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Preface

This book is aimed at explaining key topics and challenges of entrepre-
neurial marketing in a coherent and logically presented sequence. The
topics, represented in the constitutive chapters of the book, are linked
to each other according to a specific rationale that satisfies the necessary
condition for contextualising the practice of marketing amongst SMEs.
The book considers the nature of the SME and the relative institutional
effects of the environment in which the SME operates. Therefore, the
book truly integrates both entrepreneurial and marketing perspectives
of the subject within the same book.

Furthermore, all chapters, although linked with each other through a
light narrative, critically discuss major issues of entrepreneurial marketing
with relevant and up-to-date academic knowledge. All chapters present
a set of introductory questions reflecting entrepreneurial marketing-
related problems that the reader is called to reflect upon before reading
the chapter. The presence of these questions sets up the base for a critical
and engaged approach to reading the chapter. This approach is the foun-
dation of a problem-based learning philosophy which encourages the
reader to engage more critically with the subject dealt with. The primary
audience of this book are undergraduate and postgraduate students who
want to approach the subject of entrepreneurial marketing in a coherent
and summative, yet comprehensive, way. Most importantly, this is a
book that maintains academic rigour while being reader-friendly.

This book was designed to encourage lecturers and students to adopt
a problem-based learning (PBL) approach by making use of the informa-
tion of this book (according to their expertise and creativity) in their
classes along with case studies, simulations and critical discussions.
PBL is about learning from the solution to specific problems, which
also means learning to raise questions, identify problems, structure and
deconstruct problems, and finally, solve problems. The PBL approach
in marketing sprung up as a reaction to the criticism that marketing
graduates were trained in non-integrated curricula whose modules did
not reflect the need for training oriented towards problem-solving, was
quite static rather than dynamic, and lacked integration with the indus-
try’s reality. Hopefully, the book will assist readers in improving their
holistic thinking and problem-solving skills.
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Introduction

In your everyday life, you might have encountered products or services
that were not provided by large corporations. While you might have
purchased a well-known brand of soft drink from a small coffee shop, the
shop might have been run by a family or by an entrepreneur. Likewise,
you might have gone to a small bakery and have purchased some stone-
baked bread. Again, this business was not run by a multinational, but by
an entrepreneur or a family.

Also, the car or motorbike you drive, although produced and sold
under a big brand name, is, in fact, produced by assembling lots of small
mechanical parts that are often produced by small businesses. These
small businesses often supply larger organisations.

In everyday life, the chances of interacting with small businesses are
very high. Small businesses are generated by the inventiveness of people
(the entrepreneurs) who have a particular ability to identify opportuni-
ties. These people are also particularly brave, in the sense that, although
they are aware of the risks they might incur in starting and running a
business, they are not afraid of taking risks.

Although the motivations that push entrepreneurs (and often their
families) to embark on a business adventure there are many entre-
preneurs that — with their brave actions — contribute to the wealth of
local economies by providing chances for local employment. They also
contribute to local life with the provision of important products and
services, be it a mini-market, a corner shop, or a cleaning company.
Some of these small businesses start as very tiny businesses and then
expand and grow over the years to the size of large organisations. Many
multinationals that operate on international markets nowadays started
as small businesses 100 or 150 years ago.
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Entrepreneurs not only contribute to the wealth of local economies,
but from a sociological point of view, in some emerging economies (e.g.,
Brazil, Russia, India and China, or in the case — of other communist
countries, like Cuba and Vietnam), entrepreneurs also play an impor-
tant role determining social change, slowly contributing to the emer-
gence of market economies as opposed to planned economies. They
generate a shift in the image of entrepreneurship: repositioning small
business owners by moving them from negative associations towards
idols of success.

However, over 30 years of globalisation caused markets to become
increasingly competitive — by increasing the difficulty of doing busi-
ness successfully — but also opened markets to opportunities due to their
increased fragmentation — allowing firms to specialise their offer in order
to appeal to more and more different and demanding customers. Small
businesses face the big challenge imposed by their limited size: a limita-
tion in available resources..

In order to address the challenges of this new world, entrepreneurs
and small business owners need a better understanding of their markets
and of which customers purchase what product, where and at what
price. Small businesses face an increasingly desperate need to engage
with marketing, which can help them support their operations in the
market in an efficient and effective way. Marketing is essential to small
businesses in order to provide their customers and consumers with what
they need and want. However, conducting marketing in small businesses
is different than in larger organisations because multinationals do not
have the constraints in terms of resources that small businesses have.
Nevertheless, small businesses can capitalise on having the flexibility
to adapt to changing market conditions and on their typical decision-
making speed, which larger organisations, with more rigid hierarchical
organisational structures, lack.

1.1 What is entrepreneurial marketing?

Small and Medium Sized Enterprises (SMEs) are more sensitive to
changes in the environment than larger businesses. They have fewer
resources to face economic downturns, but they also have a special
flexibility in the way they operate, allowing them to take swift deci-
sions when these are needed. They also have inner characteristics,
such as management style, affecting how their operations are run,
which is significantly different from how larger companies run their
businesses.
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A particularly interesting strand of academic literature on SMEs has
been developing in the interface between marketing and entrepre-
neurship. While taking the unique nature of SMEs into consideration,
researchers have been actively trying to understand how these charac-
teristics relate to SME marketing practices. Entrepreneurial marketing
is therefore a subject of increasing academic interest, particularly as
opposed to marketing practices in larger businesses.

SMEs have a peculiar perception of the value of marketing, and this
affects their strategic thinking in marketing, which is therefore affected
by their unique nature. This makes their attitude towards marketing
very different from larger organisations. Most SMEs do not have a
formal marketing department; some SMEs do not even admit they do
marketing. For some of them, marketing is a taboo subject, and they do
not like the idea of being associated with the mass production coming
from multinationals. SMEs are often proud that their products are home-
made or manufactured in a small business.

After stating this, it should be noted it is also true that SMEs perception
of the effectiveness of marketing, either consciously or unconsciously,
will determine a more or less formalised development of their marketing
strategy, and this will ultimately affect their marketing practices.

Carson et al.?l suggest that the small scale of SMEs determines their
little impact on their environment, and they have very little power to
modify environmental forces to their advantage. In economic terms,
SMEs have to accept the industry’s imposed price, and they must accept
the fact they have no real impact on the overall market. Furthermore,
Hill ® maintains SMEs are usually the weaker partner in a marketing
channel relationship. This pushes them towards a type of marketing
that will determine how SMEs perceive the value of marketing and how
they should approach it.

Because of their small or medium size, along with the lack of formal
hierarchical structures and the generalist small business owner’s
know-how, some SMEs are not aware they are marketing practitioners.
Their marketing is therefore unconsciously incorporated into their way
of doing business Fl. And because of that, SMEs also have the tendency
to focus on short-term goals rather than long-term objectives because of
their limited time to dedicate to planning, their limited marketing and
strategy expertise, and their lack of resources, due to resource constraints.
Therefore, small business owners tend not to be ‘planners’ but ‘men of
action’®l,

An important characteristic of entrepreneurial marketing is the figure
of the ‘entrepreneur’. S/he has a great ability to identify and exploit
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opportunities. Due to their unique cognitive abilities 1% 11 entrepre-
neurs show idiosyncratic abilities and pursue patterns of opportunity
identification !, Some authors [l indicate that entrepreneurial opportu-
nity recognition and business development are influenced by (1) entre-
preneurial alertness, (2) information asymmetry and prior knowledge,
(3) social networks, (4) personality traits, and (5) opportunity type.

The integration of the two disciplines of marketing and entrepreneur-
ship is therefore critical to the marketing-entrepreneurship interface
and to the development of entrepreneurial marketing as a subject area.
Entrepreneurial marketing therefore represents an alternative marketing
management approach under the specific conditions that characterise
SMEs ® 712,131 Ag indicated by some researchers, ‘entrepreneurial
marketing entails the proactive identification and exploitation of oppor-
tunities for acquiring and retaining profitable customers through inno-
vative approaches to risk management, resource leveraging and value
creation’. !

1.2 Reading guidelines

Before heading forward with the next chapters in the book, we decided to
include a very short section giving some reading guidelines. This book is
thought and designed for university researchers and doctoral students.

We are all different, and we all have different learning styles. Some
of us tend to learn by imagery and visual stimulation; others are more
inclined to learn better when the stimulation is auditory or sensorial.
Some people are more analytical and need a certain level of abstraction,
while other students need a very practical approach.

Although it is not possible to cover all learning styles in a book as
such, it is nonetheless possible to give some suggestions on how to read
this specific book.

The very first thing to do with the book is to look at the table of
contents to familiarise yourself with the chapters of the book. This gives
you an idea of how the book is structured, how many chapters it is made
of, and what main topics are dealt with..

Once you are familiar with the book’s structure, we recommend
looking at the topics dealt with in each chapter. You can find this in the
table of contents (as subsections of each chapter).

We would recommend reading all the chapter sections in a chapter as
if you were reading a post on a blog. The brevity of all sections should
help you digest the content of the book better while speeding up your
learning.
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Although most of the chapters are written in a brief and accessible
way, you will find that they mainly focus on theory.
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2

The Nature of the Small and
Medium-Sized Enterprise

When we study small businesses we often wonder: how do we define
small businesses? How small or big is a small business? And what size
is a medium or large business? These are all legitimate questions that
students reading about entrepreneurship may encounter.

SMEs (small and medium-sized enterprises) present differences with
larger organisations. Although the most obvious distinction is size, this
variable is not the only discriminant used to define what a small busi-
ness is.

This chapter describes the main characteristics which governmental
organisations use to define what SMEs are. Section 2.1 defines SMEs
while presenting a taxonomy - i.e., a classification based on selective
criteria — of small businesses.

As often happens in the biological world, small organisms or animals
struggle for survival as fragile prey of bigger, stronger competitors.
Nevertheless, over time, small animals have developed different strategies
to grant the survival to their species. Likewise, SMEs often lack resources
(e.g., financial and human capital), as well as marketing know-how, so
they are obliged to focus mainly on production and sales rather than
marketing. Marketing in SME:s is affected by many factors, such as firm
size, availability of resources, the ability to manage market knowledge,
and the firm’s stage of business development). These factors affecting
marketing in SMEs are described in section 2.2.

2.1 Whatis a SME? A taxonomy of small businesses

Different definitions of SMEs exist; in fact, it is a somewhat sophisticated
exercise to try to define what a small or medium-sized enterprise is.
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Due to the importance of SMEs in world economies, both academics
and governmental bodies have defined them. Some of these definitions
reflect the national context, so that different countries in the world define
in a different way what they mean with the word SME. These definitions
are wide ranging. For instance, an SME is defined as an organisation that
considers itself small or medium in size 2" 71, Although this definition
might appear to be a little bit generic and somewhat inaccurate, it bears
some important insight on the SME world: small businesses are peculiar
entities that differ one from the other.

In spite of the proposed definitions of various organisations and indi-
viduals, it is generally accepted in both academia and among govern-
mental bodies that SMEs are difficult to define comprehensively.
Therefore, different accurate criteria to classify SMEs are needed in order
to avoid misclassifications.

The category we classify under the adjective ‘small’ might well include
‘micro’ firms, which are extremely small.

Similarly, the adjective ‘medium’ might well indicate a category that
includes both small and large companies that are on average smaller
than the large ones and bigger than the small ones. Yes, we understand:
it is becoming confusing! Another case could be the misuse of the adjec-
tive ‘large’ for not-so-large, or even some medium-sized, organisations.
You can now see why it was absolutely necessary to try to shed light on
how to classify small businesses according to accurate criteria. So, what
size business should be defined as ‘small’? And how does a small firm
differ from a micro firm? And what is meant by the adjectives ‘medium’
and ‘large’ when considering businesses?

The Bolton report ! was the first formal attempt to define small and
medium-sized businesses according to their size on a statistical basis. At
the time, there was no formal definition for an SME; in fact, businesses
were classified simply as small, medium or large. Bolton used several
dimensions, split by industry, to define the boundaries between small,
medium and large. These definitions were based on common character-
istics of SMEs — ‘centralisation of decision making, a low level of formal
managerial training and skills, close personal relations and informality,
(and) limited resources and market power, thus making them [the firms)]
vulnerable to external market shocks’ .

However, a system of definitions based on different criteria for
different industries caused problems in comparisons. How could we
compare a small business operating in the food and drink sector with a
small business operating in mechanical engineering? The definition of
SMEs’ size was further complicated by the different financial criteria in
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different industries. In fact, these would have been affected by changing
economic trends (e.g., inflation), and change would not have been
consistent across all industries and all countries.

The solution came after the Bolton report, when the UK Companies
Act I provided a clearer definition by introducing some thresholds
based on firms’ financial and economic conditions. The financial indi-
cator introduced was the annual turnover — the total sales value a firm
generates in one year of activity. The economic indicators introduced
were the annual balance sheet total — i.e., a measure of the firm’s assets
or its wealth — and the number of employees — a measure of its capacity
in terms of human capital.

The act set the annual turnover for a small business at approximately
£2.8m and £11.2m for medium-sized businesses. The maximum annual
balance sheet total was approximately £1.4m for small businesses
and £5.6m for medium-sized businesses. Likewise, it established the
maximum number of employees as 50 for small businesses and 250 for
medium-sized firms.

Use of ‘SME’ began in 1996, when the European Commission created
the acronym and established the rule of thumb that an SME has up to
250 employees. However, in order to be considered an SME, a company
has to fit the following size criteria based on number of employees,
annual turnover, total assets value and ownership share as given in the
Table 2.1[2°-321;

Although research in entrepreneurship has progressed a lot since
the 1970s, the Bolton report included some important elements that
were brought to the attention of the institutions (e.g. Governmental
bodies), so that they could define better what small businesses are.
Despite Bolton’s concerns about the measures to be adopted to
better classify firms, some small businesses are not totally reflected
into EU and UK size criteria, mainly due to their ambiguous nature.

Table 2.1 EU criteria to define SMEs (EURO figures are the official reference
figures)

Criteria Employees Turnover Balance Sheet Total
Up to Up to Up to

Micro business 9 £1.7m/€2m £1.7m/€2m

Small business 49 £8.2m /€ 10m £8.2m /€ 10m

Medium business 249 £ 41m / € 50m £35.2m / € 43m

Source: Author’s own.
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Some examples are small firms operating under well-known brand
names, often with franchising contracts. They are run as small busi-
nesses, but they have great influence on local markets. Another
example are small firms that are subsidiaries of a mother company or
part of a holding. These firms operate independently by an accounting
point of view; however, they do not always have independence on
strategic or operational issues, which might be influenced (when not
decided) by other firms (e.g., the mother company in a small group or
the brand holder in a holding, which are controlling the group).

In order to better classify these small businesses that exist with a
particular status (for example, under franchising agreements or in the
form of subsidiary) the Bolton report suggests potential indicators:

(1) the influence the company has on the market,

(2) the company’s independence from controlling organisational struc-
tures in decision-making issues, and

(3) the personal influence of the business owner/entrepreneur.

We can see that these criteria might help us classify those firms that
are at the moment reflected in an inaccurate way and perhaps in some
cases even misclassified. Use of these criteria is limited by the current
difficulty of finding precise measures for these cases.

Readers might argue with the first point, which is the influence the
company has on the market; since the market share of small firms is
very little, SMEs do not have a big influence on the market. To support
this statement, we could note that SMEs’ market share is generally so
small that there is no way they can affect the price and quantities of
their products on the market.

This might sound sensible in macroeconomic terms. However,
thinking SMEs do not have influence on the markets in which they
operate is incorrect because many small businesses, in aggregate, might
have a big impact on their market. Furthermore, some SMEs operate in
such small markets (or try to sell their products to such small niches)
that, in fact, they dominate them, in local terms.

Bolton® showed an overall understanding of the phenomenon of
entrepreneurship as a macroeconomic process. This point of view is
today considered a little too far from real practice because SMEs have
their major weight in local economies; however, the belief that SMEs
are low impact is often inappropriate, with several authors arguing in
favour of the importance SMEs have on Western economies in terms of
both regional and national growth.
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When looking at Bolton’s second point, SMEs’ independence from
controlling structures — external (e.g., other firms that own shares in
the enterprise) or internal (e.g., rigid vertical hierarchy) — it is true that
the SME presents certain independence in the decision- making proc-
esses.This flexibility allows business owners to make decisions without
the pressures deriving from any form of control practised by rigid
bureaucratic structures, such as those found in many larger organisa-
tions or MNEs (multinational enterprises). However, at the moment,
the level of flexibility is not a criterion for defining and classifying
companies.

With respect to Bolton’s last point, the influence of the owner-
manager refers to the personal influence of the business owner on the
overall managerial activities. Small businesses are characterised by an
owner who is involved with all aspects of the business and who oper-
ates outside of a formal managerial structure. Very often, the managerial
powers are centralised, so there is very little delegation in the manage-
ment or daily business running.

Current research proves that SMEs in general, especially micro firms,
are often unstructured, and the owner-manager deals more or less
formally with all the aspects of the business. This general role of the
business owner is often characterised by a focus on operational activities
(e.g., production) and often ignores the commercial side (e.g. marketing
and sales). Some authors B support that small businesses tend toward a
more formalised structure when the number of their employees reaches
10 to 20 people. It is sometimes indicated 3! that this point

is the key to a definition of the real small firm - the one with poten-
tial; the one that economists cannot understand; the one that is so
different from the large firm. Essentially, the real small firm can be
described as having two arms, two legs and a giant ego — in other
words, it is an extension of a person, be s/he the owner-manager or
entrepreneur [omitted]. The personality of the manager is imprinted
on the way it operates, and the personal risks they and their family
face if the firm fails influences how business decisions are made.

However, SMEs are not defined just according to their size; the way they
do business is an important aspect in defining whether the company
can be classified as an SME. The management style adopted, the orien-
tation to entrepreneurship of the business-owner, the roles played by
uncertainty, innovation and risk, as well as the scope of operations [2% 771
are all important factors that help to define SMEs.
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Small firms face greater uncertainty than larger organisations due
to their scarce resources; therefore, the business owner’s inclination
to entrepreneurship (also known as entrepreneurial orientation) is an
important asset to balance the owner-manager’s behaviour between
risk and opportunity. Entrepreneurial orientation has a direct link with
innovation; although the perception of the importance of innovating
is often felt strongly in the small business, there are huge limitations to
its actual implementation. Innovation in small firms could be quickly
implementable due to the SMEs’ flexible nature, but they face huge
constraints in terms of budget and know-how. Nevertheless, the entre-
preneurial orientation of the small business owners is essential if the
firm has to operate in business environments characterised by scarce
resources, like during economic crises.

SMEs operate in small markets, their access to financial and human
capital is limited, as well as it is limited their customer base. They often
provide limited quantities of products that cannot influence the price
of quantity of products at the macroeconomic level. However, SMEs are
better able to adapt to change and better able to survive uncertainty
1131, SMEs pass through different life stages, and those that survive the
natural selection process (from a business evolution point of view) can
grow stronger — sometimes jumping, over time, from the status of small
company to large company and eventually MNE. Large companies,
corporatations and multinationals, are the consequence of small firms
set up by entrepreneurs that have grown over time 13,

2.2 Factors affecting marketing in SMEs

SMEs face many challenges due to the limited resources they have to
operate with. According to current authors in the SME marketing liter-
ature [17-18, 39, 54,59, 73, 761 the marketing activity in SMEs is influenced
mainly by three factors: internal resources, external resources and atti-
tudes towards marketing and business.

It should be noted that the aforementioned factors are all affected by
the size of the SME, and this is reflected in their marketing, in the scale
of operations, and so on. In what follows we will see how size, avail-
able resources, marketing intelligence, attitude towards business and
marketing as well as business life cycles affect marketing in SMEs.

2.2.1 The effect of size

Size affects the way SMEs do business. Very large firms need a rigid, pre-
determined structure, in which all the people inside the firm know what
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their roles are. SMEs are small and often unstructured. It is very common
for the small business owner to be versatile and to engage with any
aspect of the business, from production to commercialisation.

From the literature, it appears evident that small firms present a
‘distinctive marketing style’ ['® that observes no conformity to the formal
structures and frameworks used by bigger companies. The cause is found
in their limited marketing activity. This lack of resources is reflected in
SMEs’ marketing activity, which becomes ‘simplistic, haphazard, often
responsive and reactive to competitor activity’ 18],

Firm size affects the decision-making process, as most of the deci-
sions in SMEs are made by the owner on the basis of intuitive ideas and
common sense. This might present the advantage of flexibility in adap-
tation to market changes or the competitive environment granting a
higher speed in the response to marketing stimuli. The disadvantage can
be found in the lack of support of a well-established and tested structure
that supports all activities. No traditional marketing theoretical frame-
work applies to SMEs, but every marketing effort is reinvented by the
small company.

The absence of a traditional marketing theoretical framework does not
necessarily mean that SMEs are totally incompatible with marketing. The
nature of SMEs is compatible with marketing philosophies 7¢l. However,
SMEs present integration between strategic management and marketing,
whereas in larger companies these functions are split 17 44, The fusion
between the strategic and marketing function in SMEs is observed by
Frank and Krake %, who explain that, in SMEs, the influence of the
entrepreneur is stronger and more direct than in larger companies.

Therefore, firm size has an impact on the organisation of the SME,
on its management, and possibly on its culture as well. However, by
itself, size may not be a critical factor in determining financial perform-
ance. For example, it is possible that a larger company achieves higher
turnovers than an SME, but the business growth in terms of volume and
value might be lower, or even negative, if compared to the growth of
the smaller business. Although financial performance is not necessarily
related to firm size directly, in this regard, the main difference between
large and small companies is the latter’s lack of financial resources and
‘share of voice’ ’®l, meaning the right access to information.

SMEs show unique features that appear to be different from traditional
marketing in large companies ['®. Carson and Cromie support the idea
that the most significant differences between small and big firms are
business objectives, management style and marketing practice, rather
than the relative size. According to Carson and Cromie '8, small and
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big companies should not only be classified by their relative size — an
idea supported by the Committee for Economic Development! - but
also by their qualitative characteristics. Also, they feel, ‘the scope and
the scale of operations, the independence and the nature of their owner-
ship arrangements, and their management style’ should be taken into
consideration 8],

When looking at how firm size affects SMEs’ marketing, when we take
into consideration the scope and scale of operations, the management
style typical of a specific SME, and the nature of the type of ownership,
it is clear that there are too many dimensions taken into consideration
when classifying SMEs and MNEs on quantitative size-related param-
eters. A qualitative approach to comparison appears to be more appro-
priate to obtain a less biased judgement. Several authors ['> 18 72 suggest
that one of the distinguishing features of SMEs is the management style,
as it is an important factor to the success of the small organisation,
and an inappropriate style can be a barrier threatening the existence of
SMEs.

Tyebjee et al. 31 are of the opinion that many companies present a
chaotic organisation because they already struggle with operative issues
(e.g., cash flow monitoring and production schedules settings) that end
up losing sight of the outside world, their market, their customers’ needs
and wants, and where they should direct their marketing efforts.

Size influences the management style of the organisation and conse-
quently the business culture. The allocation of resources is not a straight-
forward operation for SMEs and, because of the lack of expertise and the
need to focus on operations, most of the marketing problems appear
difficult to deal with.

Another main factor associated with the sizes of SMEs and larger
companies is the different stages of the business life cycle ['®l. This idea is
based on the work of Justis %, who argues that small firms work through
different stages in their business lives, and this affects their existence.
Most SMEs are not aware of the stage in which they are operating, and,
therefore, it might be difficult for them to change their position from
a ‘task-oriented’ company to a ‘coordination and strategic planning’
company 9, and higher attention is given to the changing role of top
management as the company grows 18],

As Tyebjee, Bruno and MclIntyre 73 propose,

Each company passes through a four-stage marketing development
process that affects firm size. In the initial stage, entrepreneurs sell
customised products to friends and contacts. They must then exploit
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a larger marketplace through the stages of opportunities marketing,
responsive marketing and finally diversified marketing "3,

SMEs are more likely to be in the lower stages of the business life cycle,
whereas bigger or corporate companies tend to be at the higher stages.
This has a strong impact on the importance given to marketing activity,
since firms start engaging with some initial marketing activity in order
to progress to reactive selling. The more the company advances in the
stages, the closer it gets to what the authors call a ‘DIY (do it yourself)
marketing’ approach, then move on towards an ‘integrated proactive
marketing’ approach.

Therefore, size is related to the stage of development or business cycle,
so small companies tend to be in a more primitive stage of marketing
development than bigger companies. This affects management and
consequently, the acquisition and allocation of resources.

This does not mean, though, that SMEs cannot formulate and imple-
ment marketing strategies, add value and grow. As soon as the company
grows, the attitude of the role of the management changes, and marketing
orientation increases, along with marketing expertise. Resources become
more accessible by virtue of the achieving strategy of growth, and conse-
quently, they should be better allocated within the company, and size is
inevitably related to the amount of resources a firm can access.

2.2.2 Availability of resources

So far, we mentioned that SMEs, because of their small size, often find
accessing resources difficult. They have to work with limited resources.
In this section, we will see the types of resources small firms generally
struggle with, such as financial capital, i.e., money (and, to an extent,
forms of economic capital, such as the firm'’s physical assets, like premises
and machineries), human capital, i.e., labour, and intellectual capital,
i.e., marketing know-how, as well as time.

Marketing and entrepreneurship literature suggests that SMEs are often
negatively affected by the scarcity of resources. Entrepreneurs are gener-
alists, and they often have limited access to capital; this situation does
not allow investments that might improve the firms’ marketing decision
making, such as investing in the creation of a marketing department or
the access to outsourced marketing expertise in the form of consulting.
Sometimes the small business owner suffers a degree of marketing
ignorance, as s/he might be unaware of the benefits of marketing. This
further limits the potentiality of the SME, whose focus is — on many
occasions — concentrated on generating sales through push strategies
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while keeping costs under control, rather than on the creation of value
for consumers and customers.

In both academic and industry literature, a plethora of case studies
and empirical evidence illustrates the difficulties SMEs encounter due to
the lack of resources.? Most of these case studies recognise that the lack
of financial support is a major constraint for SMEs.

From an entrepreneurial marketing perspective, Carson and Cromie!'®
identified three broad barriers to the marketing activity of SMEs: (1)
limited resources, (2) a lack of specialised expertise and (3) the limited
impact of the company on the marketplace.

Limited resources, as we mentioned, include money (under the form of
financial capital), but are not limited to money only. In fact, marketing
knowledge and time are two other important resources that are often
lacking in SMEs. The lack of personnel dedicated to marketing hampers
firms’ marketing decision-making. The small business owner is some-
times working alone, or with a very limited staff, and their total focus is
on production, sales and everyday business administration. With regard
to ‘specialist expertise’, Gilmore et al. 7 state that managers in SMEs
tend to be generalists, as traditionally the owner or director of an SME is
a craft expert who is unlikely to be trained in business disciplines.

Many SME owners have a strong technical background related to their
business, but lack business or marketing knowledge °. However, higher
quality marketing activity by an SME often leads to better performance.
This is something we can find in many other studies. Therefore, an SME
that has expertise in marketing can better support their decision-making
and is more likely to outperform other firms in the market.

However, the level of expertise in a firm is influenced by the stage of
development of the company [73l. Marketing is, generally, one of the
least disciplines being adopted systematically by a small business. This
is particularly true for those businesses that are in their first stages of
development, as these will tend to develop skills in finance and produc-
tion first, unlike those SMEs that are in an expansion phase (or growth
phase), and start focusing on rudimental tools of marketing, (e.g.,
outsourced marketing communication through advertising) to improve
their efficacy. The acquisition of marketing expertise is a further step
that might be taken at a later stage.

The last of the three limitations proposed by Carson and Cromiel'® is
the limited impact on the marketplace. Smaller companies have fewer
orders and customers and, therefore, fewer employees. As a logical
consequence, the impact of an SME on the geographical area or in the
industry should be very small. This is especially true for micro firms.
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However, SMEs create a consistent body of firms that indeed have an
impact on the wealth and livelihood of local economies. If we take the
example of a small country, we can see that the Scottish Government 5!
reported that large firms account for just 1% of the Scottish economy,
while SMEs contribute up to 40% of the Scottish food wholesaling Gross
Value Add (GVA). But this appears to be true for larger countries, too, as
a recent report from the European Commission ?7 indicates that SMEs
in the Eurozone account for more than 98% of all enterprises, offering
67% of total employment and contributing to 58% of the European
GVA. These were only two examples, but this appears to be reflected in
all Western economies.

The scarcity of resources SMEs have to deal with creates pressure in
meeting opportunity costs related to business activities, and this often
reflects on the financial, economic and marketing choices made by small
firms. There are some strategic factors that have to be developed by a
small firm if they want to keep the competitive edge on the market™;
in fact, the use of resources is often associated with strategic factors that
can enable or hamper success [©4,

For instance, in the case of a growth strategy, a large market share 43 is
a strategic factor. Hence, firms that aim at expansion and growth should
also keep in mind that growth is associated with an increase in market
share (in terms of value, and not only volume). So, there is a dangerous
spiral for small businesses to take into account: as the competitiveness
of a strategy is affected by the cost of the resources to implement it,
limiting the firm strategic options.

There is imperfect competition in free markets !, and the main reasons
why some firms are worse off than others are to be found in four main
weaknesses: barriers to market entry, wrong profit maximisation, weak
financial position and lack of market understanding.

When looking at the barriers to market entry, some firms lack the
capital (both financial and intellectual) to enter a market where other
players are already established. This is strongly related to weak finan-
cial position, which does not allow firms to produce at competitive
prices (sometimes because of inefficient production processes and low
contractual power in the procurement of supplies). Sometimes only a
strong marketing orientation might help a small firm enter a market and
compete with established firms. However, SMEs often lack marketing
know-how, as shown in one study %, which highlighted that most
small business owners declared they had problems with marketing.

However, marketing is not the only cause of SMEs’ lack of competi-
tiveness. Sometimes SMEs are unable to maximise profits because they
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have little purchasing power (when dealing with procurement) and
little distributive power (when selling goods). In some SMEs, produc-
tion could exceed demand, creating inefficiencies in the management
of the inventory and stock. This is often due to the lack of planning or
forecasting that is more typical of larger organisations.

Also, the lack of understanding of the needs of the market, as well as
bad managerial practices that do not allow a company to create value
for consumers (or final customers), create a mismatch between organisa-
tional actions and returns. As maintained by Barney:

A firm enjoys a competitive advantage when it is implementing a
value-creating strategy not simultaneously implemented by large
numbers of other firms. If a particular valuable firm resource is
possessed by large numbers of firms, then each of these firms has the
capability of exploiting that resource in the same way [,

This lack of value creation can occur with too much focus on the utili-
sation of financial and monetary resources and on short-term financial
objectives. This reflects SMEs problems dealing with marketing, affected
by the focus of their business knowledge, their management style and
attitudes towards marketing . Kraft and Goodell ®° and Huang and
Brown ™1 agree that most small companies have problems dealing
with marketing. The focus of SMEs on product and price, instead of on
customer value, is often too strong 7], and the small firms’ vigorous
sales orientation — as opposed to customer orientation — largely deter-
mines the character of their marketing 441,

2.2.3 Market orientation and marketing intelligence

Business size and availability of resources are not the only factors
affecting marketing in SMEs. However, very small firms with very few
resources find it difficult to engage with market research and often
lack relevant information from the market that might enable them to
make better marketing decisions. Marketing information therefore plays
a strategic role in small firms’ decisions: it allows new entrants to the
market to find specific niches in which to position their products %,
and it allows existing actors to offer value to consumers and customers
in competitive markets.

According to Kotler B8, all good planning must start with market
research, as this reveals customers’ needs, perceptions and prefer-
ences and, therefore, the information can be used to cluster customers
into segments.Marketing information is important because it allows
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companies to adapt better to their competitive environment 731, The
theory of evolution, according to Charles Darwin, suggests that an
organism can survive if it adapts to changes in its environment. This is
true for businesses, too, as they have to adapt continuously to changing
external conditions, so they need to acquire information to better prepare
and respond to changes in the environment they operate within.

Market orientation is defined as ‘the organization-wide generation
of market intelligence, dissemination of the intelligence across depart-
ments and organization-wide responsiveness to it’ 57,

Information that gives insight on the market conditions — consumers’
preferences, competition, threats and opportunities related to the polit-
ical, economic, sociocultural, technological and legal environments — all
provide the firm that engages with marketing intelligence with knowl-
edge that can be used to achieve competitive advantage. This is true
independent of the strategic position the firm adopts, be it cost leader-
ship or quality leadership.

From the point of view of a cost-driven strategy (also known as cost
leadership), for instance, consumer insight is helpful to understand
the needs and wants of the, ‘where frills can be eliminated and how
to develop an attractively-priced position’ 4. Insight on competitors’
offers might enable the small firm to adapt their offer to match their
competitors’, or even to exceed it with better value-for-money offers, in
case the small firm is adopting a cost leadership strategy.

Consumer insight is essential to successful marketing as ‘proper insight
ensures you are not moving into completely uncharted territory’ 261,

From a perspective of competitiveness, Hayward 2 uses the example
of unsuccessful customer relationship management (CRM) to highlight
the importance of gathering information about the market the firm
operates in. A lack of understanding of the market might cause major
failure in identifying and understanding key groups of consumers. Being
able to integrate different sources of consumer data and insight and put
it into action ®? is essential if a firm wants to increase its likelihood of
being competitive in the market.

Information allows a firm to better understand the market and adapt
to changing conditions. Hayward also emphasises the reasons why busi-
nesses fail to respond to obvious signals of change (losing competitive
advantage).

In larger firms, the main constraint to the management of the knowl-
edge acquired with marketing intelligence is often the company’s hierar-
chical structure, as there might not be ways for the signals — or relevant
information - to reach the people who are higher in the hierarchy and
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can act on them, or the company may not be not flexible enough.
Organisations mine data frequently and in growing volumes, and they
need to extract the key information to understand the future, which is
not easy 2. However, small businesses do not have this problem. Their
organisational structures are flexible enough to keep direct control over
information flows.

From the point of view of a product differentiation strategy (also
known as quality leadership), even more than when pursuing cost lead-
ership, consumer insight is helpful to understand the needs and wants
of the customers so as to create a mix that offers value through differ-
entiation. In this regard, Dunn 2° highlights the importance of getting
firsthand experience of the customer base:

Most organizations make some effort to get to know their customers.
They might dabble with profiling, do some demographic segmen-
tation, perhaps commission attitudinal research. But building up a
figure of non-existent composite customers is not the same as getting
to know real people. You need to look at real behaviour, real motiva-
tion — and you need to be able to link all that knowledge. ... The key
to being able to do that is having a sound data strategy.

Successful businesses rely largely on marketing research and on the insight
derived from their field sales forces for intelligence on customers!”?l,
Marketing goals in successful businesses are driven by the customer
needs. Customers, in fact, evaluate brands on different attributes and
not just on price; consequently, price is often not the most important
variable entering the purchase decision 24,

Customers are heterogeneous, and it is therefore important to know
them: their demographics, lifestyles and preferences. As Humby #¢ notes,

Quite clearly, in the real world, the “average customer” doesn’t actu-
ally exist — or at best forms only the same tiny fraction of the customer
base as any other handful of individuals whose profit contribution
and feelings about the brand are identical. Individual customers are
just that — individuals. Each one is a brand asset — but each has a
different value.

Some customers might spend a lot of money, but they might be inclined
to switch loyalties often. Other customers might not pay much for a
specific product, but might be very loyal and ‘champion the brand at
every opportunity’ 461,
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A good marketing mix becomes a vital element to the survival of a
company. Knowing the customer is one of the core aspects of good prac-
tice aiming for the creation of an appropriate marketing mix to satisfy
different consumers’ demand for value. As a consequence, practitioners
need a deeper understanding of consumer behaviour 4, as consumers’
knowledge is the most valuable asset for improving a firm’s marketing.

2.2.4 Marketing orientation and business life cycles

Marketing in SME:s is affected by the business life cycle of the firm, which
has an effect on the development of the firm’s orientation to marketing
(also known as marketing orientation). In what follows, we will describe
how a small firm’s marketing orientation generally changes along with
the different stages of its development.

Marketing orientation is defined in many ways in current literature.
For instance, it is sometimes seen as ‘a way of thinking in doing business
that is based on the integration and co-ordination of all marketing activ-
ities’ 4. The cultural and philosophical grounds on which marketing
orientation is built involve putting the customers’ interest first [©1,
Although some academics [1°-11l view marketing orientation as a strategic
and behavioural characteristic of the firm, rather than an underlying
philosophy, the most common accepted priorities for a marketing-ori-
ented firm are the following

® a priority in customers when evaluating the company and its prod-
ucts and the extent to which both the company and its products
satisfy specific customers’ needs;

e a priority in elevating marketing as the prevailing culture of the
company so the entire organisation will mobilise towards satisfying
customers’ needs; and

® a priority in adjusting products according to the market needs and
wants, rather than according to the company’s perceptions and
beliefs, so that customer satisfaction can be delivered.

Although the term ‘marketing orientation’ is sometimes used inter-
changeably with the term ‘market orientation’, these are very different
concepts B31: the former is related to the inclination to engage with
marketing, and the latter to the inclination to search for information
from the market to support marketing decision-making.

SMEs are generally not characterised by strong marketing orientation.
In fact, many small business owners differ from larger firms’ managers
in their attitude towards marketing. SMEs tend to approach marketing
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with a negative attitude, perceiving marketing as a potential cost, and
the management of distribution channels and sales as problematic areas
requiring lots of effort — as ‘uncontrollable problems’ 8],

Marketing orientation changes over time in firms; therefore, an SME’s
marketing orientation is likely to differ at the four main stages of the
business life cycle, which are defined as 73l the start-up phase, business
growth, maturity and decline.

Marketing orientation and business life cycles are analysed jointly
because of their complementarity, on the ground that SMEs in different
life stages, (e.g., start-up, growth, maturity, and decline) present different
orientations to marketing.

The attitude towards marketing also affects brand orientation, defined
by Urde 4 as ‘an approach in which the processes of the organisation
revolve around the creation, development, and protection of brand
identity in an ongoing interaction with target customers with the aim
of achieving lasting competitive advantages in the form of brands’ 74,

From a strategic point of view, marketing orientation, according to
Urde "4 is the ‘link between the resources and competences of the firm
and the development of lasting competitive advantages’. This idea is
supported by Barney [*71, Grant B8, Hamel and Prahalad 3%, Dierickx
and Cool %1,

Marketing orientation shifts the importance from the production
to the customer; therefore, customer orientation is a component of
marketing orientation. There are four practices [©% driving customer
orientation: relationships, interactivity, valuing customers over time
and customisation. These practices can contribute to the development
of successful value chains benefiting potential growth.

Although big companies are already aware of the importance of
marketing for their different departments, the same cannot be said of
SMEs. Since marketing orientation is strictly related to the level of devel-
opment of the firm and its business cycles, it is important to note that
SME development is more likely to affect the firms’ marketing orienta-
tion, with bad effects on all of its marketing (2 1% 23, 28, 40, 68, 73, 75],

Truly, every company is different, and different firms can be at
different stages of business development. For instance, within the same
competitive environment, it is possible to find some companies with
more business experience than others, some with more employees and
resources than others, and some with different managerial approaches
than others and so on, yet they are all SMEs.

But, what marketing orientation is generally associated with each
stage of business development in SMEs?
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Tyebjee et al.’3 maintain that all organisations pass through four
stages of marketing orientation. The first stage is defined as ‘DIY
marketing’, where a company presents little or marketing experience,
but its entrepreneurs are rich in terms of ideas and technical expertise.
They seem to rely on a network of personal relationships deriving from
contacts gained during previous working experiences or in different
environments.

Moneywise, the company cannot afford a formal marketing activity
through the organisation of a marketing department, as the production
volumes are too low to support that. Strategically, the company tries to
‘get its foot in the door of the market’ and ‘tries to identify customers
whose needs are not being met by established competitors — “the
elephants”’ 731,

The enabler to marketing at this point seems to consist of a personal-
ised relationship with the stakeholders, so that buyers have the atten-
tion of the top management. Know-how and personal trust in the owner
is the driver of the business growth.

The second stage is called ‘opportunistic marketing’, where the
company, moneywise, rapidly approaches (if it has not already reached)
economies of scale that increase efficiency and grant more financial
independence through a higher product credibility. This happens thanks
to greater standardisation of the product lines, so more buyers find the
products more appealing.

At this stage, strategically, the company starts competing directly
with more experienced or long-established companies in the quest for
more and more customers. The aim is to expand the customer base and
generate turnover through new channels of distribution. To do that,
there is a greater focus on marketing, and an infant marketing depart-
ment comes to life, and it is often staffed exclusively by sales people’. At
this stage, a rough but incremental acquisition of information from the
market begins to be considered important for the successful growth of
the company. At the end of stage two, most companies should be ready
for explosive growth. However, in real practice, many fail to organise
adequately for the third stage.

Stage three is ‘responsive marketing’, in which the company expands
quickly. Thisimplies, moneywise, that income is higher, and more money
means the possibility of hiring more people with different competencies,
higher budgets for promotion and customer service, and, most impor-
tantly, market research. This gives birth to the marketing function. The
risk is that some confusion may arise as management starts facing prob-
lems with poor organisation and the division of responsibility, which
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requires the ability to plan and delegate.This increasing dynamicity has
the advantage of pushing creativity, which contributes to the creation of
a sophisticated marketing department.

Tactically, at this stage, informal relationships and monitoring become
hard to pursue because the number of customers is too high for the
business owner to deal with them personally, and successful businesses
start showing the need for marketing information and the development
of marketing intelligence. Strategically, the company should pursue
product-market positioning to sustain growth as ‘market saturation may
slow growth, or competitive forces may make additional gains in market
share economically infeasible, or the prospect of antitrust action may
make further dominance in a single business unattractive’”3l.

In the final stage, ‘diversified marketing’, a company has a constant
flow of income and is able to fund all of its different functions. The
business pursues diversification as a main aim, and different divisions
manage the objectives, operating each one on different product lines;
therefore, the company has a wider portfolio. A general supervising
marketing function at the corporate level takes place, which contrib-
utes to the maintenance of the company’s image through commu-
nication with the general public and identifies potential growth
opportunities.

The marketing orientation of the SME is affected by its stage of busi-
ness development. Firms at their initial developmental stages generally
show low marketing orientation, and therefore place less importance on
customers’ segments, targeting and positioning and the brand develop-
ment process, preferring to focus on, for example, production or finan-
cial control. Marketing orientation is strictly related to the business life
cycle of the firm, i.e., the more a company develops and grows, the
higher its tendency to be marketing oriented. Marketing orientation,
therefore, plays an important role on an SME'’s business growth.
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3

Small Business Owners and
Their Environment

In your life, you must have come across different small businesses.
Sometimes you might have found that in some, you encounter very
proactive people running the business. Sometimes, these proactive
people tend to be very good communicators; they make you smile, and
they might also joke with their customers. Among these people, you
might find some who are easily taken by passion: they might get really
excited about their customers’ experience, become very talkative, push
customers to try new products, or simply engage in exciting conversa-
tions. You can see their passion for what they do.

Other times, you might have encountered quieter people. They
might have been running the shop, but they appeared less talkative and
communicative. Sometimes, they might have given you the impression
they were not so passionate about their jobs, although they might have
been conducting themselves professionally. These people might also be
less ‘bubbly’ personalities, and you might have seen them quite engaged
with their administrative issues, rather than spending much time talking
to customers.

Well, these two examples are some of the stereotypical behaviours you
might find in different business owners. Academic literature on entre-
preneurship created some very interesting classifications of business
owners, and as a matter of fact, most researchers agree on the existence
of at least two main profiles: entrepreneurs and owner-managers. The
sections to follow will give you more insight on the typologies of small
business owners and will mark the difference between entrepreneurs
and owner-managers, providing insight on cultural differences between
the two (Section 3.1). In what follows, you will also come across the
concept of entrepreneurial orientation, i.e. the level of entrepreneur-
ship displayed by different business owners (Section 3.2). This concept is
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important, as it is strictly related to their perceptions of risk and of what
opportunities can be pursued for a reward.

3.1 Two typologies of small business owners

As already mentioned, academics all over the world have researched
the typologies of small business owners and have so far come to the
conclusion that there are two main categories: entrepreneurs and
owner-managers. These typologies of small business owners have their
own specific cultures and their owner specific personal characteristics.
All the differences in their profiles affect the way they perceive reality
and the way they learn from personal experience. In what follows,
you will have the chance to see in more detail what the main differ-
ences are and what characterises these two profiles of small business
owners.

3.1.1 Entrepreneurs and owner-managers

In existing academic literature on entrepreneurship, there is no total
agreement on the definition of the word ‘entrepreneur’, as there is often
some confusion between this word and the terms ‘small business owner’
or ‘owner-manager’. Nevertheless, entrepreneurs are identified in people
who have the ability to identify opportunities and to turn their exploita-
tion into a profitable activity.

A couple of centuries ago, Jean Baptiste Say %! - a French economist —
defined, in his opinion, the characteristics of the entrepreneur:

Judgment, perseverance, and a knowledge of the world, as well as
of business. He is called upon to estimate, with tolerable accuracy,
the importance of the specific product, the probable amount of the
demand, and the means of its production: at one time he must employ
a great of number of hands; at another, buy or order the raw mate-
rial, collect labourers, find consumers, and give at all times a rigid
attention to order and economy; in a word, he must possess the art of
superintendence and administration. He must have a ready knack of
calculation, to compare the charges of production with the probable
value of the product when completed and brought to market.

In the course of such complex operations, there is an abundance of
obstacles to be surmounted, of anxieties to be repressed, of misfor-
tunes to be repaired, and of expedients to be devised. Those who are
not possessed of a combination of these necessary qualities, are unsuc-
cessful in their undertakings; their concerns soon fall to the ground,
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and their labour is quickly withdrawn from the stock in circulation;
leaving such only, as is successfully, that is to say, skilfully directed.

Thus, the requisite capacity and talent limit the number of competi-
tors for the business of adventurers. Nor is this all: there is always a
degree of risk attending such undertakings; however well they may be
conducted, there is a chance of failure; the adventurer may, without
any fault of his own, sink his fortune, and, in some measure his char-
acter; which is another check to the number of competitors, that also
tends to make their agency so much the dearer.

Say’s description of the entrepreneur invokes intelligence, wit, analytical
ability, self-control, leadership, willingness to take on challenges, and an
overall sense for adventure. Nowadays, cutting edge research on entrepre-
neurs confirms Say’s initial observations, pushing them forward towards
a deeper understanding of the typologies of small business owners.

It really looks like entrepreneurs need to have skills in different knowl-
edge areas, coupled with specific personal characteristics, in order to be
successful entrepreneurs. Among the characteristics identified as being
typical of entrepreneurs, there is the ability to take charge of operations
or a business %, as the entrepreneur often has a managing style that
pushes him/her to concentrate all the decisions him/herself, rather than
delegate. Often, entrepreneurs follow their gut feelings, and although
they take the risk for their decisions, they generally do make decisions
on their own.

Entrepreneurs combine and coordinate the utilisation of resources 122
and creatively use innovative combinations %1, In fact most entre-
preneurs tend to be quite innovative, if not necessarily always creative
per se. They are unconventional people who spot opportunities for
resource allocations in order to achieve a specific competitive advan-
tage. Entrepreneurs also apply efficiency in the use of economic factors
and have the ability to increase value. They modify existing resources
around them, and by combining available resources, they manage to
add value to their activities for a profit. They truly understand the
opportunity-risk-award equation B, as they have the ability to balance
existing risks with existing opportunities, and they do this with the clear
intent of obtaining a reward (that does not have always necessarily to be
monetary in nature, as we will see in other chapters, in the description
of the motivations for entrepreneurship).

Entrepreneurs discover hidden information and act, taking advan-
tage of information asymmetry %32 as they tend to be outgoing and
communicative people, able to obtain information from their social



Small Business Owners and Their Environment 31

‘circles’ and networks. To this ability, they also match the skill to foresee
market trends and respond promptly to changes in the market?! by
using a sense of ‘alertness’ that enables the identification of opportuni-
ties to exploit5-38l,

A more recent and concise definition of entrepreneur - that includes
the concepts expressed by Say - is offered by Burns®, who states that
‘entrepreneurs use innovation to exploit or create change and opportu-
nity for the purpose of making profit. They do this by shifting economic
resources from an area of lower productivity into an area of higher
productivity and greater yield, accepting a high degree of risk and uncer-
tainty in doing so’.

The entrepreneur’s ability to identify and exploit opportunities in
the different ventures they engage with is highlighted in all the defini-
tions. The entrepreneur is often perceived as the new and contempo-
rary ‘cultural’ hero PI. Furthermore, as pointed out by Anderson?, ‘if
you look around you, most of the largest companies have their founda-
tions in one or two individuals who have the determination to turn a
vision into reality’. In the past two centuries, we have lots of examples:
Mercedes-Benz, Ferrari and Lamborghini in the automotive industry;
Likerol, Coca Cola, Glenfiddich, McDonald’s, Dean of Huntly in the
food and beverage industry; Virgin Atlantic and British Airways for
airliners; Microsoft, AMD, Apple, Dell for the computing industry, and
SO on.

A crucial characteristic in entrepreneurs is the cognitive stylel, i.e.,
‘the way of thinking about, and processing, vital information upon
which decisions are made’ [, This is connected to their personality but
with their personal experience, too 4. ‘The style of the successful entre-
preneur will of necessity be intuitive because of the characteristics of
the environment in which they are operating. These characteristics are
incomplete information, time pressure, ambiguity, and uncertainty’['.

Entrepreneurs can therefore be stereotyped as intuitive creatures who
have the ability to spot opportunities to gain an advantage where other
people cannot spot opportunities. Nevertheless, the stereotype of the
entrepreneur also involves little aversion to risk — entrepreneurs are
brave men and women - coupled with intelligence, i.e. the ability to
understand situations and learn from them.

So far, we described what it is meant by the word ‘entrepreneur’, and
what characteristics are commonly accepted as being typical of entrepre-
neurs. We now introduce the concept of owner-manager.

Burns® sustains the idea that entrepreneurs and business owner-
managers are not always and necessarily the same entity. While
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entrepreneurs identify opportunities in the market through intuition
(often a new product that may generate an appeal or a trend) owner-
managers might not identify the same opportunity because of an intui-
tion. Entrepreneurs spot opportunities, to innovate — sometimes taking
risks — to pursue their vision, to exploit the opportunity. This may be
lacking in business owner-managers who would not act on ‘gut feeling’
but would follow a much more structured, methodical and rational
behaviour in making decisions. Intuition distinguishes entrepreneurs
from owner-managers; thus, not all the business-owners or managers
are entrepreneurs.

Owner-managers are small business owners who lack the personal
characteristics and attitudes described as being typically associated
with entrepreneurs. Previous studies [> 15 19,25, 34 41, 44, 55,571 showed that
the population of small business owners is heterogeneous with a split
between entrepreneurs and business owners. Therefore, not all business
owners are entrepreneurs, and the main distinction between the two
consists of the use of intuition M.

In this regard, there difference difference between business owners
who do business to achieve a series of personal goals — such as higher
income, a certain lifestyle, and autonomy - and those business owners
doing business with the purpose of growing a profitable business that
allows them to accumulate wealth 5 52 58 These types of business
owners are defined either as ‘caretakers’ — who are characterised by little
strategic focus, little desire to grow or innovate, like owner-managers —
or as typical ‘entrepreneurs’ — thriving on change, able to come up with
ideas, and pushed by their adventurous spirit and proactivity to pursue
opportunities. These entrepreneurs tend to present restless behaviour,
always active and pushed by curiosity, whereas owner-managers tend to
show more structured administrative skills.

3.1.2 Entrepreneurial culture and personal characteristics

The typology of small business owner is determined by the owner’s
personal characteristics as well as by the existing entrepreneurial culture.
The culture of the entrepreneur is affected by his/her own personal char-
acteristics and personal experience. Culture is ‘the way we do things
around here’ 2%, On the other hand, sometimes culture within an
organisational context is used as a metaphor to explain complex behav-
ioural processes within an organisation 1.

It is suggested that several types of organisational culture can exist, and
perhaps co-exist, such as the propensity of entrepreneurs todemonstrate an
effective response to change "], customer-focused 4, marketing-orientated
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(121 the propensity to implement policies and procedures 2 — also known
as enterprise culture — and the propensity to learn 1€,

The entrepreneur and his/her culture have a strong impact on the
business s/he runs; Chapman ¥ maintains that ‘it is the personality, the
beliefs, the values and the behaviour of this single individual that exerts
a powerful impact on the past, present and future of the business. Their
destinies are inextricably linked’.

Culture, vision and values play an important role in the way the
company perceives business reality, the ideals behind aims and objec-
tives, positioning in the market, and the company’s identity, along with
the identity of its brands.

In SMEs, the culture is strongly affected by the business owner. The
mindset of the owner of the company seems to play an important role
in the success of the marketing activity, influencing the marketing deci-
sion-making. Companies are made of people, and their behaviours and
the owner/director influence the ‘atmosphere’ within the company, and
consequently, the way people work.

Ideas and actions come from people who have to be coordinated,
people who have their own needs, and people who, at the end of the
day, can determine the success of the company, with their correct and
responsible behaviour, or its fall, with irresponsible behaviour. Those
people have to represent the company in its organic complexity. People
should be given trust and respect and should be empowered to create
moments of truth with customers ',

The culture and values within a company determines its level of flex-
ibility or rigidity and its ability to adapt. Several researchers [12 23 33 47]
maintain the importance of flexibility, speed of reaction and ability to
identify opportunities and strengths. These aspects are simplified in
SMEs because of the lack of a traditional theoretical framework, thus
allowing more flexibility and a higher degree of potential adaptation.

The focus on marketing activity in general gives an advantage over
the long term 3, and a long-term focus on marketing and branding
strategies brings far bigger financial, strategic and managerial benefits
than the costs involved to realise them. It appears that culture, this
way, influences the ability to have a vision, the ability to see forward. In
SMEs, the vision, if it exists, is in the entrepreneur.

Carson and Cromie ¥ regard organisational culture as a set of inher-
ited ideas, values and norms influencing the behaviour of the members
of a company and consequently of the company itself. According to
them, the ‘carrier’ of the culture is a person that plays the role of the
culture ‘acquirer’, and in the case of SMEs, the ‘carrier’ is the business
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owner or director, by virtue of his/her visibility, power, influence and
dominant role within the business. The carrier and his/her tendency to
acquire more or less marketing culture for the firm has a strong impact
on the direction the company takes, so that ‘owners may deliberately
ignore it, treat it unthinkingly and merely pay lip service to it, treat it
moderately seriously, or treat it very seriously’ [131.

The same authors state that the culture of a small firm influences
the marketing planning activity, and they consider the approach of
SMEs to marketing ‘simplistic’. Nonetheless, this simplistic approach
to marketing should not necessarily be considered bad marketing but
just evidence that the attitude to the acquisition of marketing culture
rises as an element of distinction or difference between SMEs and bigger
companies.

Vision and values are elements of the culture of a firm. A constraint
to the use of marketing information can be identified in the lack or
presence of vision and values, whose orientation is not to the market.
The culture affects the firm overall on issues such as customer focus,
competitive strategies, and positioning that reflects on the potential
SME growth. A culture in which vision and values push towards lack of
pro-activity in terms of marketing focus might affect growth negatively.
In this regard, small business owners might not have vision, because
they might not have developed specific values inherent to their busi-
ness philosophy. Sometimes a limited personal education might narrow
a business owner’s perspective on the outside world — thereby shading
potential opportunities. In fact, in current marketing literature, there
have been comments on the ‘limited formal business education’ of
owner-managers and suggestions that small business problems and fail-
ures occur because of a lack of managerial skills and depth of knowledge,
misuse of time, and lack of vision [13],

Several studies [+ 1829601 confirm that the entrepreneur’s level of educa-
tion is positively associated to the SME's survival and growth. Tyebjee
et al. 1 are of the opinion that many companies present a chaotic
organisation because they already struggle with operative issues (e.g.,
cash flow monitoring and production schedules settings) and end up
losing sight of the outside world, their market, their customers’ needs
and wants, and where they should direct their marketing efforts.

In terms of attitude, small business owners and big firms managers
differ in that in SMEs, there is a tendency to approach marketing with a
negative attitude '3l perceiving marketing as a potential cost, perceiving
the management of distribution channels and sales as problematic areas
requiring lots of efforts or, as defined by the authors, ‘uncontrollable
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problems’. Different attitudes have been found in small business owners
of different ages. We do not mean that age is necessarily an indicator
of personal experience; nevertheless, in many cases, greater age is often
associated with longer business experience. Often age, education and
experience are somewhat related factors that shape the cognition of the
small business owner.

A crucial characteristic in entrepreneurs is the cognitive style [, i.e.
‘the way of thinking about, and processing, vital information upon
which decisions are made’ [, This is connected to their personality but
with their personal experience, too 4. ‘The style of the successful entre-
preneur will of necessity be intuitive because of the characteristics of
the environment in which they are operating. These characteristics are:
incomplete information, time pressure, ambiguity, and uncertainty’ [\l.

Chell ™1 in his behavioural study, maintains to this regard there is
difference between business owners who do business to achieve a series
of personal goals — e.g. higher income, a certain lifestyle as well as
autonomy - and those business owners doing business with the purpose
of growing a profitable business allowing them to cumulate wealth, as
Sexton and Bowman-Upton B2 and Timmons ®® also point out. The
last author defines the first ones as ‘caretakers’, who are characterised
by having little strategic focus and little desire to achieve growth and to
innovate; whereas the second ones are considered stereotypical ‘entre-
preneurs’, thriving on change, able to come out with ideas and pushed
by their adventurous spirit and proactivity to pursue opportunities.
These entrepreneurs tend to present a restless behaviour, always active
and pushed by curiosity.

Also age is an important factor in fostering growth ©!, Winter et al. 62
report that ‘age and education of the home-based business owner, length
of time in the home-based business and positive feelings by the business
owner towards their work were all significant and positive predictors of
being in business three years later’.

3.2 Entrepreneurial orientation

Despite the differences between entrepreneurs and owner-managers,
the volatile and complex environment in which firms operate forces
them constantly to renew their competencies or to create new sources
of value. So different small business owners adopt different behaviours
to sustain their livelihood. Volatility and complexities in the environ-
ment also mean increased competitiveness among firms, and conse-
quently, the need for small business owners to find ways to survive on
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the marketplace. So in order to be more competitive, managers seek to
improve organisational effectiveness by identifying and adopting stra-
tegic approaches (or orientations) to suit the firm’s work practices 8,
although in the case of small business owners this process might not be
taking place at a totally conscious level.

Researchers have identified different ‘strategic orientations’, defined as
the strategic directions or approaches a firm takes to encourage behav-
iours leading to the improvement of sustainable business performance
271 among which entrepreneurial orientation is one (along with market
orientation and innovativeness). Nevertheless, the body of current
research in marketing and management [* 5 %3 focuses on market orien-
tation as the competitive strategy with the greatest potential impact on
a firm’s performance, when this is compared to other strategies, such as
entrepreneurial orientation or innovativeness. However, some studies 3
17,28, 40,461 indicate that market orientation is not the only viable strategic
orientation or approach, which suggests that other business strategies
may also have considerable impact on competitive advantage and firms’
performances.

However, before this last stream of research, in 1996, Lumpkin and
Dess #2431 introduced the concept of entrepreneurial orientation (also
known as EO), defined as the ‘strategy-making processes and styles of
firms that engage in entrepreneurial activities’ 3. In their 1996 paper
they conceptualised EO as a construct made of five main dimensions,
namely autonomy, innovativeness, risk taking, proactivity and competi-
tive aggressiveness. The authors describe these dimensions of EO in the
following way [3I:

Autonomy is defined as independent action by an individual or team
aimed at bringing forth a business concept or vision and carrying it
through to completion.

Innovativeness refers to a willingness to support creativity and experi-
mentation in introducing new products/services, and novelty, tech-
nological leadership and R&D in developing new processes.

Risk taking means a tendency to take bold actions such as venturing
into unknown new markets, committing a large portion of resources
to ventures with uncertain outcomes, and/or borrowing heavily.

Proactiveness is an opportunity-seeking, forward-looking perspective
involving introducing new products or services ahead of the compe-
tition and acting in anticipation of future demand to create change
and shape the environment.
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Competitive aggressiveness reflects the intensity of a firm'’s efforts to
outperform industry rivals, characterized by a combative posture and
a forceful response to competitor’s actions.

Although these are all dimensions of EO, it should be noted that they do
not necessarily have to express altogether or in the same proportion, so
that different combinations of the different dimensions create a unique
EO mix typical of the single individual. Hence, different mixes of EO
affect entrepreneurial behaviour in different ways.

An example of what we have said so far can be found in the competi-
tive behaviour of two firms operating in the field of electronics: Sony
and Panasonic (also known as Matsushita Electrics), as reported by
Limpkin and Dess 42

Sony, well known for its entrepreneurial spirit and R&D skills, aggres-
sively pursues first-mover advantages from new-product innova-
tion....Matsushita typically lets Sony and others innovate, but then
takes a leadership position based on its skills in manufacturing and
marketing... that is, it incurs risks through capital investment in plant
and equipment, is proactive by entering markets early in the product
life cycle, and displays intense competitive aggressiveness through its
strategies that are intended to build strong market share.

Therefore, small business owners can also have different mixes of EO,
and this affects the way they run their firms, the long-term aims for
their business, the tactical choices related to the allocation of resources,
and overall, the ethos followed in their business activity.

3.3 Environment and opportunities

Entrepreneurs are well known for being able to identify opportunities
that other people cannot identify. Entrepreneurs apparently have their
own way of perceiving reality ) which differs from non-entrepreneurs.
They are able to identify opportunities for growth ¥ and their thinking
style is highly non-linear B!, meaning it is characterised by highly
intuitive, creative and emotional processes, as opposed to rational and
analytical processes.

Nevertheless, their decision-making is affected by what happens in
the environment, as many entrepreneurs react very quickly to changes
in the marketplace 617, 2% 391 Entrepreneurial activity is affected by
both an external environment, which influences entrepreneurial
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activity through political, social, economic and technological events,
and an internal environment, which defines the boundaries for firms’
operational capabilities and capacity. In what follows, we will discuss
the external environment.

3.3.1 The external environment: institutional factors
affecting SMEs

The external environment is something that SMEs can hardly control.
The environment in which a firm operates influences all its activities,
and often firms have to adapt to changing market conditions. In current
marketing literature, there are several models of external environment;
the best-known are the PEST (political, economic, social and techno-
logical factors) and PESTEL (political, economic, social, technological,
environmental and legal factors). For full details on these models, we
refer to classical marketing university textbooks [112% 33, 35, 37-38, 47, 1],

In this section, we briefly present some considerations on how polit-
ical, economic, social, and technological factors affect SMEs’ activities.
Institutions differ in different socioeconomic realities, as the interaction
with the existing social environment can determine different institu-
tional effects ™ 281, An example of this could be a formal institution like
a country’s legal system: its effectiveness might depend on the level of
corruption of the judiciary (values) or on the regulation-implementa-
tion gap (uncodified attitudes). This is an example of how the external
environment might affect SMEs’ livelihood. But, what do we mean by
the term ‘institution’, and how does this affect SMEs’ activities?

Institutions provide a ‘behavioural framework of social compliance’
within which firms and individuals make their choices ® '3l Individuals
and organisations’ behaviour is therefore influenced by the social norms
that enable or constrain social behaviours Pl, such as political systems,
economical systems, legal systems, and the perception and protection
of private property. On the other hand, informal institutions are those
social frames that contribute to the creation of norms for communal
peaceful cohabitation ™% 49 such as codes of conduct, values, beliefs,
social norms, uncodified attitudes, and social networks.

From the institutional point of view, the world has increasingly
become more open to quick changes as a result of 30 years of globali-
sation 2% %4, These socioeconomic changes increased opportunities
through a more enhanced interconnectedness amongst firms; however
these changes also pushed SMEs to the need to react faster to changes
in the marketplace, pushing them to adopt competition tactics based on
differentiation. The development of a competitive advantage based on
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differentiation has become paramount to the survival of Western econo-
mies, due to the cost-leadership retained by the BRIC (Brazil, Russia,
India and China) countries.

International trade brought huge pressure on those firms that lacked
competitiveness, and therefore, Western countries’ political forces
reacted to this pressure by trying to improve SMEs’ ability to compete
in the market through a series of initiatives, among them the recogni-
tion of the need for policies of economic growth that allow firms to
grow. By manipulating the regulative (legislative) system, Western coun-
tries’ governments tried to implement policies aimed at reducing fiscal
pressure on SMEs, while increasing accessibility to capital through bank
loans 2% 34 431 Despite the fact that in some places these policies were
more or less effective 3, the creation of policies per se is a clear indi-
cator of interconnectedness between the political and economic factors,
and these do affect SMEs’ activities.

In some cases, like in the UK, not all governmental policies benefit
SMEs, and not all SMEs are encouraged to grow, given the limitations of
unfavourable taxation policies:

Small firms are usually unable to utilise the complex financial instru-
ments used by large firms to exploit the benefits available from tax
allowances on interest charges and depreciation. The adverse outcome
for tax legislation has recently been demonstrated by the impact on
small firms of the UK Government’s decision to significantly alter the
tax regime on capital gains 29,

Innovation also plays an important role in how firms’ activities are
affected ["°l. Building innovation capability is not only important for
economic survival P4, but also for fostering national and regional growth
and welfare [©l. SMEs are particularly good at innovating in industries
that are not capital intensive:

The relative innovative advantage of large firms tends to be promoted
in industries that are capital-intensive, advertising intensive, concen-
trated and highly unionised. By contrast, in industries that are highly
innovative and composed predominantly of large firms, the relative
innovative advantage is held by small enterprises’ 1.

Technological factors can either improve or hamper firms’ competi-
tiveness, depending on the level of innovation with which firms
engage. Therefore, to protect SMEs’ innovation through effective IP
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(intellectual property) rights policies, it is important for political forces
to undertake as many legislative efforts as possible, to grant the exclu-
sivity of IP exploitation to SMEs while encouraging KT (knowledge
transfer) activities M9,

Although universities and research institutions enable knowledge crea-
tion and transfer [%], the government’s support for the development of
innovation capabilities at local and national level, is essential, as it can
manipulate firms’ behaviours through the creation of policies enabling
or hampering different activities. All these institutional factors affect
the way business is conducted, as they shape the organisation of the
society the firm operates in. SMEs cannot control these factors, many
of which pose a potential threat to their survival; nevertheless, many
SMEs can also find opportunities when the institutional environment
changes, as some of the changes that take place within the regulative
system (political and economic forces), the normative system (peoples’
accepted behaviours), and the cultural system (social forces) might allow
the firm to discover new opportunities to exploit. Maybe they find new
markets for their products, or they might be pushed to improve their
business processes in light of changes in the competitive scenario or in
consumers’ needs.

3.3.2 Competitors, suppliers, intermediaries and consumers

SMEs do not have control over the major institutional factors affecting
their activities; however, they can influence their external environ-
ment when dealing with their supply chain stakeholders: competitors,
suppliers, intermediaries and consumers. SMEs’ management of their
relationships within the supply chain can enhance the possibility to
capitalise on opportunities that might arise by the ties firms create with
each other. Opportunities can be found both up and down the supply
chain.

When we look at opportunities identification upstream of the
chain, current marketing literature argues that effective supply chain
management practices are built on the holistic concept of develop-
ment of strong partnerships’, so on the cooperation on strategic activi-
ties. However, strong partnerships are based on trust among firms and
on a high degree of information sharing with stakeholders. These best
practices of supply chain relationships management contribute to
the creation of competitive advantage, which, in turn, improves firm
performance [18, 24, 26, 32, 36, 40, 57].

However, although current marketing literature suggests SMEs can
achieve competitive advantage leveraging on the accessibility and
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mobilisation of resources through the use of social capital [, several
firms still operate within ‘functional silos’ 2!, although this is not
recommended, as it hampers the development of collaborations
because of the inability to integrate business functions. In firms whose
functional silos philosophy is dominant, communication is generally
scarce, and this hampers collaborations where power structures often
revolve around supply chain members’ negotiation abilities, due to the
lack of understanding of stakeholders’ functional needs. Therefore, this
lack of communication affects supply chain coordination levels and
abilities (42 521,

On the contrary, in those supply chains where information is shared
amongst stakeholders and flows along the chain (and can be controlled
at all stages), we observe optimal performance derived by effective coop-
eration 4. Competition is weakened by stronger relationships along the
chain. Furthermore, we also observe individual chain members’ coor-
dination can be achieved 4, provided that functional silos are broken
down. Thus, optimal performance is given by the cooperation and
collaboration of all stakeholders in the supply chain [“31.

Some of the opportunities SMEs can achieve with supply chain inte-
gration include (1) reduced transaction costs, (2) improved inventory
management, (3) the creation of entry barriers to new competitors and
(4) reduced business opportunities loss caused by the lack of supply
chain coordination (e.g., delayed deliveries and other similar problems
arising in decentralised supply chains). As a result, contracts that facili-
tate vertical chain integration (top to bottom) improve buyer-supplier
relationships (in many cases through profit-sharing agreements ®) and
appear to be an excellent choice to exploit the opportunities offered by
vertical chain integration [55-561,

SMEs can also identify opportunities downstream the chain. In
many industries, products are generally differentiated at the ‘actual’
level 481 (e.g., FMCGs, crude oil, gasoline, automotive, Internet services
and telecommunications). In these cases, exclusive dealership is not
uncommon !, and consumers’ transactional involvement is often low,
with very little risk for unfulfilled promises, which encourages brand
switching (27,301,

SMEs should encourage brand loyalty, rather than brand switching.
From a supply chain management point of view, these markets are gener-
ally characterised by the presence of cost-leaders; therefore, the competi-
tion is based on price. Such competition structure generates the need for
low-cost sourcing to grant acceptable margins to the focus company, and
little room is left for a Plan B, should something go wrong. Hence, SMEs
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could capitalise on differentiation by gaining better understanding of
their consumers: current consumer-driven markets are more and more
fragmented B9, Although this increased fragmentation increases rivalry
among firms ", in markets characterised by a high heterogeneity, SMEs
can capitalise on consumers’ needs and wants to enable the elaboration
of differentiation strategies.

Firms in general, SMEs in particular, must strive to know their
customers, as failure to do so would be too costly, both in financial
and economic terms. Porter [l demonstrated that the key to success is
the attention paid to final consumers. Listening to the final consumer
enables the development of competitive advantage through the propo-
sition of value, but there is also room for the improvement of produc-
tion efficiency 12, given that a higher focus on the right consumers
limits the waste of resources.
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4

Entrepreneurial Cognition and
Learning

4.1 Entrepreneurial cognition and Kolb’s experiential
learning

Entrepreneurial cognition is concerned with the ‘knowledge structures’
that people use to make assessments, judgements or decisions involving
opportunity evaluation, creation and growth [II. Current entrepreneurial
cognition literature posits there is a relationship between individual’s
cognitive properties and his/her ability to identify, develop and exploit
opportunities -5, However, the ability to recognise opportunities is
different in all people because everyone has a limited and fragmented
perception of the world we live in, and everyone relies on heuristic
mechanisms to make sense of this world 2 681,

Current entrepreneurial cognition and learning reference models
such as Kolb’s entrepreneurial learning ! model and Verkataramanan’s
learning processes model 1%, consistently show us that opportunities
can be identified if the entrepreneur has correct information and the
right cognitive properties ' 12, Cognition is therefore shaped by the
person-environment interaction. In environments characterised by
information overload, for instance, high uncertainty or novelty, strong
emotions, time pressure and fatigue are the by-products of bad entrepre-
neurial cognition (ENCO).

Since decision making and cognition are affected by the knowledge
acquired through the learning process, it is necessary to highlight the
fact that there is virtually no perfect information in the world we live
in, making it difficult for anyone to acquire knowledge. This implies a
reliance on experiential learning, which is, according to Kolb ! an inte-
grative process that combines previously gained knowledge, perception,
cognition and experience.

46



Entrepreneurial Cognition and Learning 47

However, the heterogeneity of human experiences characterises the
difference amongst people in terms of knowledge structures. In fact, the
corridor principle 3 tell us that previous experience is a critical factor
for entrepreneurship in general, and in the identification of opportuni-
ties specifically 14-161,

Experiential learning theory shows us the existence of two different
learning types 1': the knowledge derived by recreation of experience
and the knowledge derived by direct experience. According to the cogni-
tive point of view, the first one takes place in a phase of comprehension,
whereas the second one is an antecedent of comprehension and takes
place during the phase of apprehension. Likewise, the work of Kolb ¥
earlier and Corbett ¥ later, allowed us to classify learning styles according
to four fundamental learning mechanisms whose dimensions are the
concrete experience (both in terms of feeling and thinking), the obser-
vation (which is a reflective process), and the experimentation (which
is an active process). The resulting four learning styles are the accom-
modator, the diverger, the converger, and the assimilator. For further
details, we refer to Kolb’s work: ‘Through their choices of experiences,
people program themselves to grasp reality through varying degrees of
emphasis on apprehension or comprehension’ P,

By using experiential learning frames to understand the opportunity
identification process amongst entrepreneurs, we can also, by extension,
understand the process of entrepreneurial action that follows the oppor-
tunity (or threat) identification. This is achievable by gaining insight on
the interconnectedness among the attributes of the person-environment
interaction, institutional processes and entrepreneurial activity.

4.2 Institutions and entrepreneurial behaviour

Shane ! proved the influence of prior knowledge on opportunities,
as it was found that differences in behaviour are given by knowledge
asymmetries. While it is recognised that cognitive heuristics play an
important role in entrepreneurial decision-making, entrepreneurs are
more prone to biases ['7). Entrepreneurial cognitive scripts are consistent
across cultures, but it is important to look at the individual’s cognitive
processing style 8] since entrepreneurs tend to prefer intuition over
adopting an analytical approach, like managers do. Opportunities (or
threats) are better identified intuitively; nevertheless, the environment
we live in affects our learning process ['°l, and it is not unlikely that
the processes of apprehension (i.e., the way we experience reality) and
comprehension (i.e., the way we make symbolic sense of the reality we
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experienced) might play a role in determining entrepreneurial behav-
iour Pl. Entrepreneurs are therefore pushed by the strength of their own
symbols, elaborated — thanks to comprehensive processes — to react in a
peculiar manner to the identification of an opportunity or threat.

The antecedent to the symbolic elaboration of the experience is the
way the experience per se is lived in the single individual in the appre-
hensive phase ?°l. Variations in the institutional environment generate
cognitive differences that ultimately dictate different behaviours,
although these behaviours are moderated by personal characteristics
such as gender and learning style !, as well as by the type of learning
that generates the scripts or knowledge structure the entrepreneurs
consequently enacts . In the case of gender, research ?2 shows that
female entrepreneurs in transitional economies often lack of support,
have a stronger fear of failure, and are sometimes perceived as lacking
competency for business.

Current institutional theory 3 and institutional economics 24 agree
that both formal and informal institutions influence individuals’ and
organisations’ decision-making. Institutions can be both formal and
informal 2%, and it is the formal ones that shape the way a nation is
structured, through its regulative, normative and cultural-cognitive
systems 2%, Examples are political, economic, and legal systems, and
private property. Working within the framework provided by formal
institutions, informal institutions contribute to the creation of norms for
communal peaceful cohabitation 2% 261, Examples are codes of conduct,
values, beliefs, social norms, uncodified attitudes, and social networks.
Formal institutions create cohesion in the social tissue of the nation
and contribute to stability within the social environment. This stability
enables the development of entrepreneurship.

The institutional environment can effectively create or destroy entre-
preneurship in countries 1. Institutions therefore provide a ‘behavioural
framework of social compliance’ within which firms and individuals
make their choices 128 291,

Individuals and organisations’ behaviour is therefore influenced by
the social norms that enable or constrain social behaviours B%. Good
coordination of formal institutions creates societies whose social
groups networks are characterised by weak ties B, Weak ties allow
social groups to exploit opportunities that can be pursued through
entrepreneurial behaviour because of the accessibility and openness of
the networks 32,

However, in transitional economies, formal institutions often fail
to function properly, so that political systems clash with economic
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systems, and legal systems and do not grant the required level of legality
within a country B3, This institutional failure generates a change in the
institutional environment, which consequently affects entrepreneurs’
cognition due to the alteration of the person-environment interaction.
Differences in cognition therefore emerge due to the different experi-
ences the environment offers and the instability of reliable information,
which both decrease trust among transactions’ partners 34, This experi-
ence lived in the apprehensive phase of cognition is then re-elaborated
in the comprehensive phase, where symbolic value is attached to the
experience itself. For instance, Lim ' reports that ‘of particular rele-
vance to entrepreneurship is a country’s level of corruption, which is the
extent to which public power is misused for private benefit in business
transactions 3% 36, Therefore, the apprehensive phase of ‘encountering
corruption’ corresponds to a shift from the ‘rule of law’ to the ‘rule of
man’ in the comprehensive phase.

However, when institutional failure occurs, current studies % 37] show
that informal institutions often manage to compensate for it, filling
the institutional void that has been created 38411, Examples are the role
that networking has played to bring benefits to network members in
both transitional Russia % 431 — where it’s used to solve inter-firm legal
disputes while influencing the legal system — and in China ¥+ 43 — for
getting easier access to the allocation of public resources.

Instead of simply focusing on the growth of their business, entrepre-
neurs in hostile environments have to learn how to survive and foster
growth #6481 Their survival depends on their ability to identify both
opportunities and threats before it is too late, as this might hamper their
very same survival. Entrepreneurs therefore might react to some threats
either by dropping from business or by fighting injustice back. The type
of adaptive behaviours that is used will depend upon (1) the type of
threat the entrepreneurial individual or the organisation faces; (2) the
way cognitive processes react to institutional change; (3) moderating
factors such as gender and learning style. In the current entrepreneurship
literature #8-5% several entrepreneurial actions were reported as being
manipulative of the person-institutional environment interaction.

4.3 Entrepreneurs’ adaptation to the environment

The entrepreneur responds cognitively to the stimuli of the institutional
environment. When the person-environment interaction takes place,
different cognitive processes affect the way the entrepreneur perceives
an opportunity or a potential threat. These stimuli then generate a sort
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of entrepreneurial resilience in the identification of both opportunities
and threats. Depending on the learning style of the entrepreneur and
his/her gender, as well as his/her ability to manipulate or exploit institu-
tions in his/her favour, is a much better choice than exiting business.

Formal institutions — whether political, economic or legal - may pose
threats to entrepreneurs. In the political environment, the failure to
achieve clear-cut and transparent policymaking (or instability in the
political system) generates uncertainty in the social environment [,
Several authors have observed that bad governance generates high
bureaucracy, posing a barrier for lean operations and affecting negatively
firms’ operational and transaction costs 8 579 As Aidis and Adachi
suggest 81 entrepreneurs in transition economies often deal with regu-
lations that turn out to be incoherent and volatile. Entrepreneurs might
react to these threats by establishing adaptive mechanisms of defence
based on the exploitation and manipulation of institutions such as
personal networks, trust, and more or less legitimate actions, which
mitigate the negative effects of bad governance or the inadequacies of
unstable political systems.

Also, formal economic institutions can pose threats to entrepre-
neurs. Access to credit is often exclusively available to powerful, well-
connected, bigger firms, rather than small and medium-sized enter-
prises, as the former are favoured by formal institutions [ 2. Since
access to credit is so difficult to obtain (it often requires bribery) 121, it
is necessary for the entrepreneur to adopt some sort of defence mecha-
nism. The unclear and inconsistent application of taxation rules and
the existence of hidden administration fees when dealing with public
organisations, pose a threat to firms’ liquidity and business planning
1561, Unclear regulatory systems and inaccessible licensing [°3 pose other
barriers. Entrepreneurs facing the threats posed by the economic envi-
ronment might develop defence mechanisms based more or less on
legitimate actions.

Also, dysfunctional legal systems do not contribute to entrepreneur-
ship. For example, if property rights are not respected, then simple activi-
ties like medium- and long-term planning or the acquisition of resources
become difficult 1% 63-%1 The threats coming from the legal environ-
ment identified in extant literature include potential private property
‘expropriation’ %1, legal decisions unenforced by courts and police 0% 67,
ineffective or unguaranteed contracts 7 %81 mistrust of judiciary impar-
tiality when dealing with legal disputes [, and the competitive disad-
vantage in dealing for those entrepreneurs who do not bend rules .
Entrepreneurs who perceive themselves to be under threat from the legal
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environment may develop defence mechanisms such as different busi-
ness strategies, capitalising on personal networks, trust, and enacting
acquired informal codes of conduct.

Informal institutions are also a major factor in determining the social
environment of the entrepreneur. Social norms, codes of conduct, values,
networks and trust may be strong enablers or barriers to entrepreneurial
behaviour. Values and beliefs are hard to change ?4, and in some cases
of transitional economies, a sudden change in formal institutional assets
does not correspond to as quick a change in values and beliefs 7, When
the modifications become widely accepted by the majority of a popula-
tion, the behavioural codes become social norms 79,

As mentioned above, networks can be both enablers and barriers to
entrepreneurial activity, depending on how they affect business. ‘Close’
networks Y can pose a threat to business when they ‘bind certain
groups together in ways that are undesirable for society as a whole, e.g.,
by reinforcing the practices of favouritism, nepotism, or ethnic hatred’
1331, However, networks can be used as a defence mechanism to protect
a business from formal institutional voids by decreasing opportun-
istic behaviour "2 and granting access to resources [®l that are needed
to survive or to minimise uncertainty. Networks are not only used to
decrease opportunistic behaviour, but also to strengthen linkages with
those individuals or organisations that retain power in order to achieve
competitive advantage and personal gain.

The last threat posed by the social environment may derive from the
misuse of trust. A generalised trust could describe a mental model "4
‘of what can be expected when dealing with people that someone does
not have personalised information about’ 133, whereas the misuse of
trust generates a particular form of trust, which can be found among a
closed network of people supporting each other through nepotism and
corruption S 761, Nevertheless, trust can also be adopted as a defence
mechanism against the uncertainty caused by formal institutions, thus
decreasing opportunistic behaviour 2! and increasing potential compli-
ance with business agreements 177/ 781,

We see that values, norms, codes of conducts, networks and trust
are important informal institutions that affect entrepreneurial behav-
iour through the entrepreneurs’ cognitive processes of apprehension,
comprehension and experiential learning. The deinstitutionalisation
process typical of transitional economies poses a threat to entrepre-
neurial activity by bringing instability into the social environment.
Hence, informal institutions can be instrumental to the development of
adaptive defensive actions that entrepreneurs in transitional economies



52  Entrepreneurial Marketing for SMEs

can use to limit the negative effects of the threats posed by the institu-
tional environment while increasing their chances for survival.
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S

Growth Strategies within an
SME Context

The importance of growth to an SME consists in the ability of the
company to survive major changes in its environment. This is the reason
why companies in general, and SMEs in particular, should not point
their strategies simply to survival, but should instead opt for business
strategies aimed at enhancing growth.

An example can be drawn from physics: there is a difference between
velocity and acceleration. A body can be moving on a certain imaginary
route in a space at a specific velocity. However, a change in the condi-
tions of space in which the body is moving (e.g., an increase in attrition)
slows down the body. In order not to be slowed down (and eventually
stopped), the body needs to increase the velocity of its march; therefore,
it requires acceleration, i.e. the increase (positive growth) of velocity.

Growing firms are winners in the marathon of market competition.
Although some firms might have a very low turnover (e.g., micro firms),
those companies that experience high growth are in a much better situ-
ation than firms with high turnover that do not grow or experience a
business decline (negative growth).

Although business growth is important to firms’ future development,
we should not assume that all small business owners pursue growth, or
that they are necessarily capable of doing so. In fact, despite the view
that ‘growth of individual firms is the normal and desired development
pattern’ %31, in fact, some SMEs find several difficulties in achieving
growth (121, 131],

These difficulties are often related to the business owner’s
objectives®® 1211 and the SME’s external environment %1, and they
are highly affected by the owner’s variable receptivity to marketing.
Some small business owners might simply show little receptivity
for marketing and might not feel the need for growth/expansion.

57
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Sometimes, negative experiences while attempting a business expan-
sion, such as a serious drop in profits/revenue, might ultimately put
the small business owner off from trying again ¢,

5.1 Factors affecting SMEs’ business growth

Not all business owners pursue growth strategies because the drivers
pushing people to open and run small firm are different from one SME
to another. Therefore, growth is affected by the prospective owner’s
attitude toward the business. However, there are several other factors
affecting business growth in SMEs. Overall, the factors affecting growth
can be summarised as internal and external to the SME.

The internal factors that affect growth, according to researchers in
entrepreneurship and marketing, are culture, resources, business-owner
characteristics, company size/maturity and networking availability. The
external factors identified are attitudes towards marketing constraints
and the competition.

5.1.1 Owner-manager’s culture

In a business and management context, the word ‘culture’ means
‘organisational culture’. This refers to the processes, beliefs and practices
of firms. In this section, we focus on the small business owner’s culture.
In fact, if we want to understand what culture means in a small busi-
ness context, where the owner controls the business, we have to start
considering how the set of rules and moral beliefs we acquire from our
environment affect our action in society.

We are born, live and work within a social context. Human society
is made of different cultures and subcultures: you might be aware of
diverse communities living in your town, sometimes characterised
by common ethnic characteristics (e.g., the Italian, Chinese, African,
Caribbean, and Indian communities), sometimes by special interests in
specific topics (e.g., emos, who are fond of emotional rock music, goths,
who characterised by their fondness for ‘darkness’, and hippies, whose
tastes evolved into the New Age subculture).

Sociologically, culture is often define as ‘a configuration of learned
behaviours and results of behaviour whose component elements are
shared and transmitted by the members of a particular society’ 9,
There is also agreement among academics that culture is ‘the collec-
tive programming of the mind which distinguishes the members of one
category of people from another’ [¢81,

Culture therefore entails ‘learned and shared human patterns or
models of living’ B4 and ‘these patterns and models pervade all aspects
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of human social interaction’ #4.Cultures define what shared behaviours
are acceptable for societal cohabitation; in that sense, regulative and
normative systems are supported by the underlying values and beliefs of
the culture and dictate what behaviour is right or wrong.

Business performance is affected by culture, as the motivations,
cultural background, aspirations and intentions of the business owner
[12,29,35, 65,79, 1131 affect the way business is conducted. Therefore, different
small business owners show different managerial styles and are moti-
vated by different aspects of business life.

Some SME owners have no personal interest or belief in growth 1321;
therefore, they show reluctance to engage in growth-stimulating activi-
ties such as increasing the number of employees working within their
business ¢ or dealing with specific tasks such as marketing 3.

Small business owners do not place importance on the main aspects
of marketing theory [, and growth is affected by the firm’s marketing
efforts. Marketing is context specific, and its effectiveness is affected by
the nature of the industry in which the SME operates, products distribu-
tion, the business life stage (lifecycle), the different types of products/
services offered on the market, and the firm’s management style.

The business owner’s culture affects the level of customer orientation
96, 118 'which has an impact on growth 7,92 96,103, 117-119],

Religion is an aspect of culture that affects the way business is conducted.
Religion is the acceptance of the existence of a superior being “°. It is part
of a society’s view of the world and the basis for normative systems, as
religions often dictate the moral obligations of those who belong to a
specific religion. As indicated in Lindridge ®, ‘religion covers a range of
topics including beliefs, narrative, practices and symbolism that provide a
sense of meaning to the individual’s life’.

Religion, through its dictates of righteous behaviour and our sense
of identity, is a strong driver for both consumers and business people.
Consumers’ choices are affected by religion; for example, Muslims
purchase Halal food, Jews purchase Kosher food, Hindus do not cook
beef, and in areas with a strong Asian presence the size of rice bags is
bigger than in communities with no Asian population. Likewise, the
way an SME is run is affected by the religious ethos of the small business
owner.

Religion is often intertwined with its members’ personal characteris-
tics, such as ethnicity (some religions are spread more among specific
ethnic groups), which also helps to keep a positive self-concept of
oneself through identity and belonging to a specific social group 123,
gender, as female members of different religions are more likely to take
part in celebrations and services than males ¥, and age 7, which often
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reflects generational differences (e.g., younger generations from immi-
grant backgrounds reportedly are more religious than their peers whose
families do not have an immigration history). All of these factors affect
the way religion is lived within a community or at a personal level.

While from a social policy perspective different cultures in a social
system have to learn to cohabit in peace, this might require big efforts by
the policymakers’ point of view and by a marketing perspective, because
the process of acculturation changes in the culture of a society when two
or more different cultures connect and start symbolic exchanges®19,
which causes changes in customs and traditions within the original
society — enriches the diversity found in a society and improves the
marketing opportunities that smart small business owners can identify
and pursue.

5.1.2 Available resources

The lack of available resources is a constraint to SME marketing; the very
same lack of resources is often constrains business growth, too. Often,
business owners lack the skills to deliver on marketing 2l and have no
resources to outsource specialised marketing expertise 37 100, 130

Firms’' capacity, other than marketing capabilities, has impact on
SMEs’ growth. More specifically, the ability of a firm to grow through
the exploitation of opportunities, better decision-making, and the deter-
mination and avoidance of potential mistakes made by the company in
the decision-making process, as well as the implementation of the deci-
sions taken %%, all enable of business growth. This is supported by some
studies,! which confirm that, with an increase in marketing expertise,
the growth rate of firms also increases.

Greater marketing expertise adds value to a company’s marketing
assets 31 especially on superior marketing knowledge.

However, marketing capability is related to the available resources in
the company. The lack of resources identifiable in both financial and
human capital has a negative effect on an SME’s growth [25 31,104,107,

Human capital is paramount to the growth of a company 1% 119t
contributes to intellectual capital, which has a positive correlation with
better performance in SMEs, regardless of the industry sector analysed
(16, This means that those firms that manage to hire the right personnel,
with the right mix of skills, will also benefit from the contribution their
staff will bring to their company by virtue of those skills.

Furthermore, in terms of resources, the lack of financial capital puts
constraints on business decisions % 4 104 while a larger amount of
financial resources positively influences business performance, allowing
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the business owner to have more flexibility in strategic choices. Small
business owners face the reality of working with limited resources, both
in terms of financial and human capital.

5.1.3 Business-owner personal characteristics

Another factor affecting growth in SMEs is the business owner’s personal
characteristics, as he or she plays an important role, as reported by
several authors 17,8098, 105]: the business owner’s life experience, values
and beliefs, previous experience in managerial or business roles, level
of education, and biological age are all considered important in current
entrepreneurship and marketing literature. In what follows, we will have
an overview on these main factors identified as affecting SMEs’ growth.
Previous business experience has been shown to be an important
factor for growth in SMEs [32 42471221 Tg this end, Pefia ' maintains,

Entrepreneurial start-up experience is expected to increase the odds
of venture success....Entrepreneurs whose parents, relatives or
friends have been through a business start-up process are acquainted
with the endeavours of building a firm. By sharing the concerns of
people close to them, entrepreneurs learn the intricacies of creating
a business. Sometimes, entrepreneurs start a new firm based on the
industry knowledge acquired from a previous job (i.e., knowledge
about customers, suppliers, industry regulation, subsidies etc.).

Therefore, entrepreneurs’ previous experience is an important aspect of
their learning, often improving their business skills in later enterprises.

Although previous business experience is important, it is often also
related to the gender of the small business owner. Different small busi-
ness owners present different business experiences, and their genders are
likely to affect their business experience and their views of the business
world.

According to several authors 27/ 49-50, 731 the desire for — or orientation
to — growth is affected by the gender of the entrepreneur, with female
business owners tending to pursue growth less frequently than males,
due to their need to balance their work and family relationships. Male
business owners exhibit a greater tendency to seek growth, which may
often be uncontrolled, and therefore, not beneficial to the SME.

Furthermore, female-owned businesses tend to grow less than those
owned by their male counterparts B% 0. However, all of the studies
conducted on gender and entrepreneurship have underlined the poorer
performance of businesses run by women!'?¥ because the measures of
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success focused only on business size and turnover — without taking
into account more context-specific elements, such as the female busi-
ness owner’s attitude about growth, her motivation for not pursuing
it, the family/work balance, and greater caution shown among female
business owners.

5.1.4 Company size and life stage

In terms of size and maturity, some authors % 731 agree that the size
of the company and its age have an impact on growth - with older
companies tending to perform better and presenting higher chances of
survival. More recent studies » %3 show that the relationship between
size and performance is not straightforward and should not be gener-
alised because of its ambiguity, as the relationship between size and
growth seems random.

In terms of strategy, the awareness of the different segments of the
market, as well as appropriate distribution, has a positive impact on
growth; this is confirmed by Sandberg’s and Hofer’s 11! study, in which
they found that SMEs that focus on product differentiation outperform
other start-up companies.

The same authors also consider geographical factors (e.g., where the
company operates, ease of networking with consultants, suppliers and
service providers, competitors and so on) as contributing to growth. Part
of the strategy also involves attention to distribution strategies, as they
are considered important to growth 7 13,1241 i the sense that focused
distribution in appropriate channels may foster growth or may waste
financial resources.

Growth is affected by the firm’s life cycle. SMEs and larger organi-
sations have very similar life cycle structures. All these organisations
have a first phase of business planning, which is characterised by the
generation of the business idea, and a start-up phase, which is character-
ised by financial loss due to the investments undertaken to launch the
business. Phases that follow are growth, characterised by improved sales
and profits; maturity, characterised by slowed growth or stationary sales;
and decline, characterised by the obsolescence of the products or brands
the company proposes, and sometimes by the succession of ownership
(through the sale or inheritance of the business), which often generates
a new start and a recovery to a new growth phase.

In all this, it should be taken into account that SMEs also have an inter-
mediate phase between the phase of growth and maturity ?: ‘organi-
sational formalisation’, in which the small business becomes formalised
and adopts a specific legal form as well as managerial structure.
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Figure 5.1 SME growth phases, adapted from Chaston 126/

Source: Author’s own.

5.1.5 Competition and other marketing constraints

Some other factors affecting growth, which can also be classified as external
factors, can be found in the effects of competition and the overall perform-
ance of the market in which the SME operates. Some markets, like China’s
consumer goods market, are very fast, as they are characterised by many
competitors who come up with new products and brands fairly quickly,
and the level of brand or product replication is very high. Differentiation
is the core of these markets, but it is difficult to achieve. Other markets,
such as train transportation, are not very fast. They are characterised by
few competitors and little opportunity for differentiation.

Firms’ growth is therefore partially affected by the type of market the
firm operates in. Nevertheless, ‘some small firms achieve high growth
despite being in sectors where market conditions are unfavourable.
Growth performance in small businesses has been found to be related to
a number of factors, including

e a successful product-marketing strategy;

* how the managers create and exploit market opportunities and cope
with difficulties;

e a greater propensity to follow a strategy of focused differentiation,
and a lower propensity to compete on price. ©
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Another factor that affects an SME’s growth is the way it faces the
marketing constraints that present themselves during the business life-
cycle. There are phases of crisis that the SME has to overcome in the
transition between a growth stage and another [''3l, Constraints on
marketing activity account for part of the problem, by causing crises
during the transition between one stage and another. Some constraints
might result in increased competition, shifts in consumers’ preferences,
and more unfavourable economic and sociopolitical conditions that
make it difficult to carry on with operations. All these may hamper firm
growth during the transition phases from a stage to another, e.g., from
start-up to established business.

5.2 The diversity of the drivers to growth

There are different reasons why small business owners decide to start their
own firm. Most commonly, they pursue personal profits. However, finan-
cial performance is not necessarily a driver for all small business owners.
Some like the independence of running a business, while others are
obliged to do it following redundancy from their previous employment.
Some see their business as a different and helpful way to spend their retire-
ment. The motivations at the root of entrepreneurial action are many and
depend on the small business owners’ personality and personal situation,
along with the pressures from the economic and social environment.

Despite the flexibility of SMEs’ reactions to market changes®, entre-
preneurs or owner-managers can manage SMEs. These differ significantly
in their managerial styles and their decision-making. Entrepreneurs are
more inclined to take risks, and this affects their strategic attitudes.
Entrepreneurs are opportunity seekers and show less inclination to plan
(671, Furthermore, their decision-making shows itself to be ‘irrational and
erratic’ P8, On the other hand, owner-managers tend to behave more
rationally. They tend to take planning activities into consideration, and
they control business processes as well as measuring performance 81,
Several studies % 801051 have dealt with entrepreneurs’ characteristics;
more in-depth information can be found in those publications.

We should not take it for granted that all entrepreneurs are motivated
by seeking growth 611, as some might just run the business because of
their lifestyle. In the case of female entrepreneurs, not all women search
for growth:

Research on the goals of men- and women-led ventures finds that
woman business owners frequently pursue both economic and social
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goals rather than economic goals only, which may detract from
economic performance or growth 3. Furthermore, women B8 are
more likely than men to start businesses to achieve a work-family
balance P11,

However, growing businesses not only contribute to the small business
owner’s wealth, but also to local economies. It is true that governments
are interested in growing companies due to the local and national bene-
fits related to business growth B, but nevertheless, companies often
need governmental support in order to be able to start, develop and
grow. This is especially true in turbulent times, and some small busi-
nesses might need more governmental support when economic and
social conditions deteriorate because also small business owners’ morale
gets worse with the increase of economic difficulties. Those small busi-
ness owners who are strongly motivated to survive hard conditions
should then think about how to add value to their products and brands
through a better understanding of the market and through the imple-
mentation of differentiation or cost-leadership practices.

5.3 Differentiation versus ‘me-too’ strategies

In the previous sections, we highlighted the importance of growth
to SMEs. Amongst different strategies of growth, SMEs often face the
problem of differentiating. Differentiation strategies are very powerful
in many markets, and are necessary in some (especially in very dynamic
markets). Unfortunately, differentiation is not easy to achieve, as it
requires a strong orientation to the market, a good understanding of
consumers’ profiles and preferences, and investment of resources in
the design and implementation of marketing plans that involve market
research, product development and marketing communication 1,

Current consumer markets are increasingly fragmented ¥, and this
increases competition amongst firms . In fast markets (character-
ised by a high level of heterogeneity), consumers’ needs and wants, as
well as the drivers to purchase, need to be thoroughly understood by
producers and processors in order to enable the elaboration of strategies
of differentiation.

An example, taken from the food and drink industry, is the evolution
of a commodity such as eggs: consumers can nowadays find organic,
special feed and breed, free range, small, medium, large size, or high
bird welfare eggs, and these eggs are branded or have their own label
711, Firms in general, but SMEs in particular, must strive to know their
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customers, as failure to do so would cost too dearly to them, both in
financial and economic terms.

The key to success is the attention paid to final consumers 1%, which
enhances the chance to achieve a competitive advantage through the
provision of value to consumers. A better understanding of the final
consumer also improves production efficiency ¥, as evidence shows a
positive, significant, and robust link between marketing orientation and
firm performance "®l. As a consequence, it is of paramount importance
for companies to take a customer-oriented approach in order to sustain
their market share 2, and create “customer value” for different market
segments 1271,

Adding value to a firm’s customer base means that consumer prefer-
ences, attitudes and behaviours should be monitored continuously to
help develop attractive value propositions, as perceived by the consumers,
and to reduce competitive pressure by proposing truly different ways to
satisfy consumers’ needs and wants.

Consumer decision-making is a complex process that may be affected
by a variety of factors U7- 81,86, 88, 1121 The drivers for consumer choices
can be found both inside and outside the supply chain and are often tied
to individuals’ lifestyle, cognition and level of awareness about prod-
ucts. Whilst firms may have control over product attributes (e.g., taste,
smell, look, packaging, brand name and label, among others) to appeal
to consumers and influence their decision-making, no companies have
control over consumers’ purchase decisions, and SMEs often also lack a
deep understanding of the market they operate in.

Personal factors (e.g., cultural background, product knowledge,
perception, attitudes, socio-demographics and psychologyare uncontrol-
lable characteristics, yet they play an important role in the purchasing
decision and are at the basis of differentiation’s success. SMEs should
consider consumers’ characteristics thoroughly when differentiating
their offering. This point may seem obvious in a business to consumer
(B2C) environment. In a business-to-business (B2B) context (in which
customers are wholesalers and retailers), products are designed in line
with these customers’ specifications, rather than according to final
consumers’ preferences, but this might not be the best way of doing
it, nor is it necessarily advantageous for the producing firm in the long
run.

Nevertheless, in a B2C context, consumers play a major role in prod-
ucts’ availability on the market, given their expressed demand. For many
SMEs, it may be difficult to cater to this demand, given the high hetero-
geneity of consumers, so SMEs are often tempted to copycat products as
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a safe strategy for easy market penetration. In fact, it is quite common to
find SMEs that pursue a ‘me-too’ strategy by copying existing products,
rather than truly differentiating or innovating.

However, me-too strategies are not effective in the long run because

as markets become more competitive and trade customers more asser-
tive, the number of “me-too” brands and stock-keeping units will
diminish. Its growth linked to affluence and two-worker households,
convenience-store retailing will accentuate the pressure on many
“other than leading” brands because of its restricted shelf space.
Supermarkets seeking growth by adding new categories will increas-
ingly have to weed out those manufacturers’ brands with less market
share in traditional categories [,

5.4 Marketing decision-making and performance: measures
available to SMEs

SMEs generally cannot rely on data mining or marketing departments
that can organise state- of-the-art market research. Their marketing
know-how and available time, let alone financial resources, are very
limited. Within an SME marketing context, growth is the sole output
measure that can safely determine the year-on-year success of the firm,
although other measures of performance exist.

5.4.1 Marketing decision-making influencing factors

Researchers 1 working on firm performance generally use growth as a
reliable measure of performance, because without growth, SMEs cannot
survive. Nevertheless, a firm’s marketing decision-making is complex.
Several factors interact in the process to generate a decision that might
have either a positive or negative effect on the overall performance of
the firm.

In what follows, we briefly describe how different factors affect the
marketing decision-making and therefore performance, before turning
our attention to some specific measures that can both support marketing
decision-making and contribute to measure performance. First of all,
amongst the initial observations on SMEs marketing decision-making,
we have to consider that an entrepreneur’s attitude towards external
factors (e.g., customer needs/consumer wants, competitors’ moves, rela-
tionship with suppliers and service providers) has a direct impact on
marketing strategy [ 9. The more in tune businesses are with customer
needs (e.g., rates of sale, profit margins, and waste levels) and consumer
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Figure 5.2 Frequency of purchase affecting marketing decision-making and
performance within an SME context

Source: Author’s own.

wants (e.g., product attributes and availability), the more likely they are
to make changes to the marketing mix that are consumer- and custom-
er-driven 3, Also, the more they learn about their competitors’ behav-
iour, the more likely they are to respond quickly and protect or grow
their market share “°I.

The better SMEs’ relationships are with suppliers and service providers,
the more likely they are to benefit from higher quality inputs and the
level of service those SMEs often struggle to attract, due to their small
size. The more knowledgeable they are about the range of support services
provided by government agencies, the less likely they will be to expose
themselves to excessive/unnecessary debt, and the more likely they are
to benefit from grants and subsidies directed specifically at SMEs.

Small business owners’ attitude towards external factors affects the
marketing information construct [B] 1> 64 125-1261 ' and marketing infor-
mation itself comprises three factors: source of information, frequency
with which the information is acquired or used, and the type of infor-
mation acquired or used. These three factors are affected by whether
the company has any interest in its consumers and customers, competi-
tors, suppliers and service providers. It should be considered that all
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these stakeholders provide important inputs at different stages of the
marketing strategy development process 3% ¢4 727483, 871 ‘and the acqui-
sition of information from them might generate a feedback effect on
market orientation [C], since more insight from the market could raise
further the SME interest in acquiring information to support marketing
decision-making processes, rather than operations (e.g., procurement,
production, distribution and so on).

To this regard, much of the entrepreneurial marketing literature high-
lights SMEs’ tendency to focus more on production and turnover (sales)
rather than on marketing activity per se, which, in the short term,
generates costs [© 23 28 51, 661 Many small business owners therefore fail
to see the strategic aspects of engaging with marketing. Nonetheless, it
has been long established that marketing in general, and branding in
particular, are essential ingredients for enhancing the firms’ long-term
competitiveness, irrespective of their size ['l. Therefore, marketing intel-
ligence is linked to marketing strategy, because they enable business
growth by its power to inform marketing decision-making overall.

Marketing strategy comprises four different components: distribution
strategy, segmentation awareness, targeting strategy and perceived brand
awareness. Together, these components drive the marketing process and
help the marketing decision-making, the outcome of which drives busi-
ness growth [3 24 33,48, 60,116,125, 1291 'Marketing strategy has, therefore, a
direct impact on a company’s success [A], because growth is affected by
all the factors contained in the marketing strategy ©> 64 721,

However, creating a marketing strategy often requires access to
marketing expertise. In fact, its presence or absence affects the ability
to identify the most appropriate sources of information [E] 123 70 84 _
whether it is primary or secondary, for instance — and the type of infor-
mation needed [G], too, such as whether it is qualitative or quantitative
in nature or relevant to a business’s activities.

Management style affects the type of information sought and its
frequency of use because of a higher or lower orientation to marketing
[G] 8. The funds allocated and the company analytical capability affect
both the quality and quantity of information SMEs use [G] #2-23],

The internal factors of growth affect marketing strategy [D] in
different ways: the management style affects the way the mangers direct
the business and determine the areas the company should focus on,
which therefore affects the level of segmentation awareness [6-7 41, 55 591,
Marketing expertise affects the way the marketing strategy is set up or
conducted through the targeting strategy [ 3 511, with implications for
the level and nature of marketing activity, and consequently, with an
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impact on growth. In addition, marketing resources affect the targeting
strategy as well as the whole marketing strategy and the attitude toward
external factors [22-24],

Also, the personal characteristics of the entrepreneur contribute to the
generation of growth, as they have an impact on management stylel>°l,
Younger owner-managers are likely to be less risk averse than older
managers, and the latter are more likely to be resistant to change and
autocratic in style, a characteristic that is also more likely to be present
in managers with many years of business experience.

Business size is presented as having moderating effects on the
marketing strategy [D] ¥ and overall business growth [E], as well as on
the use of marketing information [G]. Larger businesses are more likely
to have more resources to support their marketing activities and have
greater alignment of the different elements in the marketing mix: the
right product at right price in the right distribution channel, targeting
the right consumers > %721 Along with business size, we found the age
of the business is also reported in the entrepreneurial marketing litera-
ture as affecting the use of marketing information [G] ¥& 1161251 _ the
more mature the business, the more likely it is to have been exposed to,
and benefitted from, the use of marketing information.

A relationship between the internal factors and both the size and age
of the business should also be noted % 125, SMEs at different stages of
development are likely to have different management styles, different
levels of resources available for their marketing activities [> 22-23, 54 66,70,
84,1331 and different capabilities to develop and execute the marketing
strategy [D] 541,

A last factor affecting a firm’s growth is the presence of a brand that
distinguishes the business and its products in the market. Sometimes an
owner-manager in a family may inherit the brand (along with the family
business) from a previous generation, and both are already established in
local markets. Other times, companies have not operated for long time
to grant high awareness of their products, so brands are developed from
scratch to address customers’ and consumers’ lack of awareness. However,
for other owner-managers, having a brand is not important, so they focus
on producing for and supplying own-label brand owners. Given this
diversity of options, it is sensible to believe the presence of a brand may
have an impact on the marketing strategy [D]; SMEs with an established
brand will have very different requirements, capabilities and resources
than those yet to establish a brand in their target market 'Y, thereby
making brand owners potentially more eager to use marketing informa-
tion to push brand awareness, market better, and achieve growth.
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5.4.2 Measures to inform marketing decision-making and
monitor performance

Following what has been described so far, and provided SMEs have the
right mix of business owners’ personal characteristics, market orien-
tation, brand awareness and strategic views, we raise the following
question:

Can SMEs pursue, should they wish to, actions to focus their marketing
decision-making, and then monitor the effectiveness of their busi-
ness activity generally and their marketing activity in specific?

In fact, there are several different measures SMEs could use, both quali-
tatively and quantitatively, in order to guide their marketing decision-
making and to assess their performance. Among the simple measures
SMEs could look, at we find

e value growth (measured in terms of turnover, also known as sales’
value)

volume growth (measured in terms of sales’ volume)

frequency of purchase

customer penetration

repeat purchase

sales per customer (both in terms of value and volume)

consumers’ ratings

In the case of those SMEs that operate as retailers, footfall is also helpful.
All of these measures can help with the marketing decision-making and
with an assessment of current firm performance. SMEs could also use a
series of accountancy tools to determine their financial and economic
strength and their actual position with respect to debtors and credi-
tors in general, as well as to determine their stock and the allocation
of resources within the firm. However, from a marketing point of view,
decision-making benefits by the above mentioned measurements. If
SMEs were becoming more aware of the use of these measures they
would start their first steps into marketing intelligence.

In what follows, we describe the above measures within their stra-
tegic context, and in order to do so, we have to introduce a specific
question for the firms who want to start engaging with marketing
intelligence.

What are the marketing opportunities for growth?
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This is a simple question; nevertheless, it is critical for all those SMEs that
are willing to engage with marketing intelligence. The question addresses
the problem of market growth. Different markets have different dyna-
micity, as we have already seen, and all markets are not at the same stage
of development and do not all move at the same speed.

It is possible to determine the growth rate of the market in a fairly
simple way, when the data are available. However, the big problem for
SME:s is that it is not always possible to determine the aggregate value
or volume of sales for all their competitors. Therefore, it is not possible
to most of the SMEs to determine whether the market they operate
in is a high- or low-growth market. Governmental bodies often make
these estimations and national Offices of Statistics in different countries
generally estimate market growth.

Nevertheless, firms can determine market growth, both in terms of
value and volume for their own products, and thereby understand which
are high- and low-growth, giving them a simple but helpful measure of
performance of the single products within their portfolio. SMEs can also
compare growth by channel of distribution, identifying the fast-growing
products when distributed in different channels, and so on. The growth
in terms of value and volume is determined in the same way; however,
to calculate value growth, we use the figures related to the turnover
of the firm (i.e., the total amount of sales within a specific period of
time) and to determine volume growth, we use the units sold. We also
choose two periods of time, to determine the growth over a specific
period whose boundaries are the first time period (i.e., time 1) and the
second period (i.e., time 2). Then, the growth rate (Gr) is calculated the
following way:

Gr = [(total sales at time 2 — total sales at time 1) +
total sales at time 1] x 100; (1)

So, for example, if we the value of sales in January amount to £20,000,
and by the end of April, we reach £28,000, then the sales value growth
rate is 40% over the first quarter of the year. The same applies to the
growth rate in terms of volume (or units) of a specific product.

By knowing the growth rate of a specific product, SMEs can then
measure the performance of specific products within our portfolio, or
we might be interested in comparing different growth rates during the
different periods of the year, so that we know when we could expect
a fast increase in sales (and consequently prepare to supply more of
a specific product) or find ways to incentivise consumption when we
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expect slow growth...or decide to take a holiday on a tropical island
(Maldives?) when the growth rate of our products becomes does not
justify our efforts.

We have now learnt that the very first opportunities for marketing are
found in the type of market we are in. Ideally, we would all love to be
operating in fast-moving, high-growth markets, but this is not always
possible. Therefore, SMEs could try to answer this specific first question
by trying to identify ways to either attract new consumers or get existing
consumers to buy more often.

The first option — attracting new consumers — focuses on increasing
market penetration, a measure calculated as a proportion of the people
in a specific target who buy a specific product at least once in a specific
period of time, with respect to the number of people who could possibly
purchase it. Let us clarify this with an example: If my target consumers
are university students between the ages of 18 and 22, we would then
calculate the customer penetration (CP) for students as follows:

CP = (students who bought the product + total number
of students in the area) x 100; 2)

So if we estimate that 25,000 students match the description of my target
segment in my geographical area, then we know that if 2,750 students
purchase my product at least once in, let us say, 3 months, we know
that my CP is 11%. We can then record the customer penetration for
that specific period (in this example, one-quarter of the year), and then
compare how the penetration fluctuates over the quarters of the year.

If we find a specific pattern, we might then want to try to incen-
tivise trial purchases amongst potential new customers in periods when
customer penetration is particularly low. This tactic focuses on the stim-
ulation of trial purchase amongst consumers. This could be achieved
through promotional mechanics aimed at incentivising consumers to
purchase, such as a price cut, although price promotions are not gener-
ally well suited for SMEs because they reduce income while increasing
stock (in the case of unsold goods), and sometimes create waste (in the
case of short shelf life or perishable goods). Other forms of promotion
could be incentives in the form of gifts attached to the original product,
and so on.

The second way to identify opportunities for growth lies in the
increase of the frequency of purchase amongst existing consumers, so
that they could buy more often than what they already do. This option
looks at existing customers and aims to increase the purchase frequency
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to incentivise further consumption. The way to calculate it is really easy.
The frequency of purchase over a specific period of time corresponds to
the total number of purchases made over that specific period of time by
a group of consumers.

The frequency of purchase helps us understand how often a specific
product is purchased, and we might also use this information to
compare usage across different target segments or across different prod-
ucts lines we supply. We might have customers who are heavy users, as
opposed to light users, or we might spot differences in usage that are
related to the customers’ segments personal characteristics (e.g., age,
gender, lifestyle and so on). We might also try to increase the frequency
of purchase by stimulating further usage of the product or new usages
for the same product. We calculate the frequency of purchase in the
following way. Let us suppose we have 10 customers, and they purchase
our product, Y, a certain number of times in one month. The following
table shows how many times each customer bought product Y, and we
add the number of times they purchased the product. In this case we
add4+2+4+4+...+ 8 =48 as shown in the Table 5.1.

In this case, now that we know the total purchases, we only have to
divide that by the number of customers; let us call the frequency of
purchase FP, so

FP = sum of the times the product was bought +
total number of people in the segment; 3)

This function gives us a number that is our frequency of purchase. In our
example, FP= 4.8, meaning that the customers belonging to that specific
segment purchase the product almost 5 times in a month. In order to
determine whether this is a little or a lot, we will need to compare the
figure with other segments and use our personal intuition and judge-
ment. Purchasing bottles of water 5 times a month might be little in
summer, whereas purchasing lobsters 5 times a month definitely is not
a bad result —especially for the supplier of lobsters!

Table 5.1 Factors affecting marketing decision-making and performance within
an SME context

Customer 1 2 3 4 5 6 7 8 9 10 Total: 10 people
ProductY 4 2 4 4 8 1 4 6 7 8 Total: 48 times

Source: Author’s own.
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Another helpful measurement, along with purchase frequency, is the
sales per customer, which can be determined in terms of either value
or volume and indicates the total expenditure in monetary terms and
in terms of units purchased. The sales per customer in financial terms
is the cumulative turnover generated by a specific customer segment,
and the sales per customers in terms of volume consists of the cumula-
tive number of units purchased by a customer segment within a specific
period of time. The sales per customer are calculated in a similar manner
to the frequency of purchase. Let us assume that we again have the same
ten customers in a market segment. They purchase different quantities
of different products in a given period of time and their total expendi-
ture is a certain amount. We add the total expenditure per month, let
us say, and then we divide by the number of customers in the segment.
We obtain a measure of the average sale that each customer generates
within a market segment. Let us call sales value per customer Va/C and
sales volume per customer Vo/C.

Va/C or Vo/C = sum of the value/volume + total number of
people in the segment; (4)

In this specific case, our Va/C = £23 and our Vo/C = 2,300 units (see Table
5.2). It is helpful to know the sales per customers because, again, we can
get an indication of the usage under the form of overall consumption
of a specific customer group. We could then compare this consumption
pattern against the personal characteristics of the customer segment,
so we can determine consumers’ expenditure against their available
income, for instance.

The last helpful measure SMEs could use in trying to support their
marketing decision-making is the repeat purchase. Although similar

Table 5.2 Sales per customer

Customer 1 2 3 4 5 6 7 8 9 10 Total:

10 people
Value £10 £20 £10 £30 £10 £50 £30 £40 £20 £10 Total:

£ 230
Volume 200 100 400 200 300 100 100 200 300 400 Total:

2,300 units

Source: Author’s own.
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to the frequency of purchase, it differs by measuring the number of
customers that have purchased a specific product at least twice within
a specific period of time. So, while the frequency of purchase indi-
cates how many products someone purchases in a specified period of
time, the repeat purchase gives the SME an indication of how many
customers purchase a specific product more than twice in a given
period of time. Therefore, we say that repeat purchase is a measure of
loyalty. It is calculated in a slightly different way from the frequency of
purchase and the sales per customer. We calculate it in a similar manner
to customer penetration. Let us consider a given product, Z, sold over
a period of one month. We have the times the product was purchased
by customers.

We add the number of people who purchased the product at least
twice (highlighted in bold in the table 5.3), and we divide this number
by the total number of people to obtain the repeat purchase (RP).

RP = (people buying at least twice + total number of people
in the segment) x 100; 5)

In our specific case, the RP = 60%, meaning that 6 people in 10 purchase
the product more than twice in a given period of time. Ideally, we would
like to identify those segments that have high repeat purchase, as we do
not want to lose them because they are loyal. Instead, we want to reward
them and increase their loyalty wherever possible. On the other hand,
segments with low repeat purchase have little loyalty, and we might
want to identify them so that we could work out ideas about how to
improve their loyalty.

The next measure, consumers’ ratings, supports marketing decision-
making and evaluates the performance of a product or firm. Consumers’
ratings indicate preference within given choices, about which consumers
should express an opinion. These are the basis for perceptual maps: a
graph that plots the preferences of many customers on two single prod-
ucts’ attributes of reference. This is very common in market research,

Table 5.3 Repeat purchase

Customer 1 2 3 4 5 6 7 8 9 10 Total: 10 people
Total X: 06 people

ProductXx 1 3 0 4 2 0 O 1 5 2

Source: Author’s own.
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and someone may have stopped you on the street to ask you to take part
in a survey. On that occasion, the person might have read some state-
ments and asked you to express an opinion. Let us now see how SMEs
can create their own surveying tool. In order to do so, we need some
elements of the toolbox: a list of attributes of specific product character-
istics (e.g., qualitative characteristics) and a rating scale.

The first is a list on which several attributes of the product we want
to obtain ratings for are indicated, such as colour preference, usability,
physical characteristics and so on. The second is a scale of numbers
from 1 to 10 that indicates the level of appreciation of each attribute
on the list. Generally, these are indicated together on a questionnaire
that is administered to the customer, and it looks like as shown in
Table 5.4.

In order to obtain a rating for all the customers, we need to select a
sample (As a rule of thumb, if you manage to get about 100 customers
to answer your questionnaire, that would be already good, but this
is true if you are a very small SME. Optimally, you should really look
at bigger samples, on the order of 300-400 questionnaires). Once all
customers have completed their questionnaire, we insert the data in an
Excel spreadsheet, with the rows indicating the customer number (e.g.,
customer no. 1, customer no. 2 and so on), and in the columns, our
attributes (e.g., colour, size, portability). In the cell in which the rows
and columns intersect, we report the rating we find in the question-
naire. The following table 5.5 shows you the imaginary ratings of 10
customers arranged in a rating dataset.

In the last row, we calculate the average of each column, so that we
can get a general score for the attribute. At this point, we can do two
things with our data: create a table that compares our customers to the
benchmark (our average) or plot our perceptual maps.

Table 5.4 Example of rating scale

How Really Quite Either Quite
do you bad bad /or good Great
rate the

following? 1 2 3 4 5 6 7 8 9 10

Colour X

Size X
Portability X

Source: Author’s own.
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Table 5.5 Example of a rating dataset

Customer no. Colour Size Portability
1 5 1 5
2 8 2 5
3 2 3 6
4 4 4 5
5 5 3 4
6 9 2 9
7 9 5 0
8 8 6 9
9 7 3 8
10 6 2 3
average 6.3 3.1 5.4

Source: Author’s own.

Let us first create a table that compares our customers’ preferences
by ordering all the data in ascendant order (from the smallest to the
larger), first by colour, and then by customer number. We obtain the
following:

Table 5.6 Comparison of customers’ preferences
to our average score

Customer no. Colour
3 2
4 4
1 5
5 5
10 6
9 7
2 8
8 8
6 9
7 9
Average 6.3

Source: Author’s own

Ideally, we would like to have many customers — rather than a few —
expressing a high rating. We can see that an average of 6 out of 10 is
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already quite good, because it indicates customers, on average, like
the colour. However, in light of this simple exercise, we can see that
customers 3, 4, 1 and 5 do not like the colour of our product very much,
whereas customers 9, 2, 8, 6 and 7 like it very much. Customer 10 likes
our product perfectly in line with our average sample. If we collected a
contact number for the customers, we could organise a focus group and
invite them to discuss their opinions and let us know what colour they
would like better and why. Teas and coffees are on us!

However, if we want a more general view of our customers’ percep-
tions, we can opt for the second option and create a perceptual map.
Perceptual maps are created by plotting all our customers’ data on
two dimensions that we choose. In this simple example, we use very
simple dimensions, but larger organisations use sophisticated statis-
tical techniques to determine these dimensions. If you are interested
in these techniques, you could read Cacciolatti and Mar-Molinero’s
paper 2%, which gives you an idea of what type of statistical analysis it
is used to create dimensions that can be plotted to generate perceptual
maps.

In our specific case, we derive the XY coordinates for each point by
using ratings in our table. If we plot, for instance, colour versus size, we
will define X=colour and Y=size. Therefore, customer no. 1 in the rating
dataset will have coordinates x=5 and y=1, and so on. Once we have
plotted all the maps, we will determine the cut-off points (or limits) that
indicate where the average for the sample is, and we will include them
in the plot as markers, so that we remember the average values. Now,
with the markers, we have a point of reference on which firms have
preferences below or above the average. If we want to plot it in Excel,
we have to use a scatter graph and indicate as a series name ‘customers’,
as values for the X-axis the values of the column denominated ‘colour’,
and as values for the Y-axis the values of the column denominated ‘size’.
The graph is as shown in the Figure 5.3.

In this case, we can interpret the plot by saying that if we look at the
overall picture, the greatest number of customers does not like the size
of the product (as shown by the customers below the size horizontal
reference line), although overall they are quite happy with the colour
(as shown by the customers on the right of the colour vertical refer-
ence line). Therefore, further investigation should be conducted on the
reasons why the size is not appealing to customers. Furthermore, a very
small number of customers (numbers 7 and 8) are very pleased with
both colour and size. The company could therefore explore the charac-
teristics of those customers to whom the product strongly appeals.
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Figure 5.3 Perceptual map

Note:This map shows customers’ ratings based on the colour and size dimensions; the
vertical black line is the marker for the average rating for the attribute ‘colour’, whereas the
horizontal black line is the market for the average rating for the attribute ‘size’.

Source: Author’s own

This was just an example of interpretation of the results; however, all
sorts of interpretations can take place from perceptual maps. Most of the
insight they provide can be helpful and easy enough for SMEs to raise
important questions about their consumers’ preferences and potential
ways to focus their marketing decision-making, while monitoring the
performance of their products.

A last measure, which especially applies to those SMEs who operate
at the retail level, is the footfall, allows SMEs to understand the flow
of people in a specific place at a given time. In its simplest form, the
footfall consists of counting all the customers who pass by a specific
place; however, the footfall might get more complicated when we need
to count only people with specific characteristics based on gender, age
and so on. By knowing the flow of people at specific times, we can then
know when to run promotions. Footfall also improves SMEs’ decision-
making about the allocation of resources within the firm, so they are
able to supply all customers at peak times, while they reduce the use of
resources in slower periods.
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6

The Role of Structured Marketing
Information in SMEs’ Decision-
Making

Marketing decisions are critical to firms’ business success. However,
competitive markets are characterised by asymmetry of information;
therefore, the level of uncertainty of firms’ outcomes when operating
in a market makes it difficult to make the right decisions. Firms need
information to support their decision-making.

Glazer defined market information 3 as ‘data that have been organ-
ized or given structure — that is, placed in context — and endowed with
meaning’. The definition is much more generalised than Moorman’s 54

Market information refers to external information that cuts across all
functional areas of the firm rather than the more delimited marketing
information that suggests it applies only to marketing departments.
The substantive content of market information is broad enough
to include what is known as a result of experience and primary or
secondary research studies.

Cacciolatti et al. ! define marketing information as ‘structured data,
usable within a marketing context and that has been voluntarily sought
and systematically collected’. Some examples include all internal
(related to the organisation, the marketing mix, business and marketing
strategies and tactics adopted, internal resources available and so on)
and external (related to the customers, competitors, other stakeholders
as well as external resources available and the market dynamics and
economic trends) information.

Most of the studies 2% 33 47 87) related to marketing and information
(both processing and utilisation of marketing information) focused on

89
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decision-making processes — and the decision makers only - rather than
marketing processes and their effect on growth.

A big contribution has been made by several authors 2% 37 50, 53, 55-56]
about the effects of organisational characteristics and structures of busi-
ness owners’ use of marketing information - although they are not
directly linked to a marketing perspective in an SME context and defi-
nitely not related to the effect of the information utilisation on growth.

Some other studies have been conducted on the relationship between
marketing planning and performance — measured as sales growth —
finding that more independent [, bigger 4 and high-growth compa-
nies 2! tend to perform better — however, these studies did not focus on
the information collection process as factors impacting growth. Other
studies, such as those by Dollinger 27! and Brush ¥, have been defined
by Peters and Brush 3 as ‘inconclusive’. Moorman 4 agrees, arguing
that research so far has not demonstrated empirically how information
processes impact business performance, with the only exception being
Kohli and Jaworki’s 3% 43 study, which examines the consequences of
a company’s market orientation on business performance but without
including the potential effect of the acquisition and processing/utilisa-
tion of information that may, we argue, have an impact on the marketing
processes 122,261,

Information, in general, is believed to play an important role in SMEs,
as those that collect and analyse marketing information can make more
informed decisions in their planning activity % 7%l Collecting informa-
tion allows the company to reduce uncertainty in their business activi-
ties ™ and enables the company to add value to its supply chain [0,
‘Information is now critical for the management and growth of business
value. Knowledge about competitors and customers is essential to under-
stand the future direction of business development’ “% and monitoring
the marketing environment is important, if not critical, to companies’
success 136 7L 771,

Though SMEs tend not to plan their business activities formally [©1],
there is evidence that those companies that engage with formal plan-
ning tend to have higher success than those companies that do not [”-
31,621 n principle, the more information the entrepreneur has, and the
better its quality, the easier it should be for the business owner to mini-
mise risk when planning marketing activities and implementing ideas.

Furthermore, research in planning has tested the relationship between
an SME’s level of planning and the success or failure of the company.
SMEs show little formal planning [*Z; therefore, information is not playing
an important role in those companies, and this is seen as a barrier to



The Role of Structured Marketing Information in SMEs’ Decision-Making 91

growth B, Moorman 4 shows that the information-utilisation processes
are predictors of new product performance, timeliness and creativity in
the company, maintaining that competitive advantage in the company
is strictly related to how information is used.Several authors 1731 61 have
maintained these findings: those companies where business is planned
formally tend to be more successful than others.

Despite it being shown that SMEs prefer informal and unstructured
information-collection methods 5% %, it seems those small firms that
opt for formal planning demonstrate better performance than those
that are not planning ?’1. However, the collection of information and
planning may be affected by an SME's level of development [64 831,

It is important for small firms to collect information regarding ‘size
and growth rate of markets, purchasing characteristics of consumers,
competitors’ products and prices, and general demographic, economic,
and industry needs...Moreover, these sources note that there are
distinct differences in information types and sources’ 3. This informa-
tion-collection process is referred to as ‘environmental scanning’ (281,
The structure information collected includes data on suppliers, buyers,
competitors and trends — national, global, economic, socio-cultural and
technological.

Despite many SMEs’ perception that marketing information is unim-
portant %5164 and the informal and unstructured process of marketing
information collection, SMEs using marketing information show a propen-
sity to use secondary, rather than primary, sources of information ®%, and
marketing ideas that were developed by informal verbal exchanges.

As per the types and sources of marketing information used by SMEs,
the extant literature identified information related to market chan-
nels B%; the most used sources of information/advice being family and
friends '8, customers [l and competitors [>-9, indicating a preference for
information obtained through informal but trusted channels. The type
of information acquired through different channels plays an important
role in the entrepreneurial marketing decision-making, and information
utilisation is closely correlated to business performance -,

6.1 The relationship between business growth and
information use

Marketing allows companies to generate value for the consumer, hence
contributing directly to business growth B%. However, several studies
have shown that marketing in SMEs is often unstructured or not fully
understood I, that often there is lack of marketing expertise [“°l, as many
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owner-managers are not formally trained in marketing, and resources
are generally limited B2. This way the potential development of the
marketing function may be constrained. An improvement in marketing
decision-making can be achieved through marketing intelligence 1.

However, in order to improve marketing decision-making, it is impor-
tant to support the decision-making process with accurate information
(provided that information on markets is asymmetrical by definition).
Marketing intelligence, therefore, enables the company to collect infor-
mation about both the internal and external environment that can be
used to improve the accuracy and precision of the marketing decisions.
It also allows the company to react faster to changes in the market or
environment 3, because small business owners can make decisions on
their own and more swiftly.

Whether a company engages in marketing intelligence depends on
their market orientation [©7). Market-orientated firms tend to make use
of marketing intelligence, while non-market orientated companies tend
not to collect information that way. *3. Small companies in general gain
knowledge by sharing information [l collaboratively with companies in
their sector or industry in industrial clusters or community partnerships.

However, even market-oriented companies often find acquiring
information difficult ¥, as the quantity and variety of information is
wide, with data relating to suppliers, buyers, customers or consumers,
competitors, and socioeconomic trends ©. Nevertheless, the infor-
mation collected can help with the identification of opportunities 18,
and can reduce uncertainty in business activities %, because firms can
make more informed decisions Y, However, not all companies make
good use of formalised marketing information, and both SME’s and
owner-managers’ personal characteristics may play an important role in
explaining the different usage of marketing information. Furthermore,
some companies use different types and sources of information.

6.2 Types, source and frequency of information use

Current entrepreneurship literature on the acquisition of information
and environmental scanning focuses on the sources of information
utilised by companies 2. However, further research on the utilisation
of information by firms ‘may clarify issues associated with the recog-
nition and exploitation of economic opportunity’ 2. This focus of
current literature on sources neglects the focus on information utilisa-
tion, per se, with a clear lack of contributions about what types of infor-
mation are most used by firms and how. There is also an overall lack of



The Role of Structured Marketing Information in SMEs’ Decision-Making 93

agreement amongst researchers on the formal definition of marketing
information.

Cacciolatti et al.’s P! definition of marketing information includes,
but is not limited to, both internal (related to the organisation, the
marketing mix, business and marketing strategies and tactics adopted,
and internal resources available) and external information (related to
customers, competitors, and other stakeholders, as well as available
external resources, market dynamics and economic trends).

The definition of what to include in the concept of marketing infor-
mation is fundamental if we want to gain a better understanding of
information utilisation in firms. In fact, different companies have
different market orientations, showing different attitudes towards the
use of marketing information. A clear definition of marketing informa-
tion is therefore helpful to frame the studies of information utilisation
within specific boundaries drawn by the definition of marketing infor-
mation itself.

Depending on the types and sources of information acquired,
companies with more formalised marketing information available can
make better informed decisions "% because, in fact, they know more
about their market, reduce uncertainty in their business activities,
because they potentially know what to do and what to avoid doing,
and add value to their supply chains ¥ by providing their customers
and consumers with what they really need or want. But what types of
information do they need to make better decisions? And from what
sources?

The types and sources of marketing information used by SMEs are
mostly informal B¥, However, we argue that SMEs need formalised
marketing information, which includes data on suppliers, buyers,
competitors and national, global, economic, sociocultural and techno-
logical trends [©3. Accurate information should be seen as important
because it is helpful to the company (as it is instrumental to its deci-
sion-making), but this importance may be influenced by several SME
characteristics, such as the type of marketing strategy adopted, the size
of the company, and consequently, the available resources that can be
invested in order to acquire information. Nevertheless, marketing infor-
mation could also include internal data relative to the performance of
the firm (e.g., turnover, sales growth, innovation related information,
new products launches, and so on).

In the same way, the quality and reliability of the source of informa-
tion used should be instrumental to the SME marketing decision-making
process and may contribute to a higher or lower use of information.
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Thus, this may be true for customer-orientated firms, as non-customer
oriented SMEs may not see the value of marketing information.

Amongst entrepreneurs, the most frequently used sources of informa-
tion (often non-formalised) are family and friends %, customers [l and
competitors 5%, Among the different sources of information firms use,
we might also find market reports from marketing companies, govern-
mental agencies and statistical services, category or trade associations,
and specialised press or sector publications, as well as consultants.

Those companies that use formalised marketing information show a
preference for secondary, rather than primary, sources of information
85 This is understandable, as most SMEs have few resources (both in
terms of financial and human capital) to engage in primary research and
data collection. This point could be related to the level of proactivity
the SME shows, since the chosen source is affected by how proactive the
owner-manager is in seeking further business insight.

Ideas are often developed from informal verbal exchanges, and the
closest sources of information for the company to access consist of those
related to market channels B, family and friends ['®, customers [ and
competitors -9, However, not all firms segment their market in the
same way, and the type of source used may be affected by the strength
of consumers’ segmentation awareness in the SME. Perhaps business-
owners need to adopt a systematic, skilful way of collecting, analysing
and monitoring certain amounts of quality information from the
marketplace in order to minimise risk when planning marketing activi-
ties. It seems sensible to propose that the more marketing information is
used to support decision-making, the greater the probability is that the
company will make the right choices within their competitive environ-
ment. However, this may be dependent upon both SMEs’ characteristics
and business owners’ personal characteristics.

6.3 Marketing intelligence: SMEs’ and owner-managers’
characteristics

Although marketing intelligence has been proven to be important to
support marketing decision-making and to foster growth, a market orien-
tation is needed to be able to engage with marketing intelligence. The
market orientation of a firm is affected by the personal characteristics of
the small business owner, as well as some organisational characteristics
typical to the SME, such number of employees and organisational struc-
ture. This affects whether marketing intelligence takes place in the firm,
and if it does, the way that it is conducted.
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Previous studies on market intelligence focused on organisational
characteristics rather than personal characteristics 123 37 50, 53, 55-56,
Among the SME organisational characteristics, current marketing and
entrepreneurial literature indicates important characteristics affecting
information utilisation: size, time, scope and scale of operations, busi-
ness strategy, and customer orientation.

If we look at the SMEs’ organisational characteristics, firm size appears
to be important with regard to both the marketing and entrepreneur-
ship literature. Small companies do not have all the resources (both
human and financial capital) which are available to larger organisations.
Therefore, larger firms can formally access marketing information and
have trained personnel available to analyse data and extract relevant
information. Size should not be determined according to the relative
quantitative size as defined by standard classifications determined by
governmental bodies 1?1, because other qualitative characteristics than
mere size metrics should be taken into consideration in order to gain a
clearer idea of a firm’s size.

Among the qualitative characteristics to take into consideration are
‘the scope and the scale of operations, the independence and the nature
of their ownership arrangements, and their management style’ ['?l. The
more resources that are available to a firm, the higher the likelihood
is that the information is used frequently, provided the firm acquires
useful information and is able to identify its value.

Other than size, the lack of time dedicated to the scanning and utilisa-
tion of information may hamper information use. If it is taken into consid-
eration, the time and money that the SME should spend in order to obtain
enough information to make better decisions engaging with marketing
intelligence may simply not be considered feasible by the firm . This
may be particularly true in smaller firms, which lack human capital (exper-
tise, know-how and dedicated personnel) and financial capital (cash avail-
ability). Furthermore, the legitimacy of the firm in the environment and
their level of expertise might be a barrier to the identification of the right
sources of information, because SMEs often use informal networks to
acquire it, and informal networks need time to be built and nurtured.

Another characteristic of organisations that affects information utili-
sation is the scope and scale of operations (including distribution).
Information is needed in cases of uncertainty, and the moment of expan-
sion of business operations is critical, as the marketing decision-making
needs as much accurate information as possible in order not to inter-
fere with the right scaling (either up or down) of existing operations. A
mistake in the scope and scale of operations might increase costs, due to
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increased stock in the warehouse or a loss of business because they were
unable to supply enough goods to customers. The scope and scale of
operations are connected to the presence or absence of resources, and, to
a certain extent, to the overall business strategy. In fact, business strategy
affects the choice of marketing strategy that is adopted. In SMEs, quite
often the marketing strategy is not reflected in a traditional theoretical
marketing framework, and marketing activities are ‘simplistic, haphazard,
often responsive and reactive to competitor activity’ 121,

Also, the business strategy pursued affects the engagement with
marketing intelligence. Generally, marketing intelligence is associated
with differentiation strategies rather than cost-leadership. Marketing
decisions made by owner-managers or entrepreneurs are often based
on intuitive ideas and common sense, rather than on formal data.
Entrepreneurs and owner-managers differ in their strategic approach, due
to differences in motivation, attitude and cognition 52 ¢ 731, However,
SMEs are not totally incompatible with marketing ®%, even in the case
when the owner-manager is a generalist, without much marketing exper-
tise B2, In fact, SMEs have higher flexibility when it comes to adapting
quickly to changes in both the market and the competitive environ-
ment. Information, therefore, becomes of critical importance to SME
marketing strategy U], and at the same time, an appropriate marketing
strategy is based on marketing information.

A study by Beal Bl proved that the frequency of use of information is
positively related to the SMEs strategic alignment with their environ-
ment (about which they need information to operate). By the strategic
point of view, SMEs can achieve competitive advantage when using
marketing information to inform their decision-making ®¥; however,
this advantage can be achieved just by SMEs engaging in information
acquisition. SMEs without a strategic approach may not consider the
acquisition of information, and this may be an indication of a lack of
customer orientation #-10,

Understanding consumers’ needs is the starting point for good value
creation practices and a valuable asset regarding marketing produc-
tivity “2. Market-orientated companies generate greater marketing
intelligence 7, because through it, they can gain ‘a deep under-
standing of customers, such as their purchasing habits, psychological
makeup and lifestyles [and] can...conduct better market segmenta-
tion and find new niche markets’ 1.

Customer-orientated firms demonstrate a stronger focus on the
customer (who purchases the product or service) or consumer (who
consumes the product or service) and need marketing information in



The Role of Structured Marketing Information in SMEs’ Decision-Making 97

order to differentiate their offering for consumers, as well as to position
themselves against competitors 1,

With regards to the business owner’s personal characteristics, current
literature suggests information utilisation is affected by gender, age,
education, marketing expertise, previous experience, and entrepre-
neurial orientation.

If we look at the small business owners’ personal characteris-
tics, current marketing and entrepreneurship, we find literatures are
supportive of the idea that information utilisation is affected by gender
[4 29,34 68] Men and women acquire information differently 2%, and the
different way information needs are determined also affects the ability
to identify marketing opportunities ['*l. Gender not only affects the type
of information sought, but also the source from which information is
accessed and its frequency of use. Women'’s access to information is
often hampered by existing male-dominated networks ¥4, and the types
of networks women and men use are different, as is their cognition, with
women appearing to be more meticulous in the type and frequency of
use of information 19,

Another characteristic affecting information utilisation is the age of
the owner-manager, which is often related to their work experience
781 although an old age is not always associated with lots of experi-
ence. Different ages correspond to different risk aversions, financial
constraints, technological and market competencies 19, and networks:
‘Sometimes entrepreneurs will consciously seek out information from
certain individuals believed to have a contribution to make; on other
occasions information will be gleaned subconsciously’ 2. Age affects
the quality and quantity of social capital (networks and linkages) and
therefore, the access to information 21,

Education is another characteristic affecting information utilisation,
and it is related to innovative thinking “4. Although educated busi-
ness owners are more likely to have the knowledge, skills and contacts
that may enable business, only a small percentage of graduates become
entrepreneurs ?%; therefore, education is not the basis for entrepre-
neurship, although educated entrepreneurs might take advantage
of their knowledge. Better knowledge does not translate necessarily
into better entrepreneurial behaviour. Nevertheless, sometimes better
educated business owners may be more skilled at identifying what type
and source of information is more helpful to support their marketing
decision-making. Less educated small business owners do struggle
more than educated ones when trying to make sense out of abstract
information.



98 Entrepreneurial Marketing for SMEs

A mix of education and experience is marketing expertise. It enables
firms to engage with market intelligence, and those business owners
who are better at marketing in general are more customer-focused and
search for more detailed information about the marketplace “& 9. The
lack of marketing expertise may also concretise in the inability to iden-
tify the right information sources ['!! that would therefore limit SMEs’
information use. Furthermore, given the constraints on their resources,
SMEs do not have the possibility of outsourcing marketing expertise;
therefore, many SMEs simply do not engage with marketing or, if they
do it, it is informal and unplanned.

Marketing expertise often comes from previous working experience
in the marketing field, and previous experience affects marketing capa-
bilities in general 9. More specifically, Tuominen et al. B% support the
notion that marketing capabilities are determined by the knowledge
accumulated over the years working in the firm. In marketing research,
they identify a core firm capability affected by cumulative working
experience 1. Previous experience matured within the same sector is
generally beneficial to the success of business ventures.

A last characteristic affecting the engagement with marketing intelli-
gence is entrepreneurial orientation (EO), a disposition or behaviour 11,
Some authors B2 believe EO is ‘a firm-level disposition to engage in behav-
iours...that lead to change in the organisation or marketplace’ involving
‘risk taking, innovativeness, proactivity, autonomy and competitive-
ness’, while others 8 accept the view that EO is a ‘set of distinct but
related behaviours that have the qualities of innovativeness, proactivity,
competitiveness, risk taking and autonomy’. EO affects learning in firms
91 and entrepreneurially oriented small business owners learn from
both the internal and external firm environments 24, EO appears to be a
behaviour, rather than a disposition, since learning is a cognitive action
that requires conscious information use, and an enhanced EO pushes
entrepreneurs to search and gather more information to support their
marketing decision-making.
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7.1 Internationalisation: enablers, motives and models

7.1.1 Enablers of internationalisation

In spite of several years of economic crisis in the Eurozone that pushed
firms all over the world to reengage with international marketing strategic
thinking [V, globalisation brought lots of opportunities to SMEs. These
have been generated by some changes in the business environment, and
three major forces enabled SMEs to access internationalisation opportuni-
ties, entering this way in direct competition with larger organisations 31,
While marketing and entrepreneurship literature maintained in the past
that only MNEs had the proper characteristics to operate on international
markets, more recent evidence - shows that size is not correlated with
export intensity, exporting SMEs are heterogeneous ], and their struc-
tures and orientations ® are often very different one from each other.

In current SME and international marketing literature, it is widely
acknowledged that three main forces drive the internationalisation of a
company ; first is the decrease in price to access and use technology that
allows connectivity 1% both intended to connect people and locations.
Improvements in information technology and telecommunications
allow a wider and quicker spreading of information about opportuni-
ties at the international level 'Y, Telecommunications eliminated the
physical frontiers and allowed people around the world to connect and
share information, thereby improving business opportunities.

The second force that changes internationalisation opportunities and
strategies is a radical change in different countries’ institutional envi-
ronment. Changes in international economic policy led to a gradual but
constant demolition of trade barriers, facilitated by financial deregula-
tion. Therefore, the agreement among countries to undersign treaties
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that allow more freedom in the circulation of goods and people (e.g.,
within the EU) allowed an improvement of innovation capabilities and
capacity in firms.

The third force that played an important role in shaping internation-
alisation opportunities consists of world economic

restructuring and liberalization that followed the fall of socialism in
Russia and Central/Eastern Europe, as well as the geographical expan-
sion of markets in Asia, particularly China. These previously closed
areas are now new markets and magnets for investment, opening
further opportunities for growth and investment 1.

Internationalisation characterise our business reality. The impact of
these three main forces on firms’ internationalisation process is greater
on SMEs than on larger organisations, which have consolidated experi-
ence in internationalisation; however, this is totally new to SMEs. These
forces gave SMEs the opportunity to achieve internationalisation and
enter into competition with larger players. SMEs are now active players
who not only manage to compete with large companies successfully, but
also to push economic growth through their exports 121,

Given the opportunities that emerged with the effect of lower techno-
logical costs, a dismantling of financial barriers and trade barriers, and
the emergence of new markets, new opportunities are available to SMEs,
and these can be pursued by small business owners within the measure
of entrepreneurs’ motives for internationalisation.

7.1.2 Motives of internationalisation

In SMEs, the entrepreneur’s personal characteristics deeply affect the
direction of the business. Likewise, when discussing the internationalisa-
tion of SMEs, we have to consider that the personality of the small busi-
ness owner plays an essential role in determining whether the company
will engage with internationalisation activities or would rather keep
operating in the domestic market.

Business growth in a company often corresponds to the need for expan-
sion of its business activities; therefore, both the concepts of growth
and internationalisation are linked '3 4, Research, so far, has focused
on the internationalising of SME’s activities and operations ['>-17] and
on network analyses 1829, However, the commonality amongst the
different studies is that internationalisation is driven by either proactive
or reactive motives.. For a full and detailed discussion of internationali-
sation motives in a more general context, we refer to Hollensen 1.



106  Entrepreneurial Marketing for SMEs

Proactive motives are profit and growth goals, managerial urge, tech-
nology competence / unique product, knowledge of a foreign market
opportunity, and economies of scale. Proactive motives for internation-
alisation are drivers for expansion 2. Sometimes organisations increase
their sales and their profits, and, along with that, they move their sign-
post in turnover targets and realise that internationalisation is often a
quick and viable way to grow profits. Therefore, there may be a situation
when the board of directors of a company (or the entrepreneur and his/
her close collaborators) decide to boost the firm growth rate and - by the
effects of some managerial urge — opt for engaging with foreign markets.
This managerial urge is often motivated by the competitive scenario of
the business environment the SME operates in and, in some areas of
business, SMEs may move into a market and benefit from the first mover
advantage.

Along with financial motives, we can find the need for complemen-
tarity in technological competencies, for instance, when an SME finds
a potential partner in another country which has complementary capa-
bilities with respect to the focus company. The collaboration of the two
firms on different aspects of the business venture can help them increase
efficiency and effectiveness in their operations, with an integration of
technical knowledge, skills, manufacturing operations and know-how
and knowledge of the local foreign market.

Often, the ownership of a patent, which gives the firm a competitive
advantage, is a strong economic motive for internationalisation, as this
would give access to new markets other than the domestic one and poten-
tially help the company to foster growth in more than a single market.
In fact, if the internationalising firm provides the technical expertise to
design the product and its manufacturing processes, the local company
in the foreign market often focuses on manufacturing and distributing
the product, due to their knowledge of the local market.

Finally, another economic motive for internationalisation is the
necessity of creating economies of scale which allow the international-
ising SME to benefit from lowering manufacturing costs and expanding
production and distribution in the foreign market ?3l. However, along
with these proactive models, we can find some reactive motives:

Competitive pressures

Domestic market: small and saturated
Overproduction or excess of inventory
Excess capacity

Unsolicited foreign orders
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Sometimes the competitive pressure in the domestic market is too high,
and the firm has no alternatives other than opting for internationalisa-
tion. Also, along with fierce competition and the need for the company
to find a niche market abroad, in very small domestic markets, the
demand for a specific product can be unsustainable with respect to the
offer of that specific product; therefore, the market saturates quickly
because it is too small. In such cases, then, the company has no alterna-
tive and is pushed to react to the current market situation and opt for
internationalisation.

While in some cases high competition or saturation of a small market
are motives prompting the company to internationalise, we also see that
sometimes the overproduction of a specific product or an overall excess
of inventory cannot be distributed or sold within the domestic market.
Again, in such cases, firms may start looking at exporting to other
markets that may well be able to absorb the excess in production.

Finally, sometimes firms do not think of internationalising until they
get an unsolicited order from abroad. This may allow the opening of an
opportunity to initiate exports towards a different country. Likewise,
internationalisation may be also motivated by the personal networks of
the small business owner or by the entrepreneur’s personal experience
dealing with a specific country.

7.1.3 Models of internationalisation

Most of the current models for internationalisation of firms were
developed for multinational enterprises (MNEs) or large organisations.
Currently, the basis for the internationalisation of the individual firm can
be found in the work developed by researchers in the areas of organisa-
tion behaviour and decision-making theories ?* 2%, or in trade theories,
which offer a market perspective 29, although the market perspective
on SMEs internationalisation is often affected by theories rooted in
economic studies such as Dunning ?’ or Mahoney and Pandian [281.

While the focus of current research on SMEs internationalisation is
on the market perspective, highlighting the economic aspects of inter-
nationalisation, rather than offering a more entrepreneurial perspective,
current research on internationalisation developed different stages of
understanding of the phenomenon, depending on the size of the firms
studied P!. For instance, Ruzzier reports, [’/

Although global strategies, strategic international alliances, and prob-
lems of diversification and control are concepts frequently encoun-
tered, the discussion focuses almost exclusively on large firms or the
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so-called multinational enterprises (MNEs). Small entrepreneurial busi-
ness research is more concerned with various stages (or export devel-
opment models) of internationalization. In spite of the gap between
the two lines of research, both build on the foundations of organiza-
tion theory, although significant differences have resulted. Attempts to
apply theories developed or based on large firms may lead to relatively
awkward results when applied to smaller businesses as ideas develop
for large firms do not necessarily work in a small business setting .

In what follows, we quickly mention the main theories and approaches
to internationalisation commonly acknowledged in marketing and entre-
preneurship literature; however, we also point out these approaches
are mainly built on the assumption of size. We then discuss a different
perspective in a bit more detail; international entrepreneurship, which was
proposed to accommodate SMEs internationalisation. This is a list of the
main models of internationalisation currently found in the literature:

Uppsala internationalisation model (U-model)
Innovation-related model (I-model)

Network approach

Resource-based approach

International entrepreneurship

The Uppsala model is named after a group of Northern European
scholars who were referred to as the Uppsala School in the 1970s. The
Uppsala model was developed by Johanson and Vahlne ?°-31, According
to Ruzzier I,

In this dynamic model, internationalization of the firm is seen as
a process of increasing a company’s international involvement as
a result of different types of learning. According to the model, the
authors propose that the general and experiential market knowledge
and resource commitment of firms (state aspects) affect commit-
ment decision and current business activities (change aspects). The
change aspects, in turn, increase the market knowledge and stimulate
further resource commitment to foreign markets in the subsequent
cycle...This model implies that firms increase their international
involvement in small incremental steps within those foreign markets
in which they currently operate. Firms will then enter new markets
lying at a greater “psychic distance” due to differences in languages,
education, business practices etc. (p. 482).



Internationalisation Strategies 109

In this type of model, the focus is on the resources allocated to interna-
tionalisation and the level of commitment to the venture P2,

The second approach to explain the dynamics of internationalisation
is proposed by the I-model, developed by Cavusgil 3% 34 and revived by
Gankema et al. B%. The I-model conceptualises the internationalisation
process as composed of five aspects (or stages), which involves consid-
ering the following:

Domestic marketing
Pre-export

Experimental involvement
Active involvement
Commitment involvement

All these aspects affect entrepreneurial decision-making, and, despite
the lack of resources typical of small firms, global firms internationalise
because of a specific mix of orientations and strategies determining their
success in international markets.

The third approach to internationalisation is the network approach
developed by Johanson et al. B9 and then revised by several other
authors 137381 This model belongs to the category of stage theories,
and was originally developed because

international interdependence between firms and within industries is
of great and increasing importance. Analyses of international trade,
international investments, industrial organisation and international
business behaviour attempt to describe, explain and give advice about
these interdependencies...we discuss explanations of internationali-
sation of industrial firms with the aid of a model that describes indus-
trial markets as networks of relationships between firms. The reason
for this exercise is a belief that the network model, being superior to
some other models of “markets”, makes it possible to consider some
important interdependences and development processes on interna-
tional markets (p. 287) B9,

Ruzzier indicates !
In the model of Johanson and Mattson (1993) the emphasis is on

gradual learning and the development of market knowledge through
interaction within networks. A firm’s position in the network may
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be considered both from a micro (firm-to-firm) or a macro (firm-
to-network) perspective. From the micro perspective, complementary
as well as competitive relationships are crucial elements of the inter-
nationalization process. In other words, firms are interdependent
both through co-operation and competition. Both direct (involving
partners in the network) and indirect (involving firms that are not
partners in the network) relations within networks need to be taken
into account when analysing macro relationships (p. 484).

Another approach to internationalisation is the resource-based approach,
which capitalises on a whole body of theory related to the RBV (resource-
based view) of the firm. Given the vast body of literature in this specific
area, there are only a few seminal studies -2l and some more recent
ones #3451 that we refer readers to.

Ultimately, the approach that deserves more attention — because it
focuses specifically on SMEs — has been adopted in international entre-
preneurship. The main criticism of the previous models lies in their
MNE focus. One criticism of the resource-based approach is that it does
not account for individuals’ strategic choices or radical change ¢, while
current literature recognises the importance of entrepreneurial in the
marketplace 471,

International entrepreneurship is an intersection of international
business and entrepreneurship as 8 ‘cross-border business activity is of
increasing interest to entrepreneurship researchers, and accelerated inter-
nationalization is being observed in even the smallest and newest organi-
zations’ (p. 902). International entrepreneurship is currently seen as a

combination of innovative, risk-seeking behaviour that crosses
national borders and is intended to create value in organiza-
tion....International entrepreneurship will be labelled a research
approach to the internationalization of SMEs from the entrepre-
neurial perspective, which best integrates all the relevant approaches
to internationalization with entrepreneurship, as a composite part of
SMEs’ internationalization 1 (p. 489).

7.2 Internationalisation strategies

Internationalisation strategies are well known in current marketing and
entrepreneurship literatures, with good textbooks summarising past
and current theories on internationalisation strategies and market entry
modes (e.g., Hollensen) 211,
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Recent research on internationalisation strategies in an SME context
49,501 jndicates that for SMEs, the process is highly dynamic and takes
place at different stages of the development of international activities:

Most research on a firm’s internationalisation process considers it
to be an expansion of activities, i.e., entry into new markets and
use of increasingly resource intensive internationalisation modes
(Johanson and Vahlne, 1977). We add to this by considering that
firms may also divest or de-internationalise (see Fletcher, 2001;
Welch and Luostarinen, 1988; Benito and Welch, 1997; Pauwels and
Matthyssens, 1999; Crick, 2004), i.e., withdraw from markets and use
lower resource commitment modes (p. 1450) 91,

In an SME context, internationalisation strategies are modes of oper-
ating in a foreign market. Sometimes internationalisation is a synonym
for international market ! in that ‘a change in strategy, thus, occurs
when a firm changes in which markets it conducts business, or when it
changes which modes are used’ (p. 1451). Agndal and Chetty ¥ recog-
nise four main types of strategies SMEs use in international markets:
market expansion, market contraction, new high commitment mode,
and new low commitment mode.

Market expansion refers to a mode that allows the SME to enter a new
market, while market contraction refers to withdrawal from it. The new
high commitment mode takes place when an SME starts a process of
internationalisation in a mode unfamiliar to the company that requires
the employment of further resources. In low commitment mode,
resources are divested and reallocated to lower the resource commit-
ment to internationalisation.

While previous studies argued a sequential and incremental approach
to SMEs’ internationalisation, current literature maintains,

In such a context, the findings from earlier studies into the interna-
tionalisation of SMEs may no longer be totally applicable (Bilkey &
Tesar, 1977; Cavusgil, 1984; Johanson & Vahlne, 1977; Johanson &
Wiedersheim-Paul, 1975; Pavord & Bogart, 1975). For example, the
“stage” models of internationalisation, suggest that SMEs enter over-
seas markets in a systematic and sequential way, evolving towards
riskier means of market penetration and more demanding countries
once domestic sales had been well established and enough manage-
ment learning (experience) and resources have been acquired. Hence,
companies evolve from being non-exporters to becoming large
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experienced exporters in several stages, depending on the respective
authors’ classifications (Andersen, 1993; Coviello & McAuley, 1999;
Leonidou & Katsikeas, 1996). These studies, however, have been criti-
cised for not fully capturing the complexity of the realities of inter-
nationalising SMEs, especially in the high-technology sectors, where
environmental variables change constantly (Bell, 1995; Bell, Crick, &
Young, 1998; Bell & Young, 1998; Knight & Cavusgil, 1996; Turnbull,
1987) (p. 169) 159,

More recently, it was found that the strategies mentioned above are
affected by SMEs’ ability to network. Crick and Spence % argue,

Networks are strongly relied upon by SMEs at the beginning of a
firm’s internationalisation, in particular to select and expand into
foreign markets as they facilitate the acquisition of experiential
knowledge about these markets (Lindqvist, 1997). Face-to-face
encounters with potential business partners and clients, business
representatives and ordinary citizens allow internationalising SMEs
to get a feel for the market, to gain insight in to how business is
conducted, to demonstrate interest, and to start the building of trust
(Wilson & Mummalaneni, 1990). Networks also speed international-
isation by providing synergistic relationships with other firms, small
and large, which complement each other’s resources at various stages
in the value chain (Dana, Etemad, & Wright, 1999; Jones, 1999). A
number of private and public initiatives to help SMEs position them-
selves in appropriate networks have been developed and therefore
the role of advisors and policy makers should not be overlooked.
For example, trade associations organise various activities aimed at
facilitating contacts between domestic and foreign business execu-
tives. Subsidised government programmes for SMEs also encourage
the establishment of networks that may result in knowledge devel-
opment and joint activities (Spence, 2000; Welch, Welch, Young, &
Makino, 1997). Consequently, it can be argued that certain elements
of the networking approach to business strategy can explain firms’
internationalisation. (p. 171)

Therefore, SMEs’ internationalisation strategies should always be
considered with respect to the social role the SME plays in its business
environment.
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8

Value Propositions: How to Build
SMEs’ Offering

Marketing developed in the second half of the nineteenth century.
Several models were proposed over time by researchers in universities,
in order to understanding how marketing works. Amongst the most
common models are the 4 Ps of marketing, which was extended to 7 Ps
for an industrial context, the 7 Cs of communication, and so on. You
have already studied these in modules like introduction to marketing
or marketing communications. Some extensions of these models are
often taught in universities in modules like international marketing,
marketing strategy or marketing management. Within the SME context,
we could talk about the 4 Ps; however, it would be restrictive and a bit
too rigid when looking at the loose and unstructured marketing that
characterises SMEs. With SMEs, it is more appropriate to talk about
‘value propositions’.

Value propositions are important to gain competitive advantage, as
SMEs’ strategies are based on ‘a differentiated customer value proposi-
tion. Satisfying customers is the source of sustainable value creation’ [,
Value propositions are those offerings that are perceived as valuable in
the consumers’ perspective (and not necessarily from the firm’s point
of view), and that rely on the perception of value. A value proposition
is defined as ‘an analysis and quantified review of the business benefits,
costs and value that a company can deliver to prospective customers
and consumers’ .. Value, as perceived by the consumer, is

the consumer’s overall assessment of the utility of a product based
on perceptions of what is received and what is given. Though what is
received varies across consumers (i.e., some may want volume, others
high quality, still others convenience) and what is given varies (i.e.,
some are concerned only with money expended, others with time
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and effort), value represents a trade-off of the salient give and get
components 421,

Value propositions are aimed at specific and remunerable target segments:
‘For the entrepreneur, the value proposition anticipates and is organized
to serve markets that can comfortably afford the new product or service,
and is thus designed to create financial profit’ [?4l, We can see, therefore,
that value propositions are a mix of tangible goods, service level and
communication. In fact, while the traditional concept of product is often
referring to tangible goods that are exchanged in a one-off transaction,
value propositions embed the idea of ‘relationship with the customer’ in
their conceptualisation as ‘the value proposition derives from the most
generic definition of service: a promise to perform a deed on behalf of
the customer’ B¢, Furthermore, current literature indicates clearly that
value propositions are conceptually different from traditional offerings
rooted in the 4Ps concept, as ‘for many firm offerings, the core value
proposition is explicitly its combination of goods and services, and the
market space for these offerings continues to increase’ 3¢/,

Value propositions, therefore, should be clearly targeted, communi-
cate effectively, and deliver promises consistently. As we have seen in
other chapters of this book, markets in general are increasingly frag-
mented, and there is huge pressure on firms, especially SMEs, to differ-
entiate and add value whenever possible. Markets overtime became
more refined, and competition got much tougher. The reason why value
propositions should be clearly targeted lies in the differences amongst
consumer segments. If we divide the market into groups of people with
common characteristics (a market segment), we can easily see that some
segments of the market have a preference for upmarket products, some
for low-market products, and some others (often a great deal of people)
have a preference for well-known and established mainstream products
and brands. Likewise, when we observe various segments of the market,
we can see differences in disposable income, lifestyle and stages of life.
All these consumers have very different perceptions of value; these — not
the firm’s — should be reflected in our value propositions, which should
clearly target specific market segments.

Likewise, value propositions should be communicated to the
consumers in a clear way. Competition is tough, and consumers are
bombed continuously with messages from competing companies. All
these messages are sent to the consumers in different ways: media adver-
tising (e.g., TV, radio and press), the slogans you find on billboards on
the road, as well as all the information on packaging in the aisles of the
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supermarket. We are continuously exposed to information, and all these
messages create confusing ‘noise’, so the message or statement about a
product, brand or company should be clearly spelled out.

Lastly, value propositions that are clearly targeted and communi-
cated effectively in order to sustain value overtime also have to deliver
the promises made to consumers consistently. This means that if SMEs
propose products to the market with specific characteristics and specific
‘benefit bundles’ (i.e., the aggregate of all benefits deriving from the
purchase and usage of that specific product), the perceived benefits to
consumers should be consistent with the message the SME communi-
cates to them. It is important to remember that the consumers’ percep-
tion of value matters. In what follows, we will try to understand the
concept of value as perceived by consumers.

8.1 Understanding the concept of ‘value’

Many markets are consumer-driven and highly competitive; innovation
is essential for firms to succeed. It is not accessible to all firms and is
especially a struggle for SMEs. However, SMEs can add value to their
propositions. It should be noted that consumer demand is increasingly
fragmented, meaning that more and more, people are not happy with
‘standard’ products; they want specific, distinctive features and request
highly personalised products.

SMEs often suffer from a lack of resources and skills to run all business
processes smoothly enough to achieve a high level of personalisation.
Thus, it may be more difficult for them to satisfy consumers’ increasing
demand for products. In the case of the food and drink industry, an
example of refinement of the market is the creation of the specialist
food category (e.g., organic, free range, ‘free from’). This new market was
generated from a fragmentation of the ordinary commodity-based food
and drink market.

An adequate understanding of consumers’ needs becomes critical to
SMEs’ marketing success, as they are increasingly pushed to deliver value
to consumers. But where are the roots of this value idea?

The concept of value creation first emerged with Michael Porter B% in
the context of larger organisations. He proposed the ‘value chain’ in his
writings about competitive advantage ['* 2], which is still leading firms’
strategies all over the world today.

According to Porter, firms have primary activities (the functions of
a firm) and some supportive activities. Examples of primary activities
are inbound logistics, operations, outbound logistics, marketing and
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post-sale service. Supportive activities include infrastructures, human
resource management, technology development and procurement-re-
lated activities. All these activities enable firms to pursue and develop a
competitive advantage ' ?°1, provided they manage to fine tune their
performance with specific market aims: that is, they pursue either cost-
leadership or differential — and therefore high-quality — leadership.

However, firms’ competitive advantage depends on their perform-
ance of those primary and supportive activities 1112 2. So firms have
to be able to manage both the way resources are allocated to their busi-
ness activities and external relationship with the other stakeholders of
their supply chain. You can see the complexity of managing all different
primary and supportive activities taking place at the same time in a firm,
and on top of that, the need to manage relationships with supply chain
stakeholders. You would get confused, would you not?

In spite of the need for managing all these activities, what firms in
general often forget is that the main driver of all their activities aimed at
achieving competitive advantage derives from consumers, so they have
the first place in the development of a business strategy [ 4. Therefore,
value creation results from a series of linked activities that add value for
each chain member ', but with a strong consumer focus. These activi-
ties must be aligned with - and responsive to — their customers’ needs
(the actors buying a product) as well as those of the final consumers (the
actors consuming the product).

It is critical to understand how to create value; however, we should
first try to understand how the value perception mechanism works in
consumers. The main elements of the value equation are the following,
as shown in current research [ & 20 281

Value = benefits — costs — risk

Consumers perceive value as the benefits derived from the purchase of a
specific product, and these benefits are weighed against costs and risk.
The benefit is the solution to a specific problem the consumer has.
The problem could consist of a specific shopping mission, such as a
child who asks for a particular type of toy, or the consumer who wants
to get a chilled drink on a very hot summer day. The problem might
also arise from a specific occasion, like the purchase of a painkiller when
someone has a headache, or getting a last-minute gift to make up for
not remembering a girlfriend’s birthday. Another type of problem could
simply be satisfying a desire; this is what happens, for instance, during
an impulse purchase. Shoppers face different types of problems every
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day, and the solutions bear an absolute benefit that generates value in
the perception of the consumer.

However, the benefits derived from the solution to a specific problem
are balanced against the costs of the transaction. Costs can be both
financial and economic. The price is a type of financial cost — the major
cost the consumer weights against the benefits of the product. However,
there are also some economic costs involved, such as the time it takes to
go to the shop to purchase the product, whether it is easy or difficult to
find the product, whether we might get stuck in traffic or have to search
for a car park for ages, and so on. These represent the opportunity-cost.
These are all costs that bulk up on the negative side of the scale and will
be weighed against the benefits.

Among the bulk of negative attributes we can also find the risk. Risk
is related to the possibility of encountering unfulfilled promises. Thus,
a consumer might not purchase a specific brand or product because of
the risk of cognitive dissonances, or because of the lack of credibility of
the company producing it. Also, the potential lack of availability of the
product contributes to a negative consumers’ perception.. Therefore, the
overall perception of value is affected by the benefits derived by solving
a problem; however, it is weighed against existing costs and risk.

For SMEs, it is important to understand what different market segments
perceive as valuable, so they can learn how to adapt value propositions
in light of consumers’ perceived value. In what follows, we will describe
the importance of segmenting the market.

8.2 Segmenting the market

Market segmentation is critical to better understand consumers Because
‘one of the prime reasons for conducting market research is to try to
foretell the outcome of upcoming events, whether it be an election,
a brand launch or a new service’ °l. The introduction of the concept
of ‘market segment’ B!l has been received enthusiastically by both
academics and practitioners because segmenting consumers improves
the firm’s understanding of an apparently complex and impenetrable
customer base.. Based on the assumption that it is possible to identify
groups of consumers with common behavioural characteristics according
to specific criteria within a certain market, it necessarily follows that
customers in submarkets will behave in similar ways.

The two main accepted theories about segmentation methods consist
of demographics (with its shifting version corresponding to geodemo-
graphics) and bespoke systems or psychographics. Geodemographic
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classification and segmentation is a recent tool used by marketers to
get insights and knowledge about their customers. Formulated about
20years ago, it is still in its infancy, and many things need to be improved
to get a tool that would enable a better understanding of the markets we
are looking at. Geodemographics is ‘the study of the population types
and their dynamics as they vary by geographical area’ ®l. The geograph-
ical area size usually used is the neighbourhood. But more specifically
for marketing geodemographics help to get a better — although fixed —
snapshot of the most important population represented in a given place.
The outcomes and the results produced help to establish predictions
about the future behaviour of consumers who are defined by common
characteristics.

The formal academic definition of segmentation, rooted in an
economic perspective, is ‘viewing a heterogeneous market as a number
of smaller homogeneous markets, in response to differing preferences,
attributable to the desires of consumers for more precise satisfaction of
their varying wants’ B!, Although the concept was initially developed
for larger organisations, SMEs have the tools to engage with segmenta-
tion, if they are willing to do so. Its importance lies in understanding
who buys what and why.

The fundamental concept behind segmentation is the impossibility
of having a product or service that fits everyone. Just as there is more
than one size of clothes or shoes, for other products, one single product
cannot possibly satisfy all people. There is a need for some differentia-
tion, and as we have already seen in other chapters of this book, the
success of a differentiation strategy depends on the different character-
istics of heterogeneous groups of consumers.

Nevertheless, firms benefit from standardisation, which is the process
of homogenising the offering to consumers to capitalise on scale produc-
tion. So they face a dilemma: on the one hand, they cannot satisfy
everyone, and on the other hand, they should offer everyone something
special and personalised.

Firms, therefore, need to find a way to group consumers in a large
customer base into homogeneous groups. The main approaches to
segmentation in marketing are socio-geo-demographic and psycho-
graphic segmentation methods. Let us briefly describe both of them.

Socio-geo-demographic methods include geographic segmentation,
which is the categorisation of consumers by geographical attributes
such as nations, states, regions, towns, and neighbourhoods. Often
marketers use postal codes to group geographical areas. This geograph-
ical approach can be integrated with data on the demographic (e.g., age,



122  Entrepreneurial Marketing for SMEs

gender, ethnicity, employment status), social (e.g., cultural background,
social class) and economic (e.g., disposable income, home or car owner-
ship) conditions of consumers.

8.3 Socio-geo-demographic segmentation

The appearance of geodemographics dates back to the middle 1970s
in both the UK and the United States (for the purpose of this book, we
will concentrate on the UK), and the father of this method is Richard
Webber %1, who managed to analyse census data to establish a ward-
level classification (i.e., a statistical technique using an algorithm called
‘Ward’) of the market, which remained confidential until its presenta-
tion at the Market Research Society in 1979.

An interested audience made it possible for the discipline to
grow. Webber developed ACORN - A Classification of Residential
Neighbourhoods B3l In the 1980s, the addition of the electoral register
to the classification permitted even better identification of the people
living in specific households. At the beginning of the 1980s, competition
in the market started with the emergence of new competing classifica-
tions such as PINPOINT in 1983. The second most important classifica-
tion after ACORN appeared in 1986, again developed by Webber, who
named it MOSAIC. It not only incorporated census-based data but also
took into consideration a number of additional data items, such as the
presence of company directors and the percentage of changes of address,
in electoral composition 3,

This innovation in the way data were handled brought a great change
to firms that engaged with marketing intelligence. Formerly, the cost to
obtain raw census data was a barrier to the market for a long period of
time; however, when the census data became free, and these new tools
of segmentation were developed, companies saw it as an opportunity
to enter previously unknown markets. Later on, the integration of non-
census variables (such as lifestyles and survey findings) was the next most
important development occurring in this industry at that time '3

Improvements to computer methods and easier digitalisation of data,
as well as the incorporation of lifestyles data in segmentation methods,
made the techniques and classifications more reliable. Finally, in the late
1990s, different companies proposed a few numbers of general classifica-
tions. Although the fathers of the techniques were primarily academics,
they have all moved into business and commercial areas. Moreover,
until recently, academicians seemed uninterested in the development
of a rigorous statistical treatment to improve the systems currently in
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use and to design better classifications 7. However, since 1997, it seems
academia has experienced a revival in its interest in geodemographics,
because both the public sector and academics have realised the strategic
importance of understanding the market better 23,

The geodemographics market has changed in the last decade, and
now, although the number of companies has remained almost the same,
we can distinguish major and minor players in the area. Although in
1997, 12 companies were licensed to use census data, CACI and Experian
(formerly CCN) were and remain the uncontested leaders of the geode-
mographics segmentation tools market. MOSAIC and ACORN are the
most used and share between them 80% of the market activities 2¢ 331,
Let us now understand what type of methodology lies behind these
segmentation tools.

8.4 Demographic and geo-demographic segmentation
methodology

The main assumption on which geodemographics is based can be basi-
cally summarised as, You are where you live!

Therefore, the rationale behind geodemographics lies in the fact that
it is commonly accepted that people living close to one to another are
more likely to have and display the same characteristics, attitudes and
behaviours than people living farther away. Although this is not always
true, in many cases, we can assign people to a neighbourhood, and we
can distinguish amongst the populations of the neighbourhoods.

The variables taken into consideration by this principal stream of
segmentation methods relate mainly to the socio-geo-demographic
aspects of consumers’ characteristics. Some examples of these variables
can be found in demographic dimensions such as age, gender, income
or social class, as well as in household composition, area of residence
or business-related indicators — counting, for instance, the number of
employees and business establishments in a specific area, vehicle use
and availability, length of residence, and so on. It is important to look
at these characteristics in order to evaluate the composition of a given
geographical area because, as has been observed, ‘the social context in
which people live did have a significant effect on their consumption
patterns as well as their attitudes, and values’ %],

However, geodemographics are not only based on spatial proximity:
neighbourhoods far away one from another (such as the ones in the
suburbs of large cities) could display similar (if not the same) character-
istics to those in geographical areas which are farther away. Therefore,
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geodemographics group neighbourhoods that overall have common
features, creating a measure of proximity that is only based on the
similarity in the consumers’ profiles, rather than on real geographical
proximity. Geographical patterns are built to help understand processes
that identify and build patterns within very complex data structures.
Identifying these patterns can be difficult because the linkages between
data categories are often characterised by complex information and their
classifications are hard to define.

Nevertheless, socioeconomic patterns do not occur in isolation, and
geodemographics enable detailed knowledge of consumer behaviour.
This is an important step forward in knowledge acquisition with respect
to the elaboration of reductionist models of consumer identity (as they
were used in the past). Geodemographics do make some inferences of
unobserved behaviour based on residential location "%, and although it
should not be seen as a definite statistical method for hypothesis testing,
it has often shown its commercial validity as an exploratory tool.

Geodemographic segmentation adds a geographic dimension to tradi-
tional demographic analysis by grouping together small areas whose
inhabitants present similar demographic profiles, and theoretically I,
there is a distinction between ordinal and nominal classification systems.
Geodemographics are not included in the standard demographics as an
ordinal system, to the extent that it does give a sense of order to put
into relation distinct variables that are apparently related, such as social
level and age. An ordinal variable is one whose values can be arranged
in an increasing or declining order (e.g., 33 years is more than 22 years).
On the other hand, nominal variables are purely qualitative, and their
values cannot be ordered (e.g., blue, green, red). Nominal variables are
better handled with clustering techniques, rather than factoring tech-
niques, in multivariate statistics. Geodemographics and multivariate
value systems are considered nominal and more difficult to use because,
as a precondition, they require classification according to a common
discriminator (e.g., the area of residence), which does not necessarily
always mirror reality.

Demographic and geodemographic systems are based on prejudice
and on the interpretation of the researcher, since the way of formu-
lating assumptions is based on variables that are not always dependent
on each other. One example is the social grade parameter, which is
linked directly to wealth, though in reality, other variables influence
social status, such as educational level.

The basic foundations and methodology used to build any geode-
mographics classification is based on cluster analysis. Clustering is a
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difficult task to manage because it relies on decisions made throughout
the process of statistical analysis, and indeed, at each step, the choice
has an impact on the final classification obtained. The research design
must be rigorous when using clustering techniques; otherwise, there is
the risk of incurring biases that might yield misleading results.

Clustering relies on finding a balance between objective and subjec-
tive choices; furthermore, there is also equilibrium to be found between
data-led and predictive solutions, the number of clusters desired, and
the treatment of poorly classified classes that should also be taken in
consideration when clustering. In order to be acceptable, a classification
must be reliable; we must ensure the reproducibility of the results. Still,
some authors 9 support the idea that geodemographic clustering is a
process of trial and error, and that personal experience in classifying has
a great impact on the results.

In a critical review of national classifications %, less rigorous judge-
ment was supported, in that a ‘greater degree of openness involved make
the classification more honest’, and therefore, the fact that the results
are reproducible and stable is already a sufficient condition to accept the
quantitative method and consider the classification reliable. To be reli-
able and efficient, all classifications should include an abnormal cluster,
in which clusters that are too different from the others are grouped.
If this cluster does not exist, it would mean that those clusters would
distort the clusters in which they are included, by over- or underrepre-
senting some of the population’s features.

The classifications already available nowadays have the advantage
of being mutually exclusive and exhaustive: in other words, a partic-
ular individual will belong to one, and only one, neighbourhood type,
and all the individuals in the sample will get the same treatment [,
However, when using large datasets, like in the case of the census, the
risk of multicollinearity (i.e., the probability of having all variables corre-
lating amongst themselves) is really high, and this is a major barrier in a
cluster analysis. Highly correlated variables are inclined to repeat a lot of
the information that is contained within just one variable B71, without
allowing a clear pattern to emerge. It is therefore important to include in
the clustering methodology an intermediate step of ‘statistical thinking’,
where the number of variables, as well as their nature (ordinal, nominal
or continuous) and correlation are assessed.

8.4.1 Classification features

There are currently different systems of geodemographic classifications,
all with different features. The first type of system is about the number
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of cluster groups and subgroups that are obtained as a result of a partic-
ular statistical method used. Depending on the approach used, one
could predict the number of clusters obtained. However, there seems to
be little or no agreement as to how many clusters exist within the UK
overall. It would seem that the only way to select the number of clusters
is to try and run the classification obtained on a well-known area and
look at the results to see whether they are representative of the area that
was taken into consideration.

In order to determine the ideal number of clusters, some statistical
work was performed that consisted of calculating distances amongst
them, and it indicated 50 to 70 clusters. However, the study concluded
that the chosen range does not explain all the differences amongst clus-
ters [19; therefore, more clusters would be needed. However, at the time
of the study, ACORN was using fewer clusters than the number proposed
by the study, so researchers found themselves facing the dilemma of
having some clusters that were too small to explain meaningful patterns
of behaviour in the population, but facing complications to increasing
the number of clusters because of constraints in their computational
capacity. In response, researchers started comparing the existing systems
in order to determine which would be most reliable and representative
of reality.

When comparing ACORN and Super Profiles, the creator of the latter
method found that when testing it against ACORN, the differences in the
results obtained were ‘far smaller than expected’ 7). In an empirical piece
of research conducted by the marketing company ‘dunnhumby’ 81, the
effectiveness of existing systems was measured. The analysis involved
drawing ‘gains charts’ (the proportion of a reached target on the propor-
tion of the population selected to reach the target), and researchers
concluded, after analysing one hundred product fields this way, that
there was no definite conclusion about the best system.

The choice of a highly reliable system is in many ways an academic
exercise, as these classification systems should be seen, from a commercial
point of view, as generic, while offering similar power in their explana-
tory abilities 8. Another interesting study ! tried to assess whether the
investment in such systems was worth it, as opposed to conventional
segmentation and classifications with traditional household-level demo-
graphics. The results support the hypothesis that the inclusion of the
type of neighbourhood in a demographic analysis enhances the knowl-
edge when compared to demographics alone. According to the study,
three independent variables - i.e., age, gender, and type of neighbour-
hood - are complementary to each other . In ACORN and MOSAIC,
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classification differences in consumption, lifestyle or cultural values are
the basis of the mapping of market positions, and they do not depend
just on consumers’ economic status /). In what follows, we give more
detail on ACORN, MOSAIC and CAMEO segmentation methods.

ACORN by CACI

This method was created by Webber, while he worked at Consolidated
Analysis Centers, Incorporated (CACI). It was the first geodemographic
tool to appear on the market. ACORN categorised 1.9 million UK post-
codes using over 125 demographic statistics within England, Scotland
and Wales and employing 287 lifestyle variables. The classification
system of ACORN contained 56 types of households split into 14 groups
classified within 5 categories. The last version of ACORN was updated in
2004, when the 2001 census data was released, and it considered the fact
that consumers’ habits and behaviours had changed over a decade.

CACI classification used a two-stage method. The first step consisted of
sorting out the postcodes crossing them with both the census and other
databases. Each variable was tested against the overall contribution to
the whole sample. Variables’ interaction and correlation is also evaluated
in order to select and include data that allow as much discrimination
and targeting power as possible., In the second step, information about
those areas where the census was supposed to match consumers’ profiles
was assessed. This is in fact characteristic of the ACORN system, the
ACORN classification is tested against the data released by the census for
convergent validity. In terms of layout, the classes are ranked according
to an economic hierarchy, although the system is built according to
predominant patterns of consumption.

MOSAIC by Experian

Experian constructed the MOSAIC system. Essentially, it is a consistent
segmentation system that covers over 400 million of the world’s house-
holds, and it does this by using local data from 25 countries. MOSAIC
identified 10 types of residential neighbourhoods that can be found in
each of the countries. The classification is built on a good understanding
of consumers’ segments. It analyses UK social trends and involves exten-
sive fieldwork and market research to interpret the segments obtained
through the statistical modelling. The methodology used to build the
MOSAIC classification is characterised by seven steps [°):

® The selection of the potential input data is done through a careful
choice of non-census databases. It allows getting finer levels of
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geographic detail than census and helps to update the clusters more
often than every 10 years.

e The data are recorded by transforming information and storing data
in a manageable way, so to guarantee the use of the correct data at
all times.

e The data are evaluated and importance is given to the distribution of
the variables, which are grouped with statistical techniques of multivar-
iate data analysis. This step could involve PCA (Principal Component
Analysis) or other factoring technique, in order to isolate the most impot-
tant variables. PCA can in certain cases remove redundant information,
but there is the risk of shadowing possibly helpful information.

e All data are weighted in order to reflect the appropriate importance of
each variable, as a reflection of the composition of the population.

¢ Data are clustered: There are two approaches, either top-down (initial
saturated model) where at each step the number of clusters is reduced
until you reach an appropriate solution (which is evaluated subjec-
tively), or by allocating and reallocating variables iteratively (i.e., by
a sequence of random attempts) after an initial specification of the
number of desired clusters in the final solution.

e C(Clusters are arranged hierarchically, in order to optimise their
distances (i.e., the Ward method). This involves assessing the effec-
tiveness of the solution proposed (usually by testing the classification
on an area familiar to the researcher), as it determines which clusters
are over-influenced or underweighted by population density.

e Visual summaries are created for the groups that were built. In this
final step, graphical output visually describes the complexities of the
different clusters.

Given the wide use of non-census data, the resulting clusters are likely
to be data-specific, and there is the risk of inaccuracy in the collected
data. However, it should be noted that in most of fieldwork activities, it
is impossible to collect complete data for 100% of the cases; therefore,
some corrective measures have to be adopted to account for potential
non-response bias 131,

CAMEO

This classification tool is slightly different because it integrated geode-
mographics with psychographics. CAMEO lifestyle segments classify
every UK household into 81 distinct marketing types. Each type is iden-
tified by a 3-digit code, which represents 7 age bands, 9 levels of income
and affluence, and 14 life stage and lifestyle groups.
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The information is collected from the census, Household Council Tax
Band and property valuation data, consumer credit data, and residency
data from the electoral roll. In total, 58 neighbourhood types are defined,
and 10 key marketing groups created. This socio-geo-demographic clas-
sification system allocates residential postcodes to marketing groups,
such as ‘poorer family and single-parent households’ and categories,
like ‘young and older households in housing association and mortgaged
homes’ capitalising on a mix of socio-economic as well as geographic
profiling.

8.4.2 Socio-geo-demographic segmentation strengths and
weaknesses

In the previous section, we described different types of socio-
geo-demographic segmentation tools. Some are purely geo-demographic
in nature, and as we saw, CAMEO also includes some psychographic
specifications. Although a thorough description of psychographic
segmentation will follow, let us now look at the strengths and weak-
nesses of geo-demographic segmentation methods.

Strengths

Among its strengths, geodemographics contributes to improving survey
design and sampling because of the ‘ability to link together different
data sets, provided that these have been geo-coded’ .. The creation of
consumer profiles is aimed at generating new business through direct
mailing. Although academics brought this marketing and segmentation
technique to the world, it rapidly became more important commercially.
De facto academics have hardly been able to assess its real efficiency and
have merely seen it as a tool that could work most of the time, but that
would not grant 100% reliability.

Companies providing these classifications warn their clients that it
is not a 100% match to reality; it is only a model that tries to represent
some general patterns that can be observed within a statistical popula-
tion. Because of this, geodemographics have been the target of much
criticism; however, in the realm of marketing and segmentation, we
should recognise that every method has its weaknesses and its advan-
tages. None is perfect. In what follows, we will describe some weaknesses
of geodemographics.

Weaknesses

Probably, the most cited weakness of geodemographics consists in that
this technique assumes that specific trends at the aggregate level (i.e., the
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population considered as a mass of more or less homogeneous people)
are also true at the individual level, this is known in the academic litera-
ture as the ecological fallacy Pl. This means that geodemographics are at
best the ‘representation of the crude average tendencies and trends of
the population’ P! and they only take into account average values (i.e.,
the expected values of a distribution) and ignore outliers, which repre-
sent potential attitudes at the extremes of a distribution Bl. It is there-
fore too reductive to use the ‘average’ values with respect to behaviour,
because the variation in consumption could level out the behaviours of
specific groups, such as the elderly or teens.

Finally, some might argue that geodemographics’ classifications are
not precise enough at the household level, and that they only produce
‘clouds’ that overlap, rather than ‘clusters’ of given areas; differences
within classes are usually larger than differences between classes 8. The
counterargument is that geodemographics are the fruit of a cluster-based
analysis. The use of cluster analysis presents a complex challenge because
it requires several methodological choices that determine the quality
of a cluster solution. Due to this partial recognition, geodemographics
suffer from critiques that try to deny the usefulness of the method. If
we take the example of variables like store location, we can also draw
attention to the fact that external factors, such as competition effects,
are not taken in consideration when conducting the analysis. Therefore,
geodemographics might be very data-noisy, in which random factors
dominate. Consequently, it matters little whether the classification is
good or bad, or whether there are major sources of error, because even
the best classifications have failed to take into account those very uncer-
tain variables like store location and competition intensity 1% 271,

Furthermore, the fact that census data is updated only every 10 years
is the source of conflicting arguments about geodemographics. Most
of the time, the data is quite old because fully based on census data,
and for obvious reasons, this makes this method inapplicable in situa-
tions in which markets present dynamicity,. On the one hand, people
tend to move more often nowadays, and family shapes could change
a lot in a little period of time (children leave home, working people
retire, and so on). On the other hand, people moving in and moving out
of a neighbourhood have a high probability of being similar in many
aspects: people tend to live close to the ones who look the most like
they do, and in that sense, it is argued, the overall aspect and shape of
the neighbourhood remains fairly constant. Among its weaknesses, in
classifying neighbourhoods, this method classifies only at the neigh-
bourhood level, and not individuals or household. It is also inefficient
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because it lacks the option for good age targeting, since age is not always
symptomatic of certain behaviours.

Finally, geodemographics presents only information about households’
probability of purchasing, not whether the household has purchased or
not. The majority of the users have a poor understanding of the data,
and differing postcode systems at the international level present further
barriers to the extension of this method to multinational and interna-
tional contexts. Demographic variables alone are not able to identify the
peculiarities of submarkets, since personal value systems are not taken into
account as much as brand preference. This means that not all consumers
belonging to a segment have the full range of preferences assigned to the
segment itself, or hold the same values in their lives ??I: you can easily
earn as much as your neighbour, be approximately the same age, and
have the same or similar family composition, but still show different
product and brand preferences, as well as different consuming patterns.

8.5 DPsychographic segmentation

The second main theory of segmentation, which is accepted worldwide,
is psychographics. It is employed as method when, under certain circum-
stances, geodemographics seemed too unreliable. The basic assumption
of this method is, you are what you do!

Many forms of segmentation exist but, as marketing knowledge
advances and competition increases, the need for more precise
segmentation tools becomes greater. For many products and serv-
ices which are highly related to the “self” concept or with which the
consumer is highly involved, psychographics can represent a good
way to achieve this increased precision 2%,

The word ‘psychographics’ often appears to be abused because the current
literature points out a difference between bespoke systems including
lifestyle and cognitive style, and psychographics. If observed in a deeper
way, psychographics is related to the mental attitude of the customer,
and it differs slightly from the other bespoke methods, which are more
cognition-related. This means it includes all the variables related to the
perception of reality and the systems of values in a subject. It differs
from other bespoke systems, such as lifestyle and cognitive style, since

The term “psychographic” [refers to] studies that place comparatively
heavy emphasis on generalized personality traits. Analysts who have
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preferred the term “lifestyle”, on the other hand, have tended to
focus either on broad cultural trends or on needs and values thought
to be closely associated with consumer behaviour B9,

With regard to lifestyle, some of the variables are derived from demo-
graphics, such as the expert analyst using information about gender,
age and social status to interpret the life stage of the consumers’ group.
However, this analysis is complicated by the influence of consumers’
heterogeneous and irrational behaviour under given conditions.

The concepts of lifestyle and life stage are rooted in the observation
that consumers’ behaviour is affected more by the way the person is (their
personal characteristics) rather than by the consumer’s role or status in
sociological terms. Hence, one of the main problems with this method
limits the details a researcher can obtain about people’s lifestyles. To
compensate for this absence of information, among the psychographic
segmentation styles, one focuses on cognition and looks at patterns of
behaviour based on the possible thinking patterns of consumers, focusing
on their ways of feeling and perceiving reality. It is connected, in a way,
to lifestyle segmentation, but if it is true that lifestyle expresses variables
of behaviour and preferences within a specific market segment, lifestyle
itself is not a valid indicator of the cognitive perceptions of the shopper.
In light of this information, what are the main strengths and weaknesses
of psychographics? In what follows, we will describe them.

8.5.1 Psychographic segmentation strengths and weaknesses

Psychographics and bespoke systems present some advantages with
respect to geodemographics. They comprise data sources that are
much more updated. These data are freshly withdrawn from the data-
bases of other companies (e.g., insurances, banks, retailers, and so on).
This independence from census data makes the analysis of fresher
and more personalised information at individual, or household, level
possible. Personality and lifestyle are taken into account, and behav-
ioural elements such as brand preference can be used as key factors in
the development of new brands or new products, provided resources are
allocated and aimed to develop effective product strategies.
Psychographics link purchase patterns to psychological attitudes.
When dealing with lifestyle variables, a major problem is that lifestyle
systems are based on behaviour, so it is possible to misunderstand life-
styles and cognitive styles in those customers who present behavioural
parallelisms, or when there is an overlap of characteristics. This should
be taken into consideration in any segments’ analysis if conducted by
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making practical use of lifestyle or cognitive variables. This limit in the
precision of definition has to be reminded especially when a cognitive
contrast is highlighted by the analysis, in order to grant homogeneity in
the segment choice @I,

Another problem, which is somewhat related to the previous one, is,
if these consumers who share behavioural parallelisms (but with cogni-
tive contrast) should be taken into account, which strategy is the best to
pursue in regard to such misleading segments? Judgement is fundamen-
tally difficult, but a possible solution could be found in the conciliation
of these clashes with the use of ‘sequential segmentation’, which means
‘segmenting first on the basis of consistencies in overt behaviour, then
on the basis of congruence in cognitive style’ 21,

We can conclude that psychographics is a useful segmentation method
in which practitioners in the industry have put their hope to better
mitigate risk and to better understand consumers’ perceptions. Before
psychographics, the perception of risk among consumers was not able
to be assessed: in professional services, for example, it helps to measure
whether the perception of psychosocial and financial risk is higher in
different market segments, and it has been used whenever the need to
understand the mental attitude of consumers is relevant to decision-
making.

Unfortunately, a big limitation of psychographics is the connected
to the reliability of the segment because the analysis itself starts with
an already imperfect series of data and with assumptions about cogni-
tive characteristics that are difficult to measure. In order to compensate
the limitations in the measurement of cognitive variables, behaviour
segmentation is an extension of lifestyle and cognitive styles segmenta-
tion methods.

8.5.2 Behavioural segmentation

A type of psychographic segmentation is behavioural segmentation; two
criteria have been identified as characteristic of it Pl. The first criterion to
segment markets is based on the behaviour of consumers, namely to the
‘consumer response to a given marketing plan at a given point in time,
or to change in the levels of marketing effort over time’ I¥l. The marketing
plan, at a given point in time, represents the whole set of marketing
stimuli over a specific period of time and where the change in the levels
of marketing effort over time is intended to bring a degree of elasticity to
the consumers’ response to the changes in the set of stimuli.

For the first criterion, an example of descriptor could be the quantity
purchased for a product or brand, the reaction to the product, i.e., brand
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loyalists against switchers or repeated purchases vs. first trial or non-pur-
chasers. The second criterion offers a reflection on whether consumer
response is influenced by one single behavioural element, such as the
frequency of consumption of a determined brand, or by a multivariate
behavioural element, such as the identification of predispositions to
one specific behaviour or another. In the case of a single behavioural
criterion,

Direct association between marketing stimuli and response...would
be difficult due to lack of control over external factors affecting
response. Therefore, response is measured at a given point in time
and consumer characteristics are associated to behaviour to serve
as market segment descriptors, thus guiding in the selection of
marketing stimuli B,

On the other hand, in the case of behaviours presenting a multivariate
response at a given point in time, different behavioural classifications
can be applied in order to segment consumers according to their prefer-
ence of one brand or product instead of another, for example. Another
possibility is the segmentation of customers based on product categories,
grouping them by similarities in their consumption behaviour, i.e., by
finding out who, among the consumers, has the tendency to purchase
a specific product or brand with more frequency. Some other important
influences on individual choice include the ‘development of “group
type” characteristics (such as group cohesiveness, autonomy, intimacy,
polarization, stability, flexibility, etc.)’ (491,

8.5.3 Considerations on variables selection and on
segmentation use

Given the differences between socio-geo-demographic and psycho-
graphic segmentation methods, and their ability to interact with each
other to allowing overlapping, it would be important to make some
considerations on the selection of variables and on the use of segmenta-
tion in general.

Variables selection

The choice of the variables employed in the segmentation analysis deter-
mines the net distinction between these two main streams methods.
The effectiveness of the method of segmentation of the market is related
to the ability to select proper bases and descriptors, the first ones repre-
senting the dependent variables (the output of the function) and the
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latter the independent ones (the input of the function). ‘In a multi-
dimensional market, companies can increase profitability by utilizing
market segmentation. ... Segmentation variables must be considered in
light of their measurability, availability, reliability and ability to uncover
the characteristics of each market segment’ 221,

There is need for contextualisation because each method can be
more effective if used in one industry instead of another. Therefore
the explanatory power of segmentation methods is affecting by the
context of the data sources. Geodemographics better apply to industries
presenting quite a stable structure, where changes are very slow, rare and
dynamicity is not on the dictionaries of the companies operating on the
market. On the other hand psychographics better apply to more chilli
pepper-flavoured markets; such could be technology, holidays and the
food and drink industry.

As a matter of fact, the selection of the variables used to show the
characteristics of the segments themselves requires good, common sense
knowledge of the industry, since they are highly subjective 7, and
judgement should be made according to the experience of the analyst.
Furthermore,

the process of identifying segments necessitates a thorough analysis
of the entire market, not only focusing on the customer’s needs and
shopping habits but also providing knowledge of changing market
conditions and competitive actions. This knowledge enables the
retail organization to identify those segments that offer the most
promising opportunities in relation to the organization'’s strengths
and situational determinants 2.

All researchers seem to encourage pragmatism: ‘a common reason for
[segmentation studies’] lack of applicability is preoccupation with the
techniques and method of segmentation is that in too many instances
marketing researchers have failed to analyse the marketing environment
and competitive structure before applying their favourite methodolog-
ical approach’ “!l. The idea is widespread that segmentation has to be
seen as a system of several variables influencing decisions, rather than
an individual analysis, as proposed with psychographics:

The marketing literature recognizes that most purchase and consump-
tion behaviour involves more than a single individual (the social
context of, and influence on, purchase and consumption behaviour).
Yet most of the empirical market segmentation (as well as consumer
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behaviour and marketing) studies ignore this premise and, with few
exceptions, center on the individual as the sole unit of analysis 9.

Different theories are applied and implemented according to the sector
of activity and the company’s objectives. A possible solution to the
dilemma lies in the statement: ‘There is no good or bad method’. The
truth is that some methods can be more appropriate than others, given
certain conditions in the market and industry. According to Kotler 21,
in order to maximise the usefulness of the market segments, four basic
characteristics — measurability, substantiality, accessibility and action-
ability — have to be searched for. The use of segmentation methods
guarantees similarity for segment members’, even if this similarity does
not imply that all the members of the segment necessarily have to
respond uniformly to the same marketing stimuli. So, the choice of a
demographic or psychographic system will implicitly push practitioners
to take into consideration the marketing mix inputs and consumer
responses to specific stimuli, but most importantly, they have to try to
understand what kind of outcome is desired.

Demographics or geodemographics will give more pre-concept, measur-
able, objective outcomes than psychographics or other bespoken systems,
which are based on consumer attitudes, values, ways of thinking and life-
styles. Subjective decisions from practitioners are based on the search for
the compromise between increased sample homogeneity and its accessi-
bility, with the purpose of identifying the optimal number of segments.
This step has not been undervalued because the choice of the segmentation
method and the desired outcome influences the way decisions are made
within the company and has repercussions on strategies and tactics.

All decision-making systems are positively or negatively affected by
an appropriate or wrong decision. Even if further advantage will derive
from an increase in the quality of the hardware and software that will
allow more and more complex computations to take place %, the poten-
tial key for success, independent of the complexity of the segmentation,
lies in the ability of practitioners to interpret the results and create their
own guidelines to operationalise the design, execution, and correct and
fruitful evaluation of the most appropriate marketing strategy. They will
also have to balance the knowledge from statistics and data analysis
with the practitioners’ knowledge of the product. This idea is strength-
ened by the concept that the interpretation of the results of segmenta-
tion research, when turned into creative and possibly profitable ideas,
presents a rich profile of potential target segments that could enlarge the
scope of the firms’ strategies.



Value Propositions: How to Build SMEs’ Offering 137

Segmentation use

The use of different segmentation methods is affected by different factors,
such as the type of industry and costs, which have to be taken into
considerations while designing a market segmentation system. Actual
academic literature does not deal a lot with this issue, but academics are
sometimes pushed not to forget that financial and economic efficiency
is an important aspect that affects segmentation methods’ use, as these
are related to the practitioners’ daily bread.

Collecting data is often costly, despite the new technologies that
allow firms to speed up communication and data computation. Costs
are directly related to the size of the sample; by increasing it, the accu-
racy also increases, but so do costs. Although it is a double- edged blade,
higher reliability involves higher costs, and it’s a mistake to think that
design and analysis considerations present only minimal cost implica-
tions. Therefore, the statistical choice for the analysis does not have
a strong impact on the structure of the costs themselves, but a wrong
sampling could knock down the enthusiasm of the most energetic prac-
titioner in terms of costs. Computer-based multivariate statistical tech-
niques present some advantages in terms of analysts’ time; however,
‘in most segmentation studies the cost of research design and analysis
varies within very narrow ranges. The major variable cost component
is data collection. Therefore, major cost savings can be expected from
the data collection stage and not from cutting corners at the design and
analysis stages’ [40],

A little bit of prudence is suggested for a correct assessment of the
expected value deriving from the segmentation analysis and possible
alternatives, should it be needed. The costs potentially deriving from
the implementation of different segmentation strategies should be
considered. The overall cost drops continuously with increasing levels
of technology.

Another practical aspect worth mentioning is related to the reliability
of the data when looking at social and educational status in consumers:
‘Self-administered questionnaires, for example, were found to be better
when the information was available in records or possessed by other
members of the respondent family. They were also better with highly
educated and high-income respondents’ [4°1,

Furthermore, due to commercial secrecy and competition, firms do
not often communicate the details of the methodology used to build
their classifications 7. Hence, most of the time, the problem is that
geodemographics are seen as empiricists’ classifications, of little use in
explaining contemporary social dynamics by social scientists. Thus, a
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small amount of literature deals with technical and methodological
aspects of classifications V1.

8.6 Targeting and positioning

Segmentation is the base of targeting. In marketing, the word
‘targeting’'means the marketing effort made to serve specific customer
segments. Provided that we can group the market into different homo-
geneous subsamples of the population, i.e., our segments, we do not
necessarily want to (nor can we) satisfy them all with the same value
proposition. We might also observe that different segments’ have
different perceptions about our products.

8.6.1 Targeting

Targeting is necessary for different reasons. For instance some market
segments might not be remunerative enough. Others might show
very little appeal for our products. Other segments might have too
few members, so we could be in the position of not being interested
in serving all segments. Furthermore, in the case of SMEs, we have to
consider that resources are limited, so it is critical to target the right
consumers in order not to dissipate resources that are already scarce.
SMEs cannot afford to ‘hit and hope’, trying to offer their propositions
randomly to different segments, as consumers might not respond, and
this would generate a loss of resources. They must target their value
propositions to specific audiences. Fundamental questions to ask are,
‘Who should firms target? Are they targeting the right consumers?

There are basically two options firms could develop their targeting
around; both require an analysis of the segments to be operated in at
two levels. First, is the segment made of people to whom existing prod-
ucts appeal - ‘buyers’ — or are they ‘non-buyers’? It should be noted that,
for the purpose of this section on targeting, we define buyers as people
who already show an appeal for a specific product, although the word is
generally used in marketing and supply chain management to designate
the person in the firm who deals with procurement. The second level of
segmentation analysis looks at specific characteristics of the segments
themselves.

Buyers are open to trying new versions of the product because it
already appeals to them, so it is fairly easy to convince them to try and
buy a product. Therefore, the marketing effort is not big, and chances
of successful sales are very high. Targeting these consumers is a bit like
pushing at an open door, as the risk that they might not like the product
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is generally low. Nevertheless, this type of consumer is also happy to try
competitors’ products and is inclined to brand and product switching,
which might result in difficulties retaining the customer base, which
needs continuous incentives not to switch to competitors, and might
generate lower returns due to their mobility across brands.

The second type of consumers is non-buyers: people to whom existing
products do not appeal. They are not really open to trying or buying
new products, and it is really difficult to convince them to, so marketing
effort is quite big. The chances of sales success are not very high with
non-buyers. Targeting them is a bit like cracking a tough nut, as the risk
that they might not like the product is quite high. Nevertheless, should
they start liking a specific product or brand, this type of consumer is
inclined to brand and product loyalty, so it might result in the advan-
tage of retaining the customer base, which needs only a consistent
delivery of the promise to continue to perceive value, and potentially
might generate higher returns due to their low mobility across brands.
However, it is really difficult to attract non-buyers, and it can be is risky
if the SME does not want to incur high stock levels and low market
penetration.

At the second level of targeting, the SME should look at the specific
characteristics of the different segments to determine the target market.
Not all of them are necessarily good targets for the SME; likewise, there
could be a portfolio of segments that could be targeted with one or more
value propositions, depending on the firm'’s strategy.

SME:s are also able to create their own segments specific to their local
markets, if they wish to do so. Let us look at some common segments,
divided by segmentation typology:

¢ Geodemographics
e Life stage segments
Young adults
Older adults
Young families
Older families
Pensioners
® Socioeconomic segments
e Upmarket
¢ Midmarket
e Low market
e Socio-geo-demographic (CAMEQO) segments
¢ Young and affluent singles
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Affluent home owners
Comfortable mixed neighbourhoods
Wealthy retired neighbourhoods
Smaller private family homes
Less affluent singles and students
Less affluent families
Poorer family and single parent households
Poorer white and blue collar workers
Poorer council tenants — many single parents
e Geographic segmentation (for England); NUTS codes in
brackets
North East (UKC)
North West (UKD)
Yorkshire and the Humber (UKE)
East Midlands (UKF)
West Midlands (UKG)
East of England (UKH)
London (UKI)
South East (UK])
e South West (UKK)
e Psychographics
e Lifestyle segments
Premium shopper
Price sensitive
Convenience shopper
Traditionalist
Health conscious
Mainstream brands shopper

For the purpose of this book we will not describe each segment in detail
because this is only an example of market segments that can be used as
basis for targeting. However, what we describe is the targeting mecha-
nism, in light of consumers’ preferences.

As noted previously, in order to target, we should identify targeting
opportunities among buyers or non-buyers, taking into account the
characteristics of the different market segments. Let us say, for example,
that we are selling a product that appears particularly appeal to elderly
people. We already know that the buyers are elderly, so from a geodemo-
graphic point of view, older adults and pensioners should be the groups
who express major interest in the product. Therefore, our buyers are
elderly people.



Value Propositions: How to Build SMEs’ Offering 141

Now a new question arises: What is the purchasing power of this
group of people who appear to like the product very much? A look at
the segments in detail could show that the product is also popular with
those elderly people who have high purchasing power; therefore, they
are not really price-sensitive (psychographics). We can now see that a
combination of geodemographics and psychographics — rather than trial
and error attempts — helps us to focus better on identifying the target
segment.

Continuing with this example, if elderly people with high purchasing
power favour the SME’s product, then all of the communication strategy
and marketing mix should be aimed at this specific category. This also
means that if elderly people express some preferences for the product,
the SME should really try to modify the marketing mix to be able to
capitalise on other factors, such as fame, customer satisfaction with the
product, usability, colour preferences, and so on. By modifying the value
proposition to tailor it to specific target segments’ preferences, the firm
could improve its brand or positioning.

Positioning
We have already encountered the concept of positioning in the chapter
on branding, as these two elements are linked. The concept of posi-
tioning was introduced in the 1960s by researchers B% who found that
when consumers are exposed to a great deal of information (like in the
case of excessive advertising), their minds automatically start discarding
some of the information by blocking messages, while increasing the
focus on a very little quantity of information. These bits of information
that the mind focuses on often relate to the solution of a problem, like
the purchase of a certain product on a specific shopping mission.
Positioning is ‘an organized system for finding a window in the mind.
It is based on the concept that communication can only take place at the
right time and under the right circumstances’ B%. Therefore, positioning
is about trying to craft a message that finds a ‘position’ in the mind of
the consumer with respect to the messages of competing firms, so an
essential tool is the creation of effective messages to be communicated
to consumers, to reduce the noise created by excessive information.
Positioning is referred to products, firms and brands. It aims to create
a place for a brand in consumers’ minds, positioning it with respect
to other brands. Kitkat, for the food and drink industry, and Ryanair,
for airliners, offer examples of successful positioning. A Kitkat bar is a
chocolate-coated wafer biscuit created by Rowntree’s, a UK firm. The
snack is now produced by world-renowned chocolate maker Nestlé. The



142 Entrepreneurial Marketing for SMEs

candy is made of 2 or 4 bars of chocolate, each of which can be broken
off of the others . In the 1960s, the brand was positioned as a snack by
the clear message. ‘Have a break... have a Kit Kat’, which positioned the
well-known chocolate bar against competitors.

The second example of positioning is the no-frills airline Ryanair. This
low-cost Irish airline has become synonymous with cheap flights that
offer little service. Businessmen Christopher Ryan, Liam Lonergan and
Tony Ryan founded it in 1985. Later on, Michael O’Leary improved the
firm’s profitability by identifying as its core business the no frills, low
cost, no business class service operated with a fleet made of only one
type of airplane (Boeing 737-800 aircrafts). Ryanair positions itself as
a no frills airliner, a ‘point A to point B’ carrier. They have positioned
themselves so well that they were also recognised by The Economist
for becoming ‘a byword for appalling customer service...and jeering
rudeness towards anyone or anything that gets in its way’. Therefore,
to Ryanair’s customers the message is clear: you cannot find a cheaper
airline, but you should not expect anything more than to be carried
from one airport to another.

Positioning could also be visualised through the help of graphs by
adapting the technique explained in Chapter 5: perceptual maps. SMEs
could find a way to position their brands or products by asking their
consumers to rate also competitors’ products the same way they rated
the SME’s products. Then, by following the instructions described in
the chapter, it is possible to create some perceptual maps of the SME’s
products with respect to competing products, measured against the
attributes that consumers rated. Once the position of the SME’s products
with respect to competing products it is known, then the firm could see
whether there are some elements of the value proposition that could
be improved. Also, by knowing how consumers’ compare the SME’s
products with competing brands, it is possible to modify the relevant
aspects of the product design or concept. In what follows, we will look
at the product design process, thinking about what type of manipula-
tions SMEs can operate on (if any should be done at all). We will also
provide an overview of the classifications of the different types of prod-
ucts usually found in marketing, highlighting that not all products have
the same functions.

8.7 Product concept design

Inlight of what has be said so far about segmenting and targeting, another
important element of the value proposition is the type of manipulations
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of the product in order to increase its consumer appeal. Several ques-
tions are related to the product concept. Fundamentally, once the SME
has investigated the market and understood what segments they might
concentrate on, and they have acquired enough knowledge about the
preferences and characteristics of those segments, the next important
questions includes, What should be changed in the product concept?
Are there some products characteristics that need to be modified? Does
the packaging convey the right message for the target market?

These are all important questions in order to address potential product
modifications in the new product development (NPD) process that
might lead to either a physical or conceptual change in the product.
These are two distinct things. The first refers to a modification of the
physical characteristics of the product, such as a change in colour or
size, which takes place when consumer insight highlights the need for
some aesthetic changes in the product in light of different consumers’
preferences.

Conceptual change is more radical, and it implies a serious engage-
ment with the NPD process so to rethink and redesign the product in
light of consumers’ preferences. Often, the reengineering process of a
product requires a total rethinking of the whole product concept, and the
changes are more substantial. Let us see in the next section what types of
manipulations can take place when designing the product concept.

8.7.1 Levels of product manipulation

The product concept is a bit like an onion: There are different layers.
It can fundamentally be manipulated at three different levels ¥4 core,
actual, and augmented

The core level provides the basic benefits of the product. It is the main
function the product is purchased for. Let us make an example: in the
case of the purchase of a car, the core benefit consists of the ‘transpor-
tation’ function. You can travel from one place to another, or you can
use it to transport anything else other than yourself. You can transport
your family (provided they wear seatbelts), as well as your favourite
pet (provided you comply with health and safety rules). You can also
carry...a nice warm pizza that you are going to share with your friends.
However, a car not only carries you and your belongings from one place
to another: sometimes it also functions as an image enhancer. This is
the reason why some of your friends screwed some blue lights under the
car...to impress.

The main concept embodied by the product at the core level is the
fundamental function for which somebody buys it. Modifications that
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take place at this level are not easy to implement, and often, modifying
the product at the core also means modifying completely the concept
of the product itself: its essence. A historic example is the invention of
a flying machine by the Wright brothers in 1903. It was able to fly for
sustained periods of time, and the Wrights led a transportation revolu-
tion with the first airplane.

A second example of a manipulation of the product at its core is the
invention of the world-renowned electronic game, Tamagotchi, which
features a digital pet whose life you were responsible for. It was devel-
oped by Akihiro Yokoi and Aki Maita and commercialised by Japanese
firm Bandai in the1990s. The videogame developed from portable vide-
ogames, shifting the core function from a one-off game adventure to a
game extended over time that requires constant attention, revolution-
ising the concept of gaming.

The actual level of the product concept refers to the aesthetic and
physical characteristics or features of the product, including packaging,
branding and appearance. In the example of the car, its engine size, the
colour of its bodywork, the make and model of the car are all features
manipulated at the actual level. The final stage, the augmented level,
relates to the intangible (and often ancillary) elements of the product:
years of warranty, the type of service available for free (e.g., oil changes),
potential access to credit, and so on.

Changes to the design of the product should take place in light of the
information acquired through marketing intelligence. It is important
for firms, especially SMEs, to clearly evaluate the extent of the manipu-
lations to operate in light of consumers’ preference, available resources
and potential financial or economic return. It should be highlighted
that not all products are modifiable at their core, actual and augmented
levels, as this depends on the type of product the firm is dealing with.
An overview of the types of products SMEs might deal with follows.

8.7.2 Types of products

All SMEs should know exactly what type of product they deal with. Some
market segments are more inclined to use different products, depending
on both their personal characteristics and the product’s function. Some
products satisfy consumers’ wants (therefore, their purchase is influenced
by personal wishes, and consumers’ decision-making is characterised by
a less rational component, so it is also less predictable), while other prod-
ucts satisfy consumers’ needs (therefore, their purchase is influenced by
a real need to be satisfied in a timely fashion, and consumers’ decision-
making is more rational and perhaps predictable). We will categorise the
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three main typologies of products that are generally recognised in the
marketing literature and will describe what types of products belong in
these categories. The three main categories are convenience, shopping
and industrial products.

Convenience products are products characterised by their ability
to satisty impulses, although their purchase is often motivated by the
surge of a need. This category includes staple, impulse and emergency
products.

Staple products are low-involvement, meaning that consumers tend
not to put much effort in the transaction. These products generally
require the attention of the consumer for the first transaction. However,
once that takes place, subsequent purchases are generally quite auto-
matic, and the level of loyalty is generally high. Examples of products
belonging to this subcategory are toothpaste, deodorant, and shampoo.
Availability is critical to the success of the continued purchase. Unless
there is a lack of product available on the shelves, consumers are gener-
ally not tempted to switch brands. Therefore the substitution effect,
which is often triggered by lack of stock, is a threat to the success of
staples.

A second convenience products subcategory is impulse products.
Impulse product purchases are rooted in consumers’ wants rather
than real needs. Impulse products are often purchased on an irrational
basis; examples include chocolate, ice cream, and indulgence food.
Exposing the consumer to the product often triggers impulse behaviour.
Consumers who are exposed to the product, if they are required to make
a purchase decision under stress, act impulsively and purchase it. This
is particularly true when it is a low-involvement purchase because it
is inexpensive. However, a major threat to this type of products is the
possible emergence of cognitive dissonances in consumers.

Another subcategory of convenience products is emergency products,
which are generally low involvement, and their purchase is stimulated
by an immediate need. Examples are umbrellas on rainy days or bottles
of water on the top of a mountain. The sales of these products capitalise
on stock availability; therefore, SMEs dealing with this type of products
should make sure they always stock some minimum quantities to front
sudden increased demand, or they might lose business. Furthermore,
these products are often characterised by a strong and sudden need, so
price sensitivity decreases, and consumers might be (unhappily) ready
to pay a higher price.

Shopping products are different from convenience products. They
are characterised by medium to high involvement and more rational
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choices are made for the products in this category. These products are
split into further subcategories: homogeneous, heterogeneous, specialty,
and unsought products.

Homogeneous products have very low differentiation features
between brands. Although in recent years there are some exceptions,
generally, these are commodities, such as eggs, chicken or beef. Each
brand’s chicken breasts look the same, some might argue. The sale of
this type of products is leveraged on consumers’ perceptions of quality.
Purchase decisions take place under the condition that it is often very
difficult to distinguish one brand from the other because the product is
fundamentally perceived as being the same. The purchase involvement
of these products is often low; therefore, consumers often purchase the
product based on the visual information they receive from packaging
and labelling. SMEs dealing with these products should try to differen-
tiate the product by capitalising on product concept manipulations at
both the actual and augmented level.

A quite different subcategory is heterogeneous products. While homo-
geneous products all look alike, heterogeneous products are all different
from one another. Although the core level of the product concept is often
identical for all heterogeneous products, consumers’ choices are often
influenced by their aesthetic characteristics. One example is clothing.
There are many different types of pullovers in clothing shops, and they
come in different shapes, colours, sizes, patterns and fabric. The purchase
is often high involvement, as consumers often need time to reflect on
what to choose amongst a great deal of offered items. Therefore, firms
dealing with these products should capitalise on the aesthetics of the
product and, where possible, add value through a modification of the
design at core level (e.g., a warmer-than-average pullover) or by manipu-
lating the product at augmented level (e.g., including sartorial modifica-
tions in the purchase price).

Another subcategory is specialty products, which feature really high
involvement, meaning that consumers pay really close attention to the
characteristics and price. These products are often expensive and cannot
be found everywhere; they must be purchased in specialised shops. These
products are often bought infrequently and sometimes even just once
or twice in a lifetime. Examples of these products are musical instru-
ments, like pianos, and jewels. Consumers who purchase these look at
all aspects of the product concept and are often pushed by the feeling
of exclusivity in the purchase experience. SMEs that sell this type of
product should make sure they match consumers’ preferences, both at
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the core and actual product levels, and on top of that, they should also
capitalise on the post-sale service.

Finally, there are unsought products. These products are often high-
involvement, and consumers find themselves suddenly needing to
purchase something they never thought about before they needed
it. Examples of products in this subcategory are medicines or coffins.
Consumers purchasing these products are often ready to pay a higher
price because of the need for a solution to an unusual or awkward
problem, like a headache.

The last category consists of industrial products: equipment (i.e.,
machinery), installations (e.g., production lines), spare parts (e.g., bolts
to use in machinery), or raw materials, as well as semi-worked mate-
rials (e.g., hardware components for a computer manufacturer), and the
supply of services (e.g., shipments). These products are often used in a
B2B context and might be high-involvement products (like equipment
or installations) or low-involvement products (like spare parts or semi-
worked materials). Consumers, which are generally firms, that purchase
these types of products need a guarantee of the quality of what they
purchase. SMEs dealing with this type of products might need to manip-
ulate the product concept both at the core level (whenever possible,
perhaps by a modification of the basic function of machinery to be
supplied to a firm) or at the augmented level (e.g., post-sale service).
Consumers purchasing these products are less interested in modifica-
tions at the actual level, which are mainly aesthetical.
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9

Pricing and Distribution Decisions
in a Context of Low Distribution
Capacity

SMEs often have to deal with the problems related to low profitability
and low liquidity. Low profitability might also be affected by slow busi-
ness growth and gives an indication of the lack of efficiency within an
SME, whereas lack of business growth might indicate difficulties in the
existing market, other than with the firm itself. Low market growth and
low profitability cause problems in terms of liquidity, because undercap-
italised SMEs do not have the necessary working capital - i.e., the capital
used to cover liabilities with current assets — and therefore are subject to
debt when assets cannot be turned quickly into cash.

You can imagine the difficulties in dealing with lack of liquidity. It means
firms might not be able to pay their suppliers, or might find themselves in
difficulties at providing different bits and pieces of their service, therefore
limiting the distribution of their products to consumers. The decrease in
distribution capacity causes loss of business. An example you might be
familiar with is when you go to a small, undercapitalised café, and you
struggle to order food because of a lack of product availability. Although
they might have an extensive menu printed on paper, in fact, the available
options are very limited. This is often caused by a lack of liquidity and the
café’s inability to purchase all the ingredients for all the options on their
menu. Given a lack of liquidity, firms start cutting on costs, and unfor-
tunately, they often find they need to cut down on essential things that
eventually will negatively affect their performance with consumers.

In order to avoid ending up with problems related to working capital,
SMEs should ask themselves two important questions: “Are my prod-
ucts’ prices appropriate for my target market?” and “Where do my
consumers live?”
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These two questions are critical in order to limit potential problems
deriving from little liquidity. In order to improve the effectiveness of their
marketing, SMEs should first of all understand whether they erode value
by pricing the product incorrectly, with respect to the target segments’
purchasing willingness. Likewise, SMEs should also try to understand
whether the channel of distribution they use and the geographical loca-
tion they cover are appropriate to match their products to their target
segments.

9.1 Pricing strategies

Pricing strategies in SMEs are not very different from classical strategies
used by larger organisations. There are, of course, some differences in the
way promotions are designed and run. However, the pricing strategies
you may have learnt in previous university modules like Introduction
to Marketing and Marketing Strategy can apply to SMEs. Therefore, we
would recommend revising existing pricing strategies used in classical
marketing textbooks [ 3-91,

For SMEs, it is important to pitch the price at the right level. Quite
often, SMEs are unable to price their products according to their specific
target market. It becomes, therefore, very important to be able to see the
price as an element of the value proposition, rather than as a separate
and detached attribute of the product. In previous chapters, we indicated
how important it is for SMEs to think in terms of value propositions, in
order to segment and target specific consumer groups. However, many
SMEs find it difficult to pitch the price at the right level.

SMEs do not have access to marketing information to let them know
the price preferences of specific target segments, nor do have they
information about the performance of a specific channel of distribu-
tion. Nevertheless, SMEs can find ways to collect and analyse informa-
tion that help them to support marketing decision-making in terms of
pricing and distribution strategies.

In order to answer the previous question, ‘Are my products’ prices
appropriate for my target market?’ we should look in more detail at the
price-sensitivity of consumers. In the segmentation chapter, we classi-
fied consumers according to different geographical, social, economic
and psychographic characteristics. Nevertheless, we also often grouped
consumers within those classifications by indicating their level of
price sensitivity. In order to understand the concept, we have to look
into the value continuum, as consumers tend to swing either towards
high quality and higher price or lower quality and lower price 17,
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Furthermore, ‘successful retailers increasingly target their offers towards
two consumer categories: those with an emphasis on value and those for
whom time pressure is the key’ 1.

We can build a value continuum for every single product, and the
product will have stronger or weaker appeal to different target segments
depending on the position of the product on the value continuum.
Let us take a simple example from the food and drink industry, and
try to position white bread on the value continuum. White bread is a
commodity whose sales are — at least in the UK - associated with the
lower classes, i.e., white bread is not as healthy as brown bread, is much
cheaper, and is widely available in big pack sizes, unlike brown bread.
However, it is possible to differentiate a commodity such as white bread
by improving its taste and texture, creating specialty bread.Let us look at
the profile of supermarket shoppers who purchase ‘crusty white bread’
(baked in-store) versus the profile of those shoppers who purchase
‘specialty breads’ (always baked in-store).
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Figure 9.1 White bread shoppers’ profiles. (Data for a major UK supermarket for
52 weeks from 29 September 2008 to 27 September 2009 )

Source: Author’s own (data source: © dunnhumby 2009).
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In the graph, coloured rectangles represent shoppers: purple for
up-market shoppers (They have sophisticated tastes and high purchasing
power), dark yellow for mid-market shoppers (They have high available
income, although it is lower than the up-market shoppers’; they prefer
well-known brands), and finally, light brown represents less affluent
shoppers (They have little available income, and their taste if often
unsophisticated). The reference line to compare those groups is the line
with base value set on 100 (This is an index, created to simplify calcula-
tions), and our value of 100 indicates this is the average value of refer-
ence in terms of consumers’ preferences. Those rectangles that are above
the 100 base line indicate a strong appeal for the product, whereas those
rectangles that extend under the 100 base line indicate a lack of appeal.
The further they are from the 100 base value, the stronger or weaker the
appeal.

As it can be seen by the graph, simple white bread appeals more to less
affluent shoppers, as it is a bit cheaper than other types of bread, and it
is also very simple. Nevertheless, specialty bread has a stronger appeal
with up-market shoppers who are willing to pay for a higher price to
satisfy their taste, which is more sophisticated. Therefore, we can draw a
continuum from our bread example, which could apply to many other
products or services.

The continuum goes from a cheaper, or more basic, option to a more
expensive or premium option. A basic productis simple, often undifferen-
tiated, and consumers’ drive to purchase is mainly the price. Price, along
with low purchase involvement, makes a success of products belonging
to the basic type. Basic products are often associated with lower quality
and have a very cheap price. On the other side of the spectrum, there
are premium products, which are characterised by high differentiation.

less affluent up market

Basic price premium
product lower higher product

Figure 9.2 Value continuum
Source: Author’s own.
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These products are often associated with very high quality and higher
price; therefore, the level of involvement during the phase of purchase is
higher than basic products. Depending on the products’ characteristics,
the target market’s personal characteristics, and finally the price, the
offered products will be more or less strongly appeal to the SME'’s target
segment .

Another important aspect to take into consideration, as part of
the sales’ strategy, along with pricing, is the type of distribution the
SME chooses for reaching its consumers with its value propositions.
Distribution will be dealt with in the next section.

9.2 Distribution strategies

SMEs, like larger organisations, can capitalise on different channels
of distribution. The choice of the channel of distribution should be
thought of as a strategic choice for the firm because it will determine
the success or failure of the distribution of the firm’s products. Different
channels of distribution exist, and, again, this is a topic largely discussed
in fundamental modules of marketing in most universities; therefore,
we would - once more - refer to traditional marketing books [ 3! for
the theory on distribution.

Nevertheless, there are some important considerations for SMEs’ distri-
bution strategies. First for all, we have to say that consumer segments
live, work and shop in different geographical areas. So the very first
consideration is related to where the target consumers live. SMEs often
do not have access to formal market research, and therefore, it is difficult
for firms to identify what is the most effective channel of distribution.
Depending on the sector and industry the SME operates in, it might be
possible to collect information about consumers and perhaps determine
the geographical location of a little sample of consumers, to have an
idea of where consumers live and work.

Offers could be better targeted according to the geographical distribu-
tion of the consumers in the territory. Some consumer segments have
a stronger preference for specific channels of distribution than others.
For instance, some shoppers prefer purchasing products online, and
others prefer accessing products in a shop. Some might have a prefer-
ence for home delivery or catalogue sales, and so on. Therefore, iden-
tifying consumers’ preferences in terms of channel of distribution is
beneficial to the construction of the firm'’s distribution strategy. Often,
firms choose a specific way of distributing their products only based on
the firm’s convenience. Nevertheless, the distribution strategy should
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be consumer-lead. By gaining a better understanding of consumers’
purchasing venues preferences, SMEs make sure they can reach
consumers in a timely, smooth manner, which would be ignored if we
distributed them through the wrong channels.

The second consideration to look at consists of the level of customer
penetration that firms can find in different geographical areas. Different
segments that concentrate in different geographical areas prefer different
channels of distribution. By looking at the level of customer penetra-
tion for a specific product from a specific geographical area, SMEs could
determine the level of preference or consumers’ willingness to purchase
their products. An example could be the purchase of homemade jam,
which an SME might sell over the Internet. By collecting information
about the geographical location of their consumers, the SME could
determine the level of customer penetration for their homemade jam
within specific geographical boundaries, thereby knowing the destina-
tion of their purchases and the willingness to purchase.

The determination of the right combination of distribution channels
is not easy to discuss in general terms, as each firm is different, and some
channels of distribution are industry-specific. Therefore, in this venue,
it is not possible to discuss all the possibilities for a successful distribu-
tion strategy. Nevertheless, this type of knowledge might enable SMEs
to know how to improve sales by targeting their marketing communi-
cation efforts to those geographical areas whose appeal for the product
over- or underperforms with respect to all the geographical areas taken
into consideration by the firm. Likewise, SMEs could also use this type
of information to develop underdeveloped channels or locations with
different offers, as well as to increase repeat purchase and purchase
frequency in those areas with a stronger appeal than the average.
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10

Building Brands in SMEs

Brands are nowadays paramount to the success of an organisation. We
live in a branded world. If you look around, everything you use in your
life, be it clothes or electrical appliances, books or pens, means of trans-
port or a take-away meal, you cannot avoid encountering brands.

Brands play a crucial role in helping organisations that use them to
gain consumers’ attention. Brands are not only a distinctive logo or
sign to differentiate the product from a competitor. They are a powerful
means of communication that organisations can use to build a relation-
ship with their consumers. Brands can be used to communicate the
quality of the product to consumers in a first instance, but they can also
help the company to communicate what the company stands for. They
can communicate the philosophy, mission and vision of the organisa-
tion that uses them.

Brands have always been important to differentiate a product sold
in competitive markets, but, nowadays, branding is an essential tool to
support organisational identity and reputation®. By aligning brands,
organisational identity and reputation has proven to be a very powerful
marketing tool for larger organisations; however, in time, SMEs also
started approaching the concept of branding/?.

This chapter provides information about the function of brands and
branding activity in SMEs. In this chapter, you can also find a descrip-
tion of those factors that are important for brands’ success, and learn
how brands link with the mission and vision of an organisation.

10.1 Brands functionality and the branding activity

All the definitions of brand tend to highlight two functions: first, a
competitive function - i.e., brands exist to differentiate a product,

157
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service or company from the competitors’3 — and second, the relational
function - i.e., brands communicate to the consumer what the organisa-
tion stands forl" 131,

One way to discuss the different definitions of brand is according
to their focus. There are three groups: functional definitions (focusing
on the physical features of the product) developed between the 1960s
until the late 1980s; customer-oriented definitions (whose focus is on
the customer as the centre of the branding activity) developed in the
1990s; and relational definitions (focusing on the brand as a relationship
between the consumers and the company) developed in the last decade
or so and strictly connected to the concept of value proposition.!

10.1.1 Differentiating function

The seminal definition of brand focuses mainly on the functional and
physical elements of differentiation (e.g., logotype, name, font, colour,
shape, etc.). ‘A brand is a name, term, design, symbol or any other
feature that identifies one seller’s goods or service as distinct from those
of other sellers’. Several authors share the same definition® 14 28 331
focusing on the physical attributes or features of the design aimed to
obtain a competitive advantage because these physical features are more
straightforward to people’s perceptions and understanding.

Considering the physically related definition of brand, which is associ-
ated with the physical features (e.g., name, sign, symbol), there is a strong
tendency among practitioners to combine marketing and design. Design
allows the company to express its personality through the product or
service. When customers engage with the company through the tangible,
physical, aesthetical characteristics of the product, the brand receives a
personality and creates a meaning in the customers’ minds, in which the
product or service is just one expression of this same meaning.

For example, the iPad represents high technology and entertainment
in a young, active, cool and fashionable device. Similarly, the dancing
Chinese character ‘Jing’,> presented in a white and red calligraphic
stone carving, represented activity, vibrant and energetic movement,
noble sentiments in sport, tradition, and modernity for the Olympics
in Beijing in 2008.

10.1.2 Communication function

An overly strong focus on the physical aspects of the brand might create
confusion about what a brand really is, if it is only about the logo type,
colour and functional features. This gave rise to criticism in the 1990s
that called for a refocus on customers or consumers — the ultimate targets
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of the brands — whose views, attitudes and perceptions are critical to the
development of brand awareness and brand loyalty.

Wood™*!! comments on the seminal definition of brand, stating that
the key aspects of the definition are the words ‘any other feature’, as this
allows for intangibles, such as image, to be the point of differentiation.
The particular value of this definition is that it focuses on a fundamental
brand purpose, which is differentiation™!l. These intangibles allow the
definition of brand to shift over time from a functional definition toward
a customer-oriented definition.

Ambler™® considers the brand to be ‘the promise of the bundles of
attributes that someone buys and provides satisfaction’. The attributes
Ambler refers to can be tangible or invisible, rational or emotional, and
real or illusory. Thus, the focus of this definition shifts from the physical
aspects of the brand proposition to the perceptions of customers and/or
consumers. It focuses on the implicit fact that it is customers who buy
the brand, and they should be satisfied through the promises made by
the company, which are stated by the brand.

In a later work, Ambler and Styles® revised the brand development
process and, consequently, they now define brands according to two
different approaches: ‘product plus’ and ‘holistic’. The product plus
approach does not differ from the previous definitions, as it sees the
brand as a distinctive element of the product line, identifying the product
or company. However, by the holistic point of view, ‘the brand is consid-
ered to be the sum of all elements of the marketing mix: product is just
one element, alongside price, promotion and distribution’®], seeing the
brand in all its extensions. The major contribution of this perspective is
the inclusion of the marketing mix, so that brand is no longer just the
name or logotype, but also encompasses the distribution channel, the
price dimension and the way the message is communicated.

The functional and the physical elements of the brand provide a
vehicle for physical differentiation (e.g., appearance of the product,
packaging, labelling, etc.), whereas the customer- and consumer-centric
definition of Ambler and Styles® emphasises the deeper (emotional)
relational function of branding.

10.1.3 Relational function

The definition of brand has shifted over time - from the customer-re-
lated definition towards the relational definition — as brands create rela-
tionships with the consumers or customers. Brands should differentiate
while communicating to the customers and consumers with whom they
are seeking to build a relationshipt 227,
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Brown! proposes that a brand is all the mental connections that
people have around it, so every time a customer or consumer thinks of
or encounters a brand, some mental connections are generated, creating
a relationship with the brand through recognition.

De Chernatony and McDonald™® see brands as a ‘relationship’ with
the customer:

This relationship is personified either by the organization’s name,
or by the brand name on the product itself.... When we refer to the
term “brand”...we use it to encompass not only consumer prod-
ucts, but a whole host of offerings, which include people (such as
politicians and pop stars), places (such as Bangkok), ships (such as
the QEII), companies, industrial products, service products, and so
on!3l,

Therefore, a brand is more than just the sum of its component parts. ‘It
embodies, for the purchaser or user, additional attributes which, whilst
they might be considered by some to be “intangible”, are still very real’
(131 In this last statement, de Chernatony and McDonald™! build a more
complete definition:

A successful brand is an identifiable product, service, person or
place, augmented in such a way that the buyer or user perceives
relevant, unique added values which match their needs most closely.
Furthermore, its success results from being able to sustain these added
values in the face of competition3l.

An extended definition of brand - categorised as relational — is provided
by Aacker!, who states that a brand is more than a product. The latter
is characterised by its scope, attributes, quality/value and uses®, whereas
a brand has additional elements®*. For example, brand users (the Charlie
woman), country of origin (Audi has German craftsmanship), organi-
sational associations (3M is an innovative company), brand person-
ality (Bath and Body Works is a retail brand with energy and vitality),
symbols (the stagecoach represents Wells Fargo Bank), brand-customer
relationship (Gateway is a friend), emotional benefits (Saturn owners
feel pride about driving an American car) and self-expressive benefits (a
Hobart customer uses only the best), can all be categorised as relational
because of the different relational elements entering the definition, i.e.,
all those elements that contribute to create a relationship, or bond, with
the customer or consumer.
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10.1.4 The ‘value’ element of branding

In addition to the introduction of the concept of relationship in the
definition, the major contribution of these authors to the definition
consists in the insertion of the value element when stating that the
buyer or user perceives relevant, unique added values matching their
needs. This definition encompasses both the functional and the custom-
er-oriented definitions, adding the value perception dimension, which
is most relevant to the completion of the transaction — the purchase.
The reference to uniqueness brings us back to the concept of competi-
tion, because a company that has a unique (added) value proposition
which matches most closely what its customers wants is more likely to
succeed. Once more, it is underlined that the core function of a brand is
to differentiate. However, the issue of value receives particular attention
in the relational definitions.

Value is perceived when the advantage or benefit gained by the
customer or consumer is higher than the costs (monetary costs, oppor-
tunity costs and risk) involved in acquiring this advantage. According to
Monroel?, it is the ratio of the perceived benefits and perceived sacrifice.
Value is the basic foundation of everything that is done in marketing?'l,
and it is recognised that customers’ satisfaction depends on valuel?> 291,

The competitiveness of a brand, though, can be based on only two
strategies!"3l: the first is cost driven — which is based on the ability to
sell at a lower price due to lower costs — and the second is value added —
which is based on the creation of value. This is the element that proves
the effectiveness of the brand, because customers’ purchases take place
when they perceive genuine value: because of low price (value for
money) or enhanced benefits (emotional value).

According to the relational definitions, brands have to create a relation-
ship with consumers or customers by delivering value. It is important for
companies to pursue a relationship marketing strategy because it creates
more value for its customers than companies that focus on the product
only through stronger ties — related to technology, information and
knowledge™. Value is delivered through value propositions, i.e., a valuable
offer (everything that is offered to the customer against his/her price). The
value proposition describes the unique product and service mix, customer
relations, and corporate image that are offered by the company!?,

By following a cost-driven strategy, the value proposition finds its
essence or value in the lower price, due to its ability to lower cost produc-
tion, whereas a value-added value proposition finds its essence in the
perceived higher benefits deriving from the purchase. The introduction
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of product or service features that are not driven by the actual customers’
needs can be nothing more than a short-term solution?°.

10.2 Mission statements and consumers’ experience

Mission statements are specific messages or mottos a firm uses to channel
the ethos of the company. There are different types of mission state-
ments, depending on the purpose for which they have been created by
the firm!%. Some mission statements express in one sentence (or a few)
the overall vision of the firm (what it desires to be in the very long term)
or the strategy the firm is pursuing: that is, what the company aims to
achieve with their activities. Mission statements are very helpful to deter-
mine a very clear direction to the employees of the firm and are the flag-
ship of the company, so they indicate the type of culture shared within
the organisation.

However, in some cases, mission statements can also be constraining if
they are not created properly. They are often public, and both customers
and consumers can access them. In some cases, mission statements become
part of the brand or are strongly associated with it, so they can contribute
to the overall customer experience. Firms with clear mission statements
are more likely to monitor the success of their mission statements and are
more likely to survey their customers, therefore finding ways to improve
customers’ experiences!”] with their products or brands. So, overall, clear
mission statements can speak to a firm’s stakeholders (including employees
and customers) about what the firm stands for. The mission statement
reinforces the brand, and the brand reinforces the mission statement.

10.3 The importance of branding and branding success
factors

Marketing information contributes to brand equity, and, according to
Keller?®, the main motivations to pay attention to a company’s brand
equity can be found in the financial need to estimate the value of a
brand (in terms of asset valuation, i.e., for merger, acquisitions or dives-
titure) and in the need to improve marketing productivity. Therefore,
branding is an important tool firms can capitalise on. However, there are
some specific factors that affect the success of brands.

10.3.1 Why branding is important

Branding is a vital activity for companies, and several reasons have
been given in the literature to support the importance of branding for
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businesses. First, they differentiate one company’s products or offer to
the customer from another® & 13-14,28, 331,

A second reason sees brands expressing the uniqueness of a company’s
value proposition, creating a relationship with the customer or consumer
[1,12-13, 25,271 Brands help companies to position their products or serv-
ices, and therefore, they become a strategic asset through the creation
of brand awareness and recognition, better relationships and higher
loyalty, which can potentially generate overall future income (brand
equity). Brands can create a mental connection with the customer, in
fact:

‘A brand is a strategic asset that is key to long-term performance and
should be so managed’ . There is evidence that brands contribute to the
creation of relationships with the customer or consumer. De Chernatony
and McDonald support the relationship function of brands "3: ‘Brands
can develop different relationships with customers...and a successful
brand aims to develop a high-quality relationship, in which customers
feel a sense of commitment and belonging’, they maintain, adding that
‘relationship marketing aims to develop long-term loyal customers’.

However, the importance of branding is dependent on the role of
the brand as perceived by the brand owner. For example, some practi-
tioners (especially in SMEs) might perceive the brand as nothing more
than a name on a package, whereas others might perceive the brand
as a promise to deliver what the customer wants, and still others may
view the brand as a vehicle for communicating the core values of the
business.

To companies dealing with commodities, the functional element of the
brand might be more prominent than the emotional aspects, whereas in
other sectors, the emotional element might be more relevant. Therefore,
the orientation to branding might affect the company in the perception
of the importance of the brand.

A third reason for branding’s importance can be found in the ability
of brands to create recognition! 3° and consequently, the success of a
brand can be defined as the degree of brand recognition. Brand recog-
nition occurs when customers or consumers know the brand and its
qualities,®l and consumers tend to recall those with high recognition
more easily®!.

As a fourth reason, brands can generate and increase trust and decrease
the perception of risk related to potential cognitive dissonances. Brands
can do this because, generally speaking, people fear the unknown, and
there is a higher tendency to be loyal to or to trust brands that are well
known, long established and already ‘run-in’l® '°l. Familiarity generates
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higher trust, and more information about the brand means the customer
is better positioned to make the right decision and reduce risk¥. The
more people know about a brand, the easier it is to trust it, simply
because the risk is lower; branding reduces uncertainty!’ 1123 361,

Brands with high recognition are undeniably valuable because they
guarantee future income streams. Companies know that loyal customers
will repeatedly buy their brands and are also more willing to support
them during a crises!'3.

A fifth reason branding is important is found in brands’ ability to
deliver satisfaction through a promise of performance ¥ and to encom-
pass all the elements of the marketing mix!.

A sixth reason for the importance of branding is the creation of
valuel> 3%, Brands can compete when they are able to deliver a value
to the consumer, i.e., when the benefit they deliver is greater than
the cost (financial and non-financial) and the risk involved in the
transaction.

In light of the literature, it can be concluded that brands are important
tools to compete on the market because of the potential differentiation
they can express. This differentiation can be expressed through brands
that are able to create relationships with the customers or consumers.
However, the relationships are built on the messages the brand manages
to communicate through its identity, i.e., it depends on how it manages
to position itself in people’s perceptions. The identity of a brand should
be clear, so it is reflected in the value proposition and conveys the
functional and emotional meanings to the customers or consumers.
However, the ability to convey the meanings depends on the level
of understanding of the brand by the practitioner. It differs from one
company to another because the business world is heterogeneous with
companies of all sizes and resources operating in different markets.

10.3.2 Success factors in branding

The literature points out eight main factors of success in brand
building. First, it appears that a clear statement of intent about what
the brand stands for is an essential ingredient in branding™ '*, contrib-
uting to a crystal-clear brand identity by capitalising on a strong value
proposition.

Second, culture is another success factor, alongside customer focus.
The most relevant success factor is the acquisition, analysis and use
of marketing information, on the grounds that no effective and effi-
cient decision-making can take place without a sound knowledge of
the market, thereby disabling the competitiveness of the company
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operating in blindness on the market. From the literature, it emerges
that the lack of marketing information is a barrier to the brand develop-
ment process.

The cultural element and the quality of the leadership are impor-
tant aspects of the potential success of branding because what brands
communicate is captured by people’s perceptions and translated into a
positioning in customers’ minds. Customers then match their percep-
tions of value to the value proposition positioned in their mindsPd.

Aacker [ agrees that ‘brands are the basis for sustainable advantage for
most organisations. However, strong brands do not just happen. Rather,
they result from the creation of winning brand strategies and brilliant
executions from committed, disciplined organizations’.

A third factor of success is the fact that committed organisations are
probably more likely to build strategies on the basis of the informa-
tion collected from the market. Therefore, marketing intelligence plays
a fundamental role because, through the collection of data, there is a
higher probability that a business will gain a deeper understanding of
the information necessary to develop a brand!®l.

And fourth, positioning and image creation are other factors of success
in brand development, along with the creation of an image 13 34 401,

Ries and Trout®* make the point that creating positioning in customers’
minds is of utmost importance as, in today’s marketplace, the strate-
gies that worked in the past do not work anymore, because there is an
overload of offers in terms of products and brands, and the only way to
create a successful brand’ is, according to the authors, to keep it simple
and deliver straightforward messages. They suggest touching base with
reality, and the only reality worth considering is the one lived by the
consumers or customers.

They maintain that creating something new is almost impossible
nowadays, so a better tactic is to reposition what already exists.

Differentiation is the core of branding; however, it is often difficult to
find the right way to generate something different. This is especially true
in sophisticated and fast-moving markets. Different levels of sophistica-
tion correspond to some behavioural tendencies, so where there is low
sophistication, brands stress product features. However, when there is
high sophistication, and with the increase in the competition, product
features are a given, the stress shifts to the emotional and rational
components of value perception.

A fifth factor is brand identity, along with coherence of thought and
action™ 3371 1t is important because it attracts customers’ interest and
possibly builds loyalty. The basic step is to have a clear specification
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of brand identity and position — where the brand stands - in order to
provide valuel® 12-131,

Strong coherence of thought and action should be shown in order to
contribute to a clear identity that will be expressed in brand recogni-
tion through the image positioned. Among the examples that can be
found to support this assertion is the case of Innocent Drinks’ smoothies.
They attribute most of their success to the image created through an
integration of good graphic design, product characteristics and corporate
culture.

Coherence of thought and action can result in the creation of
added value and stronger brand identity for the firm. Furthermore, it
contributes to an appropriate structure in the organisational assets of
the corporate management and professional groups, as Schroeder and
Salzer-Moling®”! suggested; de Chernatony and McDonald™® supported
the notion: ‘Everyone should be aware of what the brand stands for and
they all need to be committed to contributing to its success’.

Coherence of thought and action leading to consistency over time can
be achieved with a continuous effort to position the brand. Positioning
can be effective through the action of leadership, which is able to serve
the need of coherence between what the brand communicates and the
company values. It is business culture that determines the clarity of the
value proposition. In other words, when the leadership is able to define
clearly what the brand represents, it is more likely that other people
within the business will be able to do so. More importantly, vision,
corporate culture, and brand identity and image on their own are not
very useful; it is the relationship among them that determines success,
as Vallaster and de Chernatony™” proposed.

Aacker considers brand identity to be one of the four main dimen-
sions of brand equity,, as well as the heart and soul of the brand. In order
to create a successful brand, it must be provided with a soul. There is the
need to focus on the creation of a strong and coherent brand identity in
order to maximise the strength of the brand.

Aacker warns of four main traps that firms fall into, in the context of
brand identity®, ending in dysfunctional brand strategies or an exces-
sively narrow tactical focus: brand image trap, brand position trap,
external perspective trap, and product-attribute fixation trap.

Brand image, i.e., how customers perceive the brand, is important to
brand identity, but the main trap is making the mistake of identifying
the brand image with the brand identity when image is just an aspect of
identity. Falling into this trap shows when there are some image inad-
equacies caused by consumers’ past experiences, or by changes in their
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needs, so the image no longer transmits or communicates its identity
statement(!.

Brand position is defined by Aacker? as the ‘part of the brand iden-
tity and value proposition that is to be actively communicated to the
target audience and that demonstrates an advantage over competing
brands’. It is related to the communicative aspects of the identity to the
customers and to the statement related to the brand. The second trap
consists of considering the brand position as the main brand identity,
eliminating all those aspects that are not considered worth communi-
cating. When communicating the brand position, if it is believed to be
the brand identity, there is a tendency to stress the product attributes,
while forgetting to show the personality of the brand, the symbols
connected to it, or the associations with the company’s values and
vision.

The third trap consists of the lack of understanding of the importance
of the role of brand identity.

[The] external perspective trap takes place when the company does
not manage to understand the basic values and purpose of identity of
a brand. The trap consists in the lack of coherence between creating
an image and not believing in the values. If the company is not
able to communicate what the brand stands for or what it is about
by specifying the strengths, values and vision based on disciplined
efforts, it is hard to expect employees to make a vision happen if they
do not understand and buy into that vision!!l.

In order to have the values of the brand exposed outside or external-
ised - giving strength to the brand itself — employees’ responses and
buy-ins should be inspired by a strong brand identity.

The last trap is the product-attribute fixation. This means that the
company focuses exclusively on the product’s attributes, erroneously
assuming that they are the only elements in the decision-making process
of the consumer or customer.

This trap occurs when consumer insight is focused on the attributes
of the product. According to AackerV, this kind of market research is
conducted in such a way that marketing information is 1) often effec-
tive, as the attributes are important to purchasing choices; 2) easy, as
customers have to talk about something tangible (the physical attributes
of the product) and do not end up in irrationality; and 3) a reassurance
for managers, since customers use a logical model to evaluate brands,
so decisions are easier to understand and behaviours can be predicted
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(even if most of the choices are irrational or governed by many vari-
ables, rational and emotional).

A sixth factor of brand successs consists of the way a brand communi-
cates. Aacker " maintains that a brand, in order to be successful, should
be able to express its identity through the consideration of the brand as
a product, an organisation, a person and a symbol.

The goal for these levels of consideration is justified by helping
‘the strategist consider different brand elements and patterns that
can help clarify, enrich, and differentiate an identity’, but ‘not every
brand identity needs to employ all or even several of these perspec-
tives. For some brands, only one will be viable and appropriate’l'l. The
important point is that companies try to articulate what the brand
should stand for in the minds and perceptions of the customers or
consumers.

The seventh and eighth factors are connected to the creation of value
and creativity3 191,

According to de Chernatony and McDonald '3, there are four main
characteristics companies should take into consideration when devel-
oping brands, to show how a product can be augmented by adding value
in increasing levels of sophistication. These characteristics are expressed
in levels - generic, expected, augmented and potential.

The generic level consists of the fundamental form of commodity, in
which the product satisfies the basic needs of the customer. This level
might be, according to de Chernatony and McDonald, easy prey for
competitors, as it is not difficult to copy.

Successful brands are supposed to be at a higher level, on a scale made
of generic, expected, augmented and potential levels. The ‘expected’
level, where the ‘commodity is value engineered to satisfy a specific
target’s minimum purchase conditions, such as functional capabilities,
availability, pricing, etc.’l'®l. There, repeat purchases result from a higher
level of customer orientation in the firm.

The augmented level comes next, as customer sophistication increases.
This level is more refined than the previous ones, and the added value
can be found in non-functional elements (e.g., emotional). At this level,
the product might satisty needs such as social standing or status by
ownership of it.

With regards to the potential level, according to the authors, the only
limit is the limit of creativity. For example, Nestlé pushed the brand
to the potential level through the development of software, so retailers
could manage shelf space, thereby maximising their profits by helping
their customers to maximise theirs. At this level, the company focuses
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on diversifying in order to avoid stepping back to the expected level of
competing on price.

Creativity is always a significant element in the brand-building
process, besides the characteristics related to the level of sophistica-
tion of the market. The need for creativity is sustained by Frank and
Krake’s!'®l argument:

Set the building and management of your brand high on your list of
priorities. Make time available for this. A strong brand is an excel-
lent way to distinguish yourself from your competition and, if prop-
erly applied, emphasise the quality of your product.... Highlight one
or two specific distinguishing product features and associate them
with your brand. ... So be creative. And if you cannot be creative, hire
someone who is [,

However, it is not clear if highlighting one or two specific distinguishing
product features is enough to lead to success. This might be true in a
commodity market, but it contradicts de Chernatony and McDonald
(2001) if it is extended to all markets, because an increase corresponds
with a shift in the drivers to the purchase of the brand from product
features to emotional elements.

De Chernatony and McDonald™® promote the idea that

to succeed in the long run, a brand must offer added values over and
above the basic product characteristics, if for no other reason than
that functional characteristics are so easy for competitors to copy....It
is most important to realize that the added values must be relevant to
the customer and not just to the manufacturer or distributor.

‘Buyers perceive added value in a brand’, de Chernatony and McDonald
add, ‘because they recognize certain clues which give signals about the
offer’.

As indicated by the body of literature described in these sections,
branding is an essential element in firms’ marketing. Scholarship depicts
branding in companies as a powerful marketing tool they can use to
communicate the value they offer to consumers. Brands may have an
impact on growth, due to their communication role.

This chapter described branding for SMEs. Although branding is a
marketing activity typical of larger organisations, more and more SMEs
create brands. Section 9.1 dealt with brands’ functionality and the
branding activity per se, looking at different definitions of branding



170

Entrepreneurial Marketing for SMEs

depending of the many branding functions that there are. The element
of ‘value’, paramount to the understanding of branding, is highlighted.

Section 9.2 described the reason for having a specific mission state-
ment to give direction to the organisation, but also to position the idea
of what the company stands for clearly in the mind of customers and
consumers. The last section described the importance of branding for
firms and the factors to consider for successful branding activity.
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Supply Chain Relationships
Management: SMEs’ Partners

In the past two decades, the disciplines of marketing and supply chain
management got closer and closer, to the point where now parts of supply
chain management have merged with marketing, and in the most recent
publications and textbooks about marketing, we can find chapters on
supply chain management. But why is it so important to marketing?

We live in a dynamic world, and 30 years of globalisation increased
the importance of supply chain management. Firms produce prod-
ucts aimed at different consumers. The market demands that SMEs
innovate and differentiate because over time, consumers have become
more and more demanding about the types of products they want to
purchase. This increase in the sophistication of consumer demand was
also enhanced by increased competition. Globalisation gave firms more
opportunities to reach audiences and customer bases they were not able
to reach before, but it also meant increased competition, as non-local
firms managed competed with local firms in local markets.

Supply chain management became essential in an increasingly
complex world, where firms have opportunities for convenient procure-
ment and sale, but supply chains more frequently become longer and
more complex.

There are two strategies for competition in almost all the countries of
the world: a firm either has a competitive advantage in terms of cost-
leadership or differentiation leadership, so it is able to produce and sell at
the cheapest price, or it can provide the highest possible quality. In order
to achieve competitive advantage, the firm has to manage its resources
and coordinate its functions (marketing, sales, finance, production,
procurement and so on). However, SMEs often do not have formalised
functions like larger organisations do, so the decision-making burden is
all on the small business owner.

173
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Nevertheless, SMEs do need to engage the stakeholders in their supply
chain, of which all SMEs are necessarily a part SMEs benefit from a better
understanding of their supply chain and from an improvement in their
relationships with their stakeholders. In what follows, we will see what
a simple supply chain structure looks like, and what flows we can find
within it. We will also look at how SMEs can capitalise on the relation-
ships with their stakeholders to create value.

11.1 Different partners...different audiences

Many supply chains are composed of SMEs that provide a product or a
service at some stage, either upstream (towards the producers) or down-
stream (towards the customers).

A supply chain consists of all parties involved, directly or indirectly,
in fulfilling a customer request. The supply chain includes not only the
manufacturer and suppliers, but also transporters, warehouses, retailers,
and even customers themselves... A supply chain is dynamic and involves
the constant flow of information, product, and funds between different
stages... The objective of every supply chain should be to maximize the
overall value generated. [®

Cupplieris(]

upsiream
Value can be created The more the (s) the T
at all stages!! rcus higher the complexity
______________ rm ______________l
A,

Lo Cslream
[ [lesaleris!

All have different
objectives!

[elailers(]

A

‘ Ll 0sumer(s(] ’

Figure 11.1 Simple structure of a supply chain
Source: Author’s own.
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The definition of supply chain implies the integration of processes
to ‘involve all parties’, but it also highlights that supply chains are
‘dynamic’, and there is ‘constant flow’ of information, materials and
money. The management of these flows requires efficiency. When the
supply chain is properly managed, we can create and maximise value for
all the different stakeholders involved with the focus firm.

Upstream (on the top) are the suppliers of a product. They can either
be primary or secondary producers — primary produce from raw mate-
rials, whereas secondary process materials that are produced by some-
body else — or they can be intermediaries who purchase a product from a
producer and resell it to other firms, such as importers, exporters, resel-
lers and so on. The next step of the supply chain is the focus company,
which is the firm generally considered to be the main subject of the supply
chain. In this context, it could be an SME who needs to understand how
to capitalise on the relationships with all the other stakeholders.

Downstream (towards the bottom) are wholesalers — firms (perhaps
other SMEs) that purchase from the focus company and resell to other
firms — the retailers — which then sell to the final consumer.

As you can easily observe from the structure represented in the picture,
the focus company has different stakeholders within the supply chain.
There are several suppliers upstream, whereas downstream there are
wholesalers, retailers and consumers. As indicated by the arrows out of
the supply chain, all these stakeholders have different (and sometimes
diverging) interests; the firm has to communicate with these different
audiences and learn how to manage relationships with all stakeholders.

One of the major problems many SMEs (and, to a certain extent, larger
organisations, too) have is a lack of knowledge about the consumers
of their products. There are heaps of focus companies that limit their
understanding of the market to the elements of the chain that are
closest to them: suppliers and customers (i.e., wholesalers or retailers).
Therefore, it is very important for firms to understand the difference
between customers, who purchase the product, and consumers, who
are the destination of the product, as the needs, wants and behaviours
of these two actors on the supply chain are often different and some-
time contrasting. For instance, customers might be more interested in
stocking and selling products from the focus firm that provides whole-
salers and retailers with the highest margin, whereas consumers may
have a preference for the products from the firm that provides them with
more benefits.

What is supply chain management per se? Different authors define
what it consists of, and all definitions stress the importance of creating
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value, possibly through an improvement of the efficiency and effective-
ness of both business processes and relationships:

Supply chain management is a set of approaches utilized to efficiently
integrate suppliers, manufacturers, warehouses, and stores, so that
merchandise is produced and distributed at the right quantities, to
the right locations, and at the right time, in order to minimize system
wide costs while satisfying service level requirements. 3

The definition of supply chain management focuses on efficiently inte-
grating processes in order to minimise costs and satisfy service levels in
order to create value. For SMEs to fully understand their supply chain
and how to identify needs amongst actors and handle relationships in
such a way to create value along the whole chain, they should have
clear ideas about the existing supply chains flows to be managed. In
what follows we will describe what supply chain flows are and how a
better understanding of them can help firms to improve their marketing
activities, add value, and gain competitive advantage.

11.2 Supply chain flows

There are several types of flows along the supply chain, moving from
upstream to downstream and the other way around. However, the flows
are classified in three main categories: materials, information and money.
Materials refers to a very general category that includes raw and semi-
worked materials (for industrial manufacturing) or produce and products
(for industrial processing), mechanical and electronic parts and compo-
nents, as well as services. These flow both up- and downstream, depending
on the firm’s needs, as shown in the figure that follows.

The second type of flow is money. Money generally flows from down-
stream up (a bit like salmon!), unless a firm has to refund money to
a customer for whatever reason. Generally, each stage of the supply
chain is the supplier of the actor that follows; therefore, the consumer
transfers money to the retailer, perhaps through payment for goods
purchased, and the retailer will pay the distributor or wholesaler for
goods purchased, and so on, .

The third type of flow is information of different types (e.g., about
consumers’ preferences), among them ‘demand’, which is information
about the quantities of product needed at different stages of the supply
chain, and ‘forecasts’, which help to try to guess future needs in terms
of stock.
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Suppliers Manufactures Distributors Retailers Consumers
Product >
Services >

< Information >

Financial resources

Demand

Forecasts

Figure 11.2 Diagram of supply chain flows, adapted from Mentzer %!
Source: Author’s own.

Mentzer 121 gives a good example of the importance of correct manage-
ment of all flows within a supply chain:

Product flows from suppliers through manufacturers, through distrib-
utors, through retailers, to final customers. The product arrow [in the
previous figure] flows both ways because many supply chains (soft
drink bottlers, for example) must manage the flow of the remains of
the consumption (empty bottles) back up the supply chain. In the
1970s, when Michigan passed a “bottle ban” law, which required
all plastic, metal, and glass containers to have a deposit, the supply
chain was not ready for the volume of product flow back up the
supply chain that resulted. The supply chains for these products were
primarily focused on getting the product to the retailer, not taking
the empties back to the manufacturer. The results for several months
were huge piles of empties in the parking lots outside the retailers
(often piles larger than the actual store), until the supply chains were
reconfigured to not only deliver product to the retailer but to also
take the empties away from the retailer.

All three types of flow are important, because products must be deliv-
ered when requested, and in order to do so, they must be produced
and stocked. In order to produce them, there is the need for the right
amount of material and so on. However, among the three types of
flows, a very critical one is the flow of information, which is very well
described in a recent research paper ?°), as the information that flows
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from downstream feeds into business decision-making at different levels
of the supply chain. For instance, at the retail and wholesale levels, there
is the need to forecast demand so that the right stock is kept available in
retail businesses in order to be ready to be supplied to consumers, and
for wholesalers, there is the need to order the right quantities of stock
to supply retailers.

Likewise, information about demand and stock at retail and whole-
sale levels is helpful for the focus firm to plan production and manu-
facturing/processing, depending on the forecast demand. At focus firm
level, this type of information is also helpful to make decisions related to
procurement, as the focus firm needs to know what to order from their
suppliers in order to produce their products 291,

In the same way, information about the quantities of material
needed by the focus firm is valuable to their suppliers to know how
much to produce and stock. Eventually, some of the information
moving upstream will also give direction on the types of modifications
to be implemented in the products’ specifications in order to satisfy
consumers’ demand. This might generate the need for the production of
a new product. In any case, it will inform the supply chain at different
stages on potential modifications to the product in order to improve its
appeal to consumers.

11.3 Creating value through relationships

Managing flows along the supply chain and resources within the firm
is a remarkable activity for most SMEs, who sometimes tend to operate
in a vacuum, without taking the external environment too much into
consideration 7). However, value creation at the supply chain level takes
place through a better knowledge of the firm’s stakeholders. This means
better familiarity with their vision and mission in business, their proc-
esses, and their needs . Sometimes stakeholders are also ready to share
their strategy if this can bring them some advantages in terms of collab-
oration 2%,

But how do we know on what to collaborate with our stakeholders?
There are some activities that are common to all firms, more or less.
For instance, most firms do design their own products. Many physi-
cally make their own products. Some create brands, and others do not;
they produce on the specifications of a brand owner, so these firms only
act as brand manufacturers. All firms have to set prices, and some also
engage with promotion. All firms buy and sell something, be it raw
materials, final products or services. Most firms do have to deal with
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stock, warehousing and inventory, and most firms somehow display
their products (either physically —in a shop — or online). All firms deliver
goods or services, and all firms deal, to some extent, with the manage-
ment of their finances.

Fundamentally, all firms engage with these activities but do not neces-
sarily have to deal with all of these activities on their own, as they can
opt to outsource some of them. Some activities are core activities, and
some activities are simply...accessories. For instance, for a baker, the
core activity is to make good bread;, advertising his bakery is not his
core activity. This means that, although advertising the bakery is really
important, if s/he starts spending time to plan a communication strategy
to convert into a piece of advertisement, s/he will waste time that should
be dedicated to bread production. Therefore, firms can decide to focus
on their core activities while leaving others to deal with their non-core
activities.

Collaboration can take place on two different grounds: core compe-
tencies or non-core competencies.Core competencies are those activities
that we do well and that give us a competitive advantage in the market-
place, whereas non-core competencies are those activities that someone
can delegate to others (outsource), while we concentrate on the core
activities. (Yes! This also explains why many graduate students are often
offered extra cash to do data input for their professors. Data input is not
professors’ core activity. It’s as simple as that!)

Mentzer 25 described the case of Ford, the American automotive firm
that at the beginning had full control over all the activities that were
related to the production of their cars. Ford owned the very same iron
ore they were using to make cars with. They also owned the fleet of ships
on which iron was loaded to be sent to the plant. Obviously, they owned
the plant where iron was melted, and once the iron was ready, it was
sent to the Ford factory to be turned into a Ford vehicle. The cars that
were produced were shipped to and sold in Ford-owned shops.

However, full control over the whole supply chain came at a dear
price:

It was not long before Henry Ford and the directors of the company
realized that too much capital was required for Ford to have the
luxury of controlling the entire supply chain. What evolved then
is what has evolved in many modern supply chains: a struggle to
balance the need to control operations with the need to manage risk.
Companies are constantly evaluating the question, “What should
we do ourselves, and what should we allow someone else to do for
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us?” The answer to that question is often, “Can we do it cheaper
than someone else?” If the answer is no, we must ask ourselves if the
function is a core competency.... Not everything we do well is a core
competency. For functions that are core competencies, however, even
though they may cost us more money to do them ourselves, we still
should keep control over them. 231,

SMEs can also improve their efficiency and effectiveness by focusing
on their core competencies and by outsourcing those activities that are
not core to their businesses to be delegated to other firms. Among the
activities that SMEs should not delegate, however, are strategic activi-
ties — for example, the procurement of raw materials — if it is critical to
the production of their products. An effective way to outsource non-core
activities is to collaborate closely with stakeholders. If collaboration is
possible because both firms have a common interest in collaborating,
and if relationships are managed effectively, this creates value for both
the focus firm and the stakeholders.

Creating value along the supply chain often means being able to coop-
erate with your stakeholders’ activities, considering them truly business
partners, and working together towards reciprocal understanding and
the achievement of common aims and objectives. However, Mentzer
indicated some antecedents to cooperation 2 trust, commitment,
cooperative norms, interdependence, organisational compatibility,
environmental uncertainty perception, and relationship extendedness

First trust and commitment are essential ingredients for successful
cooperation. Trust is a construct made by two main elements, which are
honesty and benevolence 4. The first one refers to the ability to believe
people will do what they say they will do, and the latter is about having a
sincere interest in the harmony of the collaboration, even though some-
times something has to be compromised. The basis of trust lies in the
belief that none of the partners will behave unexpectedly in a damaging
way towards the collaboration and the other partners ¥, whereas commit-
ment is about putting effort into the success of the collaboration.

Trust and commitment are important aspects of a collaboration,
without which an effective partnership is not possible. They balance
out the distribution and struggle for power amongst partners [ 321 and
stimulate communication ™ 28, Granovetter 7! also identified trust and
commitment as reducing opportunistic behaviours and the consequent
softening of social structures of control 18,

However, for commitment to be strong in a relationship, the part-
ners must follow specific cooperative norms, which are defined ™ as
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‘the perception of the joint efforts of both the supplier and distributor to
achieve mutual and individual goals successfully, while refraining from
opportunistic actions’. They are unspoken norms, rooted in the belief
that all partners have to commit with sincerity and must put effort in
the collaboration to achieve success [ °l.

Firms’ commitment is generally stronger when there is interdepend-
ence amongst them. Firms whose success depends on each other tend to
be better coordinated and highly committed because the stakes are very
high ?2-231, When there is interdependence amongst firms, the outcomes
obtained by the collaboration are considered highly important, and
therefore partners have propensity to consider the relationship impor-
tant, dedicating to it thorough attention 19201, However, commitment
should be shown at all times by the partners, as they all contributed
to the relationship with time and financial and human resources, so
commitment does not fade away 27,

If there is trust, commitment and interdependence, the chances for a
successful collaboration might increase, as the major obstacles to success
are removed. Furthermore, another aspect to include in the list of ante-
cedents to the success of collaborations is the potential compatibility
with the other firm. Organisational compatibility consists of similar
business philosophies and corporate cultures, and it includes, the simi-
larity in aims, goals and objectives in the collaborating firms . In fact,
organisational compatibility is a critical element to the effectiveness of
the alliance '3, and those relationships whose firms have high organi-
sational compatibility perceive the collaboration as being worthwhile,
since they are often very productive in terms of goals achievement [2°1,
As you can imagine, it is not a simple exercise to mix the cultures, prac-
tices and routines of different firms on a common project. It is time
consuming, and it leaves room for potential mistakes and misunder-
standings. However, a match of practices and routines is necessary to
take place for the collaboration to perform well within the chain P-1%;
therefore, a great stress has to be put on clear communication and good
project management practices.

Another factor affecting the success of collaboration is the manag-
er’s perception of environmental uncertainty. The development of new
ventures and other forms of alliance amongst firms has been found to be
positively associated with managers’ perceptions of risk [+ 311, Although
fundamentally subjective and psychological, managers were shown to
be able to affect the outcome of the collaboration through their adap-
tive behaviour if it were influenced by preconceived notions of envi-
ronmental uncertainty. Managers perceived environmental uncertainty
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as a multidimensional construct composed of the perception of general
uncertainty, which often was found to be quite high, the perception
of technological volatility and volatility of consumers’ demand, low
predictability of competition, and the pressure deriving from requests for
internationalisation of the operations by the partners. When managers
perceive high environmental uncertainty, they develop opportunistic
behaviours that are detrimental to the collaboration %,

The last element affecting the outcome of collaboration is the exten-
sion of the relationship. This was firstly defined as ‘the degree to which
the parties anticipate that the relationship will continue into the future
with an indeterminate end point’?. The concept of relationship extend-
edness is interesting in that it assumes a non-compulsory, open-ended
interaction based on consensus between the parties, and the interaction
per se does not require a specific agreement of collaboration, but it makes
it possible, even when none of the actors in it express feelings of altruism
or interest in their partners’ well-being. As indicated by Mentzer 12°

the first implication of the iterated game framework of [Heide and
Miner] is that, in a prisoner’s dilemma situation, extendedness in a
relationship increases the probability of a pattern of cooperation. Thus,
extendedness in a relationship, or open-ended interaction, has a posi-
tive effect on the level of cooperation between two interacting firms.

All these enablers of cooperation were studied within the context of
larger organisations; however, SMEs can also benefit from reflecting on
these aspects when making decision about their core competencies and
non-core competencies. Trust and commitment are at the base of coop-
eration in supply chain management; however, SMEs are part of the
supply chain and should therefore act in such a manner to develop trust
with their stakeholders by showing commitment.. However, there are
some unspoken cooperative norms to be respected: in fact, the basic
assumption in collaboration is that both parties should try their best.

Firms, by outsourcing non-core activities, engage in a collaborative
relationship and might develop synergies based on reciprocal interest.
In that case, they become dependent upon one another; therefore, the
commitment should also increase. Opportunistic relationships with
little to share make cooperation less probable. Furthermore, firms should
engage and work with those organisations they feel compatible with. If
companies have no common goals or too-different philosophies of busi-
ness, collaboration might become fragmented and inter-firm coopera-
tion cannot exist.
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Finally, the mood and perception of uncertainty affect collabora-
tions. Therefore, SMEs should develop a way of communicating with
their stakeholders that reinforces the messages of trust and commit-
ment. The anticipation of a continuous and permanent relationship
enhances the chance for cooperation; however, these messages should
be passed to the collaborating partner organisations to be effective. We
conclude by saying that in a relationship, dialog and communication
reign supreme.
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2 The Nature of the Small and Medium-Sized Enterprise

1.

2.

As quoted in [70], Steinhoff D. Small Business Management Fundamentals.
Maidenhead: McGraw-Hill; 1978.

As found in the following documents: [14] Business Link. Here’s how I've
changed my business for the better — Case studies from businesslink.gov.
uk: Department of Trade and Industry 2005, [15]Business Link. Here’s
how I've started my business — Case studies from businesslink.gov.uk:
Department of Trade and Industry 2005, [16] Business Link. Here’s how I
run my business — Case studies from businesslink.gov.uk: Department of
Trade and Industry 2005, [41] Hauge E, Havnes P-A. The Dynamics of SME
Development — Two Case Studies of the Internationalisation Process. RENT
XV Conference; Turku - Finland: Adger Research Foundation, Norway;
2001. p. pp. 14, [47] IFC. Enabling SMEs to Enter the International Supply
Chain: The United Nations Trade Faciliation Network 2005, [48] IFC. Access
to Finance for Small and Medium Enterprises (SMEs). Monitor - Issue No
3, June. 2006, [49] IFC. Creating Opportunities for Small Business: World
Bank Group 2007, [50] IFC. Linkage Programs to Develop Small and
Medium Enterprises. Monitor. 2008, [52] Joquico JP. SMEs face constraints
in adopting CSR. The Business Weekly — 22 June 08. 2008, [55] Kinross.
Meadowhead: Soil Association 2006, [56] Kleindl B. Competitive Dynamics
and new Business Models for SMEs in the Virtual Marketplace. Journal
of DEvelopmental Entrepreneurship. 2000; Vol. 5 (No. 1):pp. 73-86, [60]
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Small Business Owners and Their Environment

. Reported in Burns [8] Burns P. Entrepreneurship and Small Business. 2nd ed.

China: Palgrave MacMillan; 2007. p. 10
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5 Growth Strategies within an SME Context

1. These studies all refer to large industrial companies, though, and are non-SME
specific.

10 Building Brands in SMEs

1. The unique product and service mix, customer relations and corporate image
that is offered by the company, according to Kaplan and Norton 2 Kaplan RS,
Norton DP. Having Trouble with Your Strategy? Then Map It. Harvard Business
Review. 2000 (September-October). It is a concept proper of the domain of
relationship marketing.

2. Simplified character: ¢ pinyin: jing

3. Scope (Crest makes dental hygiene products), attributes (Volvo is safe),
quality/value (Kraft delivers a quality product) and uses (Subaru is made for
the snow).* [1] Ibid® See Appendix 3: A Brand is more than a Product [1] Ibid.®
See Appendix 4: Brand Identity Traps [1] Ibid. Aacker DA. Building Strong
Brands. Bath: The Bath Press; 2002.

4. Found in Aacker [1] Ibid.
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