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Preface

Throughout this book, readers will find lists of bullet points in boxes at the start
and end of sections and chapters. These points summarise key arguments
which are of use for practitioners, managers, academics and students.

o This book seeks to describe and make sense of significant changes in think-
ing which have taken place in marketing practice and business strategy in the
last 20 years which we term ‘customer compliance’ and which have profited
from the introduction of new technologies such as the Internet.

o In this book we also examine management and marketing innovations
designed and implemented by practitioners across sectors, linking them to
marketing and strategy theory and extant research

o Readers should develop a clearer understanding of competitiveness through
the application of modern technology.

Marketing as an academic study has inherited the thinking, methodolo-
gies and communication of the academic disciplines which have informed
thinking in the area, including the natural sciences, mathematics, statis-
tics, psychology and sociology. However, our discipline also draws heavily
from ideas and images which are prominent in the humanities and arts.
The debate whether marketing is an art or science continues to this day;
however, much of its growth and maturation in the twentieth century has
been marked by attempts to apply and use approaches which appeared more
‘scientific’, and therefore reputable and legitimate. The resulting ideas,
theories and the accepted ways of researching these ideas have become the
norm in the marketing discipline, largely mimicking approaches taken in the
natural sciences. These ideas have found their way into textbooks and have
been presented to generations of students as objective, immutable facts.
The introduction and growing use of computers in the last 20 years, the
ability to link computers, as well as more recent developments in technology
and communications have assisted marketing practitioners in designing, apply-
ing and refining highly innovative strategies and techniques to manage their
customers and business partners, with little or no reference to the traditional
marketing approaches. While new technologies have supported the application
of such novel marketing approaches, it is the ingenuity and ideas of marketing
practitioners that have broken path-dependent norms to such an extent that
new businesses have grown to replace traditional businesses across sectors.
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One-to-one marketing, predicated on amassing large amounts of data
about individuals along with automated marketing, made possible by the
application of novel technological solutions, has replaced or questioned the
utility of traditional segmentation, mass advertising and the over-emphasis on
branding. Traditional value chains have collapsed under the weight of such
developments. Most of the new initiatives designed and implemented by inno-
vative marketing practitioners have risen through trial and error — a process
which is cheaper, quicker and more effortless thanks to the development of
technology solutions, particularly online and call-centre solutions enabled
by innovative back-office software. Trialling new ideas and rapidly evolving
novel strategies can be done quickly, even automatically and in real time,
making much traditional market and marketing research obsolete.

Current marketing theories cannot adequately describe and accurately
explain some of the innovations introduced by marketing practitioners
referred to here and analysed in the remainder of this book. Such short-
comings make it increasingly difficult to teach marketing as a discipline in
the Internet age, in spite of the proliferation of courses focusing on specific
techniques such as email marketing or data mining. What we feel is missing
is an overarching marketing theory which will allow marketing theorists to
teach the next generation of marketing managers by revealing to them sig-
nificant marketing problems and the current approaches to solving them.

This book sheds light on, and makes sense of, some technology-enabled
innovations introduced by marketing practitioners which should stimulate
thinking about what it is that some businesses do so well and why they have
proved successful against their more traditional rivals. Our discussion ques-
tions current marketing frameworks and thoughts, in light of the practitioner
innovations discussed here. We aim not only to help close the gap between
practitioners’ actions and academics’ research but also provide opportunities
for managers to benchmark themselves against the innovative business practices
analysed in the book. The lesson for marketers, we would like to believe, is that
marketing practice is not fixed and immutable — it is rapidly changing, inventive
and may have something valuable to offer social thinking more generally.

The marketing practitioners, their businesses and the practices which
they have invented that we describe here may appear to be too disparate
and sharing little in common. They span across sectors and industries. Some
are relatively new ventures, whereas others are traditional companies which
have reinvented themselves. What unites them is the source of their com-
petitive success — their ability to recognise, and eagerness to embrace, the
advantages offered by rapidly developing technologies. Customer compli-
ance is what unites these marketing practitioners, their businesses and the
practices that they have introduced and which, we argue, are here to stay.
Customer compliance, as practiced by these businesses, has come to question
some long-held assumptions in marketing practice and theory, most notably
the concept of customer centricity. The alternative, customer compliance
approach to managing relations with customers, business partners and other
stakeholders lowers costs of operation, contributes to business profitability
and competitive advantage, and does not hurt customer satisfaction.
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One example of a customer compliance business discussed by us is the
low-cost airline Ryanair. Despite considerable criticism, on the part of the
press, public authorities and even academics, of its treatment of customers,
the company has been growing by attracting increasing numbers of custom-
ers while successfully retaining many of its current clients. If their customer
management practices are as bad as some commentators claim, why is this
company so successful? The ability of customer compliance businesses such
as Ryanair to attract and keep customers and to grow their sectors, by tak-
ing market share from traditional competitors in these markets, needs to be
understood. Hence, we asked ourselves the following question long before
the very idea for writing this book: If such customer compliance businesses
treat their customers so badly, why are they growing and increasing their
profitability, while the traditional competitors of such companies, such as
the legacy airlines, continue to lose market share?

In an attempt to explain how and why innovative marketing practition-
ers have effectively made their customers ‘compliant’ with their company
requirements, while offering them significant enough benefits to retain their
business, we also present some solutions to problems in sustaining competi-
tive advantage in this age of hyper-competition and unpredictable company
fortunes. Hence, the title of this book: “The Compliance Business and its
Customers: How to achieve sustained success using new technologies’ as a
useful label to describe the wide range of new and exciting marketing prac-
tices and businesses which have embraced technology and have learnt to use
it to innovate marketing thinking by breaking path dependent norms and
competing in novel ways.

Summary for managers:

o Innovative marketing strategies have rapidly evolved, enabled by develop-
ments in information and communication technology in the last 20 years.

o Developments have affected all sectors in developed economies. In certain
sectors they have challenged the supremacy of incumbent businesses.

o The common theme which best describes these practices is ‘customer com-
pliance’ whereby companies adopting ‘compliance’ practices make their
customers, business partners and other stakeholders comply with their sys-
tems, benefiting those involved.

o ‘Customer compliance’ is about ignoring or even excluding complainers and
costly dissatisfied customers.

o In return for complying with company expectations, systems and procedures,
‘good’ customers are rewarded with lower prices and, in many cases, good
or adequate service.

o Although ‘customer compliance’ may appear counter-intuitive and disad-
vantaging companies practicing it, many ‘customer compliance’ businesses
appear to have competitive advantage, displacing incumbents and attracting
customers despite the negative publicity which they attract.




Introduction

Key questions in this chapter:

o How have IT and modern communications affected your business?

o Has technology made you more competitive or less?

o Have your competitors made better use of technology?

o Have modern technologies made you redesign your company strategy,
marketing, service recovery and market research?

o Do you consider your company to be customer centric, or do you practise
something else, for instance controlling your customers in some way?

In the last 20 years, businesses taking advantage of market deregulation and
novel call centre, Intranet and Internet technologies have broken traditional
marketing norms and customer management practices. These businesses
offer good customer service at substantially lower prices. In spite of anec-
dotal evidence in the press of the high level of customer complaints against
these businesses, their success is evidenced by their ability to take market
share from existing businesses and grow new profitable markets.

Examples of what we refer to in this book as ‘customer compliance’
businesses are found across sectors, including telecommunications (NTL),
TV and broadband supply (BT, Virgin/NTL), low-cost air travel (Ryanair,
casyJet), banking (Egg), insurance and financial services (Directline,
E-sure), travel and tourism (Expedia, Holiday Extras, Booking.com), car
rental (Holiday Autos), provision of goods (Amazon), online auctions (¢Bay)
and retail (Tesco, IKEA).

Service provision and interactions with customers in terms of empow-
erment and what academics refer to as ‘democratisation’ are areas which
have been extensively re-designed by these businesses. Customer compli-
ance businesses tend to remove serial complainers from their databases and
always consider the benefits to the majority of their customers rather than
pandering to the demands of the relatively small number of complainers.
The currently dominant discourse in marketing teaches us that marketing
practitioners should seek the views of their customers, fulfil their customers’
needs and demands, and listen to complainers’ feedback as a form of market
and marketing research. Instead, customer compliance businesses tend to
concentrate on serving well and pleasing the majority of their customers,

E. Kasabov et al., The Compliance Business and Its Customers
© Edward Kasabov & Alex Warlow 2012
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which allows them to grow their business rapidly, while ignoring complain-
ers, who are not seen as a legitimate source of new business ideas and sug-
gestions for service innovations.

Further innovations trialled and successfully applied by customer compli-
ance businesses include their collaboration with what could be termed ‘good
customers’. They are non-complainers and economically profitable custom-
ers who are invited to use the platforms of customer compliance businesses
and, in the process of doing so, contribute to the overall process of ser-
vice provision. However, such customer contributions reveal one more key
feature of compliance — businesses invite customers to collaborate only in
areas where customer compliance businesses ‘allow’ them to co-produce ser-
vice, thus generating a certain level of, possibly superficial, empowerment.
Examples which we discuss at some length include customer recommenda-
tions and feedback as well as self-help forums, which are increasingly used by
businesses to improve products and services. Our initial casual observations,
backed by empirical evidence collected during four rounds of longitudinal
qualitative and quantitative research involving customers and staft of such
businesses in 2008-11, demonstrate that mediated interactions with ‘good
customers’ which make heavy use of new technologies not only make cus-
tomers feel empowered in some ways but also restrict their input into more
fundamental aspects of service provision.

By forcing customers to ‘comply’ with their policies and rules of service
provision, customer compliance businesses reduce the costs of operation and
offer partly pre-designed customer experiences which appear to be accepted
by the majority of their customers. In spite of the obvious restrictions of cus-
tomer compliance practices, much misunderstood by academics, the general
press and even some practitioners, it appears that a certain level of ‘disciplin-
ing’ and ‘governing’ of the behaviour of customers has proved to be key to
the successful operation of these businesses. Hence the term ‘compliance’
was born. The term does not necessarily imply that customers are being
forced to behave in a certain manner against their will but that they tend
to be rewarded with a high level of service at low price if they are willing to
comply with pre-set company systems and processes of interactions.

This book aims to present a holistic account of the nature and conse-
quences of these businesses, by identifying and making sense of some more
important aspects of the operation of customer compliance businesses and
the marketing practitioner innovations which make these compliance busi-
nesses successful. Although the application of new technology in marketing
and its effect on database marketing, CRM, e-marketing, digital marketing
and e-commerce are not new, and even though much has been written about
each of these developments and concepts, customer compliance businesses
and the type of marketing and customer management practices that they
have designed and implemented are truly revolutionary and hence deserve
a proper analysis. They offer opportunities for benchmarking in times of
recession, and for understanding the basis of sustained competitive advan-
tage in an age which provides few options for lasting success.



» INTRODUCTION 3

In this book — aimed primarily at a practitioner audience but also appli-
cable to students of service marketing, relationship marketing, e-marketing,
and marketing strategy, among others — we critically revisit key concepts
in services marketing, marketing strategy and marketing management,
such as customer centricity, service provision, service failure and recovery.
Although the more prominent theoretical-academic approaches to tackling
these issues are presented, our discussion does not aim to be overly theoreti-
cal but focuses on the provision of empirical illustrations of current prac-
tice, in order to demonstrate the novelty of some practitioners’ thinking and
experimentations.

Chapter 1 defines the parameters of customer compliance and customer
compliance businesses by explaining what is meant by terms used through-
out the book, such as ‘customer compliance’; ‘customer compliance man-
agement’ and ‘customer compliance businesses’. It also provides an initial
overview of the types of compliance businesses which we consider for the
remainder of the discussion.

In Chapter 2 we trace the origins of customer compliance, searching for
clues in recent developments and economic changes in the landscape across
industries, including globalisation, deregulation, liberalisation and privati-
sation. The unleashing of these forces has coincided with a period of rapid
introduction of earlier mentioned communications and data storage tech-
nologies. Due attention is paid to the rise of e-commerce, by carefully delin-
eating the boundary between customer compliance businesses and other
businesses using e-commerce.

Building upon the coverage and assessment of technology developments,
Chapter 3 demonstrates the innovative applications of technology by cus-
tomer compliance businesses. Here we cover the opportunities that customer
compliance businesses have detected and exploited in areas of automated
computerised systems, data management and database marketing.

Being the first of four ‘core’ chapters which investigate different aspects
of technology-enabled marketing innovations which underlie the success of
customer compliance businesses, Chapter 4 introduces in detail major inno-
vations which set customer compliance businesses apart from their rivals.
The path-breaking thinking characteristic of customer compliance busi-
nesses takes various expressions, each of them deserving a separate treatment
and each of them analysed against the background of normative thinking in
marketing about precepts of service provision. For instance, the way in which
these businesses organise their service provision generally, and more specifi-
cally towards ‘difficult’ customers, is vital to cost reduction and ‘customer
education’. Separate sections explore the service recovery and complaint
management practices of these businesses, the unique role that front-line
personnel play in compliance implementation, and the approach that these
businesses adopt towards customer empowerment, which sets them apart
from other businesses.

Following the coverage of innovations in service provision, we describe
and assess innovations introduced in areas of market and marketing research
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in Chapter 5. Market and marketing research have been substantially
altered as part of the model of operation of innovative businesses. Opening
with a brief overview of nature of traditional research, we proceed with a
detailed analysis of the manner in which conventional models, methods and
approaches to research in marketing have been replaced by trial and error
methods which, once again, depend on and embrace a mix of varied new
technologies. New research practices benefit from the low cost of website-
based experimentation, real-time research and online methods of direct
interactions with customers.

A question which has preoccupied practitioners and academics for some
time is how companies attain and sustain their competitive advantage. In
Chapter 6, we bring together key aspects of operations and the innovations
designed and carried out by the customer compliance businesses in order
to identify the ingredients of their new business model which has helped
this set of entrepreneurial companies to dominate the sectors in which they
compete. The sources, nature and consequences of this new business model
are highlighted. Partly because there exists no consensus regarding the
definition, nature, structure and evolution of business models, the notion of
a customer compliance business model holds some promise as a unifying unit
of analysis that can facilitate not only practice — through benchmarking — but
also theory development.

Much has been written about the companies studied by us here. In aca-
demic studies, practitioner reports and, especially, the general press, instances
of negative and sometimes tendentious accounts are easily uncovered. We
assess such coverage, in Chapter 7, as part of our attempt to understand
and conceptualise the reaction of various constituencies to the innovations
of these businesses. Misunderstanding the nature and benefits of customer
compliance seems to account for such negative coverage. It is particularly
imperative to describe and explain such misunderstanding on the part of
some academics and practitioners and also to offer an alternative thesis of
customer compliance and its effects on customers, business partners, sectors
and society as a whole. Most important, in that respect, has been the reac-
tion of consumers, and it is here that we draw upon our empirical research in
order to demonstrate that in spite of stories of widespread consumer apathy
and dissatisfaction with customer compliance businesses, consumers dem-
onstrate remarkable loyalty and keep on voting with their wallets.

No account of new business thinking would be complete without a
glimpse into the future and a tentative prediction about trends and directions
of service provision and customer compliance. We grappled with questions
in Chapter 8, where the discussion of some more pressing issues continues
with an analysis of the influence of customer compliance businesses on com-
petition and its likely future effect. An assessment is on offer of whether the
business model described throughout the book is likely to be sustained and
if it can be replicated across a wider range of industries and by a number
of different types of organisations, including the public and third sectors.
Although complex business ethics issues which arise from the introduction of
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such marketing innovations are outside the immediate interest of this book,
A select few areas of moral and ethical import are also briefly addressed in
Chapter 8, in an attempt to provide some pointers about rights, obligations,

responsibility and controls.

(o]

(o]

Chapter summary for managers:

Correctly identifying customer needs, profitable customer segments and
types of customers are key to marketing and business success.

It may be more advantageous to ignore or even remove (exclude) serial
complainers, concentrating instead on customers who are profitable -
defined as ‘good customers’.

Designing and applying standardised procedures and inflexible systems can
cut costs of service provision by introducing clear transparent rules to which
all customers are expected to adhere.

Using modern technology allows quick, cheap alteration of such procedures
and systems, in real time and when required.

Staff who are knowledgeable of such standardised procedures and inflexible
systems know how to react to customer complaints. Customer compliance
tends to empower front-line, help-line and customer service staff.




1 Defining and Understanding
Customer Compliance

Key questions in this chapter:

o Have you defined and studied your marketing activities and company strategy
in terms of Customer Relationship Management and customer centricity?

o Do you invest considerable resources to try and meet the needs of vocal dis-
satisfied customers and serial complainers?

o Do you use knowledge that you possess about your customers to control
them, channel their behaviour and make them compliant in some way by
making them follow pre-designed and inflexible systems and rules of interac-
tion with your company staff?

o Do you think that your customers benefit from being made compliant - for
instance, through lower price, good or adequate service?

o If competitors take market share from you, have you analysed their strategy
in terms of their interactions with customers?

o Have you or any of your staff been on training courses to fully understand the
possibilities of using new technologies to redesign interactions with custom-
ers and your business partners?

1.1 How practitioners and academics understand
compliance

‘Compliance’ as a concept is not new in business practice. In the UK con-
text, references to ‘customer compliance’ tend to be found in public sector
analyses of benefit fraud squads in charge of ‘veritying’ the employment
status of individuals who have signed up with JobCentres. More generally,
practitioner and academic studies apply the term ‘compliance’ to describe
the actions that relevant authorities take in order to deal with fraud allega-
tions. For example, cases of alleged benefit fraud are investigated by ‘cus-
tomer compliance’ officers who are also in charge of benefit reviews and may
be asked to carry out interviews with suspects.

Academia offers a greater number and variety of approaches towards the
analysis of ‘compliance’, even if most references to the term are uncovered
in contexts very different from the one that is immediately relevant to our
discussion — marketing. Typically the term appears to denote regulatory or

E. Kasabov et al., The Compliance Business and Its Customers
© Edward Kasabov & Alex Warlow 2012
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legal compliance, sharing an obvious commonality with the dominant prac-
titioner discourse described above. Examples of this thesis are found not
only in legal studies but also in applied economics, and more specifically
in studies on regulatory compliance in banking and finance,' on trust in
authorities who exact compliance,? and on employers’ respecting expecta-
tions and state regulations concerning various aspects of taxation, environ-
mental, and labour law, such as conditions of employment, minimum wage,?
occupational safety,* and pollution.?

Dolitical science and international relations research has tackled slightly
different expressions of compliance, in terms of observance and fulfilment of
national taxation system expectations and requirements.® Exacting compli-
ance of this type requires the design and implementation of systematic and
regular checks, in turn accounting for the interest of political scientists
and commentators in monitoring and auditing against codified standards
and expectations of individual and collective-corporate behaviour, as forms
of compliance management. Whereas in most other social science disci-
plines the origin, source and point of reference of compliance management
is the state, in political science the state itself is also treated as answerable to
supra-national institutions, their regulations” and the expectations arising
from state membership (Simmons 2010) — thus giving birth to notions of
national-level compliance.

The review of relevant work across the social sciences is not meant to be
exhaustive but representative; for, in spite of the variety of contexts and types
of cases and issues discussed by authors, these analyses share a common view
of compliance as obedience and submission to clearly stipulated regulations
which are defined and exacted by, or on behalf of, an internal or external
authority. In the more general area of management studies, of which mar-
keting is a member, the treatment of compliance is not dissimilar to what we
have already described. Compliance refers to adherence, typically on the part
of'a business, to a set of rules which are morally and ethically agreed upon by
society and which are codified and enforced by the higher authority of the
state, an arm of the state, or an institution sanctioned to oversee and enforce
adherence to these standards. There is a strong inclination, in management
research, to embed descriptions and evaluations of compliance in a broader
understanding of the ethical and moral dimensions of company behaviour,?
rather than limit the treatment to coverage of regulatory and legal issues, as
is frequently done in economic research. The tendency to tie together moral-
ethical and legal aspects of compliance is particularly common in human
resource management studies, while analyses of compliance in marketing
are few, of recent origin, and not particularly prominent in this discipline.
The little that marketing academics have written and commented upon with
respect to this important issue has been in the area of marketing systems,
channel management,’ and more specitically about managing channel con-
flict by enforcing compliance. Three additional areas where the term has
been entertained to some extent are consumer behaviour, social marketing!®
and medical marketing'! with its specialist but cross-disciplinary Jouwrnal of
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Health Care Compliance, much due to the ethical and legal ramifications of
non-compliance with drug and research regulatory regimes. More recently,
Stremersch and Van Dyck'? have provided an example of compliance in
marketing, with respect to marketing life science products. They consider
differences between technology-enabled and CRM-enabled compliance pro-
grammes, and discuss the ways in which life science companies consider
compliance programmes. Apart from these studies and Dellande’s"? research
into practices of forcing customers to adhere a service provider’s proscrip-
tion while the customer is away from the provider, marketing scholars and
service marketers in particular seem to have downplayed the term. Thus, the
line of work that Dellande and collaborators have recently produced is a sole
example of service marketing academics’ interest in, and even mention of,
the concept in terms of customer commitment, adherence, and following
instructions and with a view to service goal attainment, but in the context of
healthcare service provision only.

1.2 What we mean by compliance

The conception of compliance advanced in this book is distinct from views
outlined in the preceding summary review of varied literatures on the sub-
ject. Distinct is the lack of emphasis on ethical and moral aspects of submis-
sion and conformity, as part of the understanding of compliance advanced in
this discussion. Although ethical ramifications of customer compliance poli-
cies of the businesses analysed by us are considered, they are not at the heart
of the customer compliance model whose outlines are drawn in subsequent
chapters. This predilection to analyse functional aspects of customer compli-
ance, at the expense of critical evaluations and possibly the deconstruction of
such practices, has been criticised in the past by fellow academics. However,
such an approach to thinking about compliance is not coincidental; to us,
customer compliance denotes principally a set of innovations in areas of cus-
tomer relationship management as expressed in the manner in which busi-
nesses design and develop relations with their customers more generally and
especially with customers who are perceived as ‘difficult’ and therefore both
emotionally and economically unprofitable. Compliance, or governing the
behaviour of customers and partners through restriction and disciplining,
to the advantage of the customer compliance business, affects all stages of
service provision and interactions with these companies but is most pro-
nounced when service provision fails and marketing theory expects the cus-
tomer compliance businesses to invest considerable resources and effort to
satisfy dissatisfied customers.

Our definition of compliance may remind one of earlier concepts in mar-
keting and especially critical marketing theory, most notably the Foucauldian
notion of disciplining, which is more widely known and used in marketing
than compliance and which denotes the shift in modern social manage-
ment from visible and physical forms of control and punishment towards the
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more continuous and refined application of power that rests on observing
and amassing knowledge through documenting one’s behaviours. With dis-
ciplining suggesting that knowledge can be effectively harnessed to channel
someone’s behaviour in specific ways which suit a company, the link to com-
pliance is clear. However, compliance is also distinct and separate from disci-
plining, in that it is viewed as a type of control which some businesses utilise
for the purposes of cost-effective service provision. Whereas disciplining may
apply to any aspect of service provision and to any provider that is eager to
subtly control the behaviour and even the behavioural options available to
customers, compliance helps explain particular practices of controlling and
channelling the behaviours which are less hidden, are typically technology-
driven and are found among a relatively small set of highly successful, mainly
online businesses in the past decade or so. In a direct opposition to disciplin-
ing, compliance is more visible than the type of control and social manage-
ment defined and theorised by Foucault — a significant aspect of compliance
which will be explained in detail in later sections. Where disciplining aims to
be hidden and secretive, compliance systems and procedures are designed to
be more obvious, transparent and often openly discussed by the companies
practising them, in order to make customers learn to conform and behave
in a way that the companies’ compliance procedures require. This generally
benefits customers through better service and lower price, as illustrated by
the dramatic growth of compliance-practising companies such as low-cost
airlines and by the ability of such businesses to attract and retain customers.
Customers who do not conform are typically excluded or are persuaded to
exclude themselves from service provision.

In order to turn customers into willing participants in compliance prac-
tices, businesses have learned to communicate clearly benefits of complying
both to service providers and their customers. Considering that customer
compliance practices may appear unusual and, in some cases, opposed to the
type of relationships to which customers have traditionally become accus-
tomed, customer compliance businesses openly explain the changes that
they have introduced and what these changes mean for customers and soci-
ety. Thus, ‘educating’ existing and potential customers as well as other inter-
nal and external constituencies has become a priority for such companies,
whereby they use various marketing communications channels to inform
audiences about compliance practices and to persuade current and potential
customers of the benefits of compliance.

Customer compliance needs to be discussed, and defined, in the con-
text of customer centricity and associated currently dominant marketing
concepts which are related to, and derivative from, customer centricity and
customer orientation, such as marketing orientation, relationship marketing
and CRM. Although customer centricity and associated terms tend to be
differently, and at times rather loosely, defined by academics and practitio-
ners, they tend to describe and advocate the capacity to understand, respond
to and even anticipate customer needs. By juxtaposing customer compliance
and customer centricity, we do not suggest that new businesses employing
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the former philosophical orientation are less customer centric. Their success
in taking market share from incumbents, growing or transforming indus-
tries and sectors demonstrates their ability to correctly identify current cus-
tomer needs and gaps in market offers, and to please their customers more
than traditional competitors that purport to practise customer centricity.
Although in the process of addressing customer needs and demands, the
new breed of businesses analysed here make their customers compliant to
their systems and expectations, we firmly believe that customer compliance
businesses are truly customer centric — a key trait which helps explain their
competitive advantage over allegedly customer centric incumbents, some of
which are actually more product- rather than customer centric.

Chapter summary for managers:

o At times, practitioners develop innovations intuitively and may not try to and
conceptualise them in theoretical terms, in order to make sense of the causes
of their business success. This discussion should help improve understanding
of success through customer compliance.

o Compliance is not a new concept in the social and management sciences
and elsewhere. It refers to systems used to control customers and other
stakeholders.

o In this book, customer compliance refers to a relatively new phenomenon
of strategising through controlling customers and other stakeholders for the
benefit of both the businesses practising compliance and their customers
who are rewarded with lower prices and good or adequate service.

o Customer compliance denotes a set of innovations in relating to customers
which appear to provide the businesses practising them with competitive
advantage.

o Customer compliance affects all stages and aspects of service provision,
including fulfilment, customer service, complaint management, market and
marketing research, and pricing.

o Customer compliance is technology-mediated type of marketing, achieved
through algorithms and automated marketing systems.

o Compliance has democratised service provision.
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2 How Did it All
Come About?

Key questions in this chapter:

o Has the business sector in which you compete been deregulated? If so, how
have you taken advantage of such deregulation?

o Is your business working with a long supply chain or do you use the Internet
to interact directly with your customers and business partners?

o Do you practise one-to-one marketing?

o Have you automated your marketing activities in any way?

o Have you or any of your staff recently been on training courses in order to fully
understand the business opportunities that new technology provides?

o If you have introduced new technology systems in your business, are they sys-
temic and do they affect the whole of your business or have they been introduced
in a piecemeal fashion to specific departments, functions and activities?

o Do you believe businesses should concentrate on pleasing and meeting the
needs of ‘good’ profitable customers only or do you spend time and money to
resolve requests, complaints and questions of vocal dissatisfied customers
and customers who keep on calling your staff with the same query?

2.1 Regulatory and economic sources of
customer compliance

Regulated and sheltered environments found across sectors in developed
economies have traditionally protected incumbents,! including those long-
established and entrenched competitors which have been described as
‘national champions’. However, regulatory protection discouraged inno-
vation, and was marked by output, price, entry and other controls aimed
at restricting destructive competition. Recent deregulation, globalisation,
trade liberalisation and privatisation in transportation, utilities, financial
service provision and other sectors have forced companies to revisit questions
of firm boundary? and become more entrepreneurial and creative. The com-
bination of rising disposable incomes (partly enabled by the above changes),
technological developments such as the advent of the Internet and call centre
technologies, and deregulation has re-shaped sectoral landscapes,?® favouring

E. Kasabov et al., The Compliance Business and Irs Customers
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the emergence and rapid growth of new businesses* such as online auction
sites and low-cost airlines. This combined regulatory, economic and techno-
logical revolution has also invalidated conventional concepts in strategy and
marketing,® forcing practitioners to rethink their view of marketing strategy
and re-write the fundamentals of competitiveness, as will be demonstrated
in this and subsequent chapters.

As noted above, in the pre-deregulation era, incumbents were protected
by national governments and national regulatory regimes from the ‘rigors’ of
competition.® Regulatory and, consequently, economic protection cultivated
complacency, bureaucratic rigidity, and management slack. It discouraged
innovative thinking, particularly with respect to strategising, marketing,
and managing relations with customers. Not surprisingly, the stakes of pre-
serving this order were high, and incumbents across sectors were among the
most ardent defenders of this inherited regime — deregulation proved to be
the single most significant challenge to their interests.

Examples abound of deregulation driving industry change and, more spe-
cifically, the growth of customer compliance businesses. The airline indus-
try, among the first to be dramatically redesigned by customer compliance
arrivals, was highly regulated until the early 1990s. In the US, it had been
subject to extensive regulation since 1937, with the federal Civil Aeronautics
Board regulating a number of aspects of interstate air transportation, includ-
ing pricing and entry into the industry. Only certain airlines were allowed to
serve specific routes, and the USA and other countries were eager to protect
their flag carriers rather than uphold the principles of free competition and
the protection of consumer rights.

Regulation was conceptually and normatively bolstered by claims that
the industry was ‘contestable’, with absence of entry and exit barriers, poten-
tially easy exits and switches on the part of customers among carriers, and
lesser ability of incumbents to quickly react to other incumbents’ and new
entrants’ moves.” It was not actual competition per se but rather the poten-
tial threat of such competition that was feared, not the least by existing
operators. Therefore, in the 1960s, when state-owned national carriers con-
trolled the industry, among the justifications for retaining the inherited reg-
ulatory regime was the risk of destructive competition. Additional concerns
were gradually added to the list of objections to deregulation, including
the alleged inability of existing businesses to adapt at short notice to rapid
changes in demand, in the presence of high fixed costs. Thus, regulation was
seen as the only viable solution to potential market failures® — a key argu-
ment also found in strands of game theory which had adopted the so-called
‘core theory’. According to proponents of this thesis, liberalisation and the
strong competition generated by it within the air transport industry would
be incapable of guaranteeing a stable long-term equilibrium. In the case
of ‘empty core’ — an oligopolistic market with no price equilibrium — the
quantity supplied surpasses demand, forcing some operators to exit the mar-
ket, reducing supply and increasing the market price. Such claims may be
problematic, since it is only through price wars that individual market shares
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can be maintained, potentially destroying the industry or reducing product
or service quality. The only solution to an ‘empty core’ situation seems to
be for businesses to strike agreements in order to fix prices or the quantities
supplied.

In spite of theoretical and normative arguments favouring this status quo
and the political support for it, the cumbersome and overly bureaucratic sys-
tem of approvals, subsidies, controls and delays was already under pressure
in the 1970s, and arguments were mounting against its inefficiencies and
escalating costs. In October 1978, one of the first steps towards liberalising
and freeing up this industry was taken, by signing the Airline Deregulation
Act in the USA. Although some residual control over the industry was to be
maintained, through the operation of the US FAA, government supervision
and surveillance were relaxed or removed in a number of key areas such as
routes, fares and entry into the industry. Not long after the Act was passed,
conflicts with labour union escalated, as did the number of bankruptcies and
liquidations. However, heightened competition also accelerated the growth
of the hub-and-spoke model of air travel, the arrival of new competitors,
and the dramatic fall of fares, and encouraged higher capacity utilisation as
well as greater responsiveness to the specific needs of individual markets,
including convenience for airline customers. These early deregulation and
liberalisation steps in the US heralded similar, though slightly later, changes
in Europe, Asia and Latin America.

The effect of deregulation was rather different in Europe, prior to
the arrival of customer compliance businesses. Although prices generally
declined even before 1997 (during the first phase of European deregula-
tion which was initiated in December 1992), fares on European destina-
tions were still higher than those on comparable routes and distances in
the US in the late 1990s, and many carriers had remained state-owned. In
fact, throughout the 1990s, and in spite of the initial steps taken to relax
industry controls, barriers of a strategic nature were erected by a number
of European incumbents, in an attempt to maintain existing market posi-
tions and shares.” Such developments suggest that the contestable market
theory may not be entirely applicable, at least not in its pure theoretical
form, to the air transport industry. As far as post-1997 liberalisation of the
European airline industry is concerned, it created new dynamics in this
competitive field. Unlike the outcomes of pre-1997 deregulation, devel-
opments in the 2000s which were spurred by the opening up of national
markets did not lead to the entry of competitors similar to those that had
already populated the market.!® Instead, many new arrivals actively sought
novel solutions — different from the business models developed over past
decades by national airlines. New entrants looked elsewhere for strategy
and marketing inspiration, being eager to learn from the experience of
Southwest Airlines in the USA and thus paving the way for the growth of
what become to be known as the European low-cost airlines — some of the
premier examples of customer compliance businesses, as will be explained
in later sections.
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In banking and financial service provision, governmental oversight was
similarly, and gradually, relaxed during the period studied here. As in the
case of the airline industry, liberalisation did not denote the complete and
wholesale withdrawal of controls and supervision, but aimed at reducing
the number and complexity of governmental mandates, with a view to
increasing competition, growing the industry and therefore the economy,
and benefiting customers. The origins of industry regulations are found
in 1930s legislative measures. The Glass-Steagall Act of 1933, also known
as the Banking Act of 1933, had been passed in order to — among other
considerations — control speculation. The Act, along with additional pro-
hibitions, was to ensure that distinct bank types were to be kept separate,
that conflicts of interest were to be controlled, and that bank deposits were
going to be insured through the Federal Deposit Insurance Corporation.
Pressures on the Act mounted in the late 1970s and continued through-
out the 1980s. The US banking industry actively lobbied for relaxation of
controls, seeking to repeal this piece of 1933 legislature. This was finally
achieved in 1999 with the passing of the Gramm-Leach-Bliley Act which
liberalised the market by opening it to a number of distinct financial service
entities, by relaxing existing controls over consolidation, and by repealing
the above mentioned prohibitions over conflicts of interest in the industry.
In the past decade, financial providers have taken advantage of these relax-
ations, with investment banks, traditional banks and insurance companies
entering each other’s market and offering a host of new banking products —
a development which is incidentally credited by some for the recent financial
meltdown and the current recession.

Elsewhere, deregulation in the electricity sector created a new breed
of generators, and relaxed the rules of competition, freeing up space for
the birth of new ‘populations’ of competitors — thus providing empiri-
cal support for Robinson’s'! incorporation of ‘dramatic changes in market
structures’ and ‘organizational forms’ among the major effects of deregula-
tion and the liberalisation of markets. Similar outcomes have been reported
in other sectors where customer compliance businesses have become
prominent more recently. Communications and telecommunications, for
instance, have long been marked by regulatory relaxation, partly driven by
rapid technological changes which regulatory regimes have struggled to
handle and contain. Developments in communications and computer tech-
nology have rapidly and exponentially augmented the number and vari-
ety of communications offers, services and solutions, both to businesses
and end consumers. Following the Telecommunications Act of 1996 in
the US, which repealed or amended parts of the 1934 Communications
Act, companies which had previously operated in separate segments of the
market could compete directly. Service offerings were deregulated, and
price controls were relaxed. Largely as a reactive response to technological
innovations, this new laissez-faire and pro-business approach allowed, for
instance, landline operators to offer wireless products, and media cross-
ownership was legalised.
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Section summary for managers:

o Privatisation and deregulation have transformed the landscape of many sec-
tors in recent years, including transport, banking and financial services, edu-
cation, health services, utilities and many services previously provided by the
public and third sectors.

o Such changes provide opportunities to innovate, compete differently, and be
rid of past monopolistic practices.

o New entrepreneurial businesses have taken advantage of such regulatory
changes, implementing innovative business models which underpin competi-
tive success. Often, such competitiveness is achieved through some form of
making customers and business partners compliant.

2.2 Technological drivers of customer compliance

Although economic and regulatory changes of the type described above can
be credited for the arrival of customer compliance businesses in recent years,
it is technological innovations that have enabled these businesses to a greater
extent, providing them with a distinct advantage over less entrepreneurial
incumbents. Technology drivers of customer compliance have assumed dif-
ferent forms, each of them facilitating and accelerating differently the arrival
and growth of customer compliance as a distinct way of rethinking one’s
relations with customers and other constituencies. Underlying such differ-
ences, though, is the general effect that new technological solutions have
had on competition and novelty in marketing thinking. It suffices to remind
ourselves that electronic commerce, for example, has accelerated existing
commercial trends and has induced novel ways of conducting business,
co-ordinating work and interacting in society.'? These it has achieved by
enabling new business models, re-shaping existing relations, nurturing new
types of exchanges, and contributing to changes in market structure. As a
result, the nature of competition and competitive advantage has been radi-
cally altered.

We open the discussion of technological changes and their impact on
competition with recent developments in call-centre technologies, many of
which are extensively used by customer compliance businesses in managing
their relations with customers. Telephone interactions between customers
and businesses have been standard practice ever since the telephone became
a household item. However, grouping relatively minimally trained and low-
cost call centre operatives into a single office, using PBX exchange systems
to route calls, and relying heavily on pre-prepared scripts during interactions
with customers, are relative new developments in business practice, having
appeared only in the 1970s in the US and Europe. Companies also adopted
the Interactive Voice Response, routing calls to specialist operatives — known
as skills-based routing — and automatic distribution of calls to staff. Using
such technology-driven systems of automation and centralising all types of
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telephone contact in one location were welcomed by managers, for technol-
ogy solutions appeared to reduce costs, simplify customer interaction man-
agement and relieve technical staft of seemingly mundane duties when being
interrupted by telephone calls and simple customer enquiries.

More recently, and once more driven by advances in telephony, com-
puters and microchip-enabled call switching, call centre management has
developed further. These days it is software driven and almost fully auto-
mated. Computers and automated call-management systems handle the
initial interaction with customers, by verifying their identity not only for
security reasons but also to provide information on pre-recorded messages
and encourage callers to use other automated vehicles of customer com-
munications and relationship management, such as the provider’s website.
Automation of both types is an increasingly important source of informa-
tion for companies about customers and their behaviours. It also resolves
queries effectively while also monitoring various aspects of calls much more
efficiently than call-centre operatives and other human agents.

Automation of call-centre operations has been advanced by the arrival of
sophisticated database management software and databases which are made
up of data fields containing information on individual customers, records
and lists."* Compiled and transmitted in a digitalised format, such lists are
easily transferable and exchangeable, and are readily comparable and com-
binable with other lists for purposes of automated data analysis and auto-
mated customer relationship management. In terms of patterns of database
use, companies are no longer satisfied with basic data entries about individ-
ual customers, including geo-demographic information or accounts of past
interactions with customers. Rather, for purposes of successful data mining
and effective customer management initiatives, the value of data are in the
detail.* In the Internet age, databases contain not only customer contact
details and past purchase information but elements of ‘intensive customer
intelligence’ which contains historical records about buying and search
habits, as well as real-time clickstream information allowing for interactive
predictive modelling of customer preferences.'’® With ever more powerful
computers and increasingly sophisticated software available to businesses,
database-focused customer management has entered the ‘high-dimensional
formats’ age,'® where tens of thousands of data fields on individual custom-
ers can be easily produced, connected, communicated and used for purposes
of channelling the behaviour of individuals at low cost and to the advantage
of the service providers.

Searching for, combining and making sense of data and information
owned by companies illustrate the value of new technologies to a variety of
businesses these days. Companies such as Autonomy use ready systems or
develop proprietary software to mine data fields, by accessing and assessing
information held in different types of formats by businesses, including text
documents, e-mails, voice messages as well as the data held in conventional
databases. Autonomy — a company which was valued at GBP 7.2 bn (USD
11.7 bn) in August 2011 and which recently sold its proprietary software to
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Hewlett Packard — describe what they do in terms of ‘meaning based com-
puting’, ‘meaning based governance’ and ‘meaning based marketing’, the
latter being of greatest interest to this book, as it describes the manner in
which new technology is embraced by businesses in order to ‘understand’,
automate and rationalise information sense-making, for purposes of more
effective and efficient decision making. Successful companies like Autonomy
provide the technology needed by customer compliance businesses, by
addressing the latter’s requirements for software which analyses automati-
cally unstructured data held in different areas and functions of a business.
Such software tends to revolutionise data mining and real-time analysis, and
alters the nature not only of relations with customers but also of market and
marketing research.

While call centre technologies, data management and data mining soft-
ware have played a part in the growth of the emerging digital economy — also
referred to as innovation, knowledge, new or e-economy — it is not so much
the role of ICT sectors and their effect on providers such as the customer
compliance businesses studied by us but the input of the Internet and the
growth of Internet-based businesses, also known as e-commerce, that deserve
one’s attention. The birth of the Internet can be traced back to develop-
ments in the USA in the 1950s and 1960s, including solutions in areas of
point-to-point communications and packet switching. The description and
assessment of disparate developments in protocols and networks between
the 1960s and 1990s are beyond the scope of this book. However, regard-
ing the commercial effect of the Internet more generally and its impact on
the businesses titled here customer compliance, momentous proved to be
the decommissioning of NSENET in 1995. This marked the start of the
commercialisation of the Internet — the point in time when restrictions on
commercial traffic over the Internet were relaxed. Thus, although the com-
mercial potential of this technology had already been realised by some in
the 1990s,'” with academics and practitioners foreseeing the fundamental
transformations that information technologies could unleash in efficiency
enhancement and market structure coordination,'® it has been only in the
last decade or so that e-commerce has grown.

E-commerce is thriving, driven by attempts to cut costs, enrich service
offers, and reduce time. It is energised by new generations of powerful com-
puter networks that enable distant exchanges between buyers and sellers and
provide support during pre-purchase, purchase and post-purchase interactions
alike. Single businesses as well as entire industries have grown, largely thanks
to the migration of customers from face-to-face, to call centre, to Internet
interactions, in their search for information, service delivery, support and
solutions. Instructive is the case of the online auction industry which ‘owes
it’ entirely to the Internet and e-commerce.!” Exemplary is also the evolution
of early customer compliance businesses in air transportation and financial
service provision, from call centre-based companies to Internet-enabled pro-
viders. Companies have embraced automated customer interactions whereby
customers communicate with the company through its website. Those
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customers who face difficulties in using Internet-based communication
channels tend to be viewed as economically costly and may even be discour-
aged by such providers.

Section summary for managers:

o Electronic commerce has accelerated existing commercial trends and intro-
duced novel ways of conducting business.

o Telephone and online interactions with customers are the norm in many sec-
tors. Dedicated call centres use minimally trained and low-cost staff fre-
quently operating in low-wage areas of the world.

o Call centres utilise automated back-office software, aimed at reducing the
cost of service provision, partly by making customers compliant.

o Companies are constantly seeking lower-cost methods to provide customer
service, web-based self-help systems being a prime example.

o Technology acts as a key driver of customer compliance whereby companies
using new technology solutions have re-designed relationships with their
customers.

2.3 Examples of new businesses capitalising on
regulatory, economic and technological changes

Although Robinson has identified one aspect of organisational change
resulting from deregulation (the mergers and alliances that have followed
liberalisation in the studied sectors), in this book, we describe a completely
new organisational form. Commentators such as Dyck and Reinbergs
(1998) who note the difficulties faced by established players in redefin-
ing themselves and in taking advantage of deregulation have thus failed to
recognise the single most important effect of deregulation and technologi-
cal developments in terms of changes in existing organisational populations
and the birth of new populations. Having become firmly established in
their respective markets, some customer compliance businesses have them-
selves accelerated more recently the further deregulation and liberalisation
of markets.

A number of regulation-induced and technology-driven features of cus-
tomer compliance businesses are readily identifiable. Businesses have prof-
ited extensively from deregulation. In fact, as noted above, their arrival is
largely attributable to the opening up of sectoral environments. Among
easyJet’s innovative initiatives aimed at retaining low costs are tight control
of selling, administrative and fixed costs, short turnaround times, operating
a flat company structure with minimum permanent staff, and the use of less
popular and smaller airports.?® Of these, the last initiative marks a dramatic
departure from the operations of pre-deregulation airlines, and would not
have been possible before the late 1990s.
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Market liberalisation and the relative ease of crossing national and mar-
ket boundaries these days also account for the phenomenal success of yet
another customer compliance business — IKEA. Many of IKEA’s innovative
practices in areas of retailing, sourcing and logistics would have had a lesser
impact on retailing and the furniture market, or may not have been as suc-
cessfully implemented, under pre-liberalisation conditions.

Sophisticated new technologies also fuel the competence with which cus-
tomer compliance businesses such as eBay continuously introduce additional
services to its customers, such as the ‘buy-it-now’, ‘want-it-now’, and ‘best
offer’ features. In fact, eBay is known primarily for ‘making headlines’ not
only for its market leadership or its innovative model as an online auction
site and an electronic middleman but its technological and ‘consequently’
product ingenuity, including novel ways of communicating within and to
the brand community, member feedback and search capabilities.

However, regarding technology-powered aspects of customer compliance
operations, first and foremost is the heavy investment on the part of these
businesses in databases. Irrespective of whether they are built internally or
bought, databases form the backbone of the marketing efforts of customer
compliance businesses and are among the premier explanatory factors of
the growth of these companies. Amazon collects considerable information
about its customers, which ends up in the company databases. Far from
being used as ‘narrow tools’ for specialist direct marketing,?' data and data-
base management are key to managing customer relations not only because
of their capacity to increase customer responsiveness and accountability
as well as personalise such contacts,? but also due to their ability to help
companies channel and control customer behaviour, as will be explained in
our account of service provision innovations designed and implemented by
customer compliance businesses. In light of such centrality of data, data-
bases and database management to customer relationship management of
customer compliance businesses, it is not surprising that data quality is a key
issue and has attracted the attention of managers and external commenta-
tors of these companies. A holistic approach to data management tends to
be adopted. Unlike many traditional businesses that struggle to effectively
collect, update, absorb and utilise data,?® customer compliance businesses
appear to have fewer, if any, problems in terms of data quality management,
data accuracy and accessibility, and its currency, as well as data quality mea-
surement and improvement,

Server storage, Internet and telecommunication advances have dramati-
cally reduced data storage, transmission, and application costs, and have thus
encouraged database marketing and data management as part of ordering
and fulfilment undertaken by customer compliance businesses. Such costs
have fundamentally altered the nature of service provision and especially
service recovery and complaint management practices of these companies.
Call centre and online interfaces are presented typically as a series of forms
or decision trees which feed into, while building upon, company data-
bases. These forms and decision tress are completely or partially inflexible,
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from the point of view of customers, in that they require the completion
of highly detailed instructions and the provision of specific information.
During online interactions and, less so, call centre exchanges, customers
are also expected to complete the required transactions, often on their own.
The data are then processed by back-room computers utilising automated
software systems or cloud servers physically located outside the business.
Customer self-entry of data not only increases data accuracy and currency.
The whole process is highly cost effective, but also producing a traceable
order trail. Customers are basically compelled to carry out the work previ-
ously undertaken internally by clerical staft. With software becoming more
sophisticated, such increased automation predicated on data collection and
management is likely to increase, in spite of reservations in academic circles,
for stored data can be easily and automatically analysed to profile individual
customers, their tastes, needs and requirements.

In an increasingly competitive environment, many organisations see
customer service as key to achieving and sustaining competitive advantage.
Often this is part of a broader CRM approach that is concerned with devel-
oping synergistic relationships with customers. It seems that many customer
compliance businesses have achieved this through their success in managing
relations with customers by using latest technology. Service recovery too
has been automated, with the resulting standardisation of service recovery
processes, often devoid of human interaction. Automation not only reduces
costs of addressing service failure in this manner but also seems to act as a
sieving mechanism whereby unwanted customers are dissuaded from doing
business with the company.

Chapter summary for managers:

o Privatisation, deregulation and technological advances are the main drivers
of the birth and dramatic growth of customer compliance and customer-
compliance-practising businesses.

o Innovative back-office software and new technology have replaced face-to-
face service provision with technology-mediated interactions which are a key
feature of customer compliance.

o Automated back-office software, for instance used to direct operatives in
call centres, offers higher levels of customer satisfaction while also enforcing
company rules and systems of interaction.

o The very nature of online and call-centre interactions has been altered,
whereby customers have come to expect and accept standardised proce-
dures and inflexible processes of interaction with companies which force
customers to comply with company expectations and service-interaction
demands.
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3 The Technology and its
Applications

3.1 Data, data management and database marketing

Key questions in this chapter:

o Are your company website, call centre and other customer interaction sys-
tems integrated in your overall strategy, or does your company treat them as
peripheral, less important or add-ons?

o Does your business seek to reduce costs of interactions with customers, for
instance by using new technology and making customers compliant while
meeting their needs and wants?

o How much importance does your business place on data, databases, data-
base marketing, call centre and Internet-based service solutions? How valu-
able are your databases?

Only the more relevant technological innovations and key technological
applications used by customer compliance businesses are reported and
assessed here. Emphasis is placed on the nature and role of data, data-
bases, database marketing, call-centre technologies and Internet-related
technology solutions, more specifically the design and use of websites for
customer relationship management driven by very innovative back-office
software.

Academic literatures have long been intrigued by the importance of
data, databases and database marketing to businesses which compete by
applying modern communication systems and technology solutions. An
up-to-date, accurate and complete database has become central to offering
one-to-one marketing which would have been possible in the past only
by personally knowing customers or by using laborious manual systems.
Building databases, frequently of millions of customers by capturing and
using hundreds of pieces of information on each individual customer,
is a priority for most customer compliance businesses discussed here.
Companies such as eBay, Amazon, Google and Ryanair have outcompeted
their rivals and have become dominant operators in their sectors, greatly
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due to the extensiveness and quality of data as well as the effective harness-
ing of such data for decision-making purposes. For many such businesses,
databases constitute much of the value of the company, with some such
companies having little in the way of tangible assets apart from unique
in-house software.

Spencer-Matthews and Lawley! are among many academic and busi-
ness commentators who have noted the role of customer databases to
modern organisations. They actually describe databases as a requirement
for any successful organisation,? as part of a description of the growth
of database marketing from a narrow tool, used for specialist direct mail
and direct marketing campaigns, to a widely applied technology solution
with company-wide implications for managing relations with custom-
ers. Database marketing provides much value to organisations, due to
its unique capacity to personalise contacts, improve responsiveness, and
increase accountability.?

As previously mentioned, businesses have maintained customer records
long before the arrival of the technological solutions described in this
chapter. Many companies across sectors have traditionally held datasets
of customer accounts — among the first business areas to become com-
puterised. Business proprietors and their staff knew their customers per-
sonally, including their preferences and dislikes. Such preferences were
often memorised, noted and commented upon in written business records,
allowing providers to match company offerings with specific customer
needs. However, such data management attempts tended to be effective
only with respect to a restricted number of customers, and they usually
covered a limited geographical area only, where people knew one another
personally.

More recently, data were at the heart of the operations of mail-order
catalogue businesses. These came to dominate the supply of goods, espe-
cially those goods that were not readily available in a locality. Thomas
Chippendale’s “The Gentleman and Cabinet-Maker’s Director’ in 1762
was essentially a mail-order catalogue of his furniture. At the time, ‘The
Director’ would have been a very expensive book to print but was still eco-
nomically viable for as a sales aid. In USA, Benjamin Franklin was among
the pioneer cataloguers when he published a catalogue of scientific and aca-
demic books in 1744. However, it was not until Sears, Roebuck and Co. and
Montgomery Ward that mail-order companies became firmly established.
In the late 1870s, these businesses started offering goods at lower prices
than those in local stores. It did not take long for what today we refer to as
direct marketing to emerge. Due to their ability to sell directly to custom-
ers and because of their large buying power, mail-order companies sold at
considerably lower prices than establishments with long supply chains. Sears,
Roebuck and Co. website comments that ‘Thanks to volume buying, to the
railroads and post office, and later to rural free delivery and parcel post,
they offered a happy alternative to the high-priced rural stores’ — an argu-
ment that is applicable to modern online e-commerce sites as well. Early
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mail-order companies innovated also by maintaining databases of their cus-
tomers, typically managed manually by armies of clerks. As sales volumes
and businesses grew, though, some businesses introduced a certain level of
automation to their data management activities. These companies were also
among the first to profile their customers in a more professional manner
and not too dissimilarly from what was to become the norm in marketing.
They pioneered and applied solutions that were counterintuitive to market-
ing thinking at the time, not the least by offering catalogues with higher
prices to their best customers while sending catalogues at lower prices to
those who had not ordered.

In the early 1990s, at the outset of e-commerce, practitioners keenly
interested in database management tended to equate it with direct mail and
catalogue selling. Meanwhile, some researchers had already initiated the
heated debates about data mining and database-driven customer profiling
that were to mark the next decade or so of academic enquiry. More recently,
and following advances in automation and computerisation of customer data
management, database marketing has come to signify the building, organis-
ing, supplementing and mining of customer transaction databases, with the
sole purpose of enhancing the accuracy of marketing thinking and fulfil-
ment efforts.* Recent and current developments in database marketing have
been paralleled, and much affected, by the growth of loyalty card schemes,
some of the earliest of which were issued by retailers in an attempt to col-
lect and assess information about purchasing habits and customer prefer-
ences. Retailers realised that good quality information and the automation
of its collection, processing and use could enhance business effectiveness
and competitive advantage. High-quality customer data thus became key to
retail success.

Emphasis is increasingly being placed on data quality and data manage-
ment concerns. Data quality, for instance, is an issue which has attracted
much attention on the part of customer management practitioners and aca-
demics working in the area. There have been a number of high-profile fail-
ures of customer relationship management projects, and many of these have
been blamed on poor data quality and management. With research on this
issue growing both in academic outlets and in the business press, analysts
have detected and commented upon the incomplete and inaccurate data
retained by many major businesses in developed economies. Various aspects
of data, datasets, databases and database management have proved to be of
inadequate quality, including data appropriateness, inaccuracy, and inac-
cessibility. Problems have also been reported with much data being invalid,
verified only superficially or not verified at all and not being updated regu-
larly. Users have little confidence in certain categories of data collected by
big organisations.

Sources of inadequate data have been identified by Cutter Consortium.
These include poor data entry, missing data across database fields, overlap-
ping databases, obsolete and poorly presented data in older systems and a lack
of company-wide data management standards. Furthermore, few companies
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seem to take account of these problems when planning their CRM (Customer
Relationship Management) projects, and data quality complications often do
not become apparent until the project is underway.® Similarly, survey results
reported by Spencer-Matthews and Lawley® further illustrate the extent of
ineffective generation, sharing, management and use of data. Glitches seem
to be much deeper and considerably more systemic in North America. For
instance, a large majority of surveyed organisations admitted that company
systems could not recognise and welcome customers. Only slightly more
than half of the companies demonstrated ‘good use of customer data’ or
had specialist resources in support of data management. Less than a third
seemed to have customer information plans in place or had developed incen-
tives for supporting data quality management. In conclusion, the authors of
the report expressed their dissatisfaction with the findings, suggesting that
such results were not impressive. This assessment was backed by discoveries
of less than adequate customer databases even in client business-to-business
organisations. Management often did not seem to treat data software issues
as challenges facing their companies and requiring urgent attention.

In their critical assessment of data quality improvement activities,
Henderson and Murray” have focused on the importance of data content
and architecture as two sources of customer management excellence. They
state that data content and its architecture affect data quality and the extent
to which data are fully utilised as part of customer management. Techniques
for assessing organisational capabilities in terms of data sourcing, manage-
ment and use are presented, including what the authors term ‘vicious’ or
‘virtuous’ circles of customer data. Data usage can be ineffective or incom-
plete, for instance in cases of missing or low-quality data on corporate struc-
tures. Missing or ‘sub-optimal’ use of data limits, in turn, organisational
ability to update records.

Certain companies have realised that data management problems such as
those described above present distinct competitive opportunities, and that
a holistic approach to data management is required alongside a strategic
methodology of collecting personalised data founded upon cross-functional
integration.® Academics have contributed much to such a realisation, having
urged businesses to attend to data quality and data management challenges.
Until relatively recently, academics have also been voicing their concern
about the lack of research and understanding in this area. To academics
like Jenkinson,” organisational success is driven by a shared understanding,
among company employees and management, of the importance of data.
Corporate data warehouses, it has been suggested, need to be integrated,
and IT personnel should be closely involved in customer management deci-
sion making.

As a result of the above-mentioned problems and the realisation of the
gravity of the challenges they posed to businesses, a new generation of
companies has arisen which write or market software allowing data min-
ing to be carried out across a whole range of formats, including differently



3 » THE TECHNOLOGY AND ITS APPLICATIONS 25

formatted databases, texts such as e-mails and letters and even recorded
voicemail held by companies. The growth in the number and variety of
companies that offer solutions to data and database management problems
has been considerable, and some are currently highly valuable enterprises.
One such example is the sale in August 2011 of Autonomy.com to HP for a
reported USD 11.7 bn - illustrating the value which many businesses now
place on the importance of storing, cleaning, updating, analysing and using
in-house data.'® However, although data quality problems appear to have
been alleviated, further improvements are required. As Spencer-Matthews
and Lawley!! note, the situation seems to have improved in the past decade
or so. However, they also felt that it has taken businesses the best of 15 years
to get where they currently are with respect to data management, database
management and data quality management. Surveyed business could hardly
be complacent, they conclude.

Many customer compliance businesses studied here appear to have
appreciated the importance of high-quality data and database management.
The crucial role that data integration plays in database management is also
understood, with company-wide systems often managed by senior execu-
tives. Data management is approached as a strategic issue by such compa-
nies. No department seems to ‘own’ the data, and few, if any, examples of
firewalling data and information from the organisation as a whole can be
uncovered. Organisations recognise that data stored in their in-house data-
bases is a valuable asset, and couple the building and extending of such data-
bases with a comprehensive data management strategy, put in place in order
to implement successful customer relationship management initiatives. Any
problems with data storage, database management and database marketing
are typically addressed within enterprise-wide initiatives, backed by enter-
prise-wide solutions which also help resolve problems related to ownership
of integrated customer databases.

Traditional businesses against which customer compliance businesses
compete have developed their datasets and databases over many years. They
may be burdened by various, often conflicting, vested interests. In some
cases, the redesign of fragmented and disputed data management systems
is costly or impossible, often requiring the implementation of completely
new strategic plans. Such change initiatives tend to be difficult, costly and
time-consuming endeavours which are also typically challenging to imple-
ment. Additional challenges stem from the propensity of a few traditional
businesses to adopt a micro perspective on data and data management issues,
with insights at the tactical level of decision making being much more prev-
alent — fuelling comments such as Cooper’s'? that many companies tend
not to make the most of the data collected and available in their databases.
Descriptions such as Cooper’s are easily contrasted with the more holistic
and strategic approach to automation more generally, and to data manage-
ment in particular, among the companies referred to as customer compliance
businesses which not only tend to build powerful internal databases but also



26 THE COMPLIANCE BUSINESS AND ITS CUSTOMERS

integrate more effectively multiple sources of information as a source of their
accurate understanding of their customer base.

The distinction among data, information and knowledge — or data,
knowledge and insights — is instructive of different methods and outcomes
of decision making between traditional and customer compliance businesses.
Whereas the focus of many academics, business analysts and companies
had tended to be on data (that is, the raw material that awaits processing),
customer compliance businesses have emphasised the derivation of regulari-
ties from such raw material possessed by companies. Therefore, emphasis is
placed on information and, even more so, knowledge, or the expectations
that customer compliance businesses come to accumulate about their cus-
tomers, based on the information contained in internally held, integrated
datasets. The cost of obtaining raw data on which marketing activities rely
has been reduced, with customer compliance businesses expecting and often
even forcing their customers (making them ‘compliant’) to supply the data
during purchasing, ordering, returns, and when lodging complaints. With
automation applied to all of the above-mentioned activities but also with
respect to analysis and utilisation of such data — for instance, through data
mining — the time and cost to capture data, turn it into information and
analyse such information are dramatically reduced. In fact, with new soft-
ware and even more powerful computers available to businesses these days,
this can be done in real-time and almost instantly.

Success in data management is predicated on customer compliance busi-
nesses treating data as a distinct and separate asset, and not a resource in the
possession of their IT departments. Data on customers, transactions, prod-
ucts, outlets, interactions, fulfilment and service recovery tends to be cen-
trally held and centrally managed. Ownership and management of data are
treated as the responsibility of senior management. Business functions and
decision making seem to be computerised in a piecemeal fashion, and data
storage is not seen as a mainly technological matter of tactical importance.
Nor are data held across incompatible databases and organisational divisions
which typically operate as separate company silos which rarely engage in
synergistic decision making.

This highly structured approach to collecting, accessing, assessing, inte-
grating and using data starts at the very point of entry of new pieces of
data. Customer compliance businesses use a number of strategies to make
customers conform to data entry expectations, by compelling them to ‘work
with’ company systems. This largely ensures that the data entered by cus-
tomers are accurate and current — offering in turn distinct advantages to the
customer compliance business model, to be discussed in later chapters of
the book. Carefully designed website forms, used extensively by these com-
panies, ensure that data are corrected at the point of entry, even preventing
customers from gaining access to the company’s products and services unless
complete and correct data are entered by customers, with little to no input
from the company. Similar in nature are the call centre and face-to-face
interactions with company personnel, whereby compliance procedures are
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applied, not least to coerce callers to supply as much valuable information as
possible, at little marginal cost to the company. Thus, compliance techniques
are used when communicating with customers but also with staft and busi-
ness partners to supply data freely, according to data capture and data entry
standards preset by the customer compliance business. It is not uncommon
for automated back-office software to prevent customers from proceeding
with their queries, purchases or browsing activities unless data are entered in
the exact format required by the business. Data entry standards and require-
ments are extensive and carefully prescribed. Deviations are typically not
tolerated in such automated interactions, ensuring data quality and accu-
racy. Perhaps even more important, from the point of view of effective and
efficient data management, is the effect that such procedures have on data
standardisation; for non-deviation on the part of customers also ensures that
the collected data will be supplied to the customer compliance business in
the expected, standardised format.

A relatively simple example is the manner in which customers visiting the
website of a customer compliance business are expected to enter their post-
code, or zip code. Usually, the company website clearly specifies the format
in which the address and the postcode need to be presented. In order to
further standardise this crucial piece of data and thus assist decision making,
customers are often presented with a ready list of options. Such rigidity in
data provision ensures that the correct address will be added to the compa-
ny’s database and that it will be entered in a format which minimises delivery
and mistakes. Standardised, accurate, high-quality data which are held in
one internal database or across databases which freely communicate with
one another can be easily collected, combined, recombined and subjected to
sophisticated analysis. Consequently, customer compliance businesses tend
to profit from the cheap and quick detection of trends and the production of
summative analyses on significant aspects of consumer behaviour. Such data
can be analysed automatically, and the results are used to introduce changes
such as altering the flow of traffic or modifying the pricing or other aspects
of offers.

Unlike traditional offline systems of data collection and management,
which require ongoing training and assistance of customer management
staff, ensuring data quality is easier and cheaper when undertaken through
automated systems. Automation is also exercised with respect to customer
browsing patterns, orders placed, payment details, customer complaints and
service recovery incidents. The most sophisticated software systems can
access all data fields pertaining to an individual customer, and can com-
pile and combine the data into instant reports. Software is also used to
match data against standardised lists. Methods of automatically searching
internal databases have improved, including in cases where information has
been entered using different, even incompatible, formats. Databases can be
cross-checked, and incompatible or outdated data pieces are easily and more
cheaply eliminated. Importantly, customer compliance businesses often ask
customers to carry out many of these data quality actions themselves.
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The reported difficulties in compiling and effectively using data and
databases that we briefly assessed at the start of this discussion on novel
technology solutions may need to be linked to more general problems that
many companies have in applying new technologies to the customer end of
the supply chain'® and to strategic decision making."* Customer compliance
businesses appear to have reduced or, at times, resolved altogether such tech-
nology-application challenges. By achieving this, they demonstrate the ben-
efits of using technology to its full potential. Such success is at least partly
attributed to the fact that many such organisations are recent arrivals and
have grown as new entrepreneurial companies which have not been inhibited
by multiple and incompatible datasets and databases, inherited systems, staff
unwilling to change, sclerotic cultures and organisational structures.

Section summary for managers:

o A lot has been written about the importance of data and the positive effect
of databases and database management on company performance. Many
companies seem not to treat data that they possess on their customers as a
distinct, valuable asset.

o Some businesses cannot effectively update, integrate and use data, informa-
tion and knowledge held in departmental databases in a strategic fashion for
purposes of planning, logistics, stock control, sales and marketing, as well as
managing customer service.

o Customer compliance businesses appear to have resolved problems of main-
taining and managing databases by forcing customers to enter data correctly
check and update such data. Much of the data on sales and service contacts
are recorded automatically and some are available for the customer to view
and update.

3.2 Call-centre technology and its use by customer
compliance businesses

Call centre technology appears to play an important role in customer man-
agement strategies of the customer compliance businesses. This may be due
to the fascination of these businesses with the application of standard oper-
ating procedures during exchanges with customers. Call centre technology
and call centres applying such technology solutions are thus preferred con-
trol tools whereby observation of customers and influencing them based
on such observation and the knowledge accumulated through observation
are built into service encounters where the behaviours of both customers
and customer compliance business employees are constrained by ‘external
forces’, including novel technology solutions.!® Such practices demonstrate
the need, on the part of analysts, to recognise the extent to which man-
agement and the market attempt to impose new ‘interaction orders’ and
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redraw the boundaries around customer service. Human interactions are
automated. They are being increasingly replaced with a system of exchanges
which academics describe as ‘machine-like’.

Automation of customer interactions has been assisted by technical
advances in telephony during the past 30 years, including the advent and
application of computerised systems handling, storing, recording and switch-
ing landline telephone calls. Coupled with the earlier discussed deregulation,
privatisation, the opening up of national markets and the resulting increase
in competition among telecommunication operators, such technological
advances have dramatically reduced the cost of phone calls. The traditional
monopolies which used to control voice and data traffic have been broken
up. This has further decreased costs, with the cost of phone calls halved
almost every five years. Furthermore, new entrants have flooded the market.
They have made substantial investments in new computerised technology
services and infrastructure. Such developments have created opportunities
for cost-effective ways to contact customers directly by telephone, and call
centres using mainframe, microcomputers, LANs and integrated technol-
ogy known as computer telephony integration (CTI) have grown in number
and their sophistication in order to meet such new customer management
demands.

Call centre contacts with the customers of customer compliance busi-
nesses may be executed through telephone calls, emails, online chat, websites
and even instant messaging. The data collected through these methods of
communication are both easily and cheaply tracked, and are recorded in
databases as part of the company’s customer relationship management.
Customer compliance businesses have been among the first to apply some of
the latest technologies in use for purposes of handling customer calls, includ-
ing telephone keypad options, speech recognition software, text evaluation
and natural language processing. Agent training appears to be paramount
for automatic customer call handling. This includes the analysis of best prac-
tices from past interactions, in order to provide a better and more cost-
effective service and also to ensure that complete, accurate and up-to-date
data are collected on individual customers, as explained earlier. Operatives’
performance is closely monitored, and crude measures such as number of
calls handled per day have been abandoned in favour of more sophisticated
metrics, including ‘cost of incident successfully dealt with’. Adaptive systems
based on clever software assisting call centre operatives are being gradually
implemented, facilitating the swift and effective resolution of customer que-
ries and problems. Such increasingly complex and innovative technologies
and methods of interaction are often trialled and pioneered by customer
compliance businesses.

While early call centres utilised private branch exchange (PBX) systems
operated by companies, customer compliance businesses have been increas-
ingly subcontracting these customer management services to large spe-
cialist providers. Large low-cost providers have grown in South Asia and
South America, and they have built up considerable expertise in operating
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successful call centres, turning into leaders in the development, trialling
and application of new technologies. Telephone systems of subcontracted
organisations integrate with the systems of the client customer compliance
businesses through public switched telephone network (PSTN) telephone
lines or Voice over I P, by using the Internet. Data are recorded on auto-
mated systems and can be instantaneously used for research, marketing and
CRM activities.

Call centres and the underlying technologies have attracted much criti-
cism. They have been characterised as the modern equivalent of the industrial
revolution satanic mills. Restrictive working practices, low pay, de-skilling,
unsocial working hours, repetitiveness, high level of scripting of interactions
and work-related stress induced by daily interactions with abusive customers
have been widely documented in extant research. However, of greater inter-
est to this discussion is the applicability of such criticisms to an understand-
ing of compliance through call centre technology and interaction practices.
Some compliance practices may have been ‘accidental’ in nature, especially
in the early days of call-centre interactions, with the inadvertent exacting of
obedience on the part of calling customers, for instance, due to mistakes in
data handling and management on the part of the company. However, cur-
rently used systems have been perfected — they are deliberately designed to
make calling customers comply with company expectations and procedures.

Control through technology solutions appears to affect customers and
employees alike. For instance, the presentation of emotions on the part of
call centre operatives tends to be pre-specified by the organisation and is
embodied in rules of employment.'* Employees are forced to follow nar-
rowly scripted instructions.!” Although variations have been observed in the
nature and character of call centres, their principal objective is maximising
customer throughput and minimising service delivery costs.!® Performance
monitoring of operatives is pervasive, and sophisticated computerised infor-
mation systems are applied to capture data on number of calls answered,
quality of interaction with customers, product knowledge of service provid-
ers and time spent away from the telephone in down time. With technology
control being so pervasive and so extensively used, operatives are unable
even to pace their own work.

However, as documented by Collin-Jacques' and Russell?” in analyses
of the design, adoption and utilisation of software programmes, call centre
technologies and technology-enabled control are not immutable, as far as
employees may be concerned. Flexibility with respect to specific decisions
is often part of the technology platforms, whereby management may opt
for increased employee input into the design features and deployment of
the technologies in question. Therefore, in spite of widely reported perva-
sive technological and bureaucratic control,*! total and totalising systems
of observation and control?? of operatives are often not entirely achievable.
Because of the level of involvement of staft reported in some studies of call
centres, it may be difficult to describe control as unavoidably total and
totalising.
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Customers seem to have adapted relatively quickly to using call centres,
largely due to accessibility advantages. With increased consumer sophistica-
tion and growing time poverty, and in spite of perceptions of customer con-
trol during call centre interactions, contacting providers through their call
centres is viewed as advantageous to the customers of customer compliance
businesses. Technology mediated and extensively automated and controlled
interactions through call centres greatly reduce the need for customers to
travel, meet face to face company representatives, or fill in forms and wait in
line. However, the underlying technologies also craft customers in new and
unexpected ways. They structure and limit the choices and services avail-
able to customers, and extensively guide and channel customers’ behavioural
options and actual behaviours. Therefore, while it might be argued that
customers have benefited from the accessibility of the call centre model,
call centre technology also facilitates the successful application of customer
compliance techniques. Within what could be best described as a machine
model of customer service, service provision is rigidly controlled, with the
aim of maximising efficiency and turning the allegedly sovereign consumer
into an observed and controlled subject.

Section summary for managers:

o Call centre operatives working for customer compliance businesses are
forced to follow prescribed procedures and company-sanctioned systems of
interaction by following scripts appearing on computer screens.

o Multi-channel access to call-centres is common these days, using telephone
keypads and voice recognition software which automates all but the most
complex interactions.

o Call centre service provision is controlled by mid-level management in order
to maximise efficiency and ensure the use of strict customer compliance sys-
tems and procedures of interaction with callers.

3.3 Internet technological solutions and customer
compliance

Internet-based service solutions have had a profound effect on competitors
across sectors as well as the sectors themselves. Technological innovative-
ness has assumed different formats such as the provision of information to
customers, communicating with and persuading customers, development
of new distribution channels and disintermediation, and redistributing
added value (see Figure 3.1), among others. Although the disintermedia-
tion effect noted in the figure was realised only in the early 2000s, it had
been predicted by some visionaries such as Malone, Yates and Benjamin as
far back as 1987 and other academics who foresaw the displacement of tra-
ditional intermediaries across value chains. To Porter, new technologies had
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the potential to transform the way in which business was conducted at the
time. Electronic markets as those invented, trialled and currently utilised by
many of the companies classified as customer compliance businesses have
profoundly redefined the meaning of brokerage, by connecting sellers and
buyers directly. Costs of attracting new e-customers have been dramatically
reduced. Processes of attracting, communicating with and serving these
e-customers have been ‘liberated’ from the complications and complexity
associated with traditional face-to-face interaction processes. New progres-
sive business models have been generated, altering the structure and very
nature of entire business sectors.?® Technology has turned into a powerful
enabler of novel competitive marketing strategies.?*

E-marketing or online marketing is actually among the newest develop-
ments in marketing theory and practice, following the development of the
Internet less than two decades ago. Although its objectives are similar to
those of earlier forms of marketing — that is, the identification and satisfac-
tion of customer needs — this is achieved through electronic communica-
tion technologies. Thanks to e-marketing and e-commerce, most marketing
activities can be planned and executed using online technology, accounting
for the dramatic effect of the Internet on all aspects of marketing practice.?®
Some such examples include relationship marketing, marketing research,
data mining, promotions and integrated marketing communications, sup-
ply chain management, sales and purchasing and after-sales support®® as
well as stock control and reordering. Much of the communication is auto-
mated, modified by complex algorithms built into the software systems and
taking over functions previously undertaken by marketers. Thanks to such
new technology applications, marketing has evolved from using one-way
communication platforms to the application of interactive approaches, and
customer relationship management systems have been redesigned through
software packages which aid interactions between customers and providers,
also enabling companies to deliver unified messages.

Many of the above-mentioned e-commerce principles, as those illustrated
in Figure 3.1, were pioneered in the airline industry,?” with the low-cost air-
lines incorporated in our list of customer compliance businesses pioneering
many such innovations.?® In order to cut down costs, customer compliance
businesses have started offering electronic services and their promotional
strategy and tactics emphasise online and website-based activities. Through
the Internet, their customers can access information, browse service offers
and promotions, register their preferences, make purchases, lodge complaints
and provide other forms of feedback. More than 95 per cent of Ryanair tick-
ets, for example, are booked online.?’

Although much has been written about e-marketing and e-commerce,
and in spite of accumulated knowledge about customer satisfaction in oftline
environments and traditional contexts of service provision,*® the nature and
role of customer satisfaction in online environments and during e-interactions
have not been adequately studied. Furthermore, research on e-satisfaction
tends to privilege the understanding of pre-purchase customer behaviour and
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Figure 3.1 Traditional and new distribution channels in air transportation
Adapted from: Belobaba et al. (2009)

purchase-related decisions and interactions, at the expense of post-purchase
experiences. Therefore, there is little in the way of knowledge about post-
purchase e-satisfaction with service provision, and even less is known about
how this relates to online complaint management, service recovery and the
use of technology to control all or some groups of customers. Much of the
e-commerce literature is devoted to the analysis of technological solutions
available to practitioners, or business-model related aspects of competitive-
ness in this new environment. For instance, e-commerce business models have
been identified and extensively discussed. Studies have also noted the role of
new technology and technological applications to enhance customer service in
electronic contexts.® Less research has been devoted, though, to uncovering
and assessing after-sales service and interactions with customers, and espe-
cially e-service recovery and e-complaint management. In order to address
these issues, the book will cover Internet-based technology solutions as well
as the presence or absence of technology-mediated control, and the reactions
of customers to such provider practices.

Of interest is the manner in which customer compliance businesses have
utilised e-commerce to communicate with their customers and offer them
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novel solutions, but also control them by making them compliant. In order
to investigate these matters, we offer an overview of some technological solu-
tions which enable the marketing strategy behind customer compliance.

Website design has two components — technological design, and artistic
(graphic) and marketing design. Marketers use hypertextand hypermedia to con-
vert static web pages into dynamic, interactive platforms that present information
required by browsing viewers. Webpages are powered by various markup lan-
guages such as HTML and DHTML, along with ASP (Active Server Pages)
and JSP (JavaServer Pages). Increasingly important to website design is CMS
(content management systems) often using PHP scripts — a general-purpose
server-side scripting language originally designed for web development, to pro-
duce dynamic webpages. Software systems designed in the mid-1990s have
changed little; they are still the key ingredients of menu-driven, highly interac-
tive websites. Much has been written on website layout — websites need to be
carefully planned, have clear objectives, and use simple layouts and technology
in order to achieve certain objectives. Graphic design elements should match the
functional objectives of a site, irrespective of the nature of the website as a ‘bro-
chure website” or an ‘e-commerce website’. Academics have designed long lists
of features and requirements for website design, and they have provided numer-
ous examples of design failure. For instance, an e-commerce website for buying
and selling products, services and software should be simple, clear and easy to
use and navigate. However, e-commerce websites are generally more than retail
exchanges; they assist, and may even be central to, marketing, selling, product
delivery, customer care and market research.

Compliance through e-commerce solutions assumes various formats. By
the very nature of the Internet and Internet-enabled communication and
interaction processes designed by customer compliance businesses, interfaces
with customers tend to be very strictly prescribed, for example by using
online forms and tick boxes. Customers can rarely deviate from the sequence
of data input and data provision pre-designed by the provider, and cannot
enter information which does not fit pre-formatted boxes and fields. In some
cases, the pieces of data provided by customers are checked automatically
and almost instantaneously against information contained in the in-house
databases of the provider or merchant partners. A typical example is the
automatic checking of addresses against the Royal Mail PAF databases in
the UK. If the data provided by customers are incorrect or incomplete, or
are not supplied in the format required by the provider, the website software
forces customers to resubmit the data and thus comply with company rules
and expectations about data provision and data entry. Websites also incor-
porate pre-designed fields and tick boxes which are frequently activated fol-
lowing certain customers’ actions. Populating fields and checking boxes also
typically precede certain customer actions. In order to proceed to checkout,
for instance, customers need to agree to the terms and conditions of the pro-
vider. All alterations to the procedures of the provider are executed through
the company software systems, and updated information is automatically
conveyed to employees and customers.
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Recent developments in back-office software have further powered cus-
tomer compliance, allowing such businesses to implement ever more stan-
dardised and therefore effective and efficient systems of service provision
through compliance, across all types of customer interfaces. The websites
which have been discussed at such length by academics and business com-
mentators are nothing more than customer interfaces, with back-office soft-
ware actually being the ‘brain’ behind such compliance exchanges. It is the
software that orchestrates interactions, for instance through the use of inter-
active voice recognition applications (IVR) frequently used in the banking
industry and customer compliance businesses elsewhere, automated helplines
using IVR (Interactive Voice Response) technology and FAQ (Frequently
Asked Questions) systems as a particularly prominent example of automated,
control-laden type of customer support. While such examples of automation
have been studied from an operational point of view, and the impact of auto-
mation on the company’s bottom line, this book examines the effect that
they have had on customer-provider interfaces and their role in compliance
practices.

Smart phones, PDAs (Personal Digital or Data Assistant), iPads and other
devices need to be mentioned here as they seem to be growing in impor-
tance to those customer compliance businesses working with the younger
generation. Such technology solutions function by accessing the Internet in
the same way as computers, using 3G mobile telephone technology. Mobile
phones are used to contact call centres and may also become the preferred
way to access the Internet in order to book travel and entertainment tick-
ets, or access information and communicate with customer compliance
businesses.

Chapter summary for managers:

o New technologies have transformed business models and strategies, in
the process of doing so also highlighting the importance of data to modern
businesses.

o Such technologies have dramatically reduced the costs of attracting custom-
ers and communicating with them.

o Collecting, updating, transforming and harnessing data are central activities
to customer compliance businesses, ensuring that accurate and up-to-date
data and knowledge on customers are used to implement one-to-one auto-
mated marketing.

o Market research, one-to-one marketing, service provision, service recovery,
complaint management and pricing, among others, have been increasingly
automated whereby individual needs are analysed and matched automati-
cally, in many cases enabled through compliance systems of interaction.

o Call-centres and websites are two technology mechanisms where back-
office software is designed to impose customer compliance procedures and
thus reduce costs of service provision.
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4 New Forms of Service
Provision

Key questions in this chapter:

o Do you benchmark your marketing activities against latest innovations in
managing relationships with customers?

o Are the interactions with your customers marked by customer centricity or do
you use customer compliance strategies?

o For instance, how does your company handle service failure?

41 What marketers do (and should be doing)
according to marketing theory

Although contested by some marketing academics and practitioners, the
majority of theorists in the discipline adhere to the view that marketing has
passed through certain stages of development. According to this chronol-
ogy, marketing and marketing management thinking and practice have pro-
gressed through stages of production and selling orientations before WWII,
only to be replaced by two other concepts that have dominated thinking in
marketing in the past few decades: the marketing concept and the relation-
ship marketing concept. Most marketing academics accept that it is these
two concepts that reflect most accurately current marketing practice and
should also guide marketing managers.

There are competing interpretations of the origins and growth to domi-
nance of the marketing concept. Nonetheless, we can accept that it can be
traced to 1950s’ normative claims that companies should place emphasis on
the needs and wants of their customers.! Slightly earlier, Drucker? noted that
marketing was not about selling only — a statement reaffirmed by Felton?
and, later, by McNamara,* that the marketing concept denoted a state of
mind or a philosophy founded on customer orientation, profit orientation
and company-wide communication. A long line of studies since the 1950s
has reaffirmed the centrality of this concept to marketing thinking, by refin-
ing and redefining it. Well known is the work of Kohli and Jaworski® where
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they list the contents of the concept, including customer orientation, coor-
dinated marketing and profitability.

An aspect of the marketing concept beloved by theorists and espoused by
many practitioners is customer orientation.® In keeping with the emphasis
placed, as part of the marketing concept, on customers as the key stakeholder
group to any business, customer orientation further deepens the marketers’
belief in the central role that customers and their needs play, while noting,
at least in theory, the importance to profitability of other stakeholders. In
these times of increased competition, fast-paced change and growing com-
plexity and unpredictability, with opening up of ever more sectors through
liberalisation and privatisation, we are reminded that there are ongoing pres-
sures to theorise about and practise customer centricity. Consequently, and
not surprisingly, the growing literature on market orientation — commonly
defined as the implementation of customer orientation” — has become yet
another reincarnation of the marketing concept.

The strength and vitality of such thinking has been bolstered by the
arrival some thirty years ago of yet another concept — relationship market-
ing.® Whereas marketing textbooks prefer to portray the marketing concept
as areaction to the hard sale tactics employed by businesses subscribing to the
selling concept originating in the Great Depression, relationship marketing
is commonly described as an extension, or an improvement, of the market-
ing concept. Its origins in the thinking of the Nordic school of services, the
Swedish school of industrial marketing,® in theories of business-to-business
(B2B) and channel management'® and early studies of the industrial mar-
keting and purchasing (IMP) group'! help explain why so much emphasis
is placed by proponents of relationship marketing on developing not only
economic transactions but also social ties, on maintenance of relationships
which are rewarding both to customers and providers'? and on nurturing
exchanges that remind readers of intimate, interpersonal links founded on
trust, mutual understanding, communications and involvement. Supporters
of relationship marketing seek to emphasise relations with all parties and
not only with customers; however, in the process of creating ‘relationship
portfolios’, which benefits all parties involved,'* customer orientation and
pleasing customers still dominate marketing thought.

Such thinking influences current texts on service provision, as part of service
marketing — human productive activity which has been prominent across soci-
eties and in all phases of human history, yet one which has become particularly
significant to developed economies, even if some thinkers have questioned its
dominant role in modern society. Vargo and Lusch,'* in their much acclaimed
book on the service dominant logic, go further by arguing that service provi-
sion is integral to all sales propositions and that marketing all products is linked
with, and defined by, service offers. Due to this importance of service provision
to our economies and to the line of argument in this book, it is imperative to
draw a link between service provision and relationship marketing thinking.

One should remember that relationship marketing originated, among
others, in service marketing texts, and it was in this area that some of the
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earliest conceptual and empirical studies on building relationships with cus-
tomers and business partners are found. For instance, one of the favourite
topics in the service marketing literature is service quality, analysed in terms
of technical and functional quality, or alternatively seen as the customers’
overall assessment of their service experience.'® Equally prominent are
Parasuraman, Zeithaml and Berry’s'® dimensions of service encounters: tan-
gibles, reliability, responsiveness, competence, courtesy, credibility, security,
access, communication and understanding. Although they were subse-
quently reduced to the five dimensions of tangibles, reliability, responsive-
ness, assurance and empathy,'” the thinking underlying the model has not
changed. In fact, the 1988 modification has accentuated the assumptions
of the marketing and relationship marketing concepts — the customer is the
focus of both frameworks, and marketers’ main task is to provide service as
promised, accurately and dependably. Marketing practitioners are expected
to develop and maintain a caring, individualised approach, being responsive
to customer needs and demands, and treating customers with courtesy, in
order to generate trust and win their confidence.

Assumptions and arguments of the ‘early’ services marketing literatures,
as described above, still dominate marketing thinking and, allegedly, market-
ing practice. Throughout the 1990s and 2000s, marketers have studied and
argued about service provision and especially service quality. They have
compared customers’ expectations with their actual experiences, and have
invented and tested various strategies and tactics to increase customer satis-
faction through service provision.'® These days, practitioners are reminded
that service is of ‘strategic importance’® and that, consequently, it neces-
sitates ‘continual’ ‘enhancement’ of the ‘customer experience’ and securing
customers’ ‘satisfaction’.?® Writings in academic and practitioner journals are
equally emphatic when calling for and demanding satistfying customers and
empowering them, for instance by involving them as ‘co-producers’ and by
customising offerings that meet individual, unique needs.”!

A sub-discipline in service marketing where these calls have been par-
ticularly vocal is service failure where academics have sought to gain an
understanding of why and how service problems and mistakes occur.?? Once
service provision fails, service providers are expected to respond effectively
by providing redress for the failure — referred to in marketing as service recov-
ery.?® To analysts, service recovery is a major opportunity for businesses to
turn dissatisfied customers into satisfied ones and, as a result of their alleg-
edly increased satisfaction, retain them as loyal business clients,?* who are
likely to spread positive feedback by word of mouth. Redress assumes various
forms — businesses can provide monetary or non-monetary reimbursement
such as an apology, or they may assist and even partially or completely com-
pensate the customer for his or her inconvenience.?® The literature expects,
and advises practitioners, that the response of the lapsed provider should
be quick, in order to encourage a positive customer’s evaluation. Similarly,
courteous and polite treatment of the customer during service recovery is
assumed to be the norm.
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The process and outcome of service recovery are strongly affected by
the confirmation or disconfirmation of customers’ expectations about the
actions that the provider would take in order to rectify the mistake. Customers
compare their expectations about service recovery with actual providers’
responses to a failure, in order to form their post-recovery satisfaction or
dissatisfaction. When and if the recovery exceeds the customer’s expecta-
tions, one can talk about ‘positive disconfirmation’, while the reverse — ‘neg-
ative disconfirmation’ — may produce lasting dissatisfaction with a service
provider.?® Post-recovery evaluations on the part of the customer are also
allegedly affected by the customer’s perceptions of equity, by weighing the
inputs (including the time and financial resources that the customer has
spent resolving the failure, for instance by complaining) and outputs of
transactions with that failed provider. Alternatively, post-recovery customers’
evaluations have been shown to be associated with customers’ perceptions of
distributive, procedural and interactional fairness.?” Distributive fairness con-
cerns outcomes of service recovery and complaint management. We are told
that if marketers offer their customers compensation, customers are likely
to judge the recovery effort more favourably. However, if the compensation
offered by the marketer is perceived as inadequate or if the customer’s evalu-
ation of procedural (referring to the policies, processes and rules of recovery
efforts set by the provider) and interactional (describing interactions between
customers and the service personnel in charge of managing complaints) fair-
ness are low, post-recovery satisfaction is likely to sufter, consequently negatively
affecting post-failure and post-recovery trust in the provider and the customer’s
commitment to his or her relationship with the provider.?

Section summary for managers:

o Marketing has passed through a number of stages in its development, and
the evolution has accelerated since the advent of the Internet and other mod-
ern technologies.

o The marketing and relationship marketing concepts have been favoured
by marketing theorists and practitioners during much of the twentieth
century.

o We offer an analysis of latest trends in management practice, especially
in relation to service recovery and complaint management, which ques-
tion the universal applicability of marketing and relationship marketing
concepts.

4.2 What innovative marketers do ... in practice

The brief review of current views in marketing about businesses’ relation-
ships with their customers demonstrates the strength of academics’ con-
victions. Customers are almost invariably described as the single most
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important stakeholder group for any organisation. Without listening to
them and pandering to their demands, it is suggested that businesses would
not survive in today’s climate of hyper competition. However, the busi-
nesses which we introduced in the opening of this book have questioned
received wisdom in marketing thinking. Next we identify, conceptualise and
empirically discuss a number of areas of marketing practice and service pro-
vision where these companies have invalidated much of what one reads in
marketing texts. While it is in these areas that one finds key path-breaking
practices, they do not exhaustively describe the innovative potential of these
companies — it is a topic which we continue to discuss in the following chap-
ters that address market and marketing research as well as strategic innova-
tions of these businesses.

All aspects of innovative marketing practice and service provision of cus-
tomer-compliance businesses rest on a highly distinct and possibly contro-
versial view of customers, on the part of these companies, as well as on
redefined relationships with customers. Although customers are still seen as
important partners of these businesses, such partnerships are valued only up
to a point and are typically pre-defined by the business, through the provi-
sion of good service but in a regimented, highly disciplining fashion.

4.21 Innovative systems of service recovery and complaint
management

Service recovery and complaint management are two key areas of modern
marketing practice. They also represent distinct opportunities for businesses
to demonstrate that they are truly customer centric. Such assertions are
informed by above-mentioned fundamental assumptions that even the best
type of service provision can occasionally fail and that companies need to
act swiftly in order to rectify mistakes. Customer-compliance practices in
these two areas, though, are highly unusual and are most adequately sum-
marised in terms of the application of clear and rigid rules which complain-
ing customers must follow and which are standard, standardised and are
applied to all customers, irrespective of their demographic characteristics
and of the length and type of their relationship with the provider. We should
make our thinking clear by noting such standardisation of service recovery
and complaint management as well as the adoption of a ‘take it or leave
it” attitude on the part of customer-compliance businesses should not be
viewed as examples of poor or non-existent service recovery and complaint
management. These companies have more than adequate returns systems.
However, service recovery and complaint management are offered at a low,
realistic cost, in order to keep their overall costs low, and subsequently pass
on some of these cost savings to those customers whom we refer to as ‘non-
complainers’ — customers who are rewarded for not adding to company cost
structures by consistently calling and complaining about faulty products and
services.”
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Case in Point = John’s PC narrative

Various stories that we have collected during our decade-long research
programme on customer-provider interactions across service provision
contexts illustrate some of the issues that we as consumers face when
attempting to communicate with customer-compliance companies. John
was one such customer whom we interviewed a few years ago. At the time
of the interview, John was working for an IT company. He had bought
two computers from a trade outlet, and one of the machines had collapsed
shortly after the purchase, following ‘a lot of mysterions crashes’. Prolonged
negotiations with the company had achieved little. Although the hard
disk drive was eventually replaced, the computer still randomly rebooted
itself or crashed when in operation. After eight months of crashes and of
the company claiming that it was John’s fault and ‘definitely a software
problem’, John took on the task of persuading customer support to pro-
vide a solution to the recurring problems which had made the machine
unusable. Following a series of lengthy telephone calls which tested John’s
negotiation and persuasion skills, the company agreed to inspect and pos-
sibly rebuild the machine. John shipped the computer but heard noth-
ing from them. During a telephone call, John was told that the company
could not provide information on the machine repair progress as they ‘ship
out about 200 machines o day and they’ll have to check them manually. So,
as soon as they know something, they’ll go back to me. And stop ringing ...
stop ringingem up’. Episodes of verbal confrontation were repeated during
later phone calls. What seemed to bother John most were what he referred
to as routines and standard procedures that customers like him had to fol-
low when complaining and the fact that during each separate interaction
with the company, he had to retell his story, in detail, after having followed
lengthy instructions:

Originally when you call up, you’d be put through to customer support. Customer
support would then get a description of your problem, and they wonld either put you
on a hold until a ... support technician was available or else they would get, if none
were available they would say they’d get one to ring you back’.

During each telephone interaction

customer support were asking a lot of “Well, have you done this, have you checked that?
Is this turned on, is that turned on?’ sort of stuff I would have checked myself. ... But
they had a set routine of questions they have to go all through and I, every time I ranyg
up, they bad to go through these ten-fifteen questions. ... Pm normally quite patient
with them. But when they got to the stage wheve they were asking me questions Id
already answered, I was just at the stage wheve ... Sorry, don’t wanna talk to you
anymore. Put me on to somebody who knows what they’re talking about.” ... each time
I would call, I would explain all the bistory behind it and say ... I got this far last
time, now 1 want to speak to somebody higher.
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Company staft repeatedly refused to escalate the problem:

And ... they would just go ‘No, sorry. We can’t put you through to o manager until
we identify your problem.” Tm sure if you turn around to anybody sitting next to
you, they already know about my problem. So, put me through to a manager.” ...
They seem to be ... stuck, they seem to have a sheet in front of them and they read out
the questions. And that’s all they know how to do.

The empirical analysis about customer experiences such as John’s raised an
intriguing issue — some customers appeared to be ‘disciplined’ during inter-
actions with their service providers, whereby the customer’s behaviour is
being channelled in a way which may be perceived as dissatisfactory by the
consumer but which appears to suit the provider.

John’s Case in Point was one of the first instances of customer compliance
that we collected, empirically confirming some of our earliest expectations
that certain businesses may intentionally deviate from expectations about
service provision that one finds in many currently dominant marketing
texts.?® The case demonstrates how, contrary to literature expectations that
communication during complaint interactions tends to be non-standardised
(and that it should not be standardised),? customer-compliance businesses
such as the one with which John was involved at the time of our inter-
view with him meticulously design and control interactions with calling and
complaining customers, partly by pre-defining the structure and parameters
of such interactions, as John’s narrative illustrates. John’s interactions with
the company were invariably and highly standardised. They can hardly be
described as individualised, as marketers have been trained to expect and
practise.

However, John’s story goes even further, by illustrating how callers whom
the company’s I'T database systems recognise as ‘difficult’ (serial complain-
ers who have called the company before, possibly on a number of occasions,
reporting faults or consistently complaining about a specific service failure)
are often disciplined from the very start of the communication with front-
line personnel. Such standardised communication is a particularly refined
instrument of controlling customers; it rests on the use of regulated and
rehearsed phrases such as “This conversation will be recorded for training
purposes only’. Such a phrase reminds ‘trouble makers’ such as John that the
company’s I'T systems have recognised them, that a history of their previous
calls and grievances is kept on record, that the company is fully knowledge-
able of their past behaviour and ‘complications’ they have caused, and that
the current call to the company will be observed, recorded, stored and added
to the data and may be shared with other providers that may decide not to
deal with the customer.

By meticulously designing the most mundane aspects of their interac-
tions with complaining customers, especially with serial complainers such
as John, customer-compliance businesses ensure that even determined
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complainers and aggressive callers will be effectively ‘neutralised” and that
their calls will most probably not escalate. Resolute complainers are thus not
allowed to penetrate the skin of the organisation and their interactions are
often only with front-line, typically outsourced, call-centre personnel. This
is how customer-compliance businesses aim to first scrutinise and then if
necessary restrain the minority of complainers who are known to customer-
compliance companies and who substantially add to the cost of their service
provision.

Case in Point — Contact Details of CCBMs

Amazon, Ryanair and other customer compliance businesses exemplify the
manner in which they design complaint channels for disgruntled customers
wishing to lodge a complaint so as to restrict access and thus minimise con-
tact points with financially and emotionally expensive callers. We visited a
number of websites, expecting, as marketing theory teaches, it would be rela-
tively easy to locate contact details, call centre and customer services infor-
mation. Typically, the ‘greeting’ pages of these companies are replete with
individualised service offerings, recommendations and similar customers’ rat-
ings. Noticeable across websites is the absence of clear and prominent indica-
tions of what customers should do if they are unhappy about some aspect of
service provision and wish to inform the company about their experience.

It is not uncommon, as in the case of Amazon, for customers scrolling
down the home page to eventually notice, at the very bottom of the page and
in particularly small print, a set of four ‘Let Us Help You” options. However,
it is only one of these options that redirects customers to ‘Returns’. Once
having clicked the option, the customer is taken to yet another page with a
‘Contact Us’ button which, though highlighted, is not particularly promi-
nent and is positioned towards the bottom of the page. A customer, who
after having searched the website for contact details and is possibly both
annoyed and exasperated at this point, may now be hopeful that Amazon’s
website will provide an email address or the telephone number of the cus-
tomer services section of the company. However, clicking on the ‘Contact
us’ button redirects the customer to another page, where they need to sign
in before being ‘allowed’ to proceed and contact the service provider. Those
customers who have still not given up the quest for justice or their search
for revenge are eventually taken to a screen which lists their current orders
and provides an option to contact the company by email and, allegedly, by
telephone. Those customers who may prefer to talk to a company represen-
tative are redirected to a screen reproduced below which does not provide a
local (in our case, a UK) number but offers the customer a ‘Call Me Service’
whereby they are forced to type in their own contact details, in the hope that
the company will eventually respond by calling them. By the time we popu-
lated the webpage areas reproduced above, the best part of 20 minutes had
been spent trying to figure out how and where to locate the ‘contact details’
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of the company and its call centre (assuming that one existed), in the process
of doing so navigating through a number of pages.

A typical scenario is illustrated below based on the website design of a
number of CCBMs visited by the authors.

« Scroll to the bottom of the page where there are three columns. In the last one titled
‘How can we help you’ under which there are five options including ‘how to make
returns’ and the last one which is ‘Help’
el eie= | e Click help and you arrive at the help page

* This page offers a number of links to all sorts of self-help systems but without a
telephone number discernible.

* On the right hand side is a radio button which says contact us. Clicking on this
brings you to an e-mail contact page with the company.

* Under the heading ‘Most customers want to know’, the last of 12 items contains the
word ‘More....". Click here and you arrive at another page.

Help page

* The site attempts once again to get the customer to use the self-help information but
on the right hand side is a button labelled exactly the same as the button on the help
page that previously led to the contact us e-mail. Clicking on it reveals a questionnaire
and a list of your latest purchases.

Sl | e At the bottom is a row of buttons under ‘How would you like to contact us’, the middle

asked button says ‘Phone - call us’

questions « Clicking this button this brings you to another page.

 You thought you were there but no - before they give the telephone number, they ask
you to complete the ‘short’ questionnaire.

* Having completed the questionnaire above, the ‘call us’ is no longer greyed out and

@[l[=5ioylnle|  another window opens.

* The information about which you are concerned appreas but yet no telephone
number - they offer to call you either immediately or at some time in the future.

Customer * At the very bottom of the page in faint blue text is their telephone number.
service Y,

Complaining customers cost companies a lot of money because many
of them expect personalised service, including from call-centre staff of
CCBMs. Customised service requires personnel to be employed in an
unproductive area of operations which generates no income. Individualised
and attentive service recovery indeed costs companies such as CCBMs and
thus reduces average transaction profitability. In fact, financially profitable
customers, including non-complainers, often know their way around web-
sites and require no support. Websites of CCBMs are therefore designed
to discourage complaining. As the above diagram demonstrates, they have
become major tools in the armoury of compliance businesses in their quest
to reduce the average cost of transactions with customers.

The Case in Point provides an example of how customer compliance
businesses closely regulate and shape interactions with customers, including
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online interactions, partly by maximising the effort that complainers or
potential complainers need to invest in order to lodge their complaint or
contact the customer services representatives of the company. The steps
which disgruntled customers have to follow before contacting Amazon.
com ensure that customers’ perceptions of effort when attempting to com-
plain are maximised® — contradicting the subjects of effort and perception
of effort in marketing.*® Current marketing thought advises providers to
minimise effort and customers’ perceptions of effort during complaining, in
order to facilitate complaining as a form of feedback and intelligence gather-
ing, and thus encourage complaints. However, the two preceding Cases in
Point — those of John’s narrative and Amazon’s contact details — illustrate
conscious planning on the part of businesses that aim to maximise com-
plaint effort and, therefore, perceptions of effort on the part of customers,
in order to deter complaining customers and especially serial complainers
from repeatedly contacting the company and thus adding to its customer
services costs.

Normative thinking is predicated on assumptions of complaints being
legitimate until proven otherwise.?* Customer compliance businesses seem to
have reversed this principle of service recovery and complaint management.
The above-noted legitimacy assumption in the literature is abandoned -
a finding which is rarely documented even in the practitioner literature?®
and one that is absent in academic texts. Nonetheless, our empirical research
demonstrates that making customers compliant invariably demands that
customers’ complaints, and especially those lodged by serial complainers,
are treated as illegitimate by default. John and others are forced to persuade
the provider that their complaints are worth investigating and should be
resolved.

In order to fully appreciate such an argument, one should review reports
in the practitioner press of ‘issues’ that some customers face when dealing
with service providers. Largely due to the growth in the number and variety
of communication outlets and vehicles available to dissatisfied customers,
the ‘democratised” public space, and the alleged ‘empowerment’ of custom-
ers, complaining has become a more prominent phenomenon. In 2006,
UK’s National Complaints Culture Survey (NCCS) reported a sharp rise
in the number of complaints and the alleged widespread failure of provid-
ers to resolve them. Once again, in the practitioner literature, Croft3® has
attempted to account for a ‘surge in complaints’ against UK high street
banks and the ‘enormous’ ‘scale of complaining’. Lester’” has analysed some
‘personal horror stories’ of customers, with problems supposedly ‘getting
worse’. The academic literature has been relatively slow to try and make
sense of these developments, apart from branding such practices as unethi-
cal and unacceptable. Whereas the practitioner literature and the occasional
academic writing view these company procedures as problematic, we treat at
least some of them as ingredients of a planned and deliberate system of ser-
vice provision and customer management that some companies have imple-
mented in order to provide good service at low cost to the majority of their
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customers, while disciplining and — if necessary — ignoring, avoiding and
‘expelling’ customers who are perceived as standing in the way of the busi-
ness achieving its financial aims.

Section summary for managers:

o Service provision as part of customer compliance is generally satisfactory
and of good standard. It is marked by simplicity of ordering, speedy delivery,
timeliness and secure payment systems.

o Customer compliance practices differ fundamentally from traditional service
recovery in that companies practising compliance enforce rigid, standardised
rules which are applied to all customers irrespective of their demographics
and the length of their relationship with the company.

o Such compliance practices aim to reduce costs of service provision for
providers, though some savings are passed on to their customers.

4.2.2 The role of front-line personnel

Marketing academic analyses tend to over-emphasise the role and impor-
tance of stakeholder groups such as customers and business partners, while
sidelining the study of employees and front-line employees in particu-
lar. Bowen and Johnston’s®® is a relatively early comment on the rarity of
research on internal service recovery. To this day, the perceptions, attitudes
and behaviours of employees as allegedly companies’ ‘internal customers’
remain under-researched and largely less well understood and unexplained.
A few years ago, Bell and Luddington® noted the scarcity of accounts of
how customers’ complaints affect employees. Although front-line staff have
been officially pronounced as an important group in relationship marketing
discourses, these ‘internal customers’ remain understudied and unappreci-
ated. Marketers have written on, explained and learnt to effectively manip-
ulate and shape customers’ satisfaction, attitudes and behaviours; however,
there is a pronounced absence of a more thorough comprehension of the
nature and availability of support mechanisms for staft, of the ‘psychological
contract’ with staff, and of staff recovery following customers’ complaints.*
Managing employees and front-line staff is key to the service provision
efforts of customer compliance businesses, necessitating a proper understand-
ing of the role that they have been assigned in customer compliance systems
and processes. Customer compliance businesses rely on these employees to
actually implement compliance, whereby staff exact behaviour from custom-
ers which is deemed acceptable by the company. It is also front-line staft who
carry out the channelling and standardisation of processes and interactions
with customers. Consequently, such businesses seek to employ personnel
who, when given authority by the computerised systems and regimented poli-
cies and standard operating procedures, can effectively carry out company
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expectations by handling equally well the compliant and the more resolute
and vocal complainers. Staft have been shown to manage stress while also
screening off abusive and potentially problematic customers such as those in
Briner’s*! description of a rude customer interacting with a call-centre opera-
tive, with the operative threatening to ‘put a note on his records’ about the
customer’s rude behaviour. Such front-line employee reactions remind readers
of Bolton and Houlihan’s*? discussion of the ‘victimisation’ of frustrated cus-
tomers who are forced to comply with automated, mechanised and impersonal
service. As will be shown next, while Bolton and Houlihan’s analysis is of inter-
est to this book, we do not view such customer compliance strategies and tac-
tics as examples of ‘victimisation’ but are inclined to describe academic analyses
reaching such conclusions as largely misguided, by failing to appreciate the
strategic logic behind specific company actions, processes and policies.

Case in Point — easyJet and the Airline programme

Aisrline is a UK documentary, also released in the US, which is a docu-
soap presenting the stories of passengers and ground staff of the no-frills
airline easyJet at Liverpool, Luton, Stansted and other UK airports. The
programme enjoyed considerable popularity and has had a following in the
UK since 1998, having been aired on UK’s ITV, ITV2 and Sky TV chan-
nels. The programme has offered numerous examples to its viewers of the
ways in which customer compliance businesses such as easyJet employ staffin
order to manage their customers effectively. Episode 9 in Series 8 (2004), for
instance, presents the story of a UK couple travelling to Alicante who miss
their flight due to an alleged transfer to the wrong desk at the airport ter-
minal. The easyJet staft member deals resolutely with the visibly anxious and
distressed female passenger, offering on two separate occasions to transfer
the couple to the next day’s flight.

This offer is declined by the male passenger who becomes aggressive and
shouts repeatedly at the easyJet representative, to which the representative
responds by noting that the TV screens throughout the airport provide ade-
quate information about check-in desks and departure gates to assist travelling
passengers. In spite of the male customer’s foul language and verbal abuse,
drawing other passengers’ attention to himself and the conversation, the staff
member does not relent but repeatedly excludes him from the argument by rais-
ing her voice when responding to him and by focusing instead on the female
passenger, while showing no visible signs of apprehension or agitation.

Following this exchange, the female passenger turns towards the cam-
era, exclaiming that she and her partner had missed the check-in closure by
a second only, to which the staff member responds that the length of the
delay is not of consequence on this occasion — suggesting that what matters
is following rules.

The scene ends with the staff member refusing to give in to the male pas-
senger’s demands and aggression but noting that the male passenger would
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not achieve anything and would most certainly not be allowed on board, no
matter how much he shouts. The female passenger gives up at this point and
both she and her partner leave the desk.

Far from relying solely upon hiring and promoting staft who are outgo-
ing and confident during interactions with customers, as demonstrated in
the easyJet Case in Point, customer compliance businesses tend to provide
adequate training for staff in order to help them carry out their crucial role
as the front-line enforcers of compliance mechanisms and regulations —
empirically demonstrated during two separate pieces of empirical research
carried out and documented by us in past publications. As demonstrated
with respect to the difficulty that customers experience when attempting
to lodge a complaint with such businesses and the absence of easily identifi-
able and readily available contact details, customer compliance businesses
plan their procedures of dealing with customers in such a manner so as
to minimise the direct, face-to-face or telephone contact with personnel.
New technologies including voice recognition software and fully automated
online interactions help avoid direct interactions altogether. Where possible,
opportunities for face-to-face exchanges with abusive customers and com-
plainers who are difficult to handle, as seen in the easyJet Case in Point, are
reduced or, when and if possible, eliminated altogether.

However, apart from designing systems of automated interactions with cus-
tomers, enforcing standard operating procedures (SOPs) which assist staft in
their daily exchanges, and training staft to handle customers effectively, little
additional support seems to exist for those employees who prove incapable
of coping with the stress of customer compliance workplaces. Our empirical
research at a number of call centres provided adequate evidence that front-line
employees, such as the call-centre operatives working for customer compli-
ance businesses, are expected to demonstrate an ability to handle stress when
communicating with complainers. Employees follow strict procedures which
are designed to safeguard the rest of the business from lengthy, emotionally
exhausting and therefore economically unprofitable exchanges. Internal service
recovery is typically minimal, if available at all. The rule when hiring staft — a
rule of which staff are constantly reminded in such work environments — is
‘swim or drown’, in the words of one of our interviewees. This description is
rather similar to Bowen and Johnston’s** argument that managers have ‘little
sympathy’ for the effect that customer complaints may have on staff. Managers
tend to view staff as being trained to ‘cope with such situations’.

The work environment that we have depicted is far from calm; however,
staff do appear empowered. Such an assertion invalidates certain academic
expectations of the powerlessness of front-line employees who are forced to
merely follow ‘scripted rules’** We agree that, as the easyJet Case in Point
demonstrates, customer compliance businesses do not typically expect or even
tolerate deviation on the part of their staff from the clear procedural scripts with
which they are provided; nor does the management of customer compliance
businesses favour initiative taking on the part of staft, for instance by accom-
modating the needs of habitual and serial or aggressive complainers. However,
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by relinquishing control, staff are paradoxically empowered — a description
which does not fit accounts of ‘a traditional command and control environ-
ment’.* Rather, relinquishing control which is associated with following strict
and regimented SOPs (Standard Operating Procedures) appears to be non-
problematic for staff. Front-line employees such as the earlier mentioned staft
member in the Airline episode tend to internalise the dominant ‘take it or
leave it” discourse of customer compliance businesses. This turns employees,
along with the businesses’ customers, into subjects of governmentality, with
employees adopting the culture and philosophy of service provision and espe-
cially the dictum that service recovery and complaint management procedures
are designed and enforced by management and are not to be questioned. Itisin
this manner that employees turn into self-regulated actors — the price that they
pay for working in an environment where rules designed by someone much
higher in the corporate hierarchy force customers to submit and adopt a pas-
sive role during interactions. However, the employees’ position — unlike that
of the customers — is not weakened, as will be demonstrated next. Interviews
carried out by the authors with front-line employees across such businesses
demonstrate that many of them view such customer compliance procedures
as beneficial to the company and, interestingly, to themselves. By placing the
locus of control and responsibility for customer compliance procedures with
an anonymous entity, ‘the company’ or ‘management’; employees are exoner-
ated and made unaccountable for specific decisions while ‘conditioned’ cus-
tomers come to know and accept that they should not ‘fight the system’.

Section summary for managers:

o Customer compliance businesses rely on front-line staff to implement their
compliance policies, procedures and systems.

o Employees are trained to understand and use compliance policies, including
online systems which are easily and sometimes automatically updated.

o Compliance systems tend to empower employees who deal with difficult,
abusive and emotionally demanding customers on a daily basis, knowing that
management would not overrule their decisions.

o Customer compliance businesses resist attempts on the part of complainers
to escalate complaints, and educate their customers that decisions made by
front-line staff are not usually overruled.

o Customer compliance businesses tend to openly inform customers and the
general public of their compliance policies, thus ‘educating’ existing and
potential customers.

4.2.3 Are customers truly empowered?

The marketing literature is replete with arguments about empowered cus-
tomers, both in offline and online environments.*® Even studies which
do not explicitly address such issues reveal strong underlying assumptions
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about the increased power of service users. Prahalad and Ramaswamy*”
have been among the most influential and ardent supporters of a view of
empowered consumers having more choices these days, in an alleged dis-
tinction from passivity of their offline predecessors. In the past, customers
were a key yet external resource to providers, and they remained on the
fringes, or outside, of value creation processes.*® The current consensus in
marketing circles is that customers are actively engaged with, and incorpo-
rated in, value creation activities, through embedded exchanges and per-
sonalised experiences with providers. Such assumptions and conclusions
can be traced to Dabholkar’s** claim that control and enjoyment are key to
customers’ evaluation of service encounters, especially when they involve
some sort of automation. These ideas have gained momentum. Singh and
Singh® argue that blogs ‘radically alter the marketplace’ as part of their
discussion of the ‘growing’ ‘power of Weblogs’. Customers’ participation
in and contribution to retailers’ productivity, as part of a growing trend
towards self-service, has been investigated.®! To Balsamo,>? the Internet has
given birth to a new type of individual agency. Far from aiming to offer a
representative review of this literature, we only note some additional recent
contributions, including Harrison, Waite and Hunter’s®® discussion of new
technology, information and empowerment of customers through infor-
mation availability and increased choice — echoing earlier suggestions that
control and choice affect customers’ perceptions of ownership of choices.
This belief in the empowering potential of virtual markets, with consumers
overcoming information asymmetries and ‘banding together’ against pro-
viders, informs the thinking of Rezabakhsh et al.5*

A comprehensive list of drivers behind this alleged customer empower-
ment is available in Doyle’s (2006) practitioner piece on “The evolution of
self-service environments’. Self-service environments, it is suggested, have
gained momentum and popularity in the five years preceding the publica-
tion of the article in question. They are found across sectors, have grown
in sophistication and have reached a stage of development where they have
turned into ‘rich functional environments’ allowing customers to fully inter-
act with their providers. In such environments, customers enjoy ‘significant
control’ and aspects of empowerment include ‘choice of channel’; ‘choice
of when’, ‘choice over type of interaction’, ‘choice over nature of interac-
tior’; ‘increased comfort’, ‘increased confidence’ and ‘wider availability’ —
reminiscent of earlier pronouncements such as Shipman’s®® conclusion about
the radical power shift and ‘new consumer sovereignty’ brought about by
the Internet. To Murphy,*® these developments mark ‘the greatest transition
of power in history’, with consumers gaining power at the expenses of ‘the
mightiest corporations’.

The thesis of empowered customers can be linked to the earlier men-
tioned, equally dominant marketing and relationship marketing concepts as
well as fashionable marketing theories such as the service-dominant logic.”
The latter is often described as the highest achievement of customer-centric
marketing and is viewed as a shift in orientation towards interactional
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approaches between customers and providers, where customers are valued
as partners and collaborators and are approached as ‘operant resources’ in
the marketing process.®® Customer experience is inextricably linked with
co-creation® — a concept which is not new and which has most certainly
informed marketing thinking long before the service-dominant logic came
to prominence,®® but has gained currency in a climate espousing interde-
pendence, dialogue, value and experience co-creation.®!

Although representing a minority in marketing thought, some academ-
ics have questioned the rhetoric of customer empowerment. Barrutia and
Echebarria,® for instance, remind us that there is a lack of consensus about
drivers of empowerment. To Pires, Stanton and Rita,*® the empowering
effect of the Internet may have been unintended, while Harrison, Waite
and Hunter®* are even more critical in their conclusion that, in spite of the
attractiveness of this rhetoric, consumers do not really feel empowered. In
the context of financial service provision studied by them, consumers feel
that the Internet may have empowered some; however, the sense of per-
sonal empowerment on the part of individual consumers has not been fully
realised. Not being immediately relevant to the study of online interactions
and the power balance between consumers and providers, Shankar, Cherrier
and Canniford’s (2006) ‘Foucauldian interpretation’ of ‘consumer empow-
erment’ raises similar doubts about customer empowerment. The authors
question the very idea that having more choice benefits customers, and
maintain that consumers may never be able to escape the operation of power
that one finds in the marketplace. The literature on the shift of power from
producers to consumers is duly questioned and much of what it offers is chal-
lenged, in particular its neoliberal assumptions.

Even more critical of standard assumptions of the liberating proper-
ties and consequences of new technologies is a recent study by Bonsu and
Darmody,® where customers are described as ‘genuinely empowered’ but
also ‘entrapped’ when implicated in the production processes of providers.
Bonsu and Darmody’s study of the co-production processes and philosophy
of the online game Second Life concludes that ‘co-creation is a veneer of
consumer empowerment in a world where market power, in large measure,
still resides in capital’.® Empowerment through co-creation may be nothing
more than a strategic tool for companies to ‘revitalize the firm’s capitalist
zeal and market control”” while not enhancing considerably the customers’
experiences but saving corporate resources and ‘transferring responsibilities’
for ‘costly productive activities’. It is in Zwick and Dholakia’s®® as well as
Zwick, Bonsu and Darmody’s® analyses that one finds additional challenges
to assumptions of customers gaining control. What one observes is not nec-
essarily increased customer power but reduced privacy, the availability of per-
fected data on customers, and the rendering of customers ‘fully transparent’
and accessible by marketers — something that would not have been achiev-
able with offline technology. Furthermore, there is an increased tendency
for consumers’ online identities to be actively constructed by businesses — an
idea borrowed from Sotto”® and interpreted by Zwick and Dholakia as a
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sign of marketers still being in control of interactions with consumers, with
data on individual customers now practically becoming and constituting the
customer’s identity.

Case in Point — Empowerment the Amazon way

Humphreys’”! account offers an intriguing insight into the relationships
that Amazon nurtures with its customers and the effect that they have
on customer empowerment. A number of practices are identified which
empower those registered on the company’s website but which also act as
examples of ‘surveillance’ of customers on the part of the company. What
Humphreys means by ‘surveillance” and ‘individuation’ is the ability of com-
panies, through modern technologies, to constitute customers as objects of
knowledge, whereby marketers use technology to study customers, obtain
knowledge about them and apply such knowledge in order to ‘classify’ and
‘separate’ customers. Examples of three of Amazon’s more prominent prac-
tices illustrate this fine balancing of empowerment and disempowerment.
For instance, there is Amazon’s ‘wish list’ — a list of the items referred to
and checked by the customer. This ‘wish list” helps configure the individual
customer into a ‘case study’ of ‘purchases and desires’, leaving the customer
with nothing to classify.”> Ultimately, Amazon creates such ‘case studies’
and collates them into segments, offering products that have been bought by
someone else belonging to the segment (‘niche’). The second practice is that
of suggesting to customers ‘what you might enjoy’ items which help ‘man-
age’ consumer desires. Amazon has also been among the first companies
that we refer to as customer compliance businesses to invite its customers
to actively contribute content such as reviews, guides and lists, with some
customers becoming ‘top reviewers’. Customers apparently enjoy watching
and assessing other customers’ choices and, in turn, take pleasure in being
watched — a peculiarity which Humphreys labels ‘voyeuristic’, sharing simi-
larities with Amazon’s Listmania! service as an example of the pervasive
surveillance of the individual on such websites.

As the preceding discussion demonstrates, by utilising new Internet, intranet
and call-centre technologies, marketers have come to identify, design and
apply techniques and tactics not only to empower but also control customers.
Customer compliance businesses seem to simultaneously empower and dis-
empower, constrict and regulate the behaviour of their customers. However,
this is implemented differently from traditional control, as documented in
some marketing accounts. Customers may indeed appear empowered when
they are allowed to customise the service offers of customer compliance pro-
viders. Nonetheless, when they wish to express their dissatisfaction, in the
case of service failure, consumer agency is minimised or eliminated alto-
gether. Individual action and initiative taking is successfully resisted by such
businesses. By pre-setting the parameters and options of interactions with
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customers (prior to the complaint interaction), by extensively using SOPs and
making frequent references to such ‘company procedures’ (as a reminder of
who really is in charge), by increasing customers’ effort when attempting to
communicate and negotiate with the provider, and by increasing the visibility
of the customer’s low level of control over the entire process (for instance, by
resorting to the earlier mentioned standard phrases during interactions), cus-
tomer compliance businesses actively disempower a minority of customers.
Initiative taking and resistance to customer compliance procedures and
policies are rarely successful when they are planned and carried out by indi-
vidual customers. Collective action such as group litigation or lobbying may
be more effective if'a case becomes particularly visible, thus possibly temporar-
ily turning the table in favour of the customer. However, examples of the lat-
ter are rare. In fact, there are only a few instances when customer compliance
businesses have relented under collective pressure or the demands of bodies
with legitimate authority such as local councils, regulatory authorities and even
regional and national governments. Ryanair’s history of interactions with such
bodies provides strong support for our thinking. Marketing scholars may want
us to think that that there is a clear distinction between individual and collec-
tive influence,”® that ‘collective opposition to injustice’ is necessary’* and can
affect underlying institutional conditions.”® However, there is little evidence
in support of such claims as far as customer compliance businesses are con-
cerned. Many customers have received dismissive letters from such businesses.
Case in Point: British Airways’ customer relations is an example of such
correspondence following the 2010 industrial dispute in the company which
caused considerable traffic disruption and flight cancellations. Note the
unwillingness of the company to even recognise, let alone address, the cus-
tomers’ dissatisfaction. Nor are any compensation or reimbursement offered.

Case in Point — Customer relations

Below is the actual wording of an e-mail received from a major legacy airline
following disruptions to their schedule due to a strike of cabin staffin 2010.
The tone, wording and content of the e-mail offer no concessions to the
customer’s concerns. It is likely to have been standardised wording sent to
all complaining customers.

From: <airline> Customer Relations

Sent: 19 July 2010 13:47

To: <Customer e-mail address>

Subject: Your Response from <airline> Customer Relations
Dear <Customer name>

I apologise for the delay in replying to you. I can understand why you are
so disappointed to pay a cancellation fee for your flight. Please accept my
sincere apologies.
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It became increasingly difficult for us to absorb the extra administration
costs and other overheads when people book and then cancel, and we now
have no choice but to pass some of this on.

Many of our policies are based on comments we have previously received
from our customers. We know expectations continuously change though,
and this is why your feedback is so important to us. We have a manager
responsible for our ticket cancellation policy. I have passed your comments
to them. They will look at all the feedback we have received from you and
will use it to help them improve the policy in future.

Thank you for taking the time to let me know and for giving me the oppor-
tunity to respond to your concerns. We look forward to welcoming you on
board soon.

Best regards
<Customer relations operative name>
Customer Relations

Practices as those presented in the two Cases in Point in this section can
hardly be labelled as customer empowering. Customer attempts to escalate
their individual requests and concerns are usually blocked. Even when esca-
lated, they rarely achieve much, since the companies practising customer com-
pliance appear to be largely immune from negative publicity. Even collective
action on the part of disgruntled customers may prove to be ineffective, in
spite of negative media coverage, word of mouth and legal challenges — as
will be shown in the discussion on media coverage and reaction to cus-
tomer compliance practices. It is a fact that even during the current reces-
sion, many customer compliance businesses continue to grow and attract
the custom of large sections of the population across developed economies.
Readers are regularly reminded of the UK public’s alleged falling out of love
with IKEA,”® about dissatisfaction with the unfriendliness of IKEA staff
and fights over special offers at store opening.”” However, even such highly
visible reports on these companies, in the press and in consumer-watchdog
programmes such as a BBC Newsnight programme dedicated to Ryanair
seem to achieve little. The profitability of customer compliance businesses
remains intact, and injuries caused by negative viral marketing and aggres-
sive blogs such as ‘I hate IKEA’7® and ‘IKEAAttack’” are equally minimal.

Very recently, articles have appeared, mostly in the business press, of cus-
tomer compliance businesses actually impeding the actions of complainers
or even spying on troublesome customers — yet another form of control that
we have uncovered in the process of researching the practices of these busi-
nesses. The Guardian,®® for instance published an analysis piece on IKEA
facing a judicial investigation in France following allegations that it had paid



4 » NEW FORMS OF SERVICE PROVISION 55

private detectives to snoop on workers and investigate the private lives of
disgruntled customers who had complained about IKEA product quality
and service lead times. The press commented that these type of surveillance
practices — attempting an extreme compliance — contrasted with the friendly
face of affordable furnishing which the company has been trying to pro-
mote. Accusations were made that the company had tried to access a range
of personal data, including criminal records and confidential details of any
dealings with the justice system on the part of the disgruntled customers in
question. In a statement, IKEA stated that all media reports would be taken
‘extremely seriously” and that the company would fully co-operate with the
state prosecutor’s investigation. IKEA also reiterated that the company’s
ethical rules were very clear and that it aimed to operate with honesty and
transparency in all host markets. IKEA’s statement also claimed that respect
for people’s private lives was among the most strongly held values of the
group and that the company strongly disapproved of any practice which
called that value into question. Three staff members were placed on leave of
absence pending the enquiry. The company has not commented further on
this matter, as the enquiry is still underway. However, if it is found guilty,
IKEA’s practices will demonstrate yet another example of compliance and
control through data management and surveillance on the part of a com-
pany that is generally considered to be among the most customer-centric
organisations in its industry.

In summary, we reiterate that customer sovereignty is limited and pre-
defined by customer compliance businesses. Many of the practices docu-
mented in this book clearly have both empowering and disempowering
properties and effects; however, the disempowering consequence is more
pronounced — first, by observing their customers, collecting data on them
and designing their virtual identities independently from customers and
often without their consent, and second, by harnessing such data to control
and govern customers, various consumption-related aspects of their experi-
ences are controlled by the company.

The control that customer compliance businesses seek and often achieve
is not an entirely new phenomenon in marketing practice. Many companies
which cannot be labelled customer compliance businesses have long used
data and database management to manage, shape, and mould customers.
More generally, the assertion that marketing has constricting and control-
ling properties®! is not new. However, customer compliance businesses have

Section summary for managers:

o Marketing literature suggests customers are empowered - they have more
choice these days and use web blogs, online reviews and personal recom-
mendations to affect opinions, corporate reputations and consumption
choices.
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o Customer experience is frequently theorised with respect to co-creation —
another driver of the alleged customer empowerment.

o Customer compliance practices question some of these arguments and
conclusions, demonstrating, for instance, that greater choice (which is
itself questionable) does not mean that customers can escape control
in the marketplace which assumes different formats — one of these being
compliance.

o Far from being universally empowered, customers may also be entrapped by
businesses using new technologies.

transformed the nature and outcomes of such control and have developed new,
innovative ways of simultaneously empowering and subjugating customers.

4.2.4 Relations with customers, customer loyalty and branding

Much has been written about the development and maintenance of long-
term relationships with customers and other stakeholders, yet the litera-
tures of service provision and service recovery have failed to acknowledge
sufficiently the role of relations during service recovery.?> Some academ-
ics have argued that there is a need to develop further our understanding
of the link between service recovery and the history of customer-provider
exchanges.®® Puga Leal and Pereira®* call for additional research on the asso-
ciation between relationship duration and dissatisfied customers’ responses
to service failure. In spite of the absence of empirically confirmed knowl-
edge on the subject, it is frequently assumed that relationships with one’s
customers are critical to customers’ judgements about service provision and
service recovery, as well as to customer satisfaction. Normative assumptions
of customer loyalty affecting primary customer satisfaction, service recovery
and post-complaint satisfaction abound. Service loyalty is often measured in
terms of key service marketing constructs such as repeat purchase and custom-
ers’ repatronage. The literature tends to distinguish among types of loyalty,
based on ingredients such as attitudes and repatronage. Combined weak or
absent relative attitudes and repeat patronage, for instance, suggest absence
of loyalty. Latent loyalty is observed in situations of high positive attitudes,
relative to those held for competing offers, and low repeat patronage. While
the ingredients for forming and maintaining longer-term relationships are in
place, constraints such as social norms and adherence to social expecta-
tions may limit the actual impact of loyalty on customers’ actual buying
behaviours. Low attitudes compared to those held for competitors’ prod-
ucts and services may result from perceptions of low differentiation or high
substitutability among product or service offers. When combined with high
levels of repeat patronage, such attitudes mark a situation of spurious loyalty,
where services may be consumed simply due to one’s familiarity with the
offer, social pressures, or the persuasion tactics of providers. The preferred
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option, to marketing academics and service marketing practitioners, is
obviously that of high (and positive) relative attitudes and consistent high
repatronage. Here one finds the pool of what are commonly referred to as
‘loyal customers’, who tend to influence positively general attitudes towards
a service, product or a brand by recommending them to family members,
friends and colleagues.

Marketing commentators working in the area of online marketing,
e-marketing, digital marketing and e-commerce have recently supplemented,
or complemented at times, the analysis of loyalty with that of risk and trust.
Such discussions counter-balance earlier literature emphasis on benefits to
consumers from online shopping and online interactions, with respect to
choice, comparison, information availability, efficiency and convenience.
Pavlow’s® analysis is part of a growing tradition which describes digital
environments as impersonal, distant and marked by non-direct interac-
tions, generating safety and security concerns. Risk — defined as the belief
in potential suffering, or perceptions of uncertainty and likely negative con-
sequences®® — is treated as inevitable in e-marketing and digital market-
ing practice. It relates to possible mismanagement of financial and personal
data, with private and embarrassing personal data being disclosed or shared.
Consumers are also wary of data loss, with privacy concerns covering issues
as diverse as the preventive actions on the part of providers (behavioural
uncertainty), quality and reliability of Internet infrastructures (environmen-
tal uncertainty). Customers tend to share perceptions of potential monetary
loss when dealing with a vendor whom they have never seen and who may be
geographically distant, with no interaction®” and cues®® available to custom-
ers in order to assess a-priori the vendor’s reputation or intentions. Therefore,
it should not be surprising that security and privacy concerns fundamentally
affect online behavioural intentions and repatronage.

This pervasiveness of perceptions of risk in online and digital environ-
ments has brought to the fore discussions of trust in online transactions.
To Stewart et al.,*® trust is a subjective probability calculated by the con-
sumer that the digital transaction will occur as expected, in accordance
with the customer’s prior expectations. Favourable perceptions of behav-
ioural and environmental uncertainty negatively affect perceptions of risk
and may even engender loyalty. There is little disagreement in the literature
that such trust acts as a key antecedent of purchase intentions, across service
contexts, service situations and cultural environments. Therefore, it should
not be surprising that trust is actively nurtured by customer compliance
businesses, and that different types of trust are used by these businesses to
attract and retain customers. Trust, as designed and practised by customer
compliance businesses, is an amalgam of credibility (i.e., sincerity attributed
to one’s partner) and benevolence (lack of motivation for harming one’s
partner). While trust is emphasised by such companies, building upon their
reputation as reliable businesses, lesser importance is accorded to developing
relationship-embedded equity with their customers. Loyalty to businesses
practising customer compliance may be weaker or it could be behavioural



58 THE COMPLIANCE BUSINESS AND ITS CUSTOMERS

only and not attitudinal — loyalty of the ‘spurious’ type described by us
earlier. Customer compliance businesses know and understand their cus-
tomers; they are aware of, and capitalise on, customers’ pervasive search for
bargains and the weakened link between customers and brands that several
commentators have noticed.”® Therefore, loyalty is not necessarily defined
in terms of the strength of customers’ identification and association with
brands or service offers but with respect to customers’ familiarity with pro-
viders and their confidence in the providers’ offers. It seems that it is one’s
familiarity with an offer or a provider that becomes the critical consideration
as far as repatronage in the context of customer compliance is concerned, for
confidence in the security of online transactions with customer compliance
businesses is paramount. Repeat interactions and the resulting familiarity
with such providers, and not loyalty as such, matter to customers, thus reaf-
firming the centrality of perceptions of risk and security” or trustworthi-
ness’? to such service provision.

Had online environments been marked by lesser and fewer privacy and
financial risks, loyalty may have remained as important to customer compli-
ance businesses as it is to traditional, oftline providers in the service contexts
populated by this new breed of companies. However, in light of widespread
and growing perceptions of risk,’* customer compliance businesses capitalise
on consumers’ unwillingness to engage in remote purchases. By building
their reputation as reliable and trusted providers, they become household
names with proven track record of managing successfully customer rela-
tionships and customer data. Unlike some of their competitors, though,
customer compliance businesses aim to affect customers’ confidence in the
abilities and morality of providers, with cognitive type of trust taking pre-
cedence over affective trust,” in line with our conviction of the lesser pro-
pensity of developing long-term loyalty and equity-based relations with such
providers. Trusting behaviour is determined by its rational, not emotional,
components®® and is defined as firm-specific rather than general.

Our conclusion of a partial replacement of ‘loyalty” with ‘familiarity” and
‘trust’, as regards customer compliance businesses, challenges commonplace
expectations about the ingredients of successful service provision and dif-
ferentiation; however, it confirms Mitchell’s?® observation that consumers
‘pre-select’ providers in order to avoid risk, and Szymanski and Hise’s?” con-
clusion that service provision is marked not so much by expectations of rela-
tionship building but financial security. Even if ‘relationships’ exist between
customer compliance businesses and their customers, they are economic
and legal ties which remind readers more of the financial bonds discussed
by Berry?® than the long-term, mutually rewarding relationships based on
equity, trust, communications and involvement described by Gummesson®’
or the symbiotic marketing and emotional intelligence emphasised by
Osarenkhoe.'*® This lesser emphasis on relation-building may also be viewed
as a natural company reaction to growing consumer scepticism,!”! cyni-
cism,!%? and fickleness.
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Chapter summary for managers:

o Customer compliance businesses have reversed power relations between
customers and businesses.

o Such businesses capitalise on customers’ increased search for bargains,
offering lower cost services in return for a certain loss of freedom and self-
determination on the part of customers.

o Relations that customers form with customer compliance businesses are not
marked by loyalty but by perceptions of reduced risk. It seems that it is trust
in customer compliance businesses, and not attitudinal loyalty towards them,
that drives the competitiveness of these companies.

o Where loyalty towards customer compliance businesses exists, it is rational
and behavioural, and not emotional.
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5 Automated Market and
Marketing Research

Key questions in this chapter:

o Does your company undertake formal market and marketing research?

o Do you integrate your call centres and websites in your company’s market
and marketing research efforts?

o Do you undertake data mining and practise automated marketing whereby
data input by customers is used to automatically update pricing, stock
control, placing orders with suppliers and generating real-time management
reports?

5.1 The old and new faces of market and
marketing research

Market and marketing research have both undergone remarkable change
during the last 50 years. Early thinking and practice in both areas were
shaped by the arrival of the research surveys, and more specifically the mail
surveys that guided marketers’ advertising efforts. More recent additions to
the intelligence gathering inventory include correlation analysis, experimen-
tation, the advent of focus groups and motivation analysis, the establish-
ment of research departments and specialised courses teaching these two
subjects. Many current practices of research, data acquisition and analysis
with which we are familiar appeared in the early to mid-twentieth century.
Of interest to this discussion, though, is the boost that market and market-
ing research experienced following the earlier noted shift in marketing from
the production concept to the marketing concept.! The boost that research
experienced back then reflected a move from an internal focus in many com-
panies to a position best described as externally oriented. Research was now
viewed as key to decision-making — it linked business thinking with external
developments.

New developments shook market and marketing research once again, in
the 1980s and 1990s. Turbulent environments, the increased competition
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noted in earlier sections of this book, fast-shifting consumer tastes and
fads have allegedly added pressures to practise customer centricity, rein-
forcing the lead role played by intelligence gathering across sectors and
industry environments. Changes in market conditions altered commonly-
held expectations about, as well as the very nature of, research. Additional
discontinuity was introduced when markets entered, in the 1980s, the
so-called PC technology era.? Unlike their predecessors, researchers and
analysts could use personal computers to gather and analyse data quickly
and more efficiently, and report their findings in real time. The work
of analysts has been facilitated by the birth of a new set of data collec-
tion and analysis tools, including the computer assisted telephone inter-
viewing and computer assisted personal interviewing, used by call-centre
operatives.

In the mid-1990s, information technology continued to transform daily
business. Although initially applied to accounting, IT rapidly affected sales,
marketing and other business functions.?® Analysts identified unexpected
applications of research — database marketing, real-time market research and
database mining, among others. In hindsight, we can clearly distinguish
between the earlier, one-way platforms of research through communication
and the more recent, interactive approaches that have affected operational
and strategic management across sectors. These technologies were to pro-
vide customers with immediate access to companies while also allowing
companies to be in direct contact with their customers. Service providers
could instantly match customer needs with their propositions — increasingly
achieved automatically with the assistance of back-office software.

The growing volume of online trade in the late 1990s and early 2000s
provided companies with additional opportunities to collect, store, anal-
yse and use data. It became a common practice for companies to use their
websites to collect and process information — an increasingly essential
ingredient of their e-marketing practices. Ever lower-cost electronic storage
means that businesses can store large sets of data indefinitely, from which
they can extract and use the information necessary to facilitate decision-
making. The collective memory of customers can be retained, organised,
managed, accessed and used relatively easily and cheaply. Massive amounts
of data are also collected through new channels in both primary research
(online surveys and online tracking) and secondary research (market-
ing databases, URLs, search engines, newsgroups and blogs). Research
costs have been reduced, partly because customers themselves often
provide the data used by companies — as noted earlier in our discussion —
but also due to the reduced amount of paperwork that has to be handled
and the length of time necessary to complete ordering and payment.*
Reporting is real-time, analysis has been enabled by back-office software,
interviewees can be carefully profiled through the system of assembling
panels, and personalised reports fit specific, highly idiosyncratic research
needs.
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Section summary for managers:

o While market and marketing research was traditionally an expensive endeav-
our, modern technologies have reduced research-related costs.

o Technologies have altered the nature, methods and uses of market and
marketing research. Huge amounts and variety of data and knowledge
can be stored and analysed at low cost, deriving rich and up-to-date
understanding of customers’ browsing and purchasing habits, without their
knowledge.

o The growing volume of online and call-centre business has redesigned tradi-
tional supply chains, with customer compliance businesses interacting with
and researching their customers directly.

o Successful customer compliance companies effectively collect and possess
customer data, typically holding such data on one database or on a few, con-
nected databases, thus reducing the costs and increasing the effectiveness
of data mining for purposes of market and marketing research.

5.2 The research practices of customer compliance
businesses

The entrepreneurial businesses practising customer compliance extensively
use database marketing and technological advancements to undertake
research which is then used to make better decisions. It may be expected that
such businesses would share some ‘universal’ research needs and practices
of traditional companies, possibly explaining the scarcity of analysis on this
subject. However, customer compliance businesses seem to have replaced
traditional market and marketing research with new practices worthy of
analysis and copying, as discussed next. All research innovations which are
reviewed below have turned out to be of consequence to the overall strategic
and competitive success of these companies. Among all innovations, real-
time analysis, reduced human intervention, back-oftice software and data-
base marketing appear to be particularly significant as well as promising in
terms of providing opportunities for other businesses to benchmark against
successful customer compliance research practices.

We have clustered the various research innovations in groups, revealing
different traits of customer compliance businesses — discouraging complaints;
research through database marketing; real-time e-marketing research;research
through interactive and network marketing; and ‘bare’ market and market-
ing research. As regards the first ingredient, or aspect, of research (discour-
aging complaints), much of what has traditionally been written about market
and marketing research assumes that interactions with dissatistied customers
and feedback obtained from them are valuable forms of research.® As noted
previously, commentators such as Harari have long supported ardently the
view that complainers may be more valuable to companies than strategic
planners, as the information and advice that they provide are free. Huppertz’
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too notes that complaints help management identify problems with service
provision. Even with respect to some companies that we label customer com-
pliance businesses, academics assume that research carried out by contacting
dissatisfied customers is worth the effort and investment. Low-cost airlines,
for instance, are advised to obtain feedback about their operations from dis-
satisfied customers. Typical is Zaid’s® mentioning a study which concluded
that complaints were an opportunity to improve customer service. Negative
word of mouth, on the other hand, can severely and negatively affect busi-
ness operations and profitability. The conclusion is that companies such as
what we define here as customer compliance businesses should incorporate
in-flight surveys. Similarly Heskett et al.? attribute the success of some air-
lines, which we view as customer compliance businesses, to careful examina-
tion of customer feedback and the design of novel feedback systems.

Contrary to common expectations about research, and as already dis-
cussed by us, the intelligence gathering and analysis value of complaints
appears to be of relatively little use to customer compliance businesses.!
Although the notion of carrying out research through complaint gathering
and processing may be appealing, these companies tend to monitor sales
online and instantly. They use extensive management information systems
and online surveys, and purchase ready analyses at a fraction of the cost of
dealing with complaining customers, many of whom are viewed as a nui-
sance rather than as a source of valuable information. Far from relying on
complaints to uncover weaknesses and faults in service provision, customer
compliance businesses can typically obtain information faster, more cheaply
and more accurately through the analysis of real-time sales and reports on
trends and comparative websites operating in most business areas where this
new compliance model has been introduced. Some types of information
are in fact freely available on the Internet about competitors’ activities in
areas of pricing and product feature decisions, special offers, and marketing
communications.

Customer compliance businesses automate and simplify research by gath-
ering valuable data from websites and knowledge repositories which report
and assess analysis undertaken by research agencies. Surveys, including
the 2004 survey on the airline industry reported by Doganis (2006), have
proved useful to customer compliance businesses operating in this sector.
Such research-related choices reflect the generally growing use of secondary
data and ready reports when addressing marketing research problems, partly
because of the wide availability of free or cheap data over the Internet from
private-sector, public-sector and syndicated sources. Alternatively, companies
tend to combine the data collected in their databases with customer transac-
tion records and secondary data of the type described above. Computer-driven
algorithms linking current demand to current price are also increasingly used
as a form of research. Some low-cost airlines use algorithms to ensure high
load factors and thus maximise profitability. Such techniques appear to be
commonly employed by other customer compliance companies such as eBay
and Amazon, and are widespread in the travel, tourism and leisure sectors.
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Websites have adequate systems for tracking and amending orders and
for returning goods. Importantly, though, there is often no telephone num-
ber provided to complain outside the standardised system available on the
website, the earlier example of Amazon, providing an illustration of such
practices. Where telephone numbers are made available on the company’s
website, the path of finding them is rather obscure — typically not on the
home page, and, in the case of Amazon four clicks away from the home
page. Websites may not be supported by call centres either, or may charge
heavily for their use if they exist, thus deterring not only the escalation of
complaints but also, at times, first-time complaints. Such practices remain
misunderstood by some customers and academics alike; however, it will be
demonstrated how many customers appear to have become compliant and
appreciate such customer compliance systems.

Analysts typically associate the design and use of databases with the work
undertaken by marketing research agencies; however, such databases form the
foundation of the marketing research strategy of many customer compliance
businesses. Our earlier mentioned research with call-centre staff has revealed
that each contact with customers presents an opportunity for the provider to
collect valuable up-to-date customer information. Examples include the pro-
vision of registration information, physical transactions with customers, tele-
phone and online queries. Databases have turned into highly valuable assets
containing information on past interactions, customers’ choices and responses
to company initiatives, customers’ demographics (age, gender, income) and
psychographics (interests, activities, opinions), with all entries providing extra
knowledge about their target markets and needs.!! To some customer compli-
ance businesses at least, the information contained in databases about cus-
tomer demographics, psychographics, behaviours and lifestyle may account for
much of the value of the business and is therefore jealously guarded, since such
information may assist the business in discovering'? and satistying'® wants and
demands, resolving issues of customer defection, and strengthening relation-
ships with existing consumers. Marketing databases have thus turned into a
key tool of intelligence gathering and strategic sense making.

The extensive use of databases and the associated introduction of loyalty
cards has allowed companies like Tesco to ‘stock up’ ‘inside knowledge’ on
consumers.'* Customer compliance businesses can individually profile their
customers, identify precisely their needs, and design marketing offers specifi-
cally targeted at them as individuals, thus also obviating the need for segmen-
tation as traditionally practised. Similarly, banks, and especially the financial
service providers that belong to the set of customer compliance businesses,
hold so much data on individual customers,'® following the amalgamation of
many financial institutions into single holdings, that at least some of them
can write direct mail letters to a small sample of customers and then program
computers to profile the replies against thousands of individual pieces of
information held on a single customer. The same direct mail letter can then be
sent out to matching profiles, based on entries in the company database, pro-
ducing typically a very high response rate and avoiding customer annoyance
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with ‘unk mail’ or ‘spam’ emails. Some customer compliance businesses in
retail have adopted a similar strategy to carry out research and marketing
operations based on the data contained in their extensive databases. They
profile past customer purchases and program their computer systems to offer
the same products to customers perceived by the database as ‘similar’. It is
worthwhile visiting Amazon.com to witness how the system offers ‘Product
B’ to people who also bought ‘Product A’. The company offers its customers
“Today’s Recommendations for You’, ‘New for You’, ‘Coming Soon for You’,
and ‘Customers Who Bought this Item also Bought...” categories. This I'T-
enabled system works effectively. Traditional retailers have always grouped
products, but they cannot match customer profiles as efficiently as done by
these database-driven customer compliance businesses. It is in this manner
that database marketing provides a reliable foundation for the impersonal
but highly effective dialogue of customer compliance businesses with their
customers, through fast collection, storage and processing of necessary infor-
mation on customers’ traits, purchase patterns, preferences, past interactions
and complaints with the provider.

Real-time e-marketing research is a relatively new development in research
practice. It relies upon unique buyer-seller communications, immediate access
to information, and freedom from the limits of traditional, linear, one-way
messages to passive audiences.!® Relations with customers are technology-
mediated, with providers using electronic means to inform, persuade and pro-
mote products or services.”” The objectives of e-marketing are not dissimilar
from those of conventional marketing — to identify and satisfy needs. However,
the means to achieve these objectives are rather distinct. For instance, both
‘pure-click’ businesses and ‘brick and click’ companies treat the company’s
website as a prime opportunity to attract customers and interact with them.'®
The website is a source of valuable data, data mining, and after-sales support?
and is a medium of interacting with people, some of whom may be difficult
to reach when using conventional research methods. However, websites are
used differently and more actively by customer compliance businesses — to
be expected, considering that some foundational e-commerce principles and
e-commerce research principles were invented in the airline industry?® and
by some of the earliest and most successful customer compliance businesses.
Ryanair, Southwest Airlines and easyJet embraced early the new technolo-
gies, in order to cut down costs. They started selling electronic tickets, inno-
vated by using their websites for promotional purposes, and were among the
first to encourage customers to access information online, to register their
preferences and make purchases online. More than 95 per cent of Ryanair’s
business is being booked online.?!

Various customer compliance businesses have come to rely heavily on their
websites to collect information about customers, their preferences, level and
sources of satisfaction, and consequences of dissatisfaction. easyJet applies the
power of e-marketing for its promotional efforts, general communication with
customers (including automated mobile phone text messaging) and informa-
tion gathering. The company recently used the services of DREAMmail, in
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2005, in order to email existing customers and find out which customers
cared to open emails distributed by the airline. Advertising and other types of
marketing communications are frequently implemented online, with the ser-
vice provider carefully monitoring responses to their campaigns. Customers’
reactions to frequent announcements about promotions on such websites —
including visiting websites, browsing through specific sections, purchasing
or non-purchasing of services — are a prime method of gathering information
about them. easyJet’s brand communications manager Andrew Berks argues
that the company is in a good position to track the performance of its mar-
keting campaigns, being assisted by e-marketing developments. It is a system
that delivers the ‘smartest conversion to bookings’.?2

Interactive marketing refers to face-to-face, interpersonal interactions
among individuals for mutual benefit, while network marketing has been
traditionally used to describe relationships among businesses which assist the
co-ordination of business activities.?* With businesses expected to interact
with one another’s systems, physical resources and staft,* network marketing
was primarily applied to the collaborative efforts in business to business mar-
keting. However, interaction marketing and network marketing are increas-
ingly being applied interchangeably and with reference to the relations that
companies establish and develop with customers. Interaction marketing and
network marketing, as practised by customer compliance businesses, rest
primarily on round the clock website accessibility and use. Customers may
re-visit the website at any time, to check for updated information and the lat-
est offers of a customer compliance business. During these visits, they leave
digital trails which allow companies to monitor carefully and record cus-
tomer behaviours. For instance, easyJet uses WebTrends to observe directly
and in real time customers’ actions and, consequently, to make accurate
inferences about their decision-making processes.?® Such information is used
to target customers individually and more effectively.

Although not practised by customer compliance businesses only, online
tracking is an example of how novel research practices can contribute to
the success and competitive advantage of some businesses. Through the use
of cookies and ever more sophisticated databases containing thousands of
pieces of information on hundreds of thousands of customers, company sys-
tems recognise individual customers even before they attempt to log into
their accounts on company websites. Online tracking obviates the need for
traditional-style segmentation, with the individual customer, and not the
‘cluster’ or set of customers, becoming the target. It also reduces the need
for traditional experimentation,®® for providers can carry out market and
marketing research at a fraction of the cost of traditional experimentation
by varying aspects of the marketing mix (such as the pricing, packaging fea-
tures, communications such as sales promotions, discounts and special ofters,
service and warranty features, financing options, etc.) and observing online
the reaction of individual customers as well as their audiences as a whole.
Instantaneous ‘feedback’, in terms of behavioural responses of customers
to changes in marketing mix ingredients manipulated by the provider, can
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be incorporated into swift alterations to packaging, services and experiences
offered to customers in order to reflect current needs and fashions. These
are not the delayed alterations which typically follow traditional, timely and
costly research which relies on gathering, collating and assessing the percep-
tions of disgruntled customers and their self-reports on likely future inten-
tions, rather than actual behaviours.

Online tracking is basically a low cost, highly efficient and effective type of
observation. As such it combines cost effectiveness with all features of obser-
vation as a type of method of data collection which have turned it into such
a prominent form of research in corporate ethnography but also elsewhere.
Thus, rather than surveying or interviewing complainers (who provide the
company with responses about their motivation, feelings, and attitudes and
whose responses may be malicious, tendentious, insincere but may also be
affected by memory effects, self-report problems and personal interpretation
of the questions asked), through online observation such as online tracking,
customer compliance businesses are able to watch what individual custom-
ers actually do, how they react to and interact with offers and products,
through a process of systematic, accurate and objective recording of patterns
of actual behaviours and occurrences. Importantly, online tracking is also a
type of natural observation, and as such does not suffer from shortcomings
of contrived and artificial experimentation and non-natural observation set-
tings. It is also direct in nature, yet it is inconspicuous and can be highly
structured, with the provider deciding when and how to manipulate various
ingredients of its offers, in order to study customers’ reactions.

There have been reports of some opposition on the part of customers to
these new market and marketing research tools. For instance, Alreck and
Settle?” maintain that the ‘public’ is ‘more opposed than hospitable’ to such
merchant practices. In spite of such accounts of alleged resistance, it seems
neither active nor widespread. Alreck and Settle argue that empirical evi-
dence can be presented of ‘substantial reluctance’ of customers to provide
businesses such as the ones studied by us here with information which assists
their automated research practices. We have also come across claims of the
exploitation of consumers, of privacy nightmares and of serious breaches of
ethical standards of behaviour on the part of companies practising online
observation.?® Nonetheless, as will be demonstrated in the penultimate
chapter of this book, a substantial number of customers seem to readily
provide customer compliance businesses with the data required in order to
carry out the activities described above.

We visited easyJet’s website recently, in order to experiment with its inter-
active and research facilities. When initially accessing the website, visitors are
being asked to select their nationality and language by clicking the respective
national flag icons. Once in the website, the visitor realises the degree to
which it is dominated by advertising campaigns, promotions and additional
information on product packages (offering flights, hotels, car hire and other
‘auxiliary’ services — a prime example of link or affiliate marketing). Clicking
on any of these icons provides easyJet with real-time, reliable and objective
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data on the popularity of their latest offers and promotions, customers’ reac-
tions to their advertising campaigns and various service options (including
the selection of specific flights, flexible fare options, purchase of ‘additional’
services, time and date of purchase of the service in advance of the travel date,
or simply browsing through the website prior to the purchase). Additional
but important information on the frequency of customer visits, their brows-
ing and purchase history is easily collected, updated and analysed. This is
largely due to the fact that customer compliance businesses can ‘spy” on their
customers using a number of techniques including the placement of cookies
on customers’ computers. It is in this manner that businesses which have
several sites offering related and complementary products and services — thus
engaging in link or affiliate marketing — know exactly where customers have
been, when and for how long have they visited specific websites, what they
have searched for, looked at and bought. This in turn provides customer
compliance businesses with the necessary data to practise individual market-
ing and micromarketing as part of an interactive, continuing dialogue.

Some research undertaken by customer compliance businesses seems to
be outsourced to their partners. ‘Partners’ here describes neither specialist
research providers, such as research and market intelligence agencies, nor
business partners that are closer along the industry value chains to end con-
sumers and are thus in a better position to collect valuable information on
consumers. With increasing quantities of data freely available online, busi-
nesses have learnt to make use of such data and, where possible, involve
customers in the provision of valuable knowledge about themselves without
the active involvement of the company. An example of such research out-
sourcing to customers is blogging. We will not discuss the matter of blogs
in detail. However, it is noteworthy that blogs are increasingly described as
‘knowledge repositories’ into which companies can ‘tap’ in order to access
the ‘experiences, opinions, and needs’ of their customers.?

Mehta and Sivadas (1995) were among the first to argue that the Internet
may be useful when conducting empirical research, qualitative and ethno-
graphic research in particular. Customer compliance businesses provide
empirical evidence in support of such expectations. As already noted, they
use the Internet as a prime observation tool. Internet community forums as
an information gathering method have remained relatively untapped until
recently.®® Nonetheless, their growth mirrors the evolution in consumer-
to-consumer relationships and attests to their current influence on brand
choice. Consumer-to-consumer relationships which affect customer com-
pliance business operations include online discussion forums, panels, chat
rooms, lists, blogs, boards, virtual communities, online tribes and online
brand communities. As recently demonstrated by Ryanair, which decided
to use Facebook in an attempt to carry out research on its customers, con-
sumer-to-consumer technological solutions can be harnessed by businesses
to gather customers’ views and understand customer experiences about ser-
vice provision and service failure, at a fraction of the cost of personally con-
tacting and even visiting dissatisfied customers. The effect of viral marketing
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is similar — it has proved successful and low cost, obviating the need for
traditional research practices® by relying upon consumer interaction and
engagement focused on social community websites such as Facebook and
Friendster or by designing and building brand sponsored blogs.??

We have observed some customer compliance businesses setting up
so-called company sponsored online forums and discussion panels known
as blogs, prompting discussants to share their views on service provision,
service information and preferences. When customers interact with other
customers and discuss service provision, direct and relevant information can
be obtained. Thus, there is less need to use specialised focus group settings,
as done in traditional research. Similarly, social networks have grown as an
avenue for conducting research, due to their increased popularity among
customers. Customer compliance businesses such as Ryanair and IKEA seem
to have recognised that interactions among customers in online communi-
ties enhance identification with specific brands.

It has been suggested that secondary data may act on its own as a reliable
foundation for research. Only anecdotal evidence exists of customer com-
pliance businesses constructing databases by combining in-house records
and secondary information available from external sources. Although during
start-up customer compliance businesses may use secondary data by pur-
chasing email address lists in order to assess the market that they attempt to
target, established businesses seem to prefer to build and use their own pro-
prietary databases. An example is the previously mentioned practice of using
websites to ask visitors to provide details through the log-in facilities. Some
websites do not even allow access without visitors revealing their identity
and providing details that are added to company databases. Databases are
also being built through the above mentioned link marketing and affiliate
marketing. Affiliate marketing is an established method of obtaining busi-
ness, but it works particularly well for online businesses because the link can
be hidden from the consumer through designing a different Internet page
which backs the same website. For instance, low-cost airlines generate sales
from car hire, hotel booking, insurance, mobile phone services and even
financial services and gambling (e.g., Ryanair bingo). Ryanair seems to have
dropped its attempt to sell utilities, as this service no longer appears on their
website — another interesting example of market research by what we call
trial marketing (trial and error). It is also low-cost research, when compared
to the expense of intelligence gathering through traditional methods such
as test marketing.

In a 2006 article in Travel Trade Gazette, Caroline Baldwin, Ryanair’s
deputy head of Sales and Marketing at the time, noted that the company’s
in-house marketing team of 29 people did not carry out much market
research but used ‘common sense’. We are inclined to view this comment
as further evidence of our thinking. Many customer compliance businesses
seem to have research practices which may be described as bare market and
marketing research, stripped to the basics, relentlessly cost-oriented, yet
highly effective.
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Case in Point — Research, the ‘easy’ way

Back in 2007, easyJet’s brand communications manager Andrew Berks com-
mented: ‘we are now in a much better position to track the performance of
our marketing campaigns, in terms of understanding which Web content
delivers the smartest conversion to bookings, from a low-fares flight to a
holiday deal on our new easyJet holidays site’.3* This had been achieved by
easyJet using Webtrends, in an attempt to investigate and understand better
customer behaviours and decisions and thus target them more effectively.
Webtrends not only integrated the information collected from all of easyJet’s
websites but also brought together activities across websites and provided
company staff with a more complete understanding of web analytics.

Section summary for managers:

o Entrepreneurial customer compliance businesses use database marketing,
Internet and call-centre technologies to continuously carry out market and
marketing research.

o Research through listening to complaints is replaced with data mining and
analysis of databases, real-time e-marketing research, trialling new products
and identifying new market opportunities.

o Customer compliance businesses tend to automate and simplify data gather-
ing and analysis.

5.3 Research innovations and strategic thinking of
customer compliance businesses

The innovations in research through automated marketing are at the heart
of the innovativeness and success of customer compliance businesses. We
have put together all of these innovations in a model (see Figure 5. 1) which
illustrates innovative intelligence-gathering thinking. By taking full advan-
tage of automated marketing and technological developments also available
to their competitors, these companies appear to have inverted long-standing
market and marketing research practices.

In order to make sense of these innovations and their implications for
research and strategic decision-making, we draw attention to the Editorial in
a recent edition of an important practitioner outlet in the UK — Journal of
Direct, Data and Digital Marketing Practice (Vol. 9, No. 4, April-June 2008,
319-20). The Editorial discusses the need to bridge the gap between academic
and practitioner research and knowledge. Although not being the only discus-
sion dedicated to such an important matter, we draw attention to a problem-
atic raised by the Editor. Knowledge, the reader is reminded, ‘is best nurtured
by gradual accumulated building ... or by daring to jettison received wisdom
when it no longer meets changed circumstances’ (p. 397-8). Having analysed
the innovative practices of customer compliance businesses, our feeling is that
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marketing has not recognised and documented adequately important innova-
tions carried out by these companies in areas of data gathering, data analy-
sis and application of data to decision-making. Yet these technology-driven
research innovations have re-written much of what one finds about current
best practice as regards research design, implementation, and evaluation.

Theorists and practitioners studying trends in carrying out and using
research will need to analyse conceptually, empirically and in detail the ways
in which customer compliance businesses have reversed thinking about carry-
ing out research not by contacting dissatistied customers and not by obtain-
ing feedback from them. Such research practices can be explained only to an
extent by a cost reduction mentality. More importantly, they are driven by a
highly distinctive compliance business philosophy and have been enabled by
recently introduced reliable, accurate tools of capturing trends, perceptions,
and behaviours. Instead of relying upon personal contact and one-to-one
methods of data collection, such businesses have embraced database market-
ing and have maximised the use of profiling past, existing and prospective
customers. Applications of online automated marketing approaches to anal-
yse customers and their needs and to build relationships with them should
not be surprising, with website use dramatically increasing® and with ample
data available to researchers through Internet marketing databases, search
engines, and also newsgroups and blogs. All of these technology solutions
and platforms empower managers — they can make decisions quickly while
also saving time and reducing research costs, as done recently by Ryanair
when it decided to use the online survey conducted by SKYTRAX (2008),
and as observed by a minority of commentators.*¢

It should be clear by now that this has been a discussion not only of novel
research practices but also of research which questions fundamentals of mar-
keting philosophies underlying customer centricity. Far from endorsing cus-
tomer centricity and conversations with unhappy and alienated customers,
and contrary to normative calls for practitioners to encourage feedback by
simplifying complaint procedures and minimising perceptions of effort on
the part of complaining customers, customer compliance businesses have
actively sought to discourage complaints and have resorted to research meth-
ods which remove complainers from processes of intelligence gathering.

Chapter summary for managers:

o Customer compliance carries out automated and innovative market and
marketing research, not by listening to and researching complainers but by
viewing them as a nuisance and ignoring them, opting instead for lower-cost
methods of research and analysis.

o Automated research incorporates readily available management data and
information, online cheaper methods of data collection and computer-driven
algorithms or ready analyses.

o The twin features of discouraging complaints and extensive use of real time
e-marketing research are central to the ‘bare’ market and marketing research
undertaken by customer compliance businesses.
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6 Innovations in Business
Model and Strategy

Key questions in this chapter:

o How would you describe the business model of your company?

o Has your business recently revised or updated its business model in response
to moves by your competitors?

o Do your business model and business level strategy take into account latest
technology and communications developments and incorporate these?

o Can you identify promising new value streams and ways of simplifying your
supply chain?

6.1 The concepts of business model and
e-business model

Marketing and strategy scholars have long conceptualised business models,
generating separate and substantial literatures on this subject matter. The
‘business model” concept is very much in vogue, with practitioner and con-
ceptual analyses originating in theories of value chains, value systems and
strategic positioning, resource-based theory,! the notion of Schumpeterian
creative destruction, strategic network theory and transaction costs eco-
nomics,? among others. This is a voluminous, diverse and growing field, in
spite of its late arrival in academic thought® and the lack of consensus about
the meaning of the concept. Definitions of what constitutes and describes
business models most accurately vary, and the concept remains somewhat
unclear.* A business model is also seen at times as a set of related components
and strategies used to generate and grow resources and offer customers good
value. Mitchell and Coles® view it as ‘a way of organizing’ which facilitates
service provision.

There is also a lack of agreement about the ingredients of business mod-
els. Certain practitioners list customer orientation, strategic goals, processes,
collaboration, technology and legal issues. Alternative views incorporate
products and services, actors, roles, information, revenues and benefits.
Dubosson-Torbay, Osterwalder and Pigneur® highlight sources of income,
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resources, collaborative networks, intimacy and brands which facilitate rela-
tions with customers — rather ditferent from Mitchell and Coles’” preference
for a conceptualisation of business models in terms of a series of questions:
‘who’; ‘what’; ‘when’; ‘where’; ‘why’, ‘how’ and ‘how much’, as viewed by
stakeholders. Readers are reminded that great leaders do not ‘simply build’
but ‘continually remodel’ the ways in which their organisations add value
for key stakeholders. Innovations in business models provide companies
with longer-term advantage, unlike the shorter-term eftfects of technological
innovation. Thus, although a fundamental, and foundational, understand-
ing of business models is still to be uncovered and approved, an agreement
has been reached that novelty in business models positively contributes to
firm performance and value creation.® Irrespective of how practitioners
and academics view and define business models, innovation is a consistent
‘design theme’ of business models, notwithstanding differences in theoris-
ing innovation as designed and carried out in terms of ‘conducting trans-
actions’, ‘connecting previously unconnected parties’, ‘linking transaction
participants in new ways’ or ‘designing new transaction mechanisms’.

Recent advances in technology, communications and IT, of which cus-
tomer compliance businesses have also taken advantage, have prompted the
emergence of boundary-spanning forms of management and organising
which have fundamentally reorganised economic exchange. New e-business
models are founded upon a blend of value streams (value propositions of
the company, including reduced product search costs and transaction costs),
revenue streams (revenue generation) and logistical streams (supply chain
designs).” E-business models are rather distinct from more general and tra-
ditional offline business models, with e-businesses relying on the Internet to
buy, sell and serve customers. The short history of thinking about e-business
models suggests that we may be far from the point in theorising time when
the dust settles down and a commonly used term becomes common. At
present, we read about Internet business models,'® B2B business models,!!
electronic commerce business models and e-business models,'? among oth-
ers, adding to the considerable confusion in the area. Similarly, there is a
surplus of classifications of e-business models. Some typologies help dis-
tinguish among models by using variables such as degree of innovation and
functional integration, with some of the ‘types’ discussed being e-shops,
e-procurement, e-auctions, e-malls and virtual communities. A very different
approach seems to have been taken by writers such as Wirtz and Lihotzky"?
who prefer to theorise content-oriented, commerce-oriented, context-
oriented and connection-oriented e-business models. Particularly important
to our line of thinking, though, are suggestions that e-business models with
‘dual core strategies’ (e.g., ‘comparative advantage’ and ‘concentration’) tend
to perform better than those relying upon a single ‘core strategy’.!*

There is also considerable disagreement about what makes some mod-
els successtul — a question which, it seems, will preoccupy thinking in the
practitioner and scholarly communities in the near future. Competitiveness
of Internet business models has been variably attributed to innovative
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entrepreneurship and access to complementary assets through strategic part-
nerships and information sharing. For example, Zott, Amit and Donlevy'®
argue that e-business models create value through efficiency (supply chain
re-design, provision of a vast set of products or services, time savings, trans-
action convenience and the reduction of information asymmetry) and ‘stick-
iness’ (by drawing and retaining customers through rewarding customer
loyalty, personalising offers to customers, building virtual communities and
developing online trust). Although contested in some circles, this frame-
work was further developed in Amit and Zott’s'® study which identified four
sources of value creation: efficiency, complementarities, lock-in and novelty.

Section summary for managers:

o There is a lack of consensus about the nature and elements of business
models, though business models are often described in terms of strategic
goals, processes, collaboration and resources, among others.

o Innovating one’s business model provides the business with longer-term
advantage over its competitors. Therefore, it is novelty more than any
other feature of business models that positively affects value creation and
performance.

o E-business models are described in terms of their value, revenue and logisti-
cal streams. The more successful e-business models seem to rely on dual
core strategies.

6.2 The customer compliance business model

Compared to existing as well as past business models, we view the business
model of the customer compliance businesses as being primarily marked by
innovations in four areas:

Process and partnering;

Use of merchant partners and link marketing;

Flat management structures, cultural openness and democratisation;
Transformational leadership.

W

It is in these four areas that the innovative thinking of customer compli-
ance businesses appears to be most potent and contributing most to their
success and competitiveness. Innovations across the above noted areas also
“fit” well together — there is consistency across them as innovative business
model components, and they also match external conditions across sectors,
with many of the business model innovations being driven by external and
especially technological developments, as explained in preceding sections.
As such, the four areas represent a ‘holistic configuration’ with a consistent
‘theme’ running across areas, which makes this customer compliance busi-
ness model distinct and easily recognisable.
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6.2.1 Processes and partnering

The first business model ingredient combines operational and strategic
considerations, and covers innovations that customer compliance businesses
have introduced in areas of process management and the use of extensive
partnering arrangements. Our thinking is best illustrated with some more
prominent examples, including low-cost airline customer compliance busi-
nesses using secondary and uncongested airports, controlling sales and
administrative costs and employing multi-skilled staff. EasyJet’s business
model is driven by efficiency considerations, with both the founder and
the current management team trying to identify costs which could be
further reduced. Not offering meals during the flight reduces costs, as does
the tendency of this and similar airlines to order a single type of aircraft
and to fly from smaller, uncongested airports such as Luton, Charleroi,
Bergamo, Prestwick and Weeze, helping achieve fast turnarounds. Business
class seats are not being offered either, as part of a ‘no freebies’ mentality,
thus increasing seating capacity and helping achieve frugality with respect
to operations.

Swedish furniture retailer IKEA is another case of a customer compli-
ance business which has invented new operations management practices in
its industry — across areas of retailing, sourcing and logistics. This marks
an attempt to combine lower-cost provision and high levels of customer
service, in addition to various aspects of differentiation such as ‘prosump-
tion’. As a result, the company is recognised for its low prices and innovative
design.

Yet another customer compliance business, Ryanair, has long competed
successfully by forming a series of partnerships, over the years, with busi-
nesses operating across sectors. The company developed an extranet with
its channel partners, in order to manage its wide distribution system more
effectively.!” In 2007, Ryanair signed an agreement with Gavitect AG, allow-
ing this customer compliance business to provide a mobile ticket text service.
Ryanair passengers could now book tickets, with ticketing barcodes sent to
their mobile phones instead of them having to print out and produce paper-
based tickets with barcodes clearly visible and machine readable. According
to the terms of the agreement, Gavitect AG was expected to provide scan-
ners to verify these bar codes. Ryanair passengers could also use the ticket
text website to search for events across the continent. As argued by Santina
Doherty, Ryanair’s Head of Ancillary Revenue, this presented passengers
with an exciting opportunity to do one-stop shopping of flights, hotels,
cultural events such as concerts and live events.'® In 2009, Ryanair was also
the first carrier to offer mobile phone services on board in association with
the on board mobile phone system provider OneAir. This service was tri-
alled on the London-Dublin route, using satellite technology. Although this
experiment ultimately failed, with the service discontinued in March 2010,
the company has not given up its search for providers of identical and similar
services.!” Illustrative is the 2009 contract signed with Cable & Wireless,
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to manage the telecommunication network of the carrier in a deal worth
some €15m.

Ryanair’s collaborations with web analytics companies are not particu-
larly well documented. One instance of such partnering is the agreement
signed with AT Internet, to obtain feedback on, analyse and improve the
use of the company’s website by its customers. This collaboration and the
lessons learnt by Ryanair’s management allowed the business to redesign its
website and its homepage in particular, to drive traffic more effectively to
its ancillary partners, and foster conversion.?® The partnering in question
allegedly provided Ryanair with ‘a 360° view’ of the company, and assisted
operational and strategic management not only on matters of web analytics
but also online intelligence. Key performance indicators were identified and
optimised, data were integrated, CRM was improved, and the company’s
email marketing activities were revisited. Heat maps were generated to deter-
mine the locations of greatest use by customers on Ryanair’s website, allow-
ing management to know what information and services customers looked
up and clicked through. As a result, the number of click points was reduced
and the click trajectory was improved when customers demonstrated eager-
ness to explore or use the ancillary services provided by the company’s part-
ners. A 16 per cent increase in ancillary revenues was reported. AT Internet
also helped Ryanair assess the return on email campaigns launched by the
company by cross-checking PNR (passenger name record) with financial
data. Revenue generation was detailed in this manner, customer behaviours
were optimally tracked, and information was extensively used for strategic
decision-making purposes.

The link marketing activities of customer compliance businesses and their
ability to offer ancillary services optimise offers and improve the direct dia-
logue with customers who are interested in one-stop shopping experiences.
Link marketing hides complex relational networks that such companies
weave in an attempt to offer ever more improved and better services to cus-
tomers. Ryanair has a contractual agreement with Hertz, with Hertz paying
the airline a per-passenger fee. Similar are the arrangements of the airline
with Booking.com, for offering accommodation services. Financial service
provision relies on contracts with MBNA and GE Capital Bank. The list can
go on, and can be extended to other customer compliance businesses. The
important point, though, is that such novel practices and offers would not
be possible without re-defining processes, through partnering and relations
as part of Area 1 innovations of the customer compliance business model.
Commentators frequently remind us of the value of collaborations and part-
nerships as organisational resources and a source of attaining external valu-
able resources.?! The strategic networks that customer compliance businesses
develop with suppliers and other business partners illustrate this importance
of materials, procurement, supply chain management and link marketing
to their business models. By using their partners smartly, opportunities are
generated for rich information flows,*? the delivery of additional revenue at a
minimal cost, and maximum value creation that harnesses in-house data.
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Additional, and considerable, process investments have been carried out
by many customer compliance businesses to automate sorting and stock
management, and speed up purchase and delivery. Amazon, for instance,
generates much revenue from syndicated partners such as Office Depot and
Toys R Us. Its dominance may be partly explained by Amazon’s success in
convincing potential partners of the soundness of the company’s business
model. Consequently, companies such as Office Depot and Toys R Us are
drawn into the Amazon way of thinking which espouses openness above
secretiveness — illustrated by the access that Amazon’s partners have to the
proprietary software and electronic interfaces of the company. Amazon’s
proprietary procurement software and the company’s heavy investment in
systems of automated sorting and real-time market research rely on coordi-
nation with companies like Toys R Us. The software is shared, based on trust
in the Amazon brand. With many of the companies selling through Amazon
also being its direct competitors, Amazon’s is a compelling case of build-
ing advantage by re-thinking traditional competition norms, by enhancing
transparency of transactions, and by simplifying these very transactions.

It should be clear by now that the customer compliance business model
relies on harnessing and combining the resources of one’s business partners
and customers. Such process re-organisation and partnering underlie IKEA’s
highly sophisticated sourcing strategy, focused not only on the control of
costs of raw materials and components but also resting on the view that all
suppliers and the company’s customers are its key stakeholders. It may be
useful to remember that at the time of IKEA’s entry into the European fur-
niture industry, the industry was fragmented and was marked by the promi-
nence of second-hand sales and the passing-over of expensive furniture
items across generations. IKEA’s founder, Ingvar Kamprad, revolutionised
the industry by replacing this model with one of affordable, relatively high
quality, and modern yet simple furniture which would be immediately avail-
able to consumers to pick up and take home. The timely manufacture and
delivery of such furniture items at prices which appeal to younger consum-
ers meant that both production and supply would rest on developing and
nurturing healthy, long-term relations with suppliers in Sweden and, more
recently, in developed and especially developing countries.

We conclude this discussion with a few additional examples of process
re-organisations and partnering. Exemplary is eBay’s alliance with Yahoo in
2005 which was created so that the companies would collaborate in areas of
web and sponsored search, by combining the strengths of the two competi-
tors. Earlier in its history, eBay worked with AOL and GeoCities in order to
achieve its “Triple A’s’ —acquisition, activation and activity. A number of joint
ventures were formed in the late 1990s and early 2000s with Compaq, NEC
and Sun Microsystems. Apart from the aggressive acquisition programme
that eBay has pursued ever since, its partnering and strategic alliance pro-
gramme with other household brands has contributed much to the rapid
growth of the company, allowing it to keep transaction fees under control,
gain access to various sales channels, and enhance its reputation.
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Section summary for managers:

o The business model of customer compliance businesses relies heavily on
partnering arrangements with companies, some of which are even direct
competitors of these businesses.

o A key aspect of partnering is link marketing whereby customers’ clicks
through website links hide complex relational networks and shared commis-
sions across compliance and non-compliance businesses, delivering addi-
tional revenue for these companies at minimal to no cost.

o Customer compliance businesses have developed new types, closer inte-
grated relationships with suppliers and other businesses - syndicated part-
ners sometimes with combined databases.

o Critical to the success of these businesses are the re-defined relations and
processes of working with customers which combine control through compli-
ance as well as substantial benefits to those customers who are willing and
ready to comply with company expectations and procedures.

6.2.2 Use of merchant partners and link marketing

Closely related to the issue of collaboration of customer compliance busi-
nesses with business partners is the above-noted extensive use of link mar-
keting. The primacy, to customer compliance businesses, of link marketing
and collaboration with merchant partners within symbiotic relationships,
is not a new development in the business world. Link marketing, as prac-
tised by customer compliance businesses, rests upon traditional ‘net-
work externalities’ — the more customers and other stakeholders use the
activities of a provider, the greater the value of the service offers of that
provider — long noted by commentators with respect to the advantages
of collaboration. Being designed and implemented in association with
key partners, link marketing is used so that customer compliance busi-
nesses get maximum coverage and contact with customers. Tesco’s suc-
cess is often attributed in part to cross-selling. In a similar fashion, and as
pointed out elsewhere in the book, Ryanair and easyJet collaborate with
car rental companies, hotels, life insurers, and mobile phone companies.
All of these ‘linked’ activities earn companies commissions from selling
additional services to customers. Particularly profitable are Ryanair’s links
with hospitality establishments (hotels and providers of various types of
accommodation including self-catering and campsite holidays), travel ser-
vice providers (car rental companies and cruise holidays companies, among
others), financial and affiliated service providers (credit card providers and
life insurers), communications service providers (mobile phone companies)
and gift and gambling services (which have been withdrawn at the time of
writing this book).

Link marketing and collaborations with merchant partners have turned
the websites of many customer compliance businesses into one-stop shopping
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experiences, ideal for busy customers who constantly seek enhanced trans-
action cost efficiencies by saving search effort and time but also by increas-
ing the total value of an offer simply because bundles of offers end up being
tailor-made and suited to specific momentary individual needs. Therefore,
it should not be surprising that Ryanair’s website alone gets over 600m
page-views per month, making it one of Europe’s largest booking websites.
The mere fact that so many ancillary services are being oftered on such web-
sites also makes it easier for these companies to sell additional services. An
interesting, recent example is a holiday lettings site used by Ryanair to offer
‘guaranteed best price’ of holiday accommodation. Such offers built on the
earlier discussed provision of ancillary services on the part of Ryanair and
the high profitability associated with the provision of such services. The
published accounts suggest that about 22 per cent of the company’s total
operating revenue in 2011 came from such ancillary services (GBP 550m as
estimated by the IdeaWorks, the US-based research group).??

Section summary for managers:

o Customer compliance businesses extensively use link marketing and mer-
chant partnering to extract additional income from their database.

o Link marketing and the use of merchant partners is not new and has been prac-
tised by marketeers even in the nineteenth century; however, link marketing is
now part of an open business model that has redesigned supply chains.

6.2.3 Flat management structures, cultural openness and
democratisation

Commentators have long recognised that innovation thrives in flat, flexible
and decentralised organisational structures.?* Elements of such structures
are uncovered across customer compliance businesses. IKEA’ thinking
emphasises equality, with the company having a limited number of lay-
ers, open plan office layout and informal style of communication.?® There
are only four organisational strata in between the CEO and the checkout
cashiers and warehouse clerks. IKEA’s structure has been described variably,
as ‘democratised’ or as ‘a reverse hierarchy’ where customers and not the top
management are seen as driving the company’s initiatives — a good illustra-
tion of views that organisational structures should rely on, and encourage,
cross-functional cooperation and autonomy.

Similar structural flatness characterises other customer compliance busi-
nesses, even if achieved through different means. Some innovative strategies
and techniques that easyJet’s management has utilised to keep the costs of
operation low and to maintain as flat a structure as possible include the
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minimal use of permanent employees, employment of multi-skilled staff and
extensive outsourcing. EasyJet’s founder, Stelios Haji-loannou, consciously
designed and defended a democratic culture marked by transparency, with
all documents being scanned and available on the company’s website for
employees to refer to and check. At least in the early years following the
establishment of the company, Stelios nurtured an inclusive corporate envi-
ronment, of which the Friday barbecues were a major part. The Culture
Committee of the company consisted of staft elected and assigned a major
role in developing novel company procedures.

We have already referred to Amazon’s culture as open and flexible, but
Devi and Aruna®® also describe it as ‘feel friendly’. Much due to this repu-
tation, Amazon can easily attract talented and versatile people, establish-
ing a sense of belonging and community among its staff. As in the cases
of Ryanair, easyJet and Amazon, it was eBay’s top management and Meg
Whitman in particular who developed a work culture of fun?” — an arche-
typal customer compliance business culture which is entrepreneurial and
which takes pride in its innovative thinking underlying every aspect of its
operation.

Case in Point — IKEA’s organisational culture

IKEA’s is an entrepreneurial organisational culture largely free of the con-
straints of inherited norms and rules. The company prefers to describe itselfin
terms of the values of ‘togetherness’, ‘cost consciousness’; ‘respect’ and ‘sim-
plicity’, signifying the emphasis on ‘partnering with people’ — be it employees
or other stakeholders such as IKEA’s business partners.?® Such company val-
ues are attributed to the ‘character’ of the area in Sweden where the founder,
Kamprad, was born. Here is what IKEA has to say, on its website, about this
‘genetic imprint” when describing the continuity with the Sméland-way of
life: ‘Smaland, where the company’s founder was born and raised, can be
casily identified as the source of our shared values.? Simplicity, humility,
thrift and responsibility are all evident in the lifestyle, attitudes and customs
of the place where IKEA began.”® The company and its founder allegedly
share this penchant for hard work, frugality, self-reliance and egalitarianism.
Company employees still remember how the founder used to shake hands
with them, though not in the spotlights of TV cameras as we so frequently
witness when reading the business press or watching a TV programme about
high-profile visits of company CEOs to business facilities. The informality
and common sense approach to running IKEA are reflected in the layout
and daily running of company offices. There appear to exist certain casu-
alness and ‘humility before the task’?! Personal titles are reported to be
absent on business cards, and managers are encouraged not to display signs
of prosperity or conspicuous consumption. As far as we are aware, IKEA
has not given up on the tradition of organising an ‘Anti-bureaucratic Week’
during which managers go to the shop floor and carry out ordinary tasks
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typically entrusted on front-line and back office employees. Personal respon-
sibility is highly valued, as is initiative taking, including the soliciting of the
views of staff for improvements in operations and other business functions
(the famous ‘Express Yourself” programme comes to mind).*> Employees,
irrespective of their position, keep on being referred to as ‘co-workers’,
and managers and lower level staff share common premises, addressing one
another rather informally.®?

The vigour and vitality of such cultures partly rests on faithfully implement-
ing the values and vision of the founder-entrepreneur. IKEA is frequently
equated with its founder’s work ethic. Similarly, Ryanair’s culture appears
to have been profoundly shaped by, and centred on, O’Leary’s challenges to
the norms and conventions and his belief that the company is a ‘champion’
of the people. Kelleher of Southwest airlines is the archetypal creator of this
type of culture. His staff treat him as a ‘cult leader’ rather than a ‘captain of
industry’.** The managers at the top of many customer compliance businesses
appear to be very different from the salaried managers of big companies and
tend to create cultures which may be difficult to replicate®® due to their
dependence upon collective processes within unique organisational settings
created by such entrepreneurial figures. The cultures of successful customer
compliance businesses are uninhibited by path-dependent thinking which
one often finds among their incumbent rivals. This type of culture has been
credited with higher level learning based on expertise, self-development and
creativity. Indeed, it may prove difficult to compete against a culture such as
IKEA’s, marked by democratic design, responsibility and a thorough Code
of conduct (the IWAY).

Section summary for managers:

o Customer compliance businesses tend to have flat management structures,
sometimes incorporating no more than three levels of operations and deci-
sion making.

o Cultures of these businesses seem to be rather democratic and are marked
by transparency, with substantial company information available to custom-
ers and employees.

6.2.4 Transformational leadership

The key input of entrepreneurs to customer compliance operations has
already been outlined; however, the discussion has not properly covered
‘transformational leadership’ and its place in the overall design and imple-
mentation of the cultures of customer compliance businesses as exemplary
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of ‘market-driving cultures’.?® Transformational men and women are found
at the helm of quite a few customer compliance businesses. IKEA’s founder
has been characterised as a ‘role model” of the company’s ‘brand values’,
including its ‘simpleness’.®” He has been credited with challenging tradi-
tional practices in the sector. The company allegedly still remains ‘inspired’
by him, although it is no longer the modest organisation that he established
so long ago. IKEA employees are often described as exhibiting ‘a near reli-
gious adherence’ to the practices institutionalised by him. This type of
leadership appears to profoundly motivate organisational members towards
realising a shared vision. Transformational leadership is also responsible for
infusing the aspirations and values of the entrepreneur-founder by actively
shaping the outline of a culture appropriate for such growth-focused organ-
isations. Transformational leadership appears to be particularly appropri-
ate for businesses which are uninhibited by past resource and planning
directions.

While incumbents across the sectors where customer compliance busi-
nesses have appeared and prospered aspire to emulate such transforma-
tional leadership, they are frequently led by senior ‘professional managers’
who focus on short-term and moderate growth targets.®® Successfully emu-
lating the cultures of customer compliance businesses has proved a tricky
task for traditional businesses even though, having set the parameters of
such cultures, it becomes obvious that there is nothing conceptually and
qualitatively new and unexplored or unexplained that such companies do
so well. Rather, these ‘cultures of excellence’ are not so much marked by
cleverness but by their ability to help create and maintain organisational
processes, functions and routines which exceed the efficiency and effec-
tiveness of those of their rivals.®® The innovative organisations that we
analyse successfully erect cultures of constant innovation, ‘energy’ and
‘commitment’ enabled and driven by charismatic leaders who often also
happen to be founders, with a clear and novel agenda. The intensity of
the vision is contagious, drawing and attracting others rather than forcing
them to accept it.

The founder-entrepreneurs represent valuable and inimitable resources
and capabilities. They are not only strategic leaders but also, at times,
colourful or controversial personalities. Think of O’Leary. His signature
comments have been extensively reported, commented upon, and analysed.
He has been described as a manager who ‘loves to float outrageous trial
balloons’** Some examples of such behaviour, which may be seen as rather
outlandish, can be seen on several Youtube videos, where Ryanair’s CEO is
heard to suggest, during press conferences, ‘to close immediately the avia-
tion regulator’s office’, referring to them as ‘useless idiots’.*! During another
press conference, while announcing the new Trans-Atlantic service to be
offered by Ryanair, O’Leary describes the new offer as ‘beds and blowjobs’.*?
The innovativeness in thinking of such founder-entrepreneurs and their
ability to recognise, nurture and harness unique company resources are hard
to replicate.
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Section summary for managers:

o Customer compliance businesses are often entrepreneurial companies which
are recent arrivals to the sectors where they operate. In many cases, their
founders are still running the business or are involved in a supervisory role.

o The managers who founded and run these businesses seem to be transfor-
mational leaders with management styles in sharp contrast to the styles of
the salaried career managers running traditional businesses that are the
direct competitors of customer compliance companies.

o Managers of customer compliance businesses are driven by the intensity of
their vision which is contagious and attracts others.

o They are often outspoken, colourful and controversial personalities who seek
publicity, especially if it benefits their companies.

6.3 Strength and competitiveness of the customer
compliance business model

The starting point of the book was the unprecedented success and growth of
customer compliance businesses across sectors. Many have become household
names and are strong, valued brands. In the mid 1990s, eBay reported stag-
gering growth rates, sometimes reaching 70 per cent monthly growth. With
such figures in hand, it was not surprising when the company announced over
150 million registered users by the second quarter of 2005. EBay’s gross mer-
chandise volume increased by 17 per cent in 2006, to USD 12.6 bn. Over 250
million people had traded using eBay from 1995 to 2003.** During the second
quarter of 2006 alone, eBay boasted adding 10m new customers to its data-
bases.** Similarly, from its IPO in 1997, Amazon has defied analysts’ expecta-
tions that it would not be able to compete successfully against Barnes & Noble
and other retailers. Only two years after the IPO, its market value had exceeded
the combined value of Barnes & Noble and Borders. In 1995 Amazon had only
11 employees; by 1999 the figure was 2,100, while in 2012 they had more than
56,000 employees.*® Another customer compliance business analysed here,
IKEA, has become the world’s largest designer and retailer of furniture. Today,
the company operates more than 160 stores. It has been consistently ranked
by Business Week and BrandChannel among the strongest global brands and
those brands enjoying the highest levels of customer awareness. Commentators
claim that the company ‘has succeeded over the last twenty five years to do
what no furniture distributor has ever attempted: to become a global player
in an industry considered by nature to be local’#® Last but not least, casyJet
operated a fleet of six Boeing 727-300’s in early 1998. By the following year,
the fleet had trebled and the number of routes — more than doubled. The sus-
tained success that followed was evidenced by consistent growth indicators. In
2002, the company signed a contract with Airbus to deliver 120 aircraft to
the company. Another milestone in this relentless trajectory of growth was the
announcement in July 2002 that the company had served for the first time
1 million passengers in a single month.*” By 2007, the company was a proud
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owner of 137 aircraft in total. Just like its customer compliance rival Ryanair,
easyJet boasts strong sales and profitability.

Sustainable competitive advantage can originate in operational effectiveness
(doing what one’s competitors do, but better) or strategic positioning (deliver-
ing unique value to customers by doing things differently from one’s competi-
tors). As regards strategic positioning — the area where customer compliance
businesses have innovated most, and contrary to common perceptions in the
literature of the centrality of operational effectiveness — commentators suggest
that the companies that we refer to as customer compliance businesses operate
on the basis of cost leadership alone.*® Such analysts seem to misunderstand the
service focus and differentiation of customer compliance businesses as a cur-
rent, highly successtul example of ‘hybrid™* and ‘market driving™® companies.
They flourish by combining cost leadership, differentiation (a combination of
superior customer responsiveness, innovation, and quality) and focus (target-
ing carefully their messages to specific individuals through automated software
systems). They have forcefully emerged into prominence and dominance in
their sectors, either in their role of ‘high growth start-ups’ or ‘revolutionaries’.

It is also clear that customer compliance businesses share some of the
traits of disruptive e-business models, with their key distinguishing fea-
ture being service provision. As with other e-business models,*! the cus-
tomer compliance business model relies both on “critical incidents’, as much
as offline businesses do,* and customer involvement in co-production.
However, as already discussed elsewhere in this book, these companies have
inverted the norms governing ‘critical incidents’ in areas of complaint man-
agement and service recovery. This is the unifying ‘design theme’?® of their
business model identified by us. It is also the ‘design theme’ emphasised
most throughout the book. Referring to Figure 6.1, the innovations that
are part of the customer compliance business model are a ‘blend’ of value
streams, revenue streams and logistical streams, illustrating the possibility of
competitive advantage by adopting e-business models with dual core strate-
gies which combine cost leadership and differentiation, and which continue
to be successful even during the current economic downturn, at a time when
many other companies have either not grown or have contracted.

Chapter summary for managers:

o Customer compliance businesses have grown dramatically in the past
decade.

o Thanks to innovative business models, these companies appear to have
achieved competitive advantage over traditional businesses across a num-
ber of sectors.

o The business level strategies of customer compliance businesses are hybrid -
a combination of cost leadership and differentiation, with focus, and not solely
cost leadership as suggested by some commentators.

o Although not defined as customer centric, in the traditional sense of this term,
customer compliance businesses effectively meet customer needs through
innovation, quality and value for money service.
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7 Reactions to Customer
Compliance Businesses

Key questions in this chapter:

o Do you really know what your customers think about your company, including
its ethics and social responsibility?

o Have you measured the effect of customer ratings, blogs and online criticism
on your businesses?

o Do you think that corporate reputation and negative media coverage can
undermine your brand?

o Do you feel that pleasing complaining customers represents value for money
for your company and that addressing all their concerns will positively affect
the financial position of your business?

7.1 Corporate reputation, media coverage and
word of mouth

Social accountability and ethics seem to be two concepts which figure prom-
inently on the radar of most companies these days. Practitioners are often
warned that failure on the part of businesses to recognise the significance of
accountability and meet ethical requirements would generate adverse media
coverage and customer backlash. This gradual though dramatic change in
expectations towards private-sector businesses has been at times attributed
to consumers’ sensitisation to controversial issues, ethical standards of cor-
porate behaviour and growing reports of private sector abuses. One does not
need to carry out extensive search on news items or analyses articles to come
across stories about ‘irresponsible managers’ and ‘greedy bankers’ — a rather
fashionable topic, following the credit crunch which started in the USA in
2008 and spread to the rest of the world. Just as ‘ethics’, ‘social responsibility’
and ‘stakeholder management’, notions of ‘word of mouth’ (and ‘word of
mouse’ (WoM)) have been extensively reported and assessed across contexts,
through consumer behaviour, services marketing, relationship marketing,
marketing communication and strategy lenses.

One of the most fruitful traditions in accountability, corporate ethics,
managerial morality and organisational reputation has also supplied some

E. Kasabov et al., The Compliance Business and Irs Customers
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of the fundamental questions and challenges about service provision that
this book attempts to tackle — service failure, service recovery and complaint
management. It has already been noted that scholars working in this area
have long claimed that, following the experience of a service defect, the pro-
vider should attempt to mitigate the negative effect of the failure by compensat-
ing, empathising or apologising to the affected customer.! If the customer feels
disappointed with the response of the company, its procedures of dealing with
complaints, or the approach and attitude of front-line staft'in charge of making
amends, the customer’s negative evaluation may be reaffirmed, possibly result-
ing in an exit and his or her sharing the experience with friends, colleagues, and
family member.

An acceptable and desirable scenario, to most academics working in areas
of services and relationship marketing, is for the customer to feel a distinct
sense of satisfaction with the response and the post-failure actions of the pro-
vider. According to this scenario, the customer may hopefully form positive
post-recovery evaluations of the provider, the service and the service recov-
ery process and outcome. Loyal customers are supposedly less motivated to
search for alternative products and services and are less likely to feel attracted
by the communication messages and persuasion attempts of rival brands,?
even if they have experienced service defects and unsatisfactory incidents of
‘difficult’ interaction with company staff at some point in the past. To Wirtz
and Mattila,? satistied and loyal customers act as ‘facilitators’. They generate
positive word of mouth, and tend to share their experiences with companies,
products, service offers and brands to which they feel attached. Therefore,
we can confidently conclude that a significant majority of researchers in ser-
vices marketing view secondary satisfaction as a powerful stimulus for future
purchase intentions and re-patronage on the part of customers as well as
their readiness to share such ‘good news’ with members of their close social
circles. To some academics, this is precisely the type of customer loyalty
which affects longer-term competitive advantage of companies.*

Analyses of corporate accountability, ethics, reputation, word of mouth
and their effect on re-patronage, competitive advantage and company prof-
itability have proliferated in digital marketing and e-marketing as well.
Electronic word of mouth is defined in very similar terms, as ‘any positive
or negative statement made by potential, actual, or former customers about
a product or company, which is made available to a multitude of people
and institutions via the Internet’® The impact of this so-called e-WoM is
explained by the propensity of consumers to socially connect, interact with,
and primarily get influenced by other consumers who are members of online
communities and tribes of like-minded people. Mostly for the same reasons
as in the offline environment, when we act as members of such communi-
ties, we also seek advice and use other members as sources of information.®
In an environment where the consumer cannot touch and experience the
product or service and where financial, social and physical risks multiply,
information from a trusted source appears to be highly prized and sought.
As Hennig-Thurau et al.” rightly point out, online opportunities for seeking



90 THE COMPLIANCE BUSINESS AND ITS CUSTOMERS

and obtaining advice are potentially limitless. Consequently, as in the offline
environment,® the effectiveness of WoM (or rather, e-WoM) is at least partly
a product of one’s strength of social ties. It is unnecessary to suggest that
strong relationships are considerably more influential in terms of the effect
they have and, consequently, the e-WoM they generate. The specific tech-
niques and tools used to transmit recommendations and views — such as
blogs, web-based discussion forums, social networking sites, chat rooms,
websites, communities, newsgroups or emails — are not that critical. More
significant is the alleged role that they play in maintaining or destroying
company fortunes.

Similarly, more recent contributions to the marketing communications
literature have increasingly placed the emphasis, in terms of the influence
and effectiveness of informing or persuading audiences, on the use of more
informal channels to communicate messages. Recognition of the significance
of WoM is certainly not a new feature of this or any other stream of market-
ing research. Communication theorists and practitioners have long identified
the effectiveness of WoM-based communications due to customers’ percep-
tions of WoM credibility and reliability. Word of mouth is allegedly free from
corporate interests, intervention and manipulation.” In the case of reference
groups, though, the effectiveness of the advice received through WoM is
predicated on the perceived trustworthiness of the source but also to the
(perceived) expertise of the source. It is more likely that the consumer would
approach the information provided by important others with greater confi-
dence, based on one’s conviction that the information sender is providing not
only unbiased but also accurate, complete and up-to-date information.

Section summary for managers:

o Practitioners are frequently warned, by academics and social commentators,
that failure to observe expectations of accountability and meeting the ethical
expectations of their customers and the general public would generate nega-
tive media coverage and negative customer perceptions.

o Expectations about corporate ethics, morality and responsible behaviour
dictate that service failures should be addressed in a timely and satisfactory
manner, pleasing affected customers.

7.2 The negative reaction to customer compliance
businesses in the media

Most of the companies that are being discussed here have been involved in
controversy at some point in their recent history and have been subjected
to unwelcome scrutiny and attention on the part of the general or business
press. Some of IKEA’s suppliers in less-developed countries such as India
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have been found to use child labour. The company also acknowledged that
some of its timber and furniture suppliers had been implicated in illegal
logging, thus questioning the green credentials of the company and its
code of conduct. It should be pointed out that the 2007 admittance of
improper practices within IKEA’s business network followed revelations
about such practices published by the BBC and commentators, following
lengthy investigations of illegal logging practices and deforestation pre-
ceded by similar reports in the late 1990s and early 2000s.!° The company
had taken pride in its policies of ecological and community responsibility,
best captured in the slogan that the low price of the products and services
offered in the IKEA retail outlets had not been produced or delivered ‘at
any price’. IKEA’s own investigation, which followed the incident and the
widespread negative media publicity, revealed some falsification of docu-
mentation on the part of the company’s suppliers in China. This was an
important outcome of the company’s own investigation, as IKEA had pre-
viously relied on its partners to submit inspection reports about internal
practices. Subsequent revelations followed with respect to poor working
practices and conditions in some of the company’s Indian textiles and rugs
suppliers. In its defence, the retailer noted that much of the production
of such items took place in family homes, making control and inspection
rather difficult to implement.!!

IKEA had been plagued by equally grave and potentially destructive
PR disasters a decade earlier. At the time, it seemed that the company
had managed to rebuild a strong stakeholder responsibility agenda. In
1998, following allegations about poor working conditions prevalent on
premises of Indian suppliers, IKEA had seemingly settled the matter by
signing an agreement. A group had been formed to monitor work condi-
tions. Three years later, the company had introduced its famous Code
of Conduct,'? clearly stipulating standards of acceptable work conditions
and rules about employment as well as the use of child labour. IKEA had
made available assistance to women working in its Indian supply outlets.
In order to repair its image, the company had also started an initiative of
founding ‘bridge schools’ for those children employed by the company’s
suppliers, and had been actively involved in providing micro credit to
women.!?

Past and more recent allegations have repeatedly forced the company to
defend its record, with a number of press releases and considerable informa-
tion on the company’s philosophy and practices posted on its website. This
is what IKEA has to say in its defence, on its website:

Child labor does exist in countries where IKEA products are manufactured, but
IKEA does not accept child labor at its suppliers or their sub-contractors. IKEA
works actively to prevent child labor. We base our work on the United Nations
Convention on the Rights of the Child (1989), which defines the basic principle
of always putting the best interests of the child first. The work IKEA does in this
regard is also based on the International Labor Organisation (ILO) Convention



92 THE COMPLIANCE BUSINESS AND ITS CUSTOMERS

number 138 (1973) concerning minimum working ages, and the ILO Convention
number 182 (1999) concerning the worst forms of child labor.!*

In order to defend its credentials as a business committed to social respon-
sibility, the company has been recently publicising ‘“The IKEA Way on
Preventing Child Labor’. Past practices of suppliers submitting documenta-
tion on internal management had been replaced with an independent moni-
toring undertaken by KPMG to ensure compliance with and adherence to
this ‘IKEA Way’. In order to communicate its philosophy more effectively
to suppliers and other business partners, but also to understand better the
concerns and realities of production and management that its suppliers in
less developed countries faced, IKEA had also initiated a series of work-
shops involving suppliers. In case of non-compliance being detected by the
company, IKEA was to enforce its ‘corrective action plan’ by working with
the business partner to amend reported transgressions. Termination of a
relationship, even with a long-term supplier, was now made possible if cor-
rective action was not taken on the part of a supplier or if IKEA felt that any
changes introduced were of inadequate level or quality.'®

The opening of new IKEA stores is frequently followed by newspaper sto-
ries of long queues, stampedes, injuries and even deaths. Such incidents were
documented by the process following the opening of some of the company’s
stores in the USA, after IKEA had organised in-store sleep sessions. The
opening of the Edmonton store in North London in early 2005 attracted a
crowd of 6,000 eager shoppers waiting for the promised substantial opening
discounts which were to last for the first three working hours on that day.'®
Not surprisingly, the store opening resembled a river torrent in early spring,
when watched on TV later that night. Enthusiastic Londoners elbowed their
way into the store and engaged in queue-jumping to beat near competitors.
Customers who had been queuing for hours for prized products could be
seen charging the doors of the outlet, injuring other shoppers in the process
of doing so0."” This specitic opening was not marred by fatalities — unlike the
store opening in Saudi Arabia the previous year when three customers were
literally crushed to death.’® ‘Crush chaos at Ikea store opening,” the BBC
announced on 10 February 2005, in its commentary on the opening of the
Edmonton store. When interviewed, as reported by the BBC, the Tottenham
MP, David Lammy, attacked the company’s approach to store openings by
arguing that ‘IKEA must have known that in opening the store next to the
second most deprived constituency in London and by leafleting the area
about knock down bargains for those who arrived first, people would flock
to their store in large numbers’.!” The CNN headline read ‘Stampede Mars
IKEA London Opening’,?® while The Sun exclaimed ‘Riot at New IKEA
Store’, adding below the headline that ‘Cops battled to stop a RIOT last
night at the opening of an IKEA furniture store’.?!

More recently, bribery allegations involving senior company managers
have also contributed to the growing volume of bad press involving IKEA.?
In 2010, the New York Times published an article on the dismissal of two
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senior company executives in Russia, following revelations that they had been
implicated in ‘allowing’ a contractor to pay a bribe.?* The executives were
Per Kaufmann, IKEA’s director for Eastern Europe, and Stefan Gross, the
company’s director shopping mall business in Russia. Although corruption
of this type is common business practice in Russia, the newspaper reminded
its readers, these revelations were damaging to a company which had long
been at the vanguard of campaigning against governmental corruption.
Interestingly, Per Kaufmann had previously issued a statement reiterating
IKEA’s firm stance on corruption in Russia and announcing the possibility
of the company suspending future investments in that country. Following
the New York Times’s revelations, IKEA’s CEO expressed his ‘deep upset’
and ‘disappointment’ in a company statement, and the company promised
to open an investigation of its operations in Russia.

The stories described so far should not surprise the readers. Any business
of the size and influence of IKEA is likely to be subject to systematic scrutiny
on the part of industry analysts, general commentators, investigative journal-
ists and customers. However, the number of human resource management-
related criticisms, the stories of operational weaknesses, and the magnitude of
customer dissatisfaction as evidenced in negative viral marketing are compel-
ling. From the company’s perspective, the proliferation and growing aggres-
sion of blogs should be disconcerting — if marketing theory about corporate
accountability, ethics and reputation is correct in its predictions. During a
rather casual, 30 minute search of the Internet alone, the authors of this
book came across and recorded in excess of 40 blogs, including ‘TkeaAttack’,
‘I hate Ikea’ on Facebook, ‘Retail torture — Swedish style, ‘Why I hate ITkea’,
‘I hate Tkea’ on mySpace, and numerous videos uploaded on Youtube to this
effect. Furthermore, some of these blogs seemed to attract considerable con-
sumer attention and involvement, with certain blog entries boasting close to
or exceeding 3,000 opinions. Many marketing academics would conclude
that such websites and postings, when combined with the speed of online
communication and the spread of news these days, could severely and even
irreparably damage the image and reputation of a multinational .?*

Moving away from the above examples involving IKEA, the presentation
of customer compliance businesses more generally in national media may be
seen as a cause for concern. The soundness of easyJet’s decision to take place
in the earlier mentioned As#r/ine TV series had been questioned, especially at
the start of the series, by many industry analysts and academics. Although the
series has turned into a piece of highly successful marketing communications
for the company, more challenging incidents involved negative publicity about
overbooked flights, flight cancellations and resulting customer inconvenience
and re-booking at short notice. The extent and frequency of negative coverage
of easyJet, though, pales into insignificance when compared to the number
of stories about Ryanair.?® Examples include newspaper pieces and analyses in
the press and in academic outlets following publicity stunts involving Michael
O’Leary such as his 2003 heading an ‘army’ of staff and a World War II tank
to Luton airport with the intention to ‘liberate’ easyJet’s customers from the
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allegedly high prices paid by them. The company’s controversial advertise-
ments have been the subject of careful scrutiny and attention, not only on the
part of the company’s competitors. Ryanair has been described as a company
that is ‘no stranger to controversy’,?® and these concern not only service-related
aspects of its operation?” but also adverts.”® No aspect of Ryanair’s operation
has been left not scrutinised and criticised over the past decade or so.

Telling is BBC’s Panorama programme on Ryanair, aired on 12 October
2009. Jeremy Vine, Panorama’s presenter, introduced the company as the
‘airline we love to hate’. The programme’s team made a number of allegations
about the company, including doing business on its own terms, cutting ser-
vices that customers demanded, facing consistent problems with its corporate
website (including its ‘poor design’), the liability of a rude and objectionable
CEO and the fact that customers had to use their own resources to obtain the
service. One interviewee, Gary Davies, Professor of Corporate Reputation at
Manchester Business School, argued that customers felt cheated if they were
made to pay for a bag that was not checked online. You as a customer are
fined if you do not do what Ryanair wants you to do, Davies noted, adding
towards the end of the interview that the company should ‘watch out’ for
signs of reduced trust in its business proposition. This BBC coverage is similar
to the negative comments on and analyses about Ryanair’s payment policy,?
its “free flights’,*® and the allegedly lowly place of the company in ethics rank-
ings?! as well as of other customer compliance businesses such as IKEA on the
blogosphere where one finds numerous websites dedicated to such ‘consumer
activism’, including dedicated Facebook groups. The questions that we will
attempt to answer later in this chapter are whether negative publicity really
affects the performance of customer compliance businesses and, consequently,
whether publicity matters at the end of the day. First, though, we look at the
negative reaction to customer compliance businesses in academic writings.

Section summary for managers:

o Customer compliance businesses have been criticised by media, social com-
mentators and academics for ignoring complainers and behaving unethically.

o Commentators and many academics seem to misunderstand the fundamen-
tals of customer compliance, with difficult and costly complainers ignored
and customers defined as ‘good’ being rewarded for not causing complica-
tions and thus adding to the cost of running these businesses.

o In spite of negative media coverage and criticisms, customers continue to buy
the products and services offered by customer compliance businesses.

o Far from hiding the principles of their operation, many customer compli-
ance businesses actually publicise their compliance procedures and seek to
explain the logic of consequences of these procedures, including benefits to
their customers.

o Therefore, ‘educating’ customers and the general public about principles of
compliance is a prime objective of the communication strategies of these
businesses.
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7.3 Negative reaction in academia to, and
misunderstanding of, customer compliance principles

Similar to the negative media coverage of customer compliance businesses
is the significant misunderstanding of the principles of operation, and out-
comes, of customer compliance in certain sections of marketing academia.
Customer compliance businesses operating in air transportation in par-
ticular have been the target of considerable criticism, masking a lack of
appreciation of the innovativeness of management and marketing thinking
which continues to influence the design and implementation of the tools
discussed in earlier chapters. Exemplary of such what we view as errone-
ous treatment and analysis is a recent blog on Harvard Business Review’s
website, where Taylor (2009) quotes an earlier article on Ryanair in The
Economist, accusing the company of a lack of consideration for its custom-
ers. To Taylor and many other academics, businesses practising what we
refer to as customer compliance ignore customer needs and do not follow
up complaints and customers’ requirements. Here is what one finds, fol-
lowing a description of some of strengths of the company and its brand:
‘Ryanair has become a byword for appalling customer service, misleading
advertising claims and jeering rudeness towards anyone or anything that
gets in the way’. Following Creaton’s® line of argument, it is safe to say
that this particular company’s proposition is frequently confused and that
it remains misconstrued. The airline tends to be described as cheap and
nasty, with the focus typically being on the second of the two adjectives.
Rather simplistic, for instance, is Binggeli and Pompeo’s* assessment of
Ryanair’s approach as low cost and their view that the Ryanair customer
is a bargainer and a low yield individual who would not have flown other-
wise. Misconstrued analyses, evaluations and subsequent recommendations
to customer compliance businesses are unlikely to influence the thinking of
the management of these companies. Attempts on the part of academics to
force customer compliance businesses to behave like traditional companies
are thus likely to meet a similar fate as suggestions to Ryanair’s O’Leary
to ‘re-brand’ his company. O’Leary’s reaction to such recommendations
was simple and resolute: ‘We have no intention of changing the brand or
redesigning the image or the rest of that old nonsense. In my thirteen years
at this company, Aer Lingus has changed its branding three times, British
Airways has changed it three times, we’ve changed it not once, and the
virtue of what we’ve done has been proven.”?*

Rather than suggesting a re-orientation in the thinking of managers of cus-
tomer compliance businesses, we draw attention to Stalk and Lachenauer’s®
concept of ‘hardball management’” and Boru’s® assessment of the success of
companies such as Wal-Mart, Dell, Microsoft, Toyota and Ryanair, ‘predicated
on the take-no-prisoners ethos’ and ‘five forget-me-not fundamentals: focus
relentlessly on competitive advantage (i.e. aim for constant improvement), strive
for extreme competitive advantage (widen the performance gap), avoid attacking
directly (sneaky does it), exploit people’s will to win (maintain a war footing) and
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know the caution zone (keep it legal)’ (p. 45). Stalk and Lachenauer’s ‘hardball
management” approach which is not about ‘cruelty’ — for ‘hardball’ is ‘tough’
but it is ‘not sadistic’ — goes a long way in presenting aspects of thinking of top
management in what we label customer compliance businesses, for the stance of
companies like Ryanair reveals a company philosophy of the business world as a
terrain where only the most disruptive strategic innovators® survive.

Section summary for managers:

o Some academics appear to be confused about the customer compliance
business proposition.

o Certain academics seem to attempt to ‘force’ customer compliance busi-
nesses to behave in the way traditional businesses do, ignoring the fact that
customer satisfaction underpins the rapid growth and profitability of cus-
tomer compliance businesses.

o Customer compliance businesses focus relentlessly on achieving and sus-
taining their competitive advantage, seeking and implementing novel ways
of delivering value and often meeting customer needs better than their
competitors.

7.4 The customers’ views and reactions

In spite of negative attitudes and critical analyses in the general press and in
academia, customer compliance companies have consistently fought back,
publicising statistics demonstrating the high level of customer service pro-
vided by them. Considering that Ryanair views itself as a company that
operates in the transport business — with the aim of transporting customers
between points A and B on short-haul routes — it fares better than its legacy
rivals on all important, tangible aspects of service provision, as exhibited in
Table 7.1. The statistics suggest superior punctuality, fewer pieces of lost
baggage and higher rates of completions than the select few incumbents in
the industry shown on the table. Ryanair, it seems, is more reliable, in terms
of the consistency of the core service provided by it. Even if the figures
presented below are challenged since they have been generated internally by
the company, the differences between Ryanair and traditional incumbents
operating in the sector are exposed in independent rankings, such as that
produced by Barrett.®® Thus, one may argue that stories of weaker service
provision downplay evidence of service improvements on the part of cus-
tomer compliance businesses, including the relentless use of technology to
invent creative ways of providing new services or services in novel ways so
that to fulfil both existing and unmet customer needs and desires.
Ryanair’s management have been particularly upfront about their view
of unwelcome publicity and negative comments on various aspects of their
operations. Rather than relying upon rumour, objective facts should be
used to evaluate the services of customer compliance businesses. Ryanair,
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Table 7.1 Service quality indicators of Ryanair against legacy airlines

Airline Bags % Average Average Over 1
mishandled | completions, | Delay (mins.), | Delay (mins.), | hour
or missing 2009** Jan-Dec Jan-Dec late (%),
(per 1000), 2008*** 2011*** Jan-Dec
2006* 2011****
Ryanair 0.3 99.0 12.3 8.1 1.7
Lufthansa 12.7 98.4 12.3 12.9 3.6
British 18.9 97.9 17.6 10.8 3.2
Airways
Air 16.9 96.9 15.4 9.0 2.2
France
Alitalia 19.6 99.2 16.1 9.9 2.5

Adapted from: (1). Eventplanning (http://eventplanning.about.com/od/transportation/a/airline-baggage-
checked-baggage-lost-luggage_3.htm) and extract from AEA Consumer Report Dec 2006%; (2). Half-year
results analyst briefing, Ryanair (2009)**; (3). Flightontimeinfo statistics 2008, 2011***; (4). Flightontimeinfo
statistics 2011,

for instance, was nominated the most popular airline on the Internet in
2004. The company has rather successfully managed customers’ attitudes by
altering attribute priorities. While air transportation used to be a glamor-
ous activity accessible only to the rich, to Ryanair it is an instance of what
we term ‘democratised’ service provision which, in Ryanair’s case, assumes
the format of point-to-point transportation available to most of us. New
attributes of flying have also been added — ones which were not offered by
its competitors, including technology-based services such as online check-in
and Ryanair Direct, where tickets are sold through their telemarketing ser-
vice. Such attitude-altering schemes have been highly successful, evidenced
by the fact that customers seem to increasingly understand the fundamentals
of their relationship with customer compliance businesses and are becoming
increasingly accepting of such practices.

Comments found on multiple blog sites testify to how successful cus-
tomer compliance businesses are in ‘educating’ their customers about the
principles and benefits of their business principles. Customers have come to
adopt even the language of compliance used by these companies, internalis-
ing the very discourse and rhetoric of redefined provider-customer relations.
While commenting on the high-quality service provided by the specific cus-
tomer compliance business, a customer and a former employee of a tradi-
tional rival of a customer compliance business noted: ‘You just have to follow
the rules. M.O.L. (Michael O’Leary) tells you how to “play” the rules.®
Accusations levelled at the company both in the press and by some academic
commentators — of hidden charges and the unethical and dishonest manage-
ment of customer interactions — have been re-assessed by bloggers. Here is
what some of them have to say about aspects of customer compliance: ‘we all



Table 7.2 Customers’ perceptions about incidences of customer compliance

Issue studied Operationalisation of issue Airlines Comms and Finance & Electronic Travel
telecoms banking retail

A. Extent of Number (and %) of respondents 468 452 739 670 389

use of compliance reporting service control of (37.6%) (36.3%) (59.4%) (53.9%) (81.3%)

(measure 1) compliance type

B. Extent of % of respondents reporting service 29.5% 28% 55.5% 32.5% 15%

use of control of the compliance who have

compliance been with the service provider for

(measure 2) more than 5 years

C. Extent of % of reporting respondents who 63% 35.5% 45% 39% 44.5%

customers’ have not complained

acceptance of

compliance

(measure 1)

D. Extent of % of reporting respondents who 75.5% 75% 79% 79% 66.5%

customers’ have not complained but who will (or

acceptance of may) use the company’s services in

compliance the future

(measure 2)

E. Extent of % of reporting respondents, who 51.5% 55% 72.5% 7% 43.5%

customers’ have complained but who will (or

acceptance of may) use the company’s services

compliance in the future

(measure 3)

F. Compliance % of reporting respondents unable 55.8% 56.5% 59.7% 60.1% 79.4%

techniques
(measure 1)

to find the company’s complaint
procedures (as % of respondents)

86



G. Compliance % of reporting respondents who 481% 49.7% 44.7% 41.6% 76.3%
techniques have experience with past complaint
(measure 2) to the company, with the company

not doing anything, so customers

find complaints are not worthwhile

(as % of respondents)
H. Compliance % of cases when company invokes 39% 42% 44% 25.5% 36%
techniques rules and complaining customer
(measure 3) receives no compensation (as % of

respondents)
|. Compliance % of cases when company does not 37% 40% 34.5% 23.5% 55.5%
techniques apologise (as % of respondents)
(measure 4)
J. Compliance % of cases when staff are being 67.3% 70.5% 72.5% 70.3% 54.7%
techniques courteous and apologetic but stick
(measure 5) rigidly to company procedures (as %

of respondents)
K. Compliance % of cases when staff appear 60.9% 64% 54.3% 53.2% 571%
techniques unconcerned and uncooperative and
(measure 6) stick rigidly to company procedures

(as % of respondents)
L. Compliance % of cases when the approach of 79.9% 55.3% 66.7% 83.7% 74.1%

techniques
(measure 7)

staff does not vary in style and
content depending on the person,
call centre or department contacted
(as % of respondents)

Source: The authors’ own research with a sample representative of the UK population (2010)
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know that FR [Ryanair] have no hidden charges. How can they be hidden
if you have to click a button that agrees to the amount? If you don’t like the
amount, then back track to reduce it or not pay it’.*

The media and some academics also share a misperception that custom-
ers are unable to evaluate the negative comments about customer compliance
businesses in popular media outlets and in the academic press. In response
to the earlier mentioned BBC Panorama programme, a blogger noted that
Ryanair was ‘a cheap and popular target for any programme’.*! In contrast
to academic expectations that negative publicity and WoM may damage
such brands, this particular customer seems also to have grasped the funda-
mental position of customer compliance businesses that such coverage is yet
another piece of free advertising. Where some academics, industry commen-
tators and the press see sensational stories and fail to grasp the essence of
customer compliance management, many customers demonstrate common
sense. ‘Dreadful ground staff? dreadful cabin crew? humiliated passengers?
Where have you seen? Not at Ryanair, in my (rather extensive) experience of
that carrier, comments one blogger;*> while another questions the earlier
noted comment of Prof. Davies by disagreeing with the professor that the
company’s aggressive stance would ‘catch up with them’. The blogger also
argues that it is much more likely that the legacy airlines will ‘catch up’
with O’Leary by following and adopting his business proposition. ‘As we all
know, humans like to spend less money and will endure much to do so. This
recession is the greatest gift to him [O’Leary],” the consumer commentator
concludes.

The question, though, is whether a sufficient majority of customers hold
views similar to those expressed by the above mentioned bloggers. Equally
important is to find out whether customer demographic and other char-
acteristics affect the likelihood that customers will respond positively to
customer compliance business practices. Academic works have linked cus-
tomer attitudes towards complaining to their personality traits including
‘assertiveness’, ‘self-confidence’, general attitude towards the marketplace,
‘alienation’ and ‘locus of control’.** More recently, Kanousi** has noted
the effect that degree of masculinity or femininity has on complaints. Of
interest may also be Judge et al’s*® notion that one’s self-esteem and neu-
roticism affect likelihood to complain. Other studies have commented that
older consumers may be more brand loyal and hence less likely to exit a
relationship following a service failure. Differences have also been recorded
between males and females in terms of their focus on different aspects of
service failure and the differences between the two genders in experiencing
complaining and in expressing emotions. We expect that effect of such traits
may be weakened as far as customer compliance businesses are concerned.
Even if such antecedents mattered, their influence may not be strong or
consistent enough to alter substantially the standard operating procedures,
scripted responses, and meticulously designed and implemented rules and
regulations that customer compliance businesses use in order to manage
interactions with their customers. A curious incident of the rigidity which
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is typical of customer compliance businesses involved Ryanair’s rule that
passports would be the only identity document recognised even on domestic
UK flights. When socialite Tara Palmer-Tomkinson attempted to board a
plane without this form of identification, she was turned back although the
crew had recognised her and had asked her to sign an autograph for them.*¢
Customers’ reaction to and attitudes about customer compliance prac-
tices were empirically studied by us, on four separate occasions. The general
public and students were involved in research which aimed to ascertain:

1. the prevalence of various compliance practices across sectors;

2. differences between compliance businesses and traditional businesses
operating in the sectors in question, in terms of the use of specific com-
pliance practices;

3. customers’ perceptions and evaluations of such practices as well as their
re-patronage intentions;

4. types of practices which may be labelled customer compliance practices.

We present here only some of our findings, from a survey which was released
in 2010 with the help of one of the biggest London-based market research
agencies. The responses of over 1,200 customers from a sample that was rep-
resentative of the general UK population were analysed. Some of them are
presented in Table 7.2, in order to illustrate and support some of the points
that we discuss next.

Select few of the survey results presented in Table 7.2 attest to the wide
application of customer compliance practices by service providers across sec-
tors (line A). More than 43.7 per cent of the 1,243 respondents who filled
in the survey reported an incident involving their provider forcing the cus-
tomer to comply with the provider’s systems and processes of interaction
during service recovery. Significant was also the finding that, of all sectors
studied, it was in finance and banking and in electronics retail that customer
compliance techniques appeared to be most widely used. Pervasive applica-
tion of customer compliance techniques was also uncovered in the relations
that longer-term customers build with their service providers — defined by us
as customers who had been purchasing from the company for more than five
years and who had made more than five purchases in the 12 months preced-
ing the survey release. As regards this specific aspect of customer compli-
ance, financial & banking service providers and travel businesses seem to
have been applying compliance procedures more consistently and to most
if not all of their customers, irrespective of the length and intensity of the
relationship with these customers.

In spite of the widespread application of compliance on the part of the pro-
viders analysed in the survey, the surveyed customers did not seem deterred
from using the services of the providers in question. Customers recognised
the customer compliance techniques and many of them appeared to share the
providers’ view that there are mutual benefits from compliance management
and marketing which are adequate to justify and legitimise these practices in
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the eyes of the providers and their customers. Although our interpretation
may be contested by some academics, exemplary of ‘acceptance’ on the part
of customers were the high readings for number (and percentage) of sur-
veyed customers who had been subject to customer compliance procedures
but who had decided not to complain (Table 7.2, line C). Equally significant
was the high percentage of surveyed customers who had experienced cus-
tomer compliance and who appeared undeterred from using the provider’s
services in the future (re-patronage) (Table 7.2, lines D and E).

Service marketing academics may argue that such readings demonstrate
not so much acceptance of customer compliance practices but resignation
on the part of the customers who may know that voicing concerns would
achieve little, that an exit would be prohibitively costly, or that other service
providers provide a similar type of treatment. In order to explore such silence
and unwillingness on the part of customers to terminate their relations with
customer compliance businesses, we had also organised a round of qualita-
tive research during which 235 respondents in UK’s West Midlands were
interviewed on matters of service provision, satisfaction and dissatisfaction
with, complaint behaviour towards, and purchase intentions towards specific
low-cost airlines which are also customer compliance businesses. With the
empirical findings reported elsewhere,*” and in order to avoid unnecessary
repetition, we will only briefly comment on the six interview themes uncov-
ered during this particular phase of our research programme. The themes
clearly demonstrate the high level of understanding on the part of customers
of the nature and benefits of what we refer to here as customer compliance
marketing. Respondents accepted the inflexible procedures, the compliance-
seeking outcomes and the rigidity of interactions with customer compliance
businesses. Contrary to expectations in some circles of marketing thinking,
not only did these customers seem to be rewarding customer compliance
businesses by not taking their custom elsewhere but many of them also rec-
ommended the companies in question, thus spreading positive WoM.

We have reproduced below only some more important findings and
illustrative quotes with respect to the six themes in question.

Theme 1: Participants had positive perceptions towards the customer com-
pliance businesses they discussed (89 per cent), and very few appeared to
have been influenced by negative stories of the poor experiences of other
passengers (17 per cent).

Theme 2: Interviewees gave mostly positive reviews of the customer compli-
ance businesses in question (91 per cent), thus spreading positive WoM in
networks of close relationships, mostly with friends and family members.
Theme 3: All three groups interviewed — those who had been customers and
who had experienced some form of control and customer compliance, those
who had not experienced control and restriction of some form, and potential
customers — shared the intention to use the customer compliance businesses
in question in the future.
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Theme 4: A substantial majority of interviewees were undeterred by negative
media coverage of the companies they analysed during the interviews. Instead
of focusing on media content and coverage, the respondents reported that
their perceptions, attitudes and actual behaviours were influenced by their
own (often unproblematic and satistying) experiences. Attitudes towards
the customer compliance businesses were mainly positive and satisfactory.
Customers agreed that, in spite of certain glitches and providers’ attempts
to constrict their behavioural options, the service provided and the value-
for-money approach of the customer compliance businesses outweighed
such negative experiences and critical press coverage. One customer noted
that they ‘purely couldn’t care less’ while another commented that ‘I’ve
heard of it being called a cattle market’.

Theme 5: Problems seemed to have involved ‘others’ but not the interview-
ees, and few close relations of the customers had experienced dissatisfaction
(17 per cent). Even such stories did not appear to have the lasting negative
effect anticipated in some marketing texts.

Theme 6: Participants seemed to have ‘learnt’ the rules of engagement with
customer compliance businesses, with frequent comments that these aspects
of service provision were ‘to be expected’.

A final measure of acceptance of the practices of customer compliance busi-
nesses among customers and the strong position of these businesses are the
statistics that we have supplied of the growing market share and large cus-
tomer base of these companies — a trend which does not seem to have been
majorly affected by the current economic downturn.

Chapter summary for managers:

o Customer compliance businesses have discovered a novel approach to
pleasing customers which is path-breaking whereby efficiencies are being
sought through the dismantling of costly supply chains and unnecessary
activities.

o Negative attitudes towards and unfavourable portrayal of customer compli-
ance businesses dominate in media and academic work.

o There seems to exist much misunderstanding about the nature, conse-
quences and benefits of the operations of these businesses, both for their
customers and society.

o Criticisms of customer compliance businesses fail to explain the competitive
advantage of such companies over their traditional rivals.

o In spite of criticisms and allegations of weak service provision, customer
reactions are generally positive or rational. Once customers become accus-
tomed to compliance requirements, the majority of customers accept the low
prices as well as compliance regulations.
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8 What the Future May Hold
for Customer Compliance
Businesses, their Customers
and Competitors

Key questions in this chapter:

o Has your company asked itself what the future may look like in the sector
where it operates?

o Do you believe that companies can achieve and sustain competitive advan-
tage and consistently beat their rivals in today’s hyper-competitive high-
velocity environment?

o Have your managers identified key solutions and competencies which your
competitors may find difficult to identify or imitate?

8.1 Clarifying the nature and benefits of compliance

This last chapter summarises some more important features of the novel
business practices that we have identified and the sources of founding and
growth of customer compliance companies. It also attempts to identify
pointers and provides indications about the prospects of these companies
and the future of their customers, the sectors and service categories where
they operate, and their competitors.

As noted at the very start of this discussion, the term ‘compliance’ is not
new to the select few marketing academics who have published on this concept
or related topics. The term has appeared more consistently, in different guises,
across social science disciplines. It is primarily associated with regulatory obser-
vance and ethical conformity, both of which indicate an emphasis in analyses
on adherence to standards, regulations and other requirements involving, for
instance, risk assessment and management as well as the fulfilment of expecta-
tions and requirements on the part of governmental regulatory bodies. In engi-
neering, the term is used differently — to describe a body which has properties
opposite to those of stiffness, hardness and inflexibility. However, throughout
this book, the term has been applied in a distinct manner, denoting favourable

E. Kasabov et al., The Compliance Business and Irs Customers
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customer responses to requests, demands, requirements and pressures intro-
duced by a set of technology-enabled and technology-empowered businesses
as an integral part of the novel offers of such businesses.

In spite of the substantial, consistent and frequently negative media
attention as well as the Schadenfreude — deriving pleasure from the misfor-
tunes of someone else — of some commentators that the businesses practising
compliance have attracted, the use of ‘compliance’, ‘customer compliance
businesses’ and ‘customer compliance business model’ in this book implies
few if any negative connotations. Unwelcome media and scholarly attention
to alleged substandard service provision of such companies may need to be
revisited. Equally important, erroneous and, at times, ill-advised academic
analyses of the principles of operation of such companies should be ques-
tioned and challenged, even if such reflective questioning invites a revisit of
fundamentals of marketing thought with respect to notions such as customer
centricity, the marketing concept, the relationship marketing concept, and
the service dominant logic thesis. We believe that these are among the main
lessons to take from this book. Although such assertions and conclusions
may be contentious, possibly divisive and potentially contestable — likely
to provoke polemical debates in some sections of marketing academia and
among practitioners — it is the authors’ conviction (empirically backed by the
examples provided throughout the book) that customer compliance busi-
nesses have much to offer to the sectors where they operate and the cus-
tomers they serve. Their efforts to open up service provision in a variety of
contexts have democratised the respective sectors and industries, product and
service categories which had not been widely available, had been unavailable
to consumers from certain socio-economic backgrounds, or which had been
provided as limited offers, failing to meet latent consumer needs. In return
for such democratisation, the lowered prices that customers pay for taking
advantage of new offers, and the widened set of choices available to these
customers, these businesses demand discipline and obedience on the part
of key stakeholders. Passivity is expected and exacted with respect to those
aspects of business operations which contribute much, if not most, to costs.
Although difficult customers and serial complainers may have misgivings
about customer compliance businesses, the advantage is that the majority of
customers do benefit from being compliant to prescribed business systems
and pre-set formats, such as those described in past sections.

Elements of compliance, though, are not entirely new. Manufacturers,
retailers and service providers have always required customers to observe their
regulations and comply with their procedures and rules in one way or another.
In order that customers obtain what they want, customers have to demon-
strate obedience and some level of passivity not too dissimilar to that expected
by customer compliance businesses. Therefore, customer control, power appli-
cation on the part of providers with their hidden commissions, and compli-
ance have long preceded the arrival of the businesses analysed in this book.
Older generations will remember that, in order to buy an airline ticket, they
had to visit a travel agent and depend on the travel agent to explore offers and
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Figure 8.1 ‘Old’ versus ‘new’ customer compliance
Source: Kasabov and Warlow (2009)

suggest solutions by using the global booking software systems. Similarly,
customers had to visit brokers if they wished to buy car insurance. There,
they were required to get a cover note and wait for the policy. In the area of
government services, identity validation has always been a requirement (and
the bureaucracy surrounding this seems to have increased in the face of terror-
ism and identity theft). This is, and always was, a slow process which required
candidates to pass a series of steps proving their identity. The important point,
one that we have also raised in an ecarlier publication,! is that compliance has
always been present in customer-provider interactions. Furthermore, it will
always be part of such interactions, in one form or another, because it protects
companies. However, as Figure 8.1 demonstrates, there are significant differ-
ences between the type of compliance theorised here (‘new’ compliance) and
traditional forms of company control (‘old’ compliance). The break of ‘new’
compliance from past compliance practices is in terms of it relying upon some
level of customer control and of compliance becoming more visible, obvious
and not hidden. As we have noted on a few occasions in the text, customer
compliance systems and procedures are openly communicated by some of the
companies practising them. These compliance systems and procedures also
seem to be largely understood by customers.

Section summary for managers:

o The term compliance is not new, and work on this subject has appeared
across social science disciplines, occasionally being analysed by marketing
academics as well.
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o In this book, the concept has been applied to contrast the innovations in
service provision, research and strategising implemented by a set of highly
successful businesses with traditional business models predicated on the
idea of customer centricity to which many companies pay lip service.

o Customer compliance businesses have developed a number of services
and markets to socio-economic groups who were not previously available.
In return for such democratisation and widened sets of choices available to
customers, these companies expect some obedience on the part of custom-
ers and other key stakeholders.

8.2 Current success through customer compliance

The performance of the customer compliance businesses, discussed in
this book, has been remarkable in the past two decades or so. They have
achieved some form of competitive advantage over incumbents as well as
other technology-enabled and web-based businesses, using a number of
strategies which will be detailed below. Pricing, though not discussed in
much detail in past sections of the book, has a role to play in advancing
the position of these businesses. Companies tend to maximise profitability
by devising and applying a number of pricing strategies which would not
have been available to traditional businesses or which have been trialled
and applied by customer compliance businesses or similarly entrepreneurial
companies.

Some companies allow customers to decide what price they are willing to
pay for a good or a service, thus matching better the value of their service
offers (‘Value’ on Figure 8.2) with the price that the customer is charged for
consuming the service. By involving customers in value creation and service
provision in this manner — an example of what may be termed surface or
skin-deep empowerment — the company creates the impression that the cus-
tomer is in charge and may appropriate a considerably greater part of the
‘consumer surplus’ (denoted with #), rather than ‘allow’ the service provider
to appropriate it.

A notable example of clever pricing strategies on the part of certain cus-
tomer compliance businesses is eBay, but the pricing strategy adopted by
some low-cost airlines has reversed traditional airline pricing strategies of
charging early bookers the highest price. Low-cost airlines sell seats at the
lowest price to early bookers and increase prices as the aircraft fills (some-
times achieved by automated algorithms) closer to the flight take-off date.
This results in very high load factors compared to those of traditional air-
lines. At times, these companies combine some of the above-mentioned
pricing strategies with link marketing, thus augmenting their profits at
minimal marginal cost to the business. Customers are seamlessly guided
through affiliated websites where they are allegedly in control of opting
for specific service features, combining such features and controlling to an



108 THE COMPLIANCE BUSINESS AND ITS CUSTOMERS

250
Compliance businesses pricing Strategy. ) I
Matching price to what the customer is prepared to pay. Price + ancillaries

200 /

Price

150

Price

21 R e e VAL S L

P Value to_customer A

Time

Figure 8.2 Value creation, pricing and consumer surplus
Adapted from Wheelan and Hunger (2002), Hunger and Wheelan (2007)

extent the price that they ultimately pay for services and service bundles. The
annual accounts of both Ryanair and easyJet suggest that some customer
compliance businesses would be operating at a loss, had these clever pricing
and combined pricing-link marketing strategies not been adopted, whereby
customers opt to purchase additional high-profit items which cost the airline
nothing or very little.?

Examples of additional innovative pricing strategies may be found on
Amazon’s website. The company provides opportunities for third-party
sellers to offer their products through its website at a price which is lower
than what Amazon charges for goods supplied from their own ware-
houses. Although such a pricing strategy may appear counter-intuitive,
it allows Amazon to build its customer database and control interactions
between its customers and third-party suppliers, a clear example of cus-
tomer compliance business control. Amazon also earns commissions from
third-party sellers. The fundamental principle of this pricing strategy is
that the more pieces of data that Amazon acquires on each customer, the
more accurately the company can offer additional services and products
that the customer may want, through automated marketing and at mini-
mal extra effort on the part of the business. Furthermore, such pricing
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encourages further traffic through the company’s website, thus increasing
the visibility of the business, when compared to its offline competitors
and online rivals. Pricing of this type empirically illustrates a crucial aspect
of the business model of customer compliance businesses which we have
already discussed at some length, that is, the ability of these companies to
innovate in areas of value creation and value chain design by making best
use of their partners® while also extracting maximum value from their in-
house databases.*

Lastly, in view of the ease with which prices can be modified quickly
on the Internet, customer compliance businesses alter price offers in real
time, often driven by automated back-office marketing algorithms. Based on
real demand and calculations of elasticity of specific markets, products and
services can be priced so that they match elasticity of demand, thus improv-
ing sales and maximising profits. Such strategies appear to be particularly
effective in sectors marked by highly perishable products and services such
as air transport and hospitality.

Customer compliance businesses have been cultivating and perfecting
a business model grounded in the design and implementation of a hybrid
strategy which combines the classical business-level strategies of cost leader-
ship (using the building block of superior efficiency), differentiation (often
applying a combination of building blocks such as superior customer respon-
siveness, superior innovation, and superior quality) and focus (by targeting
very carefully their messages at specific or niche audiences, as well as indi-
vidual customers, which frequently proves to be both more effective and
efficient) (see Figure 8.3) which, though introduced in Porter’s® study of
strategy types and competitive advantage, are philosophically linked to, and
founded upon, Abell’s ‘business definition’ as a rather basic and useful tool
to analyse and systematise the orientation of any business. To remind our-
selves, Abell described businesses and their strategic orientation with respect
to customer needs, segments served by the company and the distinctive
competencies, resources and technologies which the company harnesses for
purposes of service provision and the satisfaction of specific needs of the
specific segments that it seeks to serve.

Figure 8.3 provides the example of IKEA in order to illustrate the ‘hybrid’
nature of such companies as well as the role and place of hybrid strategising
to their competitive success. Taking Porter’s strategic option of ‘cost leader-
ship” (bottom left hand side quadrant, Figure 8.3) as the starting point of
our overview, this is an option adopted by companies which seek to outcom-
pete their competitors by controlling costs. Such control can be achieved by
carefully monitoring and containing input costs (for instance, through the
use of highly flexible non-unionised labour, or by taking advantage of differ-
ences in conditions across locations and national markets in terms of taxes or
wage rates). Cost leadership is also frequently predicated on a business mas-
tering experience curve effects and learning effects, whereby experience in
specialised activities leads to efficiency gains for the business. Economies of
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scale are pursued by re-designing company value chains, as has been shown
elsewhere in our discussion.

Customer compliance businesses, though, are not pure cost leaders — a
mistaken conclusion drawn by many academic commentators and one that
has been criticised by us. Rather, cost leadership tends to be combined with
various aspects of ‘differentiation’ (top right hand side quadrant, Figure
8.3), with the objective of outcompeting rivals by offering services which
are perceived as unique and clearly distinguishable from rival offers.

Customer compliance businesses have thus defied the boundaries that
Porter and others have traditionally drawn among the generic business-
level strategies presented in the figure. That is why we find many of these
companies, including IKEA, in top left hand side quadrant on Figure 8.3 —
a position of innovative thinking which combines the separate spine
(generic) strategies of differentiation and cost leadership into ‘hybrid
strategies’. Therefore, while economic operational advantages are actively
sought by these companies, they are usually turned into pricing advantages
for marketing purposes. Low-cost airlines — which we view as exemplary
of customer compliance businesses — achieve savings by using cheaper, less
crowded regional airports, flying at full capacity and ensuring fast turn-
around times, using multi-tasking staff. National Bureau of Economic
Research quotes that CASM (average operating costs per available seat
mile, adjusted for average flight length) is around $0.10 for low-cost air-
lines and $0.16 for legacy airlines.

Another significant difference between customer compliance businesses
and traditional rivals is that the former were among the carliest innovators
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in customer relationship management by dealing directly with end cus-
tomers and cutting or entirely eliminating supply chain intermediaries
such as distributors, dealers and agents. This is a particularly prominent
feature in the leisure and tourism sectors, where online booking of air and
train fares, event tickets and holidays has affected many traditional travel
companies and their high-street agents. Many of these latter types of busi-
nesses have either ceased to exist or have been forced to severely their oper-
ations. This ‘novelty’ in ‘conducting economic exchanges’ is only partly
about achieving operational effectiveness but is primarily about ‘compli-
ance’ which in turn drives operational efficiency. Thus, although customer
compliance businesses provide empirical backing for Mitchell and Coles*
contention that business model innovation and not technological inno-
vation may provide lasting advantage, they also help question common
expectations in the literature that attempts on the part of entrepreneurs
to innovate business models both in terms of ‘efficiency’ and ‘novelty’
may be ‘counterproductive’. The financial position of companies that have
adopted the customer compliance business model and their growth and
dominance across sectors suggests that a ‘hybrid’ business model which
emphasises both ‘efficiency’ and ‘novelty’ may not only be possible but
also desirable.

A final aspect of current business success through customer compliance
concerns the moves that some customer compliance businesses have taken
to erect barriers which protect them against incumbents and likely future
competitors alike. Once a substantial barrier has been erected, customer
compliance businesses tend to lock customers in, using various means such
as easy sign-on, automatic lists of frequently bought items, volume related
discounts, low prices, high levels of service such as ‘no quibble’ returns,
free delivery and similar incentives to retain existing customers, especially if
these customers have shown to be capable of understanding and willing to
accept the principles of compliance. Further barriers which protect customer
compliance businesses include economic barriers predicated on economies
of scale, capital requirements, cost advantages and technological superiority.
It is sufficient to mention Amazon’s substantial buying power and its suc-
cessful value chain integration initiatives, including cutting out publishing
houses and dealing directly with authors. Not surprisingly, some of the big-
gest customer compliance businesses are currently valued in tens of billions
of dollars. Any new entrant will have to defeat a business which is not only
dominant but one which also serves its customers well, constantly innovates
and harnesses the power and superiority of its software and databases. Few
contenders would be able to match the technological superiority of customer
compliance businesses. Google’s PageRank algorithm is a prime example.
Created in the 1990s at Stanford University by Brin and Page, it is widely
believed to lie at the heart of the company’s success. Similarly, the power
and effective application of Amazon’s and Ryanair’s in-house databases are
often credited, at least partly, for the competitiveness of these two customer
compliance businesses.
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Section summary for managers:

o The financial performance of customer compliance businesses has been
remarkable during the past two decades.

o These companies have achieved, and some have sustained, competitive
advantage.

o Most customer compliance businesses practise some form of controlling
pricing, often automatically and based on demand, so that the price charged
to each individual customer matches individual demand.

o Link marketing and extensively collaborating with business partners contrib-
ute to the competitive success of many customer compliance businesses.

8.3 Sustainable or temporary competitive advantage
through customer compliance

At the heart of strategy and marketing theories is the concept of competi-
tive advantage,” founded traditionally upon an understanding of accumula-
tion and combining of organisational resources to produce goods or services
more efficiently than one’s competitors.® Definitions of competitive advan-
tage abound, yet the term and discussions about it are described as compli-
cated and vague. There is no consensus about what competitiveness means
and how it can be measured. Besanko, Dranove and Shanley® offer a simple
definition which we use here to illustrate an important point about cus-
tomer compliance businesses. Competitive advantage and, therefore, com-
petitiveness are treated by Besanko and collaborators as a situation where a
company outperforms rivals in its industry. Such a definition is intuitively
appealing; however, it too suffers from alleged ‘imprecisions’ associated with
alternative definitions. Furthermore, it shed no light on the understand-
ing of ‘sustained’ and the role that it plays in achieving and holding on to
such an advantage. Porter’s (1985) carlier attempt to resolve this latter issue
was equally ambiguous, when he defined sustained competitive advantage
in terms of ‘above average performance in the long run’ (p. 11). While such
a perspective is useful, in that it draws attention to the fact that only some
forms of competitive advantage may be less imitable and can thus produce
superior economic performance which persists, it offers few suggestions
about distinctions between ‘sustained’ and ‘non-sustained’ and the ingredi-
ents of both types of advantage.

More recent attempts to clarify the meaning of ‘competitive advan-
tage’ and ‘sustained competitive advantage’ include Wiggins and Ruefli’s'
work which builds upon and extends Porter’s early thinking. Competitive
advantage is defined by them with reference to the above-average company
performance and the specific strategic group or industry where a company
operates. The degree of sustainability of above average performance, they
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maintain, is always determined by current industry specific variables, with
product life cycles being one such variable.

Whatever differences there are in conceptualising competitive advantage,
theories about competitiveness share a common assumption that competi-
tive advantage exists and that it is attainable,' based on Porter’s early think-
ing and his generic strategies reviewed earlier in this chapter. However, more
recent academic accounts, including the above-mentioned article by Wiggins
and Ruefli, question the existence of competitive advantage, or at least chal-
lenge its presence in its purer form — sustained competitive advantage. To
them and other theorists, sustained competitive advantage is increasingly
rare. On those few occasions when the analyst comes across examples of
such advantage, they maintain, it is usually of declining persistence. These
assertions are backed by empirical evidence of increasingly volatile finan-
cial returns that most companies report these days, supporting an emerging
consensus that the notion of sustained competitive advantage may be appli-
cable to stable economic environments only.!?

This shift in thinking about competitiveness has been brought about by
dramatic changes, some of which have — ironically — accelerated the growth
of customer compliance businesses. Technological breakthroughs and glo-
balisation, D’Aveni®® theorised, have progressively driven the business world
towards hypercompetition, with an increased emphasis on innovation.'
Technological breakthroughs have shortened product life-cycles, and pat-
ents have become less useful as barriers to entry that protect new technology,
products and service offers. Time to market has shortened, and innovations
are produced and released much more quickly. Similarly, globalisation has
disrupted established patterns of competition and strategising, in the pro-
cess of doing so affecting local markets. The ‘new competitive landscape’ is
described variably, but conceptualisations tend to include references to ‘high
velocity markets’, ‘hypercompetition’ and ‘intense competitive actions’.!® To
these one should add the impact that the so-called Information age has had
on companies and the approaches that they choose to implement, to ensure
their survival and prosperity. The Internet has increased the pace of tech-
nological development and has additionally shortened the earlier mentioned
product life-cycles, making products obsolete more rapidly. The Internet and
other technological developments discussed in this book have reinforced the
effects of globalisation by facilitating access to markets on a global scale and
at a low cost. As a result, the value of traditional strategic assets that compa-
nies possess has been reduced.

One major consequence of such dramatic recent changes in competitive
circumstances has been the swing in thinking about competitiveness and
competitive advantage. Some commentators have come to view sustainable
competitive advantage as rare or, at least, declining in duration, further
increasing volatility in the business world and positively contributing to the
hypercompetitive nature of many global and domestic markets.! It is sug-
gested that we live in an age when companies find it difficult to manage
the disorder, disequilibrium and uncertainty in external environments and
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when time frames of strategic actions are being reduced. Therefore, analysts
such as D’Aveni view the achievement of sustainable competitive advantage
as an impossible business aim. All managers can do, in the face of successive
challenges, is to maintain a balance between stability in strategic planning
and instability through adaptation to such external change."” This thesis
has more recently been developed by Wiggins and Ruefli, who note that
company success should be measured in terms of the ability of a business to
achieve a series of temporary advantages over time.'® Being competitive does
not denote lasting superior performance. Rather, it increasingly suggests
that successful businesses are those that are flexible, innovative, unpredict-
able, surprising their competitors by constantly searching for and exploiting
opportunities in an attempt to fashion futures which they see as desirable.
This is precisely what Lengnick-Hall and Wolff" meant by the ‘strategic
logic’ these days being that of ‘opportunity’.

Our thinking about customer compliance businesses is a logical con-
tinuation of, but also represents, discontinuity as regards current strands
of thinking in strategy and marketing strategy. Firstly, we do not seek to
explain sustained competitive advantage, especially over the long term.
Rather, we agree with commentators such as Wiggins and Ruefli?® and
Thomas and D’Aveni®! that advantage is increasingly temporary at best,
and that it usually assumes the format of a series of temporary competitive
advantages which can be achieved only through relentless innovation and
opportunity search. Secondly, in writing this book, we hoped to present a
framework which not only describes but also explains why some businesses
these days have demonstrated the possibility of achieving such a series of
temporary competitive advantages, through invention and self-reorganisa-
tion. We have referred to them as customer compliance businesses. Thirdly,
ours has been a contingent view of competitiveness, for we conceptualise
temporariness not only in chronological but also in sectoral and national
terms.

An additional aspect of the sustainability of the philosophy, strategies
and tactics of customer compliance businesses concerns the inability of their
rivals, such as traditional companies operating in sectors where customer
compliance businesses operate, to emulate elements of the customer compli-
ance business model. Past attempts to replicate customer compliance include
BA and KLM founding Go and Buzz, respectively. However, many of these
attempts have failed, at least in the early years, suggesting that strategies and
business models cannot be easily replicated. The failure of many initiatives
by incumbents in the sectors ‘devastated’ by customer compliance businesses
can be attributed to the tendency of incumbents to replicate only individ-
ual parts of the strategies of their more successful competitors — something
which is easily done but which is insufficient to ensure the success of such
replication initiatives. It has proven difficult to keep pace with customer
compliance businesses, for they are among the few businesses demonstrating
an ability to rapidly change, often automatically and in real-time, driven by
algorithms in their control software. Organisational change and reinvention
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are difficult, not least because organisations and their managers are trained
to sustain stability and maintain those management systems and decisions
that have contributed to past company success. While change, and not stabil-
ity, is the norm and is expected from excellent organisations, few managers
of traditional businesses have managed to pay more than lip serve to this
truism.

More recent attempts to form customer compliance businesses as off-
shoots of traditional companies have usually been constrained by inherited
thinking on the part of the parent company, even though most attempts
in question were set up as separate business entities. The inability of
traditional companies to imitate the thinking and actions of customer
compliance businesses has much to do with ‘path dependent’ resource
and strategy commitments as well as thinking which inhibits traditional
businesses. As a result, many incumbents have lost ground to customer
compliance businesses, as has been documented throughout the book.
They have been blighted by business models not conducive to change, cor-
porate structures inhibiting innovation, and inward looking management
which does not reward creativity. Whereas resource-based-view scholars
contend that path dependence may assist competition through accumulat-
ing and harnessing resources,?* customer compliance businesses demon-
strate that path dependence may place considerable pressures on company
fortunes and may even endanger organisational survival. Strongly path
dependent thinking, rule- and regulation-related rigidities and internal
politics within established players thwarted their ‘ability to change’.?® This
offers a clear distinction from the relentless innovation on the part of
many customer compliance businesses, in support of views that continuous
improvement is key to business model effectiveness®* and performance.?
In conclusion, while we agree with Mitchell and Coles? in principle that
‘industry leaders” may generate business model innovations, we believe
that the arrival of customer compliance businesses marks a reversal of the
trend discussed by Mitchell and Coles. Business model change and inno-
vation have originated not in the ‘industry leaders’ identified by Mitchell
and Coles or traditional businesses but in newcomers practising customer
compliance.

A last comment on competitiveness concerns explanations of the suc-
cess of at least some customer compliance businesses in terms of their ‘fit-
ness’ to current economic conditions. Some commentators have pointed out
that the companies that we refer to as customer compliance businesses have
been assisted by the dramatic recessions of 2000 and 2008-9 — possibly
backed by O’Leary’s comment, ‘We like a good old recession every now and
then.?” These two dates mark major changes to which many incumbents
failed to adapt. Those that adapted got a head start and captured large mar-
kets globally, making it difficult for others to catch up. Although our argu-
ment may be disputed by some, there is evidence of the success of customer
compliance businesses after 2000 and of the concurrent retreat of many
traditional businesses attempting to protect their position in sectors affected
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by customer compliance. Such empirics-based arguments provide a strong
support for Morris, Schindehutte and Allen’s?® test of business models in
terms of their internal and external ‘fitness’. Perhaps it is this strong dual
fit which is another source of competitive strength of this new innovative
business model and the companies that have implemented it. Internally, the
“fit’ is most aptly illustrated by the centrality of the ‘compliance’ theme to
compliance innovations, whereas externally, customer compliance businesses
have shown both coherence with external conditions and ability to flexibly
change with, and align to, altering conditions. Not only do customer com-
pliance businesses seem to be constantly engaged in looking for and adopt-
ing new strengths to generate value, but they also accomplish this during
very short time periods, disproving yet another commonly accepted wisdom
among researchers, based on studies of traditional businesses, that resource
endowments may be changed only over the long term.

Section summary for managers:

o The rise and sustained growth of customer compliance businesses should
renew academic and practitioner interest in questions of attaining and sus-
taining competitive advantage.

o The issue of whether the current advantage of many customer compli-
ance businesses is sustainable remains to be addressed conceptually and
empirically.

o Questions also remain regarding the ability of other companies to emulate
the operations of customer compliance businesses, since many traditional
businesses that have tried to copy compliance strategies and tactics have
withdrawn or sold out.

8.4 Can all customer compliance businesses be
successful?

It should be clear by now that, to us, many customer compliance businesses
have attained competitive advantage, growing their respective markets and
pressuring incumbents. While many other companies have attempted to use
the Internet and other new technologies to develop their business propo-
sitions, quite a few have suffered due to poorly designed or inadequately
implemented strategies and fulfilment methods. The dot.com bubble crash
witnessed mass exits, especially by businesses that had decided to compete
on the basis of low price only and had ignored the dangers of the low barriers
to entry of the Internet economy. Unlike them, successful customer compli-
ance businesses consistently added value and avoided competing on the basis
of selling below cost, as many of the failed companies did. Brands such as
IKEA, Ryanair and financial service providers expanded the use of database
marketing and, subsequently, automated marketing. Their growth has been
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remarkable. eBay increased its gross merchandise volume by 17 per cent in
2006 alone. Since 1995 it had attracted over 250 million customers.? Other
customer compliance businesses such as Amazon and Southwest Airlines are
frequently noted for their ‘market driving’ innovations.*® We have identi-
fied the ingredients and consequences of the business model innovations
introduced by these businesses, and demonstrated the difficulty in imitating
or even conceptualising this business model. It is different from the e-busi-
ness models described in the literature and has radically departed from the
carlier dot.com models, many of which were predicated mainly on pricing
and technology application. Its uniqueness in terms of combining hybrid,
market-driving thinking, democratised processes, collaborations with part-
ners and competitors, innovative relations with customers and radically re-
designed service provision has proved hard to theorise and even harder to
replicate.

Such a discussion of customer compliance may have left the reader with
the impression that all such companies have been, and are, successful. This is
obviously not the case, as some customer compliance businesses have failed.
In fact, the vast majority of new start-up businesses predicated on novel
technologies fail or tend to remain niche e-commerce players.

We should apologise at this point, for explanations and examples of busi-
ness success only through customer compliance were provided by us, at the
expense of the analysis of failure, its sources and consequences. However, this
discussion was initially commissioned and, therefore, designed as a testament
to the ‘success’ of novel practitioner recipes which help set some compa-
nies apart from others. It was always going to be a snapshot of technology-
enabled accomplishment and triumph in the face of adversity. A combined
investigation of success and failure, as well as of their separate sources and
very distinct effects, is beyond the scope of this book. The proper investiga-
tion of failure, though instructive and hence of interest to practitioner and
scholarly audiences alike, would require a separate manuscript of comparable
length and complexity.

Future studies of customer compliance, though, are invited, to reveal the
complexities of failure, by identifying cases of customer compliance failure.
The conditions under which this business model is likely to remain competi-
tive should also be explored. Based on our belief that these companies seem
to ‘fit” current market conditions and the changes taking place following the
information revolution, future environmental transformations may eventu-
ally weaken these businesses. Such a scenario should be properly theorised.
The question of ‘manipulating’ or creating conditions such as those that
favour customer compliance businesses also warrants scholarly attention.

Any future analysis should avoid confusing, and equating, customer
compliance businesses with dot.coms. As the preceding chapters have dem-
onstrated, customer compliance businesses are not necessarily pure dot.
com companies. Although their success is often attributed to their superior
application of database marketing, automated marketing and new technolo-
gies, including those used for purposes of automated market and marketing
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research, they are a category of companies which clearly stand out in terms of
their underlying business logic, which is a considerably more central aspect
of their operation than technology solutions per se.

Section summary for managers:

o Customer compliance businesses are distinct from, and should not be con-
fused with, dot.com businesses.

o Although being enabled by new technologies, customer compliance busi-
nesses primarily create value through database and automated marketing.

o Not all customer compliance businesses have been successful, and the major-
ity of start-ups fail. In this book, we have reviewed only successful customer
compliance businesses and explored the opportunities for benchmarking by
applying best practice as part of compliance.

o Further studies are required to identify the ingredients of sustaining competi-
tive advantage through customer compliance.

8.5 Is customer compliance applicable outside the
private sector and to developed economies?

There are fundamental differences in the adoption of information technol-
ogy in the public and private sectors. The public sector appears much more
cautious and conservative in its response to the arrival of some technolo-
gies documented by us. Coupled with bureaucratic planning processes, path
dependent norms and entrenched attitudes, including the protection of jobs
and hierarchies by senior civil servants, this tends to inhibit innovation in the
way that it has occurred in the private sector in the past two decades. Most
of the software and other technological tools supplied to the public sector
have been developed by private sector companies, to specifications defined
by civil servants. Typically these are attempts to computerise existing manual
systems rather than redesign systems and organisational mentalities, as has
been the case with customer compliance businesses. Specifications, tender-
ing processes and contracts are frequently drawn up by senior public sector
managers who may not possess sufficient understanding of what is possible,
nor have the political will to introduce radical change in the way that the
entrepreneurs who set up private sectors customer compliance businesses
have done.

According to Prof. Kawalek from Manchester Business School, poor proj-
ect governance tends to explain at least some of the performance difficulties
in installing I'T systems in the public sector. However, quite often these proj-
ects are not ICT projects at all, but are change initiatives or transformation
projects that have, at their heart, what Kawalek refers to as ‘destructive tech-
nology’. The aim of destroying ‘old ways of doing business’ is central to cus-
tomer compliance businesses’ innovations in the private sector. Many of these
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companies started by identifying a need, developing a strategy to meet that
need, and only then designing software or applying technologies suited to
the achievement of very specific strategic goals and a business vision (of cus-
tomer compliance). If the implementation of such initiatives involved destroy-
ing traditional business strategies or whole business sectors in order to gain a
competitive advantage, these were viewed as painful yet necessary outcomes
of renewal and innovativeness. Achieving the same results and applying the
same or a similar logic in the public sector would prove taxing — complications
of political, cultural, organisational and social nature are likely to thwart any
efforts to deliberately destroy established systems and thinking.

The above comments may be considered more applicable to large proj-
ects, including the GBP 12.7 bn computerisation of UK’s National Health
Service which was cancelled by the Conservative-Liberal Democrat gov-
ernment in September 2010. Application of call-centre technology, use of
websites to provide information, FAQs (frequently asked questions) have
all proved effective in reducing the demand for face-to-face communica-
tion between government services and departments and the general public.
Nevertheless, and in spite of the number of recent high-profile failures of
public sector IT projects not only in the UK but also elsewhere, as well as
growing pressures for e-government as a fundamental change to public sec-
tor culture, the application of customer compliance philosophy is not a strat-
egy which fits well with bureaucratic and political ways of making decisions.
Individual elements of customer compliance have been noted by us in the
process of preparing materials for this book, including recent calls in the UK
public sector to employ ‘customer disengagement’ tactics such as those used
by HM Revenue & Customs. However, uncovering and therefore research-
ing systemic-type compliance in public sector services would be complex and
are yet to come.

As regards the applicability of the analysis to less developed and emerging
economies, the origins of customer compliance thinking are clearly found
in company practices in Europe and USA. The most striking examples of
customer compliance — in terms of their innovativeness and effect on cus-
tomers, incumbents and society — are also found in these economies. In
light of such concentration of customer compliance thinking in the ‘devel-
oped West’, our analysis has focused on the European and US experiences,
at the expense of the study of similar developments elsewhere in the world
which, to our knowledge, have not been reported sufficiently well in order
to ascertain their belonging to the set of customer compliance practices. As
a piece of analysis aimed primarily at a practitioner audience, it has also been
a book aiming to converse with, and persuade, practitioners in Europe and
the USA of the validity of customer compliance and of the possibility that
such a novel philosophy ofters, not the least in terms of benchmarking their
business practices against those described by us here.

The dominance of European and US companies in the set of compa-
nies defined as customer compliance businesses may also be attributed to
cultural characteristics of customers and managers in those environments;
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however, the level of development of service sectors in the BRIC (Brazil,
Russia, India, China) countries is rapid, with call-centre technology at times
surpassing changes in the developed countries. The Internet and modern
satellite enabled telephony have allowed knowledge-based activities, par-
ticularly in the IT sector, to be undertaken off-shore in these lower wage
economies. These markets have large pools of well-educated workers, spe-
cifically with skills in IT and software production operating with produc-
tion costs which are a fraction of those in the Western economies. Business
Process Outsourcing (BPO) organisations typical of the sort of companies
involved in India’s USD 47 bn BPO sector are Tata Consultancy Services
Ltd, Infosys Technologies Ltd, Wipro Technologies and HCL Technologies
Ltd. It should not be assumed that these are poor relations or subcontrac-
tors of companies in the developed world, for many have turned into active
producers themselves of software which is new and innovative and which is
increasingly used by customer compliance businesses.

BPO services have attracted attention to the value of education to BRIC
countries by offering solutions to trade-related displacements. In spite of
potential implications such as the erosion of comparative advantage of high-
wage nations, we should not forget that the technologies and solutions
analysed in this book, as well as the whole digital economy, still tend to be
rather unevenly distributed. Such unevenness explains, and shapes, the way
in which technology-driven business opportunities and economic develop-
ments such as customer compliance tend to occur and spread.

Section summary for managers:

o The public sector is showing reluctance to acknowledge the adoption of cus-
tomer compliance strategies, though elements of customer compliance are
readily identifiable.

o Developing countries lag behind the developed West in terms of nurturing
customer compliance businesses. However, B2B companies such as Indian
engineering and IT firms are active in developing and supplying call-centre
and other technology solutions which are key to customer compliance
operations.

8.6 The future place of compliance in
marketing thought

In the search for explanations of the nature and sources of customer compli-
ance success, we aimed to communicate our views to practitioners. Although
overviews of, and references to, marketing theory were consciously mini-
mised, classics and more recent views in the discipline had to be incorpo-
rated, to form the conceptual basis of our discussion. Since the thesis of the
book questions much of what is currently advocated in streams of academic
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thinking in marketing and especially in some studies of service provision,
reminders about the precepts of such thinking were required, not least in
order to accentuate the novelty of the marketing practices discussed here.
This book sought to highlight the ‘common denominators’ among diverse
businesses and their practices which, at first glance, may appear too distinct
to belong to the same family or category of similar entities. Although signit-
icant differences exist among customer compliance businesses with respect
to their operation, there are also sufficient commonalities — in terms of their
adoption of ‘compliance’ — that affect various aspects of their business and
may reveal opportunities for future developments in sectors which have not
been affected by customer compliance yet.

In spite of the practitioner orientation of this discussion, we feel that it
is appropriate to end it with a brief reminder of what customer compliance
has to offer to marketing thought. Equally importantly, of interest to us
is not only whether marketing academics become receptive to potentially
heretical ideas but also how, and if, these new business practices will, or may,
be taught by academics to future generations of marketing and strategy stu-
dents. As noted elsewhere in the discussion, marketing theory has remained
captivated by the twin notions of ‘customer centricity’ and ‘marketing
orientation’ for too long. Waves of researchers have remained faithful to
dictums of customer needs and wants forming the basis of decision making
and strategising. Such thinking has been rarely questioned by mainstream
academics in our discipline. In fact, normative marketing discourses have
recently become more, and not less, intrigued by such issues and have not
attempted to explore different solutions to the question of customer needs
and pleasing customers. This is evidenced not only by the relatively recent
arrival of relationship marketing thinking but also by the current domi-
nance of concepts such as ‘service dominant logic’ and ‘loving’ customers.
These new additions to age-old theses, rhetoric and dominant marketing
imaginaries are even more emphatic about the role, place and importance
of customer centricity to marketing thinking and practice. As a result, the
number and variety of articles in current mainstream marketing thought
which tackle various aspects of relationship marketing initiatives, customer-
oriented programmes, and customer relationship management seem to be
growing, with few voices offering alternative solutions and answers, let alone
posing unorthodox questions.

By reviewing practitioners’ and academics’ work on customer centricity,
market and customer orientation and related matters, and also by empiri-
cally and conceptually presenting a different approach to strategising and
managing relations with customers and other important stakeholder groups,
we hoped to raise the prominence of questions which, we believe, are criti-
cal to the future maturation and development of marketing — especially if
it wishes to gain ‘academic respectability’ and alter its ‘lowly standing in a
scholarly caste system’.?! Firstly, we were curious, prior to starting working
on this book and the conceptual and empirical research on customer compli-
ance which preceded it, whether concepts such as ‘customer centricity’ made
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sense economically, that is, if it cost more to businesses than it delivered in
terms of added customer value and profits. Secondly, we wanted to explore
whether businesses actually practised such ‘customer centricity’ or merely
paid lip service to it, or completely ignored it in favour of alternative ways of
managing relations and attaining competiveness. Lastly, there was the issue
of whether the expectations and needs of customers were actually correctly
identified by proponents of ‘customer centricity’ or whether customer needs
are being better met using a different business philosophy. We still find these
questions intellectually stimulating, and hope that the answers we have pro-
vided will be of use to practitioners and the academics who instruct them as
students and shape them in their formative years.

Book summary for managers:

o This book searched for an explanation of the strengths, sources of success
and the future of an innovative set of companies termed customer compli-
ance businesses.

o Our discussion questioned notions central to marketing theory, such as cus-
tomer centricity, by revealing the ability of customer compliance businesses
to please their customer better than traditional businesses purporting to
practise customer centricity.

o We identified common practices among a diverse and rapidly developing set
of companies.

o The book attempted to raise thought-provoking issues about the current
state of marketing, service provision and strategy as well as future develop-
ments in practice and theory in both disciplines. While certain aspects of our
thinking may appear heretical to some, we trust that our explanation offers
an improved understanding of highly successful business practices across
sectors.
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