techniques could be used to achieve
this objective. For instance, IM technigues could be nsed to communicate
the importance of product quality, supported by training and incentives
tor appropriate behavioural outcomes.

S

-ation in

Marketing management has long ascribed to ifself the role of an integra-
tive function. which is responsible for co-ordinating other company fune-
tions so that the performance of the company is customer oriented. The
basis for this claim rests on the marketing function’s direct contact with
exterpal customers. And in the case of services marketing, because of the
importance of personnel in the delivery of service, some marketers have
argued for supplanting of the personnel department so that a more mar-
keting-like approach could be adopted for attracting, recruiting and
managing service employees.

Heowewer, if such a policy were to be ddopted. then it is bound 1o lead
to conflict between marketing and HRM and operations management
and other directly. affected departments. This is because it may be seen
as an attempt by the marketing function to increase its influence within
the organization at the expense of other functional arcas.

Inter-functional conflict can also arise because of differing priorities of
functions. For instance, marketing may wish to increase sales via price
promotions. The resulting increase in demand will have an impact on the
production schedules, and may also increase the costs of the operations
management depariment. If there 15 insufficient slack in production capa-
city, staff may have to accept more {lexible working patterns. Inter-func-
tional conflict can also arise due to different perspectives and approaches
to problems. For instance; there is considerable evidence that conflict
between the marketing and R&D department arises due to the fact
that, whilst marketing's focus is on customer needs, R&Ds focus is on
exploiting new technologies.



Organizations, therefore, need to look at ways of ||11.rtasulg Cross-
functional co-ordination. For instance, in service marketing, where it is
necessary to have friendly, customer-oriented personnel, the marketing
department could have involvement in job specification, training and
remuneration of contact emplovees. George poes even further and sug-
gests that, for service-oriented firms, “Poficies for these two functional
areas musi be prepared  simwdraneowsly with each docwment coniaining
ideas about the other™

Oither methods of integrating the personnel and marketing functions
include’:

B Involving representatives from personmel on marketing commit-
tees and vice versa.

B Creating liaison or boundary spanning roles. That is, appointing
individuals within functions whose role is to communicate with
other departments regarding any actions or policies that may
impact on each other,

B Duplicatng a personnel unit within marketing whilst maimtaining
a personnel department, or merging the personnel and marketing
departments.

B Shared information systems. Such systems increase the speed and
fow of information between functions, and help to build trust and
thereby reduce the areas of inter-functional conflict.

B Cross-functional teams. Cross-functional teams have been found
(o be the most successful mtegrating mechanism. However, the
teams need (o have a clear focus and the composition of the
teams needs carelul consideration 1o endure success,

B Matrix orgamizational structures in order to increase horizontal
communication,

Many of these practices have been adopted already by firms in order to
creale knowledge in new ways, to inerease sharing of information, and to
respond more rapidly 1o changes in the market.

Giiven the nature of inter-functional rivalry and the potential for con-
flict, 1t 15 suggested that internal marketing cannot and should not be the
sole responsibility of any department (i.e. marketing, HR or any other),
Moreover, because of the very nature of internal marketing’s function of
motivating all employees towards the effective and integrated implemen-
tation of cerporate and functional goals. the impetus for such a pro-
gramme needs to come from strategic management, Such a policy
avoids inter-departmental conflict and gives internal marcketing the
high level of managerial commitment thal is necessary for its effective
implementation and the achievement of high quality, customer-sensitive
service delivery.



Internal marketing is more than an instrument for disseminating argani-
zational values. Given that the central aim of internal marketing is to
develop customer-conscious employees, treating emplovess as customers
ancl the vse of marketing-like techniques to achieve these aims, IM itself
constitutes a new cultural initiative. It requires that customer orientation
15 central to all the organization’s activities and a core part of the orga-
nizational culture. This has a number of major implications for HRM
function and the style of management (see Exhibit 4.1).

Having customer orientation at the centre of organization activities
implies that HRM, like all other departments, needs to align its activities
to the needs of the external market as envisioned by the marketing func-
tion. Such an alipnment supgests a strategic approach to HRM.
Alignment of human resources with the strategic requirements of the
organization is widely accepted nowadays. and is the major thrust behind
the emergence of strategic HRM concept and function. A strategic
approach to HRM ensures that the requirements of implementation of
strategies are taken into account at an early stage. It also ensures that the
requisite competencies are developed within the organization, and the
employees recruited have the requisite competencies and attitudes Lo per-
form tasks required 1o deliver products and services customers want and
give the organization competitive advantage in the market. In such a
climate, internal marketing programmes designed to support external
marketing strategy or other corporate strategies are more likely to be
accepted than in organizations where a stralegic approach to HEM is
lacking.

The treatment of employees as customers also implies a new approach
to management. The underlying implication that ergamizations should
attempt to understand the needs of their employess and then attempt
to satisfy those needs implies a degree of consultation with employees
and, hence, a management style thatl is participative to some extert.
Whilst a participative management style 1s not strictly necessary for the
implementation of specific internal marketing programmes, it is more
likely to lead to their acceptance and efficient exccution. For instance,
a participative management style is likely to require less use of persuasive
types of communications to employees, as consensus and agreement are
an intrinsic part of the consultation process. As a minimum, this discus-
sion implies that the existing style of management necds to be taken into
account when designing internal marketing programmes. Internal mar-
keting programmes based on the assumption of participative manage-
ment are likely to fail in organizations dominated by a control-enented
centralized management style.
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Sears

The year 1992 was the worst financially in the history of the
premier American retailer, Sears. It suffered a net loss 53.9
billicn on sales of $52.3 billion. The losses were the culmina-
tion of years of poor performance by the retailer. Like many
mass retailers, Sears had bean slow to react to the changing
needs of the consumer and had been losing market share to
discount stores such as Wal-Mart, who were more focused in
their activities. Sears' response of competing on price meant
lower margins and consequently less expenditure on the hir-
ing, training, motivating and remuneration of sales staff. Tha
policy led to very high employee turnover and a dramatic fall
in custorner satisfaction levels.

In response to this situation, Sears instituted a furnaround
strategy designed to narrow its focus on retailing. This led to
the closure of its catalogue operations and divestment of its
insurance and property subsidiaries - The Allstate Corp. and
The Homart Development Co. By 19986, the company marked
its first year of operations focused exclusively on retailing.

Sears also made changes to its retailing strategy. Realizing
that 70 per cent of its customers were women, Sears
launched ‘the softer side of Sears’ strategy and store refits
that included installation of wider aisles, softer lighting and
elaborate displays, emulating the more upmarket depart-
ment stores., Service to customers was also increased and
made more responsive to the needs of busy women. Sears
also introduced new own-label lines in clothing and cos-
metics. Over 100 stores were closed, reducing its mall-
based stores portfolio. These changes increased sales by 9
per cent and generated a net income in 1993 of $750 million,

After returning to profitability in retailing, in 1994, under
the direction of Arthur Martinez (who arrived to head the
merchandising group in 1992 and later became CEOQ from
1995 to 2000}, Sears grouped its top 120 executives into
five task forces on the themes of customers, employees,
financial performance, innovation and values. The task forces
were charged with defining world class in each area and
providing Sears with measures to track progréss. They
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helped Sears arrive at a new vision for the busingss, namaly
to become ‘a compelling place to shop, work and invest.'
They became known as the three compellings or three Cs.
The three Cs were supported by three core values - the three
Ps - passion for the customer, our people add value and
performance leadership. To support this strategy, the senior
management set about transforming the HR function and the
paternalistic command and control organizational culture.

Transforming human resource management at
Sears

The design was a radical departure from the past, as the HR
function was henceforth required to treat the internal orga-
nization as if it were the customer. That meant it had to iden-
tify the requirements of its customers before designing the
new look HR function. Based on data derived from employee
surveys, the HR transformation tearm went back and comple-
tely changed the HR function. Everyone in the HR function
was reassessed according to the new standards of customer
service orientation, responsiveness and so on. Then the
department was completely restaffed using a ‘zero-based’
staffing approach. In addition, the reporting relationships of
HR staff were also changed, so that instead of reporting to
HR, they had to report to the businesses they supported and
help colleagues in those businesses align with the compa-
ny's new vision and strategy, thus helping HR to become a
strategic business partner. The majority of the time of HR
personnel was now spent making Sears a compelling place
to work by developing a host of training, development and
rewards strategies.

With over 800 full-line department stores, more than 2700
off-the-mall stores and over 300000 employees, Sears
needed a major drive to communicate the new vision and
strategies to all its employees. Sears used a number of HR
programmes to convey the new mission and inculcate the
new Sears culture, including learning maps and monthly
store meetings. Sears sales assistants now get much mare
training than before the turnaround began. For example,
whereas no formal orientation existed before, an 8-week
orientation process was introduced. Management education,
which had been virtually non-existent before the turnaround,

{cantinued)
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is given a high priority and the Sears University, which was
established in 1995, was specifically set up to train mhanagers.

The company developed new performance appraisal cri-
teria and compensation systems for all its managers; empha-
sizing finaneial and non-financial performance. The annual
performance appraisal is a 360-degree appraisal, including
feedback from their supervisors, peers and subordinates, rat-
ing the managers on 12 leadership criteria, including custo-
mer service orientation, initiative and sense of urgency,
business knowledge, problem solving, empowerment skills,
team skills, and change leadership. The 12 criteria are also
used for recruitment and training purposes. Thus, the com-
pany rewards managers who improve customer satisfaction
and employee satisfaction levels by developing and support-
ing employees under their control. To further emphasize the
importance of non-financial measures, from 1996, one-third
of Sears' senior management’s long-term incentives have
been based on improvements in employee satisfaction as
measured by the employee attitude surveys, one-third on
improvemnents in customer satisfaction, and one-third sales
and profitability measures. This was a big change from
Sears’ existing executive compensation programme, which
rewarded executives for achieving sales and profit targets for
their particular business units.

Measuring performance

The transformation team figured it was not sufficient to just
have a vision, they had to determine exactly how to put that
vision into action. They set out to come up with a business
maodel and a set of indicators — the Sears Total Performance
Indicators (TPl — that would show how value is added in the
retail operation and show the link between employee atti-
tudes and profits, Using the data collected for the task forces
and data routinely collected, a set of six indicators were
refined to measure objectives in the areas of customer satis-
faction (one indicator), employee satisfaction {two indicators)
and financial performance (three indicators).

In addition, Sears also undertook a statistical modelling
exercise to establish the relationship between the different
variables in the TPl Using data from 800 stores, Sears found
that if positive employee attitudes (measured by 10 factors
relating to their attitudes to the job and the organization)

leontinwed)



increase by 5 per cent, then customer satisfaction will
increase by 1.3 per cent, leading to a 0.5 per cent increase
in sales. On the current sales of over $40 billion, this trans-
lates to over $200 million annually.

A continuous process of data collection, analysis and mod-
elling and experimentation, the Total Performance Indicators
show Sears managers how well they are doing with custo-
mers, employees and financially. The model can also be used
at a store or regional level to assess performance and indi-
cate remedial action, if necessary.

Sears’ customer satisfaction ratings began creeping
upward in 1993 measured against thair leading competitors,
A Fortune magazine survey published in February 1997
showed more than twice as much customer satisfaction as
any other retailer surveyed, In 1996 and 1997, its customer
satisfaction scores rose two more percentage points, placing
it at parity with its target competition.

Since March 1997, Sears cash tills have been randomly
generating receipts that ask customers to call an automated
toll-free number and respond to questions. The survey
results show customer satisfaction has risen several per
cent since 1996, This has been verified externally, for
instance by a Fortune magazine survey in 1997, which
showed that Sears' customer satisfaction increased by 5.6
per cent from 1995 to1996 and 2 per cent from 1996 to 1997,

Employee satisfaction scores have also increased. The
employes satisfaction score was estimated to be 895 in
1998, having risen 1.5 per cent in the past year and a half
alone. And what has been found is that stores that have
higher employee satisfaction ratings generally perform bet-
ter financially than those with lower ratings. Another mea-
sure of employee satisfaction is the fact that the company's
turnover rate has plummeted from 100 per cent turnover
when the turnaround project started to 68 per cent, This com-
pares with an employee turnover rate of nearly 75 per cent a
year for typical retail stores in the USA.

Sources: Laabs, J. {1983). The HA side of Sears” comeback. Waorkforce, 78 (3),
March, 24-9. Sherman, 5. (1987}, Bringing Sears into the new world. Forfung,
136 (7], 13 October, 183-4. Martinez, A. (1938). Sears strategy for continuing
renewal. Chain Store Age, July, B4=74. Ruccl, R., Kirn, 5. and Quinn, B T.
(1998). The employee-customer-profit chain at Sears. Hanvard Business
Review, January/February, 82-97.



The acceptance by the HRM function that marketing-like technigues
can be used internally for the purposes of motivation and infer-functional
integration is likely to transform the HRM function itself. For instance, if
the customer orientation philosophy is adopted by HRM > then it will
begin to market its services Lo its internal users rather than waiting to
be approached or relying on formal mechanisms, In some instances, this
is prompted by the need to compete with external suppliers. In these
cases, internal marketing is acting as an agent of change and transform-
ing the-way the HRM function has traditionally operated.

Internal marketing programmes are nol implemented in a vacuum.
Effective implementation of IM programmes requires o supportive envir-
onment and structures. In particular, it requires close co-operation
between the HRM and marketing functions in order to ensure that the
requisite HRM policies are in place to support the external marketing
strategies. A major role of IM is to increase inter-functional integration
and to reduce inter-functional conflict; as this is a major barrier to effec-
tive implementation. Inter-functional conflict can anse for & number of
reasons, including the perception that one function is trying to increase
its power al the expense of the other. Greater inter-functional integration
can be achieved m a number of ways mcludimg, amongst others, cross-
functional teams, creating boundary spanning roles, and representation
of marketing and HRM personnel on each other’s committees.

Whilst closer co-operation and inter-functional integration are ¢ssen-
tial for the success of IM programmes, in the longer term IM also
requires a culture shift in orgamzational values. Indeed. IM is a cultural
initiative in itself. The acceptance of the central aim of internal marketing
of developing customer-conscious emplovees, treating employees as cus-
temers and the wse of marketing-like techniques 1o achieve these aims
means that the organization is taking on board a new set of values. The
IM approach also implies that a strategic human resource management
approach and a participative style of management are more consistent
with the implementation of internal marketing stratepies. These values
and approaches to management need to become part of organizational
culture. The best way of transmitting these values through the organiza-
tion is for senior management to buy into customer orientation and other
values associated with internal marketing.
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We saw in Chapter 2 that empowerment is an essential component of
internal marketing, particularly in the area of services marketing, Whilst
4 great deal has beem written on the subject of empowerment {also
referred to as job involvement, and as emplovee participation) in the
manufacturing industries, its application in the services area s surpris-
ingly, as wvet, still relatively underdeveloped. However, any rigorous
examination of the literature shows thal empowerment is not suitable
for all occasions or all lvpes of employees, as il can have both positive
and negative consequences for employees and the organization, This
chapter outlines a contingency framework for the empowerment of con-
tact service employees, It is argued that the appropriate levels and the
types of empowerment given to employees depend upon a combination of
the complexity (or variability) of customer needs and the degree of task
complexity (or varability) involved in delivering the services. It is also
argued that, in any empowerment framework, it is essential that the
degres and the type of empowerment be explicitly incorpotated.

The special nature of services, and in particular the simultaneity of pro-
duction and consumption, is one of the major reasons that many services
marketers argue that contact employees should be allowed a degree of
discretion when dealing with customers. For instance, Gronroos argues
that the interactive nature of services provides empowered emplovees an
opportunity to rectify mistakes and an opportunity to increase sales:



Teleally, the fromt-line employee. . should have the authorier fo
make prompe decisions, Otherwise, sales opportunities and
oo et ees b corvect qualiny mistakes amd avold guality
prablenis in these moments of truth are not used intelligently,
and becore truly wasied moments of opportunity to correct
mizfakes, recover critical situations and achieve re-sales and
erass-sales,

However, other authors argue that service employees should have little or
no discretion. For instance, Smith and Houston® propose a ‘script-based’
approach to managing customer and employee behaviour to control
behaviour and process compliance. That is, Smith and Houston envisage
little or no room for participation by emplovees. Levitt® forcefully argues
for a ‘production line’ approach and the “industrialization” of services in
order to improve the productivity of services, One of the key elements in
this appreach to services is that it leaves little room for discretion for
service employees.

Mills* argues that the degree of management control over service
emplovees (or conversely the degree of employee empowerment) should
depend on the structure of the service system: for low contact standar-
dized services behaviour can be controlled by mechanistic means such as
rules and regulations. For high contact, highly divergent services (that is,
those requiring a high degree of customization), Mills suggests that
emplovee self~-management and peer-reference technigues are more suc-
cessful. Even Gronroos recognizes that not all decision making can or
should be decentralized as *chaos may follow in an organization if stra-
tegic decisions, for example, concerning overall strategies, business mis-
sions and service concepts, are not made centrally™

The foregoing suggests that the approach to participation is a contin-
gent one. Before outlining the proposed framework. we begin with a
discussion of the nature of empowerment, the rationale for i, and the
differences in degree and types of empowerment that can be given to
employees,

Empowerment has been defined in numerous ways, but most authors
agree that the core element of empowerment involves Ewmg employees
discretion (or latitude) over certain task-related activities”. Empowerment
implies that front-line empkm}'eea. are allowed to exercise a degree of dis-
cretion during the service delivery process. Three types of discretion can
be distinguished, namely routine, creative and deviant discretion’.
Routine discretion is exercised where employees select an alternative
from a list of possible actions in order to do their job (e.g. investment
counsellors recommending @ product from a list of the organization’s



products). Creative discretion is exercised where employees themselves
have to develop alternative methods of performing a task (e.g. a profes-
sor's diseretion over the content of a lecture). Creative behaviours are nol
specified by the orgamzation, but are regarded positively by the orgam-
zation. Deviant discretion, on the other hand, is negatively regarded by
the organization, as it involves behaviours that are not part of the
employee’s formal job description and outside the area of the employee’s
authority.

Whilst discretion is regarded as perhaps the most important feature of
emplovee empowerment, there are a number of other features of empow-
erment that are essential for the effective implementation of service deliv-
ery strategies. For instance, in addition to employee discretion, Bowen
and Lawler” also include in their definition of empowerment the sharing
of information regarding the organization’s performance, rewards based
on organizational performance, and knowledge that enables emplovees to
understand and contribute to organizational performance. Berry goes
further and argues that:

‘Empowerment iv g state of mind. An emplayee with an
empawered sfate of mund experiences feelings of 1) control
oviel fowt the folb shall be performned, 2 awareness of the
confext i whitch the work s performed, 3) acconniability for
personal work odput, 4 ) shared responsibilicy for unit anid
argaitizational performrance, and 37 equity in the rewards
Based on individual awd colfective performance. g

The impertant point to note 15 that both these sets of authors repard as
mmporiant the sharing of information so that the employees understand
the context in which they work. They also regard as important that
empowered employees are remunerated appropriately and in the case
of Berry that these rewards are based on individual and collective
performance.

It has already been intimated that one of the major reasons for empow-
ering front-line service employees is so that they can take advantage of
sales opportunities and cross-selling opportunities resulting from the
interactive nature of the service delivery process. More generally, the
reasons for empowering employees can be divided inito those that
improve the motivation and productivity of emplovees and those that
improve sérvice lor the customer and market the service products more
effectively.

In services marketing empowerment of the front-line can lead to both
attitudinal and behavioural changes in employees. Attitudinal changes



resulting from empowerment include increased job satisfaction, reduced
role stress and less role ambiguity.

Empowerment also has important behavioural consequences. For
instance, empowerment can increase the self-gfficacy of emplovess as
discretion allows them to decide the best way to perform a miven task.
Empowerment leads to employees becoming more adaptive.
Empowerment also leads to guicker response by employees 1o the
needs of cuslomers, as less time is wasted in referring customer redquests
to line managers. In situations where customer needs are highly variable,
empowerment is crucial in allowing employees to customize service
delivery,

From a marketing perspective, because of the simultaneity of the pro-
duction and consumption of services and the frequent invoelvement of the
customer in the production process. there is far more scope and opportu-
nily lor customization of service products than manufactured products.
Customization of the service during delivery can also be used as a source
of differentiation and competitive advantage, and increase customer satis-
faction, This, obviously, suggests the need to empower contact employees
approprialely contingent upon the type of service product being provided.

Service recovery is another area where empowerment plays a vital role
as serviee Failures are inevitable. Speedy service recovery is essential when
service failures occur. Otherwise, if service failures are not rectified
quickly and satisfactorily, customers may lose faith in the overall relia-
mlity of the service. Schlesinger and Heskett'. for instance, note that
empowerment of (ront-line employees 15 one of the key components in
breaking the “cycle of Failure’ in services. It s also a vital compenent ina
service firm's stralegy of maintaming customer satisfaction.

Bowen and Lawler'' suggest that the degree of empowerment varies from
control oriented at one end and imvolvement orientation at the other.
Control orientation is typified by the production line approach, where
there is no empowerment of employees. Suggestion involvement is the
next level of involvement in Bowen and Lawler's schema, followed by job
involvement, and finally leading to high involvement.

Suggestion involvement need not involve any changes to the basic pro-
dugtion line management approach, as it basically only allows employees
to suggest changes in the service delivery and product changes, which
may or may not be adopted. This type of involvement of employees
includes activities such as emploves attitude surveys, problem solving
groups and quality circles (which have been widely used in the manufac-
turing sector). These technigues are designed basically toelicit informa-
tion from employees. Other techniques, such as house journals and team



briefing, are used to impart information to employees (in order to
empower them) so that they are more effective in the performance of
their jobs.

Jol invalvement involves a significant departure, as it gives employees
discretion over various aspects of their jobs and how they organize their
work, Such discretion can be given either to individuals or to groups of
individuals (i.e. workgroups). Discretion given to workgroups may lead
to them becoming semi-autonomeous workgroups or self-managing
teams. Self-managing teams are allowed to organize how they undertake
tasks within the group.

Even higher levels of involvement oceur where employees are involved
not only in the performance of their jobs, but alse in the organization’s
performance. According o Bowen and Lawler, #igh involvement occurs
where:

“Husiness performance information 15 shared, Employees
develop skills i teanmwark, prodfem solving, arnd fsiness
operations. They participate in work wril management
decisions. There i profif sharing ond emplovee ownersiip. L

At the service delivery level, high invalvement in the Bowen and Lawler
sense 18 nol relevant, as it does nol divectly empower conlact service
emplovees, High involvement in Bowen and Lawler’s schema is an indir-
ect method of empowering emplovess. Hence, in what follows Low
Empowerment describes situations where employees are encouraged to
make suggestions regarding the way in which services are delivered but
management i5 not bound to act on the suggestions, High Empowerment,
on the other hand, is used to deseribe situations where employees have a
high degree of autonomy and discretion over the way i which they
undertake service delivery tasks. Obwvicusly, intermediate situations
oceur where moderate degrees of discretion are allowed to employees
and thus are moderately empowered.

In any discussion of empowerment it is also important to distinguish
between the types of discretion exercised. In fact, as mentioned above, the
degree of empowerment that is appropriate for different types of services
provided can be described by the level of creative and routine discretion
exercised by employees. Clearly, a high degree of routine diseretion is not
the same as a high degree of creative discretion.

Whilst the contingent nature of empowerment is implhed by a number of
authors, the only existing contingency framework for empowering service
employees is that of Bowen and Lawler. According to Bowen and Lawler,



there are five contingencies of empowerment, namely business strategy,
tie to the customer, technologyy business environment and tvpes of
employees. Before proposing an alternative framework. a brief discussion
of these contingencics follows helow,

B Business strategy, Firms undertaking a differentiation business
strategy or a strategy that involves high degrees of customization
and personalization of services should empower their emplovees,
Howewver, firms pursuing a low cost, high velume strategy should
use a production line approach to managing employees.

B Tie to e customer, Where service delivery involves managing
(long-term) relationships with customers rather than just perform-
ing a simple transaction, then empowerment is essential. This is
particularly important in the case of indusiral/organizational cus-
tomers, where relationships are not only long term but the value of
individual transactions is high.

B Technology. If the technology involved in service delivery simpli-
fies and routinizes the task of service personnel. then & production
line approach is more appropriate than empowerment. However,
where the technology is non-routine or complex, then empower-
ment is more appropriale.

B Business enviromment. This relates 1o the relative predictabiliny/
variability of the business environment and that of customer
needs. Bowen and Lawler illustrate this with examples of airlines
who serve customers with a ‘wide variety of special requests’,
which makes it impossible to anticipate many situations and there-
fore to ‘program’ employees to handle them. This is contrasted
with a fast-food restaurant, where customer requirements are sim-
pler and more predictable, and a praduction line approach is more
appropriate,

B Types of emplopees. Bowen and Lawler recognize that empower-
ment and production line approaches require different types of
emplovees. Employees most likely to respond positively to empow-
erment are those that have high growth needs and those that need
to have their abilities tested at work. Where empowerment
requires teamwork, employees need to have strong social and
affiliative needs and good interpersonal and group  skills.
Empowerment requires Theory Y tvpe managers. who allow
employees to work independently to the benefit of the organization
and ite customers. The production line approach requires theory X
type managers, who behieve in close supervision of employees.

Whilst Bowen and Lawler’s classification scheme is helpful in describing
some of the situations in which service employees should be empowered.



it 15 difficult to see what the underlying dimensions are 1hﬂhin-d these
contingencies. The major weakness of Bowen and Lawler's contingency
framework is that it does not distinguish between customer- and
emplovee-related contingencies, Bowen and Lawler also seem to suggesi
that the decision to empower employees is, in part, a consequence of
engaping emplovees with high growth, social and interpersonal needs,
rather than vice versa, In fact, the type of employees is nol & contingency
but controflable factor in the delivery of services.

We propose that the appropriate levels and the types of empowerment
given to emplovees depend upon a combination of the complexity (or
vanability) of customer needs and the degree of task complexity or varia-
bility involved in delivering the customer needs. The major reason for this
is the Fact that in services the degree and type of inleraction between
customer and contact employees can have a major impact on the degree
of complexity of the task that a contact employee has to perform in order
1o satisfy customer needs, Complexity of customer needs includes,
amongst other things, product complexity, complexity of relationship
(e 1o the custormer) and variability in the needs of customers. Task
complexity ar varizbility is partly determined by, amongst other things,
the type of technology emploved and partly by the service product. Both
of these are determined by the basic business strategy that is employed by
the organization.

This is shown in the two-by-two matrix in Figure 5.1, together with the
type of discretion exercised 1 each of the different situations. In Figure
5.1, Box A descnbes a situation where the vanability in the needs of the
customer is low and the complexity of the task performed is alse low, An
example of such a situation is the service provided by a checkoul assistant
im a sopermarkel, Emplovees in such situations have hitle or no routine
or creative discretion in the way they perform their tasks or the service
that they offer to cusiomers. In some situations, customers may be
allowed 1o customize the product by choesmg from a limited amount
of options. For instance, Burger King's "Have Il Your Way™ allows cus-
tomcers (o have their burgers with or without cheese. However, whilst
option personalization increases the discretion of the customer, it does
not affect the discretion that the emplovee has over the performance of
his or her job,

Box B deseribes a situation where the task is still relatively simple, but
the needs of the customer are more complex or variable. The situation is
iypical of one that is often faced by salesprople. The salesperson is allowed
i this situation to offer different options to the customer in order to meet
the needs of the customer. However, the options that the salesperson
offers to the customer must be those that the salesperson has been author-
ized to ofler and no other, The salesperson js not allowed to (or required
to) create new oplions thal may meet the customers needs, However, the
options that the sulesperson chooses to offer to the customer depend upon
an assessment and an understanding of the needs of the customer and
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Figure 5.1 The relationship between customer needs, task complexity
and discretion. Source: based on Willman, P. (1989), Human resource
managemant in the service sector. In Management in Service Industries
(P. Jones, ed.), Chapter 14, pp. 209-22, London; Pitman,

therefore requires a certain amount of creativity (or adaptiveness) on the
part of the salesperson. Hence, salespeople may be allowed to exercise a
small amount of creative discretion. Salespersons are also allowed a cer-
tain amount of discretion in how they perform their job. For instance,
salespeople may be allowed to schedule their own ealls on prospective
customers rather than having to follow a prescribed routine.
Salespersons also have discretion as to how they make the sales pitch.

Box C describes a situation where customer requirements are refatively
simple, but the task is complex. An example of such a situation 1s where a
service engineer is required to repair a photocopier, for instance. The task
required to perform the service is complex in that it Tequires technical
expertise. The organization therefore relies on the expert judgement of
the employee to perform the task and allows the employee a high degree
ol discretion in how they perform the required tasks. However, this dis-
cretion is usuvally limited to alternative (usually appreved) methods of
working to provide the required service. The service engineers do not
have any creative discretion, That is, they do not normally provide cus-
tomized solutions to the customers. In any case, as the customer needs
are fairly simple, creative discretion is not required.

Box D describes a situation where the needs of the customers are highly
variable and the selutions required o meel the needs of the customer are



also highly variable and complex, Such situations inevitably require cus-
tomized solutions. The relationship between a doctor and a patient is
typical of such a situation. Typically, the doctor has a great deal of
latitude in the treatment of patients. Even here, there are limits to the
degree of discretion, as the degree of latitude is limited to the area of
expertise of the doctor or, in more general terms, the expert,

In all the above cases, when employees go bevond the degree of dis-
cretion allowed them, they are exercising deviant diseretion. Such beha-
viour can be detrimental to the organization and most organizations
would regard such behaviour as a disciplinary matier,

The matrix above provides organizations a fairly high level view of
empowerment issues. In order to make decisions regarding the degree
of empowerment that s appropriate for the specific context that an orga-
nization faces, it 15 necessary to specify more precisely the dimensions of
the contingencies of task complexity and customer needs complexity/
variability, For instance, in order 1o understand the degree of customer
needs complexity, the organization needs o examine its service produgt
{rom a customer perspective and identify the essential features that are
important to customers. Review of the literature suggests that the major
facets of customer needs complexity for services are service product com-
plexity, customer needs complexity/variability, importance of speed of
service, customization and the importance of service guality (see Figure
5.2). The links between these features of service and empowerment are
discussed below.

1 Service praduct complexiry. With complex products. customers
expeci a high level of expertise from contact employees. Hence,
the greater the product complexity (from the costomer’s perspec-
tive), the greater the need to empower employees. High levels of
empowerment give customers greater confidence in the ability of
the contact employes (and the organization) to deliver the service.
For instance, management consultancy and education are highly
complex products, and customers of these products expect a high
level of autonomy on the part of consultants and college professors
in the delivery of the service. :

2 Customer needs complexity/variabifity. The more complex or vari-
able the needs of the customer, the greater the need for empower-
menl. Customers do not wish to be held up whilst the emplovee
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Figure 5.2 Features of customer needs complaxity. *Speed of sarvice is
a reversed scored item. That is, the faster the speed of sarvice neads to
be, the more likely it is that a production line approach will be
employed.

consults with a line manager, because the customer's needs vary
from the standard service product.

3 Importance of speed of service. The speed with which customers
expect & service delivery to be completed is an important aspect of
any service product. The greater the importance of speed of ser-
vice, the less appropriate is empowerment of contact employees, as
speed is often gained by standardizing service delivery routines.

4 Customization. The degree 1o which customers expect products to
be tailored to their specific needs, The greater the reguirement for
customization, the greater the need for empowerment.

§ [Importance of service guality, Service quality is a complex area of
service products. Berry et al."" have shown that customers assess
service guality on five main dimeénsions, namely relhiability, respon-
siveness, assurance, empathy and tangibles (in that order of impor-
tance). The responsiveness, assurance and empathy variables are
obviously heavily dependent upon contact employees. Hence, the
higher the level of responsiveness, empathy and assurance (and



hence the service quality) expecied by the cusmmcr“thc greater s
the need to empower contact employees.

Similarly, erganzations need to identify the key determinants of Lask-
related activities which determine the features of the service product and
the service delivery process (see Figure 5.3). The discussion above and an
examination of the literature suggests the following major task-related
contingencies for empowerment (see Figure 5.3).

1 Technolesy (ronting versus non-roatine ). This refers to the degree
1o which technology routinizes service tasks. The greater the non-
routine nature of tasks, the greater the need for empowerment.
The technology dimension also captures the extent to which ser-
vices are equipment rather than people focused. The greater the
people-orented {and, henee; non-routine) nature of the service, the
greater the need for empowerment.

2 Task variety/uncertainty, The extent to which an emplovee needs
1o be flexible and 1o perform non-routine tasks in order 1o meel
non-routine needs of customers. This does not necessarily require
the employee to be creative. That is, employees may be able to
cope with task variety by being given routine discretion (rather
than creative discretion). Generally, the greater the task variety,
the greater is the need to empower employees. Otherwise, employ-
ees wolild need to constantly liaise with their line managers before
undertaking the required tasks.

2 Crearivity, The degree 1o which an employee is required to be
creative (that is, required to generate specific solutions for specific
customer needs) or innovative i order to meet customer needs,
The greater the reguirement for employees to be creative, the
greater s the need for empowerment. In this case. it 15 obvious
that employees need Lo be given creative discretion.

4  Tusk complexity/difficulty, The degree of complexity of the task
depends on the number and sequence of steps required to perform
the task or the knowledge intensity, Generally, the greater the
complexily of the task, the greater will be the reguirement for
formal training of employees. The need for empowermenit varies
directly with task complexity.

& Process versuy procuuct focus. The degree to which the service deliv-
ery process s important compared with the product itself. Process
orientalion requires greater empowerment, whereas product focus
requires more of a production line oriestation.
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6  Value added at point of contact. This refers to the proportion of value
added by contact emplovees ([ront office) compared with back office
employees, This is usually reflected in the relative proportion of
front and back office employees. The greater the value added by
contact cmployees, the greater is the need for empowerment.

7 Contact time. The duration of time per transaction spent by an
employee in delivering @ service compared with the total time spent



by the customer in receiving the service. The greater the contact
time, the greater is the interaction between the customer and the
contacl employee. As a consequence, high contact services increase
the uncertainty in the delivery process and, hence, the need for
empowerment varies directly with the contact time between the
service provider and the customer.

8 [Importance of service recavery, The degree of importance placed on
rapid service recovery, The greater the need to recover service
quickly, the greater the need to empower employees to take reme-
dial action,

9 Complexity of customer relationship with the organization, This
refers te the extent to which transactions are part of an ongomng
multi-faceted relationship rather than simple transactions. The
longer the relationship and the greater the multi-faceted nature
of the relationship. the greater is the complexity of the relationship
{compare with Bowen and Lawler’s ‘tie to the customer’ contin-
gency). The greater the complexity of the relationship, the greater
15 the need to empower employees. Key account managers may be
appointed where the particular relationships are complex and
financially important in order to manage the relationship.

10 Opporiunitics for interactive marketing. The extent to which oppor-
tunities exist for selling additional services to customers to meet
their wider needs. The greater the extent of opportunities for inter-
active marketing, the greater is the need 1o empower employees to
take advantage of the opportunilies,

The schema above is partly based on Silvestro et al.'s™ six-point service

delivery process classification schema. The variables in Silvsetro ¢ al’s
schema are equipment versus people focus, customer contact time, degree
of customization, degree of discretion, value added by front office activ-
ities versus value added by back office activities, and product versus
process focus.

Silvestro et al.’s equipment versus people focus variable 15 incorporated
under the technology variable in our schema. The discretion (or cmpow-
erment) variable is excluded, as it 15 an outcome in our model and not an
input variable as it is in the Silvestro et al. schema, Customization is
excluded under the task complexity dimension, since it would involve
double counting, as it already appears under the customer needs com-
plexity dimension. It isalso excluded because task variety, creativity and
complexity are determined 1o a large extent by the degree of customiza-
tion that employees are asked to perform, The business strategy variable
has also been excluded, a5 its implementation should be reflected in all
the variables that make up task complexity. Its inclusion would, there-
lore, involve double counting. The other variables in our schema are
included as 4 result of the previous discussion ot empowerment,



In order to make the determination of the level of task complexity and
customer needs complexity more svstematic, the identified attributes of
each of these dimensions ean be rated on a scale and all the ratings
summed to give an index for the dimension. For instance, the attributes
identified for customer needs complexity can be tated in terms of their
importance to the customer and the individual ratings summed to give an
mdex of the overall importance of all the identified attributes.

In Figure 5.2, for example, each attribute of customer needs complexity
15 raled onascale of 1 to 51 = Low, 5 = High) and the score on each
attribute 15 used to form an index of complexity by summing across all
the identified attributes. The total score (or index) can then be broken
down into intervals which match the degree of empowerment. In the
example above, with five identified attributes, the possible scores range
from 5 to 25, Scores between 5 and 10 suggest a production line
approach. Suggestion involvement is appropriate for scores between |1
and 15, job involvement with moderate degrees of routine and creative
discretion for scores between 16 and 20, and job involvement with a high
degree of creative discretion for scores between 21 and 25 The assump-
tion abowe is that all attributes are equally important. If this is not the
case, then appropriate weights need to be attached to each variable and
the index recalculated. Also, tach of the attributes above needs to be
rated on the level of routing and creative discretion that 15 required o
implement 1t. This information can then be used o help with the classi-
fication of the index scores.

Similarly. using a five-point scale system similar to that for customer
needs complexity above, an index can be caleulated for task complexity
(see Figure 5.3) by summing across the variables and calegonizing the
scores into intervals, also similar to the above. The only différence 15 that,
because of the different number of vanables, the index ranges from [0 1o
50 points rather than 5 to 25 points. As with the customer needs complex-
ity variable above, each of the task complexily attributes needs (o be
tated on the level of routine and creative discretion that 15 required to
implement it. This information can then be used 1o help with the classi-
{ication of the index scores. Scores between 10 and 20 suggest a produc-
tion line approach. Suggestion involvement is appropriale For scores
between 21 and 30, job involvement with moderate degrees of routine
and creative discretion for scores between 31 and 40, and job invelvement
with a high degree of creative discretion for scores between 41 and 50.
Once again, the assumption above is that all attributes are equally impor-
tant, This is unlikely in most cases and therefore appropriate weights will
need to be attached to each variable and the index recaleulated.



The final reguirement is to plot the customer needs complexity scores
against the task complexity scores to obtain the right degree of empow-
erment, The actual level of empowerment chosen will be a compromise
between customer needs and task requirements. The scores on rouline
and creative discretion help to decide the type of empowerment thal
employees should be given.

The general application of the model outlined above may be illastrated
by looking at two examples of highly successful erganizations from the
airline industry, namely Singapore Airlines and Southwest Airlines,
Southwest Airlines specializes in short haul flights (less than 90 minutes)
in the USA. It offers the lowest fares in specific markets. The airline
provides a *no-frills’ service, that is, no meals, no assigned seats or bag-
gage transfer between airlines. Southwest places a great deal of emphasis
on cost reduction. For instance, Southwest can turn its aircraft around in
17 minutes compared with an average of 45 minutes for competing car-
riers. Southwest pays its employees average salaries plus profit sharing”.
Budget airlines similar to Southwest Airlines, such as Easylet and Go,
have also emerged in Europe and follew roughly similar strategies and
praclices as the pioneer Southwest Airlines.

Singapore International Airlines (SIA), on the other hand, specializes
in long haul fMlights, particularly for the business executive market. SIA is
one of the most profitable international carriers. 1t is regularly nominated
as best airline, particularly for service. In fact, it aims to be “the airline far
fine service’. Its philosophy is that the customer comes first and that staff
have to be flexible in dealing with customers. Employees are highly
trained and paid above-average salaries.

From the limited information above, using the customer needs com-
plexity and task complexity a5 outlined in Figures 5.2 and 5.3, one would
expect the score for Southwest Airlines on the customer needs complexity
to be between 5and 10 (or perhaps slightly higher), and the score on task
complexity to be between 10 and 20. That is. in the main. one would
expect that Southwest Airlinegs would employ a production line approach
in its people policies and that employees would be given very little dis-
cretion in their work.,

In contrast, for SIA oné would expect the score on the customer needs
complexity to be between 31 and 40, and the scove on task complexity to
be between 41 and 50 (or lower). That is, in the main, one would expect
that 51A would employ a human resource management (HRM) policy of
jeb invaolvement with moderate to high levels of routine and creative
discretion given to its emplovees.

The application of the model at the job level can be illustrated with the
example of the different levels of empowerment given to different
employees in hospitals when dealing with patients. The level of discretion
given to receptionists and orderhes, for instance, 1s extremely low. This is
because the customer needs and job requirements are relatively simple,
However, the discretion given Lo nurses is higher because of the varia-



bility in the needs of customers, although the jobs thar nurses are
required to do are still relatively simple. On the other hand, the job of
the radiographer may be complex. but the needs of the patient are rela-
tively simple, that is, to be X-rayed. Hence, radiographers, because of
their technical knowledge, are likely to have a high degree of routine
discretion but little creative discretion. Doctors and consultants, on the
other hand. because of their expertise and the complex nature of their
patients’ needs that they must deal with; have high levels of creative
discretion.

Within each of the quadrants of empowerment framework (Figure 5.1),
there is a specific level of empowerment that is consistent with the specific
task being performed. However, the multi-Faceted nature of jobs that
employees are asked to perform means that, whilst the majority of
tasks fall within the parameters of the discretion allowed to them, there
may be others where management wishes (o limit the discretion allowed
to émployees,

To further enhance the operationalization of empowerment within
orgamzations, employees need to be puided as to when they can gxercise
dizeretion and when they cannot, One simple method of doing this is to
group lasks into empowerment zones'™ . Safe {Green) zones arg situations
where employees are allowed and expected to make decisions indepen-
dently. Low-risk (Amber) zones are situations where the employes may
consult their manager, and high-risk (Bed) zones are situations where
consultation with a manager 15 mandatory,

The zoning 15 determined by the degree of potential cost or loss the
organization may incur as & result of 2 wrong decision being made by an
employee. Hence, in the case of a-doctor for instance, m the safe zone (for
instance, prescribing medication for a cold), he or she is allowed full
discretion. However, where surgery is involved, for instance, the doctor
may be required to seek a second (or third) opinion from another collea-
gue, or even to refer the patient to a specialist. In this particular case,
there is also a high risk to the patient as well as the organizalion, hence
the cortailment of discretion, In service recovery situations. a imit on the
degree of discretion may be linked more directly 1o costs by placing a
financial ceiling on the costs that can be incurred to rectify mistakes. For
mnstance, Federal Express allows its employees to spend up to 3100 to
rectify customer-related problems’’.




Empowerment is not without its costs; One of the consequences of
empowerment is that it increases the scope of employees® jobs. This
requires that employees are properly trained to cope with the wider
range of tasks required of them. It alse impacts on recruitment, as it 1s
necessary Lo ensure that employees recruited have the requisite attitudinal
charactensiics and skills to cope with empowerment. Research conducted

by Hartline and Ferrell'™ shows that empowerment can have both posi-

tive and negative outcomes for emplovees. They found that, although
empowered employees gained confidence in their abilities (sell-efficacy),
they also experienced increased frustration (role conflict). Thisis because
empowerment leads to employess taking on extra responsibilities,
Additionally, the increased responsibilities and improved skills required
from empowercd emplovees often means that employees must be better
compensated, thus adding to the labour costs,

Empowerment can also slow down the service delivery process as the
empowerad employee attempts to individualize the service for customers,
thereby reducing the overall productivity of the service. This can be
frustrating for customers waiting to be served. In addition. individualiza-
tion of a service could potentially be perceived to be unfair in situations
where employees are observed not to be adhering strictly to procedures.
Another downside oceurs in situations where employees are empowered
to rectify service failures by give-aways. The obvious danger is that
employees give oo much away.

Another major dysfunctional aspect of empowerment is that employ-
ces may consciously or unconsciously use their discretion dispropor-
tionately to bestow g better service on customers who are similar to
them. In other words, customers who are similar in terms of age, gen-
der. cthnicity and other personal characteristics receive higher levels of
service than those customers who do not share similar characteristics to
the umpit}}'ww.

This chapter has outlined a framework for the empowerment of contact
service employees based on customer needs complexity and task complex-
ity. It has further eutlined a methodology for determining the levels and
type of empowerment that employess should be given. We believe that
the distinction between creative and routine discretion is an important
one and have, therefore, incorporaled it into the model outlined, The
chapter also suggests a system of grouping or zoning tasks, which defines
the limits of employee discretion more precisely and guides emplovees in



their day-to-day tasks. It must be emphasized here that the lessons
learned with respect to services can be easily transferred to non-service
environments.

The framework developed addresses three important elements in
empowerment decisions, namely when to empower employess, how
much discretion should be given and what type of discretion should be
given to them. The indexing and zoning systems provide a practical
methodology for operationalizing empowerment within organizations.
Used correctly, empowerment can offer considerable competitive advain-
tages 1o service firms.

The effective mmplantation of empowerment within an organization
requires, in addition to discretion over service tasks, that employees
have the requisite information to perform their tasks and understand
their role in the service delivery process. Appropriate recruitinent proce-
dures and training are also necessary to ensure that the front-line employ-
ees have the requisite personal characteristics dand skills to cope with
empowerment, @5 nol all employees can cope with the extra responsibil-
ites associated with empowerment. It s also essential that empowered
employees are remunerated according to the level of responsibility and
skills reguired of them.
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The rapid market share gams in world markets by far eastern competitors
prompted many to examine how nations such as Japan have managed to
build their success. The Japanese, over time, have come (o represent o
standard against which o measure manufacturing excellence. One of
the most prominently mentioned issues in Japan's success is guality
management.

Sorviving in the new world of intense competition, companies have had
to establish strategies that can cope with the turbulent changes in the
environment. In this world, adding value 15 the hard work, but 1t is merely
the entry-ticket in the battle for survival, Many companies spend their
time figuring out how o provide high quality at low cost. But so do their
competitors. This is the dvnamic of competition. If others can mimic
what you do, then what yvou do sums up to little dilferentiation value
The game-play of competition guickly erodes competitive advantage. To
sustain compefitive advantage, companies must build strong foundations
that will not be blown away in competitive storms. This is not achievable
over the long term, as the recent collapse of dotcoms illustrated, through
a focus on hype and ceremony built by adverlising and promations,
Rather, it requires organizational capabilities and competencies built
on sound internal foundations. The foundations of competence are
maore important than short-term gains, Changes in the business environ-
ment can guickly alter cost structures; technologies and consumer pre-
ferences, but properly managed competencies can last a lifetime. Total
guality management (TOQM) in the modern world has become part of the
fabric for organizational competence.



The use of TOM has, since the 1980s, become widespread. For instance,
one survey found that 74 per cent of firms practise TQM', Another
survey Tound that 78 per cent of Fortune 1000 organizations plan to
increase their use of TOM, while only 5 per cent plan to decrease their
use of TQM?, There is also evidence that TQM positively impacts orga-
nizational performance, when practised L*urrec!]yj.

There are many success stories of how TOM has helped transform
companics. For example;

B Ericsson Inec. of Lynchburg, Virgima, implemented a successful
TOM programme. The TOM programme, named Winshare,
saved the company approximately US $60 million over 10 years.
Employvees were divided into 63 teams, and each team elected a co-
worker as a leader. Teams were used to develop improvement
wdeas and received US $6000 to implement them?*.

B ATET Wireless Services used TOM to transform s call cenlre.
The call centre, based in Austin, Texas, was growing in busingss
volume by 40-50 per cent. This surge 1o service calls caused a
decline in the quality of customer service, as well as emplovee
development and training. Emploveée turnover rate rose to 25
per cent due to vague goals and expectanons. Deploying TOM
techniques, the company tackled the problem by mstalling a PC-
based monitoring system and hiring edtra personnel o help
improve the process. With the PC system, calls could be stored
during specific time periods and could be accessed from any touch-
tone phone. Two call-quality monitors were hired 1o ease the load
on: supervisors and allow them to concentraie on other duties.
Management implemented a grading system that directly linked
performance with rewards and promotions. Individualized tram-
ing resulted from the awtomation process, as employees began to
review some of their own calls. The results led to an increase in
employee performance, training and a better understanding of
how pay s linked to performance. Employee turnover rate
dropped to 110 per cent in 1995, showing that TOM worked for
AT&T's call centre’.

B Champion International Corporation’s paper and wood pulp pro-
ducts plant operations were transformed through TOM. Total
guality management enabled employees to break down compart-
mentalized departments into cross-functional teams to solve pro-
blems. Champion found that when personal satisfaction, derived



from its quality efforts, increased it led to improvements in pro-
duct consistency and reliability®.

Many other companies, such as Xerox, Motorola, DuPont, Ford and
General Motors, have used a range of TOM tools and methodologies,
such as benchmarking, to improve product quality and operational effi-
ciency. These improvements resulting from TOM have been real and
significant. The question then is: what is TQOM? And. how can the best
results be derived from it?

There are probably as many definitions of quality as there are writers
The notion of quality is as old as trade and exchange itsell. In the modern
day, guality is fundamentally about delivering customer satisfaction.
According to quality guru W. E. Deming, competitiveness comes from
delivering customer satisfaction, which is created by being responsive to
the customer’s views and needs, and constantly improving the fulfilment
of these through continuous improvement of the product and sepvice.
The fundamental touchstone of the guality philosophy is fulfilling cus-
tomer requirement’ .

Another quality guru, Ishikawa®, suggests that quality means quality
of:

Work;
Service;
System;
Information;
People:
Process; and

Objectives.

The International Organization for Standardization (130), in its 150
8402 charter, provides a series of quality definitions. According to the
S0 8402, quality is the totality of features and characteristics of a pro-
duct or service that bear on its ability to satisfy stated or implied needs.
Within this philosophy, gquality contrel is an important function to
ensure the fulfilment of given customer requirements. Ishikawa’ states



that gquality control is carried out for the purpose of realizing the quality
that conforms: to customer requirements.

Total quality management derives from a business philosophy that
focuses on customer satisfaction. It works through the integration and
co-ordination of all activities in an organization, as well as on the con-
tinuous improvement of all activities in that organization. According to
Deming'™, TOM is founded on three basic principles:

B empowered employees;
B continucus guality improvement; and
B quality improvement feams.

Total quality management involves designing organizations such that
they are able to please customers day in, day out, Quality proposes
two points of focus:

B carelul design of the product or service;

B censuring that the organization’s systems can consistently produce
the design.

These objectives can ooly be achieved if the whole organization 18 orien-
tated towards them. Oakland'' emphasizes the importance of integration
and myolvement, stating that;

everyane i the organizaiion, from rop to-beitom, from
affices to techmical sevvige, from headquarters o focal gites,
mixt play their pavt.’ -

Product and service quality improvement is an essential and critical
aspect of TOM, and quality is only that which holds value for the cus-
tomers who are using the products or services'”. Therefore, an organiza-
fion must be able to dentfy. the customer’s needs. wishes and
expectations. This means that a manager has to instil the idea of custo-
mer-driven quality throughout the organization and manage all employ-
£e4 in the different departments/functions so that there will be continuous
improvement in quality,

Total guality management focuses externally on meeting customer
requirements exactly, while mternally it is driven by management com-
milment, employes training and education. The main objective of TOM
programmes is to embed quality into processes, and thus into products
and services. Total quality management stresses the involvement of every-
one inside an orgamzation and related persons outside the organization,
such as customers and suppliers. Total quality management uses statis-
tical techniques such as statistical process control (SPC) and pragmatic
tools such as the Cause and Effect Fishbone to ensure improvement in



the firm's goality. However, TOM entails much more than statisticsl
tools, I requires top management commitment, leadership, training
and teamwaork. These are the key lactors in & successful implementation
of TOM. As Tobin" correctly notes, TOM is not mere technigues, it ‘is
the totally integrated effort for gaining competitive advantage by con-
tinuously improving every facet of organization culture’,

nt principles

Total gquality management in-essence comprises of a set of gquality prin-
ciples and values that serve to build an organizational structure that
supports effective quality improvement mitiatives. These principles
guide the development and mplementation of guality concepts, tools
and practices. For quality 1o get a foothold, it must be fully integrated
mto the managerial system of the company. Without integration with the
mainsiream managerial system quality programmes soon begin to lose
energy and fade, and often fail to last long enough to produce significant
improvements,

There are several individuals (Deming, Juran, Croshy, Feigenbaum),
who have commented upon the general philosophy of TOM " From
these, several principles can be drawn:

B TOM staris at the top. In order to succeed, TOM must be part ofa
company s overall business strategy. An essential factor here 1s
that absolute commitment by top management 15 4 musl,
Additionally, this commitment has 1o be transparent (o the
whole company through adequate support and continuous mon-
itoring.

B TOM focuses on the custorner, Quality is based on the concept that
everyone has a customer. and that the requirements, needs and
expectations of all customers must be met every time. Therefore,
both internal and external customers are important and shiould be
the centre of attention.

B TOM is procesy based. Total quality management is basically a
customer-oriented paradigim that occurs through processes. The
emphasis on customer focus requires a company to be process
based. A process organization is simply one that is conceived as
a flow of interdependent processes, which must be understood and
improved. Steward'” notes:

T the future, execurive positions will naf be defined in lerms
af caflee tions af people Tike fead of sales depariment, but in
terems af process, ke senior-FP-ofpertiing-siuff-to-customers,



which iz sales, shipping, billing, You'll ne lomger fave a !i'c?‘c ot
an erganization chare. You'll own part of a process map. '

Scholtes and Hacquebord'® explain how structural c&mﬁg‘uration
shapes employee prioritics on the job as follows:

U vou sk someone i pour work,who B importan! for o fe
pleaze?” and i fe or she arigwers niy boss”, thar person
experignces the organisation ag a chain of command. {f the
answer is Uthe person in the next process, my tnternal
custonner ', Hal person fias o sysiems perspective.”

MNumerous process improvement frameworks and I'rletht}dﬂlﬂghfﬁ
have been duclupud bl.llf.h as the Taguchi methods'’ and quality
function deployment'®, Complementing these are radical improve-
ment methodologies such as Business Process Re-engineering,

B TOM uses teams. Employee teams are part of the ‘motivational
glue’ within TOM. Total gquality management uses teams ds a
basic building block in its effort for continuous improvement. A
wide range of teams have been utilized within TOQM, from quality
circles to self-managed autonomous teams, Collaboration in teams
15 a fundamental necessity for TOM capability.

Team building is one of the key tasks demanded of leadership in
a TOM organization. Indeed, process organization needs almost
by defimition to be run cross-functionally. Cross-functional teams
work because they bring together people with different expertise
whao might never cross paths in a function-led organization,
although their work might be highly interdependent.

B TOM requires training for evervbody. Quality is butlt through the
skills of the employees and their understanding of what is requited.
Educating and training provides employees with the information
of what they need to do and informs them about the strategy and
direction of the organization. Training builds the sKills they need
to secure guality improvement.

B TOM uses tools to measure and follow proagress, In TOM enlture
there is an emphasis toward ‘what pgets measured gets done’
Measurement and feedback are the basis for improvement
activities.

B TOM requires continuous improvesent. The concept of continuous
improvement is built on the premise that *work’ 1s the result of a
series of interrelated steps and activities that result in an output.
Continuous attention to each of these steps in the work process is
necessary to improve the reliability of the process and. hence, the
output quality.



Kanji"’ proposes a pyramid model of Quality Management, which is
based on the proposition that (e achieve a high customer satisfaction
level (delight the customer), the organization has to improve con-
tinuously all aspects of its operation (comvingous improvement). This
needs leadership to make decisions on objective evidence of what is
actually happening (management by fact), through involvement of all
employees in quality improvement activities (people-based manage-
ment), leading ultimately to business excellence. Kanji's model is
made up of four principles: delight the customer; management by
fact, people-based management and continuous improvement (see
Figure 6.1},

B Delight the customer. Delight means being best at what matters
most to customers, and this changes over time. Understanding
these changes and delighting the customer now and in the future
is an integral part of TOM.

B People-based management. Knowing what to do, how to do it and
eetting feedback on performance 15 ong way of encouraging people
to take responsibility for the quality of their work, Invaolvement
and commitment to customer satisfaction are ways to generite
this.

B Confinvous improvement. Continuous improvement or ingremental
change, not major breakthroughs, is the aim of all whoe wish to
move tewards total quality.

Customer-led quality

Comtinuos Hnpsovement

Figure 6.1 Total quality management. Source: adapted from Kanji, G. K.
{1996). Implementation and pitfalls of quality management. Total Quality
Management, 7, 331-43,



B Monagement by fact. Knowing the current performgnee levels of
the products or services in the customers’ hands and of all
employees is the first stage of being able 1o improve.
Management must have the facts necessary 1o maniage business
at all levels. Giving that information to people so that decisions
are based upon facts rather than ‘zutl feelings’ is essential to
continuous improvement,

Leadership features as a prime mover in this madel. 1t is through leader-
ship effort that all the principles and core concepts are rescurced and
communicated for business excellence. The development and implemen-
tation of quality strategies require fundamental chanpes in corporate
culture and organizational behaviour and therefore can only be achieved
throwgh active leadership from top management. The biggest role of
leadership is to motivate people.

Each of the above principles is subdivided into two core concepts.
namely customer satisfaction and internal customers are real; all work
15 process and measurement based: teamwork and people make quality:
continuous improvement cvcle and prevention (Figure 6.1).

Delight the customer

B Cusienier satigfaction. Companies must uncover what is important
for their customers and measure their own performance against
customer targets,

B [nternal customers are real. The definition of quality (i.e. satisfving
agreed customer requirements) relates to internal as well as exter-
nal customers. This is encapsulated in the customer/supplier chain
and highlights the need to get internal relationships working in
arder lo satsly the external cusiomer. Whether it is supplying
information, produects or 4 service, the people vou supply intern-
ally depend on their internal suppliers for quality work.

Management by fact

B Al werk is process. A process is a combination of methods,
materials, manpower, machinery, activities, ete. which, taken
together, produce a product or service. All processes contain
inherent variability. The approach in guality improvement is
progressively to reduce variation. This is the basis of quality
control.



B Measuremen:, Having a measure of how the organization is doing
pravides guidance for imprevement. Measures can focus internally
or externally, i.e. on emplovee satisfaction, or meeting external
customer needs.

People

B Teamwork, When people are able to perceive commonality in
goals, then it becomes easier to communicate over departmental
or functional walls, Teams, by working towards a common colla-
borative goal, help in breaking down barriers and act as agents for
change,

B FPeople make guality. The role of managers within an organization
is to ensure that everything necessary is in place to allow people to
make quality products. This in tarn starts (o create the environ-
ment where people are willing to take responsibility for the guality
of their own work.

Continuous improvement

B The continvows improvement cyvele. The continuous cycle of estab-
lishing customer requirements, meeting the requirements, measur-
ing success and continuing to improve can be used internally to
fuel the engine of external and continuous improvement. By con-
tinually checking customers' reguirements, s company can find
areas in which improvements can be made.

B Prevention. Prevention means causing problems not to happen.

The continual process of driving possible failure out of the sysiem
breeds a culture of continuous improvement over time.

Total quality management is an evolving concept. Over time, the scope of
its application has expanded and with this evolution there have been
changes in perspective and a growth in the tool-bag of technigues.
Giarvin® has suggested that quality has evolved across four distinct his-
torical stages; inspection, statistical quality control, guality assurance and
sitalegic guality management.
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Figure 6.2 Evolution of the quality concept.

Stage 1. Inspection stage

I its initial phase of evolution, guality was simply about inspection,
sorting and counting. The orientation was one of defect detection.

Stage 2. Statistical process control

In the next phase, statistical quality control teols and techniques were
applied to narrow areas of manufacturing and engineering. During this
phase, quality was confined to engineering departments. After this point,

the range of involvement and application of quality control technigues
expanded hugely.

Stage 3. Quality assurance

In the next phase, quality moved from a narrow manufacturing engineer-
ing activity to cover the entire production chain, from design to market.
It began to invelve all functional groups within the company except top
management participation. Accompanying the concepl’s scope expan-
sion, the range of guality technigues also expanded to include guality



measurements, systems audit, quality planning, quality costs, seven basic
quality control tools and programme design. The role of all these addi-
Hons was to “assure quality’

Stage 4. TOM

In the TOM era, the quality notion was expanded to encompass an even
broader remit. In this period, quality was adapted as a management tool,
and the entire system of an organization as well as the external environ-
ment became part of quality. Quality management became ‘the tool [or
alf people involved in a company. Vertically, it involved all people from
top to bottom and from bottom to top, and horizentally it involved all
related departments as well as external organizations. Policy deployment,
quality function deployment. performance measurements. the seven man-
agement and planning tools, people management and benchmarking were
added as quality technigques. In this phase, quality was linked to strategy.
For the first time, quality was appreciated to be part of everyone's job
and evervone’s responsibility,

Each of these stages of evolution represents an expansion of the scope
of gquality, Hand in hand with the broadening of scope was deepening of
application, As the discipline of gquality matured, so more lechnigues
were developed or adopted. Additional technigues were adopted to tackle
the relevant problems being faced, over time, by the organization. In line
with the diversity and greater difficuliv of problems faced, richer and
more sophisticated technigues were adopted. These changes can be cap-
tured as paradigmatic shifts, Dahlgaard Su Mi Park™ captured these
shifts as being:

B Shifls in the meaning of guality as concept and philosoply. In its
early stage of development, quality was related to products and the
degree of conformity to specified standards was the major concern.
Gradually, Juran’s term “fitness for use’ became more important,
and later on guality began to encompass ‘meeting reguirements” of
customers, Subsequently, meeting requirements changed to satis-
Fving the customers and finally this itself changed to delight the
customers. With the changing meaning of guality. there was an
accompanying shift from perceiving producis as tangibles to
include both tangible and intangible aspects and thereby capturing
almost everything supphed (o the customer.

W Shift in the understanding of the concept of guality ‘control’. In the
first stages of the guality evelution, the meaning of control was
understood as inspection, detection or test of the final products. In
later stages. control came 1o represent ‘maintenance’ and latterly it
has also started to include improvement. The meaning of the con-



cept of control moved from checking products to building in qual-
ity. With these developments the concept changed from backward-
looking activities to forward-looking activities, from passive and
reactive 1o proactive, and from focusing on the results only to
focusing on the processes and the interrelationships. OF significant
nete was the shift from “control’ to "management’.

Shift in the concept of managing people, The basic principle for
people management has been changed from ‘control’ aspects to
a building aspect. The scientific management model of people
management, where people were controlled and ordered, has chan-
ged to empowerment. This corresponds to the movement from a
backward-looking attitude to a forward-looking attitude. and
from @ preventing attituce to a creating attitude.

Shift in the widerstanding of the boundary and rofe of the organiza-
tion. In the early phases of the guality evolution, an organization
was mainly regarded as an economic entity or a profit-making
‘machine’, Gradually this changed to embrace a social function
of an organization, as more and more research highlighted the
impotlance of human aspects, In the modern TOM era, the role
ol an organization has become even more encompassing, Today,
an organization is not just regarded as a profit-making  social
entity, but as an integral part of society. Under this perspective,
a company must be operated as a small community within society,
and it 15 responsible not just for its own members, but also for
wider societal concerns.

Shift in the understanding of motivation. The evolution phases of
the human motivation Factors are closely allied to the evolution of
the concept of an organization. In the carly phases of organiza-
tional development, there was a tendency to see the organization
as an economic eniity, dnd the focus was mainly on the tangible
aspects of human motivation. It was believed that people were
motivated and satisfied by matenial rewards. However, over
time, social aspects have come 1o b emphasized as important
drivers of motivation, together with material rewards. In the
TOM era, where organizations have come: to be regarded as a
community, the motvation aspects have embraced deeper intan-
gible motivation factors, such as self-actualization, self-develop-
ment, recognition, learning and creativity. The change from a
focus om langible aspects to mtangible aspects corresponds (o
the movement from focusing on extrinsic motivation to intrinsic
motivational factors.

Shift in the appreciaion of feedback and measurement. A similar
phenomenon 15 observed in measurementi areas. In the initial
stages, quality was measured in defect rates, complaint rates,
returns; ete. In the TOM era, two new important measurements



have been introduced. These two measurements are customer
satisfaction measurements: and employee satisfaction measure-
ments,

W Shifi in the understanding of continuous improvement and learning,
In the first wave of quality, the primary focus was on improving
tangible work processes and changes made by front-line workers,
In this stage, the imitial tools were derived from statistics and other
related methods for diagramming, analysing and redesigning work
processes to reduce variability and to enable systematic improve-
ments, In the second wave of guality, the focus shified from
improving work processes to improving how we work. The second
wave was initiated in Japan; as carly as the 1960s, leading Japanese
companies began to mass deploy quality tools. Furthermore, with
quality control circle activities everybody participated in quality
improvements, In the third wave of quality, the learning aspects
become institutionalized as an inescapable way of life for man-
agets as well as for workers, Peter S::HE,LE. analysing the quahty
movemetl from the learning aspects, claims that the second wave
is well under way in Japan, driven by their seven new tools lor
management. In his opinion, with a few exceptions, the US is still
in the first wave, because the basic behaviour of US managers,
especially senior managers, has not really changed much.

The history of quality movement shows that it has been able to adapt to
new circumstances continuously, and in this way it was able to integrate
new ideas, tools and methods. At the same time, the history of the quality
moveient shows that it has also been able to reach a deeper level in each
relevant area regarding its conceptual development and implementation
aspects. A point of note with this evolutionary trajectory is that it can be
divided mto two different dimensions: the guality evelution history of
implementation and the quality evelution history of TOM’s conceptual
development. As quality has matured conceptually, the major weakness
explaining many of the failures that we are still wilnessing can be said to
originate mainly from weaknesses in its implementation.

Like any programme or effort, TOM's success is affected by how well it is
implemented. Gurnani™ suggests that eight essential ingredients can be
discerned in TOM implementation:



Ouality policy, 1t is almost a statement of humun nature that peos
ple follew policy, good or bad. A clear and concise policy on
guality needs to be stated to ensure that all employees understand
what behaviour is expected of them from top management. For
instance, in times of conflict in objectives (quantity versus quality
of output), managers should not violate their commitment to qual-
ity and succumb to the temptation of delivering low guality pro-
duects simply to achieve a one-ofl on-time delivery,

Senior moawagement coptmifeent. Strong commitment from the
management is an essential ingredient. Support must be made
transparent to the whole company through adequate resources,
monitoring, coherence and absolute lop priority o quality
improvement programmes. Top management must create a ‘cli-
mate’ for gquality improvement by their personal attitude if they
are to encourage ernployees 1o respond favourably towards quality
improvement efforts.

Steering committee. Steering committee members act out dual roles
of "quality leaders’ and ‘quality puardians’. It takes deep apprecia-
tion and conviction to make the guality improvement effort sus-
tainable over time: This means that steering committee members
themselves must first become educated about the gquality philoso-
phy; its history, concepts and tools, They need notl be involved in
the minutiae of the effort, but it s essential that they lead and
champion the effort. During the implementation stage of the
TOM programmes, the role of the steering commities is 1o detect
any deviation from the planned trajectories and to redirect every-
thing back on track. P

Emplovee commiment and mvelvement. Quality improvement is
impossible unless it enlists the commitment of all employees at
all levels in the organizational hierarchy. The ingredients for this
to happen include frequent participation, enthusiasm and total
involvement. Employee involvement is a process of empowering
members of the organization to make decisions and to solve pro-
blems appropriate to their levels in the organization.

Training and problem-solving toofs. Traming provides a common
language and a common sel of tools 1o be used in the firm. Like
quality improvement, training education about quality improve-
ment is an engoing process. Management must consider who must
learn what, how and by when.

Communication, Effective and efficient two-way communication
channels are a prerequisite of any, quality imprevement pro-
gramme. Communications signal change from the top manage-
ment, as well as transmil important messages up and down the
vertical and horizontal implementation chain:



T Standards and measurement. It is essential to have eriteria for mea-
suring progress lowards sthe owverall aims of the company.
Standards serve to stipulate expected performance levels, To
reap full benefits, standards must be complemented by other activ-
ities such as benchmarking, which help set the improvement diree-
tion and tatrgets.

8 Reward and recogmition. Recognizing people means informing
individuals that their efforts are being appreciated. Teams and
individuals who successfully apply the quality process must be
recognized and possibly rewarded so that the rest of the organi-
zation begins to understand what is expected of them. Without
clear feedback, employees tend not to adjust their performance
and even become de-motivated because ‘no onc secms to notice
their efforts’.

To have a successful TOM effort, it is important to have solid managerial
techniques in place before the programme is initiated. Employee involve-
ment is g necessity for quality. Managers must be able to identify weak
performing areas for improvement and recognize the areas that 4 com-
pany is performing well, so their strength can be enhanced. The summary
ingredient in 4 successful TOM programme is the effective rewarding of
employees for quahty initiatives and hard work.

Successful mmplementations of TOM have resulted in  dramatic
improvements in profits and other tangible measurements. A study con-
ducted by Tatikonda and Tatikonda™, looking at winners of the
Malcolm Baldridge Quality Award, revealed that on average these com-
panies achieved a 70 per cent increase in return on sales and a 50 per cent
increase in refurn on assets.
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While there have been many corporale success stories of guality manage-
ment, equally there has been an abundance of failures. A survey con-
ducted by Arthur D. Little of 500 manufacturing and service companies
found that approximately one-third felt the TOM programme had o
‘significant impact’ on their competitiveness, Surprisingly, the remaining
two-thirds lelt that the TOM programmes did not impact their organiza-
tion positively. Also, a study conducted by A, T, Kearney of 100 British
organizations revealed that only one-fifth Felt positive results occurred as
a result of the TQM pmgmmmej“.




A variety of factors impedes effective implementation cgf TOM pro-
grammes. These are:

B TOM has been implemented reactively, as a quick fix. blindly
following a fad. or simply to boost seme individual's ego.
Accordingly, it is nothing more than a ‘technique’ that managers
feel they must use because it has been adopted in one form or
another in a significant number of other organizations.

B TOM creates and develops a cumbersome burcaucracy. Many
programimes require a significant increase in paperwork and
ather bureaucratic requirements that supposedly are necessary to
track the programme's benefits. Many organizations appear (o
have created a plethora of mechanisms that demoralize employees
wheo are trying to implement the TOM programme.

B About two-thitds of companies fail in implementing TOM pro-
grammes because they create dual structures, Total quality man-
agement companies often build new structures of committees and
teams in addition to the real organization structure. However, Lo
work the TOM programme must be integrated into the way the
brusiness is run on a day-to-day basis.

B TOM is implemented vsing an ofl-the-shell” approach. Pre-pack-
aged programmes [ail 1o consider the unigue aspects of the com-
pany trying to implement the programme.

W Many TOM efforts have tended to ignore the importance and role
of measurement in the quality process. They simply jump on the
‘doing” because it is much sexier rather than reflect adequately on
the feedback and measurement process. Measurement and feed-
back are long-term drivers of improvement and have very impor-
tant bearing in directing behaviour. It is questionable whether
adequate measurement processes, technigues and metrics have
even been devised. Whar yvou measure and how you measure things
reflects what you get.

B Lack of proper training is another major pitfall of TOM pro-
grammes, A lot of the training has tended to be vague, diffuse
and not specifically directed to create specific competences [(or
TOM. Additionally. there is an emphasis towards mass training
of shop floor employees without the training and involvement of
all levels of management. Without a deep appreciation by middle
and senior management of all aspects of quality, TOM pro-
grammes soon falter and grind to a halt.

The above examples represent a few of the possible reasons for failure of
TOM programmes.



Deespite its successes, many companies have experienced that simply hav-
ing 4 quality programme does not guarantee business success. Several
high profile TQM companies have fallen victim to thiz condition.
Among them have been recipients of prestigious quality awards. such
as the Baldridge, Deming Prize and EFOM award. These failures include
Douglas Adircraft (a subsidiary of McDonnell Douglas Corporation),
Florida Power and Light, Wallace Co., Bell Helicopier Textron,
Maodicon, and British Telecom,

Bouglay Aircvafi. The company started its TOM programme by
traming 8000 emplovees using a 2-week programme and spent
additional time preparing the workplace for the implementation
of a TQM programme. Two years later; the company found it was
no better off than before the programme.

Flovida Power and Light halted its TOQ programme due to eéxtensive
complaints about excessive paperwork from emplovees. This deci-
sion was made in spite of the fact that Florida Power and Light
had won Japan’s Deming Prize for quality management in 1989,
The decision was made when the company’s chairman found that
many emplovees believed the guality improvement process had
become a tyrannical bureaveracy. Emplovees believed that the
mechanics of the programme were overemphasized, While there
were some improvements in the quality of services, the improve-
ments were insignificant .compared with the scale of the TOM
programime,

Wallace Co., an oil field supply company, filed for bankruptey
protection shortly after it had won the Malcolm Baldridge
MNational Quality Award. According to CEO John W. Wallace™,
many of the personnel within the organization were too busy mak-
g quality presentations after winning the 1990 award, and were
not able to devote the necessary time to generate new sales.

Bell Helicoprer Textron held a 36 per cent share of the new heli-
copter sales market worldwide. The company recognized the
imcreasing need for quality and trained over 3000 people in
TOM during the next few years. By July 1992, Bell had not rea-
lized any benefits from the programme. In fact, the company’s
share of new helicopter sales declined to 20 per cent.

Modicon, a producer of industrial automation systems, began its
TEM programme in the late 19805, Modicon’s senior managers
expected near instani results, Needless to say, the quick results did
not materialize and 1t was not long before resistance to the total



guality management programme arose from the senigr ranks, whao
measured the firm’s guality programme against short-term finan-
cial performance.

B Aritish Teleeom launched a guality programme in the late 1980s.
The company is still attempting (o recover from being bogged
down in guality processes and bureaveracy. The company failed
to focus on customers and began 1o dismantle most of its quality
hurcaum‘uule.

As we noted carlier, there are many roadblocks to successful implemen-
tation of a TQM programme. The most common obstacle is lack of
management commitment o the TOM concept. Top management
often shilt responsibility to middle management for finding solutions to
central business problems. Gordon et al.*® describe the seven ‘sins' of
TOM that cause the erosion of confidence of employees and management
alike:

B Reorganization with no real reason. causing damage to people,
processes and profit.

B Obsessing over winnimg a quality award 15 always the wrong goal.

B Collecting data on every piece of the processes is wasteful and
EXPENSIVE,

B Customer satisfaction measurement is often overdone.

B Wasting time, effort and money when all employees are trained in
SPC.

B Workers solve non-consequential problems, thus productivity suf-
fers because TOM places all employees above management,

B  When management is removed from the process of TOM, the sole
foecus shifts to the process.

It is clear that while TOM has proven to be of tremendous value for some
companies, for others, approximately two-thirds of companies atlempt-
ing it, TOQM efforts have failed to either produce results or have stalled®.
Gordon et al.™ report in a survey that 26 per cent of Fortune 500 CEOs
were either “disappointed” or ‘very disappointed’ in their réturns on
investments in TOM. Many of these programmes are currently being
cancelled or have been cancelled due 1o the negative impact on profits.
In fact, TOM 15 one of few managerial initiatives that began to show
declines in the late 19905,

This raises the question of effective implementation of quality pro-
grammes, Internal marketing plays a role in facilitating the implementa-
tion of effective quality programmes. This role and importance of 1M 15
elaborated in the discussion that follows.



The traditional organizational approach, particularly within marketing,
focuses on external customers and markets, with an emphasis upon
attracting and retaining customers at a profi. However, marketing has
been slow in incorporating a more encompassing interpretanion of the
‘customer’, such as that emploved in guality management. In guality,
there has long been recognition of the importance of both external and
internal customers, Indeed, Deming’s famous ‘chain reaction” portrays
the arganization as a system and receives its impelus from the end-con-
sumer. The system is arranged as a process chain of customer—supplier
that encapsulates within itsell the external customer. The TOM concept,
by adopting a systemic view, is able to shows how an internal focus can
lead to positive external outcomes. This works only as long as the mternal
production system. assigns a clear position for the external customer
within its chain,

[n gquality management there is insistence upon the overriding impor-
tance of the eustomer. W. E. Deming conceptualized quality as that
which attracts and captures the customer. This view persists in modern
conceptualizations of TOM. What is notable in the quality conceptuali-
zation is the customer-supplier transposition, whose interlinkages con-
nect to form the production process system: From this, it is clear that any
supplier affects all subsequent customers. Initially the impact is upon
internal customers, but eventually the effect will extend to external cus-
tomers. Such thinking is slowly permeating into marketing, especially in
the marketing pracutioners’ thought-world. As we noted earlier, the
mternal customer is not a figment of imagination, he or she is real
With the help of TOM thinking, the concept of the internal customer is

Figure 6.3 The internal customer in the customer-supplier chain.



becoming increasingly accepted and established. This has hglped increase
the visibility to the practice of internal marketing.

Companies are steadily coming to see the linkages that exist between
quality; Pr{]duciivilm employee satisfaction and customer. satisfaction.

Mitchell”™ notes: “You can’t make happy customers with unhappy
employees. .. if the internal customers are satisfied they will love their
jobs and feel a sense of pride’ And as Neave remincds us: “.., the
whuic quality of our work is... affected by what is supplied to

. Awareness of the substantial and invelved interleaving customer-
quppher structure makes us begin to realize how serious am.r mlstai:e ar
any poorly-designed part of the productive system can be. .

In contrast, unfortunately, many of the mnoeptuallzatmns u-l' quality
by marketers have been generally unhePfu! For exa.mple the distinction
of quality by the marketing academics™ into two main categories — ‘tech-
mical quality’ and “functional quality’ — im which technical gquality pro-
vides the customer with a téchnical solution and functional quality
represents those additional elements that have an impacl on cuslomer
experiences during the customer—supplier inlerfice process, 15 zenerally
unhelpful_ if not misleading. This is evidenced by the failure of the terms
to enter mainstream TQM vocabulary and TOM practice.

Just like external customers, internal customers want 1o have their
necds satisfied. Fulfilling these needs enhances employes motivation
and retention. Utilizing the supplier-customer logic, internal marketing

Satisfied customers

L

—  Higher profis

Higher quality. higher productiviry
o
Muogivated individeals
Satisfied employess ————

Figure 6.4 The virtuous cycle of internal marketing.



through its internal focus serves the cause for external customer orienta-
Lo, %

The internal marketing logic is simple; satisfied employees — moti-
vated individuals — higher quality, higher productivity — satisfied cus-
tomers — higher profits (virtuous cycle).

Internal marketing asks management to view the organization as a
market, where there exists an internal supply chain consisting of internal
suppliers and customers. The logic of internal marketing is that by satis-
fving the needs of internal customers, an organization should be in a
better position to deliver the quality desired to sansfy external customers,
The activation of the interaction processes between internal supplier and
customer with each iteration moves the product/service along the supply
chain and closer to the end-customer, The higher the degree of employee
satisfaction, the higher the possibility of generating external satisfaction
and loyalty. Satisfving and delighting customers triggers several bottom
line and associated benefits,

A persistent remnant of traditional organizational structuring is that
companies continue to live in functional silos. Activities such as guality
and markeling are so fundamental that they cannot be considered as
separate [unctions, They are in fact the whole business seen rom the
point of view of its outcome, that is, from the customer's point of
view. In this sense, marketing and quality are all pervasive and are part
of evervone’s job description, More than this, if we can combine market-
ing with quality then we are able to integrate the customer into the design
of the product/service and develop a systematic process for delivering to
these needs. This integration occurs through the enactment and interac-
tion of a set of internal relationships. Companies must gain an under-
standing of how to develop and manage these internal relationships, with
individuals and groups of individuals, This extends not just to employees,
but also others who fall within the boundary of internal markets, such as
suppliers and distributors. It is the management of these organizational
sets of relationships that allows the “delivery’ to what marketing has
promised externally.

A key guestion is how the company can develop an effective process
for structuring and managing internal relationships, Our answer is that
they have to install internal marketing activities. Internal marketing
enables this because it 15 the interface between the internal process of
guality and the external customier, By focusing on the management of



mternal processes and structuring and aligning relationships, internal
marketing acts as the driving force in achieving the primary objectives
of quality, efficiency, effectiveness, loyalty and profitability.,

Total guality management and marketing derive from 4 common busi-
ness philosophy that focuses on customer satisfaction for long-term prof-
itability, Internal marketing helps bring the two together by
systematically integrating activitics. Internal marketing by facilitating
employes motivation toward quality consciousness, and hence customer
consciousness, can have a major impact upon an organization. By align-
ing and improving internal relationships and satisfaction, the company
can reduce costs, increase profits and build a platforn) for competitive
SUCEESS.

In a well-managed company, all lunctions will have a clear understand-
ing of what defines their contribution to the overall mission and objec-
tives. In such companies, customers” needs and wishes are not seen as the
responsibility solely of the organization’s marketing function: or efforts.
Marketing is essential, but it is net the only custodian of the customer.
Marketing must co-gperate with other people in the organization who
perform non-marketing tasks, The case is the same for the quality fung-
ton, In a large organization, Tor example, manufacturing, engineering,
purchasing, accounting and fnance are all jigsaw parts of the internal
stiucture, For the corporate entity, no single management function 18
effective if" it operates in isolation, Multiple operations and people with
different skill-sets have to be actively involved in creating and delivering
products and services. These cross-functional activities and the people
whe perform them all have a major influence upon the final outcome,
The implication of this is that today's managers must ensure that evepy
empioyee in all parts of the organization places top priority on the deliv-
ery of guality throughout the whole of the customer—supplier chain.

Whilst TOM's focus is on guality of produet and service and market-
ing's focus is on the marketplace, IM is based on a more inclusive and
broader perspective because it considers the ‘totality’ of internal and
cxternal functions and relationships necessary to get things done. When
companies look at their business through their customers’ eyes and mea-
sure their performance against their customers” expectations, then it 1s
not possible to view quality narrowly, as something that the manulactur-
ing department achieves by inspecting products for compliance with spe-
cifications and eliminating defective ones. Internal marketing helps TOM
in its search for quality improvement by motivating employees toward
continuons improvement. Marketing when combined with TQM also
means that everyone in all parts of the organization places top priority
on customer-led continuous quality improvement. This requires mana-
ging all internal and external relationships and processes. Internal mar-
keting structures and enables the effective management of such
relationships by facilitating an effective delivery process. Internal market-
ing is the interface between TOM and marketing (i.e. TOM is the internal
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Figure 6.5 Internal marketing as interface agency.

delivery agency, whereas marketing is the external delivery agency, and
IM is the facilitating interface agency).

Internal marketing generates involvement and commitment to quality.
Involvement concerns not only people, but also includes all organiza-
tional rescurces, such as systems, equipment and information. One pri-
mary aim of internal marketing is 1o assess and help put in place
processes to improve effort toward guality and meet the customers’
requirements and needs. To satisfy the needs of the external customers,
the company has first to satisfy its infernal customers, When this philo-
sophy s applied. the barriers between departments and functions are
broken down and removed. Internal marketing includes all individual
and organizational functions, activities, commumcations and elements
that a firin uses to create, develop and maintain appropriate interhinkages
that result in the delivery of high guality to the final customer, Internal
marketing, by helping to focus on integrating marketing with guality,
leads to cost savings (i.e. machinery, inspection, testing. rework and
complaints costs), which in turn leads to higher productivity through
emploves maotivation.

Internal marketing’s role is to help create; interpret, maintain and
enhance positive, sustainable and close relationships within the com-
pany. thereby facilitating implementation of strategies that engender
high levels of satisfaction in the external marketplace. Internal marketing
focuses on and is concerned with all integrated activities within the
organization {internal relationships). Whilst the focus is to manage the
internal marketplace relationships, these internal marketplace relation-
ships influence and enhance external marketplace relationships. Internal
marketing complements quality managemeni and external marketing, It
melds the internal quality process 1o external market needs. 1t is through
these actions, not plans and thoughts, that real sustainable competitive
advantage is built. In this sense. internal marketing 15 emerging as o
way of raising quality levels in organizations and stimulating corporale
eflectiveness,

Combining TOM with marketing through internal marketing can lead
to optimal co-ordination and integration of operations, activities and



efforts for aligned strategy implementation. Combined, thg three lead to
an integration between quality, employvee loyalty, productivity and profs
its, Imternal marketing's co-ordination or integration of operations, activ-
ities and efforts is merely an operational means to an end: customer
orientation. Internal marketing helps focus the organization toward a
customer orientation, which works internally by lacilitating the process
and behaviours to deliver a quality orientation. Tnternal marketing, TOM
and marketing, when used together, result in greater customer satisfac-
tion and allow the company (o sustain a competitive edge.

Thus. the success of a quality progeamme is mediated by the partmer-
ship between the emplovee and the company. Internal marketing works
on gelting guality by paying attention to:

B Quality of processes. Internal marketing plays a role in examining
the activities of work and ensuring that the processes are effective
in delivering maximum value for customer needs. Internal market-
ing does this by examining the process for overall aims. assessing
and aligning these to strategic goals and then communicating the
existence of the process, and informing how the process functions,
By raising the awareness of aims and fanction, internal marketing
improves the operational quality of the process.

B Quality of infraseruciure. Internal marketing assesses the quality of
the internal structures and internal resources and activities. It
examines how well these processes and activities are managed
and co-ordinated.

B Oualicy of fnrevaction, Internal marketing assesses and improves
the quality of information exchange, financial exchange and social
exchange, As a direct consequence of high ‘guality’ exchange,
internal relationships can be improved and more effectively aligned
1o desired aims,

B Ouality of environment. Internal marketing assesses the relation-
ship and intéraction process between the parties, and the impact of
the environment within which the interactions oceurs, The quality
of the environment determines how well people co-operate and
operate. The organizational atmosphere ¢can be described as an
artefact of organizational culture, and depicts its reality along
dimensions such as level of dependence versus interdependence,
conflict as opposed 1o co-operation, expectations and reciprocity,
communication, trust and commitment. A high ‘quality” environ-
ment mvolves high trust. commitment and reciprocity between
involved business parties,

B Ouality of people, Internal marketing assesses current capabilities
and competencies of people, and identifies the gaps that need 1o be
filled 1o make strategies happen. Internal marketing assesses the



competence, experience, know-how, internal relationships, moti-
vation and attitudes necessary for embedding the quality philoso-
phy throughout the organization. It examines for these and
formulates plans to generate appropriate reflexes,

B Ouality of plans. Internal marketing examines and helps the trans-
lation of strategies into tactical plans for operations. In the trans-
lation process, internal marketing considers what benefits
mndividuals can derive from implementing these strategies. in the
long as well as the short term, and then develops appropriate
imternal marketing strategies to cngender buy-in.

Effective co-ordination and integration of these results in;

B Ouality of product/service. This 1s what the customers receive.
From product/service quality comes customer satisfaction. which
i5 the primary reason for initiating the TOM programme or any
other effort.

The internal marketing philosophy builds an interrelationship between
quality and external marketing. This it does by structuring appropriate
exchanges and building employee relationships. Using internal market-
ing, companies can effectively interweave the customer’s perspective into
the quality process, Internal marketing helps build cross-functionalism,
where different functions inside and outside an organization work
together in 1eams,

Internal marketing understands that there are links and interdependen-
cies between product/service quality, customer satisfaction, employee
relationship and profitability. From this appreciation, internal marketing
ands the process of helping evervone in the organization see the linkage
between what they do and its impact on the eventual customer relation-
ship. Co-ordinating the internal and external activities in a harmonious
manner 15 cssential to establish and quantify the requirements of internal
customers (emplovees), and aids the delivery of external customer satis-
faction. This is the key role of internal marketing.

In short. IM focuses on:

B integrating and co-ordinating activities within the organization
{imtesrative focus) by

B facilitating interlinkage between external customers (mrarket-led
focus) with

B internal guality and continuous improvement of the products/ser-
vices and processes (efficiency and effectivencss focus),

B through a focus on employees in the orgamzation, who are respon-
sible for the execution of strategies of continuous improvement
{infernal focus via internal relationships).
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Internal marketing is 4 co-ordinating philosophy because it considers and
co-ordinates ‘all” activities — including internal and external relationships.
nétwork mierachions and collaborations — by examiming all aclivities
involved in satisfying customers throughout the guality supply chain. It
is a philosophy because it focuses attention on customer satisfaction and
organizational productivity through continuous attention and improve-
ment of the jobs’ that employees execute and the environment in which
they execute them. Internmal marketng commumcates the idea that a
major goal of management is to plan and build appropriate close and
fexible relationshups wath internal parties to continunously improve
qualily.

Internal marketing is a strategy because it triggers approprizate actions
ko occur, such that strategic words become translated into actions that
deliver gualitv-led customer satisfaction. Internal marketing therefore
helps guide the overall thinking in the organization and plays a role in
decision making, as well as in the execution of predetermined plans.

The main role behind internal marketing within a TQ setting is to
striecture and enhance appropriate internal relationships with employees



and collaborators. By bringing together quality and marketing, internal
marketing’s main goal is to produee and deliver customer satisfaction.
This allows the company to realize strategies for sustainable competitive
advantage.

Internal marketing is an interaction process between the organization
and its employees within a given company context. Internal marketing
works at the level of creating precisely the right type of atmosphere and
environment in which emplovees are encouraged to creale, co-ordinate
and improve the whole business, This means that intérnal marketing
works towards actions, interactions and adaptations that enhance cus-
tomer satisfaction. This is engendered by creating an environment in
which quality-enhancing behaviours become a reflexive part of employee
action, This environment and the accompanying quality-enhancing beha-
vieurs by employees determine the ultimate source of competitive advan-
tage in a dynamic environment.

Internal marketing guides all people, functions and departments of an
organization (e.g. the production department, the serviee department and
the marketing department) by its systematic appreciation of the necds,
aspirations and costs of ecach, This underpins the internal customer sap-
ply chain, which must be understood and accepted by every single
emploves, from top management foo middle managers, all the way
down to shop-floor workers, Organizationally, this hierarchy results in
a network of relationships within which different collaborations evolve as
a consequence of 4 multiplicity of interaction episodes. Each of these
relationships and imeractions can be managed, where appropriate, with
a formal internal marketing strategy and internal marketing plan.

Co-ordinating a web of customer=supplier relationships is certamnly not
an-casy task. In the new world, companies can no longer afford 10 main-
tain barriers between functions and departments, Success is driven by
integrating related functions within the organization — production, sales
and distribution, services, advertising, sales promaotion, product planning
and market research — to achieve the organization’s business and market-
ing ohjectives. Internal marketing examines and manages the total set of
relationships and interactions that bring aboui additional value It is
important that everyone in the organization can see the linkage between
what she or he does and its impact on the external customer, Therefore,
creating and aligning internal relationships between departments, Tune-
tions and employees inside the organization is necessary Lo improve the
performance of the company and its employees. The main challenge is
how the different internal and external parts of a business can be co-
ordinated in an efficient and flexible manner’ . Internal marketing fulfils
this challenge. By managing and structuring for integrated action. inter-
nal marketing creates managerial value that eventually culminates in
competitive advantage.

To implement TOM, managers must gain a full understanding of how
the different parts of a whole business can be co-ordinated in a holistic



way that is simultaneously efficient, Qexible and conducive to continuous
mmprovement, Becoming a quality organization is noi just a matter of
practising new management technigues and methodologies, though these
may certainly hefp. It is also abowl becoming more integrated and
co-ordinated in action. Understanding and managing all these internal
relationships, Functions and interactions in an effective and profitable
manner is an essential condition to gain long-term competitive advan-
tages. The only solution for an organization to reach the ullimate
competitive edge and advantage is to adopt a strategic approach tointer-
nal markering, Most employee perceptions of corporate programmes,
such as quality, are affected by their perceptions of other elements of
the corporate package. Employee motivation to do as the organization
bids is driven by what they are being offered. not just from the pro-
grammes they are being asked to implement, but also their perception
of the whole corporate package. This means that the company must
cstablish a “high contract partnership” between the employee along multi-
ple dimensions. Tools of internal marketing help co-ordinate this.
Internal marketing is about structuring and creating the action.

Good internal marketing identifies and removes barriers that divide
employees and factionalize organizational action. Internal marketing, by
building a deeper and clearer understanding of the inside of the organiza-
tion, is a key capability to respond to the challenges of a hyvper-compe-
titive world. Internal marketing harmonizes the bits into a whole. Only in
this way can guality be delivered. The internal marketing approach pro-
vides strategic puidance on how to leverage business performance and
profitability in an increasingly competitive environment. Strategic inter-
nal marketing is more than just a written plan. For instance, a formal
quality programme 15 of little value if employees are not motivated and
empowered to deliver the type and level of effort required. Internal mar-
keting works by formally assimilating strategy into a plan of internal
actions necessary for motivated internal implementation.

Organizations wishing to successfully implement internal marketing need
to focus upon a select number of areas over which they have control:
human resources. tramning, organizational structures and processes, plans
and procedures. By examining these elements, the company can design
job products to motivate emplovees toward quality consciousness, and
hence customer satisfaction. Internal marketing is concerned with
employee motivation and lovalty, and suggests that retaining talented
employees contributes to enhanced profitability, Employee maotivation
calls for perfect supplier chain performance and companies must deliver



on their promises to their internal markets, The tools and techniques
from IM aid the strategic implementation of marketing-led TQM.
Internal marketing initiates efforts and selected behaviours, such as qual-
ity, customer consciousness and continuous improvement. Profitability is
higher due to efficiencies achieved through better use of internal resources
(e.g. reduction of costs and working capital). Organizations that practize
an internal marketing orientation can help the company become a leader
in total quality,
It 15 imperative that a company:

B understands employee needs
B considers employees as partners; and

B ensures that employees are driven/aligned in ways to satisfy
customers’ needs,

According to the internal marketing perspective, companies must con-
sider the management of all relationships with which a business is
involved. This means managing all contacts that a company has with
emplovees who have the potential to influence and motivate customer
satisfaction. Many companies face adversarial relations between manage-
ment and workers within the workplace. Internal marketing’s aim is to
zet competitive collaboration. Competitive collaboration is an effort that
seeks to continuously improve through collaborative alignment. This
imphies supplying employees with the highest possible quality with respect
to their individual requirements within the internal customer—supplier
chain.

Internal marketing works by establishing, developing and maintaining
suceessful exchange relationships within the orgamzation. Within the
internal marketplace such mternal exchange 15 based upon;

B understanding and intimacy:
B frust
B commilment,

Internal marketing helps builds intimacy between suppliers and their
customers. Internal marketing works in the organization by managing
interactions and connectivity to ensure that the full talent and creativity
of all employees is incorporated into the organizational system.
Internal marketing is built on ‘trust’. When people trust the organiza-
tion will do what it says, then it encourages behavieurs within the orga-
nization that allow For quality to he embedded through the entire supply
chain process. This enables internal customers to receive the right
resources to do the right jobs at the rght time in the right way, By
systematically aligning interactions through explicit considerations tc a



full set of stakeholder needs, internal marketing helps in the development
and prowth of trust and commitment among parties. This underpins
perfect delivery of quality each and every time to the specifications that
attract and appeal to the consumer. This in turn motivates customer
retention. By looking afier the needs of the employees. internal marketing
provides & clear signal 1o the internal market that the company values ils
employees. This begins the circle of reciprocity: when the company can
demenstrate that it is committed to its employees, its employees respond
in kind and become committed to its success.

Linsuceessful implementation of strategies is caused by an inability to
harmonize interactions and failure to build inter-connections between
departments; The role of internal marketing is to help marketing, not
just simply to connect with external customers through the marketing
mix, but also to facilitate a process whereby external information is
clfectively disseminated to emplovees within the company. This allows
the company 1o become more proactive in its product/service design and
delivery process activities.

Internal marketing is therefore a management philosophy for both
motivation and support towards market-led TOM. Employees experience
the business as part of their lived reality, and how this experience unfolds
on & day-to-day basis determines individual actions. Positive experience
leads to behaviours befitting an organizational quality orientation.
Megative experience creates tensions and divides the organization into
‘us and them' factions. Internal marketing is very valuable in nurturing
imternal environments, which are conducive to guality creation through
development of commaon values and behaviours,

Internal marketing helps the quality effort by:

B Attracting, developing, motivating and retaining employees who
are capable and willing to give excellent service by treating them
well and making them feel important.

B Aligning employees (o the mission, goals, strategies and processes
of the company.

B Creating thematic coherence by placing stress on the critical few
issues; so that employees will be able 1o ‘do the right things right’
teffectiveness) rather than just “do many things' (efficiency).

B Cascading consistent decision making and action through appro-
priate communication, iracking and feedback.

B Emphasizing the internal customer—supplier chain as an enabler of
good (external) customer service by paying explicit attention to the
management of internal exchanges.

B Motivating and training employees to recognize the external and
internal customer by ‘thinking backwards to the customer’ and
then driving forwards with actions for continuous improvement.



B Building employee compelencies necessary for long-term competi-
Live success. ¥

B Acung as an interface belween employees and management, and
between departments:

B Shifting the workforce from o production orientation toward cus-
tomer-led process arientation.

B Ephancing customer orientation by information exchange on cus-
tomer needs. Internal marketing works toward customer orienta-
tion and guality culture by familiarizing all employees with their
own customer—supplier relationships. This it does by ensuring that
appropriate information is packaged and relaved. The end result is
a better integration of work activities between people and across
departments.

B Retaining emplovees by helping them adentify with the norms,
values and culture of the organization. If individuals buy into
and share organizational values, then they are less inclined to
leave. Values compatibility creates a sense of belonging and
uhconsciously motivates behaviours toward higher customer
consciousness.,

B Developing a stronger quality-led customer culture by emphasiz-
ing a desirable set of corporate values, that synthesize the compa-
ny's identity. Internal marketing, via the process of ‘selling” the
concept of quality, enables the company to get its employees to
internalize an appropriate set of values. Its aim is to influence and
change attitudes and behaviour.

B Enhancing internal linkages by altering employvee attitudes and
associated behaviour in their interactions with imternal customers.

Actively involving people is a basic requisite of total quality management.
Internal marketing plays an extremely useful role in identifying and clar-
ifving each individual’s role, and then providing information and traiming
to enable them to fulfil the tasks they have responsibility over, In helping
companies to implement TOM, it 15 necessary Lo emphasize that quality
should not be managed just as the interface between customer and sup-
plier, but instead should encompass all relationships within the organiza-
tion. Internal marketing plays a central role in the management of these
interfaces and relationships. This is crucial because, as Oukland™ notes:
‘For an organization to be truly effective. every single part must work
properly together, failure to meet the requirements in one part or area
creates problems elsewhere’. Atkinson’’ clarifies further by expressing the
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Figure 6.7 The internal marketing onion for quality and customer
CONSCIDUSNEss,

view that ‘emphasis should be on the internal dynamics of the organiza-
tion, recognizing that meeting the requirements of the internal customer is
as important as meeting the needs of the external customer’. Such beliefs
have led to the thinking that dBpﬂll’Lm{?‘llH must consider themselves as
members of a “customer chain'™. Internal marketing works exactly on this
recognition. By placing the internal customer at centre stage, internal
marketing works to generate quality for marketplace success.
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Mew products are central to corporate growth and prosperity. An esti-
mated 40 per cent of sales come from new products’. Providing value and
winning customers has, over time, remained the major challenge. To do
this. companies must quickly and accurately identify changing customer
needs and wants, develop more complex products to satisfy those needs,
provide higher levels of customer support and service, while also utilizing
the power of information lechnology in providing greater functionality,
performance and reliability. Improved inmovation is one of the major
strategc wayvs of making this happen.
Unfortunately. as Cooper el al.® note:

W one product concept out of seven becomes a commercial success,
and only one project in four results in a winner;

B roughly half of the resources that industry devotes to product
innovation is spent on failures and killed projects;

B 63 per cent of executives are ‘somewhat” or *very disappointed” in
the results of their firms® new product development (NPDY) efforts;

B new products face a 35 per cent Tailure rate at launch.

This highlights the need to take great care when attempting to implement
a product development system within an organization. It is important Lo
ensure that the NPD framework interfaces well with existing processes
and that it is designed to meet the objectives for which it is being imple-
mented. Also, as organizations evolve, it is imperative that their NPD
framework also evolves in a manner that continues to support strategic
repositioning and growth objectives,



Motwithstanding the problems, the potential for large l?eneﬁts: from
innovation has led it to be increasingly perceived as one of the maost
important processes within organizations’. For many companies, success
in innovation is through development of a superior NPD framework®,
This reliance and focus on a strong Innovation capacity is reinforced by
research thal shows a strong correlation between new product success
and a company’s health®. Indeed, NPD frameworks are increasingly seen
as an importanl source of competitive advantage®. However, the devel-
opment and implementation of an NPD framework is by no means sim-
ple. nor a guarantee for new product success. [n fact, no one best way has
been found to organize innovation', so it comes as no surprise that the
causes of new product success and failure often can be traced back to the
MNPD framework.

Research studies® have found that:

B the technical knowledge, motvational abilities and skills of the
project manager are correlated with NPD suecess and failure;

B project manager styvles and authority patterns (degree of delega-
tion, formality, etc.) affect product success and failure;

B proficiencies in execubing the various stages of NPD processes
{concept, development, prototyping, ete.) frequently affect ouat-
Comes;

B the amount and guality of the technical, marketing and manage-
ment skill applied to the NPD process are also important;

B the degree of ‘integration’ between the commercial and technical
entities 15 correlated with new product success and failure.

Further clarification around suecess factors in NPD was offered by
Cooper” and is summarized below:

B strong market orientation;

B an in-depth understanding of user needs and wanis;

W o unigue of superior product, ie. a product with a high perfor-
mance 1o cost ratio;

B astrong market launch, backed by significant resources devoted to
the selling/promotion effort;

B anattractive market - a high demand and a large growing market;

B synergy in a number of areas, including technology and marketing;

B top management suppert;

B good internal and external communications.

In a more recent analysis, Griffin'" identified successful firms from lower
performers in their:



W execution of a commonly agreed to and disciplined NPD process;

B cultivation of a supportive organization and infrastructure for
NPD;

B setting of a clear innovation agenda and management of the port-
folie of projects in aggregate.

Proficiency in the performance of NPD activities increases the likelihood
of new product success. Proficiency in development and marketing pro-
duces the largest increase in project success. By improving performance
of key NPD activities under hostile environmental conditions, a company
greatly increases the likelihood of success for a new launch.

Three major benefits are derived from improving the new product devel-
opment process. These are outlined below.

Reduced product development costs

Ower the course of a new product development project, costs generally
inerease. at an accelerated rate as the j'J!'OdUC1 moves  towards
commercialization''. Due to accelerating costs over the NPD process,
it is important to eliminate failures early before they lead to a major
foss in investment'",

It is estimated that, between the design and manufacturing stage. about
B per cent of a product’s costs can be determined at a point when only 10
per cent of the cost is expended'’. This corresponds closely with the work
by Pawar el al.'®, who found that 80 per cent of a product’s cost is
committed during the design phase, whereas-design itsell’ only absorbs
8 per cent of incurred costs. Managing this process properly means ensur-
ing only those products that stand a réasonable chance of being commer-
cially successful will receive funding, This capability was demonstrated by
Colgate-Palmolive, who saw a drop in the number of products that
reached the prototype stage from 50 to 20 per cenl once an NPD frame-
work had been adopted and implemented. Conseguently, the levels of
funding applied to programmes which are killed later is reduced. resulting
im an improved return on the overall R&D available.

The likelihood of missing key steps, which may require expensive
rework or have an impact on cycle time, can also be avoided by providing
a roadmap defining tasks and deliverables. With improved clarity of
purpose comes the ability to more effectively plan activities and allocate



resources. This helps in identifying and allowing upp-ur[uni‘lies for con-
current activity, while also avoiding any potential functional bottlenecks.
The introduction of significant functional improvements offering opera-
tional effliciencies (such as DFX techniques) also helps in this effort,

MNew product development frameworks also contribute to improved
levels of planning and decision making by encouraging information to
be gathered from all key functions and forcing an evaluation at key
milestones within the project to focus the attention on the guality of
execution.

The whole focus of the reduction in product development cost is to
drive oul any unnecessary cost of quality. This is achieved primarily
through improved execution. achieved by providing greater stability to
the organizational linkages or offering accurate information to guide
planning and decision making. Additionally, improved product develop-
ment productivity is achieved through shorter development cycles and
reduced levels of waste. As a consequence. projects with a decreased
development lead-time are less expensive (=33 per cent), while those
products with higher development lead-time are more expensive [0
develop (400 per uc:nlj's.

Time to market

Product development, i accelerated, can give nse 1o benefits such as
establishing dominant designs, jumping ahead of the learning curve, rea-
lizing higher profil marging, imeorporating new lechnical advances
sooner, or influencing and setting industry standards'®.

The time emploved in new product development 15 determined by the
efficiency of the information process, the levels of uncertainty in devel-
opment and the amount of effort needed to combing all information
elements'’, It is therefore not enough to automate the shop floor. For
effective WPD, the entire design—manufacturing process must be
addressed, A faster but inefficient organization is likely to produce a
large volume of wastage with defective goods and poor service, resulting
in a devastating effect on the bottom line of the organization'®,

Apart from the external advantages, companies adopting NFD frame-
works can realize a number of internal benefits'®;

B rapid gencration of economies of learning with lower overhead
and labour costs;

B more information sharing and problem solving across the organi-
zalion; !

B higher quality of goods and services;

B lower requirements ol working capital;



less need for engineering and design changes due to environmental
variations. #

New product advantages

The ability o satisfy identified customer needs and wants, by definition,
requires an organization to be capable of developing new products effec-
tively and efficiently. Regardless of the types of new products introduced
by a company. one thing is clear: the rewards for the development and
successtul launch of a new product can be significant. For example:

Seven hundred US organizations between 1976 and 1981 stated
that 22 per cent of profits and 28 per cent sales growth came from
new products.

Filtv-six per cent of all products that actually get launched are still
on the market 5 vears later. Other studies estimate the long-term
suceess rate of new products at 63 per cént,

The companies that lead their industries in profitability and sales
growth get 49 per cent of their revenues from products developed
over the past 5 vears. The least successful get only 11 per cent from
new products.

According to a 1982 study by Booz, Allen & Hamilton, successful
organizations are likely to derive one-third of their profits from
new products™.

Those firms that do not keep their NPD practices up to date suffer
marked competitive disadvantage. To remain competitive, ‘Best In
Class’ firms employ the basic attributes of an effective NPD framework,
but continue to show evolutionary improvements on multiple fronts to
retain their lead. Consequently, the fallowing advantages can be gained:

improved productivity through upgrades and advancements in
technology;

improved competitive positioning (allowing a thought leadership
profile):

improved ability to penetrate new markets, set rules for existing
markets and adjust scgmentation criteria, thus adversely affecting
competitive regction:

improved defence against competitive attacks (shoring up defences
through offering flexible configurations or a full product family,
thus preventing weaker opponents building up a distribution cap-
ability):



B ensuring @ highly skilled work force is retamed and pmtwatad to
proceed;

B reducing business risks by having less dependence for revenue and
margins on outdated components;

B stimulating an environment of creativity and innovation that
allows companies to compete;

B reduced inventory required (and costs) due to the ability to apply
new technology (replace rather than fix),

Diverse approaches to managing innovation have been attempted over
the vears, beginning with rudimentary efforts to grapple with technology
to sophisticated and encapsulating complex systems of management.
Fortunately, these approaches can be categorized into I'airJF distinct evo-
lutionary phases or generations of development. Rothwell”' distinguishes
five generations i the evolutionary development of innovation systems.
These development phases are informative in that they help to define the
likely trajectory for future progress in the management of innovation.

The first-generation innovation process (1950s to mid
1960s)

This first generation, or technology push, concept of innovation (Figure
717 assumed that “more R&D in° resulted in ‘more successful new pro-
ducts out”, With one or two notable exceptions, little attention was paid to
the transformation process itsell or the role of the marketplace in the
process.
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Figure 7.1 Technology push (first generation). Source: Rothwell, R.
11994). Towards the fifth-generation innovation process. Infernational
Marketing Review, 11 (1], 7-31.



The second-generation mnnvatmn process (mid 1960s
to early 1970s)

Perceplions of the innovation process began to change as the business
environment began to move toward emphasizing demand side factors, i.e.
the marketplace. This resulted in the emergence of the second generation
or ‘market pull’ (sometimes referred (o as the ‘need pull’y model of inno-
vition shown in Figure 7.2 This is a simple sequential model, in which
the market is the source of ideas for dirccting R&D. R&D merely plays a
reactive role in the process.

One of the primary dangers of following this model was that it could
casily lead companies to neglect long-term R&D programmes and
become locked in to a regime of technological incrementalism,
Companies using this approach were being directed to adapt existing
products to meet changing user requirements along maturing perfor-
mance trajectories. By doing so. they ran the risk of being outstripped
by radical innovators.

The third-generation innovation process (early 1970s
to mid 1980s)

The technology push and need pull models of innovation are polar exam-
ples of 4 more general process, This led 1o the development of a third
interactive or ‘coupling’ generation. The coupling model (Figure 7.3),
according to Rothwell, can be regarded as:

A logically sequential, though not necessarily coniimuas
pracess, that can be divided nte o series of functiomally
distinet but lnteracting and interdependent stages. The overall
pattern of the immovation procesy can be thought of ax o
complex met-of campunication paths, fol mira-orgenisationa)
anel extra-organizational, leking together the various in-howse
frmetiony and Hking the fiem o the broader scientific and
technolopical compraniny and o the marketplace. fn other
wards the process of innovation represents the vonfluence of
fechnolagical capabifities and nmr.':.;f.r-ﬂﬂ'.:.h within the
framewerk of the mnovating firee, ™

The third-generation innovation model was seen by most western com-
panies, certainly up to the mid 1980s or so, as presenting best practice. It
was still essentially a sequential process, but with feedback loops.

Rothwell® notes two sets of issues for suceess, namely project execu-
tion and corporate level factors:



Market meed Deevelopment Manuliscluring

Figure 7.2 Market pull {second generation). Source: Rothwell, R. (1994),
Towards the fifth-generation innovation process. International Marketing
Rewview, 11 (1], 7-31.

Project execution factors
B good internal and external communication — accessing external
know-how;

B treating innovation as a corporate-wide task — effective inter-func-
tional co-ordination, good balance of functions;

B implementing careful planning and preject control procedures —
high equality up-front analysis:

efficiency in developmeént work and high quality production;
B sirong marketing orientation — emphasis on satisfying user needs,
development emphasis on creating user value;

B providing a good technical and spares service to customers — effec-
tive user education;

B cffective product champions and technological gatekeepers:

Wty of sty
anl the masketplses

Seate of the an in
sechinnlogy ani prodecisn

Figure 7.3 The ‘coupling” model of innovation {third generation). Source:
Rothweell, R. (1994}, Towards the fifth-generation innovation process.
International Marketing Rewiew, 11 (1), 7-31.



B high quality, open-minded management — commitment to the
development of human capital;

B allaining cross-project synergics and inter-project learning.

Corporaie fevel factors

B lop management commitment and visible support for innovation;
long-term corporate sirategy with associated technology strategy;
long-term commitment to major projects (patient money):
corporate flexibility and responsiveness to change;

top management acceptance ol risk;

innevation-accepting, entrepreneurship-aceommuodating culture,

These factors show that success or failure gan rarely be explained in terms
of one or two factors only. Rather, explanations are usually mulli-
faceted. In other words, success is rarely associated with performing
one or two tasks brilliantly, but with doing most tasks competently
and in a balanced and well co-ordinated manner, At the very hearn
of the successful innovation process are ‘key individuals” of high quality
and ability, people with individual flair and a strong commitment to
innovation.

Fourth-generation innovation process (early 1980s to
early 1990s)

With shortening product life cyvcles, speed of development hecame an
inereasingly important weapon in competitive battles. [t was during
this period that Western companies began to notice the remarkable per-
formance of Japanese innovators in world markets. It soon transpired
that the Japanese innovators possessed system characteristics that
cnabled them to innovate more rapidly and efficiently than their
Western counterparts. Two siriking features of Jlapanese innovation
(the basis of the lourth-generation innovation model) were integration
and paraliel development, The Japanese not only integrated suppliers
into the new product development process at an early stage, but also
were able to simultancously integrate the activities of the different fumne-
tional parties, working on the innovation (in parallel) rather than sequen-
tially (in series). This came to be called the ‘rugby’ approach to new
procduet development. An illustrative example of the fourth generation
as practised in Nissan is given in Figure 7.4, Many leading Western
companics are even today grappling to come to terms with the essential
features of this lourth-generation process.
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The fifth-generation innovation process

By the late 1990s, there was a strong trend toward the practice of speed to
market. Organizationally Faster development speed and greater efficiency
mean ereating tighter internal and external linkages and using a higher
level of sophisticated electronic toolkits to facilitate the innovation pro-
cess. Taken together, these changes of practice represent a shift towards
the fifth-generation innovation process. The fifth generation invelves
enhanced systems integration and networking. It is essentially a develop-
ment of the fourth-generation (parallel, integrated) process via higher
utilization of technology to induce ntegrated and networked product
development.

The characteristics of the fifth generation (3G), in terms both of under-
Iving strategic elements and the primary enabling factors, are:

Underlving strategy elements

B tme-based strategy (faster, more efficient product development);
development focus on quality and other non-price factors:
emphasis on corporate fexibility and responsiveness;

customer focus at the forefront of strategy;

strategic integration with primary suppliers:

strategies for horizental technological collaboration;

electronic data processing strategies;

policy of total quality control.



Frimary enabling features

B greater overall organization and systems integration:
— parallel and integrated {cross-functional) development process;
= carly supplier involvement in product development;

involvement of leading-edge users in product development;

— establishing horizontal technological collaboration where
appropriale;

B flatter, more fexible organizational structures for rapid and effec-
tive decision making:

greater empowerment of managers at lower levels;
- empowered product champions/project leaders/teams;

B fully developed internal databases:

effective data sharing systems;

- product development metrics, computer-based heunstics,
expert systems;

— electronically assisted product development using 3D-CAD
systems and simulation modelling;

- linked CAD/CAE systems to enhance product development
flexibility and product manufacturablity;

B cffective external data link:

— co-development with suppliers using linked CAD systems:
— use of CAD at the customer interface;
~ effective data links with R&D collaborators,

The most radical feature of 5G is that it represents a more comprehensive
process of electronification of innovation across the whole innovation
system. The electronification process has a positive side-effect: it increases
the potential for know-how accumulation and learning (Figure 7.3).
Electronic product development tools allow efficient real-time handling
of information across the whole system of innovation. In sum, 5G is a
process of parallel information processing, which brings together the
traditional informal face-to-face human interaction with electronic infor-
mation processing and interaction. In general, elecironic systems help to
leverage knowledge.

Whatever the putcome, it seems probable that it 15 those companies
that invest in mastering the 5G process today whe will be the leading-
edge innovators of tomorrow,
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Having sketched the evolutionary trajectories, we present a detailed dis-
cussion of a generic model that constitutes the foundation of modern day
prachice.

A number of NPD {fameworks have been developed to satisfy the
needs of different organizations operating in different markets. Their
goal is 1o bring products o market on time, to optimize business results
by reducing eycle-times and costs. and to manage the programmes
according to agreed business plans over the products™ life cvele. The
majority of these NPD frameworks possess.a number of similar impor-
tant characteristics, which when executed in a balanced and effective
mannér can significantly improve NPD performance, These characteris-
tics senerally include:



B Use of a ‘Strucrwred Develapment Process’, providing the ‘rules
of the game’ and describing entry and exit criteria between key
programme milestones, primary tasks, schedules and resource
assigniments.

B A team ol senior execulives, called a “Review Board, who provide
oversight of the programmes by resolving cross-project issues, set-
ting project priorities, resolving issues and make GO/KILL
decisions.

B Use of ‘Realization Teams' (cross-lunctional execution teams),
operating under a product ‘champion’ and reporting to the
assigned senior management oversight hoard,

B Phase or Stage/Gare Reviews' at major development milestones,
when funding, resources and project schedules are approved or
rejected by the Review Board.

The activities are generally organized into distipct phases that are carried
out sequentially by the Realization Teams and separated by "Stage/Gate’
reviews held by the Review Board. This is illustrated below using a *Best
in Clags” NPD Framework called "PACE’ (Product And Cycle-time
Excellence) devised by the consultants PRTM™ {see Figure 7.6).

Each component 15 discussed in more detail next.

Structured Product Development Process (SDP)

In many companies, the way products are developed 15 completely
unstructured. There 18 no consistent lerminology; each project team
omiquely defines its activities, even though many are similar. This need
for additional structure 15 demonstrated by dn associated high cost of
guality demonstrated by the following sympmms?ﬁ:

B [Inconsistent terminology and definitions, leading to garbled or
confused hand-offs (up to 39 per cent has been estimated), causing
wasted effort, misdirected work and demanding increased numbers
of clarification meetings.

B Inability to estimate resource requirements and schedules, result-
ing in sub-optimal planning and execution i support of pro-
grammes considered vital to the company.

B Excessive task interdependence. resulting in complex and ineffi-
cient communication channels; and plans being made disjointedly
between groups and 4 poor understanding of responsibilities. In
some instances, 42 per cent of work has been repeated because of
upstream changes, which have occurred due to late customer
input, something being overlooked or errors in specifications.
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W Attention focused on fire fighting. In some cases, at least 48 per
cent of development work has been identified as fire fighting and
caused by unplanned work, which appears unexpectedly but
requires immediate attention.

Structured Development Processes (SDF) offers a framework consisting
of terms that describe what needs to be done in development and allows
them to be consistently applied across all projects. For this, the SDP must
be used uniformly across the company and compliance must be manda-
tory. In this way, it forms part of the organizational culture. *Best in
Class’ companies create guidelines around the SDP to ensure major
tasks are performed across all projects and ensure mistakes, once identi-
fied. are not repeated. The clarity offered in these documents concerning
key cross-functional linkages and responsibilities ensures an effective
overlap of activities, improved hand-offs between functional groups, set-
ting of realistic ‘and more achievable schedules, and improved planning
and contral,

The major activities commonly seen to be executed within a typical
NPD framework, after the original idea has been screened and accepied
h}' management, are to:

B develop and test the product concept:

W formulate a marketing strategy;

B analyse the impact on the business in terms of sales, cost and profit
projections;

B develop the concept into a product:

W market test the product and time its design and market strategy;

B  build and launch the product,

The SDP offers the guidance o execute these activities in the company in
an effective and co-ordinated fashion.

Realization Teams

The secret 1o successiul product developnient teams lies in organizing
them to achieve effective commmmunication, co-ordination and decision mak-
ing. Many different organization structures exist in support of different
companies’ business objectives. Predominantly, organizations employ
hierarchical and bureaucratic structures to implement. Unfortunately,
with extensive rules and procedures in place, many of the different
departments operate almost independently of cach other. With the
increased importance placed in better developing new products, many
companies attempl to impose their functional organization onto the



NPD framework, resulting in such models as the senal "Relay Race’,
ierative “Ping-Fong’ and parallel ‘Rugby' approaches — with varying
degrees of success,

A number of studies have been conducted to identify the most effective
team structure to support NPD activities, resulting in the identification of
many different approaches to team composition and the associated
authority which can be employed (see Figure 7.7).

Work by Corev and Starr™, in their survey of 300 manufacturing
firms. reported that core teams or autonomous (Realization) teams oper-
ating in a matrix organization were most successiul amongst all other
alternatives. Use of traditional functional teams produces. the lowest suc-
cess in controlling cost, meeting schedules, achieving technical perfor-
mance and overall results”. The value in using empowered senior
cross-functional teams to drive such programmes is one that is not lost
on the majority of companies. Tryge™ found ‘96 per cent of all groups
who had halved product development times employed the use of cross-
functional teams’. A further contributing factor to the success of these
teams was the extent to which leadership is provided by a ‘product
chumpiun'm.

These tcams are key enablers of the NPD framework, They facilitate a
change i focus wathin the company away from functional and towards
project-specific goals — something which is supported by the high level of
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budget control they are assisned. Their accountability and responsibility
for project-related goals fosters a greater sense of ownership and commit-
ment, and the improved communications result in a highly effective and
dedicated team.

The important message Lo take from this 15 that team approaches
produce lower production and labour costs and more committed employ-
ees, Indeed. self-managed gross-functional teams are seen as the keystone
to leaner and more flexible organizations capable of managing intensify-
ing compelitive pressures and the inexorable acceleration of technology,
This is also seen as the logical means to generate more creative, less
problem-riddled solutions, faster.

Review Boards

Senior management invelvement is generally channelled through for-
mally designated Review Boards. These bodies can also be referred o
a5 Product Approval Committees (PAC), Resource Boards or MNew
Product Executive Groups. This group is designated within the company
to approve and prioritize pew product development investments.
Specifically, it has the authority and responsibility to:

B initate new product development projects,

B cancel and re-prioritize projects,

B ensure that products being developed fit the company’s strategy:
| |

allocate development resources.

Because this is a decision-making group, it should remain small, and
typically include the *Chief Executive Officer’ (CEQ), “Chicl Operating
Officer” (COO) or General Manager, and the Heads of the Marketing,
Engineering, Finance and Operations areas. In this capacity. each would
be expected to dedicate around 10-15 percent of their time on oversight-
related activities. The specific roles expected to be performed by these
members penerally include:

B Establish the vision. Setting strategy by establishing a vision for
their company's products. With this clear vision, the entire com-
pany can execute development activities to achieve it

B Make decisions. Senior management needs to review the right
information at the right time to make the right decisions,

B Cultivate the product development process. A superior process can
be a source of competitive advantage, Supporting & common pro-
cess smoothens the execution of product development activities.



B Motivate. Successiul motivation and leadership in prpduct devel-
opment reguire that senior management has already achieved
respect in the three previous roles. ;i

B Recruit the best development staff. This is especially important
when trying to secure individuals with specific technical skill or
expertise.

It is important that the balance is achieved between the Review team’s
authority and the empowerment exercised by the Realization Teams. This
is a view supported by Anthony and McKay™, who state: ‘the foundation
for leadership in MPD is based on balancing product development and
process control and its associated information needs between fop man-
agement (responsible for the strategic direction and resource allocation)
and the development teams (responsible for conceptualizing, designing.
testing, manufacturing, launching and screening new products)’. The
1ssue of project and resource management in NPD is an important one
and can lead to the control of an NPD framework being unbalanced
(being either insufficient), overbearing. inappropriate or based on incom-
plete information. Two dimensions in determining this balance are:

B locus of control between top management and cross-functional
execution teams;

B degree to which the control is exercised.

The symptoms that can be expected [rom an unbalanced NPDY frame-
work, by applying these two dimensions, are shown in Figure 7.8,

Anthony and McKay found that improvements due to balancing the
NPD framework can be dramatic - frequently a 50 per cent reduction in
cyele-time can be achieved within the first year. Other benefits inchide
better products, lower development costs, improved predictability and
the ability to handle more development projects concurrently,

Phase review process

All companies have a decision-making process for new products,
although some may not recognize it as an explicitly defined process. In
this instance, decision making can become unreliable and consequently
introduce significant delays to product development programmes. This
can be overcome by applying a well-defined and effective phase review
process.

The phase review process drives the other product development pro-
cesses, [Uis the process whereby the Review Board:
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makes the difficult strategic-level product decisions;

allocates resources to product development effors;

provides direction and leadership to the project teams; and
empowers the Realization Teams to develop the programme on a
phase-by-phase basis.

These decisions are made through approval at the conclusion of specific
phases in the development effori, and are generally guided by a list of
deliverables and milestones that are expected 1o be completed in support
of a GOJNO-GO decision.

The phase review process is intended to cover all significant product
development efforts, including all major pew product development
opportunities. In addition, projects that have a significant impact on
multiple functional areas, such as manufacturing, support, sales and
marketing, should be included in this process. Very small projects such
as minor enhancements are usually managed by a simpler process or
grouped and managed as a package.



While the NPD process is conceptualized in different wayg, many con-
ceptualizations incorporate project review points. Review Boards use
these review points to examine projected technical, marketing and finan-
cial performance of programmes to determine whether to proceed with
developing the new product or to lerminate it prior 1o commercialization.
The stage/gate model shown in Figure 7.9 has five stages, although more
or less may be employed by dilferent companies. The phase review pro-
cess can be viewed as a funnel with many ideas entering at the concepl
phase and, through a series of screenings over the course of development,
narrowed to a few appropriately resourced projects with high likelihood
of market success. At the conclusion of each phase, a review 15 held 1o
determine the direction of the project: proceed. cancel or redirect {see
Figore 7.9).

In each phase, & number of activities are executed concurrently across
number of different functions, Al specific points, these are brought
together m the form of specific phase review deliverables that are pre-
sented to the Review Board. On the basis of the information provided,
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Figure 7.9 Funnel approach of new product development framewaorks.
Source: Anthony, Shapire and MeGrath (1992). Product Development:
Success Through Froduct & Cyele-time Excellence (PACE). London:
Butterworth-Heinemann,



the innovation programme will be permitted to proceed o the next phase
(with commitments in funding and resources given), given instructions to
refocus, or cancelled. This review activity ensures that funded pro-
grammes are consisient with the company's strategic and financial
goals, and are supported and resourced in a manner that increases the
likelihood of success.

Clearly, at the front of this funnel, very little may be known about a
concept or the target market to which it is to be applied. As a result, the
information to support the opportunity is somewhat rough and mcom-
plete. However, over time and as the programme moves through the
funnel, the levels of completeness and aceuracy of the supporting infor-
mation improve, Ag o result, the Review Board will be able to approve
increasing levels of resource to support an opportunity as the quality of
information improves over time {see Figure 7.10);

This ability to review programmes and commil resources based on
increasing understanding of the opportunity offers an important risk
abatement mechanism by allowing undesirable programmes (o be can-
celled prior 1o the development phase, when mosl resources are
expended. This is supported by the linding that 80 per cent of a product’s
cost is committed during the design pliase, whereas design only absorhs §
per cent of incurred costs™,
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Clearly, the contribution NPD frameworks can make to § company is
determined by the effectiveness of its decision-making process to identify
what opportunities to pursue. This also requires some insight into the
interdependencies between programmes and the associated resource allo-
cations. As a result, the definition and application of an effective phase
review process should exhibit the following major characteristics:

B provide a clear and consistent process for making major decisions
on new products and enhancements;

B empower project teams to execute a project plan;

B provide the link for applying product strategy (o product develop-
ment;

B provide measurable checkpoints to monitor progress,
B establish milestones that emphasize a sense of urgency.

In fact, current practices indicate that the highest attrition of pro-
grammes in the funnel takes place at concept screening. with the second
largest number of cancellations taking place in the next, business plan-
ning, phase. Consequently, programmes are eliminated much ecarlier in
the WPD process than in the past, resulting in less time and money being
spent on a particular idea™. Modern day corporate portfolios of NPD
projects are therelore wasting less money on unsuceessiul pmduuls“.

Regardless of the gains to be achieved through an effective NPD frame-
work, there still appears to be much room for improvement. Recent
analysis of various NPD frameworks and the programmes being executed
within them indicated weaknesses which give cause for concern, and in
some cases result in the NPD programmes having o negative impact on
the success of the organization™:

B around 24 per cent of companies who have implemented an NPD
framework have reported worse “Time to Market” performance;

B 63 per cent of company executives have stated that they are “sorme-
what' or very' disappointed in their firms® new produet efforts;

B additionally, it has been identified that 46 per cent of resources
invested in new product programmes are wasted on technical and
commercial failures.



Consequently, it is not surprising that this less than startling rate of
success has resulled in many studies aimed at identifying associated pro-
blems and inefficiencies. In support of this, some studies have shown new
product suceess not Lo have improved over the last 30 vears™,

According to work performed by Cooper and Kleinschmidt™, poten-
tial problems may arise with the implementation of a new product devel-
opment process. More byreauvcracy and tighter controls can thwart
creativity, and slower decision making s a deadly plague for the intre-
duction of any formal process, Indeed, many of the problems identified
appear to be caused by implementation-related issues rather than any
fundamental failing of the NPD framework,

Thee discussion thus far has presented a structured innovalion process
sysiem that carrently represents the state-of-the-art process. However,
new developmenis are taking place that are taking the imnovation process
on towards a more advanced stage, One of the most interesting develop-
ments 15 the Merative model of Hughes and Chafin™. Hughes and Chalin
propose a value creation model, which they call the Value Proposition
Process (VPP). Such developmental models show greal potential to
become the new gencralion approaches Lo innovalion management.

The Hughes and Chafin model of new product
development

One means of making this transformation is the Value Proposition
Process (VPP). The objectives of this development approach are contin-
uous learning, identifying the certainty of knowledge used for decision
making, building consensus and focusing on adding value.

Value Proposition Process

The WPP was designed to improve the efficiency and effectiveness of
multifunctional project teams through continuous learning, identifving
the certainty of knowledge, building consensus, and focusing on adding
value to customers and end-users. To fully leverapge this process, the
organization in which the team operates must have a culture that sup-
ports improvement and innovation, is Aexible and encourages change.
The ohjective of the VPP is to determine if the organization can con-
vert an idea or an opportunity into a proposition that adds value to the



end-users, the company and the value chain. In short, thg team must
answer a basic question: can we do il right? The VPP consists of a frame-
work of continuous planning cyele, called the Value Proposition Cycle
(VPC), and an integrated screening methodology, called the Value
Proposition Readiness Assessment (VPRA),

Owverview of the Value Proposition Cycle

The VPC comprises four iterative loops, addressing the following activ-
ities: capiuring the market value of the proposition (does the customer
care?); developing the business value (do we care?); delivening a winning
solution {can we beat the competition?); and applying project and process
planning (ean we do it?).

Only a few companies have focused on modelling the relationships
between vilue measures. For example, how is customer satisfaction
related to economic value added? How is employvee motivation linked
to-added sharcholder value? These questions need to be part of a com-
pany’s plan for understanding how it adds value. Cratical questions o be
answered al gach loop are as [ollows:

Value Proposition Cycle Apply project

- c andd process
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Figure 7.11 Value Proposition Cycle. Source: Hughes, G. [ 'and Chafin,
D. C. {1886). Turning new product development into a continuous
learning process. Journal of Product Innovation Managemaent, 13, B9-
104.



Capture market value — does the customer care?
Develop business value — do we care?

Deliver winning solutions - can we beat the competition?
Apply project/process planning - can we do it?

The VPC also provides a Iogical framework for the VPRA methodology,
This methodology is based on a series of screens along each loop in the
VPC, as shown in Figure 7,12, These screéens summarize the sucoess
Factors for the company. The number of success factors will vary accord-
ing to the product pewness, the amount of risk and the number of pro-
duct ideas to be screened, New and risky products with a high cost of
Failure will require more itemsin the screen. A large line extension can use
a reduced set. For a large number of product ideas, a reduced set of items
i5 appropriate for the first screening and then a larger list for the final
screening.

The VPP, as a multifunctional teaming methodology to screen ideas, is
part of a more encompassing life cycle process. The VPP described

Business value screen

Market value 3 Winning solution
e |

Project and process
planning screen

Figure 7.12 Integrating VPRA with WPC. Source: Hughes, G. D. and
Chafin, D. C. {1996). Turning new product development into a
continuous learning process. Journal of Produet Innovation
Management, 13, 89-104.



focuses on answering the question: can we do it right? However. there is
an even more basic question that should be answered first: is it the right
thing te do? After the VPP, there 15 another question: can we do it right
the first time? And once the product or service begins 1o be commercia-
lized, there is an ongoing evaluation guestion; did we do it right? This
question must be answered from the point of view of the four stake-
hiolders: the customer, the emplovee, the suppliers and the stockholders.
A [our-loop iterative process can be used to answer edch of these gues-
tions, formitg the portfolio life evele,

Value Sensing Cycle

The portfolio life cycle process can begin at any point in the life eycle if a
product already exists. A really new product would begin at the idea
generation stage, known as the Value Sensing Cyvcle (VSC), which
appears in the left in Figare 7.13. This cycle continuously scans the
market, the business environment, competition and technology to iden-
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tify new ideas or opportunities. These ideas are screened and reduced to o
manageable few, which are then ‘passed along to the VBC.

Value Introducing Cycle

Once the team and the organization have psed the VPC and agreed that
they can do it rght, the proposition is translated into the final specifica-
tions and plans, and fed into the Value Introduction Cyele (VIC). This
cyele consists of the fully characterized and highly disciplined process (o
develop, produce, verify and deploy the solution initially to all target
marketl segments and, over time, any additional market segments. The
output of this eyvele 1s products and services, and the required support
infrastructure that provides the input for the Value Management Cycle
(VMC).

Value Management Cycle

The VMO, at the bottom of Figure 7.13, continuously screens market and
business performance to answer the guestion: did we do it right? The
monitoring is from the point of view of our customers, our employees,
our suppliers and our stockholders. Critical questions must be answered
at each of the four loops in the VMO, Do our customers perceive that
they are paying a fair price for the benefit received? Do the project team
members feel motivated by what they accomplished? Do we have strong
supplier partnerships that will assure our receiving a favoured customer
treatment from them? Are we profitable and adding sharehoelder value?
Metrics from each of these four loops are an important part of the CECQ's
dashboard. Critical feedback from the VMC is linked and fed into the
VS8C 1o complete the life cycle.

Macro-models of innovation in organizations

So far, we have looked essentially at micro-level structuring of innova-
tion. Moving tea look at innovation from a higher level of abstraction it
is possible to discern the key features of importance. Tang”™ captures this
overview in suggesting that there are four basic problems, These are:

a human problem of managing atiention to the need to innovate;
a process problem in managing new ideas into good currency;
a structural problem of managing part—whole relationships;

| |
| |
|
B 2 strategic problem of institutional leadership.



From this, six constructs of innovation are identified: ¢

B information and communication;
behaviour and integration;
knowledge and skills;

project raising and doing;

euidance and support;
B cxternal environiment,

Table 7.1 shows the linkage of these constructs to the key concepts. From
the six constructs, the associated key concepts and their interactions, a
picture of innovation emerges. This is captured in the inlegrative model
of innovation in organizations shown in Figure 7,14,

Accordingly, an orzanization s encompassed by its external environ-
ment. The organization mieracts with its external environment through
exchanges of information. ideas, goods and services, which include the
organizalion’s mnovation outputs, At the centre of innovation is the core
process of project raising and doing, The results of project raising and
doing are new products, processes and services, There are two enablers

Table 7.1 Constructs and Concepts for the Model of lnnovation
in Organizations

Canstruct: information and commumication
Concepts: flow of information and technology, use of
information technology, information as source of knowledge
and stimulus for innovation.

Construct: behaviour and infegration
Concepts: behaviour traits, creative behaviours, motivation to
innovate, team roles, cross-functional integration.

Construet: knowledge and skills
Concepts: creativity, intelligence, insights, hisociation,
domain-related knowledge and skills, tacit and explicit
knowledge, knowledge creation, learning and training.

Construct, project raising and doing
Concepts: opportunity and prablem finding, problem solving,
product and process development stages, uncertainty
reduction.

Construct; guidance and suppori
Concepts: organization’s mission, task, structure, strategy,
resources, operation systems. Shared values, leadership style.
Construct; external environment i
Concepts: economic rules and innovation, national innovation
gystem, industry structure, culture.
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Figure 7.14 Integrative maodel of innowvation.

For this core process: The first is knowledge and skills, and the second is
behaviour and integration of individuals, teams and functions. The
enablers and the core process influence each other. Positive oulcome
and progress in the project foster teamwork, whereas a long period of
negative results will have the opposite effect, Knowledge is created
throwgh doing a project and knowledge so created will reinforce [uture
projects. Information from the external environment, as well as from
within the organization, provides inputs and stimulates project raising
and doing through the staff of the orgamzation, Availability of informa-
tion, knowledge and skills, together with creative behaviour and the
integration of people in the organization. determine the ability and inchi-
nation of stafl’ to raise projects and find innovative solutions. How inno-
vative an organization is depends on the guidance and support, which are
defined in terms of the mission, tasks, strategy, svstems and resources of
the organization. Ultimately, top management underpins the entire inno-
vation process by providing the proper guidance and suppaort in response
to the external environment.

Thus Far, we have examined thoughts on how innovation managémenl
processes have evolved into their current state of being, This s instructive
in that i highlights a (rajectory of continuous improvement in the
approaches and also because il emphasizes the need to build vpon the
current legacy of systems in place, The effectiveness of ‘the approaches/
frameworks is very much contingent upon the specific context & company
faces. This means that gemeric and unguestioned adaptations of frame-
works and associated tools are likely to result in failure. Success requires
careful understanding of the specific constraints and opportunities, both
internal and external to the organization, and a selection and adaptation
of an innovation framework that best capitalizes on this context,



In highlighting Hughes and Chafin’s model, we present a possible tra-
jectory of development, The Hughes and Chafin model presents an
attempt to improve en the currently popular stage/gate system. which is
atypical of the 5G innovation systems. The model highlights the need to
capture iterative and learning features more thoroughly than earlier inno-
vation processes, [1 s also driven by a stronger focus on delivering value,
and using this as a yardstick of decision making. In contrast. Tang's model
highlights the generic challenges facing management of innovation. Taken
individually, the models represent moderate improvement on current
understanding of the innovation process. Taken together, however, the
models are highly representative of the evolutionary trajectory for the next
generation of innovation management processes,

The major problems to surface in managing innovation are outlined as
follows.

Inadequate resources

Shortage of resources (time, money, people) occurs because often:

B Too much atlention is given Lo current activities, leading to insul-
ficient efforts for long-term and radical activities, The present ver-
sus future conflict is a central source of contradiction on resources,

B Resources are too thinly spread out. There is a tendency to con-
sider too broad a range of development directions with limited
resources, [t is better to focus on fewer directions for better results,

B Excessive projects. This occurs when there are too many pro-
grammes 1o the innovation product development portfolio.
Consequently, people work on too many projects. leading 1o a
tendency to pull expert individuals off one project to fix another
one. This can cause serious disruptions in project progress.

Not knowing the customer

Customer orentation is particularly important in successful innovation.
Il is surprising that many employees, not only scientists and engineers but
even marketers, do not understand their customers. The problem is not
just a lack of market research making the organization unsure of custo-
mer needs, but largely a result of the compuny’s inability to effectively



transmit the ‘voice of the customer” internally, This requires the company
to devise ways of correctly exposing employees 1o customers’ needs.

Unsupportive top management

Lack of commitment from lop management strongly dampens innova-
tion. Leadership that leans toward excessive retrospection and possesses
attitudes that reinforce "we have always done it this way' deadens radical
innovation, Management by signalling and reinforcing the norms of
behaviour either encourages or stifles innovation. Innovation begins
and ends at the top.

Onpe way to try to combal negative lendencies and turn them into
pesitive ones is to introduce initiatives for creativity. Encouraping open
communication and providing creativity training are good technigques for
doing just this. However, at times it may be necessary (o mandate sharing
activities across functional disciplines, for instance through events such as
get-together lunches, elc,

Poor decision policies

Poor decision making hinders innovation. This can atise from several
SOUTCES:

B Lack of explicii eriteria, which makes justification difficult.
B Too many geod ideas, which makes setting priorities difficult.

B Biases of semior management, especially iof toward a single doni-
nant functional area soch as marketing or engineering, can actu-
ally be very troublesome for well-rounded decisions (o be reached.

B Delayed decision making usually builds frustration. Good compa-
nies make quick decisions and provide rapid feedback. Decisions
that take longer than 2 months ofien deflate the energy to get
things done. The net result — frustration in the recipients.,

Lack of co-operative behaviour in the project
management process

Problems in project management cover areas such as competitive beha-
viours within the innovation portfolio. These lead to mdividual eams in
the portfolio fiercely battling for resources. One or two individual leams
may end up winning out, but the organization as a whole loses.



Additicmally, poorly developed and poorly understood organizational
goals produce focus on narrow individual team zains: This leads tooa lack
of synergistic actions and behaviours,

Poor management planning and direction

Vagueness resulting from poor planning leads to frequent changes in
priorities. This compounds the problems that already may exist from
the chopping and changing of personnel from one project to the next.
Consequently, scarce resources are wasted by running in many and often
wrong directions.

The role of IM in innovation is multi-Taceted, and in this section we will
focus discussion on the following areas that directly or indirectly affect a
company’s success or failure in innovation:

organizational culture

Slructures, process and context

people

[ |
| |
B employes communicalions
[ |
B corc competéncy

]

Miegration.

Internal marketing plays @ role in these because 1t can reinforce and
emphasize aspects that help innovation to take root.

Organizational culture and leadership

Crrgamizational culture embodies a sel of deep-seated beliefs and basic
assumpiions that are shared by members of an organization. Culture
works mainly at the uncenscious level, It is the lens through which
employees and the organdzation view themselves and their environment,
Organzanional culture 15 4 répresentation of the artefacts; actions and
norms of the organization. [t captures the ‘way of the orgamzation”; how
its people dress; how they greet one another; how they interact; how they
make decisions; what is important to them; what s not and so on;



Organizational culture encompasses symbals, cues and actions, both phy-
sical and intangible. Thus, it is possible for astute leadership to emphasize
some values and de-emphasize others. This opens up the possibility of
moulding cultures that are more conducive to innovation, Whilst the
possibility exists, it s nevertheless difficult.

Through its focus on “employees’, IM helps the process of identifving
current behaviours and probes why they are occurring. Once specific
employee behaviour patterns have been established. it 15 then possible
to create specific IM programmes o induce behaviours for enhanced
Innovation.

Internal marketing indicates to leadership what kind of messages and
cues they need to amplify and communicate to get innovation embedded
throughout the organization. Internal marketing is a tool that can be
used to build in-depth understanding of the workplace environment.
Through this understanding. it is possible to identify different employes
sepment needs. Internal marketing provides managers with insight and
tools to customize internal strategies to enhance and improve programme
implementation. Internal segmentation is made on the basis of employee
behaviours and needs. Clearly, encouragement and direction take on
gregter meaning if they are focused and more appropriate. rather than
one pill for all symptoms. Internal marketing identifies the tvpe of things
leadership personally need to promote. For example, it a CEO attends all
major meetings, personally gives out awards and tells stories about major
sales successes, but does not visit the shop-floor at all, then it suggests a
top-down emphasis that places low value on its workers, despite the
masquerade of personal involvement. Internal marketing ean engage in
360-degree assessments of leadership involvement and objectively assess
the weaknesses or contradictions that leadership/managerial actions and
behaviours are cavsing. In this way, IM helps identify gaps in the leader-
ship’s armoury. Internal marketing does this by s internal research
antennae, which allow it to listen to the pulse of the internal organization.

Internal marketing identifics and compiles stories that exist within the
organization of innovation successes and role model individuals, After
compiling the critical stories that stress the desired attributes of behaviour
For innovation, IM can then package the stories in an approprale formal
so that they can be retold throughout the organization. In so doeing. 1M
penetrates the unconscions mind and moves it toward sought-alter inno-
vative behaviours. Forexample; companies like 3M and Hewlett-Packard
abound with stories of innovators and innovations. Such stories become
part of the organizational folklore, and inventive individuals become
heroes and legends. The stories typically make a clear point about & com-
pany's culture and are often told to almost every newcomer to the com-
pany, This socialization helps to pass on the culture and acts as a powerful
guide to actions. Another important feature of culture is that it transcends
functicnal boundaries and its impact. 1L may look rather nebulous Bt it is
organization-wide and endures over long pericds of time,



To the extent that IM can strengthen or ehange cultural glements that
favour innovation, then it can move the company toward innovation.

Structures, processes and context

Internal marketing can be used to examine hierarchies, processes, sub-
processes and interfaces, and to assess whether innovation activities are
hindered or given priority. For example; it is difficalt for & company 1o
successiully pursue ideas to successful commercial outcome if its culiure
requires multiple levels of approval For all expenditures, and favours
strict observance of all rules and procedures, Innovative companies like
Hewlett-Packard allow workers up 1o 1525 per cent of their work time
to pursue innovative projects on their own. This one practice speaks
volumes abowt Hewleti-Packard's cultural attitude to innovation. It sig-
nals the importance that the company places; which is stronger than any
programmes of “forced” action.

Internal marketing is an approach and a force for empowerment,
which attempts to unleash the mventive energy of each and every
employee. The culture of a company, coupled with structure, act as pri-
mary facilitative agents in this task. Clearly. structures, processes and
culture have a far-reaching impact on innovation success. For example.
employecs may have many excellent innovative ideas, but if the firm’s
structures and processes discourage or prohibit such ideas from reaching
those with the power to evaluate and implement them. then ideas rarely
bear fruit,

Internal marketing examines what needs tobe done. and by whom.
Internal marketing can be vsed to idennfy the type of role that innovation
agents need Lo play Lo execule innovation strategies. These roles can vary
from plant (who creates the infections enthusiasm for a new idea) or
sponsor (encouraging ideas from below and nurtuning their development)
o commander (giving orders and expecting obedience). Each 1s appro-
priate  uncer different organizational circuomstances and  situations.
Which role is appropriate [or whom is dependent upon the individual's
orientation towards the desired goal at that specilic moment in time. This
links strategic implementation to the specific skills and capabilities of the
individual. By implication, this necessitates first knowing the skills and
capabilities of ¢ach employee before they can be usefully deploved. Some
individuals are naturally good at sponsorship, becaose of their ability to
network at many different levels within the organizational hierarchy.
Others may be more gifted in development and idea peneration.
Internal marketing helps in the assessment of these skills for specific
innovation projects. This assessment is made more visible beecause IM
looks at a deployment of individual compelence from an opportunity
cost point of view, which is taken from the organizational viewpoint as



well as from the employee's perspective. Morcover, IM is important
because it links specific individuals to the stratcgic context by assessing
the strategic sense of specific competence deployment. For instance, while
it 15 usually advocated that the role of sponsor is more appropriate than
that of commander in fostering a culture of inmovation, this may not
necessarily be so. Situations may arise at times of acute crisis when the
leader has 1o push foreefully a particular course of action 1o ensure
survival or break a bottlencck that is unwilling to vield to participative
management and sponsorship. Internal marketing assesses the internal
context and then assesses the appropriateness of steategic actions and the
likely side-effects that may arise. Internal marketing also prepares appro-
priate internal PR o lessen and ameliorate negative consequences of a
specific course of action.

Internal marketing builds an understanding of the organization envir-
onment, organizational hierarchy. organization politics and structures.
Through this understanding, IM plays an important role in the nurturing
of the right environment for innovation. Internal marketing helps reflect
on concrete practical experiences. People’s behaviour (both managers
and employees) has (o be evaluated in terms of agreements, guidelines
and envisaped objectives, and expectations by others,

Internal marketing helps companies to approach innovalion as an
‘open’ system, whereby mmnovation participants are given control over
imitiatives and emplovees are entrusted (o organize  themselves
elficiently™, In environments of trust, employees are more prepared to
do what is necessary, even where it entails breaking existing conventions,
rules and routines. The simple maxim used by the US store Nordsirom,
‘use your good judgement in all situations™, is simple vet a very powerful
reminder of the impact that trust can have in energizing the organization
toward motivated action,

Employee communication, personalization and space
for improvisation

Communication is an indispensable activity in the functioning of all
processes, but it is eritical in highly cross-functional ones such as innova-
tion, Based on communication, problematic situations can be analysed
and interpreted, and solutions can be sought and developed. i is, of
course, imperative that the relevant stakeholders are involved in the com-
MUNICALIoN Process,

As companies have evolved, so have the lives of emplovees. In the past,
tangible internal products (such as pay and benefits) were the main moli-
vational drivers for improved productivity. Increasingly, though, the ben-
efits (meanings) that internal products convey have come to be very
significant®’. Just as external marketers came to appreciate the maxim



‘positioning is not mnmthmg you do to a product, it is what you do to the
minds of your consumers™ , internal marketers have to understand that
positioning is not semething you do to the imternal product, it is what
you co to the minds of the cmplm‘m Dnu. the hearts of emp]n YESS are
wortl, invariably the minds will follow™. Vital in this process is the con-
nection firms make with their tm'l:llﬂjiﬂt.‘-. The connection or relationship
creates an emotional state in which emplovees respond through feelings,
rather than through cold facts. Ensuring an appropriate fit between form
and feelings 15 critical.

Internal marketing, by creating messages and appealing to the emo-
tions, can provide firms with a rich source of advantage. Moreover, since
employee behaviour is socially constructed, idiosyneratic and largely hol-
istic, it calls for a richer analysis of the employee experience. This requires
an immersion in the ‘comsumption’ experience of the employees.
Companies that just measure aggregate trends and statisties achieve little
in the way aof insight om how to really maotivate their employees,
Agpregate employves satisfaction figures are typically lagging measures;
often they-are out of date pictures of vestersear’s sentiment. Al worse, the
aggregations hide the realities of employee dissention and demotivation.
It 15 important toonote that IM isell needs 1o resort 1o ethnographic
probes of the organizational miliew, otherwise it will end up constructing
superficial messages based on superficial insight, resulting in little real
impact. This suggests the need for differentiated messages for different
emplovee seemerits. Internal marketing mandates move than strait-jacket
appeals for efficiency. Internal marketing forces companies to be more
empathic in the design of their communications to employees. [F compa-
nies do not appreciate the existence of different employee segments and
their differcnt needs, they will continue to produce messages that hold
little meaning for the targeted segments. Broad and diffuse messages
create distance between the employee and the organization, and in
worsl seendrios confusion in action. In other words, IM personalizes!

Internal marketing can be used to communicate broad poals, but also
articulate specific plans and actions for development.

McVitie's marketing director Will Carter believes it is impor-
tant to get all staff involved and ensure that all staff are on
board, even those with little customer contact. This means
carefully designing an internal marketing programme for all

(continued)
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staff, not just those who are customer facing. lgnoring non-
contact employees creates divisions and conflict. This
demands an exhaustive and at times exhausting programme
of communications by senior management. Carter has
thought of a number of ways to create involvement and
across-the-hoard organizational buy-in,

One approach was, to take staff from the shop floor to see
the company's products in retail settings. The brief of these
visits was simple: look at the company’'s brands and come
back and discuss what they saw, what opportunities and
threats they perceived for their business. According to
Carter ‘[things like this] are hugely rewarding in getting
people to ook at our brands and our marketplace outside
their normal place of wark.'

These initiatives were driven by an increasing recognition
that in a coampany like MeVitie's there was a strong need to
generate a commaon understanding of what are the goals and
what is the strategy throughout the business. That means
communicating consistently throughout the business across
functions and down into the organization. It is important to
remember not to compartmentalize the messages. This
demands a pretty extensive and intricate strategy communi-
cation programme within the arganization.

After developing strategy, the most critical step is to
communicate it through the organization, Carter's approach
was one that invalved setting up a programme of relatively
small meetings with groups of managers, shop-floor manu-
facturing staff and sales staff. The goal was to ensure that the
business was aligned in terms of the brand priorities and
values that were important to the company, and the cultural
and performance values and measures that the company
was aiming to adopt. In this way, it became possible for
the company to harness the energy and work of each
employee, such that it made strategy come to life.

In this process, MeVitie's complemented the use of tradi-
tional internal communications media with a lot of time in
face-to-face meetings and briefings with all its employees.

Source: Mazur, L. (1993}, Unleashing employees’ true value: employees can
be your company’s most valuable marketing asset. Marketing, April, 22-4,

Traditional approaches to innovation proceed through careful reviews of
the environment, data gathering and execution of an innovation projec
plan. However, such convéntional planning models have reached their
limits in dealing with high levels of turbulence in the business environ-
ment. This necessitates 'impru-.-"fsat[iun"” within the structured innovation



process. Improvisation mtroduces the notion that the compgsition of and
execution of plans occur simultanecusly™. Given that NPD markets are
increasingly experiencing environmental turbulence, it is expecied that
the criticality of communication and space for improvisation will grow
significantly into the future. While structured planning has its merits, it
tends to bear down upon the organization a machine-like rationality.
Acting like this serves only to drive underground the realities and com-
plexities of organizational practice, such as those embedded within the
power and politics processes, and the fact that actions and planning are
interactive acts, and need to be so in highly dynamic environments.
Efficient improvisation calls for high levels of trust, teamwork and inte-
gration berween business functions. Internal marketing plays a role,
allowing improvisation to take place within the innovation process.
Improvisation enables firms to be responsive in fast changing markets.
By communicating the owverall direction and behavioural norms, IM
allows relaxation of rules and procedures, which can be an important
stimulus o promote radical innovation and experimentation. Formal
procedures are suggested to stfle innovation and creativity, and often
are inappropriate as vehicles 10 bring about radical growth. Tightly strue-
tured approaches 1o produgt development are more appropriale primar-
ily when the companies are solely aiming to compete in those
environments that represent incremental growth opportunities™.

Internal marketing allows team members to engender a sense of shared
destiny for new products, the development of mutual trust and respect for
alternative points of view. It is a medium to convey details of technical
performance levels of preducts, and information about the product devel-
opment process and its related svstems. It does this by building high
levels of teamwork and mutual trust among team members. In effect,
the mtraduction of IM provides an “enabling” environment for innova-
tion.

People: the creative engine of innovation

A wvital mmgredient, which adds value to mpnovation projects, is that of
maotivated emplovees. Increasingly, following Maslow’s hierarchy, as
individuals’ basic needs are met, there is a corresponding ‘need” Lo strive
towards higher and more self-actualizing aspects of the work experi-
ence’’. Too often, work within modern corporations parches the
human spirit**. Canfield and Miller suggest that there was a time when
it was possible to equate being “hard at work” with *heart at work’. The
farmer loved his land and animals, and the seamsiress took great pride in
her handiwork™, Unfortunately, in the modern corporation, more and
more work has been placed on the shoulders of fewer warkers in drives
for efficiency. Historically, such events were driven by scientific mangpe-



ment, but in recent vears, similar repercussions have occurred through
the effects of a shortsighted application of BPR and organizational de-
layering. These moves have made the organizational environments barren
and sterile places of work, Applied in their extremes, these philosophies
have robotized the workplace and stripped emplovees of their dignity as
thinking beings.

To get innovation and ¢reativity, companies must re-engage the hearts
and minds of employees, Without this. a great deal of creative potential
in organizations will continue to lie untapped. Cne reason for the failure
to cultivate motivation is the failing of companies to sufficiently link into
the needs of their employees, If they want a workforce that is both
creative and committed, they must think about and set about nurturing
the types of relationships that make business work through an under-
standing of emplovee needs. Thus far, il companies have focused on
building relationships with employees at all, then they have done so at
a superficial level, often deploying crude rational inducements, Needs of
employees are both rational and emotional.

Internal marketing scrutinizes the rational and emotional content to
build pictures of the reality of the corporate environment. Only in this
way is it able to ereate ‘packages’ to fully meet the needs of employess.
Internal marketing is a philosophy based on the understanding that it is
through the application of subjective emotions and empathic awareness
that emplovees are ahle to make judgements that end up in the realiza-
tion of the long-term corporate interests. Recently, the term “emotional
intelligence’ has been coined to address the many issues in this area™.
Emotional intelligence refers to the process of knowing and under-
standing feelings, and being able to marshal those feelings to the best
effect for the individual and organization, coupled with the ability to
empathize with others, leading to successful n:lalicunships"'. Given its
link with motivation of employees. the need for screening measures in
this area is considerable. Internal marketing is an important tecl for
this. Internal marketing tries to understand employees by adopling a
stance that scrutinizes skills and competencies from a vantage thal goes
beyond hard quantitative paper-based qualifications. Internal marketing
forces o tounded understanding of the organizational readiness for a
particular new initiative by examining the full set of needs of the
organization (demand of organization upon the employees) in direct
relation to the full set of needs and aspirations of the emplovee
{demands of the employee upon the organization). It is when there
is balance in both these demands that conditions become conducive
to motivated implementation of innovation and therefore long-term
prosperity.

Accepting the view that innovation is endemic within individuals, man-
agers are immediately faced with the dilemma regarding recruitment and
channelling talent in @ way that is consistent with the organization’s
goals: Internal marketing plays an active role in selecting and nurturing



the range of individuals necessary for innovation success. Truly creative
individuals are not always easy 1o manage. According to Jain and
Triandis™, the kind of people who are most likely to succeed in an
mnovative organization are those who are analytical. curious, indepen-
dent, intellectual, introverted, and who enjoy scientific and mathematical
dctivitics. Such people tend 1o be complex, fexible, self-sufficient, lask
oriented and tolerant of ambiguity, and have high needs for autonomy
and change and a low need for deference.

Internal marketing is a useful tool because it pays attention to those
aspects of human behaviour that could increase the creative potential of
organizations, namely employee motivation. Until now, companies have
resigned themselves to accepting that emplovees will only utilize a tiny
fraction of their brainpower during work, In (oo many instances,
emplovees disengage. so to speak, their brains before entering work
premises.

Training and education: for roll-out and deployment

Omnce a product is ready for launch, there 15 a need 1o scale up all opera-
tions. This increases the number of people and teams diamatically, To
achieve consistency in delivery, the company must invest heavily in both
internal and external training programmes for its emplovees. The training
15 to build competencies in programmes, processes and contreols for devel-
opment of a new product, If turnover among enyployees is high, then the
competence challenge becomes even more pronounced. Success in rall-
out requures management to build and sustain partnerships with a larger
number of employees. In attempting to de this, the company needs to
cater for the different internal market segment needs. One way of doing
this is 1o examine the training needs along two dimensions, Needs (com-
pany needs) versus Gams (personal gains), which can be mapped as a
matrix Lo augment traditional employee classification. An extension of
Lhis is to try and understand the shape of employees’ current and future
value chain and a firm's positioning against that value chain.

Core competencies

As we have noted, IM is uniguely placed to maintain or modify a com-
pany’s culture, because it cuts across functional boundaries. The same 15
true of managing & company's core competence. Because IM is not parl
of any one functional domain, 1t is best positioned to manage the firm's
core competence. )

Internal marketing can be used to stress the set of related sirengths that
makes up its distinctive competence. Distinctive competence is any com-
petitive advantage that one company has over others in its industry and



which cannot be easily copied. It can be constituted within a core func-
tion, such as manuficturing, or & support function such as IT. A firm's
core compelencies represent a cohesive sets of skills and techniques used
to design, develop, distribute and support a firm’s products or services.
Competencies can be grouped into four general types: market-based
insights, product-based. manufacturing process-based and support-
based capabilitics. These competencies vary among industry sectors, as
well as among firms within the same indusiry.

If inoovation is to be part of a company’s core competence, then it
must possess 4 high degree of co-ordination and integration. It is also
important to remember that innovation is not a one-for-all activity.
comprises many shades and variations. Different types of innovation
strategy draw upon different skill sets. For example, to be an inventive
winner of frst mover advantages requires certain kinds of co-ordination,
while attempts to mnovate by being a fast follower calls for somewhat
different co-ordinative efforts. Thus, innovation competence is based on
different Fforms and skills of co-ordination and integration.

Effective new product development usually requires external compe-
lencies among suppliers and partners to supplement internal competen-
cies: Rarely can any one company possess all the resources and skills to
build ‘an entire product itself. Successful firms nurture strong internal
competencies for product development, but also they rely on partners
and suppliers for other necessary competencies. The role of IM, there-
fore, extends into the full innovation cham. Partner companies in the
development chain must be closely aligned to the innovation aims of
the company and mobivated to work towards this common goal. Just
as a frm must markel mternally to its émployees, so i mils! market
internally to its innovation chain partners. Trost and muotual understand-
ing are of utmost importance in these partnerships. Actions of IM are 1o
ensure that this is so.

To create putcomes from compelencies, a corporation must target iis
competencies in specific directions. The problem is that most companies
hardly understand their real core competencies. Many pay lip service to
the coneept, but few are really able to pinpoint their core competencies,
let alone deploy them. Even worse, fewer still know the source of their
competence basin. Murturing them is even maore difficull, Internal mar-
keting’s role is to create an assessment of core competencies, and plans
for their nurturance and deployment. Internal marketing does this by
building deep insight into the form and function of the orgamzalion.
Also, since not-all competencies are in-house, there 15 & need 10 strategrze
how best Lo acquire them from outside. This requires u long-term core
competence plan of, firstly, how the company will source competencies
and, secondly, how it will use its competencies. The plans must be of the
now and of the future, Internal marketing, by linking current competen-
cies to planned strategies, assesses the gap in competencies 1o realize the
plans. This creates a strategic dialogue which forces strategic competence



planning. not just strategy planning. Unfortunately, most qrgamizalinns
stop once they have made strategy plans. They hardly ever successfully
make the transition (rom strategy plans to strategic competencies plan-
ning, which is at the heart of making actions occur and strategic plans to
become realities,

This approach may be summarized as a set of basic questions that need
to be asked:

B What is the competency requirement for the planned innovation
strategy?

B What is the current status of resources?

B What is the gap between competencies required for the planned
strategy and the current status?

M How can this gap be closed? That is, what resources — people,
technology and capital - are required to develop necessary skills
and competencies for product development success?

B How can the competencies be trupsformed into a distinelive com-
petence?

M How can the competencies be leveraged to create value proposi-
tion for end-consumers?

B How will the company refresh and rejuvenate critical competen-
cies?

Integration

Inmovation is dependent on the input of afl relevant viewpoinis and
arguments. I innovation is based on partial inputs, then there is likely
to be a sticking point within the implementation cascade. Integration of
all inputs is of great importance,

Innovation is not a monolithic entity. It consists of individual subsys-
tems and system interfaces, which themselves can be the locus of
improvement and innovation. The subsystems are based on specific cap-
abilities and companent processes, both within and external to the firm.
Only through the integration of these subsystems can the final outcome
be successfully produced. The effectiveness ol integration can substan-
tially impact the cost incurred to the total organizational system. 11 all
efforts are integrated, the net result 15 a continuous stream of value-rich
products over extended periods of time. Effective integration in innovas
Hon generates many generations of marketsdriven products, which are
the foundation for a firm's long-term competitive position, Integration is
arguably the most difficult yet most important challenge facing innovat-
ing firms.



Every individual within a company has the important task (and also
the responsibility) in the creation of innovation. Management has to
provide the conditions for openness to all stakeholders and viewpoints.
These conditions take shape in many different ways: in leadership style,
structuring of the organization, commumnication, strategy and culture for
innovation,

B&Q has managed to instil a distinct B&Q personality by
directing its efforts to make its employees its brand ambas-
sadors. According to B&Q's communications controller
Lorian Coutts, this has been in place since the company
was founded some 30 years ago. Current management's
task is to ensure that this continues. ‘They have seen in the
past what works and know a good thing when they see it.
That includes its well-publicized “over-50s8" hiring policy,
and using staff in all its advertising.’

B&Q's over-50 policy came about from a belief that its cus-
tomers would feel more comfortable if they could talk to
someone who has hung a door, not just to some spotty
youth with little experience of DIY.

Each morning B&Q runs 'energize” sessions, which are
designed to encourage staff to work together and voice
their opinions on how to run the store. At the heart of the
way B&Q runs its business is its ‘purpose and values state-
ment’, which comprises a set of five values. This values set
eschews the corporate speak of many mission statements,
opting instead for simplicity. The values that B&Q wants its
employees to adopt and work toward were formed through
the product of staff liaison, and are:

a down-to-earth approach;
respect for people;

being customer driven;
being positive; and
striving to do better,

(continued)



As Coutts explains: ‘One of the difficulties of having a busi-
ness with 286 sites and over 22 000 people is trying to have a
brand consistency. We are consciously trying to get our
people to behave in a certain way to each other as well as
to customers.” B&(Q's approach of achieving this has been
one of consistently reinforcing and symbolizing these values
as behaviours in day-to-day practice.

Source: Mazur, L. [1899). Unleashing employees’ frue value; employees can
be your company's most valuable marketing assat. Marketing, April, 22-4,

Internal marketing makes us realize that people are central in the equa-
tion of organizational success. Because IM links the employee Lo strat-
egy, it takes implementation to the very core of its ¢nabling agency: the
employee. This direct link helps to cut through the layers that olten act
as multjpliers of confusion, conflict, frustration and eventually inaction.
Internal marketing links specific strategy programmes (o developing
competencies, which are in turn linked to each individual's intelligence,
creativity, responsibility and experience, By so doing, IM not only
manages the individual, but also the collective that makes up the orga-
nization. Internal marketing thus influences the formation of a ‘corpor-
ate identity’ and ‘collective mind’. These influences set in place
foundations for an integrated innovative creative organization. This
means more than just putting together individual qualities and capabil-
ities, however important each individual and personal contribution may
be. Internal marketing works by bringing the individual into the collec-
tive. [t is in this combination that individual creativity is transposed to
organizational innovation and learning. Internal marketing's view of
organizations can be said o be personalistie, in that it stresses the
primary importance of the individual within and outside the crganiza-
tiom; 4s a source of sense=making for the orgamization, yet it is oper-
ationalized through a strategic lens. In this way. IM aligns the
individual into a collective unit, performing in concert to the orchestra
of strategic cohierence and alignment.

Internal marketing understanding is shaped by descriptive anthropol-
ogy where individuals and their environment get shape and meaning in a
continuous mutual interaction. Internal marketing examines the irrevoc-
able relationship of emplovees to themselves, to other people, to the
organization and the world they live in, More than this, IM is character-
ized by the capability to reflect on organizational functioning, its envir-
onment and societal context, Customers and employees are key agents in
this value-adding process. Internal marketing helps the understanding of
this. Internal marketing does not just reflect on the past, but also antici-
pates what 15 vet to come and influences the future,
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Today, the process of innovation is as important to firms as ever. The
development and commercialization of successful new products is prob-
ably the single most important task of organizations. Developing new
products though is not only a very complex task, it is also very risky.
With average success rates for new products of around 60 per cent,
ensuring that appropriaie procedures are in place to guide new products
throwgh the organization is a crucial task: However, there are signs that
early NP modelling approaches are becoming dated. Changes in the
business environment with respect to time compression in development,
coupled with the need to get closer to customers, is leading managers to
seek fuidity within structure,

Ensuring the creative polential of organizations s maximized is now
crucial, et there i5°a huge discrepancy. between the actoal creativity
levels of individuals within organizations relative 1o their full potential.
There 158 natural human tendency (o be motivated through creative
actions. Providing an environment whereby inpovation and creatitivily
become an emergent property of the organzanon will become inereas-
ingly important as bosiness pressures continue to intensifly in the years
ahead, Managing innovation and creativity is difficuli. Tt involves orga-
tizing and managing the organization proactively, and requires the bal-
ancing of short- and long-term considerations, external as well as internal
requirements and: constraints, and quality of product design {perfor-
mance of NPD} output) against the innovation process (e.g. speed,
cost), Meeting performance demands on the polar dimensions in many
respects leads 1o contradictory requirements, Internal marketing recon-
ciles the contradictions by planming for the holistic by examining and
managing the employee in the macrocosm {organizational) of individual
(micro) action,

As Jain and Triandis™ state: 'The most important element in innova-
tion i .. prople. They are the vessels that hold the skills and possess the
capacity for action that translate resulis into useful producis.’

Internal marketing is a concepl 1o create cireumstances and conditions
(resources) to be successful in today™s (and tomorrow’s!) highly compe-
titive environments.

I. Cooper, B, G, and Eleinschmide, E. E (1991 ) Formal Processes for Managing
New Products: The Industry Experfence. Hamilton, Ontario: Faculty of
Business, McMasier University,
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Muore than a decade ago, Peter F. Drucker foretold the coming of the age
of the knowledge worker. Workers, in this age, were the eritical capital,
Whereas machines stay in the factory foor, knowledge goes with the
person. The knowledpe era began in the 19705 with the advent of IT. It
took shape with the birth of personal computers. This technological revo-
lution has given rise to more changes in management practice than any
other previous period. With each passing generation. computers have
become more powerful, making information storage, processing and
transfer widely available. The knowledge economy has made information,
and the knowledge of how to use it, more powerful than ever, At the same
time, unfortunately, it has reduced the “shelf-life’ of each picce of new
knowledge. Knowledge is the source of competitive advantage, because
it 15 & vessel of human experience and insight capable of potential action:

With the development of the global economy, knowledge management
and learning (KM&L) has risen to higher prominence. In this new cra,
the approach to employees has changed from one treating them as
machine-like appendages to intellectual capital possessing strategically
valuable and renewable experience.

While clearly knowledge is an asset, it is often not treated as such and is
hacdly ever consolidated into corporate accounts. Because of such
neglect, intellectual capital often walks out of the company and suddenly
reappears in the offices of competition. The market value of some cor-
porations can be mulliphied several fold, The difference between these
and other organizations is in their employees. Individoal skills, know-
how. relationships and contacts add value and generate wealth. The way
organizations tap into their intangible assets can increase the value of
these assets to the organization. Employees may possess certain knowl-



edge, but organizations do not benefit from that knowledge unless they
put in place an adequate structure and processes (o capture, support and
enthance it. 4

In a survey in Fortume mugazinc' . executives were found to be search-
ing for a new business paradigm. In the 1980s, over 50 per cent of the
Fortune 500 underwent some form of restructuring exercise. Exccutives,
however, were not convinced that these new ‘decentralized, lean and
mean’ structures were likely to meet the challenges ahead. They believed
that they would not be:

W Fasi enough to match foreign competitors’ product development or
identify an opportunity in the marketplace.

W Feen enough to deliver higher levels of customer service or achieve
leaps in productivity.

B Smart enough or sensitive enowgh to manage o polyglol workioree
or satisly the needs of its best emplovees,

While these companies were busy disfranchising their emplovees (people
with the knowledge) with poorly thought out changes (downsizing, right-
sizing and re-engineering), technology was increasing the power of
knowledge and information. The emerging knowledpe economy was
about ideas first, services second and products third. Companies that
were busy with de-layering failed to appreciate what the emplovee actu-
ally brings ‘to the table’ in today's workplace. For instance, when older
employees are dispensed rather than retrained, it is guite possible that the
company is losing persens who hold the experience and share the values
that a company desires, Teaching a new yvoung replacement the same can
be a costly task. Consequently, the cost of getting ‘lean’ often shows upin
poor linancials. Why? Because many companies have found they need to
re-hire the same emplovees as expensive external consultants. One of the
cavses for this myopia is the 500-year-old Venetian “double entry’
accounting system, which 15 unable to assign a value to knowledge that
employvees possess, Treating people as an undifferentiated resource can
levy a heavy penalty, The problem is that companies have yet to come to
terms with intellectual capital (1C).

Knowledge management and learning offer ways to harness the potential
of employees. Knowledge and learning are iniertwined concepts. Mew
knowledge is the outcome of learning, and new knowledge when it is
applied feeds into the building of a higher level of insight and learning.



Organizational learning is a process in which an organization's mem-
bers actively use data to guide behaviour in such a way as to promote the
ongoing adaptation of the organization®. It is a process by which man-
agers become aware of the qualities, patterns and conseguences of their
owin experiences, and develop mental models to understand these experi-
ences’. Knowledge. on the other hand, is closely linked 1o organizational
memaory, which allows the grganization to call up past events, remember
what was done — what worked and what did not work — and avoid the
‘reinvent the wheel’ syndrome.

Peter Senge highlighted the link between learning and knowledge in
stating: ‘Learning in organizations means the continuons testing of
experience, and the transformation of that experience into knowledge —
accessible to the whole organization, and relevant to its core purpose™.
Not only does experience need to be continuously tested (with an aim,
not just to test) but also the relevant parts of that experience must be
shared with appropriate people in the company. Companies renew them-
selves through processes of organizational learning”. Implanting new
knowledge mvolves innovative behaviour, and learning is the means
through which change occurs. Knowledge management (KM} is
intertwined with learning. Learning s an essential aspect in examining
organizational change processes. Companies are routine-based, history-
dependent systems that respond to experience. In other words. they are
experiential learning 53.-'5l1:m5". The company’s past aflfects its future cap-
ability of change. L::arninF brings about changes in current routines and
institutes new capabilities’.

Change and learning reinforce each other. Change tends to mvalidate
known answers and so demands continuous learning, New knowledge 15
attained through learning. Learning generates change. which in turn can
again Jead to learning, etc. The knowledge-learning cycle can lead 1o
continuous improvement if utilized properly, Learning 15 more than get-
ting everyone to understand systems and their architectures”, It 15 also
about discerning and managing interrelations. To really embed knowl-
edge and learning in the workplace mvolves not just developing new
capabilities, but also making fundamental shifts in the mindsets of the
individual and collective units.

The learning organization is built upon four pillars”;

-

Philosophy (in which vision, values and purpose are important).
Attitndes and beliefs (in which there is genuine caring and
commonness of aims, and the willingness to change and
learn).

3 Skills and capabilities (in which systems thinking is developed,

along with a shared commitment).

4 Tools {systems tools) that can be used to learn throughout the
organization,



Developing knowledge and learning foundations requires, companies (o
share beliefs, attitudes and vision. In a study of successful learning orga-
mizations. it was found that the first principle is the need for a vision,
upon which organizational members can base their future learning
requirements'”. Secondly, this vision must he shared throughout the
organization. Peter Senge'' notes that one ‘cannot have a learning orga-
nization without shared vision”. Without a strong pull toward a common
goal, the forces in support of the status quo can be overwhelming. Shared
perspeclives provide focus and énergy for sharing knowledge and learn-
ing. “It's not what the vision is; it's what the wvision does’ that is
imporlam”.

Barriers to learning or disabilities are an ingrained part of all organiza-
tions. Common barriers that can debilitate the transition into a learning
orgamzation are!™:

B ] am my position’ (the manager or emplovee who places lovalty to
the job before loyalty to the firm - “functional myopia’).

B ‘The enemy is oul there® (when the true enemy is almost invariably
‘inside’ the organization).

B IHusion of taking charge (when proactivity is ceafly ‘reactiveness’
in disguise).

B Fixation on events rather than processes.

B Delusion of learning from experience (is commonplace because we
rarely directly sulfer the consequences of many of our decisions;
there is usually a separation between decision and censequence,
allowing us to live the delusion that learning has taken place).

B The myth of the management “team’.

Five statements that serve as guideposts as to what a learning organiza-

; : ; 14
tion s and 15 nol-are™:

1 Ites not just a collection of individuals who are learning.

2 It demonstrates orgamzational capacity for change.

3 It accelerates individual learning capacity. but also redefines orga-
mizational structure; culture, job design and assumptions about the
wiy (hings are.

4 It involves widespread participation of emplovees - and often cus-
tomers — in decision making and information sharing,



5 It promotes systemic thinking and building of organizational
memory, ¥

It is & fact that all organizations learn, but only learning organizations
eonscionsly learn,

Knowledge management directs and enhances organizational decisions
a5 o how, where and when to create and account for new knowledge:
Knowledge management prevents the loss of critical knowledge due to
retirement, rightsizing and emplovee maobility to other firms. When
proactively supported by senior management, knowledge management
encourages the employee to create, share and benefit from knowledge.
The business problem that knowledge management attempts Lo salve is
that often knowledge acquired through experience 1sn't reused because il
150t shured in a formal way. The ultimate goal of knowledge manage-
menl 15 to give the organization a capacity to be mote effective every
passing day by the gathering of institutional memory, very much like
human beings who possess @ capacity to become more effective and
mature every day with the accumulation of thoughts and memories' .

The implementation of knowledge management is an organizational
change process that invelves learning and often requires an extensive
cultural change. In this process;, managers arce responsible for shaping
organizational culture by advancing knowledge management awareness
and values; for the development and deployment of sirategy [or knowl-
edge. for the development and communication of knowledse manage-
ment policy. for setting knowledge management goals, and putting in
place knowledge management systems and processes,

Owver time, many different vareties of knowledge management have
appeared on the scene. Binney'" puis Forward o KM spectrum that use-
fully covers an extensive range of KM approaches and applications
(Figure 8.1).

Transactional KM

In transactional KM, the use of knowledge is cmbedded in the applica-
tion of technology, Knowledge is presented to the user of a system n the
course of completing a transaction or a unil or work, ¢.g enlering an
order or handling a customer query or problem. An example of transac-
tional KM is case-based reasoning, ‘Case-based reasoning provides a
method for representing past situations (cases) and retrieving similar
cases when a new problem is input. Given a description of a problem,
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the system searches for similar known cases. The system asks the user
questions (proactively) about the problem to narrow the search for simi-
lar problems™ . Other examples of transactional KM include help desk,
customer service, order entry and field support applications.

Analytical KM

Analytical KM provides interpretations of, or creates, new knowledge
from vast amounts or disparate sources of material, In analytical KM
applications, large amounts of data or information are used 1o derive
trends and patterns — uncovering that which is hidden due to the vastness
of the source material. It turns data into information, which, il acted on,
can become knowledge.

Traditional analytical KM applications such as management informa-
fion systems and data warchousing analyse the data or information that
are generated internally in companies (often by transactional systems).
Traditional analytical KM applications focus on customer-related infor-
malion o assist activities such as product development functions. These
aré now being complemented by a range of competitive or business intel-
ligence applications that incorporate external sources of knowledge or
information. Such competitive intelligence applications are being used to
analvse and understand what 15 happening in thar marketplace and
assess competitive activity.

Asset management KM

Assel management KM focuses on processes associated with the manage-
ment of knowledge assets. This involves either:

WM The management of explicil knowledge assets which have been
codified in some way: or

B The management of intellectual property (IP) and the processes
surrounding the identification, exploitation and protection of [P,

Onee captured, the assets are made available to people. This element of
the spectrum is directly analogous to a library, with the knowledge assets
being catalogued in various ways and made available for unstructured
access and use.

Knowledge assets are often created as a by-product of *deing business’
and are kept for future use. What dilferentiates this element from apaly-
tical systems is that the assets-are often more complex and less numerous.
They may also require some level of mtervention in arder to codify them,



For example, capturing project or product development history, exper-
iences or work produocts often requires some inlervention.

Process-based KM

The process-based KM element covers the codification and improvement
of processes. Process knowledge assets are often improved through inter-
nal ‘lesson’ sessions and internal and external best practice bench-
marking:

Developmental KM

Developmental KM applications focus on increasing the competencies or
capabilities of an organization’s knowledge workers. This is also referred
to as investing in human capital'®, The applications cover the transfer of
explicit knowledge vig training or the planned development of tacit
knowledge through developmental interventions such as experiential
assignments or membership in a community of interest.

Innovationfcreation KM

Innovation/creation-based KM applications focus on providing an envir-
onment in which knowledge workers, often from different disciplines, can
come Ltogether in teams to collaborate in the creation of new knowledge.
The innovation/creation of new knowledge is the one receiving the greal-
est attention currently. The focus in this element is on providing an
environment in which knowledge workers of various disciphnes can
come together to create new knowledge,

An alternative method of classification 15 in terms of knowledge stra-
tegies. Hansen et al." suggest that businesses followed two mutually
exclusive knowledge management models, called codification and
persomalization,

1 Codiffcation strategy — the approach by which knowledge is care-
fully extracted from people, codified into documents and stored as
knowledge objects or products in databases, from which it can be
accessed and used easily by many stafl within a given organization.
People gain insight from documents,

2 Personalization Strategy — this 15 an approach that focuses on
knowledge sharing via person-to-person contact. People gain
insight from other people.



For the codification approach, sigmificant T suppert is required. For the
personalization model, IT is much dess important than social interaction,
Fundamentally, KM has much wider implications than data management
and information management, Many commentators observe that KM is
not new. What is new is the phenomenal growth of technologies that
make it easier to implement KM systems. Technology is simply a catalyst
in the KM movement. As wgchnologies continue to evolve rapidly, espe-
cially in the areas of collaboration and search engines. they will enable
more sophisticated KM, Notwithstanding its importance; technology is
not the biggest challenge in implementing effective KM, Indeed, there is
some evidence that there is no direct correlation between I T investments
and KM, or business p-n'l'c_:rmuncum. The bigger challenge is of organiza-
tional coltural issues, such as departmentalism, that often divide alle-
giances and block the transfer of knowledge from individual minds
inte the organization at targe. Another barrier 15 the poverty of Far-sight-
edness of semor management, who often fail to support knowledge and
learning behaviours,

The metamorphosis of an organization into a knowledge-led organiza-
lon can be aided by internal marketing. Internal marketing enhances the
correcl performance of knowledge management,

Internal marketing allows the organization to enhance customer ser-
vice and customer care. It does this by building internal competencies and
understanding of who the customers are and what they want. Knowledgze
and learning is driven by an appreciation to impreve customer outcomes
through continually building and upgrading organizational insight.
Knowledge and learning are the capacity to pass that learning on from
one individual 1o the next, from one department to the next, and from
one generational time perod onto the next. It is easy to see that internal
marketing can be used as a tool to help knowledge management and
learning.

Ballantyne™' links knowledge management and internal marketing by
first putting forward two methods of internal marketing:

1 Transactional markeiing (aiming ta satisfy customers” needs profit-
ably)
{a) To capture new knowledge,
(b1 Te codify knowledge.



2 Relationship marketing (aiming lo create mutual vglue with cus-
tomers of other stakeholders)
{a) To generate new knowledge (through cross-functional project
groups, creative approdches, innovation centres, quality improve-
ment leams,; e1c.).
{b} Te circulate knowledge (through team-based learning
programmes, skills development workshops, feedback loops,
ete:).

In each case, the marketing methods are internally directed. These can be
depicted a5 a matrix of internal marketing activity (see Figure 8.2).

In terms of knowledge management, the role of internal marketing is
knowledge renewal and oeours in lwo main ways:

1 Knowledge generation — the ereation or discovery of new knowl-
edge for use within the organization, with external market intelli-
fenoe as inpl.

2 Knowledge circulation - the diffusion of knowledge to all that
can benefit, through the chain of internal customers to external
customers.

In terms of learning, Ballantyne proposes four distinct modes. These
murdes are;

1 Energizing - learming how to work together on wseful murketplace
goals that are broader than the bowds of any individual job des-

Knoawledge
capiure

TI.E.IIFEI:.‘[I.-I‘.IIIEI \\ i Relmtionship
miarkelng il marketing
methods 1 miethiods

Knowledge
eodilication

Figure 8.2 Internal marketing and knowledge management, Source:
Ballantyne, D. (2000}. Internal relationship marketing: a strategy for
knowledge renewal. nternational Journal of Bank Marketing, 18 (1), 274-88.



cription, What people feel explains 4 great deal of the what and
how and by what means they want to achieve, To energize employ-
ees, it is necessary to be able to toueh their deeper values and
motivations in some way or another. Enr:rgizmg 15 the energy of
renewal that comes directly from doing an act™

2 Code breaking — learning how to apply personal resources of “know-
how' in Lt'ﬂf'ﬁ'rr?‘ig r{.igf'ﬂfer fo solve CLsfonter pr(jﬁ.‘frhﬁ, Creie new
appartunitics and change meernal procedures. The primary source
of knowledge is the individuals themselves. Learning to trust is
fundamental. Companies Clearn’ through their employees.
Employee insights are tested by action, in which it becomes pos-
sible to observe what works and what doesn’'t work. To find out
whether the insight has wider application, it becomes necessary to
test the personal know-how in group settings. Such wider demon-
strations also serve to provide confidence to challenge entrenched
internal policies and procedures.

3 Auwthorizing — learning 1o make choices berween aptions on a cosi-
benefit basis and gaining approvals from the appropriare line author-
ity. To change any particular process or policy it is necessary to gei
support through a well-documented argument. An understanding
of the broader context is helpful in this. This also requires advo-
cacy and listening skills, as well as support of senior management
who possess the power to influence.

4 Diffusing — learning how fo civewlate and share new knowledse
across manaegerial domaing in new wave, The diffusion of ‘new’
knowledge is more than one-way communication. It requires dia-
logue. *Can we trust them? is the question stafl often ask them-
selves. Trustworthy actions from management are the secret of
gaining staff buy-in.

Feedback from each activity helps to adjust the direction of the cyele as a
whole and the activities it comprises. This action and feedback patiern
acts as a reinforcing circle. Each learning mode is complementary to the
whale. Working in this way, the whole becomes more than the sum of the
parts.

CGenerating new organizational knowledge is closely intertwined with
dialogue. The process of organizational learning is not the same as having
a knowledge repository, Even more importantly, learning does not occur
just through the capture and processing of information from the marke
and adapting to it. It requires actively reshaping the assumptions on
which existing knowledge is built, This reconstruction of meaning is
central to knowledge renewal,

Mapping the four learning modes onto Nonaka and Takeuchi’ s*! four-
phase theory of knowledge creation, Ballantyne highlights the concept of
knowledge renewal (see Figure §.3).
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Figure 8.3 Internal marketing as knowledge renewal. Source: Ballantyne,
[x. (20000, Internal relationship marketing: a strategy for knowledge
renewal. International Journal of Bank Marketing, 18 (1), 274-86.

1 Energizing — developing conpnon knowledge [socialization: knowl-
edge interactions from racit to facit ). Whal is at issue at this phase
in knowledze renewal is the willingness of employees o pass on Lo
gich other thor hard won know-how. The processes invalved 1n
capturing new knowledge can be quite subliminal, We may be able
to do certain things without really understunding what we are
doing and how we are doing them. This makes the task of transfer
more difficult. This phase is ‘energized’ by the sharing of tacit
knowledge, a tacil o tacil process, thus amplifying common
knowledge under conditions where trust is present.

2 Code breaking — discovering wew knowledge  (externalization:
krowledee interactions fronr tacit to explicit ), This phase is about
moving tacit knowledge to explicit through creative dialogue.
Creating stafl overlaps between departments helps to create a cli-
male for knowledge discovery, This underpins frequent and higher
guality interaction between departments, In ‘everlapping’ work
situations, managers and other employees are challenged 1o re-
examine what they take for granted. This leads to ‘code breaking,
By using their common knowledge, workers in teams can convert
insights generated in dialogue into possible new solutions to cus-
tomer problems. Teams expand the scope of allernative options
and thereby widen the source of new knowledge creation. In a



supportive cnvironment, mutual obligation soon develops, which
leeds back into the process, This phase is characterized by inter-
action in the discovery of new knowledge.

3 Auwthorizing — obtaining  cost-benefit  knowledee  (combingtion:
knowledge interactions from explicit to explicit), The transber of
knowledge in this phase is from explicit to explicit. Two-way dia-
logue between departments based on trust contributes to readiness
lo make decisions. Readiness feeds back into further dialogue.
Obtaining cost-benefit knowledge is an analytical task Familiar to
every organization and yet it is a difficult one to make. There are
always competing agendas in large organizations and often insuf-
ficient knowledge of the impact on current or proposed policies.
This phase is characterized by bringing together explicit knowl-
edge on costs and benefits.

4  Diffusing — integrating knowledge (internalization: knoiledge inrer-
actions from explicit ¢o tacit). The final knowledge transfer is from
explicit to tacit. Managing knowledge is not just a matter of pro-
cessing information. There is a need to circulate, test, integrate and
codify new knowledge into new designs, policies, processes and
training programmes.

According to Ballantyne, underlyving this knowledge renewal process is a
cycle that moves from commitment to trust, trust o obligation, obliga-
tion to trust, and from trost back to (re) commitment.

1
From commuitmen
Tcr [rust

4
From trust to
e eoanmtment

¢ )

4 3

Fram tust o From obligation
obligation Ly T

\ & 4

Figure B.4 The cycle of trust and commitment.



Personal commitment is of two types: :

1 Commitment (o achieve something or to-behave in @ certaim way
involves g personal view of the likely beneficial outcomes of inter-
nal marketing.

2 Commitment inspired by obligation to others. This involves
consideration of reciprocal benefits in order to get things done.

Ballantyne suggests trust is a precondition for obligation but not for
personal commitment. Trust means that reliance was placed on another
persan {or happening) in relation to an expectation. There was some
risk involved, or even faith {as in ‘blind" trust), and certainly some
confidence in others as a consequence of past experience. The strength
of internal marketing is s intent, coupled with trusting employees
and being trustworthy, The much neglected fact is that organizational
knowledge is created through interaction and dialogue. The traditional
marketing mindset based on the competitive premise Blinkers companies
to the fact that collaboration is central to much of, if not most
knowledge credation. [t is therefore at the heart of creating
competitive advantage. Collaboration means the involvement of
multiple participants. Marketing departments may play a leading role
but the eyele of activity demands collaboration between many different
units. For instance. ‘energizing’ and ‘diffusing’ involve new learning
behaviours and thus may require high input from HRM. and “code
breaking” and ‘authorizing’ require more support. from  operational
departments. Rather than dominance and dietat, internal marketing
works best under conditions of egual partnership, in which the
leading role is rotated as each department or actor takes the more
active role,

For knowledge and learning management nol to become:a passing fad,
it must really take hold in the minds of practising managers: It has to
move out of the realm of an ‘interesting idea’ to become a “usable idea’.
This means getling managers to recognize that knowledge and learning is
something they should and ¢ould be doing. The role of internal market-
ing in this is to help give knowledge and learning personal relevance, i.2,
engage managers motiviations. Internal marketing helps to wrn the
*should and could do® to ‘want to and will do’. If this can be done,
then KM becomes a usable idea: notably one whose value is recognized
and therefore motivated into realization.

Bailey and Clarke™ are very insightful in developing the notion of
personal relevance, which we transpose 1o the 1M context, They suggest
that managers can appreciate the relevance of KM by refating the knowl-
edge to be managed into four distinet domains of managerial focus (see
Figure §.5),
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Figure 8.5 Managerial knowladge domains. Source: Bailey, C. and
Clarke, M. (2001). Managing knowledge for personal and organizational
banefit. Journal of Knowisdge Management, 5 (1), B8-67.

1 Duomain A: The Performance Managemenl Arena — prompts deci-
stons and actions 1o influence performance,

2 [Dopain 8 The Strategic Fit Arena - prompts decisions and
actions about customer management, product pertfolic, market-
ing, competence requirements, etc.

3 Pomain € The Strategic Potential Arena — prompts decisions
about investment and development of organization, people, mar-
kets, technology and competencies.

4 Domain D2 The Performance Development and Potential Arena —
prompts decisions and actions to develop products, processes and
competencies.

Bailey and Clarke point out that knowledge management is about the
generation, communication and exploitation of ideas. Managers can
understand the actionability of knowledge management by locating
normal managerial activities in terms of generating, communicating
and  exploiting ideas in one of the four managerial knowledge
domains,

Personal relevance is important because:



1 Knowledge starts and finishes with individuals, Kgowledge and
learning cannot take hold without employees since it occurs
through them. )

Employees are central agents who surface, share and exploit
tacit knowledge, Managing knowledge relies on individual effort
and co-speration. Without a high trust environment, individuals
place themselves at considerable risk in performing Enowledge
activities, 5o unless individuals are able to see the personal rele-
vance (“what's i it for me?"), then the knowledge and learning
initiative will suffer. Internal marketing is a key tool for addressing
this challenge. By looking at the employees as customers, it expli-
citly attempts to examine the cost-benefit for the emplovee in mak-
ing the knowledge transaction (sharng, surfacing, erc.).

2 Sharing is not a natural aetivity.

Examples of this are highlighted in the many [ailures of knowl-
edge repositories, despite large amounts of myestments in technol-
ogy For sharing. The reason is that companics make assumptions
that emplovees have an innate desire to share mformation. They
could not be [urther from the truth. Sharng has 1o be induced
through careful management. Even il an employee has a positive
attitude toward sharing, the grind of daily pressures works agaimst
the time-consuming effort of updating information and sharing
knowledge. Consequently, the motivation to share is low.

Put simply, knowledge management and learning will not work
if people are unable to see the personal value of KM activities,
Without personal motivation, it is unlikely that KM will become
integrated sufficiently to create bottom line results,

3 Perceived personal relevanoe is-a precondition for the metivation
to think and agt differently.

Questions of how o incentivize, reward and recognize knowl-
edge management and learning are preceded by important ques-
tions about how the adoption of & KM [rame of reference actually
beniefits the individual. In other words — why should any manager
or employee adopt knowledge and learning perspective?

Clearly, knowledge and learning requires managers to think differently
about organizational work and KM activities require managers to change
how they invest their effort and time.

Personal relevance 15 critical when people are considering doing some-
thing they do not have to do. especially if it incurs considerable personal
expense and is not easily recompensed. To gain and sustain commitment
to valuing KM, personal relevance needs to tap inte something more
fundamental than immediate extrinsic gain. For example, why should a
senior executive risk investing organizational resource and personal



reputation to create favourable conditions for knowledge management?
Changing the culture may fail and therefore damage his reputation or the
positive effects occur so far into the future so as not to be of any benefit
to him. Similarly, why should a line manager invest his already pressured
time in knowledge-sharing activities outside of his or her immediate ared
of operational concern? Something more than extrinsic reward is required
to motivate and engage m KM activities, Managers need to see how KM
can enhance their personal effectiveness in achieving what they want 1o
do, in a way that would not otherwise be possible relving on their current
way af thinking.

By paying specific attention to the issue of real personal relevance, in
getting invalved in a specific sel of activities, it becomes possible (o

1 Bring clarity to where and with whom individuals need to focus
their effort in order to gain maximum organizational and indivi-
dual benefit,

2 Highlight to employees and managers alike what ideas to use to
enhance their personal influence in their organizations.

Both these issues are critical for organizations and individuals. Felevance
is achieved if people in every role can see how knowledge management
and learning enhances their effectiveness.

Employees can increase their personal effectiveness if they are able to
focus their expert knowledge in a way that naturally contributes to orga-
nizational success. In turn, this enhances the visibility of thewr personal
contribution and enables personal mfluence to grow. Internal marketing
i5 a highly useful activity in this. If internal marketing can help o bring
the right ideas, at the right time to the right people, then it enables
effective knowledge management. More than this, i mlernal marketing
can help people see the relevance of why they should engage in knowledge
activities it becomes a true enabler of knowledge management. Internul
marketing’s adoption’ of a cost-benefits transactional approach lor
emplovees tackles the very heart of the notion of personal relevance:
what is the gain to the employee for engaging in a specific organization-
ally directed action and what is the cost of deing so. Internal marketing
explicitly attempts to address these two questions.

Bailey and Clarke also note that the distribution of organizational
responsibilities through managerial roles has a significant impact on the
management of organizational knowledge. In most organizations, the
responsibility for the domains in Figure #.5 rests with particular



managerial roles. Due to the effeets of organizational hierarghy, manage-
rial roles are differentially positioned to generate. communicate and
exploit information. They provide access to different realms of ideas.
different groups of people and different opportunities for utilizing
ideas. For example;

B Senior executives — are positioned 1o take an external foous and
possess an internal overview. They have shareholder insight and
the organizational power and visibility to influence the communi-
cation and exploitation of ideas, Because of this, they are able to
generale ideas about future direction (domain C). communicate
this to senior colleagues for implementation and ensure that this
information is exploited for organizational gain,

B Funcrional managers — are well placed organizationally to under-
stand strategic direction as well as operational performance. They
are able to generate information about gaps in carrent strategic
capabilities {domain B) and work with managers to improve per-
[ormanee 1n these key areas.

B Front-line managers — are well placed organizationally to under-
stand strategically relevant performance requirements as well as
operational issues. They know about current performance levels
(domain A) and work to improve alignment and productivity.

B Technical specialisrs - are well placed to understand technical pro-
blems and possibilities. such as know-how 1o enhance products,
services or competencies (domain 1) and work with managers 1o
exploit these ideas.

Explicitly recognizing that each manager has umigue access Lo generate,
commumicale or exploit s an important condiion of efféctivencss.
However. [aced with multiple tasks, competing agendas, pressures of
time, change and ambigoity, it 18 all too easy for managers to become
disconnected from how they can really add value. Under these candi-
tions. managers easily lose sight of their unique focus. They begin to
under-utilize or, worse stll, undermine others’ contributions. Az Bailey
and Clarke state: *Senior executives can find themselves in domain B,
“Shooting from the hip™” — generating short-term reactive strategic shifts,
without apparent relation to future strategy or current capability,
Functional managers can find themselves “hands on™. “lost in opera-
tional detail” in domuin A, “seizing the reing" taking control,
Meanwhile. front-line managers, “head down” in domain A, just gel
on with the job — turning the handle - and technical specialists resort
to producing gquick fixes expensively or “divorced from reality”, “indul-
ging in vory tower thinking” in domain Do And as for domain C -
strategic potential - it appears that there’s no one there!’

If & company is to become a high performer, then it must focus man-
agers on their unique role and learn how to leverage it for organizational



benelil. This comes from the ability to direct the right ideas to or from the
right people in the right way from one knowledge domain to another,
This is the hallmark of effective; influential and organizationally valuable
individuals. Appropriate change comes about when the right knowledge
is made available, shared and vsed to organizational advantage. In other
waords, to be effective, managers need to keep a focus on their own role
but be active in other kngwledge domains by communicating relevant
information within and across domains.

Effectiveness is about the successful Aow of ideas. It hinges on where
individuals get ideas from, to whom they communicate them to, and how
successful they are in getting them exploited when they are not in a
position themselves to get ideas directly or to exploit them. This is the
fundamental 1ssue of managenial influence — how o get someone to act
on an idea they would not otherwise do.

To illustrate this notion of greater personal effectiveness, each of the
roles 15 elaborated next.

Front-line managers

Performance management (domain A) is the essential focus for front-line
managers. Front-line managers’ focos of knowledge is about the opera-
tions that enable the delivery of strategic goals. Their prime activity is 1o
establish, monitor and manage the operational processes using that
knowledge. However, to add value they need to look beyond this domain.
They need to seek and communicate ideas gained through their work
activity to others who can exploit them in other domains. It 15 this activity
which leverages tacit knowledge and potentially creates wvalue. and
enables effective change. Suceess in this provides the individual with
personal eredibility, influence and visibility.

What this highlights is that for front-line managers to be organization-
ally effective and enhance their personal status they need to:

B Understand and work with the higger organizational picture.

B  Have a view about wider business issues; to enable them to hetter
position their ideas about performance, competence and technical
Essues in context.

B Know who in their organization has a managerial interest in the
different domains

B Understand what is actionable by people in these other roles.

B Think and act outside the box se as to influence others who
can take action around issues of significant organizational
Currency.



The personal moetivation for front-line managers to adopt & I{M PErspec-
tive lies in understanding exactly how, by zenerating, Lummum-.dtmg and
exploiting information from within domain A, they can increase their
visibility and credibility, The use of internal marketing caf help in all
of these areas.

Senior functional or operational managers

Senjor and operational managers’ roleis to co-ordinate and implement
strategy through the expertise and activities: of their own specialist dis-
ciplines. They have aceess to imformation abouat functional requirements,
performance expectations, resource; and technical capability and poten-
tial, Their activities focus on using that information to ensure continuing
strategic fit (domain B). To add value, these managers need to combine
their knowledge with that of other mamagers in domain B, In this way,
they Facilitute co-ordinated business effort. These managers need to use
their knowledge (o align operations with strategy and be informed of any
newly emerging trends or organizational competencies. They also need to
know aboutl fow and where to mnvest in development activities (technical,
product, peaple) 1o create the greatest orzanizational benefit,

Managers in these roles need 1o work with peers across the orgamza-
tion on the issues in domain B to!

B Generate and share ideas about how well the organization is per-
forming against current strategic aspirations.

B Understand pew strategy requirements against the company's
imternal competency profile.

B Exploit ideas through agreed changes 1o maimtain strategic fit,

Managers in these senior roles are often trapped in functional mindsets.
They narrowly optimize operational performance, forgetling how the
pieces of functional expertise come together to create overall perfor-
mance. This leads to optimizing parts bul sub-optmizing the whaole,
Unfortunately, it is common for managers in these roles Lo find them-
selves dragged down into the minute details of their own operational
responsibility. Often. they end up focusing on areas of past success and
strength rather than rejuvenating and building for the future. The net
result: they put all their energies in a narrow arca of knowledge leverage,
ignoring other aliernatives which in the long run may hold higher poten-
tial and impact, In this way, they seriously under-leverage the potential of
knowledge,

To be more influential, these managers nee:d to be able to think and act
mote from a general management viewpoint, not just their own specialist
perspective. They need o



B Know which managerial knowledge is critical to future strategic
direction and operational performance.

W Appreciate what others uniquely bring to the table.

B Be clear about what and how they really add valug 1o their orga-
nization, so that their contribution to the strategic fit arena can be
properly put in context.

B Be critical about how their own specialism makes a difference to
others.

The motivation for managers in these roles to adopt a knowledge and
learning perspective is to be able to understand and use the real added
value of their specialism, overcome frustrations in getting co-operation
from their peers and be able to extend their sphere of influence in getting
things done.

Senior executives

Top management ask and address the question of "Where are we going 1o
compete in the future? (domain C). They are positioned to develop and
exploit strategic ideas and to set conditions for the flow of knowledge
around the business to ensure that managerial decisions are taken
effectively to address continual change requirements. To add value,
they need to leverage external knowledge that others are not party to,
make informed judgements about trends in the uncertain future so that
they can create clarity of direction. They then need to communicate well
and widely that which is fundamental and critical to organizational
SUCCEES,

All too easily, senior executives become stuck in current strategic,
or even operational, issues in domain B and lose sight of the need to
generate the questions about domain C issues. Senior executives have to
step up from managing fo leading. They must use their organizational
visibility to convey what is strategically important. They must focus
their activities to create knowledge cultures that value creating, sharing
and leveraging knowledge, Their value-adding activity is to develop o
clear vision of strategic potential. This requires a deep grasp of the
external business and indusiry environmenl 10 spol opporfunities.
Visions in themselves arc insufficient. Senior executives musi devote
[ime to communicate them in ways that are relevant to those around
the organization who are best placed to implement them.

Senior executives’ motivation to adopt a KM perspective lies in being
able to:



B Understand where to focus their time to maximize organizational
impact.

B Know where and how to promole better utilization of other man-
agerial resources,

B Know what 1o focus on in communicating to people throughout
the organization so as to influence culture and performance,

Technical specialists

The task of enhancing operational performance (domain D) is the pri-
mary locus of “technical’ specialists {(e.g. R&D experts, IT specialists).
Typically, these roles bring specialist knowledge 1o bear upon the pro-
cesses, products and challenges of the company.

The major knowledge management challenge for this group is how
they can really leverage their specialist know-how lor organizational
advantage and not beeome ivory (ower thinkers disconnected from the
real world of business. The emphasis for this group 15 to be able to
communicate and exploit ideas with the rest of the business, particularly
with front-line managers in domain A and senior executives in domain C.
There is the need 1o translate specialist knowledge in managerially rele-
vant terms. This means getting beyvond technical jargon and overcoming
the tendency to communicate technicalities at the expense of explaining
how something works in a language others can comprehend.

Owerall, internal marketing's role is to help the process of establishing
personal relevance. Internal marketing can do this by:

1 Establishing stains (of current engagement).

2 Ewablishing focus and energy, Where are people spending their
energy and time!

3  Extablishing effectiveness. How well are people performing in these
knowledge tasks/domain areas?

4 Esrablishing conduciveness. How good is the company in creating
the conditions for emplovees to create and share knowledge in and
across domains?

5 Ewablishing improvement areax. What are the improvement areas
and how can improvements be made?

6 Ewablishing acriens. What can be done to improve their influence
and benefits?
T Establishing accountability. Who needs to do what and when?

B Establishing communication. How effective is the company at help-
ing the mdividual 1o gencrate, communicate and exploit ideas for
organizational benefit? What could increase this effectiveness?



9 Establishing individual cosi-benefits. In what ways are people bene-
fiting in carrying out knowledge activities?

10 Establishing relevance. Are knowledge activities relevant to them?
Do they enhance their influence, position, ete.”

11 Hsrabiishing leverage. What knowledpe should the company be
seeking to leverage? With whom? What are the henefits of this 1o
those involved?

12 Establishing organizational cost-benefi. In what way and to what
extent does the organization benefit {rom these activities?

Internal marketing can be used to conduct an internal audit to define the
personal relevance, current status and actionability of engaging in knowl-
edge activities. Internal marketing can also be used to tackle a host of other
interpersonal and organizational factors, especially the issues of power and
politics. Managers, when they begin to generate. communicate and exploit
knowledge in their own and across domains, inevitably begin to challenge
the status quo. This sets in motion changes that start to alter power bal-
ances, Often, such shifts lead o power and poelitical strife. Not only does
internal marketing play a role in communicating change and channelling
relevant information, the way the communication is managed influences
the social and political context. Internal marketing, il used properly, can
also be used to understand and manage the socio-political context,

Communication 15 a critical factor to the successful implementation
of any change in an organization, This 15 even more critical for a knowl-
edge and learning organization. What is often nussing i workplace com-
munications is the listening aspect. Listening 15 eritical in understanding
what the other person heard and perceived. This is especially eritical
when a message (e.g. strategy) is passed through many layers of the
organization. Each layer filters the information through its own bias
before passing it on to the next. Appelbaum and GEiHthﬂTH propose i
madel of how the communication loop needs to be closed for an orga-
pization to progress in the intended direction (see Figure 8.6).

As we noted earlier, knowledge management and learning organization
is very much about dialogue, The flow of ideas throughout the organiza-
tion plays an important role in knowledge creation. Communication i3
not just verbal. A company communicates not just through explicit mes-
sages, but also by its measurement systent, its reward system and through
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Figure 8.6 Closing the communications loop. Source: Appelbaum, S. H. and
Gallagher, J. (2000]. The competitive advantage of Iaarmng Joumnal of Workplace
Learning, 12 (2], 40-56.

its structure. This includes actions such as training and development and
any other artefact that is ereated. Particularly powerful 13 the commu-
nication that occurs through the articulation of objectives. The power of
objectives is often underestimated. Once decisions concerning objectives
are cascaded into the company, they can have a profound impact, Ongce
defined by a list of objectives and a set of measurements and rewards, an
organization will perceive that everything not on the list is unimportant.

Vision and strategies of a company dictate what needs to be measared.
Measurement must be linked to goals and cannot be mutually exclusive.



Onece a company has devised its plans, the next step is to communicate
it 1o its employees. Measuring nen-financial indicators is an important
slep in communicating {what 15 important), training (what 1o look at,
what 1o train for) and organizational development {how performance in
one area impacts upon the group). Selecting the appropriate measure-
ment metrics is critical. Kaplan and Norton™ sugzest the use of a balance
of performance drivers and oulcome measures to determine if an orga-
nization is making progress toward its goals. The balanced scorecard. by
incorporating a broad set of measures, adopts a holistic view of an orga-
nization. As Kaplan and Norton note: ‘{lying an airplane with the alu-
meter is fine, until you run out of fuel’. This contrast holds well [or
companies whose sole preoccupation is the monthly bottom line. If mea-
surement is narrow then it drives a very narrow set of behaviours. The
risk in this approach is one of gaining in a single area but sub-optimizing
the totality, especially so if the company ignores critical variables”’
Vision and strategies of & company dictate what needs to get measured
and the measurement must be linked to goals, and the two cannot be
mutually exclusive. To measure an employee it is necessary, likewise, to
take a holistic view. One way of doing this is to construet an employee
balanced scorecard (see Figure 8.7). An emplovee scorecard should be
constructed not simply to reflect efficiency and productivity (as is typi-
cally reflected in rewards and pay), but also include less tangible factors,
such as how does the job enhance a person’s skills and competence, how
does it bring joy and motivation, and how does it enhance the self-esteem
of the individual. Taking an encompassing view of the employee and his
job allows for a more balanced assessment of what to do and how to
move an individual toward customer consciousness:

A knowledge and learning organization must have an appropriate
measurement system. Without measurement systems and tools, it is dif-
ficult to move from theory to reality because there is no reliable feedback
to build improvements upon. Measurements assess the current. in order
1o determine which actions must be taken to manage the progression
towards a learning organizatmnzs. Metrics must be:

1 Meaningful.
2 Manageable.
3 Measurable.

Each of the three Ms indicates why it is so difficult to find examples of
learning organizations.

Knowledge management is concerned with which knowledge should be
available where, when and in what form within an organization. Internal
marketing is concerned with assembling, syvnthesizing and packaging
knowledge to enable effective transfer and action. Internal marketing is
therefore a [undamental enabler of KM. Internal marketing attempts to
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improve the processes and syvsiems vsed to transfer and manage knowl-
edgze. and does it as an ongoing, continuous critical function. Internal
markeling in this respect works like a proposal o its employees, to
engender specific types of actions and behaviours. Proposals are, first
and foremost, "products’ that include a host of information and educa-
tion, Through a choreographed process of generation, transfer and con-
gealment, the internal marketing proposal is designed to sell both the
benefits derived from implementing desired actions from the employee.
and also traiming and tools to accomplish all required activities. In addi-
tion, the proposal must convey not just tangibles but speak to the intan-
gible values of the individual.

One of the most important aspects of internal marketing is commu-
nication with employees. Internal communication lets employees know
what is going on so that they ean do their jobs effectively and efficiently.
This is the hasis for serving external customers and internal custormers
well. Internal cues and communications signal to emplovees which activ-
ities are acceptable and which are not. Pronouncements issued [rom
Senior management in company reports are not very good at dispersing
and internalizing strategic knowledge throughout the company, Getting
people to share their knowledge requires new processes but, more impor-
tantly, it requires selting a new covenant between employer and employ-
ces. Workers have Lo be reassured that they will still be valued after they
give up their know-how. In short, it invelves treating the employees as
partners in the firms.



Top management play a visible role. Senior managers act as knowledge
and learning champions. Their actions are very important cues in sup-
porting implementation. What they do and how they facilitate pro-
grammes lends support to the idea of knowledge management. Their
actions can help to overcome resistance, help the sharing of ideas and
enhance mvolvement in activities that promaote learning. They can trigger
i positive learning eycle, which embeds new concepts and ideas via a
process of matenialization and internalization. Subsequently, action is
created.

Figure 8.8 illustrates the example of the promotion of learning through
materialization, internalization, support and commitment, and practical
activity. In the case of a positive cycle, ideas are actively transformed into
action in the implantation of knowledge management thinking. Learning
functions as a mechanism by which new ideas and thinking are
implanted. Applicd to the process of organizational implementation,
learning occurs through the stages of materializing ideas, internalizing
ideas and concepts, gaining supporl to the idea, preparing a plan of
action and, finally, activity, This eyele of four stages represents an
ideal framework for a cyclical learning process. Through participation
in continuous organization-wide training, people learn the idea of knowl-
edge management and resistance is gradually overcome. In the course of
the process, people also learn new working methods, Mental integration
of organization members increases involvement and supports implemen-
tation.

Figure 8.9 shows a negative cycle of implementation. This leads the
organization to avoid effective learning. When managerial perceptions

/ Materializing new ]d.;.us\

Action Internalizing new ideas

Planming action — Ciaining support amid sanctbon

Figure 8.8 The positive implementation cycle.
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Figure 8.9 The negative implementation cycle.

are unclear, employee commitment is adversely affected. Vagueness and
low commitment have an unfavourable effect on the progress of the KM
programme. Ideas are not shared and sufficient support to the knowledge
and learning effort is not gained. As a consequence, the effort falters and
ends up failing to prosper across the organization.

Nucor's Chairman’s Kenneth Iverson notes in reference 1o the com-
pany’s learming efforts: *We've tried a lot of technologies, and our success
is probably 30 per cent the resull of néw technology —and 70 per cent due
Lo our peup]:'zg. Clearly, employees are the pnmary factor driving the
success of his firm. This is an important aspect of the knowledge econ-
omy: as companies invest in technology they overlook the fact that the
payback 15 dictated by people using equipment and systems, not the
machines themselves, Indeed, as Sheridan™ goes on to suggest, there
are two fundamental igredients: 1 think vou need a good strategy, but
vou also need to do the dailies well. Building an effective global company
is [0 per cent sirategy and 90 per cent implementation of the daily
requirements.

The mplications of this for organizational learning are:

1 Companies making decisions hased only on finaneials will not fully
utilize all of the assets that they have at their disposal,

2 Investment in technology, although important, is not the final

answer. Developing a company that captures the ideas and knowl-
edge of the people that engineer the system brings a greater return,



Knowledge management implementation is an incremental process. I
needs to start by the development of a common language for knowledge
management. This oceurs through materialization of ideas. Adopting and
internalizing knowledge manapement thinking is a major challenge of
learning. If this is not tackled adeguately, unclear perceptions will
develop and lead to a4 weak commen foundation. This results in insuffi-
cient support for the knowledge initiative, which weakens commitment to
it. Low commitment gencrales resistance to the adopuion. This is a chal-
lenge for top management. in particular. In order to avoid transient
knowledge management efforts, top management must internalize and
communicate the values and vision to create a common language and
increase commitrnent. This is one of management's most significant tasks
in creating a knowledge management culture. Promotion of concepts,
values and principles cunnot be overstated.

Language is a very important aspect of communication. And ‘langua-
ging’ is the art of word choice™ . To ensure that knowledge is understood
and shared effectively and efficiently, companies must develop and imple-
ment an enterprise-wide vocabulary, Greal care is needed in defining or
redefining the fmagzes employees hold and the lomrage the organization
uses, Language exerts @ profound imfluence on perceplions of ourselves,
our companies, products and indeed our entire world sview. Con-
sequently. language impacts the way we manage and the way we behave.

It this cole, it is important to remember 1o use metaphors and drams-
Sormed iconography (or “word pictures’), because they expund the domain
of possible and realizable interactions and approaches, They are rich
transporiers of information, *Metaphors allow the transfer of bands of
information where other means only transfer smaller bits . New meta-
phors and words create pot just new linguistic domains, but enable cap-
ture and promotion of new concepts, thoughts, discourse and behaviours.
Used properly, these can help guide business actions. They affer senior
mandgers o multidimensional mode of wnderstanding and transfer
mechanisms.

The implications of communication for organizational learning are:

B Communication, sending and receiving, ties picces of the learning
jigsaw together.

B Managers need to realize that they are communicating in every-
thing that they say and do, and they communicate most clearly
when the two align.

B There are filters evervwhere; just because your message was clear
in your mind does not mean that it is clear for evervone to whom it
may have been intended,

Undoubtedly, the most commeon internal marketing application is in the
crafting of internal communication strategies. When this is done n



parallel with external marketing communications. advertised promises
stand a better chance of being fulfilled to the required level of perfor-
mance, because staff are better prepared to perform them.

A story that has become part of 1BM folklore describes How a young
engineer who was responsible for a very risky project that cost 510 mil-
lion went to Thomas Watson, president of IBM, after it was found that
the project could not be implemented. I guess you want my resignation,’
said the engineer to Watson., Watson replied; “You can’t be serious. We
just spent 10 million dollars educating you,” Watson’s behaviour influ-
enced the IBM members” willingness 1o take risks, especially in the area
of new deas and development.

Leaders influence organizational values relevant to the functioning of
the organization. Even more, just as leaders influence values, they also
influence the forms of thinking, the level of motivation and the beha-
vipurs relevant to organizational learning. They exert this influence
through several channels. Jan Carlzon™, CEO of Scandinavian Airlines
(SAS), coined the phrase ‘moments of truth’ te refer to those critical
episodes of behaviour that transmil clear messages aboul “what 15 impor-
tant here’, ‘how to behave’, ‘who is important’, * who is a role model in
the company’™ and so forth, These actions become behavioural co-ordi-
nates for others in the organization. Popper and Lipshitz™ highlight three
channels of leadership mfluence:

1 Time devoted by the manager. There is a saying that ‘the urgent
tends 10 take precedeénce over the important’. The daily tasks, the
need to meet short-term schedules, often take precedence over
dealing with important long-term issucs. Allocating ‘manager
time’ is thus a clear signal Lo the staff as to what is more important
and what 15 not, The fact that managers who are extremely busy
with urgent tasks invest ‘manager time’ (which is a very expensive
resource) in some actions and not in others influences employees’
order of priorities. The fact of allocating precious ‘manager time'
to an issue conveys an unmistakable message concerning the
importance of that value,

2 Managers' ariention. Managers® attention has an effect similar to
the investmeni of ‘manager time’. Managers who consistently pay
attention to certain subjects send a clear message about its impor-
tance. For instance, a manager of & company wishing to convey
the message that client satisfaction was more important than prof-
its didn’t let a day pass withouwt asking every local manager what
the clients said about them and their service. This consistent inter-
est conveyed a message that eventually became internalized,

3 Reward and recognition. Channels of reward and recognition are
the most common means of influence in organizations. They estab-
lish criteria regarding the desired behaviours. These channels



include various bonuses, letters of appreciation, promotion, attrac-
tive assignments, allocation of resources, and punishment.

Managers who value and reward learning activities reward
people who contribute to organizational learning. They use
aspects of learning as part of the process of evaluating employees,
anc make learning activity a eriterion for promotion. By doing so,
they reinforee the behaviours required for knowledpe creation and
learning. On the other hand, punishment for mistakes and im-
patience reduces the likelihood of sharing and transfer. Even
worse, they can totally stop the behaviours of sharing, dialogug
and communication that are so essential for learning and knowl-
edge management,

The channels of mfluence deseribed above affect people’s actual willing-
pess o put orgamzational leaming on the organizational agenda.
However, even if learning becomes part of the agenda, that in itselfl is
not enough. To manage knowledge and learning the company must root
it deeply in the culture of the organization.

The main problem in creating and maintaining léarning organizalions
lies in the tendency of people to safeguard their ‘positive image’ (this is
why maost people teénd to report successes and 1y to avoeid reporting
Failures and mistakes, even though there might be important lessons to
be learnt from failuresy’™. One major challenge in building learning orga-
nizations is to reduce the impact of ‘defensive routines’, Since “defensive
routines’ are the natural tendencies of people, there is a need to create
psychological conditions that change these tendencies and encourage
people (o be more accountable, more willing to be transparent, more
Facts (or issue) oriented: in short, less defensive. In this sense, leadership’s
actions are highly influential because they have high impact in creating an
atmosphere that affects learning processes in organizations. The aspects
of leadership that penerate values conducive to learning are™:

B Transparency (i.e. relating to facts without defensive routines),
B [ssue orientation (focusing on performance).

B Accountability (freedom from the tendency to avoid personal
responsibility ).

Indeed. ‘eliminate fear from the organization’ was one of the principles
formulated by Deming for introducing TOM to organizations. This prin-
ciple came from an understanding that ‘improvement teams’ become
mere ritual if those involved in them do not feel the psychological safety
that allows them to bring up facts and discuss them openly even if the
facts were unpleasant. Psychological safety is a state in which people feel
gafe to candidly discuss their mistakes: what they think and how they
feel’”. Behaving in new wavs and doing things differently ean mvolve



somé degree of unlearning. This can be cmotmndlly d:ﬁh.:u‘]l and often
raises anxiety due to feelings of incompetence™. People act transparently
and investizate their own mistakes with integrity when they are psycho-
logically safe rather than under threat. Leaders facilitate organizational
learning if they are able to inspire trust: trust in their leadership and trust
in the processes and system, and specifically, trust in the ‘rules of the
game’ maintained in the organization,

The importance of trust to organizational learning has been demon-
strated in some studies™, Establishing ‘conditions of trust’ is no less than
establishing ‘psvchological conditions for effective organizational learn-
ing’. Gambetta™ suggests that building of trust requires:

Consistency.
Keeping promises.
Discretion.
Marality.
Fairness.

Openness.

Accessibility,

Corporate leaders who are able to inspire trust possess four key
characteristics"'

1 flealized influence. Words reinforced by behaviour's form a collec-
tive and social orientation. Leaders influence by role modelling
their behaviour to match their words,

Example: CEQ Ralph Larsen of Johnson & Johnson explained
his readiness to lose 5240 million in earnings in the Tylenol case
because ‘if we keep trying to do what is right, at the end of the day
we helieve the market will reward us". Senior executives of the
company consistently devote considerable time and energy to
maintain in practice the 30-year-old credo created by Robert
Woad Johnson, son of the founder. The credo emphasizes
honesty, integrity and respect for people,

2 Inspirational motfvation, Leaders motivate and inspire by creating
impelling visions of the organization’s future in which the organi-
zation is seen 0 prosper. These leaders praise acts done for the
commaon good, express optimism about the futare of the organiza-
tion, show enthusiasm for shared success and radiate confidence
that the aims will be achieved. They exhibit clarity and commuit-
ment in thought and action.



3 Intellectual stimulation, Leaders can provide intellectual stimula-
tion by exhibiting a willingness to constantly examine the status
quo and not to see the existing situation as an immutable fact,
Leaders who can stimulate their employees intellectually help
their people to look at old problems in new ways, encouraging
them to ‘think differently’. They legitimize creativity and innova-
tion.

&  fndividualized consideravion, Leaders who are high in personalized
attention are able to inspire and motivate their employees. They
achieve this by treating each employee as an individual with needs.
abilities and aspirations different from those of others. They help
strengthen their workers' capabilities and overcome their weak-
nesses through training and guidance, They don’t punish mistakes
but show a willingness to see mistakes as opportunities for learn-
ing. When mistakes are made, they are more concerned about
asking what happened than finding out who is to blame. Success
is not taken for granted but studied as part of the developmental
approach.

These leadershup behaviours contribute enormously to the formation of
values and atmosphere that is conducive to knowledge management and
learning. Such leaders arve transformational leaders because they inspire
high levels of trust. They are able to elicit a more idealistic and ethical
level of thinking, They generate more collaboration and sharing, more
openness and honesty, more credibility, more willingness to take respon-
sihility. and higher quality performance.

Az companies struggle to find something that gives them a
competitive edge, it is no longer sufficient to energize
“employees through publication of bland corporate newslet-
ters or hold annual outings. Companies have to try to use
insights and strategies that they have deployed for acquiring
and haolding on to external customers on their employees as
well. This has led many to turn their attention to internal

{eontinued)
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marketing, which while it might possess the appea) and gla-
mour of above-the-line advertising, is increasingly being per-
ceived as a highly effective means of delivering to customer
expectations. :

It is a fact that in many corporations employees feel under-
valued, uninvolved and lack confidence in their organiza-
tions' leaders and vision. This sums up the challenge for
internal marketing programmes. In these circumstances, as
Anne Gilbert, director at the Marketing & Communications
Agency (MCA), highlights: 'Asking people to be brand
ambassadors is almost like getting them to be internal cus-
tomers. It means thinking like a marketer. Instead of having
fizzy drinks or crisps as the product, the product is the orga-
nization, and its goals and its people are the target market.
So, just as with external marketing, you have to know what
makes thern tick, and what motivates them. Why would they
buy the goals and objectives?

Alison Copus, general manager of marketing at Virgin
Atlantic Airways, notes that this involves a lot maore than
coming up with mere mission and vision statements: "What
counts are your values, and planting those wvalues into
employees’ hearts and minds: | think values are more power-
ful than rules or mission statements because of two things.
First, whether they are employees or customers, they give
you something with which to identify. And that identification
is a very, very strong bond. . . Second, if you have one shared
set of values — shared between your customers and employ-
ees — you have a sporting chance of saying what you mean
and meaning what you say at every point of contact.’

Copus considers the little things to often be the most
important. For instance, the last thing she would wish to
lose from her marketing budget is the annual party, to
which all employess and their partners and children are
invited.

Virgin has a big advantage when it comes to instilling com-
mon shared identity and brand values: Richard Branson, who
epitomizes and embodies these values. Branson's personal
actions and behaviour in relating to employees is crucial in
setting the tone of Virgin's employee-focused culture. In
Virgin's case, successfully getting its employees to buy into
the values of Virgin and its leader is at the heart of its success
and truly defines the way it operates,

Seourca: Mazur, L, (1999), Unleashing employess’ true value: employees can
be your company's maost valuable marketing asset. Marketing, April, 22-4,



Leaders promote knowledge and learning in three key ways:

1

Pulling learning on the agends as a central issue. This they do
through their ability to influence key channels (namely ‘manager's
time'. ‘manager’s attention’, and the organization’s reward and
recognition aspects).

Building the structural foundations needed 1o turn individual
learning mto organizational learning (processes and systems for
enhanced sharing).

Creating cultural and psvchological conditions that facilitate
learning (i.¢. establishing ‘conditions of trust").

A simple template for initiating a knowledge management and learning
programme is given below as a set of steps.

Step 1. Organizing for KM must start off with education and
training for top and upper level managers. This prepares the
ground for the sharing of knowledge thinking and getting the
entire organization involved.

Step 2. Mapping the company’s intellectual capital and com-
petencies against strategic demands made by the external environ-
ment.

Step 3. The next step in practice is to formulate a knowledge and
learning policy, and put it forward in an understandable and sulfi-
ciently concrete form to guide datly operations. Top manage-
ments’ deep commitment is required when the policy is put into
practice. This is the way to get lower Tevel (middle) managers and
the organization members involved in a continuous move toward a
positive learning cycle.

Step 4. Communicate a clear vision for the firm,

Step 5. Develop a business language, or lexicon, with shared mean-
ings and nuances 1o foster generalized understanding of strategic
goals.

Step 6. Put in place structures and systems lo Facilitate multi-
directional flow of knowledge throughout the orgamization to
meet employee requirements.

Step 7. Put in place assessment frameworks to ensure behaviours
are aligned to desired actions,

Step 8, Act on feedback to align the company to strategic goals,



In conclusion, succeeding in the new world requires a sophisticated under-
standing of the rules of competition and a deep appreciation of the com-
petencies of the company itself. Managers who think strategy is easy, and
implementation more difficult, do not put enough efforl into strategy.
Certainly, sophisticated understanding doesn't come from 3-day strategy
retreats, On the other hand. vou can’t implement any strategy if you
haven't developed a plan, communication tools or a feedback system.

On their own, calls 1o mobilize energies of the organization do little te
ensure the survival of companies in the modern era. The new world is
filled with fux and demands flexible open structures and understanding.
Management hierarchies that characterized the twentieth century have
become very dated in the face of new challenges. Mew approaches
based on partnership that incorporate values such as co-operation, car-
ing, creativity, empathy and connectedness are needed for the knowledge
era. Building and sustaining competitive advantage requires leveraging
the collective knowledge base of a company and fostering a “learning
organization’. This demands more than simply investing capital into
existing infrastructures and systems of management. In such environ-
ments, translating meaningful opportunities into markel successes
means that employees cannot be treated as mindléss cogs in a machine
or ling items on a hnancial spreadsheet, Knowledge management s more
than just sending employees to a training school: it is about the ability to
harness and wse the knowledge for competitive advantage. I is also aboul
the ability of an orgamzation Lo learn from itsell, 115 mistakes, ils in-
efficiency and i1ts employees. Managers must identify gaps between
what they have and what they need to have if they are going lo create
the organizational structure to implement the strategy.

Internal marketing is an vnusually shppery concept, easy to visualize
and vet exasperatingly difficult. Internal marketing 15 a concept that is
socially constructed and context-specific in nature, It cannot be under-
stood without relating the concept to the company. organization or per-
son who gives meaning to it. Furthermore, internal marketing is holistic.
This s, in fact, an argument for internal marketing adoption, since it plays
a role in all Tunctions and operations in an organization. It is a “total’
managerial approach for co-ordination and integration. Managers prac-
tising internal marketing will play an important role in combining and
integrating different perspectives. Using internal marketing management
can create a commonly shared and clearly understood language lor the
enfire organization and put it in systems, processes and structures 1o get
the sharing actons enacted. To do this, however, managers must them-
selves first build 4 deep understanding of internal marketing, if they are to
use it as @ means to enhance organizational knowledge and learning.



Knowledge and learning do not constitute a simple ‘me too’ experi-
ence, They requite much work. A eompany has to consider what it wants
to be and what resonrces it has (strategy). It needs to share the strategy
with employees (communicate). 1t must define progress and success (nica-
surements), then look for gaps between their current realivy and future
reality (feedback). Finally, it must strive 1o narrow the human resource
gaps (fure, train and devefog). This process is one of continuous internal
marketing.

Good ideas and good intentions thal are poorly designed and impro-
perly  implemented scon  become extremely costly  experiences.
Introducing new initiatives such as knowled ze management easily wreaks
havoe if expectations, resources and commitment are not aligned. The
knowledge management journey is not a simple one: it challenges many
fundamental beliefs and operating principles. It takes sustained effort and
time because it invalves changing employee behaviours, perceptions and
beliefs, and not just rearranging the organizational furniture.
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The Atlantic Richfield organization (ARCO) consists of a number of
semi-autonomous. operating companies, with a corporate overseeing
unit, The operating companies are variously engaged in oil and gas devel-
opment, petroleum products and services. coal. copper, chemicals, trans-
portation, international o1l and gas development, and new ventures. The
major companies are scattered around the USA, with major operating
arms having headguarters in Los Angeles, Dallas, Philadelphia and
Denver. The management philosophy historically was, and continues to
be, one of decentrabization and local autonomy,

While many other companies were still considering whether to intro-
duce teleconferencing, debating whether 1t was an effective tool or a
technological fad, ARCO took the lead. As early as 1979, ARCO had
began Lo consider this option.,

Two years inafter its introduction by ARCOs electronics and tele-
communication (E&T) department, ARCO operates a seven-site [ull-
motion video-conferencing svstem linking facilities in Alaska and the
continental US, which has received praise from many salisfied users.
Over 90 per cent of the users evaluated ARCOwvision (the name given
to the company’s video conference) as successful and a wseful tool for
enhancing business communications.

The wvideo conferencing success story 1s underpinned by successiul
internal marketing. The journey began with internal murket research to
investigate the appropriateness of the produet for the company.

The challenge

Like any pioneers, ARCO faced a major challenge when i1 first thought
of overhauling ARCOnet (Atlantic Richfeld's voice/data network) into
a video-conferencing service. Although they were spurred by an enthu-
sigstic CEQ whao felt video conferencing could supersede the Boeing 747



Media interest

The *selling of ARCOvision’ began with a mass media send-off, Members
of the press were invited to tours in each conferencing site.and intercity
press conferences were held, such as Los Angeles reporters interviewing
Philadelphia officials vin ARCOvision, This led to a great deal of both
national und local coverage. Articles were also written in ARCOYs inter-
nal newspaper, announcing the launch of the system and providing
details on how to arrange demonstrations.

Video communications

Two videotapes were produced o help marker the network internally and
support its usage. The first tape described ARCOs communication his-
tory and entrance nto the world of video communications, and gave a
brief overview of the system. This partly humorous tape was used as part
of lunchiime (*brown-bag’) seminars to ARCO employees. The second
was o S-minute tape explaining how to use ARCOwvision. The *how-to’
tape, available in the ARCOwvision waiting rooms, was usually played
before each meeting in the early months of the system's operations:

Poster campaigns for constant communication

Poster campaipns emphasizing the advantages of video conferencing over
travel, the easy-lo-use nature of the system: and video conferencing’s
value a5 a decision-making tool were also developed and distributed
penodically 1o all ARCOwision locations. Users were also given
ARCOvision pins to mark their first video conference, This proved to
be a very popular practice and it was 1o continue for many vears.

Promotional efforts

Internal marketing was continuous throughout the first vear of operi-
tions and invelved a range of promotional activities. These included;

B o contest at holiday time with a video conference for family and
friends as the prize;

B slogan contest for ARCOwvision coflee mugs.

To keep reminding users of the facility and. get them to use it, mugs with
the winning slogan, such as ‘Keep Productivity in Focus'. on the front
and ‘I wse ARCOvision™ on the back were awarded for five uses of the
SEIVICE:



To keep the momentum going and also troubleshoot any problems, o
conference co-ordinator staffed cach ARCOvision room. The co-ordina-
tor was made responsible for conference scheduling, solving routine pro-
blems. and developing and maintaining internal marketing momentum.
These ndividuals were carefully selected for their ability to interact sue-
cessfully with other personnel. They were instrumental in making wsers
comfortable with video conferencing and encouraging repeat usage, They
served as system advocales in cach of their respective locations, seeking
out new users and following up with reminders to *old’ customers of the
service. The co-ordinators’ demonstration sessions were an extremely
useful opportunity for marketing the tool. They demystified the system
and encouraged usage through ‘success stories’ passed on to them. Many
users credited the co-ordinators with getting video conferencing off 1o a
good start. Early feedback forms were overflowing with comments about
the helpfulness and importance of the conference co-ordinator.

Outcomes

The system’s real market test was during the first few months of opera-
tions. [t was important to make a positive impression on the system’s
initial users, becanuse both good and bad news travel fast. ARCOvision,
because of good internal marketing, did make a good impression on its
first customers, who were pleased with what they experienced and were
able to provide valuable feedback en how to make the new service even
better.

Indeed, when problems were detected system implementers were guick
te act on sources of dissatisfaction. Chairs were changed, graphics cap-
abilities improved, graphies guidelines provided and screens altered Lo
improve image quality along the edge of the picture. Users saw their
suggestions reap results. Approval ratings ¢limbed along with usage.

Lisage did not happen automatically. Internal marketing training and
follow-up support were important factors in getting employees to inter-
nalize the availability and utility of a new communications option.

ARCOs CEQ was right, Video teleconferencing could compete effec-
tively with the Boeing 747, However, making it successfully happen was
more about good internal marketing than it was about technology.

Source: Svenning, L. and Ruchinskas, J, (1286). Internal ‘market research’ program
is yielding successful videoconferencing foe ARCOvision. Comrmunicafions Mlews,

23 (2), February, 48-52.



The internal market research helped: i

B Planners et design parameters, e easy to use, reliable, flexible,
secure, comfortable, like other Atlantic Richfield conference
rooms, ete. These preferences ran counter to many earlier video
conference designg, which provided users with total control over
cameras and other system components but were not particularly
eisy Lo nse,

B Alert the team fo change the marketing theme. The initial marketing
stressed ARCO's plans to mtroduce video conferencing as travel
and cost savings. This led to user concerns about costs; Was thisa
wise investment? How much would it cost to use the system once it
was installed?

It became clear that planners had to take great care to empha-
size the positive and eliminate the negative, Creating positive pre-
dispositions toward video conferencing during the design phase
was an important fiest step toward building a ready market for
the zservice. The ensuing publicity and talks with potential users
downplaved system costs and emphasized using video conferen-
cing to replace undesirable or nuisance travel.

While system planners directed their attention (o the technical matters
such as how o provide Mull-motion, colour and life-size images, TRG set
aboutl building a more detailed profile of potential users and their needs.
This was done through a random-sample survey of 930 management
emplovees from the diffetent ARCO operating companies, The survey
sample design was designed to be representative for all ARCO opera-
tions, i.e. location, job types and management levels,

Ciood internal market research can, by itsell, spark interest and invol-
verment in eventual consumers. The in-depth research survey of employ-
ees did just that. The 12-page: gquestionnaire got an overwhelming
response (87 per cent), with some emplovees even calling in 1o ask why
they had not received the questionnaires, Many responding employees
eluborated in detail how they would use it, what Kinds of graphic support
they would need and what other locations should be considered, while
others provided insights and suggestions about internal marketing. train-
ing and how to support usage over the long lerm.

The survey results revealed not just support and mterest in the concept
of video feleconferencing, but also differences in perception between dif-
Ferent levels and job types over the how and whys.

For example, engineers indicated the highest use of the system because
of their heavy travel schedules. Emploves relations personnel wanted
more face-to-face contact with those in remote locations. They wanted
an casy-to-use system that could capture high levels of detail (Facial
expressions, for example).



Motivational triggers also varied for the different management levels:

B lower-level managers were motivated by the desire for better com-
mumnications with remote locations:

B higher-level executives were motivated by having an easy-to-use
alternative to travel,

Job type and level profiles developed from the survey results permitted
ARCO room co-ordinators to tailor their introductory demonstrations to
the needs and interests of the different user groups.

The survey also highlighted network modifications. Based on current
travel and communication patterns, and emplovee projections of use, it
became evident that svstem planners needed 1o add Channelview
{Houston) and drop the New York City pode, where there was little
support for the concept.

A further survey of 300 was conducted over the telephone to get a
better picture of the kinds of meetings that potential vusers were willing
tor video conference. The emerging profile indicated that meetings aver-
aged about eight participants, with over three-quarters of all meetings
involving 12 people or less. Company meetings were typically supported
with a variety of visual aids, including viewgraphs, slides, chalkboard.
geophysical maps, written documents and computer printouts. The meet-
ing profile directly influenced design of the room and facilities, including
hew many seats to place in the room and the range of graphic aids. These
needs were used to build conference room facilities.

[nternal market research on the potential consumers (ARCO manage-
ment and professional personnel) and the product {ARCOvision) was the
first step of the programme. [t contributed significantly to the suspicious
start. Internal market research was used by the design team o help it
create the ‘right’ tool for the ARCO "marketplace’. Internal market
research collected invaluable information about potential users and
their work, the corporate culture and the technology, Clearly, knowing
the ‘market” pays off, more than 40 per cent of the firm's managerial and
professional emplovees tried ARCOvision in its first year, with only a few
indicating that they would not be using it again. Since the system was
launched, in Autumn 1983, usage climbed steadily. It was evident that the
planners had understood the internal users and designed a ‘product’ that
proved highly useful right from the very beginning.

Supporting components of ARCO’s internal marketing

The company utilized a range of activities to reinforce its infernal
marketing.



Media interest

]

The “selling of ARCOvision” began with a mass media send-off. Members
of the press were invited to tours in each conferencing site.and intercily
press conferences were held, such as Los Angeles reporters interviewing
Philadelphia officials via ARCOvision. This led to a great deal ol both
mational and local coverage: Articles were also written in ARCO's inter-
nal newspaper, announcing the launch of the system and providing
details on how to arrange demonstrations.

Video communications

Two videotapes were produced 1o help market the network internally and
suppeort its usage. The lirst tape deseribed ARCOYs communication his-
tory and entrance o the world of video communications, and gave a
briel overview of the system, This partly humorous tape was used as part
of lunchtime (*brown-bag’) seminars to ARCO emplovees. The second
was a J-minute tape explaining how to use ARCOvision. The “how-to’
tape, available in the ARCOvision waiting rooms, was usually played
before each meeting in the early months of the system’s operations.

Poster campaigns for constant communication

Poster campaigns emphasizing the advantages of video conferencing over
travel, the easy-to-use naturé of the system. and video conferencing’s
vilue as a decision-making tool were also developed and distributed
periodically to all ARCOwision locations. " Users were also given
ARCOwision pins to mark their first video conference. This proved to
be a very popular practice and it was to continue for many vears.

Promotional efforts

Internal marketing was continuous throughout the first vear of opera-
tions and invelved a range of promotional activities. These included;

B a conlest at holiday time with a video conference for family and
friends as the prize:
B 2 slogan contest lor ARCOvision coffee mugs.

To keep reminding users of the Facility and get them to use it, mugs with
the winning slogan, such as ‘Keep Productivity in Focus’, on the front
and ‘1 use ARCOvision' on the back were awarded for live uses of the
SeTVICE,



To keep the momentum going and also troubleshoot any problems, a
conference co-ordinator staffed exch ARCOvision room. The co-ordina-
tor was made responsible for conference scheduling, solving routine pro-
blems, and developing and maintaining internal marketing momentum,
These individuals were carefully selected for their ability to interact suc-
cessfully with other personnel. They were instrumental in making users
comfortable with video conferencing and encouraging repeat usage. They
served as system advocates in each of their respective locations, seeking
out new users and following up with reminders to ‘old” customers of the
service, The co-ordinalors’ demonstration sessions were an extremely
useful opportunity for marketing the tool, They demystified the svstem
and encouraged usage through ‘success stories’ passed on to them. Many
users credited the co-ordinators with getting video conferencing off to a
good start. Early feedback forms were overflowing with comments about
the helplulness and importance of the conference co-ordinator.

QOutcomes

The system™s real market test was during the first few months of opera-
tions. [0 was important o make a positive impression on the system’s
initial users, because both good and bad news travel fast. ARCOvision,
because of good internal marketing, dicd make a good impression on its
first customers, who were pleased with what they experienced and were
able to provide valuable feedback on how to make the new service even
betler.

Indeed, when problems were detected system implementers were guick
to act on sources of dissatisfaction, Chairs were changed, graphics cap-
abilities improved. graphics guidelines provided and screens altered to
improve image quality along the edge of the picture. Users saw their
suggestions reap results. Approval ratings climbed along with usage.

Usage did not happen automatically. Internal marketing training and
follow-up support were important factors in getting emplovees to inter-
nalize the availability and utility of a new communications option,

ARCCYs CED was right. Video teleconferencing could compete effec-
tively with the Boeing 747, However, making it successfully happen was
more about good internal marketing than it was about technology.

Source: Svenning, L. and Ruchinskas, J. (1986). Internal ‘market research’ program
is yielding successful videosconferencing foe ARCOvision. Communications News,
23 (2}, February, 48-52,



Avdlote & Cartwright Tne., USA, is an agency providing advertising,
marketing and public relations services 1o the healthcare industry,
founded by William Axydlotie, who handles the creative side, and Jeane
Cartwright, who manages the business and customer service side. From
personal investments of 8000 from both partners, it quickly developed
into a multi-million dollar business specializing in services for the health-
care mdustry,

On the first day of zach month, every emplovee at Avdlotte &
Cartwright receives a $10 allowance for the soft-drink machine. Despite
the obvious cost, the company finds that the return on investment in terms
of employee satisfaction is worth every dollar, according to Bill Aydlotte.
The same is true for the finm's “hirthday present” to each employvee - a day
off with pay during the month of his or her birthday.

The allowance and day off are part of Aydlotte & Cartwright’s internal
marketing programme, conceived by the firm’s partners. Bill Avdlotte
and Jeane Cartwright. The concept of internal marketing was originally
developed to help their clients. Aydlotte recounts facing a roomful of
angry physicians who had fired the previous advertising agency. It did
not take lomg for Aydlotte to work out that the physicians were angry
because they had not been heard by the hospital or the former agency.
So, he asked for their thoughts and ideas, and he listened. After the
session. he came away with the account, which remains with Aydlone
& Cartwright.

The experience led Aydlotte & Cartwright to focus on the importance
of internal marketing. It sounds simplistic’ he says, "but internal market-
ing is basically listening to the employees and staff in a hospital or com-
pany. telling them what is happening and what we are going to do.
Cften, employees do not know what is going on in their arganization.
They feel excluded and as a result are not committed to or do not support
their company’s programmes. If, however, employees feel included in the
company’s decisions, they begin to take pride in their work and their
employer.



While developing internal marketing programmes for their clients,
Cartwright and Aydlotte began to look at their own fast-growing com-
pany. The two pariners soon arrived at the conclusion that they, too,
could benefit from such a programme. “We ask a lot from our employees,
and they give it” Cartwright explains. ‘Our experiences with our clients
demonstrated that it would mean a lot if we show our appreciation for
those efforts.” .

Internal markeling was particularly pertinent since the firm was grow-
ing rapidly. and the partoers wanted to find ways to remain close to
employees, as well as help old and new members know each other better
and buwld strong relationships. The key to good internal marketing,
Cartwright suggests, is to show employees they are appreciated and
heard, From this comes improvement in morale and productivity.
Another point to remember is to implement these kinds of programmes
before employees become disgruntled or less productive, and before they
want to leave the company.

“We have found that employee support can make our advertising work
for the chient more successful” Avdlotte notes.

Apart from the soft-drink allowance and birthdays off, the firm has put
in place the Big Idea Award. This is given to any emplovee whose idea
has improved or could improve business operations, contribule to
humanity, or *make agency life a litthe ¢asier’. The winner gels a statue,
two entertainment tickets and recognition in the agency newsletter. Since
setting up the award, the company has been inundated with ideas. and
competition for the award is intense. The award is taken seriously. but it
contains an clement of fun that also helps 1o spark creativity.

An in-house newsletter is also part of the programme. [t communicates
news within the agency, such as awards granted (o employees and the
firm, new business, emplovee birthdays, items from the agency’s sugges-
tion box and even bits of gossip.

Cartwright notes that cmployers do not have to offer complicated
incentive programmes to make a difference. Avdlotte & Cartwright’s
internal marketing programme is simple and easy to implement, Maybe
that is the reason why it has been so successiul.

s Avdlotte remarks, at the end of the day ‘Internal marketing is really
just a fancy term for showing employess we Care, we appreciale your
efforts, and we want to hear what you have to say.”

Source: Schanbak, J. (1991}, Internal marketing worth évery cant. Business, Atlania,
20 (10}, Qctober, 16-17.



An important issue facing companies when dealing with their employees
and persuading them to follow defined actions. especially when making
difficult decisions such as redundancies, is to maintain integrity of the
internal marketing communications.

Sorga Roberts, head of Barclays Card Services (BCS) Communications
and Marketing Change at Barclayeard, is a firm believer in the honest
approach, Barclaycard has, since the early 19905, been driving change in
its operations through ils Living the Brand programme. During the late
19905, the bunk went through a major business change programme,
which forced it 1o marey job losses with brand values,

Under these conditions, according to Roberts, "Transparency is key. 1t
takes o lot of commitment from the top. 1t's no good my going around
saying those at the top-are committed. The way it worked for us was to
gel senior people on the road supporting events so that what we have now
15 woven all through the business strategy.”

Barclayeard started the Living Brand initiative in 9935, as a vehicle 1o
actively spread brand focus throughout the business. The Living the
Brand programme put every single person through a series of workshops
and activities. The logic belind these sessions was to build brand aware-
ness, understanding, commitment and action:

I'he aim was to get employees thinking about the brand generally and
then think about Barclaycard and where the company wanted 10 take it
After that, the bank developed and ran numerous more workshops, with
gach one carefully targeted at dilferent audiences across the business,
Within a period of a lew years, the entire business was covered about
two o three mes, with workshops talored according to the segment
group: serior managers, back office, front line and so on.

In addition to enlisting and making *visible' senior management com-
mitment to keep the mitiative alive when things were not going smoothly,
Barclay's found that it was important to track and measure success.
While to some extent there had to be a certain amount of blind Faith,



since it is very difficult to pinpoint the precise impact of internal market-
ing; BCS developed a brand tracking system to try to gauge what affects
the brand and what does not. This information was considered vital
enough for board members Lo serutinize it every month.

One of the worst mistakes companies make is to mouth the right words
but take little action. Unfortunately, there is a lot of that around, with
many corporations simply making glib statements about How open,
accessible, listening and caring they are toward their emplovess. What
is worse than not being open, honest and not caring about your employ-
ees’ views 15 saying you are and not reflecting it im action. In such
instances, it is far betier to just keep quiet. Success in this seclor is very
firmly rooted in the skills, capabilities and motlivation of employees, In
Roberts” words: ‘T have seen, over the course of my career, the issue of
how you deal with vour stafl becoming more and more eritical, There are
olher importani assets, of course: we know that our data, for example, is
a very important asset, But at the end of the day, it is our people that
make the difference, whether they are the people manipulating the data or
talking to customers. You can’t be in this business unless vou have effec-
tive customer service. The real differentiation comes from customer con-
tact. And we have more than 10 million customer service calls a year —
that's 10 million petential opportunities for building relationships.”

Source; Mazur, L. (1998), Unleashing employees” true valus: employess can be
your company's most valuabla marketing asset. Marketing, April, 22-4.



A national communications exercise by Barnardo’s found that its
employees knew as little about the charity’s operations as did the public.
The exercise was prompled by Barnardo’s decision to re-brand itself
through national TV and radio advertising. This led to the 18-month
exercise, which discovered that a large number of its employees held
outdated views of the charity’s work. The outcome was the development
al several training and communications programmes to rectify the per-
ceplions and change attitudes.

Internal marketing exercise

Questionnaires, workshops and interviews with a cross-section of man-
agers, staff and many of the 200000 volunteers revealed surprising results
about the nature of Barnardo’s “brand image’. For example, many of its
staff believed that the charity had been running orphanages for more than
20 years, yet this was not the case at all,

Barnado's set up an internal marketing department from its HR and
advertising teams. The first test for the charity’s newly formed internal
marketing department was to interpret employvees” feelings about the
arganization. Banner McBride, a new agency specializing in “behavioural
change’, claimed that Barnardo's approach to emploves relations is
becoming increasingly popular with commercial companies who are
keen (o manage their own change programmes.

Banner MeBride’s managing director, Michael Pounsford, highlighted:
This exercise has been an essential way ol getting every member of staff
involved in the brand’s success, Barnardo’s was very keéen to avoid its
volunteers secing TV and radio advertisements and being concerned that
money wasn't being spent on children.”

Hoewever. Pounsford also notes that many HR departments in lacge
organizations may be missing a trick by not working closely enough with



marketing professionals to communicate ther values and ohjectives,
especially in times of change. "Marketing is seen to put an emphasis on
lasers; lights and dry ice at the expense of more thoughtful HR thinking.
But the two together can help to manage change very effectively.” John
Grounds, head of communications ai Barpardo's, admitted that his
department needed to be more aware of ‘mutval support” and consulta-
tion, I don’t think we are as far down that line as we would like to be, but
we are talking to the same audience, s0 we need to develop a close
relationship.”

The fact 15 that many HR and marketing departments have, historn-
cally, been guilty of being overly secretive, often to the detriment of their
orgamizations,

Source: Welch, J. [1988). Barnarda's points the way to HR and marketing Hnk-up.
People Management, 4 (1), 13=14.



Trust and estaie business was once a major part of the banking industry.
Ower the years, brokers, investment advisers and lawyers, all wanting part
of the lucrative market, have eroded this business. One of the reasons for
the decline has been in the poor handling of sales. In the past, banks
generated new business by relying heavily on personal contacts. However,
with increasing competition business cannot be handled that way any
more, Trend statistics within financial services over the last few decades
highlight this:

B the number of firms managing money for individuals has increased
more than six-fold

B employment and the nomber of firms managing money and regis-
tered with the Securities and Exchange Commission have more
than tripled

B mutual funds have grown more than 10-fold

B banks, insurance companies and trust companies account for less
than 30 per cent market share of mvestment accounts, down from
T per cent in 19649

B nearly every major brokerage house 15 now in the trost business,

Internal marketing

According to William F. Ottinger, senior vice president marketing it
Boatmen's Trust Company, 5t Louis, LISA. success in the trusts markets
isn't 4 mystery. but the sum of many small things done well. To compete
in this market requires delivering very high quality, and trust service
levels thrive externally when they are successfully promoted internally.
"It sounds simple enough’ says Oitinger. “But actually accomplishing it is
another story. Al Boatmen's we'te always looking internally at ways we



can make the trust company and the bank work together. Otherwise, vou
forget where the customer is in the process.”

Internal selling

The essential first step in iiny trust marketing effort is selling internally.
Senior management needs to buy into and give priority to the importance
of non-interest income to all areas of the bank in order to make the
internal marketing programme work. This helps remove many internal
barners.

senior management need to agree on the need to stimulate trust busi-
ness within a banking organization, and make an unswerving commits
ment Lo remove any territorial disputes,

Prospecting internally means getting retail and corporate bankers to be
encouraged Lo refer, without reservation, customers to the trust depari-
ment. The Boatmen’s Trust Company generally seeks prospects with
3200000 plus in higuid assets. OF the bank’s 2.5 million eustomers, 5
per cent {all into this category, creating a pool of opportunity for the
trust company in its own backyard.

To prospect effectively within the bank, a substantial percentage of
funds earmarked for external marketing needs to be shifted to the inter-
nal marketing programme. In the first | or 2 years. it is not unusual to
spend more marketing money internally than externally, especially if the
sales programme is being revamped to lake advantage of the bank’s
cuslomer base.

Internal education

After winning suppert from senior managetnent, the next step 15 internal
education of trust capabilities by the *marketing’ of trust capabilities and
trust service priorities to other areas of the corporation, including the
bank and investment subsidiaries. The best trust prospects are alreacdy
customers of the bank. but reaching them can prove to be very difficult,
especially if an organization embraces a territorial mindset or is product-
driven rather than client-driven.

According to Ottinger: “Trust offices must constantly educate their
peers in other areas of the company about the customer desired by
trusi.. . By education, | don’t mean a lengthy manual about a trusteg’s
duties product features and benefits. Provide profiles of customer service
needs and problems. Then educate other areas about how some ol these
situations may be solved by a trust service relationship.’

In this internal education part of the internal marketing initiative,
banks need to promote the distinct advantages they have over non-



bank competitors. For instance, only banks can offer a wide array of trust
arrangements. While brokerage houses and other financial institutions
may offer similar products, only full-service trust departments have the
resources and expertise (specialisis) to advise clients in complex areas of
trusts and investments, Moreover. because their fees are not based on
sales, their advice tends to be much more objective.

One way to develop trust business is by first selling eurrent fee business

investments that clients pay 1o have managed and getting adjunct sales
later. This strategy 1s quite contrary to the traditional way the industry
has operated; banks were so mient on selling their estate services that the
non-bank competition weaned the more liquid customers to mutual
funds, cash management accounts, annuities and traditicnal brokerage
decounts. As a result, corrent fee accounts became not only more difficult
to locate, but more difficult ta sell,

Strong internal communications have helped Boatmen’s executives to
educate and boost the trust business.

“¥ou can spin your wheels conducting numerous seminars and produ-
cing newsletters which may prove fruitless in pencrating leads. .. [0s
important for trust bankers 1o take the mitiative in educating others —
not just the retal side of the bank, but commercial lenders, investment
officers and others, as well.”

Apparéntly, the strategy 18 working. The trust company's total assets
are 351 billion and assets under management total 330 hillion, According
o Oilinger, Boatmen Trust receives more than 100 referrals @ month
from hankers,

Internal network and relationships

Selling current fee services is, by itself, insufficrent to kick-start the trust
business. It takes an active internal referral network. In fact, when
searching for the hank's best customers, all areas of the bank must be
included. Too often, the trust salesperson calls on the same branch bank-
ers repeatedly, ignoring other referral sources. Instead, salespeople must
talk with corporate bankers, the brokerage department, and private
banking, correspondent bankers and any arca of the bank in contaci
with affluent customers,

While the concept of interna] ‘networking” sounds great, how does the
trust officer get the attention of other busy, goal-driven bank officers? A
network is no good if it 1s not going to be tapped. Moreover, while it may
be possible o accomplish o great deal working from a refercal system, the
key (o success is Lo provide incentives for other areas to provide relerrals.
This means that incentives and referrals must be a two-way street.

‘Tnternal lerritoriality is one of the most destructive forces to providing
a high level of service - when you start putting fences around customers,



then the whele sales, marketing and service process breaks down.'
Ottinger stresses. “Therefore, it's important that the referral process
works both ways.’

Since the best frust prospects are already customers of the bank. add-
ing them as trust department customers can be a challenge. This means
that some parameters need to be set up before prospecting within the
bank. The trust department’s positioning on bank deposits must be per-
fectly clear. For example, the trust department cannot afford to appear as
if it is trying to poach deposits into its domain. The trust sales force must
emphasize that it is targeting non-deposit assets, including assets held in
S&Ls. in brokerage accounts, at competitive banks and in mutual funds,
If, at some point, it 18 necessary for a customer to shift deposits to'a trust
account, the banker must be notified first to clarify the reason and how
the customer benefits, The advice is simple: if you can avoid giving sur-
prises 1o vour banking colleagues then collaboration increases and con-
flicts are minimized. Boatmen approach this challenge by concentrating
on the following key arcas;

B dvedd territoriality. Cultivates personal relationships that cut
across organizational lines o encourage retail and corporate
bankers to refer high nel worth prospects 1o the trust company,

W Profile trust prospects. Educates emplovees by focusing on the
needs of the costomer. For example, rather than providing
trust manuals or long-winded presentations summarizing a trus-
tee's duties or the responsibility of an executor, Boatmen provide
profiles of a typical customer prablem, how it could be solved by
a trust service and how a banker benefits financially from - a
referral,

W Maintain contact with internal sowrees. Boatmen have found that
there is no substitute for keeping the "Trust Story’ in [ronl of
bankers. Periodic seminars; guarterly mailings, lengthy technical
product descriptions and casual contact often do not produce a
volume of leads. Trust bankers must constantly educate peéers
about the types of customers desired by the Trust, not Features
and benefits of trust and investment services.

W Creare a sirong incentive compensation. programme, In a well-
designed programme, the selling cfforts of the sales staff, admin-
istrators and portfolio managers, plus the bankers and their
profit centres, need to be interlocked, ultimately rewarding every-
one involved. At Boatmen, the compensalion programme is
based on the first year's fees. The banker who refers the account
receives M0 per cent of the first year’s fees and his department
receives 40 per cent. This is in addition to bonuses paid to the
trust sales staff and/or the trust administrators and trust invest-
ment Mmanagers.



Repeatedly sell the incentive progranune fo fnrﬂe’ﬁyrﬁf Repetition is
a key part of the referral bonus programme, It is critical to con-
tinually *advertise’ the referral programme to bankers and rein-
force the dollar amounts paid to specific bankers. °

Internal referrals are a two-way streel. Bemind other employees
that the trust department is o good source of referrals, It is rsky
o always seek a handout without returning the favour. Boatmen
developed a programme to refer qualified, new trust customers o
its private banking function. Because trust customers have a large
amount of money to invest, they are often good private banking
candidates, Additionally, Boatmen track the amount of direct
deposits from the trust company back into the bank as a result
of trust relationships.

Recruiting the right people

Boatmen also place a high emphasis on getting the right people,
Marketing trust services effectively means the right person must be in
the salesman’s seai. For Boatmen, sales ability is a key sought-afier
trait, with technical knowledge second.

Boatmen hold clear thoughts on the type of people they want. They
want a staff of closers, not counsellors. When hiring trust sales staff
Boatmen's advice 1s:

Hire only high-activity, high-energy-level individuals, There is no
substitute for the willingness to work. Persistence is the greatest
sales attribute in the world.

Hire proven closers with a financial background. Ex-brokers can
be good prospects; many have received excellent sales training, but
are lookimg to work in an industry offering good compensation.
Hire salespeople who are primarily motivated by money. Such
people want to sell quality and want to be substantially rewarded
when they are very successful. Give them the chance to earn six-
figure compensation.

Pravide salespeople with a lucrative incentive programme that
rewards success. Monitor the progress and performance of these
salespeople closely,

Adlow 1218 months for a new salesperson to prove him or herself,
Each salesperson should be able to produce a minimum of twice
lus salary i carrent fees. I there are doubts after this period, the
wrong person has probably been hired and an immediate change
should be made.



[]

B Avoid protecting sales positions because of seniority or office pol-
itics: Each position should be quantitatively judged based on cur-
rent fee results,

B Set sales goals based on the individual, territory, sales experience
and management expectations.

B Train salespeople. either in-house or using a gqualified outside
training programme, to sell trust services. In addition, expect the
sales manager to assume much of the responsibility for training
sales people.

B Provide sales staff, administrators and investment managers with
as much information as possible on trust setvices, investment per-
formance and pricing. In addition, circulate information about the
competition, including an analysis of fees related to mutual Ffunds,
brokerage accounts, wrap accounts and annuities.

B Encourage salespeople to innovate and differentiste themselves
from the competition. Without innovation and differentiation.
trust departments are in danger of becoming just another option
in the financial services arena. They need to leverage their
strengths i order (oo gain new business and inerease profitability.

External marketing to supplement internal marketing
effort

All the trust department’s time clearly cannot be focused internally.
Internal effort must be complemented with external effort to cultivate
external referrals. Many banks use public seminars to sell trust depart-
ment services. However, while public seminars are an acceptable market-
ing tool to use every few years, alternative ways such as educating
attorneys and CPA firms about investment performance, competitive
fees and quality staff of vour trust department may vield better results,
Maost of the professional community is aware of trust department cap-
abilities as' executor and trustee. However, answering guestions about
investment return, the costs of trust services and the turnover ratio
among stafl may increase referrals from these groups.

Sources: Ottinger, W. F. {1991). Making the case for Trust. Bank Management, 67
{11}, November, 37-40. Anonymous (1932], Internal incentives boost trust referrals.
Bank Marketing, 24 (4), April, 42-4.
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Over the last two decades or so, the railways industry roadmap has
witnessed considerable change. Successful railway managers have been
changing what Peter Drucker calls ‘the business theory’. Dnving this
change is not technology, because it remains essentially the same — diesels
still pull ciars on four-wheel trucks. using air brakes and knuekle couplers,
What has changed is attitude. Those companies that could change did.
and evolved into companies that we see on the map today. Those who did
not perished, One of the success storics in managing this transition is the
American raltrack company, CSX.,

The big question is how does a railway company hike C5X change its
business theory? C8X's success can be attnbuted partly with coming up
with a new pacadigm and partly with béing able to frmly implant i
within the company. In the management of thas transition, nternal mar-
keting was a crucial step in the process of change, Otherwise, railway stall’
who fell threatened by a change in the status quo would have resisted
change tooth and nail. The only way to market change internally was to
make it non-threatening and to show emplovees how 1t meets their needs
for increased productivity, more job satisfaction, or even perhaps more
tangible rewards,

Internal marketing to identify internal needs

Internal marketing can often help identify employvee needs that otherwise
one would never consider. For example, in the mid 1980s, Seaboard
planned to improve accuracy and timeliness in a number of clerical
areas. To assess the wiability of this; they decided to do some internal
market research. To management’s surprise, the results of the internal
markeling exercise uncovered that clerical groups had an entirely different
agenda, They were raising 4 number of workplace-related hygiene con-
cerns that were hampering their ability to do their jobs. Factors such as:



noise levels in the work area;
secondary smoke; £
strict group break times;

limited washroom facilities;

inflexible working hours.

Once management addressed these issues, employees felt empowered 1o
make the real changes in the work process. Soon thereafver, employees
overhauled their billing process to reduce errors and increase tmeliness.
Morale went up, mistakes went down, and so did the cost of failure,

Eventually, Seaboard merged with Chessie to form CSX, Many of the
people who ran Seaboard (or Chessie) remained in position because they
were good at managmg the transition, in which internal marketing played
a notable role.

Employees are at the centre of paradigm shifts

In the new world of the 1990s, competitive intensity cut out the luxury of
making mistakes and redoing work. Change was rapid and there was a
need to constantly adust and adapt because the validity of the current
business theory was guestioned daily. Assumptions regarding the outside
{customers, connections, cabotage supply) and assumptions about the
inside (skills, train size and scheduling. track maintenance) are what
drive the business theory. But these internal assumplions must be ever-
changing, al the very least in line with changing external assumptions,
The danger is thatl they are cast in stone and ossify the company in the
process. That is what had happened 1o once greal conipanies like IBM
and GM, resulting in their severe experience of difficulties.

Keeping the company vibrant and fexible means constantly rethinking
internal and external assomptions. Managers can ne longer say ‘we
kniow', they must move to a position in which they say “let’s ask™. And
there are no better people to begin asking than your own employees. Mo
matier what some commentators may say, in most cases employees are
the most dedicated and the most knowledgeable about what they do and
about what their companies do — or should be doing — because they lace
the coallace every day of the week.

Changing hearts and minds, not just directions

At the bepinning of the 1990s, railroads traditionally operated a batch
process, yel customers wanted customization. The pull was in two opjos-
ing directions: the ultimate batch is a unit train while the ultimate



customization is a private fleet of trucks. The railroad 'lradpvull' becomes:
how far can | customize my batch without hurting cconomies of scale?
The shipper’s trade-off is: how far can [ batch my custom movements
without hurting fexibility? Making these trade-offs work dépends on the
ability of workers in each organization to make changes in their assump-
tions about the work.

Some time earlier. the Milwaukee and New York Central tried short,
fast, frequent freight trans over shorl distances. They were not very
successful: the reason was that they were running a custom process
with a batch mentality. The people who had dreamed up the idea had
failed 1o consider their internal market and failed to do any nternal
marketing, Now, on the other hand, it is commen to see short custom
trains, mostly on short lines. The technology is not different but the
attitude is,

Sharing thinking and involving means getting things
done

To be effective at managing change through internal marketing, you must
begin by marketing & willingness to embrace change — at all levels of
management, Change is nowhere nearly so threatening when it's under-
stood, and when its a something vou've been involved in thinking up and
developing. The lact 15 that employees, and that applies to all sectors,
intuitively embrace changes in the way they work when they can see
tangible benefies for thely customers (shippers in the case of railway
freight), for themselves (rewards — extrinsic as well as mtrinsic) aned for
the company (in the efficiency of their operations). The truth is, insofar as
management let them, employees will and do initiate change to achieve
organizational ends,

Source: Blanchard, R. H. {1993}, Change - or die, Railway Age, 194 (3], March, 64-5,



Eastman Chemical Company, & chemical giant, has over 430 product
markels and emplovs over 17000 people. lts operations cover the
globe. Eastman has been a leader and pioneer in its field, and has won
many accolades, such as the Malcolm Baldridge Quality Award. Eastman
was, untl | January 1994, a wholly owned subsidiary of the Eastman
Kodak Company,

Eastman’s success, however, has not always been guaranteed. but has
required a lot of effort and hard work. Back in the 1970s, the company
was Houndernng, According (o Robert C. Joines, a former vice president
of guality, the wake-up call arrived one day when a key customer of
Eastman (which was then a division of Kodak) bluntly put to them
Nour product 15 not as good as yvour competitor's”. This came as a
shock (o the company because 1t had alwavs considered itself to be cus-
tomer focused, and indeed had invented and patented the product in
question. It was clear that if’ the company did not quickly put its house
in order that it would rapidly lose market share and the threat of going
out of business appeared a sernious one. Eastman responded by taking the
issue of customer feedback much more senously, and by the early 1980
customer feedback was a central part of the operational planning process.

To develop customer responsiveness further. in 1983, the company
formulated a quality policy that was Lo sel the tone and direction of
future initiatives. [n 1984, the company started training in the tools of
quality, namely SPC and the accompanying traditional tools of guality
such as process flowcharting, Shop-floor workers were asked to chart
theit progress and post it for all to see. Unfortunately, for some employ-
ees these charts became ‘rat charts’, because the company had not been
able to drive fear outl of the workplace. One emplovee’s comment typifies
the underlying sentiment: “You are asking all of us using SPC to post all
our mistakes. How wilf these things be used? These sentiments brought



out to senior stafl the cultural contradictions that existed within the
company;: a conflict between the hierarchical, structured and disciplinary
corporate culture with the open, honest, trusting environment demanded
to run an effective SPC and other quality initiatives. :

Cognizance of the cultural tensions led, in 1985, to the development of
the Eastman Way.

The Eastman Way

Eastman people are the key to success. We have recognized
throughout our history the importance of treating each other
fairly and with respect. We will enhance these beliefs by
building the following values and principles:

Honesty and integrity. We are honest with ourselves and
others. Our integrity is exhibited through relationships with
co-workers, customers, suppliers and neighbours. Our goal
is truth in all our relationships.

Fairness. We treat each other as we expect to be treated.

Trust. We respect and rely on each other, Fair treatment,
honesty in our relationships, and confidence in each other
create trust.

Teamwork. We are empowered to manage our areas of
responsibility. We work together to achieve common goals
for business success. Full participation, co-operation and
open communication lead to superior results.

Diversity. We value different points of view. Men and
women from different races, cultures and backgrounds
enrich the generation and usefulness of these different points
of view. We create an environmeant that enables all employ-
ees to reach their full potential in the pursuit of company
objectives.

Employee well-being. We have a sate, healthy and desir-
able workplace. Stability of employment is given high prior-
ity. Growth of employee skills is essential. Recognition for
contributions and full utilization of employee’s capabilities
promote job satisfaction.

Citizenship. We are valued by our éummuniw for contribu-
tions as individuals and as a company. We protect public

(eontinued)



health and safety and the environment by being good stew-
ards of our products and our processes.

Winning attitude. Our can-do attitude and desire for excel-
lence drive continual improvement, making us winners in
everything we do.

Source: extract from To be the Best, Eastman Chemical Company publica-
tion, ECC-67, January 1994,

While the plans. for the Eastman Way. to nurture an open trusting
environment were being thought up, some emplovees were asking: “We
have always been honest. Why do we need to emphasize trust now?
Others noted that SPC was about looking at data not trust, These
types of guestions indicated to the company that it needed to examine
and understand imternal employee perceptions and attitudes before it
could move forward. So, employees were surveyed and from this internal
marketing research effort the company found that there was poor com-
munication throughout. Specifically, it found that:

1 Management must communicate what it is doing and why it is
doing it

2 Employees are the key to accomplishing anything the company
wishes to do:

Based on these insights, The Eastman Way was developed, which subse-
quently became a strong foundation for the quality initiatives that were
to follow.

Initiatives leading to winning the Quality Award

Year 1985

In 1985, a guality initiative, which started in manufacturing and then
expanded organization wide, began to look at internal customers, exter-
nal costomers and supplicrs. Its aim was to get the company to become
more customer focused.

Year 1986

In 1986, senior management implemented their own quality process. In
this, they had to identify their customers, understand their needs and



develop measures to make sure that these needs were bging met. This
culminated in the implementation of a computerized internal customer
satisfaction survey. The success of this programme was largely attributed
to the fact that management was walking the talk, so to S]:;Eﬂk.

Year 1987

The quality focus was expanded from individuals to interlocking teams.
Each team consisted of several members and a supervisor, The super-
visors constituted another team with other supervisors and so on
upwards. By 1993, about 99 per cent of employees were working as
part of teams, using quality tools o drive continnows improvement.

By 1987, Eastman also began to focus on employee empowerment. In
it elfort Eastman quickly discovered that it couldn’t empower people
who:

B don’t care;
B  don't have authority;
B don’t have approprnate skills,

With regard to skills and authority, the company began to ask guestions
aboul each unit’s porpose and locus, Why did the unit exst? What was it
domg? How did 1t support the overall orgamization? Only once these
fundamental gquestions were answered was 11 possible [or management
Lo start addressing how to provide skills, authority and responsibility. As
far as the issue of caring was concerned, Eastman decided to undertake a
specific survey 1o find out what were the 1ssues at stake, Eastman dis-
covered that the key problem was the appraisal system, which was then
changed in 1990,

Year 19588

The company applied for the Malcolm Baldridge Award, and learnt a lot
from the site assessment.

Year 1990

Eastman registered to the 180 8000 and built competencies for JIT sys-
tems deployment.

The company assessed all of its divisions against the Maleolm
Baldridge Award criteria, Based on this and its earlier survey findings,
il started to overhaul its appraisal system. Before the change, the apprai-
sal system force ranked individuals on a bell-shaped normal curve. This



syslem. as the quality gury Deming had noted, automatically identifies
hall the emplovees as below average. The consequence 15 that a greal
number of high quality people are classed as poor performers. Afier a
f-month review of the svstem, the company concluded that one improves
nothing by ondy appraising. This led to the realization that improvements
come abaut by working on the system and not by scoring people. This led
Eastman to shift its focus from grading emplovees to developing them.

Year 1991

The company developed its strategic intent: to be the world’s preferred
chemical supplier. At the same time, the company was reorganized from a
hierarchy to a hub-spoke structure,

Year 1992

Eastman initiated a supplier recognition programme, to reward and
invalve suppliers in its quality efforts.

Year 1993

Eastman won the highly prestigious Malcolm Baldridge Award.

Later that same year, Eastman expanded its commitment by announ-
cing its ‘responsible care pledge’ for the environment, health, saléty and
community.

Eastman’s internal market focus

Aflter the findings of its employee survey in 986, the company knew thal
it had to reorient itself to create skills. empower and motivate i it was to
succeed in the external marketplace. By providing JIT and other training,
as well as delegating authority downwards, Eastman was able 1o address
the first two objectives. The task of motivating, however, was much
trickier. Eastman knew this, in reality, demanded a two-fronted uction:

1 Remove the impediments lo molivalion.

2 Provide emplovees incentives to keep them focused on corporate
goals and ohjectives.

Put simply, this meant that management had to be able to answer the
petennial employee gquestion: "What's in it for me?”



After this realization. the company undertook to remove several moti-
vittional stumbling blocks:

B Fear of lusing one's job. The company pledged that if would never
lay off anyone as a consequence of quality improvements. This was
o credle o common mundset; in which the beliel is grounded that
as processes improve and productivity improves people would be
able to accomplish more. This was an important motivator for
improvement.

B Performance appraisal system. The performance appraisal system
was abolished. As Joines noted, only those at the very top of the
appraisal system objected to its removal. “The traditional system of
telling people *We have determined that you are not in the top
third of performers. go and do better” just didn’t motivate. What's
wrong with telling emplovees they are all in the top third, thereby
making themselves feel better about themselves? When you do
they will go out and win battles for you.'

B Emploves suggestion scheme, The old scheme rewarded individuals
with money for their suggestions. It was found that this process
conflicted with team spirit, so the company abandoned it,

Maotivating employees is not an easy task, It requires 4 change in the
company and management’s mundset. Eastman noted that there are three
things in thas:

1 Management must identify and focus on a unifying theme.

2 The theme needs (o be communicated throughout the organiza-
tion.

3 Teams are needed to implement management action plans.

Russell Justice, a technical associate and a champion of guality through
motivation, suggests that feovw management responds 1o these challenges
is just as important as the tasks themselves. For example, there are three
sCenarios to empowering employees:

B Scenmario I Management lells emplovees they are empowered,
gives them the task and walks away. Outcome - decline in enthu-
sigsm [or the task.

B Scenario 2. Management tells employees they are empowered and
gives them a task, subsequently discovers that there are problems

and punishes emplovees for their failure. Outcome - sharp decline
in motivation and performance.



Scenarie 3. Management tells emplovees they are empowered,
gives them a task. monitors the results and applauds them for
their efforts. Outcome - commitment, enthusiasm and perfor-
mance,

Praise is an accelerator for performance. It is part of the positive eycle of
human behaviour reinforcement. JTustice notes: “Behaviour is not a fune-
tion of procedure. Behaviour is a function of consequences.” The guestion
for a company then is: *“How can the company create the right conse-
guences of behaviour to further its corporate goals? Eastman tackled this
guestion by:

offering positive reinforcement to the best behaviours;
making everyone feel like a champion:
rigorously measuring the results of business processes:

encouraging employees 10 learn from their expericnces,

These practices were organized mto a seven-step process to unify the
company around common  goals, Eastman calls  this process
‘Leadership for Accelerated Continuous Improvement’.

Leadership for Accelerated Continuous Improvement

The seven steps of this process are:

1

Focus and pinpoin,

Focus is about getting everybody to share the same goals. Pinpoint
is about specifying in measurable terms. This helps to get employ-
ees see how their objectives fit in with the overall corporate ohjec-
tive. To attempt this, management should use simple tooals that
everyone can understand and use. For example, interrelationship
diagrams.

Compiuicale.
The objective is to let employees know what is important and why
it is important. As Eastman’s chairman noted: * IF you want people
to join you on this journey, if you want them to be enthusiastic
and take responsibility for what needs to be done, there has to be
lots of communication.”

Eastman undertakes organization-wide communication by pub-
licizing its vision and mission. Corporale commumcalions mist
help employees understand,

{a) What is being improved?



(bl Why is it important for the customer, to thg company, to
me?

{c) What has the management team committed to do to help?

(d) What, specifically, is the company asking me to do?

Eastman has found that one good way of seeing il the commu-
nication has been effective is to get employees to restate what they
are going to do,

Fransfate and fink.

The team must next translate company-wide objectives into their
own language and environment. For example, whilst management
may Lalk about the objective in financial returns, or market shares,
leams need [o transpose these into relevant items such as cycle
fime compression, higher reliability and so on.

Create mgmagement action plan.

Managemenl must create a4 plan with specific action, which
includes measures and metrics Lo reach the objective. Each team
member 15 asked 1o know what tasks needs 1o be done, why they
are important and what the team is going to do to get them done.
In drawing up these plans, managers need to examine policy, pos-
sible system changes, barriers to success, iraining requirements,
resources needed and any other problems that need to he
addressed to reach the goal,

The methodology is to try to get managers to be proactive and
progressive in making their plans. By using problem-solving tech-
migees, they can make mistakes on papet rather than during imple-
mentation.

Improve processes.,

AL this stage, emplovees work together to solve problems.
Eastman. has drawn up a very successful six-step team process
to create and maintain improvements:

(a) identify the problem;

(B) use the tools to solve the problem;

(c} plan the solution implementation;

(d) execute and measure the results:

(e} document what was done;

(f) strategize how to maintain the level of improvement.

Measure and provide feedback, :

Eastman insists on simple, clear, visual feedback to employees,
Eastman's mottos amplily this; ‘feedback is the breakfast of cham-
pions’; ‘il you don’t measure performance, you can't improve it



Eastman has created rules for feedback, and the kev of these
include: ¥

(a} feedback should be visual (posted). frequent, simple and
specific;

ib) the baseline performance should be used for comparison:

(ch the past. current period and goals should be posted;

(d) the best ever score should be posted;

e} achart should be immediately understandable;

i} a good scorecard allows comments and annolations.

7 Rg'ﬂ.{ﬂ)r'{'r_’ hehaviours and celebrate results,
Celebrating positive results can provide a big boost to morale and
energy. However, Eastman noticeably goes beyond this stage, to
one of learning from success, since a party in itself is not enough.
At celebrations, team members are encouraged to revisit how they
achieved their suceess.

Eastman is also very wary to ensure they don’t design a system
in which there is a limited number and circle of people who can
wirn, because such a design would simply repeat the mistake of
Eastman's old appraisal system. In rewarding and recognizing
success, Eastman complements monctary with intrinsic rewards,
Letting people know they make a difference to the company pays
dividends.

Eastman has attempied 1o reinforce positive behaviours by taking care
not to be manipulative. This 11 has achieved by nurturing a spirit of
respect, openness, teamwork and trust, These are the fundamentals laid
down in The Eastman Way, which has helped to drive the company from
one success 1o another.

Source: Milliken, W. F. {1996). The Eastrman Way., Quaiity Progress, October, 57-62.



Astute marketing exccutives have been quick to see the opportunity in
using the technigues of internal marketing to institutionalize an outward
looking sales culture, build strong internal support for marketing pro-
grammes and campaigns, as well as add that little bit extra to their total
marketing efforts. For many, the practice is a new one. but they are fast
learning that it is an important one. Traditionally, the emphasis was
solely ‘directed toward capturing customers. Now marketing executives
are seeing that there is another half to the programme of capluring and
retaining customers, and that this missing half is inside the organization.
namely internal marketing. The missing hall 18 derived from the recogni-
tion that employees, more than anything else, aflect the external customer
maintenance process. With this new realization, smart marketers have
hegun (o search for ways o mvolve emplovees Lo execute the markeling
plan. This focus meludes emplovees who do notl perceive themselves as
being part of the marketing process, such as non-customer-contact
employees, who in the course of o week’s work may never see o single
customer, Consequently, marketing budgets and energies have started to
be redirected to these so-called internal customers,

First Union bank, of the USA. has learnt that the concepts and tech-
migues of external marketing are usefully transposed 1o the internal con-
text. Goals of planning, sezmentation; differentiation and promotional
stratepies can all be accomphished effectively with a well-conceived inter-
nal marketng mix.

First Umion has found that the techmigues of market research are
very helpful in the task of getting to understand and know employees.
Traditional external skills and technigues can be easily deploved intern-
ally to increase internal understanding and knowledge. Particularly use-
ful are employee opinion research, attitude surveys. leadership and
communications studies (of internal Jmhiica[i:ms}, focus groups, and
feedback svstems. Mewer methods that have been used by First
Unien that add to the traditional ones are such techniques as climate



studies and “deep sensing’ sessions, where executives use small groups
and dialogue sessions to discover feelings that employess have about
their organization.

First Union is also involved inidentifying executives with strong intui-
tive skills, who are particularly perceptive about employees’ concerns,
and encourages them to share their feelings about employee attitudes
and wants with bank management. For example, First Union manage-
ment identified several employees who were employee sensitive to provide
a first indication of how employees will react to change of policy and
procedures. First Linion has found them to be an invaluable source of
initial insight, and vses them on a regular basis.

Oince First Union managed to get over the traditional assumption that
all emplovees are the same and therefore communicated and treated them
in only the broadest terms, they started to find many differences. The way
to surface these differences was to consider that the emplovee base is
composed of groups or segments with many different interests, Onee
First Union began to think in terms of differentiating their employee
base, they began to see how they could tailor internal marketing pro-
grammes (o segments (o achieve the oulcomes Ehﬁ}' wanted,

First Linon has utilized both demographic and psychographic analysis
to segment the employee base, and discoversd much useful information.
The range of critéria to segment the internal market 15 dependent on the
questions being asked, but most useful amongst these are criteria such as
age, sex, ecducation, family statos, race, income and job function.
Psvchographic segmentation criteria have included elements such as per-
ceplions, attitudes, beliefs and values about weork, relationships. and
approach to life. Internal segmentation has helped the internal marketing
team not just appreciate the differences, but also to use these to design
more effective communication programmes and think up specific ways of
motivating targeted segments toward customer consciousness. One of the
insights emerging from the internal probing was that age is a major
differentiator. Employees under 30 are different from those over 30,
Typically, those over 30 tend to be more loyal and more conservative,
while those under 30 have far less conservative views, are more willing to
experiment and cope better with change {structural. technological, as well
as environmental). Through this appreciation, it was possible to design a
different communication approach for these two emplovee segments and
utilize # different means of reaching out to them.

First Union found a highly credible means of communication:
employes television. First Union lound that the under-30 group, which
makes up about two-thirds of its employvee base, believes that television
has a high level of credibility as opposed (o print media, Additionally,
they place high value on the convenience of communicating via television
as opposed 1o daily travelling lang distances to atlend meetings,

First Union also discovered that simplistic segmentation of the
employee base is not sufficient. They need to track and understand



what is going on with employees. An important factor te track is to ask
what workplace and career issues are important to employees. The
changes that have occurred in this respect within the financial sector
are fairly dramatic. For instance, a large proportion of employees now
enter the profession as graduates, they are vounger and with the mtensely
compelitive environment they are also very fickle in their lovalty to the
firm. All this information is important in trying to design ‘job product’
packages for employvee motivation and customer consciousness. Knowing
where employees are coming {rom makes this task that much easier.

By arming itsell with deeper insights about its employees, First Union
found that it could create better communications and motivational pro-
arammes to create customer-led quality products and service. By gather-
ing factual information, employees” jobs did not become easier, but they
hecame better and more fulfilling.

Source: Sullivan, M. P. {1985]. Exploring the untapped resource of internal market-
ing. American Banker, 150 (30 October), 4-5.



GTE Supply negotiates contracts and purchases a wide range of goods
needed for telephone operations. The goods range {rom office supplics to
telecommunications fibre optics. The majority of the company’s custo-
mers are part of the parent company's internal network of GTE local
telephone companies (telcos). GTE Supply manages around 200 ware-
houses nationwide and is primarily responsible in the installation, sup-
port and maintenance of telcos,

Lntil the mid 1970s, GTE had managed its GTE tefcos in a decentra-
lized and, it may be said, in a somewhat disorganized manner. In an
attempt to standardize and track installation and maintenance materials,
the company decided centralized controls would improve consistency and
also at the same time reduce costs. This led to the formation of GTE
Supply. which is headquartered in Dallas, Fort Worth, Texas.
Mevertheless, GTE also appreciated that centralization does not neces-
sarily guarantee improvement, aned it could easily amplify existing
prablems,

Soon after its creation, GTE Supply customer-contact employees
began 1o report complaints from customers about price, delivery and
emplovee attitudes. This led GTE Supply to systematically survey inter-
nal customers. This was done not simply 45 an exercise to fulfil require-
ments of some formal programme, such as quality, but because it was
believed that there would be two benefits: firstly, improve the visihility of
the group within the company and, secondly, the actions would counter-
act the depersonalizing aspects of the supply process automation, which
had been undertaken to mmprove accuracy and reduce costs.

The development of the internal surveys became an instrumental par
ol GTE Supply’s Quality Improvement (QI) process. By using the surveys
tor identify internal customer needs, and by publicizing the results and by
keeping track of the trends over time, GTE found that it could see how
well it was progressing in achieving critical aims set by leadership. The so-
called critical items included such things as!



B implementing customer advocacy, education and fgedback pro-
SIS

stocking the correct ilems;

IMProving communications;

mproving guality;

encouraging teamwork and imvelvement;

striving for a single efficient system;
instituting an integrated distribution network;

|

B

=

[

B rccognizing employees;
L

|

B implementing a supplier management process:
|

benchmarking operations.

By paying careful attention, GTE Supply was able 1o develop a systema-
tic and highly effective process of oblaining and wsing 15 information
from internal cusiomers, This 15 very important in large organizations,
where it 5 easy o fall into the trap of Tocusing on narrow physical and
financial objectives that are far removed [rom the needs of the employees
they serve. The dialogue created by the process helped GTE Supply make
pariners of hitherto adversarial groups, and increase customer satisfac-
tion as well as reduce costs.

GTE Supply’s internal survey instrument came (o be seen as an impor-
tant method for histening to the voice of internal customers in the dis-
persed GTE Supply network. It became a central part of the O effort, in
its ability to act as a diagnostic and motivational tool to improve the
company’s performance.

Internal survey instrument

The survey was constructed with care, to ensure that it was nol open Lo
internal eriticism and cynicism that efien goes hand in hand with such
initiatives, The strongest saleguard against cynicism was the vice presi-
dent’s promise that actions would be taken on the results of the survey,
There was a strong call 1o action from the top leading people to perceive
il as a sertous ool for driving improvement.

In designing the instrument, GTE Supply set up internal focus groups
as well as conducting general internal market research to define key
concepts relevant to their service environment. These concepls werg
then used to create a list of performance eriteria against which GTE
Supply's performance could be assessed. The rating uses a five-point
Likert scale, with the anchors: excellent. good, average, below average,
poor. The respondents rate the following parameters:



provides complete information;

understands customers’ needs;

does the job rnight first time;

provides timely responses to questions and requests;
anticipales customers' needs:

keeps customers informed or updated aboul problems or solu-
tinns;

avails itself 1o contact with customers:

has subject matier expertise;

makes it easier to do business with:

meels due dates;

has a spirit of co-operation:

follows up on service,

provides clear written communication;
provides clear verbal communication;

gives customers an opporiunity to provide feedback;
tells customers whom to call with questions;
1% Courtenus;

initiates and approves changes,

Additionally, three questions attempt to probe a more global perspective
of the company's performance. These are;

1 How do you rate the overall quality of service provided by GTE
Supply over the last |2 months: exeellent. good, average, below
average or poor?

2  Would vou say the overall guality of GTE Supply is ‘much worse’,
‘worse' . “about the same’, ‘better” or ‘'much better’ than 1 year ago?

3 Comparing its overall guality to the price of its products and
services, how would you rate the value GTE Supply offers: excel-
lent. good. average. below average or poor?

To get individuals to elaborate on these questions, each is followed by
“Why did you say that?

Finally, individuals are asked: “Whal improvements, if any, could be
made by GTE Supply?

The survey is administered by an outside company, which is experi-
enced in conducting internal customer surveys by phone. At the begin-
ning, the survey was run annually, but it then moved to a quarterly run,
This enabled GTE Supply to be more responsive and serve the needs of



those responding. Since the survey is internal, the response fate was high.
Over time, the survey has become part of the job responsibilities of
managers, mdicating the level of support for the survey process,

Data into actions

The collected data are presented and examined under two formalts:

B Quantitative data, which are used to compile longitudinal trends,
and compare performance differences across telcos and different
subgroups.

B CQualitative data, which are used to provide more detail and sub-
stance. All managers are required to read the qualitative responses.

The quantitative data help define priorities, while the qualitative data
help to identify motivations and highlight any unusual or unanticipated
1S5S,

Al vear-end, detailed reports are given 1o semor management, who use
the information to define futare objectives, Regional managers then use
these to develop action plans. Onee all action plans have been prepared,
these are checked to see that they align with strategic objectives. Mext,
employees are then made responsible to implement the plans, and the
cutcomes of the implementation effort are tracked and evaluated. Plans
are adjusted if they do not deliver to expectation.

GTE Supply has managed to get a great many benefits from the inter-
nal survey. It has improved communication between management and
staff, which has consequently led to increases in efficiency and effective-
ness. The enhanced flow of information has helped 1o decrease costs hy:

B improving forecasts of customers’ supply needs — allowing GTE to
plan ahead;

B decreasing inventories — telco managers secing higher responsive-
ness from GTE Supply no longer need 1o stockpile;
W climinates unnecessary or inappropriate supplies;

B improves economies of scale.

Additionally, the improved communication and sense of higher empow-
erment leads to higher levels of customer satisfaction because:

B iclee employees have a chanpel to :E;!i[.'II'E‘SS their dissatisfaction,
highlight their needs, etc.;

B new products are developed and introduced in 4 timelier manner;



W contact is established between GTE Supply staff and telco staif,

such that if problems do asise they are rapidly communicated and
addressed.

Lessons learned
GTE Supply's internal survey and associated Q1 actions transformed it
from one of the worst performing 1o one of the best regarded companies
within GTE"s portfolio. On the way, a number of valuable lessons were
learnt.

On management of quality, GTE Supply learnt;

B The QI process dees not have to be driven by a formal guality
progranme.

B Commitment and involvement of leadership is critical,

B Centralized HQ does not necessatily interfere with employee
empowerment, Quite the opposite; it may enhance it, by providing
agoregating and standardizing information, and then encouraging
local units to create their own action plans for improvement.

B The depersonalization part of automation can be countered via a
good communication process.

On the improvement side, the company found out that:

B Effective communpication can lead to outstanding performance
OUICOMES,

B Combination of formal communication processes in which the
internal survey is-a focal point helps the assimilation of new orga-
nizational units into the company’s quality improvement culture.

B Shared aims are facilitated between suppliers and internal custo-
mers, 50 benefiting strategic alignment.

On the mechanics of the process, GTE learnt that:

B Satsfaction surveys should be geared toward the respondents
rather than the sponsors.

B Quantitative mlormation must be supplemented by gualitative
information to draw more rounded conclusions and assessments,

B A survey is effective only if actions are taken, Just collating data 15
never sufficient. Action must be preceded by objective setting and
clear communicalions.



GTE Supply also leamnt that there are differences between lecmal Cls-
tomers and internal customers, and these differences must be taken
advantage ol

B Partnership with internal customers is greatly facilitated by close-
ness, (requent meetings and commen organizational aims.

B The ease of identifying and the long-term availability af internal
customers should be used to build a stakeholder constituency Lo
improve performance.

B External customers are concerned with matters other than those of
the company, so the data collected need to be translated inwardly
vig processes such as Quality Function Deployment (QFD). For
internal customers, on the other hand. the survey is just the begin-
ning of a dialogue.

The biggest and most important lesson that GTE Supply learnt from
their effort was that listening to internal customers is very important il
real improvements are to be realized in external customer satisfaction.
Internal listening is complementary to external focus.

Source: Drew, J. H. and Fussell, T. B. [1998]. Becoming partners with internal cus-
tomers. Qualify Progress, October, 51-4,



Lutheran Brotherhood is an 38 billion financial services business head-
quartered in Minneapolis, It has 1500 employees located in its home
office and 1700 out in the field,

When word around the office surfaced that the sales force at Lutheran
Brotherhood were using their laplop computers as deadweight in their
car trunks during the winter, it was ¢lear it was time lo update what once
were cutting-gdge computers and software (purchased three and a half
VEArs agal.

In their search; development and implementation of a new easy-to-use
laptop computer system that would help increase the productivity of its
sales foree, the company adopted a company-wide focus based on team-
work among departments. This approach eventually led to peers teaching
gach other the new technology. The outcome? In just 5 weeks, almost all
1500 members of Lutheran Brotherhood's sales foree learned how to use
the new laptop technology. All signs indicate the training programme was
a huge success: not only was there positive feedback from the sales repre-
senlativies, butl the company’s sales have also began (o rise since the new
laptops were introduced. Although it would be unwise to attribute the
sales rise solely to the implementation of new technology, it clearly seems
tor have made a significant contnibution in one way or another. Within a
period of 6 months, sales figures rose an average of 25 per cenlcompared
to the same period in the previous year,

In developing the peer traiming programme, Lutheran Brotherhood
initially were aware that two elements were going Lo be ey in the success-
ful introducticn of the new systems:

B direct sales force participation in developing the programme to
ensure they would have a sense of ownership in the new technology;

B interdepartmental  involvement from  employees throughout
Lutheran Brotherhood



In recognition of this, the company formed a 2l-member task force,
consisting of MIS and marketing professionals. The task force spent 6
months researching laptop computers before selecting the Toshiba
008X, To accompany the hardware, the members developed custo-
mized software to help representatives undertake client needs analyses
as well as show how various combinations of the company's products can
help meet those needs. Client management software to help sales repre-
sentatives organize and store information on contracts, names and
addresses of clients, and personal information was also integrated into
the package by the task force team.

To support the training effort, an internal marketing plan was devel-
oped to generate some excitement and anticipation for the new technol-
ogy, while minimizing any employee anxiety. The internal marketing
campaign included;

B frequent correspondence to district representatives about their
upcoming training, at what came to be called LBU (Lutheran
Brotherhood University):

B news articles in company publications 1o help the sales force visua-
lize themselves successfully using their new laptops;

W posilive word-of-mouth generated by the deployment team and the
field test group.

The internal marketing effort was sustained at a high level throughout the
training sessions. For example, a music video would be shown at the
beginning of every: LBU session. It featured Lutheran Brotherhood
executives in ponytails and spiked hair, jamming and lip-synching to
original music written for LBU. The video also showed a district repre-
sentative (from the district undergoing tramning) using the laptop success-
fully and easily.

Ruth Bash, the company’s assistant vice president of field technology.
noted that *“The video used the MTV treatment and it was defimitely well-
receivied. Al a couple of LBU sites, it received standing ovations.’

The task lorce set the trmning initiative rolling by first training a 110-
member deployment team, which consisted of individuals from- every
mitjor functional arca of Lutheran Brotherhood: Te get direct feedback
from expericnced users, the deployment team then selected a pilot group
of eight sales representatives from throughout the country, The pilat
group used the new laptop daily. suggested wavs to simplify and improve
the software programme, and provided ideas on structure for the mass
training.

When it was time for the mass training to begin, members of the pilot
group helped launch the training sessions, They even assisted in the class-
room. Craizg Darrington, manager of field force training and develop-
ment, responsible for the co-ordination of the LBU training agenda



stated: “The credibility of what we were doing was enhanced by the sup-
part and input from the pilot group.”’

The training sessions took place at eight 'LBU locations set up at
college campuses throughout the country, The choice of college campus
was made to foster a relaxed and focuséd learmng environment.
Approximately 1900 people (1500 district répresentatives and their assist-
ants} attended the 3-day sessions, A studeni—teacher ratio of 10:1 was
maintained to ensure that all trainees received the help they needed.
Three people served as trainers in each classroom, One person demon-
sirated on a laptop computer the steps being discussed, while the other
two Lrainers served as roving experts walking around the classtoom to
answer individual questions. In addition, at each LBLI site, there were
also al least two technical experts who walked from room Lo room 1o
answer technical questions and solve hardware probilems.

The training sessions were designed to combine intensive hands-on
training. The sessions were designed to include fun and build camarad-
eric. The company wanted trainees to become not only knowledgeable
about the new systems and technology, but also eager to use them, To
ensure this, the company:

B Developed a video to be used during the training that featured o
brief walk-through of each major capability of the new software
and showed applications in a business setting, Additionally, the
video was filmed on location at sales offices throughout the coun-
try, so that it featured recognizable members of the sales force at
waork on the new laptops in their offices.

B Showed testimonials from sales representatives from the pilot pro-
gramme to.demaonstrate peer support for the new technelogy. This
also helped the sales staff visualize themselves using the new tech-
nology successfully.

B Developed an ongoing support to users of the new lechnology. The
company maintaing @ toll-free hot line for agents to call when they
have questions. features follow-up material in a monthly newsletter
and plans to do a second generation of traming.

At the time, the new technology introduction was the largest training
project ever undertaken by Lutheran Brotherhood, Its success high-
lighted to the company that, by carefll internal marketing, employees
can do just about anything in just about any length of time.

Source:. Obemshain, V., {1992). Peer training yields speedy results. Personmal
Journal, T1(4), April, 10710,



The banking sector has been pushing to improve customer service in its
attempt (o overcome negative consumer pereeptions. The desire by hugh
street banks to position themselves as providers of high quality service
providers came after many vears of eriticism that they were failing to care
for their customers.

Many banks attempted to mmprove their image. One of the actions by
Midland, now part of the HSBC group, was to revive its ‘Listening Bank’
slogan and launch a campaign highlighting its customer service to change
perceptions. In the mid 19905, the bank released TV commercials featur-
ing an employee in the role of a superhers solving customers” problems.
This theme was quickly mimicked by competitors.

In their attempts to shake off their poor public image of the late 1985
and early 19905, many banks initiated programmes of internal marketing.
training and customer service. The success of these programmes led the
banks to claim improvements in customer service, Despite the claims,
however, the evidence is not entirely clear-cut, since there are some siu-
dies that suggest the persistence of high levels of consumer discontent,
For example, in a 1997 survey conducted by NOP, it was revealed that 31
per cent believed their banking service had improved, compared with 54
per cent who felt it had staved largely the same. while 14 per cent felt it
was worse than ever. According 1o senior researcher for the Consumers’
Association Neil Walkling, there seems to have been little change 1o the
situation, “The service you get is sill a bit ol a lottery. 1t is very difficult
for banks to mamtain uniform service when they have so many branches,
but an increased use of telephone banking should improve the situation.’

Despite this, Midland believes that as a result of its iniliatives its eus:
tomer service has evolved and improved over the years. Andy Stephens,
head of customer service at Midland. highlighted that customer cate has
become a strategic imperative for the company. “Banks have never been
the most popular beasts, but 3 or 4 years ago we were getling some very
bad press so we decided to become more customer focused. We sad if we
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are going to compete in this market with all these new competitors com-
ing in, like Virgin, then we are going to have to get better,’

In response to the competitive challenges from new operators like
Virgin, Tesco and Sainsbury’s, and the growing expectations of custo-
mers, Midland introduced numerous new services and made improve-
ments oexisting ones. examples of which are:

B rapid expansion of cash points, placing them at third party sites
such as stations and supermarkets;
B introduction of telephone and PC banking;

B redocing quenes in branches by updating the bank’s computer
systems;

B cutting back on the number of charges customers are liable for,

The backeloth to these changes has been the heavy emphasis on employee
development, Midland's 40000 members of staff’ all underwent a 1-day
customer service Iramning course, which each individual had to pass.
Midland also began to use mystery shoppers to check and improve
employee skills: in dealing with customers. Following this, Midiand
claimed that the number of complamis it recerved fell 36 per cent year-
on-year in 1996, while customer satisfaction rose from %2 per cent o 1995
to 90 per cent n 1996, Other hagh street banks such as Barclays, MatWest
and Lloyds TSB followed suil and mtroduced similar changes, and all
claimed improvements m performance.

One driving lorce for internal change has been First Direct, which
Midland launched in 1989, In many ways, First Direct revolutionized
the financial sector and its innovative approach rightly received high
praise for service gquality.

First Direct

Midland’s offshoot First Direct adopted an approach of natural commu-
nications in ils internal marketing programme. Sue Pollitt, internal mar-
keting manager at First Direct, believes the key to successful internal
marketing i to ensure that it doesnt become toe stage-managed:
“What we do is make sure people feel they can speak out and have a
dialogue with anyone in the business. We have done focus groups with
our staff about how packaged we wanl our internal marketing to be and
they don't want it. They prefer the rawness of the communications we
have at the moment.” The closest First Direct gets o a “pre-packed’
programme is ensuring everyone has an informed understanding of the
company’s plans and prierities, and they have a chance Lo question senior
management on a face-to-face basis in an entirely open way. According



1o Pollitt, “1t's also about hiring the right people: we do believe that i we
actually see our people as representing the brand and infiucncing our
customers” regard of First Direct we are naturally going to make sure
we rectuit the right people, who might not have the skills and knowledge
requited, but have a natural emipathy.” '

First Direct is as imaginative with itz own staff as it tries to be n
reaching and building relationships with its external customers. When
creating its external customer programmes, the company always Lries
to look for what Pollitt calls the ‘icing on the cake’ for stafl, First
Direct attempts to be creative in trying to fulfil the nceds of employees,
For mstance, it took advantage of the fact that s meeling rooms arg
empty in the evemngs to hold classes in all sorts of subjects (for example,
Spanish and guitar lessons were the most popular) and it was not that
costly 1o set up because the company was easily able to use its purchasing
power to negotiate good rates. First Direct knows that these innovations
are not enough to keep people continually on board, because just like
external markets the needs of the staff keep evolving. Employee needs
change as they get used to what is on offer. Politt makes the point simply:
“We are trying to achieve a bit of a wow factor with our internal audience,
just as we would like our people to achieve this with our external
audience.”

Sovrces: Barrett, P. (1997). Banks lend an ear to service. Marketing, 16 January,
p. 16, Mazur, L. (1599). Unleashing employeas” true value: employess can be your
company's most valuable marketing asset. Marketing, April, pp. 22-4.



In 1992, a merger between NCMNB Corp. with C&S/Sovran led to the
birth of Nalions Bank, LISA, as-a 5119 billion institution. The newly
formed bank decided to use internal marketing to send a message to its
emplovees,

Mations Bank chose an advertising campaign to communicate its mes-
sage 1o ils employees. The cost for a 90-second advertising slot was close
L S600 000, The advert went out during this vear's Orange Bowl football
game, broadeast natonally by NBC on New Year's Day. While this is a
large sum of money for-any advert, it was a particularly large sum when
the target audicnce was only 32000 people. For Mations Bank it was
worth the expense to send a message o employees that the bank was
committed to lending to the local community, Before the game's airing,
all Nations Bank employees were urged to Cinvite [Chairman] Hugh
MeColl inte your living rooms’.

The advert was only 4 small part of Mations Bank's effort to help
employees understand therr new company., where it is going and how
thew fit into its future. Internal marketing has proved to be a vital com-
ponent in mega-bank mergers. The reason is simple: before two compa-
mies efficially combine and launch a marketing campaign aimed at the
general public, their employees must have a unified vision of why the
merger 15 good. Rusty Rainey, the NationsBank executive vice president,
who came from NONB and is handling the merger transition, explained:
“You market (o your customers through your employees, so your
employees eome first.

Another internal marketing action, one that Rainey considers the most
important element in managing the transition successfully, was when
MNCMB arranged for s senior officers to visit C&SSovean employees
at all levels. NCNB first used (his tactic in 1988, when its bid for First
Republic Bank Corp. was accepted by the Federal Deposit Insurance
Corp.; NCNB dispatched 200 top-level employees to every First



Republic Bank office in Texas and sent vellow roses to is 15000 new
employees. y

Personal appearances by senior executives were an essential part of the
internal marketing of the merger. During the 2 months Following its
August merger announcement, NCNB's chairman High MeColl travelled
across the South to wvisit with C&S/Sovran and NCNB bankers, and
returned with pockets full of business cards on which employees had
scrawled questions regarding the merger; the guestions were later
answered 10 emplovee publications, With these visits, Rainey notes,
McColl was saving: *1 care enough to come to vour place and meet you.’

Source: Faber, D, 11992}, A& pitch for togetherness. nstitutional Investor, 26 13),
March, 22,



Often, when companies have attempted to introduce a competitive ele-
ment in the supply and purchase of services available internally, they
have found 1t has surfaced inter-personnel frictions, which heralded ser-
ous repercussions throughout the business. Norwich Union's attempt at
mtroducing such change within its legal division is an example of how
internal marketing can help the transition.

Traditional practice at Norwich Union mandated use of the company’s
40-strong legal section, excepl in certain special circumstances. Mo charge
was made for services provided. All this changed when John Flynn, then
head of department, made a policy decision to make the department
more acceptable to its users, since perceptions across the company were
that the legal section was poor at customer relations. The decision was
made to iry to get a measurable improvement in the legal section's opera-
tion and in its user satisfaction.

The frst step of this undertaking involved conducting an image study.
among the department’s clients. to establish a Aag-post of current status.
The study segmented users of the department’s services as light, medium
and heavy across a variety of service categories, such as commercial
conveyancing to litigation, The study highlighted the areas in which the
department was considered deficient, especially in terms of skills, respon-
siveness and efficiency. The study also revealed a number of misconcep-
tions which clients held about the department, and highlighted that there
was less than clear knowledge of the full range of services that the legal
section was currently providing and eould be providing.

The findings fed to immediate actions to rectify areas where criticism
wits justified. In conjunction with the remedial actions, an image cam-
paign was launched to change perceptions where they were ill founded. A
marketing plan was developed, which included “getting to know you'
{two-way presentations), in which the legal department set out its services
and answered guestions on faohities, skills and plans. Followmmg this,
internal clients were asked to summanze their own achivities and pro-



blems, This then began joint discussions to see how relationships and
interactions could be improved to the benefit of both sides. From issues
raised and suggestions, the legal department, just as with many private
legal practices, began production and circulation of a brochure and news-
letters on a regular basis. A customer care programme was also intro-
duced, which included a regular analysis of complaints. To deal with any
points arising from these surveys, a rectification and zero-defect system
was set up. Twelve months after the campaign, a check for overall pro-
press was conducted. The results of this revealed a vast improvement in
both the image of the department and the guality of client relations. As
for the internul clients, they signalled improvements in efficiency as a
consequence ol the new approach.

From 1is internal marketing efforts, which began in the legal section,
Morwich Linion learnt that just because the customers are internal it does
nat mean (though it was often unwisely assumed) that all the information
required about them is known or is ebtainable. Indeed, neither proposi-
tion is wholly true.

From their experience, it was séen that one basic technigue for success-
ful internal marketing in this context was that of networking, Networking
involved using contacts and the contacts” contacts Lo offer the service and
to encourage referrals. Norwich Union found that to effectively engage in
this requires two things:

B First; know vouwrsell. One basic question that has to be answered i3
whether every potential and actual internal cliemt knows every
aspect of every service that is and can be provided. The problem
15 that often even the departments themselves do not know or
appreciate their own range or the quality of their offerings, so it
is nol surprising that clients do not know it either. The point is
simple: il potential clients do not know what you are offering and
can offer they cannot buy it.

B Second, kmow your client. The internal marketing department has
to take steps Lo ensure that they understand their current and
potential chent in depth. They must appreciate their problems,
policies, aspirations and activities. Only after such understanding
has been compiled and assimilated 15 it possible to start active
internal marketing actions such as internal promotion, etc.

In tackling the netwark challenge, the company had to address a number
of barriers:

B Territorialism, Many managers were Bronght up with silo mental-
ities, and tended to be very protective of clients. They did not wish
Lo expose their own business to the risk that another department



or operating company would fail to satisfy the client and therchy
jeopardize their relationship,

B The ‘whai's in it for me?" syndrome. It was crucial to be able to
highlight benefits to the referral agency; otherwise, they saw no
reason to expose themselves 1o risk. One way was 1o highlight
long-term reciprocity. 1f this could be demonstrated then the battle
for co-operation was largely won.

B FPersonality clashes and internal cernpetition, The company had to
address not just turf mentality, but also battles of promotion and
career progression implication as a consequence of moving from
individual competition to get up the corporate ladder to team-
based collaborative success.

Whilst none ol these barriers was insuperable, they needed direct con-

sideration and sustained action 1o ameliorate and remove their negative
effects,

Source; Wilson, A. {1995). The internal marketing of services: the new age surge.
Logistics informatien Management, B (4}, 357-63.



Provena Covenant Medical Centre 15 a 280-bed healtheare fheility in
Urbana, Minois. Provena has come to appreciate that quality customer
service in hospitals includes more than just patients, Every employee
including physicians, execotives, narses and maintenance workers — plays
a vital role in improving customer satistaction,

Provena has taken a number of steps (o ensure that all their employees
know how they contribute to Provena’s goal of superior customer service.
These are outlined below,

Communicating customer service standards

Provena communicates to all its emplovees the importance of customer
satisfaction and that each person plays a role in providing the highest
service possible. Provena has established hospital-wide customer service
standards to help employees see how they can contribute to customer
satisfaction. Provena has centrally set overall customer service goals to
improve satisfaction ratings. but lets each individual department establish
its own goals. For example, employees in the laboratory have set their
own standards for Glling various requests for tests within a specified
peried of time to o specified level of accuracy.

Another method Provena uses to get emplovees to understand how
they contribute to customer satisfaction 15 to embody a strong customer
service mentality within its mission statement. A well-defined vision and
mission and a strong set of corporate values help to drive behaviour.
Provena devotes considerable time in its mission to highlight Provena's
aim 1o treatl everyone that comes to them (patient as well non-patient)
with respect and dignity, Provena Strongly believes that if all their
emplovess are treated with respect, they will réspond in kind to those
they care for, particulacly patients and their families:



Training for customer service is continuous and is used to reiterate the
tenets of Provena's customer-driven mission. Provena stresses that every
employee, executive, volunteer and physician is expected to make quality
customer service a central part of his or her work. This emphasis begins
on the very first day of employees joining the institute in new employee
orientation sessions. Additionally, Provena makes adherence to customer
service standards a significant part of an emplovee's performance evalua-
tion. These standards and goals are regularly reiterated. For instance,
Provena has an annual Re-certification Day, at which emplovees review
and are tested on all of the relevant competencies for their job, including
customer service goals and expectations.

Addressing the needs of internal customers

Employvees who do not comée into direct contact with patients often find it
difficult to see how their work plays & part in customer satisfaction.
Provena’s primary focus is on the service it provides directly to its
patients, vel it does not lose sight of the fact that its ‘customers” include
not only patients and their famibes, but also hospital employees (elinical
and mwon-clinical) and volunteers. For example, one of the satisfaction
goals of the maintenance stafl is to respond to all repair requests within
a specific time period. In this case, the customer is defined as other
departments within the hospetal.

Another example is in the seiting up of a physician hotline, so phy-
sicians can contact administration with concerns they have about the
quality of patient care. In this case, physicians are the customers. These
initiatives are doven by the clear belief that providing quality service to
internal customers ultimately results in higher service quality to
patients.

Recognizing superior customer service at all levels

Provena knows thal by recognizing superior customer service it helps
employees see the results of their efforts, Recognition reinforces customer
service standards and the mission of the organization. For example, every
meeting at Provena typically starts with a briel period to discuss *Mission
Moments'. Provena’s ‘Mission Moments’ lel emplovees, commitiee mem-
bers, executives, physicians, volunteers and others share an example of
how people in the organization fulfil the mission of Provena. A typical
‘Mission Moment” might be sharing a note or a letter from a patient or
family member reporting on the extraordinary care they received from a
staff member,



Measuring results

At Provena; everyone is seen as an active agent in service quality delivery,
The results of this orientation are extremely transparent in the organiza-
Lion's suecess.

Since 1994, Provena has been part of a regional patient satisfaction
benchmarking group. Every year, Provena sets a specific satisfaction
improvement goal, This 15 monitored by the benchmarking agency by
collecting information through an ongoing series of telephone interviews
with recent users of Provena's in-patient and out-patient services.
Provena's efforts have been so successful that, in 1999, they won the
benchmarking agency award for the highest level of patient satisfaction
among all hospitals in the region.

With healthcare becoming so competitive, it has become increasingly
important for hospitals to provide high quality service care. Provena
altributes its soecess o helping employees at all levels to recognize
their contributions 1o quality customer service. This it has achieved by
looking 1o and managing its internal customers.

Source: Friedman, D. H, {2000}, CQuality custormer service: it's everyone’s job.
Healthcare Executive. May!June, 4-8.



S1 Luke’s Hospital in Chesterfield. Missouri, USA, is a 493-hed opera-
tion, which handles an average of 170000 out-patient visits and 200000 in-
patient visits annually. 5t Luke’s also operates a 120-bed skilled nursing
and residential care facility, three urgent care centres, as well as offering
home health services and an affiliated hospitals’ dialysis centre.

Sensing changes in its environment, S5t Luke’s set up # task force, which
included physicians, administrators and kev users, to evaluate existing
syalems and define a future dircction. The task force came out with a
strategy emphasizing empowerning caregivers (one of ils most valuable
resources) to provide the high level service required for success in this
sector. S5t Luke's stratesy to deliver this was one that reguired it to be at
the leading edge of available technologies. This led the hospital to imple-
ment information systems that empowered caregivers with the patient
data they need. In January 1993, St Luke’s went live with a sell-developed
Patient Informetion Network System (PINS) to provide caregivers infor-
mation in a graphical formal using client/server computing, 5t Luke's
then began to look toward the nextl step. nol only putting data in front of
caregivers, but also transforming the data into information they can use.
This led to its decision to develop and implement a computer-based
patient record (CPR) system.

The role of IT in patient care service quality

Comments by George Tucker, chief of the Department of Surgery and
chairman of the hospital’s Medical Executive Committee, highlight the
logic behind the decision to implement a CPR system:



f see the hospiral funeiioning as an information exchange — we
gather, compile and interpret dute, Paper-ariented k
information=cxchange processes ore antiquated. Physicians
spend most of their time gatheving information [by [ reviewing
verluminaus poper charty and trecking down pationt
infarmation on the ghome or i variows paris af the hospial,
The compurer-tased patient record provides mglanl decess 1o
patient information. Patient fnformation [s presemied in
perspectives mol avaflable (i a paper envicanment. Fean sit at
o termmimal and look at & broad perspective of o patiens's
mredical comdition or T can ook al derailed information
inclucinge lob or pathology vesults, Looking at the patient’s
fistory ohis wine, £ ean pufl in histories and phsicaly,
discherpe sumnnaries or aperative noles for o speciiic paneht.
The compurer-based patient record helps ws formulate long-
term care plats and objectives, and then {eos us evaluate
outeemes and our freatment of the pattent. We can compare
autemnes for q single patient or growp of patiens.

St Luke’s has followed a six-step methodology {ealled CREATE) to
implement its CPR system,

Step 1. Create an internal marketing and education strategy

Invelving stakeholders (physicians like Tucker) was the first step in plan-
ning CPR implementation, [t was important 10 remember that toolsets
must be designed with user involvement, in this case caregivers who
understood the henefits of this new technology.

After enlisting involvement from key stakeholders, an internal market-
ing and education strategy was developed to convey what the luture
delivery systern was, what it could do, how it could be used and what
were its benefits across the hospital departments, The mternal marketing
efforts were strengthened by continuous communication and education
throughout the organization. The internal communications were used Lo
present the benefits of the CPR system to administrators, caregivers and
support personnel.

Step 2. HAesearch, plan and build the communications
infrastructure

Ooce there 15 initial support for the new system, the next step 15 to build
an enterprise-wide network to support the CPR,



Step 3. Evaluate the data you now have available electronically,
as well as the data you want to make available electronically

With the infrastructure in place, it was necessary to consider which data
were relevant and important to provide over the network, Without a
complete understanding of the data, data will remain data — not informa-
tion. This process was helped by creating a life cyele for the data, and
considering the following aspects:

B source of the data:
B quality of the data; and
B purpose(s) of the data.

The next step was to define the improvement paths available For the data;
For example, to make it possible to electronically extract quantifiable
results from dictated reports.

Step 4. Assemble a battle plan for your institution

Next, it was necessary to form integration teams and formulate depart-
mental strategic plans based on compiled administrative and informed
caregiver objectives. When assembling teams, it was important to ensure
that there was informed invoelvement, because what is at stake is the basis
of the organization’s long-term future. The futore must fulfil all stake-
holder requirements - from the clinical to the financial end of the con-
Linuum.

Step 5. Team with your vendor

It is usual, uniess one has an unlimited budget, to team up and create a
partnership with a vendor. There are many systems out in the market-
place, so the decision requires careful scrutiny and selection. 51 Luke's
decided on First Data’s First Empower solution because the system most
closely matched the hospital’s needs,

Step 6. Expand upon the mode/

The task then was to integrate existing data into the hospital's new
information model.. Following this there was a move to enhance the
model contents with newly computerized information frem best-of-class
departmental or institutional systems.

With its successful internal marketing and education strategy, it was
possible to unleash the true power of CPR in the hospital. This sharing of



knowledge raised the quality of service and also helped the hospital to
become more learning orientated.

Technology enables but internal marketing makes
customer focus happen

Healthcare providers like St Luke’s are faced with tremendous challenges
for delivering excellence in patient care. The use of information technol-
ogies such as the computer-based patient record 15 increasingly playing a
role in setting higher standards of service delivery. The success of new
technologies is, however, based on effectively embedding them into the
organmzation. This means getting employees to overcome their fear of
new lechnology, getting them to understand how they could benefit
from it and showing them how to use it efficiently.

Source: Steimiger, YV, {1994}, Checklist helps C-R-E-A-T-E a successful CPR. Health
Managernent Technology, 15 {11, 37-41.



Terminix International is a division of Service Masier Co., USA, The
company 15 in the business of pest control.

The challenge facing Terminix offices around the country was 1o
improve customer retention by reducing the number of cancellations
and ‘allowances” Tor business. Allowances largely accouni for limes
that Terminix does not service an account, such as when a family is
out of town and does not have the house spraved one month,
Improved customer retention means increased business, which
Terminix believes is achieved by delivering strong customer service.

Terminix vice president of marketing, Clayton Spitz, says the company
has had a strong. commitment to customer service for a long time.
However, Terminix started a programme in 1994, called Customers for
Life, focusing on customer retention. Terminix decided to take its efforts
to a higher level by developing an internal marketing programme for
employees. The programme was designed to help employvees become
more customer oriented. It was developed and launched with the aid of
the consultants, GS America.

According to Scott Vogel, director of promotional marketing for GS
America, giving advice to Terminix: “What's key in this programme is
trying to motivate technicians. Technicians are your best sales people.’

The promotion got under way on 18 January in 370 Terminix branches
aroud the country, "Kick-off kits" with streamers and balloons were sent
to each branch, along with collateral pieces. In-house and collateral
picces included hemour and primary designs to communicate weas for
the promotion.

YVogel said: “We want to keep it simple, so you can walk by it and get a
message.”

As part of the internal marketing programme, branches were divided
into categories by their percentages of cancellation. Posters were designed
to display cancellation and allowance percentages, and highlight the tar-
geled improvements that were set by managers at each Terminix branch.



Al the end of each quarter year, amounts were to be tallied and winning
branches named, X

The promotion was prize-driven, with each employee at a winning
branch receiving such items as gym bags, coolers and pocket knives.
Employees at the winning branches were then to be entered in sweep-
stakes at the end of the vear for larger prizes like vehicles and cruises.
Even though service technicians and managers were the primary targets
for the promouon, all emplovees at branches were included in the com-
petition for prizes. Spitz pointed out that the reason for this was simple:

AN of thiv dxoa teanr effort. o J0s all palling togecher, amd in's
evervbodi's responsibilicy to save a cuseowner. Customer
FEeRE {5 @ feam concepr

Terminix executives wanted to sponsor a promotion that would involve
all emplovees. They wanted to put tegether something where evervbody
in the operation is rewarded when a branch is successful. This meant
designing a promotion where literally everybody in the company could
win,

Additionally, since the promotion was lo run over such a long period,
it was necessary 1o make sure that the campaign did not lose momentum.
Therefore, it was decided that GS America should conduct telemarketing
surveys throughout the year. As Vogel said:

A vear G fong time, and tlink keeping v touch each
apieeter, Wil give g the palse of whet's hagpening. Al this
pomp aned circumstance i nice, but s nor effective 0 i
deese 't sell vesults.”

Terminix will evaluate GS America at the end of each quarter 1o be sure
the promotion remains effective.

Source: Hollis, K. {19856}, Terminix uses internal marketing to better business.
Memphis Business Journal, 18 {20}, & February, 13.



The 1921 Gulf War sparked safety concerns, which hit the wravel business
hard. For the first time in its 150-yvear history, travel company Thomas
Cook recorded a major slump in its profits, resulting in all round redin-
dancies. The signal was elear for action. The consultancy arm of Coopers
d Lybrand was contracted to assess the predicament. After examining
the cost structure of the company, it became evident that the purchasing
function was poorly organized and not taking advantage of the strength
associated with the company’s overall spend. Buying took place in an
uncoordinated manner and there was an absence of policy to drive deci-
sion makimg. An internal study arrived at similar conclusions.

Following the investigation, Thomas Cook appointed Alan Fenwick as
head of purchasing. Fenwick inherited a small central department that
wis handling only a fraction of the total corporate purchasing spend, and
even this was dissipated on low strategic value items. His task was to
create a new team and to organize the different purchasing activities into
a coherent whole and thereby improve the cost structure.

Turnaround actions

The first step that Fenwick took was loamprove external supplier guality
by closely monitoring the standard of supplier relationships and service
Current relationships-and performance were so poor that vsers often
ignored preferred comtracts. Fenwick took action to rationalize this in
a process that he called ‘hacking through the jungle’. This emphasis on
external quality improvement yielded dramatic improvements in the first
few vears, Suppliers were reduced to 2500 by 1996, from a base of 700K in
1992 {at a time when the company only had 7000 UK employees). By
1994, the top 10 per cent slice of suppliers accounted for 90 per cent of



orders, which was far removed from the earlier position, These simple
changes in the purchasing process led to savings of £3.5 millibn in the first
vear and £2.75 million in the next.

Internal marketing initiative

By 1995, however, Fenwick realized that for further improvements the
company would have to switch to more sophisticated goals. The initial
cost savings had been important to stop immediate declines, but long-
term success could only be achieved by better ‘internal marketing'
Internal marketing was seen as @ way of selling the purchasing function’s
added-value potential to the rest of the organization, This approach
would get purchasing (o beécome mare involved and do so in a more
fexible and holistic manner, As chance would have it, this recognition,
fartunately, coincided with a change in the organizational reporting
structure: moving from the financial director to the strategic marketing
director instead.

Knowing and managing around attitudes and culture

Thomas Cook’s culture of local empowerment meant that purchasing
had to win the confidence of internal customers (those employees who
may wish to use purchasing) rather than grabbing their current domain
through the exercise of power. In one sense, as Fenwick noted: ‘My
competitors are the customers; they can use me or do it themselves and
if | give them a hard tme — through bureaucracy or poor information —
they disappear very guickly.” Given that these internal customers could
easily revert back to doing it themselves, as of old, meant that the central
purchasing would have to prove itself on results rather than the aggres-
sive sell-publicity, which was not likely to go down well in the Thomas
Cook culture:

Fenwick quickly became aware that one of the biggest barriers to
effective internal marketing was the traditional attitude that purchasing
professionals held of themselves. Purchasing agents were pretty brilliant
at being customers, but seemed 1o be almost useless as suppliers and
being custemer focused themselves, Fenwick attended to this by getting
the purchasing team to produce ils own mission statement on customer
relationships. The team also underwent customer care training to reorient
their attitndes to be service-led. The attitude shift also meant moving
away from simply recognizing paper-based qualifications, such as CIPS
diplomas, 1o customer-focused attitudes, The comments below highlight
the change in sentiment that was slowly coming through as a result of the
new iniative,



e the old davs when | weas recrnifing, the first on the lst of
Urrist faves™ war o CTPS rffe!'-:irrm. Now the real Vs have”
ix @ customer-focused anitude,

The fast twe peope T've regenited hadn 't worked i
purchasing before amd didn’s know what the depariment does,
Fhiy came fromy the customier eall centve and are red hiot on
crstomer seevice, They fave made a major difference 1o the
way the depariment performs. The best feature they provide s
that they really take ownership af the problem — it might be o
simple vegquest b they moke swee 0y done. Those of g from
a prrehasing background may nor be so good ar thal, They
frave reariented o anitude o ome of custoner focus,

Tl perfect person fs someane with @ CEPS diploma and the
custmner ficus, bt by Geod are they rare. We interviewed
jpurchasing managers with X pears” experiegnce whoe werg
ferribde -« pothieg wrong with their parchasing skills b their
aititiecde fo custoniers was Terrible. s easior Lo recrail @ non-
buyer and reach them buing than the other way round. 1 have
six people with CIPS diplomas. . noe short of people wiva can
teach. What Pve siof gol enoush of 15 this customer-focused
alhifenide,

e woeman e ne experience of purcliosing bt fas @ ne-
rrontserse gappraach and a superh customer-focased aritude.
She as asked abowt going o the CIPS course but T owould
rafher she oiel more sereice dratiing — togo on Cirain e
frainer’" courses and be the facilitator i this depariment.’

Developing internal customer consciousness

Internzl market reseurch showed the internal customers of purchasing
were being let down in some very basic ways, According to Fenwick:
“Peaple found it hard to do business with us. You ask a buyer what he
or she should be providing and theyll say negotiation, sourcing — all the
Fancy stuff. Ask any customer and they say delivery, troubleshooting,
expediting, being informative, having a help desk — all the basic stufi”’
This led to the development of serviee-level agreement for customers —
answering the phone quickly, being available, ete. All very simplistic, yet
it was the beginning of the customer focus revolution. Soeon therealier, a
tracking system For internal customer satisfaction was mtroduced and it
threw up many insights about the varied and contradictory needs of
customers.

This experience brought outl that customer care s about the simple
things - knowing what they want and providing it - rather than putting
all your energy into investing in expensive purchasing systems. In addi-
tion, the purchasing department began Lo learn about customer con-
sciousness by examining others for best practices. One of the best



sources for learning was the purchasing department’s suppliers and their
salespeople. Fenwick noted: ‘They are trooping through the office every
day and using the same techniques we need to use. Every buyer can tell
vou who a pood salesperson is - I have encouraged my people to learn
from the zood ones.”

Internal customer segmentation

A had taken place with supplier relationships, it was just as vital 1o
identify key customers — in terms of spend, decision-making power and
current relationship with purchasing. This was addressed by a number of
approaches.

One initial exercise was 1o segment the internal customer base into
prospects, crawlers, jogeers and racers: prospects being those who
avoided the purchasing function and racers being the closest of partners.
The task was to focus on the areas where purchasing was getting least
work, whilst ensuring they kept the racers fully satisfied:

This segmentation was enhanced by the use of a matrix framework
examining value against risk. as vsed commonly for evaluating products
or suppliers. The framework allowed the identification of. for example,
customers who were critical for reasons of credibility. *A high profile
manager. who may nol be spending a huge amount of money, but who
has purposely avorded us, would be a high level target. We have a few
customers like that and they are high on our list.,” At the same time, the
framework allows the identification of some customers who are too inef-
ficient 1o target. “You might have a prospect who is o0 unique that they
won't want us and we won’t want them either, If the first model was the
only analysis they would go high on the list, get a lot of attention and
waste everyone’s time. My aspiration is nol to control every penny of our
spend. 1 tell all our customers | only want to be invalved where we both
feel I can add value, IT the customer 15 doing a superb job, wherever they
are on the matrix, all T will offer is advice and training.’

Internal product development

To be sudeessful. purchasing needed to continwously offer value to their
costomer. This meant developing internal products and services to fit
closely to the changing needs of the internal customers. Customer
needs analysis was made an ongoing process to keep track of changes
as they oceurred in the company and the external marketplace.

Part of increasing the valuc-adding potential was in identifying the
key services that customers want. By considering the isswes the tcam
began to offer a tailored solution, with users cherry-picking the areas of



purchasing and supply with which they needed most help. It became
possible for their customers to gither buy a cradle-to-grave product or
pick and mix. One of the most popular ‘products’ was checking terms
and conditions of contracts, This appealed to many customers who had
nol considered using purchasing before. ‘“The market research manager
would spend a lot of money but never dreamt we had anvthing to add.
One of the first things in our selling campaign was health-checking the
small print.’ .

Another popular ‘product’ that was developed was expediting. n this
‘productservice’, the customer chooses the supplier. and sources and
erganizes it all. However, if’ they encounter problems then purchasing
has the expertise to sort it oul. For instance, sometimes internal custo-
mers would wanl purchasing to gel tough with a supplier while they
remained at arm’s length to come in and dress the wounds,

A big advantage of the *Expediter product” approach is that it allows
the team to demonstrate its value and win user confidence. This allowed
the relatively new purchasing team e increase their own confidence and
move up the learning curve. For the new team one big fear was of over-
promising and under-delivering. For this reason, one team manager was
assigned a specific ‘delivery not promise’ project (o ensure contracts per-
form. Purchasing did not want to get internal customers excited and then
fail to live up to their expectations. This would close the door and no
amount of internal marketing would reopen it. Fenwick relates an experi-
ence of one supplier failing to give a customer the information they
needed. ‘In the customer's mind the supplier is vseless and it will take
years to change that. One bad response can destroy @ great supplier, The
risks #re enormous, so we are going slowly.”

End outcomes

Cwver the longer horizon, the purchasing team aims to develop close
relationships between internal customers and their external suppliers.
This 15 4 strategy many tracditional purchasing departments are reluctant
to follow because they fear that they will do themselves out of a job.
Fernwick doesn’t subscribe to this belief: ' think that's unfounded — we've
got better things to do with our time than merely get hetween customer
and supplier.’

Fenwick is intensely proud of the record of the purchasing team at
Thomas Cook and firmly believes that internal marketing has been fun-
damental in creating customer consciousness and ultimately its overall
SHOCSES,

Fenwick believes that the Thomas Cook team’s progress presents a
challenge 1o the rest of the profession. As he notes: ‘T haven’t found a
real customer-focused purchaser, apart from the team working for me.



That is the real issue for the profession. Even in manufacturing, more
buyvers will not have the divine right to purchase, they will Have to prove
they can add wvalue. Managers who refuse to see that will be at
risk. .. People are waking up to the fact that internal marketing of pur-
chasing is becoming the issue today. And there is more rubbish spoken
about it than anything else. There are high profile people in the profes-
sion who profess it but don't do it - you just have to speak to the
customers!

Sourcer Edwards, M. (1997). Selling me softly. Supply Managament, 2 (4}, 13
Febuary, 30-2.



In marketing the Thomas & Mack Centre (TMOC), located at the
University ol Nevada — Las Vegas, almost as much effort has gone into
marketing the building to the employvees as has gone into marketing the
building to the public. TMC's General Manager Pat Christenson drove
the mitiative on the belief that internal marketing is as important as
external marketing,

Pat Christenson discerned that: *At TMC. service is really our only
goal.” To achieve this aim. Christenson set about developing an extensive
internal marketimg 1o motivate employees and raise service results.
Christenson named the initiative as *He Can Make o Difference’.
Christenson’s internal marketing plan began with the development of a
mission statement, which set the goal for the centre and its workers.

Mission Statement:

o the Lax Vesas community and iy presis we provide
diverse, distinct events with quality professional services winle
progressively monaging a clean, safe, well malmtained and zelj-
supprting facilitg, '

The mission statement embodied what Chrstenson strongly believes i,
but he appreciates that for il to mean anything it 15 his responsibility to
ensure that his emplovees believe il too, I your people aren’t in tune
with what vou expect, then it’s all for naught’ he sad. *We decided that
we were going to turn the marketing plan inward; we're going to focus on
the employees.”

To help with the nitiative, Christenson found an ally in M. L. Smith: a
professor at the University’s School of Hotel Adminstration. Smith
helped with the design of the programme. and acted as motivator and
Factlitator of training. The goal of mternal marketing was simply to
exceed customer expectations,

TMC's internal marcketing initiative is captured in the activities and
steps described below,



Start at the top

11

Christenson emphasizes that internal marketing programmes have Lo
start at the top of the management ladder. °It starts at you and
above vou. You need to make the commitment and get a commitment
from your boss - a commitment o time and resources. If vou have that
commitment and you start, no matier what your resources are it will
pay off’

Involve everyone

Chrnistenson suggests involving evervone 18 very important: "Don’t vou
wrile Lhe plan, get the people who do the jobs involved. They probably
have a better understanding of what needs to be done.”

By getting employees to input into the plan, it 1s mere than likely that
they become committed to it by their own accord. Full-time employees
are not the only ones who need to be involved. Guests, clients, pant-time
workers and contracted workers can all contribute, They are all very
useful in helping to identify which areas need attention and what are
the best motivating tools,

Know yourself (understand your strengths and
weaknesses)

A key stage in TMOC s internal marketing plan was (o take @ close look at
itsell. This allowed TMC to find out who they really were:; what was the
building’s history, its legacy, its competition and the perception of its
service, its potential?

By locking at the history of the building, its perception and its
performance record, it became possible for managers (o have a betler
ilea of what the goals should be and how to achieve them. In this
way, problems are identified and opportunities fleshed out. Only after
this appreciation can mission stalements or objectives be developed.

Strategic objectives and actions

After determining the mission, a strategy needs to be designed and a clear
action programime defined. The action programme can include schedules,
budgets, assignments and other details. Once a plan is in place, it needs to



be monitored, feedback needs to be obtained and it needs to be reviewed
regularly, -

Christenson identified a number of organizational objectives for
TMC employees. He wanted to motivate them by providing them
with a positive work environment, establish corporate commitment,
incorporate ongoing training and develop a strong reward programme.
His insight was based on the realization that how he treats his employ-
ees determines how they treat their customers.

To achieve this, a number of internal markeling actions were devel-
oped. as outlined below.

Communicating

Christenson started to hold a monthly staff breakfast, where key issues
and objectives are addressed. The breakfasts were attended by an average
of 125 employess. “We give information. We update what's poing on.
They like to know, and that way we don’t have to deal with rumours’
said Christenson.

The breakfasts also motivate employees by including recognition and
rewards. The breakfasts are made into fun events. “We encourage creative
presentations stated Christenson. “We really do have a lot of fun. We try
to keep this business as fun as possible.”

Additionally, a quarterly newsletter is used to spread praise and
information. It is a high guality colour brochure, which is sent lo every
emplovee. It wis used to convey the message that they are important.

Training and competence building

The mmternal ‘marketing programme stresses competence enhancement.
TMC runs training sessions on such topics as guest services, leadership
and communication. Learning modules were also developed for more
specific topics such as alcohol training, disability awareness training
and working during the Grand National Rodeo.

Being part of the ‘family’

In order to foster understanding, senior stafl takes time to work alongside
juniors. For example, they have worked as ushers, and even do shifts in
the parking |oL



Recognizing and rewarding

b

Emplovees are recognized for their outstanding work, with nominations
for the Spirit of Service award. Five nominations lead to-a pin, which
many employees wear proudly. ‘If there 15 something that they do that is
phenomenal, they'll get the pin right away’ says Christenson. Along with
the pin comes another reward, dinner for two,

Rewards are cistomized to employees. For example, when the clean-
up crew did a spectacular job, as a reward, they and their Families were
the invited goests in a VIP suite for a circus show. The ticketing office
was once treated to dinner at the Hard Rock Cafe, and each got a cafe
T-shirt.

Employess are alse rewarded for the hard work by being paid well,
‘One thing that I think is important is te be fair in payment® says
Christenson. “When we have been successful, we need o pass it on. We
alse don’t extend people over their bounds, We hire the right amount of
people and pay them well and give them a positive work environment.’

Active listening

Employee suggestions are highly encouraged, and for every suggestion
that is implemented, an employee gets two free tickets to the TMC event
ol tus or her choice, The suggestion of the month gets dinner for two at a
local restaurant,

Measuring and acting

Feedback is crucial for improvement. Managers need 1o condugt internal
market Tesecarch to complement external market research, They need to
talk to their guests as well as treat their employees like guesis. They need
to listen o the needs of both. It is impartant to get multiple angles of
feedback because even if it appears that employees are doing excellent
work, guest perceptions, employvee self-perceptions and management per-
ception of the job that employees can and often do vary significantly,
Using multiple feedback makes for a more complete understanding, and
thereby leads to better improvement actions.

Outcomes

The goal of an internal marketing programme was not just to make
employees happy, but also to make the employees happy about their
jobs so that they will do them well.



The sector is highly competitive and consumers are not just sophisti-
cited but have a lot of choice. This makes them highly demanding. As
Smilh highlighted: *Everything in our business is tied to service. Service is
king. The focus has changed from the product to how vou make me feel
when | come for the product,’

And Smith goes on to note: ‘Quality service deals with the quality guest
experience. Providing service is an art. Providing service profitably is a
science. Cutting costs {8 not going to help you create excellence.’

Source; Ray, 5. (1993). Creative internal marketing pays off. Amusament Business,
105 (B}, 22 Febiruary, 11-12.
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MARKETING

INTERNAL MARKETING R MONAMMED RAFID

Internal Marketing is a clear-sighted overview of a complex and far-reaching
subject. It provides a succinct outline of the most recent thinking and practice in
the area, as well as offering an appreciation of the diverse ramifications of sound
internal marketing strategy.

The text begins by defining what internal marketing is and how it can work, and from
this foundation:

Cutlines state-of-the-art thinking and practice

Demonstrates how internal marketing can be used to facilitate such diverse
strategies as TQM, New Product Development and Knowledge Management

Highlights the technigues managers need to understand in order to use internal
marketing effectively within their organizations

The book contains a wide range of international examples and best practice cases
from companies such as Pearl| Assurance, Sears, ARCO, Aydictte & Cartwright Inc.,
Barclays, Barnardo's, First Union and Thomas Cook. These place the theory in a
firmly practical context and demonstrate cases of best practice within a variety of
industries.

Throughout, the emphasis is on communicating the principles that have made
internal marketing such a potent force within leading corporations and the toals
that make it happen.

Pervaiz K. Ahmed is Professor of Management at the University of Wolverhamptan,
Head of the Centre for Enterprise Excellence at the University Business School and
Director of the Japanese Management Research Unit.

Mohammed Rafiq is Senior Lecturer in Retailing and Marketing, Loughborough
University Business School.
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