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Abstract

In relationship marketing most research has focused on the desired outcome without
paying much attention to its essential constituents. In acknowledgment, this research
explored the key dimensions necessary for the implementation of a relationship
marketing strategy. A number of key dimensions of relationship marketing were
identified in this researf:h, amongst which are market segmentation, organisational
memory, organisational culture, role model, relationship management, service

customisation, trust and commitment.

This research employed a qualitative case study approach in order to explore the
activities involved in the implementation of relationship marketing in hotel groups
and to gain a better understanding of the approaches taken by hotels to build, develop
and maintain long term customer relationships. The issues underpinning this research
were investigated in a mid-market hotel company located in the United Kingdom with
softer and harder brand hotel groups. Multiple research methods included participant
and non-participant observations, in-depth qualitative interviews with hotel managers
and the company’s marketing director and qualitative interviews with a number of the

company’s customers to ensure reliability of the data collected.

The data gathered from the research methods was analysed using ethnographic
techniques. Key findings from this research indicated that a relationship marketing
strategy depends on an organisational culture that is relationship orientated, an
organisational memory that involves a database system and staff memory, service

customisation, managers as role models, trust and commitment. However, customer

ii



loyalty and relationship marketing are not necessarily linked as a transactional
approach to marketing can also achieve high brand loyalty, if products are
differentiated. Customers can have an emotional tie with a hotel brand without the
implementation of an interactive approach. Furthermore, in the case of a softer brand
hotel group, customers tend to develop a stronger relationship with the individual
hotels than with the brand as opposed to in a harder brand hotel group where
customers develop a stronger relationship with the brand than with the individual

hotel units.

To conclude, this research suggests that a transactional approach to marketing can be

equally effective in achieving high brand loyalty and that relationship marketing

should only be directed to current and potential profitable customers.
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1 Chapter One: Introduction

This chapter sets the scene for relationship marketing, presents the research questions and

objectives and provides an outline to the research structure.

1.1 Rationale

The main principle of hospitality is to create a relationship or to maintain an existing one.
This can be achieved, in the acts of hospitality, during the exchange of products and
-services, both material and emblematic, between those who give hospitality and those who

receive it (Selwyn, 2000).

According to Lashley (2000), the provision of hospitality depends on a commitment
between a host and a guest based on monetary exchange and results in giving pleasure to
guests, which eventually affects the experience of hospitality and impacts on the nature of
hospitable behaviour. He added that ‘both host and guest enter the hospitality occasion
with a reduced sense of reciprocity and mutual obligation’ (p.13). While the guests’
motives to gain satisfaction are clear, the host’s motives remain concealed. Furthermore,
the host strives to offer only the amount of hospitality that will ensure guest satisfaction,

reduce complaints and create repeat visits and guest loyalty.

Therefore, the notion of customer relationships is associated with the principal function of
hospitality. Selwyn (2000) stated that due to the fact that relationships evolve within
moral boundaries, one of the basic functions of any act of hospitality is either to strengthen
the recognition that companies and existing customers already share the same ‘moral
universe’ or to construct a ‘moral universe’ to which both companies and new customers

agree to belong.



The marketing philosophy has been modified in marketing contexts due to the increased
competition between companies as well as to the constant change in consumers’ needs,
wants, expectations and buying patterns. Levitt (1960) argued that a business should be a
customer-oriented rather than a goods producer. He distinguished marketing, which
should focus on customers’ needs, from selling which focuses on sellers’ needs.
Relationship marketing has introduced a change of philosophy from the traditional
marketing concept that emphasises the short-term transactional approach through the
traditional marketing mix (product, price, promotion and place) to a long-term customer-

focused and mutually beneficial approach.

Recently, relationship marketing (RM) has become a subject of interest to many
organisations. Although it was first introduced in industrial fields, service markets could
benefit highly from relationship marketing as it distinguishes transactional marketing
(TM) from customer-focused marketing. Kotler (1992) argued that in general, marketing
theory is about making a sale. He added that, the idea behind STP (Segmentation,
Targeting and Positioning), a strategic structure of marketing, provides very little about
retaining customers. Therefore, organisations need to carry out ‘wrap-around marketing’,
which focuses on acquiring and keeping customers (Kotler, 1992). ‘Wrap-around
marketing’ is based on the study of markets and customers before, during and after the
sale. Furthermore, ‘wrap-around’ marketers need to look at a customer’s lifetime value

and make sure that it surpasses the cost of acquiring a new customer.

Unlike the traditional view of marketing, relationship marketing focuses on the
commitment to high customer contact in order to develop long-term relationships.

Gronroos (1994) introduced a relational approach to marketing in an earlier work in 1990.



He stated that marketing is to establish, maintain, and enhance relationships with
customers and other partners, at a profit, in order for organisations to meet the objectives
of the parties involved. This is achieved by a mutual exchange and fulfilment of promises.
This definition not only included customers but also referred to other parties involved in

the relationship such as stakeholders, intermediaries, suppliers, employees, etc.

Gronroos,(1990: 3), stated that, ‘the traditional view of marketing as a function for
specialists planning and executing a marketing mix may not be altogether true where
service is concerned’. He added that, in service marketing particularly and also in
industrial marketing, the traditional marketing mix approach normally does not embrace
the entire resources and activities that are involved at various levels of a customer
relationship. This can be supported by Hakansoon (1982) and Gronroos, (1989) as they
argued that, in service industries, the consumption process lends itself to a series of
interactions between the service firm and its customers. Those interactions go beyond the

traditional marketing function with its 4Ps.

Indeed, the marketing attitude that should be used by companies towards the threatening
danger of the continuous change of people tastes and habits has to be customer-focused.
Competitive advantage has become the backbone for a company to survive in business.
Customers’ expectations towards the offered services and facilities are growing along with
advanced technology, environmental awareness, leisure time and increasing income.
Inter-company competition and attempts to take a position of predominance in people’s

minds have become the norm.



1.2 The scope of the study

A review of the literature revealed a number of key elements of a relationship marketing
strategy. These included the identification of customers’ needs, wants and expectations;
market segmentation; two-way communication with customers; change of the
organisational culture; staff empowerment; network development; and database.
Furthermore, Peck et al. (1995) emphasised the maximisation of the life-time value of
desired market segments as a key element of relationship marketing, along with shifting
from a transactional to a relational approach and bringing marketing, customer service and
quality together. This study is concerned with the implementation of relationship
marketing at the unit level (i.e. individual hotel level) in hotel groups. It focuses on the
activities implemented by hotels to pursue a relationship marketing strategy. It explores
the key dimensions of relationship marketing applied by hotels to the end customer. This
study does not attempt to investigate the relationship marketing strategies of hotels with

intermediaries.

1.3 Research questions

This study is concerned with two main questions:

o First, what are the activities involved in implementing a relationship marketing
strategy in hotel groups?

e Second, how do hotel groups interact with different customer groups in attempts to

build up, maintain and enhance customer relationships?

The research questions aim to investigate the process of interaction between hotel groups
and end customers. The following objectives are developed in an attempt to answer the

research questions.



1.4 Research objectives

The objectives of this study are to:

¢ Evaluate the theory of relationship marketing, its evolution, identity and
implementation.

e Investigate customer-staff interactions in the hotel industry from a relational marketing
perspective.

o Explore the key dimensions involved in implementing a relationship marketing
approach in hotels and synthesise a model of relationship marketing at the unit level.

e Contribute to the relationship marketing literature by identifying effective relationship
marketing strategies which hotel companies can pursue at the unit level to profitably
retain their customers, make recommendations for relationship marketing practice in

the hotel industry and make recommendations for further research.

The above objectives were achieved by carrying out a case study approach on a mid-
market hotel company in the UK with softer and harder brands and exploring customer
relationships in the two different brands. Multiple methods were adopted including:
participant and non-participant observations, in-depth qualitative interviews with the hotel
managers and the company’s head office representative and telephone interviews with a
number of the company’s customers in order to investigate the hotels’ practices in

interacting with different market segments.

1.5 Research structure

This thesis is structured in seven chapters. Chapter two reviews the literature on
relationship marketing, its background and evolution. It discusses the shift from the
traditional approach to marketing to the relational approach and explores the major issues

when implementing a relational approach to marketing. Chapter three investigates the key



dimensions of relationship marketing. It discusses the activities involved in pursuing a
relationship marketing strategy. It lays emphasis on market segmentation, interactions,
value creation, networking and trust and commitment as the most important elements of
relationship marketing. It highlights customers’ loyalty and lifetime value and looks at

brand loyalty.

Chapter four is concerned with the research methodology. It justifies the research
philosophy in applying a qualitative approach. It presents the research design, the research
methods applied and the sampling strategies. Multiple research methods are employed to
gain rich insights of the sample hotel company’s practices of relationship marketing.
Chapter five presents the research findings from each research method adapted. It puts

forward the company’s views as well as customers’ views about the relationship.

Chapter six presents the themes that emanated from the research findings. It discusses the
interaction approach to relationship marketing and proposes a model for relationship
marketing strategy at the unit level in hotels. Chapter seven draws conclusions from the
research undertaken and makes recommendations for relationship marketing practice in
the hotel industry. It also provides recommendations for further research and refers to the

research limitations and the researcher’s personal development.

There are very few studies of relationship marketing in the hotel industry. This study seeks
to contribute to the development of the theory and practice of relationship marketing in the
hotel industry by exploring the key dimensions of implementing a relationship marketing

approach and its implementations in hotel groups.



2 Chapter Two: Theory and Practice of Relationship Marketing

2.1 Introduction

This chapter reviews the growing trend in literature to shift from transactional marketing
towards a more customer-oriented approach; defines relationship marketing and traces its
evolution; discusses its theoretical inputs and models of implementation and reviews the

relevant work introduced by academics into the literature.

2.2 The shift to relationship marketing

In recent years, there has been a growing body of literature which emphasises the
relevance of relationship marketing theory in industrial and services marketing
(Christopher et al., 1991). Relationship marketing reaffirms a strategy that positions the
customer as a first priority to organisations. Its philosophy has moved companies from
traditional marketing that focuses on the short-term transactional approach revolving
around single and short-term events with a defined beginning and end, to a long-term,

customer focused and mutually beneficial approach.

Gummesson (1994) explored the link between relati.onship marketing and a new
organisational pattern which has been referred to as the ‘imaginary corporation’, i.e.
organisations are moving away from being tangible objects towards being social entities.
The traditional marketing concept was perceived to be operational and direct while the
operationality of relationship. marketing has been more complex. However, interactions
with customers have always been at the heart of any business activity but were rarely

given a notable position in general marketing contexts (Gummesson, 1994).



In recent years, marketing orientation has been reconceptualised from transactions to
relationships as a part of its development as a field of study (Sheth & Paravatiyar, 1995a,
1995b). The paradigm shift from transactions to relationships has been, according to
Sheth and Paravatiyar (1995b), associated with the return of direct marketing both for

business-to-business and business-to-consumer markets.

The marketing mix concept with its four components (product, price, promotion, and
place) was introduced around 1960 (McCarthy, 1960). According to Gronroos (1999), in
western economies the market situation has been transformed by the advent of the post-
industrial society in which mass markets have become more fragmented and many
markets have matured. Furthermore, customers sought a more personalised treatment and
no longer wanted to remain anonymous. Besides, competition is escalating globally with

less standardised market offerings that are made possible by the new technology.

Additional elements have been added to the traditional marketing mix such as: people,
process, packaging, programming, partnership and physical evidence (Middleton, 1988;
Morrison, 1989). Seaton and Bennett (1996) argued that these additional elements were
already included in the process of product development and distribution. Nevertheless,
‘people’ should be viewed as a significant addition to the marketing mix in respect of

relationship marketing. Table 2.1 shows how the 4Ps expanded in the literature from 1960

to 1991.



Table 2.1. The marketing mix from 1960 to 1991

copyrighted image emoved

Gummesson, 1994

Gummesson (1994) argued that although the expansion of the marketing mix combines
relationships and interactions to a certain extent, relationship marketing involved a more
radical change. A shift in the marketing paradigm perceived by Gummesson (1994) is
illustrated in Figure 2.1. It demonstrates the transition of the 4Ps from being the focus
parameters of marketing to being contributing parameters to networks, interactions and
relationships. In a traditional marketing context the 4Ps are considered to be the focus of
operations placing relationships, networks and interactions as marginal subordinates, while
in a relationship marketing context the 4Ps are complementing relationships, networks and
interactions that are in the focus of operations. Critics of the traditional marketing
paradigm stated that a short-term transactional focus is inappropriate for industrial and
services marketing and that founding long-term relationships with customers is significant

for organisational success (Hakansson, 1982; Gronroos, 1990, Christopher et al., 1991).
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Gordon (1998) affirmed that the concept of the traditional marketing mix is appropriate
when the marketer is focusing on a certain market segment. Nevertheless, when that
specific segment tapers to a single person or company, and when the objective of the
organisation is to develop mutual and shared value with that customer over a lifetime of
purchasing, the concept of the marketing mix changes. This is because the traditional
marketing mix with its 4Ps became too narrow an approach as new elements were needed

in order to manage all aspects of the customer’s interactions.

Figure 2.1 The current marketing mix paradigm of marketing (left) and the future relationship
marketing paradigm (right)

copyrighted image removed

Gummesson, 1994

2.2.1 Arelational approach to marketing versus a transactional approach

Christopher et al. (1999) argued that relationship marketing entails a change in philosophy
from that of transactional marketing. They introduced the six-market model namely: customer
markets, referral markets, supplier markets, employee recruitment markets, influencer

markets and internal markets. This model, according to Saren & Tozkas (1999), revolves
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around the maximisation of customer value through the spanning roles of customer advocate,
internal integrator, strategic director and through networking and partnerships. A recent
change to the six-market model positioned customer markets at the core of relationship

marketing (Saren & Tozkas, 1999).

Sheth & Parvatiyar (1995b) suggested that with relationship marketing evolution, the so far
prominent exchange paradigm of marketing would be inadequate to explain the growing
marketing philosophy of the involvement of customers in the production process. They
added that, ‘an alternate paradigm of marketing needs to be developed that is more process
rather than outcome oriented, and emphasises value creation rather than value distribution’
(P. 397). According to the growth of interest in relationship marketing that has taken place in
recent years, relationship marketing is now becoming a focal point in marketing thought.
With its full potential in creating and enhancing products and services’ value, relationship

marketing presents a marketing concept that is a fast growing school of thought.

Moreover, Higgins (2000) asserted that although the transactional marketing approach was
concerned with the relationship between the customer and the product, the main aim was to
achieve high sales volumes by meeting customers’ needs effectively. This was to be
accomplished by the management of the marketing mix. The result here was the sale and the
determinant of success was the number of transactions as well as short-term profitability. On
the other hand, the relationship marketing approach focuses on the integration of a number of
essential elements such as trust, promise, commitment and mutuality. Ballantyne (2000)
argued that service marketers have long been critical of the 4Ps as a resources-allocation
process for managing and developing customers’ relationships. On the contrary, service is

emphasised as an ongoing interactive process. Long-term relationships with customers are of
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particular importance in service markets, as they contribute to a company’s profitability, by

minimising costs, and make it difficult for competitors to increase their share of the market.

2.3 Reasons behind the growth of the relational approach to marketing

The growth of the relational approach to marketing in the post-industrial era is, according to
Sheth & Parvatiyar (1995b), due to the rebirth of direct marketing between producers and
consumers. They asserted that a number of environmental and organisational development
factors were accountable for this rebirth of direct relationships between producers and
consumers. They suggested that, at least five macro-environmental forces could be

identified:

First, the rapid technological advancements in information technology, which forced
companies to work together in joint research assignments to minimise the cost of research and

development. Accordingly, partnering and alliances became popular.

Second, the adoption of total quality programmes by companies. Companies realised the
benefit of offering quality products and services at lower costs. Therefore, they embraced
‘Total Quality Management’ (TQM) to enhance quality and reduce costs. This in turn led to
the involvement of suppliers and customers in the implementation process at all levels of the

value chain.

Third, the growth of the service economy. As many organisations depended on revenues
from the services sector, a relational approach to marketing became dominant. This is
because service providers were typically involved in both the production and delivery of the

service, i.e. the service was usually produced and delivered by the same organisation.
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Fourth, the development of organisational processes led to the empowerment of individuals
and teams, which altered the role definition of the staff members in the company. Companies
became keener to involve users of products and services in the buying decisions of the

company instead of delegating a buyer department as a specialised function.

Fifth, the increase in competition led to concern for customer retention, as marketers realised
that it cost more to recruit and compete for a new customer than to keep an existing one.
These forces negatively affected the reliance of both producers and customers on the
middlemen. They endorsed more direct interactions between producers and consumers and

supported the growth of relationship marketing.

Furthermore, according to Gordon (1998), the shift from the traditional approach to a
relational approach to marketing is attributed to the fact that customers became more
sophisticated and knowledgeable, the ongoing dramatic advances in technology and the

increased competition battles between products and services producers.

Finally, the shift in the focus of marketing received, as any shift in any discipline, advocacy
and criticism. However, it captured the interest of scholars in many parts of the world such as
North America, Europe, Australia and Asia. With its broad scope, relationship marketing
covers the entire spectrum of marketing’s sub-disciplines comprising channels, business to
business marketing, service marketing, marketing communication, marketing strategy, direct
marketing and international marketing. Besides, marketing is an evolving discipline and like
any other science, it has developed a system of expanding, changing and updating its essential

knowledge (Sheth & Parvatiyar, 1995b).
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2.4 The evolution of relationship marketing

2.4.1 The nature of relationships

The importance of what relationships mean to people was emphasised by Duck (1991). He
stated that, the psychology of personal relationships means that each partner carries their own
personal meaning, values, opinions and attitudes that stem from their own personality into the
relationship. Hakansson and Snehota (1997) asserted that it is difficult to define a
relationship. However, they tentatively defined a relationship as ‘a mutually oriented
interaction between two reciprocally committed parties.” (P. 25). They added that a
relationship progresses over time in the form of a chain of interaction episodes and a
sequence of acts and counteracts. It has a history and a future. Witkowski and Thibodeau
(1999) provided a logical approach to describing relationships. They analysed a relationship
to identify three major aspects: communication content which involves the information
needed to initiate and/or continue the relationship, exchange content that represents the actual
trade of goods and services and normative content which revolves around the expectation of

each party involved in the relationship.

2.4.2 The evolution of business relationships

During the agricultural era, when economies were largely based on the trade of art and
artifacts, most farmers traded their produce directly at markets. Equally, artisans sold their
art and artifacts at those markets. Producers and consumers interacted face to face to trade
goods (Sheth and Parvatiyar, 1995b). As the role of the producer was not distant from that of
the trader, producers acted as manufacturers as well as retailers of their own produce.
Relationships were developed between producers and consumers, which resulted in the

customisation of products for individual customers.
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The detachment of the producers from the users was a natural progress of the industrial era.
Due to mass production, producers were forced to sell via middlemen. Also, the
specialisation of corporate functions encouraged organisations to create professional
purchasing departments with buyer specialists, separating the users from the producers.
Nonetheless, the advent of technological advancements enabled producers to understand and
appreciate the users’ needs better and to produce custom products which are sold directly to
the users. More recently, organisational development led to the development of sophisticated
processes such as empowerment, total quality programmes and forward interfaces between
producers and users in both consumer and industrial markets. This introduced marketers to a

greater relational orientation (Sheth and Paravatiyar, 1995b).

Shapiro and Posner (1979) contended that the post-industrial era witnessed considerable
development in relationship marketing, both in practice and in academic thinking, as
marketers acknowledged the need to complement a transaction-orientation with an orientation
which focusing more on customers. This started with the introduction of complex products,
which heightened the systems selling approach. This approach emphasised the integration of
parts and supplies and appealed increasingly to customers as they appreciated the idea of
systems integration. Similarly, sellers were enabled to sell augmented products and services
to customers. The concept of system integration extended to services along with consumer

packaged goods.

The notion of interacting with individual customers, the core principle of relationship
marketing (Ballantyne, 2000), in order to identify and stimulate demand is not altogether
new. It can be traced back to the 19th century. Relationship marketing philosophy emerged
in the 1970s as an alternative approach to marketing that called for the creation and

management of customer relationships (Gronroos, 1999). However, it characterises a concept
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that can go back to the beginning of commerce itself as it seemed to be naturally practised by
small and medium-sized businesses: ‘it is a return to what can be called the ‘roots of trade
and commerce’’ (Gronroos, 1999: 328). The idea of relationship marketing blossomed when
the shopkeeper tried to enhance sales through simply talking to customers, ascertaining their
likes and dislikes. The relationship became personalised before the use of sophisticated
marketing techniques and the advent of the middleman. Commonsense and personal skills
were employed to satisfy the needs and expectations of customers. Through this direct
contact with customers, a shopkeeper developed their knowledge of when to order stock and

how to add value to services provided by identifying customers’ requirements.

2.4.3 The introduction of relationship marketing

Although the term ‘Relationship Marketing’ is one of the most fashionable marketing terms
that emerged in the 1990s (Peck et al., 1999), it is an old concept of which some techniques
have already been practised in different fields (Helper 1991; Sheth & Parvatiyar, 1994;
1995a). Itis an emerging philosophy that was discussed in literature throughout the 1990s
(Gronroos, 1999). Relationship marketing was first introduced in two streams of research
carried out in Scandanavia and Northern Europe (Gronroos and Gummesson, 1985; Berry and
Parasuraman, 1993; Gronroos, 1996). These two streams were by the Nordic School of
Service, that focused on marketing from a service point of view and by Industrial Marketing
and Purchasing Group (IMP), that adopted a network and interaction approach to industrial
fields (Gummesson, 1994; Hakansson and Snehota, 1995). These two schools of thought
looked at marketing as a management process rather than a function. They also considered
that market-oriented management was best based on a relationship approach rather than a
transactional one. Gronroos (1996) declared that the term ‘relationship marketing’ was first

invented in the USA in 1983.
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Relationship marketing first appeared in literature in the 1980s. Berry (1983) published the
first work on relationship marketing. He defined it as ‘attracting, maintaining and in multi-
service organisations, enhancing customer relationships’ (P.25). An examination of authors’
work on relationship marketing indicated that a coherent set of characteristics does not seem
to have developed. Some terms appearing in the literature introduced similar ideas for
relationship marketing such as database marketing, one to one marketing, relational

marketing, relationship exchange and interactive marketing (Gronroos, 1999).

Relationship marketing also appeared in the literature under the term ‘after marketing’.
Pruden (1995: 30) implied that relationship marketing acts as an after-marketing strategy that
aims to reduce the number of dissatisfied customers and to enhance customers’ loyalty. He
emphasised the difference between relationship marketing and frequency marketing. He
argued that, the latter is to be directed to customers so as to increase the relationship yield
through long term interactions while the former is concerned with retaining the best
customers. He added that, aftermarketing endeavours to move all customers up a loyalty

ladder from triers, to regulars, to reliants and finally to advocates.

2.5 The purpose of relationship marketing

The purpose of relationship marketing, according to Sheth and Parvatiyar (1995a), is to
improve the productivity of marketing through efficiency and effectiveness. With the help of
relationship marketing practices, such as customer retention and efficient consumer response,
as well as the sharing of resources between marketing partners, efficiencies can be achieved
(Sheth and Pavatiyar, 1995b). Equally, higher marketing effectiveness can be achieved as a
result of customer involvement in the early stages of developing marketing programs, through
individualised marketing and by the implementation of mass customisation which focuses on

the needs of each selected customer, leading to more effective marketing.
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Relationship marketing should result in customer retention, the effect of which on companies’
profitability can be summarised according to Rosenberg and Czeipl (1984), as follows: the
cost of attracting a new customer only incurs at the first contact; retaining an existing
customer is less expensive than acquiring a new one as a company spends six times more to
recruit a new customer than it does to keep an existing one. Besides, long-term customers:
are likely to be less price-conscious when new services or facilities are introduced; tend to
frequently place consistent orders which makes it easier for the company to supply; when

satisfied they can be positive and free word-of-mouth advertisers.

2.6 The identity of relationship marketing

Relationship marketing applied by a firm must be clearly defined as it is not possible for
relationship marketing as a paradigm to be equally effective with all types of customers.
Therefore, it can be suggested that relationships should be identified according to several
dimensions: the symmetry of a relationship; its quality; the parties involved i.e. individuals,
organisations, roles, etc.; whether the relationship takes place in consumers or businesses
market contexts; the closeness and intensity of a relationship and the level at which the
interactions occur e.g. micro or macro levels (Iacobucci, 1994). However, according to
Gronroos (1999), in relationship marketing practice it seems inconceivable for a firm to limit
itself to a pre-decided set of marketing variables. Alternatively, all available resources must
be used, based upon the stage and nature of the relationship with existing or potential

customers.

Nonetheless, relationship marketing is still seeking its identity. The fact that relationship
marketing is not well understood and is being applied as different concepts creates the need
for closer investigation of the different activities of organisations. Gummesson (1994: 7)

argued that ‘relationship marketing is currently seeking its identity’. Stone & Woodcock

19



(1995) asserted that relationship marketing is an old marketing philosophy that is not quite
comprehended. Blois (1995: 2) added that ‘amongst the problems in discussing this issue is
the lack of an agreed definition of the term ‘relationship marketing’ and the range of
situations to which it is applied’. Furthermore, Gummesson (1994) emphasised that apart
from the support dedicated to relationship marketing by marketers, its operational identity

remains unclear, i.e. the types of relationships, how to manage them and their benefits.

2.6.1 Definitions of relationship marketing

Gronroos (1999) argued that, none of the definitions of relationship marketing introduced the
concept of exchange, which for about 20 years has been seen as underpinning traditional
marketing. He added that a relationship is a ‘mindset’ that involves more than the concept of
exchange. Exchange should inescapably take place in the case of an existing relationship

between two parties.

Literature, in the areas of marketing, service marketing, customer satisfaction, service quality,
relationship marketing, reward schemes, customer loyalty, hospitality marketing and
hospitality management, indicated that authors agreed on defining relationship marketing as
an approach to develop business adopted by organisations to build up lo‘ng-term customer
relationships that provide mutual benefits for both parties. For example, Stone and
Woodcock (1995) suggested that relationship marketing is a philosophy used to identify
named individual customers and to develop a long-term relationship with them that should be
managed to realise mutual benefits. This definition is supplemented by focusing on a
personalised service ‘identify named customers’ that will result in creating a two- way
communication with the customer. However, no specific activities were provided on how to

manage customer relationships. Morgan and Hunt’s (1994) definition of relationship
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marketing emphasised the creation of a successful relationship between the parties involved
without coming across the essential constituents. They stated that relationship marketing
involves directing all marketing activities to build, develop and maintain successful relational
exchanges. Sheth (1994) broadly defined relationship marketing as understanding and
managing business relationships between customers and organisations. Evans and Laskin
(1994) took the same path in defining relationship marketing as a customer-focused approach
where firms establish long-term business relations with both prospective and existing

customers.

Copulsky and Wolf (1991) described relationship marketing as a combination of general
advertising, sales promotion, public relations and direct marketing that could be effectively
directed to customers, as a means of reaching them. However, they limited the activities of
relationship marketing to customers ignoring other parties such as employees and suppliers
who were also neglected in all the definitions discussed above. Irving and Tivey (1997)
associated relationship marketing with the provision of long- term, loyal, committed and
profitable relationships with both potential and existing customers. This can be achieved
through communication as well as by providing quality goods and services. In this definition
a number of important elements of relaﬁonsﬁip marketing are suggested: longevity, loyalty,
commitment and profitability of relationships. Furthermore, communication of the product
and the quality of service appeared in this definition to be the main two techniques through
which relationship marketing is to be pursued. However, relationship marketing tends to
depend on more sophisticated techniques such as an up-to-date information system, a
thorough knowledge of customers needs, wants and expectations, a customer—i)ased
organisational culture, internal marketing and the continuity of the relationship in addition to

two-way communication and the quality of service. Christopher, Payne and Ballantyne
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(1991) added that the concept of relationship marketing is emerging as a new focal point,
bringing together customer service and quality with a market orientation. Dwyer, Schurr and
Oh (1987) characterised relationship marketing as being longer in duration than traditional

marketing, indicating an ongoing process.

Storbacka (1995) proposed a useful approach to considering customer relationships. This
approach was based on four dimensions: the interaction frequency in a given period of time;
the interaction regularity; the time incurred since the first interaction and the monetary value
exchanged in interactions. However, this approach could be developed by adding the
expected lifetime value of a customer as a fifth dimension. Gordon (1998) added that
relationship marketing is the ongoing practice of identifying individual customers and
creating new value and aims to achieve mutual benefits from the value created over a lifetime
of an association. This definition brought out an important issue associated with a
relationship marketing strategy. This is the continuous review of individual customers to
determine the added value that can be offered to result in shared benefits for both the

company and the customer.

From the above deﬁnitions, it is apparent that academics consider relationship marketing as a
way to lead companies to achieve their objectives through enhancing and maintaining long-
term customer relationships. It emphasises long-term customer contact and creates a customer
retention philosophy within an organisation. However, what was introduced into the
literature in this context is expressed broadly. The definitions provided for relationship
marketing seem to be open-ended. Gronroos (1999) argued that there was no agreement on a
definition of relationship marketing in literature. Furthermore, most of the definitions

introduced in the literature expressed the desired output as a common denominator, which
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was a long-term customer relationship and mutual benefit. The relationship inputs, including
all the essential activities that should be implemented by organisations in order to pursue

proper relationship marketing, are not well supported in the literature.

Little work has been undertaken to identify these activities. Furthermore, Higgins and Smith
(2000: 81) argued that ‘whilst many have grown weary of the claims of relationship
marketing (RM) to represent a fundamental shift in marketing thought, critics remain focused

upon its unfulfilled claims and, in particular, point to inconsistencies between theory and

practice’.

However, a helpful perspective for approaching relationship marketing was introduced by
Gummesson (1994: 5). He said: ‘look through the relationship, network and interaction
lenses and what do you see? It is more inclusive than the other definitions and draws more
heavily on a variety of theories.” Accordingly, it was thought useful to look at the issues
involved in implementing a relational approach to marketing in order to draw a

comprehensive definition.

2.7 The levels of customer relationships
Kotler (1992) emphasised that organisations should develop stronger relationships with their
profitable customers. He introduced five levels of relationship marketing that can be pursued

by organisations. Figure 2.2 illustrates the different levels of relationship marketing.
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Figure 2.2 Levels of relationship marketing

Basic ——» Transaction
Reactive » Personal reference
Accountabili
. v » After sale contact- database

Proactive » Regular communication
Partnership » Affiliation

Adapted from Kotler, 1992

The basic level represents the actual sale transaction. This level does not necessarily involve
a relationship with the seller as the customer is referred to a different department for after sale
services. However, a strong bond could be created between the customer and the compaay,
which results in repeat purchases. Reactive was introduced as the second level of relating.

At this stage, the salesperson offers their personal contact as an after-sale reference.

The next level of relationships is accountability. This is the level where the salesperson calls
the customer to ensure their satisfaction with the product or the service sold. Customers’

feedback at this stage is often used to improve the organisation’s services and products. The
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fourth level of the relationship is proactive. At this level the salesperson contacts the
customer regularly to inform them of any new services and special offers. This demonstrates
the organisation’s interest in a customer’s needs. The ultimate level of relationship marketing
is partnership. This level involves, according to Kotler (1992), working with the customer

towards achieving better value and is mostly restricted to business- to- business relationships.

Along the same lines, Peck et al. (1999) presented a relationship marketing ladder of loyalty.
The loyalty ladder, as shown in Figure 2.3, presents the different levels of relationship
development. It implies that different marketing strategies are required for new and existing

customers.

Figure 2.3 The relationship marketing ladder of loyalty

o

copyrighted image removed

1

(Peck et al., 1999: 45)
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The first aim here is to convert the ‘prospect’ into a ‘purchaser’ or a ‘customer’ (as appeared
in an earlier version of the ladder (Christopher et al., 1991)). The next aim is to turn the
‘purchaser’ into a ‘client’ who purchases repeatedly and then into a ‘supporter’ of the
company, who can be developed into an ‘advocate’. The company’s ‘advocates’ represent a
powerful tool for advertising by good word of mouth. The ultimate objective of the loyalty
ladder is to create a ‘partner’ who is associated with the supplier in a trusting, committed
relationship. The principle of the loyalty ladder is to move people up the ladder, step by step,
till they reach the ultimate level of a partner. However, it is possible that a purchaser could
act like a supporter or an advocate by moving up a few steps. On the other hand, a purchaser
who has done business with the company once may go back to being a prospect after a long
period of time of not using the company. Therefore, it is possible at any step of the loyalty

ladders that customers could move up or down.

Peck et al. (1999) argued that the loyalty ladder infers that it is not feasible to develop a
relationship with every customer. Some customer segments may not be the most suitable for
the resources needed to develop a relationship as it may prove to be expensive. Commonly, a
change in an organisation’s marketing activities and an increase in the marketing expenditure
on the relationship developing elements may be called for. Therefore, the need to take into
account the potential lifetime value of a customer and to consider their appropriateness to the

development of a committed relationship should be declared.

For the purpose of this study, a loyal customer is defined, according to Kandampully, and
Suhartanto (2000) as someone who always buys from and recommends the same supplier
whenever possible, and maintains a positive attitude towards the supplier. Also, a customer’s
potential life-time value is defined, according to Buttle (2000:1) as ‘the present-day value of

all future margins that might be earned in a relationship.’
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2.8 Theoretical inputs of relationship marketing

Despite the growing body of relationship marketing literature, little has been written on the
essential constituents that are specifically attributable to the implementation of relationship
marketing. For example, Berry (1983) originally presented five approaches to enhance
relationships in a service context. These épproaches focused on the strength of the core
service, value-added peripherals, customisation, the competitiveness of the price and internal
marketing. It seemed that the above would form an integral part of any sound marketing
programme but no differentiation has been highlighted between relationship marketing, in

terms of distinguished techniques, and traditional marketing.

Along the same lines, McKenna (1991) emphasised strategic alliances as a means to
strengthen and maximise business relationships, which is not solely applicable to relationship
marketing. He also highlighted the importance of personal relationships in maintaining
customer loyalty. This approach appears to be too broad and does not specify the essential
inputs of relationship marketing. Similarly, Varva (1992) stressed close customer
communication programmes and advocated multiple interactions and customer information
files as important tools for customer retention. Again, these features would contribute to any
successful marketing strategy and are not necessarily unique to relationship markgting
(Tacobucci, 1994). It can be concluded from the above three viewpoints that some academics
considered relationship marketing as a form of traditional marketing that is more customer-
oriented. They agreed on emphasising closer liaisons with customers as the main ingredient
to pursuing a relationship marketing strategy but did not provide a clear perspective on what

strategies should be used in order to develop those liaisons.
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2.8.1 Aresource oriented strategy

Gronroos (1996) introduced a model to differentiate product-oriented, transactional marketing
from the resource-oriented strategy taking relationship marketing as an approach. This model
presents transactional marketing with three key areas: a marketing and/or sales department
which represents the organisation, the mérket, and the product being the main elements of
product-oriented marketing. In this approach marketing activities are carried out by
designated personnel and the market is seen to consist of anonymous individuals or
organisations and the offering is dominated by core products. Customers are given promises
through mass marketing that seem to be fulfilled by focusing on product features and product

development.

On the other hand, relationship marketing in Gronroos’s (1996) model is based on four main
resources: personnel, technology, knowledge and time. The idea here is about utilising the
organisation’s resources to meet customers’ desires and expectations. According to the
model, the above resources have to be employed through interactive marketing, part-time
marketers and customer care so that promises given can be fulfilled. Furthermore, Gronroos
(1999) emphasised that customers represent an important resource for a company developing
ongoing customer relationships, as the development of the relationships improves with the

use of data on customers’ activities, initiatives and behaviours.

The model also implies that, in relationship marketing the offering does not revolve around
core products. On the contrary, it is based on value-enhancing and personalised service.
Gronroos (1999: 329) argued that ‘in relationship marketing, the firm cannot rely on a
prefabricated product. It must develop such resources as personnel, technology, know-how,
the customer’s time, and the customer itself as a resource.” He added that the product should

be considered as one of many resources, even though it is an essential pre-requisite for
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successful customer relationship. Hence, the relationship becomes the focus for marketing.
Furthermore, Kotler (1992) emphasised that the key to relationship marketing is that
organisations are not only selling products. It is the additional benefits that the supplier
provides that keep customers. According to Barney (1991), and Hunt & Morgan (1995 -
1999), a firm’s basic resources, including financial, organisational, legal, physical, human,
informational and relational resources should be joined with its reputation to produce higher-

order resources or competencies with which the firm can gain competitive advantages.

2.8.2 Organisational memory

Grover et al. (1994) emphasised the importance of an organisational-memory process for the
implementation of relationship marketing. They claimed that the success of a buyer-seller
relationship relies on some kind of relationship “memory” and organisational flexibility. The
relationship memory becomes significant to the seller when used to customise the products
and services offered to buyers. They also addressed the organisational memory and
organisational ﬂexibility as two important factors to be used in the development of a process-
oriented theory for relationship marketing. In contrast, in an earlier phase, a situational and
content perspective was supported by Macneil (1980). The situational and content approach
to relationship marketing deals with the significance of the variables that constitute the

relationship.

According to Grover et al. (1994), the key to relationship marketing practice is the
development and management of a memorised buyer-seller relationship. It was argued that
each individual interaction should be based on its history and anticipated future. Other pieces
of work undertaken by Galbraith (1977); Nelson & Winter (1982); Sanderland & Stablein

(1987); and Walsh & Ungson (1991), have examined an organisational memory concept.
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Organisational memory can be defined as the information gathered from previous experiences
of a firm to be used in strategic and organisational decision-making procedures. DeNitto
(1993) reported a case when a certain guest at a Ritz Carlton Hotel asked for wine with ice
cubes. This particular event was stored in a computer system as a ‘transaction memory’ and
then every stay the guest stayed at any Ritz Carlton hotel anywhere in the world he/she

receives the same service.

A flexible approach to the practice of relationship marketing was introduced by Grover et al
(1994). This approach is associated with the organisational memory and allows some degree
of individuality to be dedicated to a relationship in order to accommodate unique customer
requests. Earlier, McKenna (1991) emphasised an integrated practice of relationship
marketing that was based on relationship marketing flexibility when an aluminium cans
manufacturer decided automatically to develop a new plant whenever a new brewery is

introduced by its customer (a beer company).

Based on the durable sustainability of relationship marketing that is associated with the
above-described memory, Grover et al (1994) proposed a continuum of relationship
marketing strategy. As shown in Figure 2.4, database memory is not, by itself, a sufficient
tool for relationship marketing as it is represented by the narrow end of the continuum. In
contrast, the organisational memory, which seems to combine both database and individual
memory, leads to a broad aspect of relationship marketing. Sheth and Parvatiyar (1995b),
argued that the integrated knowledge of an organisation and the process developed for
introducing organisational learning involve a great deal of a firm’s informational resources
even though, in many cases, the knowledge held by individuals is regarded as part of a firm’s

human resources.
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Figure 2.4 illustrates how database memory at the narrow end of the continuum facilitates the
development and the maintenance of a relationship. This, according to Grover et al (1994), is
due to the relatively low cost of a database. This low cost of acquiring customer information
could enable the service providers with large numbers of customers to develop some form of
relationships. On the other hand, to apply proper relationship marketing, companies cannot

rely solely on the utilisation of databases.

Figure 2.4 A continuum of relationship marketing strategies

copyrighted image removed

Grover et al, 1994

Alternatively, at the other end of the continuum the broad form of relationship marketing is
said to be expensive to acquire and implement. Mechanisms that measure the practicality of
the relationship for a company are not easily achievable. The middle section of the

continuum is characterised by the relationship memory of individuals within a company.
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Accordingly, it can be inferred that the broad approach to relationship marketing can provide
organisations with a flexibility advantage. This enables them to utilise their resources
effectively to meet the needs and wants of any particular customer. However, the decision to
adopt either a narrow or broad approach to relationship marketing has to be based on the

organisation’s circumstances, in terms of cost and profit analysis and the resources available.

2.8.3 Part-time marketers

Gummesson (1994) introduced three important aspects to relationship marketing. He
suggested that relationship marketing is based on relationships, interactions and networks.
He emphasised the two-way communication approach (interaction) and the integrated nature
of relationship marketing (network). This approach differs in philosophy from the traditional
marketing with its basic 4Ps. The relationship approach to marketing is based on the
identification of customers’ needs, interaction, commitment and trust. It is a more market-
oriented philosophy that depends a great deal on part-time marketers all over the company
than a product-oriented approach that depends on a division of labour. Unlike product-
oriented marketing, a resource-oriented approach that is viewed in terms of relationship
marketing does not restrict the job to a department of specialist marketers (Hunt & Morgan,
1999). Marketingw in this case is the responsibility of everyone in the organisation in addition
to the centralised marketing department, everyone else acts like a ‘part time marketer’
(Bowen and Schneider, 1988). Customers are dealt with on a personal and individualised
basis, they are no longer anonymous individuals or organisations. Gummesson (1990) argued
that, full-time marketers may only handle limited marketing functions as it is difficult for
them to be at the right place at the right time with the right customer contacts. Part-time
marketers usually exert a positive influence on a customer. They can stimulate a customer’s

satisfaction and enhance their quality perception. They also have an impact on a customer’s
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future buying and recommending attitude. According to Gronroos (1999), marketing has
become a task of all departments in the organisation and is no longer a task of marketing

specialists.

However, it is difficult for marketing specialists to influence people outside the marketing
department and to design jobs for them in order to act like part-time marketers. Furthermore,
marketing specialists cannot take responsibility for the performance and attitude of the part-
time marketers and their impact on customers. Therefore, Gronroos (1999) suggested that
marketing specialists should act as ‘internal consultants’ to top managers and an internal
marketing process should be created so that part-time marketers can understand and learn

their marketing duties to act in a customer-orientated way.

2.8.4 The integration between the seller and the buyer

It can be argued that some of the theories of relationship marketing stressed the situational
and content perspective by emphasising the integration between the seller and the buyer. For
example, McKenna (1991) viewed relationship marketing as an attempt to integrate the
customer into the organisation. Similarly, Sheth & Parvatiyar (1992) asserted that
relationship marketing is an approach that integrates customers, suppliers and otht;r partners

into the developmental and marketing activities of an organisation.

Hunt and Morgan (1999) argued that a firm should be engaged in relationships only when
relationship marketing is in harmony with the firm’s marketing strategy. Furthermore,
relationship marketing should be adopted only if it contributes to the firm’s competitive
advantage. They based the success of relationship marketing upon the sustainability of
competitive advantage that a firm can achieve. Current arguments for the economic rationale

of relationship marketing indicated that buyers-sellers’ relationships prove more profitable in
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the long-term interactions. This is due to the fact that process modification and technological
adaptation in case of suppliers’ changes are less cost-effective (Hakansson, 1982).
Furthermore, high risk and complexity are two factors associated with service relationships

that stimulate ongoing commitment (Lovelock, 1983).

Czepiel (1990) argued that relationships between organisations and individual customers
could suffer from some form of conceptual issues’ difficulties that evolve around
organisations’ identities and the ability of an individual to possess a relationship with a
certain organisation. This is due to two main problems addressed by Czepiel (1990): first, the
fact that organisations are abstract identities which seem out of reach for individuals to relate
to, and second, relationships may be perceived as asymmetrical by individuals who
subconsciously think they do not exist. It can be suggested that organisations identify their
resources, in terms of what can be offered to customers, how relationships are to be managed

and employ an approach to analyse relationships.

Some authors introduced an organisational process such as Kotler (1992), who argued that
relationship marketing focuses on market and customer analysis which should both take place
before, during and after the sale. A relevant view was presented by Grover et al. (1994), they
believe that it is essential for an organisation to pursue an organisational process perspective

that complements the situational and content approach.

Finally, It can be said that in a relational approach to marketing, organisations must recognise
the issues encountered in the development of long-term relationships with their exchange
partners. Exchange partners may not only be the organisation’s end customers but also
intermediaries, buyers, influencers, employees, suppliers, competition, non-profit

organisations, governmental bodies and the company’s own divisions. However, issues such
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as resource- dependence theory affect organisations engaged in relationships (Hunt &
Morgan, 1999). This theory holds that firms are reluctant to enter relationships as they regard
relationships as liabilities. They also fear a loss of power in decision making as a result of

being resource-dependent on other parties.

2.9 Conclusion

This chapter traced the evolution of relationship marketing. It was evident that a relational
orientation to marketing existed in pre-industrial society as a trading interaction between
producers and consumers encouraging co-operation, accountability, reliance and trust. A
transaction orientation of marketing prevailed during industrialisation as a result of mass
production that led to an oversupply of products and encouraged the use of the middlemen.
The re-appearance of the relational approach to marketing is essentially caused by the return
of direct producer to consumer marketing, which called for a change in the paradigm of
marketing theory. The exchange paradigm was regarded insufficient in rationalising the
growing trend for the interaction between producers and consumers. A relational approach to

marketing is based on value creation rather than value distribution.

This chapter illustrated the important issues in applying a relational approach to marketing,
incorporating some of the industrial examples. To conclude, due to the continuously high-
competition between hotel organisations resulting in undifferentiated products, advanced and
new managerial techniques should be developed in order for organisations to penetrate the
market and gain higher market share. Despite the obvious potential of relationship marketing
and its widespread popularity, it is still at an ambiguous theoretical development and
empirical phase. Its economic and organisational issues remain to be clearly addressed. Key
dimensions of relationship marketing and the activities involved in applying it are discussed

in the next chapter.
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3 Chapter Three: Implementing Relationship Marketing

3.1 Introduction

This chapter looks at the activities involved in implementing a relationship marketing
strategy. It discusses the key dimensions of relationship marketing. It emphasises the
analysis of customer relationships and refers to customer’s profitability and lifetime value. It

also puts forward some industrial examples of applying a relational approach to marketing.

3.2 Key dimensions of relationship marketing

3.2.1 Market segmentation
The application of relationship marketing is associated with some major strategies. Market
segmentation is a pre-condition for relationship marketing, as for any other type of marketing,

as customer relationships are costly.

The transaction orientation of marketing in the industrial era was associated with marketers’
interest in the sale and promotion of goods. This was heightened during the Great Depression
of 1929. Marketers were faced with the pressure of finding and persuading customers to buy
their products (Peterson, 1962). The benefit of repeat business by customers was critical
during the latter period of the industrial era. Due to mass production and oversupply of
products it was necessary to cultivate brand loyalty. In order to foster a brand image, brand
differentiation and effective advertising, certain marketing techniques emerged. For example,
the development of market segmentation and targeting became important tools for planning
marketing (Sheth and Parvatiyar, 1995b). As competition intensified, marketers realised the
advantage of focusing on specific groups of customers to whom they could direct their

marketing programmes to help differentiate themselves from their competitors.
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Up until the second half of the 1980s, market segmentation had to depend on the provision of
geo-demographic data. Currently, market segmentation tends to rely on a wide choice of
segmentation models based on both census and behaviouristic criteria. There is much
additional benefit to be gained from using behaviouristic data based at an individual level to
achieve a higher level of detailed knowledge about customers (Kotler, Bowen and Makens,

1996).

According to Gordon (1998), marketers need to acknowledge that market segments no longer
exist in the way they learned. This is because buyers have increasingly become hard to
classify using demographic, psychographic, attitudinal or lifestyle models. Gordon (1998)
added that buyers seemed to do unusual things. Some cutback or postpone spending money
in particular areas and then buy intensely in others. A number of consumers, in a historically
defined segment, are more receptive to media than others and some are more price conscious
whilst others are more sensitive to service. However, a categorisation based on actual buyer
behaviour could be more meaningful. In other words, it is about what people or businesses
buy rather than the fundamental motives of that behaviour. Thus, there are no market
segments, only individual customers. Even as business-to-business marketers have long
acknowledged the importance of relationships associated with the purchase decision,

consumer marketers have paid more attention to segment-based marketing principles.

Gordon (1998) stated that the traditional market segmentation paradigm required grouping of
customers with similar needs into segments to ensure that customers would benefit by
receiving more suitable goods and services than they would if in a single mass market. When
viewing any market, the idea of a single market for a. particular service or product appears to

be of limited utilisation. All markets consist of market segments, even for standardised
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services or products. Companies are increasingly attempting to differentiate their offers to

appeal to different market segments (Christopher et al, 1991).

Market segmentation was the subject of interest for both authors and practitioners in the
1980s. However, in some practices it has been mistaken for product segmentation or
branding. A distinction made by Sheth (1977) and Sampson (1992) attributed the term
“segmentation” to the grouping of people and the term “typology” to that of items such as
product, brands, etc. Busch and Houston (1985) considered market segmentation as the
mechanism employed by organisations to adapt their marketing strategies to match the unique
characteristics of different customer groups. Christopher et al (1991) described market
segmentation as a process used to break down the market into a ‘series of sub-markets’. They
suggested that the approach to market segmentation is based on the identification of
segmentation criteria, the allocation of market segments and finally the provision of an

appropriate level of service.

Hansman and Schutjens (1993) argued that the main purpose of segmentation is to create a
marketing strategy that effectively identifies consumer groups that are homogeneous with
common purchasing patterns. They added that due to the dynamics of supply and demand for
consumer products, the need to update the classification of market segmentation is essential.
Furthermore, in some businesses a lot of effort has been devoted to identifying new target

markets based on cross-sectional analysis.

Research from the Harvard Business School outlined a number of areas affected by the
electronic revolution. Among these areas lies market segmentation (Storbacka, 1997). It
might be appropriate for a company to adopt a relationship marketing strategy towards some

of its customers but this strategy has to be pursued in a variety of ways relative to the
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identified needs of specific customers. Thus a market segmentation approach to relationship
marketing should be undertaken in order to identify actual and potential profitable customers.
The resources the company believes it should allocate to the relationship are subject to its
estimate of the value of each customer’s likely business. Accordingly, its policy towards
other customers is based on the recognitibn that they are not highly interested in a

relationship or they are of less value to the company.

Furthermore, according to Gordon (1998), relationship marketing as a strategy should

consider the following:

1. Identify the customer mix and the level of resources to be dedicated to each customer.
Customers’ profiles should be identified in terms of which customers the company will
reward, invest in, fire or discipline.

2. Acquire customer-specific objectives and strategies that are unique to each customer.

3. Develop and implement integrated strategic capabilities in order to guarantee that

customer-specific objectives are effectively achieved.

This approach not only emphasised the identification of the customer mix but also the
identification of the resources level that could be committed to each customer. It supported
the notion of one-to-one marketing by suggesting the close investiéation of each customer’s
profile in order to determine which customers are relationship-worthy. Furthermore, it calls
for designing customer-specific objectives that are exclusive to each customer according to

their different relationship status.
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3.2.2 Additional models of segmentation

From the literature, it was apparent that market segmentation and relationship marketing
should be two integrated approaches. Additional models of segmentation such as loyalty,
profitability and lifetime value are of great importance when relationship marketing is

concerned.

Loyalty segmentation, according to Christopher et al (1991), is concerned with the
classification of customers into groups of very loyal, moderately loyal, loyal and non-loyal.

Each could then be investigated in respect of other common characteristics.

In order to group customers according to their product loyalty, it is necessary to consider such
criteria as ‘user status’ and ‘usage rate’. Kotler, Bowen and Makens (1996) broke down user
status into five categories: non-users of a product, former users, potential users, first-time
users and regular users. They argued that two different marketing approaches are required to
be directed to potential users and regular users. Light-users, medium-users and heavy users

are categories used to identify usage rate. This is shown in Figure 3.1.

Loyalty concepts are seen to be particularly important to the hotel industry. This is due to the
industry being highly competitive, with little product differentiation and to the saturation in

market segments. Product differentiation, according to Payne and Frow (1999) is one way for
companies to differentiate their offer. However, in the increasingly competitive environment,

product features are frequently and rapidly copied.
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Figure 3.1 User status and usage rate categories

copyrighted image removed

Adapted from Kotler, Bowen and Makens (1996).

Consequently, many companies are redirecting their emphasis to customer service as a means
of gaining competitive advantage. Stone and Woodcock (1995) emphasised the monitoring
of customer loyalty to gauge the impact of applying the concept. They suggested using
customers’ feed back to evaluate the company’s benefit gained from the implementation of

relationship marketing.

In an attempt to develop the concept of relationship marketing and segmentation, a model that
divides customers according to their usage rate, frequency, loyalty and life-time value was
developed by Osman, Bowie and Hemmington (1998). The aim of the model (Figure 3.2)
was to explore the possibility of taking market segmentation as an approach to relationship

marketing in the hotel industry. It was thought that combining the previously mentioned
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variables could help to identify customers’ profiles in terms of their value to a company. In
other words, knowing customers’ usage volumes and usage patterns as well as how loyal and
valuable (throughout their years of consumption) they have been, could provide useful
information to companies upon which a relational or a transactional approach to marketing

could be directed to customers.

This model is based on four variables: 1 volume, 2 frequency, 3 loyalty and 4 lifetime value.
The first variable is the volume of usage i.e. light users, medium users and heavy users. The
second variable is the frequency of use i.e. infrequent, occasional and frequent. Since each of
these segments can include infrequent, occasional or frequent users it is not unusual to cater

for a meeting planner with high volume purchases on an infrequent basis.

The second variable is developed to help gauge the frequency of each of the previously
segmented users. It was seen to be useful to identify how frequently each segment uses the
organisation to help examine loyalty and lifetime value and then to decide whether a
relational or a transactional approach is appropriate. Hallberg (1995) argued that brand
profitability is the outcome of the profitability of all customers whether they buy or not. In
other words, some customers can account for a loss despite the fact they do buy the brand.
The reason is that marketing and other cost-to-serve expenses are higher than the profit
margin. These customers can be presented in the model by infrequent, light or medium users
with low loyalty-low value (like a conference attendant who stays in a hotel for a short period
of time and might not return back to the same place once the event is through) or occasional,
light or medium users with high loyalty-low value (like a customer who visits the health club

in a hotel and uses the bar or restaurant every once in a while).
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Loyalty and life- time value are the third and fourth variables in the model. It is clear that
high loyalty-high value is the most profitable segment and therefore where a relational
approach should be directed. In addition, low loyalty-low value is a segment with low
lifetime value to which a transactional approach is seen to be appropriate on the margins
available. Low loyalty-high value and high loyalty-low value are the two segments where a

hotel company could be unclear about whether to build long-term relationships.

One might argue that applying a relational approach with a heavy user, infrequent meeting
buyer (the first example) could develop loyalty and might encourage cross selling, and
therefore increase profitability. On the other hand, an infrequent customer who might buy
once in three years could be the focus of wasted marketing efforts. In this case a transactional
approach would be more appropriate. According to Gronroos (1997), it is important to
examine whether a customer is more profitable and therefore suitable for a firm to develop a
relational strategy with, or whether the customer is less profitable and so a transactional

approach should be developed.

As stated before, low loyalty-high value and high loyalty-low value represent two uncertain
market segments. A low loyalty-high value customer could be a prospective loyal cﬁstomer
with whom a relationship effort and resources are worth spending, while high loyalty-low
value market segment could place financial strains on the company if a relational approach is
directed to them. It is up to the hotel company to foresee the potentiality of each of these two

segments in accordance with their organisational objectives.
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Figure 3.2 Segmentation model based on usage, frequency and loyalty and lifetime value
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3.2.3 The interaction approach

In an attempt to explain the relationship between suppliers and consumers in a business-to-
business context, the IMP group of researchers introduced the Interaction Approach model.
The model is based on a study of relationships between companies engaged in the sale and
purchase of industrial products (Yorke, 1-990). The IMP group, with some twelve researchers
from Italy, Germany, Sweden, France and the UK, carried out research which significantly
contributed to the literature on industrial marketing. The IMP group tends to adopt a strong
qualitatively driven approach. Ford (1990) argued that their work depends more on listening
to managers and developing ideas than assembling quantitative analysis derived from
questionnaires. The IMP approach equally emphasised the characteristics of both the buyer
and the seller and is particularly worth noting as some of the more dominant models of buyer
behaviour concentrated on the buyers’ side of the transaction. According to Ford (1990), the
IMP group emphasised the importance of understanding both the buyer’s and the seller’s

perspectives and of developing appropriate managerial actions for specific relationships.

The IMP group introduced the interaction approach to industrial marketing literature, It is
based on a number of factors built on results from empirical studies which have proved
significant in industrial markets. These factors are firstly that both buyer and seller are active
participants in the market. Each party searches for a suitable buyer or seller, develops
specifications of requirements or offerings and monitors the transaction process. Secondly,
the buyer-seller relationship is close, long term, and comprises a complex set of interactions
between and within each organisation. In this case the main aim is to maintain the
relationship rather than to perform a straightforward sale or purchase. Thirdly, the buyer-
seller relationship becomes institutionalised into a set of tasks or duties that each party
expects the other to execute. As a result, organisations require considerable adaptations in

their operations in order to maintain a long-term relationship with the other party. However, a
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relationship can involve both discord as well as co-operation. Fourthly, close relationships
are characterised by the continuous supply of the raw material or components. Nevertheless,
it was asserted that previous purchases are also significant to consider (Christopher et al.

1995).

According to Hakansson (1982), the Interaction Approach challenged the following:

1. The philosophy of the traditional marketing mix which suggests an active seller and a
passive buyer.

2. The discrete nature of buying behaviour theory.

3. The changing nature of the relationship between supplier and customer.

4. The independent notions of the study of selling and buying.

The IMP model focused on the maintenance and development of relationships based on the
activities of both parties, taking into account the changing nature of external forces incurred
over a period of time. It therefore conforms to the need to practice a relationship marketing
approach on the part of the suppliers. Furthermore, it emphasised the role of the consumer in
engaging in the relationship. In addition, it stressed the significance of the atmosphere

surrounding the development and maintenance of the relationship.

In an attempt to develop a relationship marketing guideline for companies, Kotler, Bowen
and Makens (1999) introduced the main steps to introduce a relationship marketing program
to a company. Their model stressed relationship management as the key to build customer
relationships with the ‘largest’ or ‘best customers’. It is about converting the company’s
current sales people into, or replacing them by, relationship experts. This can be achieved
through training in relationship management. Each relationship manager would be

responsible for a key customer or a few relationships. Job descriptions for relationship
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managers should also be developed in order to clarify the objectives, responsibilities and
evaluation measures of relationships. Annual and long-range customer relationship plans are
to be developed by each relationship manager. These plans should involve goals, strategies,
actions and resources. Finally, an overall manager should be appointed to monitor
relationship managers, advance job descriptions and develop evaluation criteria in order to

raise relationship manager effectiveness.

3.2.4 Value creation

Buttle (2000) introduced the Customer Relationship Management (CRM) value chain model
suggesting that an organisation should build long-term, mutually beneficial relationships with
its ‘strategically-significant’ customers. He argued that not all customers are strategically
significant, as it could be too expensive to acquire some customers and meet their needs and
wants. Buttle (2000) categorised strategically significant customers into four groups:

1. ‘High lifetime value customers’: ideal to receive customer retention efforts.

2. ‘Benchmarks’: customers who are copied by other customers.

3. ‘Inspirations’: customers who stimulate change in the supplying company that could lead
to the introduction of new products, enhance quality or cut costs. This group of
customers is seen to have a low potential lifetime value as they are regarded as the most
demanding of customers.

4, ‘Cost magnet’: customers who absorb an excessively high proportion of fixed cost.

Removing them could result in other smaller customers becoming profitable.

The CRM value chain model is based on two main components: primary stages and
supporting conditions. The primary stages consist of five steps: customer portfolio analysis,

customer intimacy, network development, value proposition development and managing the
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relationship. Customer portfolio analysis aims to identify customers to whom specific value
propositions will be directed. This is based on the notion that not all customers have the same
value. Customers are analysed and sorted by their profit potential as opposed to volume. The
customer intimacy stage is concerned with knowing and understanding selected customer
segments or individual customers and creating a database system to be available to all
members of the organisation whose activities influence customers’ behaviour or attitude. The
challenge here is to utilise the data acquired on customers to better understand the different
aspects of their behaviour towards the company. The network-developing step is concerned
with interacting and linking with employees, suppliers, partners and investors. For customer
relationship management to succeed, it is important that companies invest in people,
processes and technology on long-term basis. The network developed between the above
members will lead to the delivery of the chosen value to the selected customers. The value
proposition step involves the creation of value for both the customer and company. The final
step is to manage the customer relationship. This process requires businesses to re-invent
structures and processes in order to successfully implement customer relationship
management with their strategically significant customers. Therefore, instead of a
hierarchical structure and product managers, companies should commit to a flatter structure

with empowered front lines and customer or market managers.

As stated by Buttle (2000: 3) ‘it is clear that CRM solutions cannot be transplanted into any
organisation in the absolute certainty that the business will flourish’, supporting conditions
are suggested necessary in order for success to happen. Supporting conditions encompass a
supportive culture and leadership, a procurement process, human resources management

processes, information technology management processes and an organisation’s design.
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This model provides a comprehensive approach to implementing customer relationship
management. It encompasses the most essential components of relationship marketing such
as getting to know the customer, developing networks, delivering chosen value to selected
customers and managing the relationship. It places emphasis on the need for supporting
conditions such as organisational culture, people management, information technology and
organisation design in order for profitable, long-term customer relationships to be developed
and maintained. Unlike other models, the value chain model combines what constitutes
relationship marketing (presented in the primary stages) with what it is important for a
company to have, develop or change in its environment in order to support the development

of the relationship (presented in the supporting conditions).

3.2.5 Interdepartmental relationships

Network development, with customers, employees, suppliers and partners is a primary stage
introduced in the CRM value chain model. Network development with employees is of
particular significance to this study as it attempts to investigate the interactions between
customers and staff members in the hotel industry. Cross-unit working relationships are seen
to be essential to the efficient execution of relationship marketing strategy (Hutt and Speh
1995). Kotler (1992) asserts that, the development of interpersonal relationship networks is
critical to the managerial ability to form a strategic course and that the quality of these
relationships is a major determinant of managerial efféctiveness. Kanter (1989) emphasised
that the ability of managers to achieve organisational objectives depends more on the number
of networks in which they are involved than on their position in the hierarchy.

Organisational processes derive from a set of historical interactions that have been established

and developed and these interactions lead to recurring sets of behaviour (Hutt, 1995). As a
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result, a further dimension of structure emerges, becomes a part of the organisation and
amends the boundaries within which the organisation’s strategy decisions are made.

In order to discuss interdepartmental working relationships, operational barriers have to be
considered. Turf barriers (Ashforth and Lee, 1990), interpretative barriers (Dougherty 1992),
and communication barriers (Zenger and Lawrence, 1989) are three types of operational

barriers seen to be important in shaping interdepartmental relationships:

o Turf barriers, also referred to as functional territory (Hutt, 1995). They represent an area

of authority or expertise, specific task or particular access to resources.

o Interpretative barriers shape departments as identities of different ‘thought worlds’
(Dougherty, 1992). Each deals with different sides of a problem and develops a different
perception of the total. Furthermore, these different ‘thought worlds’ may introduce a

potential for conflict, political manoeuvring and defensive behaviour across departments.

e Communication barriers are reflected when staff members fail to interpret, understand or
respond to information or a coded language develops across the units. Those members who
are not familiar with the coding scheme are likely to distort or misinterpret information and

have difficulty communicating with other departmental members.

An essential challenge for a marketing manager is to reduce interdepartmental conflicts in
applying a relationship marketing strategy while encouraging common appreciation of
interdependencies. However, Hutt (1995) argued that, although creating a complex network
of contacts and developing a unity between supporters beyond their functional unit is an
essential task of marketing managers, limited attention has been paid to the nature of these

internal working relationships.
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The nature of a marketing unit’s relationship with another unit is controlled by: the degree to
which the units exchange information and resources; the frequency of communication
between members in both units; the extent to which standard operating procedures are used to
regulate cross-unit relationships; and the degree of difficulty in cross-unit communication
(Van de Ven and Ferry, 1980; Ruekert and Walker, 1979). Defined strategies and stable
organisational routines allow marketing managers to develop working relationship networks
with managers and executives of other functional areas at different levels of the
organisational hierarchy. Some of these relationships are close and intense while others are

temporary and less enduring.

Therefore, the established order of working relationships is constantly changing (Hutt, 1995).
According to Gabarro (1987) and Altman and Taylor (1973), working relationships are
characterised by openness, trust and self-disclosure through role expectation and task-specific

competence.

Interdepartmental relationships can develop across certain stages (Hutt, 1995). These stages

are shown in Figure 3.3.
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Figure 3.3 Interdepartmental relationships

Orientation stage
An initial stage for managers to establish
a preliminary strategy for future interactions
and communication.

|

Exploration stage
Finding out about the important assumptions
and expectations. Assessing the strengths
and limitations of the other units.

|

Negotiation stage
Negotiation of expectations across units,
identifying unresolved differences between
parties, confronting and resolving important
differences by mutual accommodation.

Stabilisation stage
More defined interpersonal contract.
Formation process.

Adapted from Hutt, 1995

However, despite the amount of research carried out into the development of cross-unit
relationships (e.g. Kotler, 1992; Kanter, 1989; Hutt, 1995) the relationship formation process
still needs to be researched. This includes research into: the role that communication, trust
and influence play in this process; conflict diffusion strategies at various stages of a
relationship; and the effect of different organisational designs on the evolution of a

relationship.
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3.2.6 Trust and commitment

In their study of relationship marketing that highlighted customer loyalty, Bowen and
Shoemaker (1998) introduced the Model of Service Relationship (MSR). Unlike other
models, MSR focused on business-to-business relationships. This model examines the
relationship between a service company énd its end user. It takes trust and commitment as
two essential components to relationship marketing. Bowen and Shoemaker (1998) defined
commitment as the ‘belief’ that both parties share in that they are willing to maintain the
relationship. They implied that committed partners are ready to offer short-term sacrifices in
order to achieve long-term benefits. According to Gundlach et al. (1995: 78), commitment is

¢ an implicit or explicit pledge of relational continuity between exchange partners’.

Bowen and Shoemaker (1998) viewed commitment as reliant on trust. They argued that trust
is essential to commitment and to the maintenance of long-term relationships. Trust has been
defined according to Moorman et. al (1992) as the likelihood of one party to rely on the other.
Morgan and Hunt (1994) asserted that trust is a key element in developing long-term
customer relationships. They suggested that marketers should endeavour to preserve existing
relationships, resist short-term temptations and presume that their relationships with their
partners are not based on opportunistic behaviour. Gilpin (1995) added that trust involves all
elements of the marketing and operational functions in order to guarantee that the rate
negotiated with the customer is the best available. It involves understanding customer needs,
being able to fulfil those needs and finally a readiness to help. Furthermore, Sullivan and
Peterson (1982: 30) provided a useful perspective on how trust works between partners.

They stated that, ‘when the parties have trust in one another then there will be ways by which

the two parties can work out difficulties such as power conflict, low profitability, and so

forth.’
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In this model, Bowen and Shoemaker (1998) depicted their views about how natural
opportunistic behaviour and reactive opportunistic behaviour can negatively affect trust. The
former can be explained as the opportunity of one partner to seek an advantage over the other,
while the latter can be a result of lack of commitment. They proposed that partners involved
in a relationship should control their opportunistic behaviour and suppress the need for a

single-sided advantage. Rather they should move towards a mutual-interest approach.

On the other hand, the model indicated that benefits, fair costs, switching costs and
understood values and goals relate to commitment. Thus, commitment leads to product use
and voluntary partnership that in turn leads to maintaining the relationship. Bowen and
Shoemaker (1998) concluded that benefits offered to customers, such as upgrades and
frequency points were found to be the first essential element of customer loyalty, while trust
comes second. They argued that the reliability measures of trust are important, as they are

difficult to duplicate by competitors.

This model clearly identified the most important features required to build up customer
loyalty. It incorporated commitment and trust as two integrated issues that complement each
other in the development 6f loyalty. It introduced reactive opportunistic behaviour, natural
opportunistic behaviour and uncertainty as factors that could inhibit loyalty. However,
having mentioned the behavioural inputs of loyalty, concern should equally be mentioned
(Buttle, 1996). A concern to meet or exceed customer expectations and produce satisfaction
or delight is an important input of any relationship marketing policy. Gilpin (1995) provided
an example for concern played by one of the hospitality industry’s leading chains, Marriott
Corporation. They have a global Central Reservation System (CRS). After having realised
that their customers preferred the personal interaction at their chosen hotel, a personalised

CRS was created to handle customers’ reservations and queries. In addition, dialogue is seen
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by Peppers and Rogers (1995) as an equally important component to commitment and trust.
They regard dialogue as an interactive behaviour that allows marketers to generate customer

knowledge and develop means of meeting their expectations.

3.3 Practice in industry

Progressive companies in all service sectors that face heterogeneous competitive markets
now adopt some form of relationship marketing. They have realised the fact that it is more
profitable to retain loyal customers than to spend more marketing efforts trying to attract new
customers or generally restrain customers’ turnover. Examples of some leading companies
who have previously launched some form of relationship marketing are as follows (Buttle,
1996): British Airways’ Executive Club has witnessed an enormous growth from 100,000 to
1.3 million members in two years since launch; a customer’s flying history, preferred seat and

whether he/she is smoker or not is obtained from database system that is linked to the card.

Applying relationship marketing, Renault UK market share increased by 2% from 1988 -
when the concept was first applied - to 1992. Techniques used by Renault ranged from
sending “thank you” notes to providing special services and offers. Furthermore, by using
direct mail with special offers, on a regular basis to young mothers, Néstle’s baby-food
demonstrated belief in relationship marketing and the company’s market share grew from

20% in 1985 to 40% in 1992.

Due to the application of discounted airline fares and intensive promotional -campaign
strategies in the 1990s, airlines suffered competition that created a threat to their profitability
and market share. Some airline companies realised that in order for them to overcome these

problems a relational approach to marketing should be pursued. This approach focused on
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customer satisfaction, customer loyalty and retention and long-term relationships to lead to

increased sales and profits.

Evidence from the literature pointed out that relationship marketing is perceived to be
associated with the provision of frequent guest or loyalty programmes (Rivers et al 1991;
McCleary and Weaver 1992). Such programmes were seen beneficial to companies’
operations management in that they provided them with information on their individual
customers and their product consumption. However, Gilpin (1995) argued that this
misinterpretation of relationship marketing calls for a more behavioural and integrated

managerial approach to facilitate the implementation of change.

FEPs (Frequent-Flyer Programmes) were applied to reward loyal customers for their usage of
new routes or for flying in off-peak periods with free air miles. Air mileage redeemed can be
used to subsidise the cost of future travel. FFPs were first introduced by US carriers. The
American Airlines Advantage programme was launched in May 1981 and became the
industry standard frequent flyer programme. Ten years later FFPs were adopted by non-US
airlines and British Airways launched Latitudes in April 1991, due to increasing competition

(Gilbert, 1996).

However, it was argued that airline businesses encountered difficulties associated with the
application of relationship marketing. Among these difficulties was the inability of some
airlines to take into account unredeemed air mileage and a failure to convert this into
potential new business, the scarcity of competitive advantages due to increased competition

and the negligence of third parties to follow industrial guidelines (Gilbert, 1996).
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Furthermore, FFPs are posing a probable threat to airlines, particularly those with large
capacities. The rise of competition forces companies to increase such schemes which can
dramatically affect profitability. It is argued that in a situation of increased redemption of air
miles that companies will face high risks in profit margins. The emphasis now is placed on
other techniques of relationship marketing such as the provision of personalised services,
service improvement, customer-communication and the assessment of customer lifetime
value in order to track their history. One of the relationship marketing approaches applied by
airlines is market segmentation. This is vital due to the diversity of the airline markets, as

each market segment needs different promotional tools.

Banks spend a lot of money to attract new-student accounts. These types of accounts do not
contribute profit on a short-run basis, but in the long-run the increasing levels of income,
higher balances, lending services and insurance commissions will result in profitability
(Murphy, 1996). The cost of customer research, advertising, promotion, sales, staff, time
incentives, account opening and administrative costs are seen to be irredeemable within the
first six years of the relationship with a customer. Relationship marketing in retail banking,
according to Murphy (1996), focuses on changes in organisational culture and capabilities,
understanding customers’ individual preferences, expectations and changing needs and
viewing customers as people with many interests rather than as mere users. The financial
institutions’ approaches to apply relationship marketing emphasises customers’ lifetime
value, two-way customer communication and personalised, individualised customer-
interaction. Market segmentation and service quality are also vital points in retail banking

practices of relationship marketing.
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Morgan and Hunt (1994), looked at relationship marketing from a different perspective.

They referred to the fact that relationships may not, in some cases, involve customers. In the
strategic network competition, such as in the strategic alliance between IBM and Apple, they
are resource-exchange partners without an identified buyer or seller. In this case, the concept
of relationship marketing has extended to involve all types of relational exchange.

Gummesson (1999: 3-4) provides some examples of industrial situations where relationships

are essential:

o Christer, who runs the highly admired and locally well appreciated Ulla Winbladh Inn,
Stockholm, Sweden, lives in his apartment above the restaurant and so is always present.
He ensures everything runs efficiently by keeping a close watch on employees and guests.
He has developed good relationships with the customers he knows well. “You must like

your guests, if you don’t, the job is impossible’ he says.

e Motorola, Ford, and Procter & Gamble have set an example for companies trying to
develop a closer link with a limited number of suppliers. In the 1990s, Motorola cut down
the number of suppliers by 70 per cent, Ford by 45 per cent. The world’s largest
packaged consumer goods producer, Procter & Gamble has joined with Wal-Mart, the
world’s largest retailer. Together they have developed an information system that co-

ordinates online the production and delivery of goods with the sales in stores.

Morgan and Hunt (1994), identified the approach taken by some industries to incorporate
relationship marketing in their competitive strategies. The example given was Ford in the
auto industry. Engaging in ongoing relationships with a small network of suppliers, Ford

realised that resources could be efficiently acquired. Buying equipment through several,
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short-term transactions or producing them in house was no longer needed (Taylor, 1994).
Gradually, Ford adopted an integral approach to combine the raw material division, parts
division, advertising department, assembly division and company dealership into its structure.
By 1980, the world recognised Ford as one of the most highly integrated companies in the

auto industry. Through integration, the company gained the following advantages:

¢ Reduction of transaction costs by not having to deal with independent suppliers and
elimination of the risk of opportunistic behaviour.

¢ Increased autonomy by having more control over resources.

o Greater co-ordination of departmental activities.

¢ Enhanced long-term production forecasts.

Similarly, manufacturers in the U.S. automobile industry realised the importance of the
relationships that their dealers establish with consumers. Such relationships lead to the
acquisition of the information resources of their manufactures enabling them to

metamorphosise (Brandweek, 1995).

Heil, Parker and Stephens (1997) emphasised a one to one approach to customer relationships
and presented an example from Nordstrom, a large department store in the US, to support
their view. At Nordstrom an individualised service is offered to individual customers. ¢ Any
department store can sell cloth but, at Nordstrom, the actual selling seems almost incidental.
Its real business is forming intimate relationships with customers’ (P. 28). The one to one
approach taken by Nordstrom influenced customers to attach a message to their car license
plate holder saying ‘I would rather be shopping at Nordstrom’ (P.29). This passionate

loyalty, inspired by the approach taken by the stores resulted in customers carrying
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advertising messages. This type of loyalty was encouraged by the behaviour of salespersons
in the stores. A salesperson doesn’t simply perform a sale, he or she acts like a relationship
manager who devotes time to know and understand each and every customer. This has
resulted in a high level of customer commitment used as a benchmark. A quote in the Los
Angeles Times by the City Council said, ‘the Los Angeles government would become the

‘Nordstrom’ of city government’ (P.29).

3.4 Analysing customers’ relationships

Based on a review of literature on analysing customers’ relationships, Gummesson (1992)
suggested two perspectives to analyse relationships: the relationship perspective and the
interaction perspective. The relationship perspective revolves around the constituents of the
relationship: how it is structured, the types, numbers and frequency of the interactions
incurring in the relationship. While the interaction perspective involves a design and
production point of view. It depends on how discrete interactions with customers are planned
and produced. Gummesson (1992) emphasised the need for understanding both perspectives
in order to understand customer relationships and that this understanding affects the
relationship’s quality, productivity and profitability. However, it can be argued that customer
interaction is an inseparable component of the relationship. Furthermore, the quality of an
interaction can have a great deal of influence on the relationship. This can be supported by
the contradiction that appeared in the way that Gummesson (1992) separated the two
perspectives, as he placed too much emphasis on the interaction process while still describing

the relationship perspective to be inseparable.

In an attempt to analyse the nature of customer relationships, three complementing views are
incorporated together to form a framework for the nature of a customer relationship. Ingene

(1984) suggested that a customer’s input to a relationship can be broken down into the time
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they dedicate to the relationship, the monetary value involved in the interaction and the

psychic effort associated with the customer’s ‘nervous energy’ given to the relationship.

Houston & Gassenheimer (1987) added that values obtained from the exchange content and
the interaction process can be viewed as the customer’s benefit out of the relationship.
Storbacka (1995) supplemented the two previous views by presenting the relationship input
and output from a firm’s perspective. He viewed the inputs in terms of the resources
available to the firm to acquire a relationship with the customer and the outputs as the
economical results and achievement of organisational objectives (customer loyalty). The

three authors’ views can be combined and depicted as shown in Figure 3.4.

Figure 3.4 illustrates the fundamentals of the customer-firm relationship. It provides the basis
for understanding the relationship structure that can help the analytical process. It suggests
that a firm utilises its resources (input) to build customer relationships to help achieve
economical and organisational objectives (output). On the other hand, the customer inputs
time, monetary value and psychic effort to the relationship in order to receive value through

the interaction process and the exchange content (output).

This approach seems consistent with that of the IMP networks as both lay emphasis on the
role of each party in the development of relationships. In other words, both approaches stress

the notion that both buyer and seller are active participants in the relationship.
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Figure 3.4 Relationship inputs and outputs: firm and customer perspectives
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——— Psychic effot ———

Value

Exchange content

Trust & commitment

Exchange act (interaction process)

Adapted from views about the nature of customer-firm relationships by Ingene 1984; Houston & Gassenheimer

1987 and Storbacka 1995.

Customer relationships can be attributed to three levels as viewed by Storbacka (1995): the

interaction level, the relationship level and the customer base level. The interaction level can

be made successful by introducing profit-generating techniques along with an effective

presentation. Such techniques are associated with the cost incurred by the interaction

delivery and distribution channels. On the relationship level, customer loyalty and

profitability are issues of great concern. Relationship quality enhancement is an ongoing
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procedure that is necessary to keep up-to-date with ever changing customer expectations.
The customer base level is described by Storbacka (1995) as the actual number of customers
with whom the company has a relationship. It deals more with the strategic aspects of a
company i.e. the allocation of resources to ensure optimum relationship delivery with regard

to individual customers’ requirements.

It is probably surprising that most organisations endeavour to identify the profitability of
products rather than that of customers. It is customers that generate profits while products
create costs (Peck et al., 1999). In an array of industries, a high correlation between customer
retention and profitability was identified by Reichheld and Sasser (1990). They asserted that
customer retention had a direct impact on profitability. In addition, a small increase in

customer retention could produce a positive effect on profitability.

Shapiro et al. (1987) addressed the issues related to customer relationship profitability in
industrial markets. He argued that, relationship profitability can be assessed by analysing the
income generated by the customer account against the cost of managing and delivering the
relationship. This approach can provide a model to be used to assess customer relationship

profitability in hospitality markets.

Therefore, it can be emphasised that analysing customer relationship profitability keeps
organisations informed of any fluctuations created by negative experiences or poor
relationship delivery. This approach reinforces the durability concept of customer
relationships in companies’ long-term strategies. Kotler (1992) argued that not every
customer is worth keeping. He added that, even a company’s ‘large customers’ could fall

into that group. This is because ‘large customers’ often require discounted services and
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products which negatively affect a company’s net yield. Hallberg (1995) considered the
Pareto analysis of sales, or 80/20 rule, suggesting that for most customér segments one-third
of the customers produce about two thirds, or more, of the sales volume. In addition, highly

profitable customers are responsible for six to ten times as much profit as the non-profitable

or low profit customers.

3.4.1 Profitable customers and life time value

Unlike the traditional view of marketing, relationship marketing is a philosophy where
companies are trying to sell an individual customer as many products and services as
possible. Peppers & Rogers (1994) argued that a single customer should not be viewed as a
single transaction but as a continuum of transactions over a period of time. Peppers & Rogers
(1994: 165) added that ‘in contrast to the return on volume experienced in mass marketing,
you can actually generate increasing marginal returns on sales to any individual customer, as
your share of that customer grows. Then, as you differentiate your best customers and begin
to concentrate more of your marketing resources on them, your average unit margins could
increase as well.” Enz, Potter and Siguaw (1999: 54) stated that ‘making more money
involves more than targeting new customer segments and offering new services.” They
argued that companies that target one or two well-defined customer segments and sustain a
narrow mix of products are expected to have lower support costs than those offering many
products to a varied customer population. Companies targeting many different groups of
customers consume more resources in order to adjust their offer to meet the different needs
and expectations of their diverse customer segments. On the other hand, companies that are
narrow focused can dedicate their support staff, equipment, and procedures to a focused set of

tasks. Furthermore, with a big range of products or services offered to a wide customer
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population, more processing and delivery errors occur which results in escalating costs and

dissatisfied customers (Enz, Potter and Siguaw, 1999).

According to Gronroos’s (1994: 355) marketing is ‘the process of identifying and
establishing, maintaining, enhancing, and when necessary terminating relationships with
customers and other stakeholders, at a profit, so that the objectives of all parties involved are
met, this is achieved by a mutual giving and fulfilment of promises.” Also, maximising a
customer’s lifetime value requires organisations to increase their share in the customer’s

profitable interactions.

As ‘not all consumers are created equal’ (Hallberg, 1995: 4) some customers will appear to
have a higher lifetime value and to be more profitable than others (Payne and Frow, 1999).
Carroll (1992) argued that profitability improvement does not necessarily result from
customer retention, as increasing retention of unprofitable customers can demolish profits.
Nonetheless, Pyne and Frow (1999) argued that unprofitable customers may eventually
become profitable. Therefore, understanding the lifetime value of different market segments
could enable organisations to concentrate on customers’ long-term profitability and profitable

customer groups.

Hallberg (1995: 8) stated that ‘marketers cannot afford to be democratic’. He argued that
customers’ ‘profit differential’ is a more important segmentation criterion than demography,
geography, lifestyle, psychographics or benefit sought. Acquiring an efficient information
system about customers makes it possible for companies to calculate a customers’ lifetime
value. This can be based on identifying each customer’s needs and wants, occasions of
purchases, frequency of purchase, and potentiality of future purchases. Gordon (1998: 92)

regarded the lifetime value of a potential customer as ‘ simply a projection of the customer’s
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expenditures minus the company’s costs of producing the product (well known) and serving
and supporting each customer (not as well known in most companies)’. However, this
approach does not clearly specify whether the customer’s expenditures have taken place in
the past, take place in the present time or are to be estimated as future spend. In other words,
the time frame in which the relationship takes place needed to be specified when customer
lifetime value is concerned. Buttle (1996) suggested a useful approach to compute
customers’ lifetime value. He specified that an attempt to calculate a customer’s lifetime

value should be based on the following data:

‘Cost of winning the customer; periodic cost of retaining the customer; gross margin earned
from the first, second, third, fourth ... nth sale to the customer; probabilities that the customer
will buy a second, third, fourth ... nth time; required rate of return for the company (in order
to compute net present value); and numbers of purchases made by the customer from the
company’ (P. 6). He added that this data can be used as benchmarking data which could be
helpful in assessing the effect of customer retention strategy. Furthermore, this data can be

used to calculate the lifetime value of individual customers as well as segments of customers.

Gordon (1998: 45) stated that ‘not all customers merit consideration by the firm.
Management is advised to assess which among the firm’s current customer base merits a
continued relationship and then size and align the business in accordance with the mix of
customers on which the firm has chosen to focus.” He suggested that a number of factors
should be considered in this assessment: the profitability of customers in terms of the costs to
serve and the costs to sell and their profitability by product or product line; the historical,
current and anticipated share of the customer’s total spend; the evaluation of competitive

value produced by customer relationships; customer retention measures; and customers’
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contribution to the firm’s strategic value e.g. offering the company new ideas, helping to

position it for growth, improving the firm’s image and reputation and managing costs.

Peck et al. (1999) suggested that a relational approach to marketing should be confined to
customers with the highest profit potential who require customised services (the top right-
hand quadrant, Figure 3.5). In conrast, low cost, transactional marketing strategies are best
directed to customers with low profit potential and less customisation needs (the bottom left-

hand quadrant, Figure 3.5).

Figure 3.5. What sort of relationship is appropriate?

copyrighted image removed

Peck et al. 1999

Those customers who are high in actual or potential profit but for whom there are few
opportunities to offering a tailored service (the bottom right hand quadrant, Figure 3.5) are
suggested to present a potential loyal market segment if offered loyalty schemes or reward
programmes. The customers in the top left-hand quadrant of Figure 3.5 are seen as less
profitable users for whom a high level of tailored products or services is not well justified.

Ways to increase these customers’ profitability could be sought.
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The matrix shown in Figure 3.5 suggests that there are different approaches to marketing to
be taken for the different types of customers. It is appropriate to categorise customers
according to their actual or potential profitability in order to decide whether or not a
tailored/customised service offer should be developed. According to Payne & Frow (1999),
marketing measurement systems are required to enable organisations to analyse their
customer base, establish the profit potential within each customer group and then to develop
customer service strategies. These strategies aim to retain the most profitable market
segments. Identifying the potential profitability is considered to be a key process.
Comparing increases of segment profit during a time period of interest can achieve this. Five

or ten years are suggested as the possible time periods to measure ‘the net present value of the

future profit flows of the segment’ (P.797).

3.5 Brand loyalty

Branding complements a product or a service with a distinctive identity. Seaton and Bennett
(1996: 127) stated that ‘branding does, at the level of the product, what corporate identity
does at the level of the firm.” He added that branding has evolved in the field of packaged
products through naming, packaging, trade marking, product design and promotion. As was
the case with Beechams’ pills, Cadbury’s chocolate and Eno’s salt, the early practitioners of
branding, creating a brand resulted in a consistent image about a product in customers’ minds.
A successful brand, according to Hallberg (1995), is the one that through a small group of
highly profitable customers has the highest market share. Accordingly, the brand leader is the
supplier to whom the largest numbers of highly profitable buyers direct a greater share of
their business. Enhancing the loyalty of those highly profitable groups of customers can only
be achieved through differentiated marketing techniques. Relationship marketing helps
companies to dedicate more loyalty-enhancing activities and designated resources to keep,

maintain and prolong lifetime value of profitable market segments. Connell (1992) stressed
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that branding helps to reduce the risk for customers resulted from the purchase of intangible
hotel services. Furthermore, branding can create differentiation and facilitate positioning in
comparative markets. It can also help hotels to maintain higher levels of repeat business

particularly for the regular user groups.

However, due to the proliferation of the number of brands in recent years and the intensity of
competition wars, it has become difficult for marketers to differentiate brands solely based on
their utilitarian characteristic (Enz, Potter and Siguaw, 1999). Accordingly, a new paradigm
of brand positioning and differentiation has been called for. Aaker (1997) introduced the
concept of brand personality. Brand personality was defined by Aaker as a set of human
characteristics or traits that customers attach to a brand. Upshaw (1995) pointed out that
brand personality provides a more vivid, complete and alive product to customers. Enz,
Potter and Siguaw (1999) emphasised that a well-established brand personality helps by
creating a higher emotional bond to the brand, sustaining customer increased preferences and
usage and enhancing customers’ trust and loyalty. Generally, brand personality is about

establishing meaningful, unique and vivid brand image in the minds of customers.

From the literature, it was concluded that the development of multiple brands in the
hospitality industry is attributed to two motives: financial and a strategic (Crawford- Welch,
1990). The financial motive requires that firms should develop a set of business groups in
order to stabilise their income channels. This approach is to be undertaken in order for
organisations to reasonably achieve consistent returns to shareholders. Therefore, brands are
thought to reinforce, support and supplement each other. Furthermore, it is less expensive to
acquire a new brand concept than to renovate an existing property. A decade ago, studies in
the United States suggested that over half of the current inventory in the accommodation

industry was dated (