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Master’s thesis

Anssi Kiesi

MARKETING, MARKET-BASED ASSETS AND CAPABILITIES, CORE BUSINESS PROCESSES AND
FINANCIAL PERFORMANCE IN FINNISH COMPANIES

This study focuses on the role of marketing in the core business processes of companies and
examining how those core business processes affect the financial performance of companies. This
was done by creating a conceptual framework that included role of marketing in the core business
processes, three core business processes that were product development management, supply
chain management and customer relationship management and financial performance measures
based on previous research and academic literature. The conceptual framework is based on six
hypotheses developed from the literature review.

The data used in this study was from StratMark’s Markkinoinnin tila 2010-survey. The data was
collected through an online questionnaire that targeted the senior management of Finnish
companies. The questionnaire was send to 15,941 executives 1134 of whom completed the survey.
The data was analyzed using two multivariate methods. Firstly, confirmatory factor analysis was
used to develop the measurement model. Secondly, a structural equation model was used to test
the hypotheses.

The results of this thesis show that marketing does have a strong positive relationship with the
three core business processes, especially with customer relationship management. This thesis also
offers support for the positive relationship between the three core business processes and
financial performance of a company however this relationship is not as strong as the one between
marketing and the three core business processes. Based on the findings of this study managers
are recommended to integrate marketing with their core business processes.

This thesis provides a simple and generalized model that links marketing, core business processes
and financial performance together.

KEYWORDS: Marketing, core business processes, product development management, supply chain
management, customer relationship management, market-based assets, market-based
capabilities, resource-based view, financial performance



AALTO-YLIOPISTON KAUPPAKORKEAKOULU TIVISTELMA
Markkinoinnin laitos

Pro gradu - tutkielma

Anssi Kiesi

MARKKINOINTI, MARKKINA RESURSSIT JA — KYVYKKYYDET, YDINLIIKETOIMINTA PROSESSIT JA
TALOUDELLINEN SUORITUSKYKY SUOMALAISISA YRITYKSISSA

Tama tutkimus keskittyy markkinoinnin rooliin yrityksen ydinliiketoimintaprosesseissa ja tutkii
miten nédmd& ydinliiketoimintaprosessit vaikuttavat yritysten taloudelliseen suorituskykyyn.
Tutkimus tehtiin luomalla konseptuaalinen viitekehys, joka perustui aikaisempaan tutkimukseen ja
akateemiseen kirjallisuuteen. Viitekehys sisélsi markkinoinnin roolin ydinliikketoimintaprosesseissa,
kolme ydinliiketoimintaprosessia, jotka olivat tuotekehityksen johtaminen, toimitusketjun
johtaminen ja asiakassuhteiden johtaminen sek& taloudellisen suorituskyvyn mittarit. Tama
viitekehys perustui kuuteen hypoteesin, jotka kehitettiin tutkimuksen teoriaosuudesta.

Tutkimuksessa kaytetty aineisto perustui StratMark:n Markkinoinnin tila 2010-tutkimukseen.
Aineisto  kerattiin  kayttamalla verkkopohjaista kyselylomaketta, joka oli suunnattu
suomalaisyhtididen johdolle. Kyselylomake l&hetettiin 15941 johtajalle, joista 1134 tayttivat
kyselylomakkeen. Aineiston analysoimiseen k&ytettiin kahta monimuuttujamenetelméa.
Ensimmaiseksi kaytettiin vahvistusfaktorianalyysid mittausmallin kehittdmiseen. Toiseksi kaytettiin
rakenneyhtéalomallia hypoteesien testaamiseen.

Taman tutkielman tulokset osoittavat markkinoinnin vahvan positiivisen suhteen yrityksen
ydinliiketoimintaprosesseihin, erityisesti koskien asiakassuhteidenjohtamista. Tama tutkielma
tukee my0s ydinliiketoimintaprosessien ja yritysten taloudellisen tuloksen valista positiivista
suhdetta, mutta tdma suhde ei ole niin vahva kuin markkinoinnin ja ydinliiketoimintaprosessien
valilla. Taman tutkielman tuloksien perusteella yritysjohdolle suositellaan markkinoinnin
integroimista yritysten ydinliiketoimintaprosesseihin.

Tama tutkielma tarjoaa yksinkertaisen ja yleistetyn mallin, joka yhdistdéd markkinoinnin,
ydinliiketoimintaprosessit ja taloudellisen suorituskyvyn.

AVAINSANAT: Markkinointi, ydinliikketoimintaprosessit, tuotekehityksen johtaminen, toimitusketjun
hallinta, asiakassuhteiden johtaminen, markkinaperusteiset resurssit, markkinaperusteiset
kyvykkyydet, resurssiperusteinen nakokulma, taloudellinen suorituskyky
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1. Introduction

The main objective of this study is to examine the role of marketing in company business
processes and company performance. This chapter introduces the motivation and contents of this
study by describing the background, followed by the definition of the research problem and the
objectives. This is followed by a description of the methodology and scope of the study. Next, the

key concepts of the study are defined and, finally, the structure of the study is presented.

1.1 Background

There is an increasing demand for marketing and marketing actions to be held accountable for
both market performance and financial performance (e.g., Stewart, 2009; Srinivasan & Hanssens,
2009; O’Sullivan & Abela, 2007; Rust, et al, 2004). The lack of accountability and clear metrics for
measurement marketing performance has threatened the position of marketing in many firms
(Rust, et al, 2004). In Stewart (2009) one chief financial officer (CFO) said “Marketing is not
strategic. It’s just tactics and we just control the cost.” It is clear that if marketing activities cannot
be viewed as an investment rather than just as expenses and as strategic in nature, the position of
marketing in the company will be undermined. This is not only a challenge to the discipline of
marketing; it can also undermine company performance in time when customer needs and wants

are becoming more individualistic and complex.

In response to the challenges of marketing in contemporary business climate, there has been a lot
of academic debate on the future role of marketing as a function and as an activity. Webster
(1992) argued that “marketing will focus on strategic partnerships and positioning the firm
between vendors and customers in the value chain with the aim of delivering superior value to
customers.” This is supported by Moorman and Rust (1999), who viewed the role of marketing as
playing a key role in managing the connections between customers and critical firm elements. This
leads to the concept of market-based assets and capabilities. Market-based assets are market-
specific resources that are mostly intangible, such as information of customers and relations with
them (Srivastava et al, 1998). This intangible nature is especially meaningful since according to
Doyle (2000 p. 18; 19) approximately 75 percent of the value of Fortune 500 companies lies in
intangibles (brands, marketing-based intangibles, etc.). Doyle (2000 p 18; 19) argued that these



intangibles are the root source of shareholder value. Market-based capabilities are the skills that
determine how well these market-based assets are created and leveraged (Ramaswami et al.
2009; Day, 1994). Marketing investments are investments in market-based assets and capabilities
since they are directed towards acquiring and retaining customers and building brand equity and

superior value in the eyes of the customers (Sheth & Sisodia, 2002).

However superior value to the customer can only be offered if all functions in the organization
contribute together. This requires cross-functional integration with all the key areas and processes
of the organization (Slater & Narver, 1994a) meaning marketing must be integrated with other
functions and processes in a company. In order to provide value for a customer, a firm must
develop solutions for the customer, acquire inputs and transform them into desired customer
outputs, and manage the linkages and relationships with external marketplace actors, especially

with customers (Srivastava, Shervani & Fahey, 1999)

This study focuses on the effect that marketing processes and activities have on firm performance
and the effect that marketing has on to core business processes. Srivastava et al. (1999) defined
firm’s core business processes as product development management (PDM), supply chain
management (SCM) and customer relationship management (CRM). This study evaluates the
effect that marketing has on each of the three main business processes in terms of how they

affect a firm’s financial performance (for example return on investment).

1.2 Research problem and objectives

The objective of this study is to link marketing to key business processes and through that to the
financial performance of Finnish companies. A study by Ramaswami, Srivastava, and Bhargava
(2009) empirically tested the effect of the three core business processes on a firm’s financial
performance. However, that study had a small sample size (88 firms) and used only a few metrics
for the core business processes. While Ramaswani et al.’s (2009) study focused how market-based
assets affect the three core business processes the present study focuses on the influence of
marketing. However, by examining whether the role of marketing on the three core business

processes is strategic, minor, non-existent and its effect on company performance, this study will



expand Ramaswami et al.’s study on the subject by having a larger sample size of 1134 and

including more metrics for the core business processes.

In order to reach the objectives of this thesis the main research question is:

What effect does marketing have on company performance?

The main research question is answered by four sub-questions
- How do market-based assets and capabilities affect core business processes?
- How are market-based assets and capabilities integrated to core business processes?
- What effect do of market-based assets and capabilities have on core business processes?

- How do these core business processes affect financial performance?

1.3 Methodology and Scope

The empirical part of this study is based on data collected in a national survey as a part of the
StratMark research project. The survey, known as Markkinoinin tila 2010, contains answers from
1134 decision makers from companies ranging widely in size. The data received from the
questionnaire broadly covers the current state of marketing and other activities and topics in
these companies. The focus of the present study is the role of marketing in key business processes
(PDM, SCM and CRM) through market-based assets and capabilities, the performance of those

processes and the financial performance of the companies.

This research can be divided into two parts: the literature review and the empirical research. The
literature review covers the existing literature related to the topic under review in order to

provide a conceptual framework for the empirical research.



The literature review is conducted by reviewing the literature regarding marketing as well as the
relatively new concepts of market-based assets and capabilities and the core market-facing
business processes. The purpose is to examine the relationships between these concepts. To this
end, a number of many frameworks, hypotheses and theories were examined before developing a
conceptual framework and hypotheses. The literature review does not review all of the available
literature instead it focuses on the information, concepts and theories that are relevant for this

study.

The second part of this uses statistical analysis methods that are relevant for testing the
conceptual model. The purpose of the empirical part is to test the hypotheses based on the
literature review. The statistical analysis is performed using two statistical methods: confirmatory
factor analysis (CFA) and structural equation modeling (SEM). These methods are ideally suited to
examine the relationships between marketing and the three core business processes and between
the three core business processes, and financial performance. In chapter 4.1, confirmatory factor
analysis is used to test the validity of the factors and their indicators in the conceptual model. This
is done in order to test the goodness-of-fit between the measurement model and the actual data.
In chapter 4.2, structural equation modeling is used to test the hypotheses related to the
conceptual model, whit the intention of evaluating the relationships between marketing and the

core business processes and between the core business processes and financial performance.

1.4 Key Concepts

Marketing: Marketing is the activity, set of institutions, and processes for creating,
communicating, delivering, and exchanging offerings that have value for customers, clients,

partners, and society at large (American Marketing Association, 2007).

Core business processes: These are business processes in which companies engage in order to

achieve defined business purposes or objectives that explicitly contribute to generating and
sustaining customer value (Srivastava et al., 1999). For the purposes of the present study there are
three core business processes: product development management (PDM), supply chain

management (SCM), and customer relationship management (CRM).
4



Product development management (PDM): A process that aims to create solutions that, customers

need and want (Srivastava et al., 1999).

Supply chain_management (SCM): SCM encompasses the planning and management of all

activities involved in sourcing and procurement, conversion, and all logistics management
activities. Importantly, SCM also includes coordination and collaboration with channel partners,
which can be suppliers, intermediaries, third- party service providers, and customers. In essence,
supply chain management integrates supply and demand management within and across

companies (Council of Supply Chain Management Professionals).

Customer relationship management (CRM): A process that identifies customers, creates customer

knowledge, shapes customer perception of the firm’s products and image, builds customer
relationships through satisfactory experiences and maximizes customer responses for optimal
revenue and profit growth (Srivastava et al., 1999). “CRM is an ongoing process that involves the
development and leveraging of market intelligence for the purpose of building and maintaining a

profit-maximizing portfolio of customer relationships” (Zablah et al., 2004).

Market-Based Assets: Market-specific and mostly intangible resources that can be leveraged in

order to create competitive advantages. Market-based assets are divided into relational and
intellectual assets. Relational assets are outcomes of relations with the firm and key external
stakeholders. Intellectual assets are knowledge that the firm possesses about its environment

(Srivastava et al., 1998).

Market-Based Capabilities: Bundles of skills and knowledge used to manage, create and leverage

market-based assets in order to create positional and/or competitive advantages that are not easy

for competitors to imitate (Ramaswani et al., 2009; Day, 1994).



Resource-Based view: A company’s resources are its source of competitive advantage. In order for

the company to gain a competitive advantage these tangible and intangible resources must be
valuable; rare; imperfectly mobile and there cannot be any strategically equivalent substitutes
(Wernefelt, 1984; Barney, 1991).

Financial performance: the profitably of a company. This what evaluates a company’s

performance. In this study, the metrics used to evaluate companies’ profitability are profit margin,

return-on-investment (ROI), and return-on-assets (ROA).

1.5 Structure

Chapter 2, the literature review of this study, provides the theoretical background for the
empirical part of this study. Section 2.1 focuses on what are market-based assets and capabilities
are and how they create competitive advantages. The three core business processes are then
examined in order to understand what they are and how they affect the firm. This is followed by a
discussion about integrating marketing into these core business processes. Finally, the benefits
that marketing and market-based assets and capabilities can bring to these processes in order to
increase firm performance are discussed. Section 2.2 focuses on product development
management (PDM). Section 2.3 focuses on supply chain management (SCM). Section 2.4 focuses
on customer relationship management (CRM). Section 2.5 briefly presents the methods used to

measure financial performance and, 2.6 introduces the conceptual framework for the study.

Chapter 3 presents the empirical study in order to answer the research questions. The data
collection, contents of the survey and the resulting data are all presented here in detail. Chapter 3
also presents the statistical methods used in the study starting with confirmatory factor analysis

(CFA) and then structural equation model (SEM) analysis.

Chapter 4 presents the empirical findings regarding the effect that marketing’s has on core
processes and firm performance, based on the findings of the literature review. This chapter also

reviews the reliability and validity of the analysis.
6



Chapter 5 discusses the empirical findings and their fit to the reviewed literature. Next, the
findings of the study are summarized for managerial implications. The thesis ends with discussions

of the study’s limitations and future research implications.



2 Literature Review

The core objective of marketing is to attract and retain customers for the company. In order to do
this, the company must provide superior value to customers compared to its competitors. By
leveraging market-based assets and capabilities, a company can deliver superior customer value
and create competitive advantages (Srivastava et al., 2001). If marketing wants to create customer
or market orientation and develop market-based assets and capabilities in the company, it must
influence all the market-facing core business processes that create customer value (Srivastava et
al., 1999). This is similar to the view held by Moorman and Rust (1999) that the principal role of
marketing is to manage connections between the customer and critical firm elements. Moorman
and Rust (1999) discovered that marketing function contributes to perceptions of firm financial
performance, customer relationship performance and new product performance. Webster (1992)
argued that marketing should focus on managing strategic partnerships and positioning the firm
between vendors and customers in the value chain, with the aim of to delivering superior value to
customers, and with customer relationships as the key strategic resource. Matz (1997) and Slater
and Narver (1994b) argued that, marketing and other key firm functions must cooperate

effectively if they are to compete effectively in the marketplace.

The previous paragraph suggests that marketing must have a strategic and cross-functional role in
the firm in order for it to influence firm strategy, customer relationships, and product
development, and manage the firm’s value chain or supply chain to deliver superior value to
customers and in the end improve the firm’s financial performance. Srivastava, el al (1999; 2001)
defined the critical firm elements that Moorman and Rust (1999) mentioned as market-based
processes that include PDM, SCM and CRM. The aim of PDM is to create solutions that customers
need and want while the purpose of SCM is to acquire all the inputs, both physical and
informational, and transform them into customer solutions as effectively and efficiently as
possible. CRM aims to identify customers, create customer knowledge, build customer

relationships, and shape customer perceptions of the firm and its products and services.

Five broadly defined marketplace shifts that affect the competitive context of the marketplace,

and also affect the role of marketing in firms and in the key business processes are:

1. Product focus gives away to the need to address customer functionality



Product differentiation evolves into solution customization
Transaction-based exchanges are replaced by relationship-based customer intimacy

Stand-alone competition frequently gives away to networked rivalry

o M LD

Economies of scope and increasing returns are added to economies of scale

(Srivastava et al., 1999)

2.1 Market-based Assets and Capabilities

Marketing creates value for firms by managing and combining market-based assets and
capabilities. Market-based assets, which are both tangible and intangible, include brands,
customers, and channels, while market-based capabilities include marketing expertise and process
knowledge, both of which are sources of competitive advantages (Ramaswami et al., 2009). This
view is aligned with the resource-based view of the firm. The idea of viewing firms as a set of
resources was first presented by Penrose (1959) (quoted in Wernefelt, 1984). However, that view
did not receive a great deal of attention until Wernefelt (1984) articulated a resource-based view
of a firm. Wernefelt (1984) argued that firms want to create a situation in which their resource
situation makes it difficult for competitors to catch up; such an advance required a balance
between exploiting the firm’s resources and developing new ones. This view of the firm was
further developed by Barney (1991) who focused on the characteristics that resources must
possess in order for them to contribute to competitive advantage. According to Barney (1991)
competitive advantage is achieved when a firm implements a value creating strategy that is not
currently implemented by competitors. A sustained competitive advantage is achieved when
competitors cannot duplicate the benefits of the focal firm’s value creating strategy. Barney (1991)
also presented the argument that a firm’s resources are heterogeneous and immobile. However,
not all firm resources have the potential to create a competitive advantage. In order to create a
competitive advantage, a resource must have four attributes: it must be valuable, rare,

imperfectly mobile, and there cannot be any strategically equivalent substitutes (see figure 1).



Figure 1. The relationship between resource heterogeneity and immobility, value, rareness,

imperfect imitability and sustainability and sustained competitive advantage (Barney, 1991)
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Market-based assets are market-specific resources that can be divided in to relational assets and
intellectual assets. Relational market-based assets are firm relationships with parties such as
customers, networks, and supply chain members. Intellectual market-based assets are the types of
knowledge that a firm has of its competitive environment (Srivastava et al., 2001; Srivastava et al.,
1998). Intellectual market-based assets could be considered a product of Kohli and Jaworski (1990)
concept of market orientation, which focused on the collection and dissemination of market
knowledge. Market-based capabilities are complex bundles of skills and knowledge that create
and leverage market-based assets in market-facing processes in order to develop value and
competitive advantages for the firm (Day, 1994; Ramaswami et al., 2009). These capabilities can
be “static” or “dynamic”. Static capabilities manage current resource (asset) configurations,
whereas dynamic capabilities achieve new resource (asset) configurations in response to market
changes (Eisenhardt & Martin, 2000). Day (1994) touched on this when he identified two distinct
and critical marketing capabilities. The first is market sensing, which determines how well the
company can sense changes in the market and anticipate responses to marketing actions. The
second is customer-linking capability, which consists of the skills, abilities and processes needed to
identify individual customer needs and respond to them. Market-based capabilities can greatly
enhance a company’s ability to outperform its competitors and to create sustained competitive
advantages (Weerawardena, 2003; Tsai & Shih, 2004). Figure 2 provides an overview of the effect

of market-based assets on company financial performance.
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Figure 2: Overview of market-based resources and company financial performance (Adapted

from Srivastava et al, 2001)
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Marketing’s management of market-based assets and capabilities can significantly increase
company performance, provided it has a strategic role in the company’s planning and decision-
making processes. Morgan et al. (2000) found that company performance was significantly higher
when marketing input was present in all areas of the strategy formation process. This implies that
the more strategic the role of marketing in the three core market-facing processes the better the
performance of these will be. The following chapters will present how market-based assets and
capabilities affect a company’s core market-facing processes and how these market-facing

processes affect a firm’s financial performance.

2.2 Marketing and product development management

Product development management (PDM) is a process that creates solutions that the customers
need and want (Srivastava et al., 1999; Ramaswami et al., 2009). In other words, PDM manages
process that creates one or more of products and/or services that provide solutions for customer
needs and wants. Product development can be broadly defined as the transformation of market

opportunity and a set of assumptions about product technology into a product available for sale

11



(Krishnan & Ulrich, 2001). Successful new product development is essentially a multidisciplinary
process (Olson et al., 2001). The main functional units that contribute to successful product launch
in new product development are research and development, marketing, operations and
production (Zirger & Maidique, 1990; Song et al., 1997). In the present study the focus will be on
how marketing affects PDM through market-based capabilities and assets. PDM is the

management of new product/service development and includes:

- Ascertaining new customer needs

- Designing tentative new product/service solutions

- Developing new solution prototypes

- ldentifying and managing internal functional/departmental relationships

- Developing and sustaining networks of linkages with external organizations
- Coordinating product design activities to speed up business processes

Srivastava, et al., (1999)

The success of a new product development process can be evaluated using two key indicators:
effectiveness and efficiency. Effectiveness is how well the product meets the targeted needs of the
customer, for example, benefits versus costs to the customer, or, more simply, how much value it
creates for the customer. This is a customer-oriented view. Efficiency is the measure of resources
(time, money, etc.) used for a given output (Madhavan & Grover, 1998). This focuses on how many
products or services are created in relation to the time and money invested in them. From a more
financial perspective, the success of new product development can be evaluated by the following
metrics: success rate, percent of sales, profitably related to spending, technical success rating,
sales impact, profit impact, success in meeting sales objectives, success in meeting profit

objectives, profitably relative to competitors and overall success (Cooper & Kleinschmidt, 1995).

According to Cooper and Kleinschmidt (1995), Montoya-Weiss and Calantone (1994), and Zirger
and Maidique (1990), the main internal factors that contribute to the success of new product

development process at the project level and within a company are:

- Product advantage
- Technological synergy
- Marketing synergy

- Company resources
12



- Product strategy

- Competitiveness, size and rate of growth of the target market
- Proficiency of technical activities

- Proficiency of marketing activities

- Proficiency of up-front (homework) activities
- Protocol (product definition)

- Top management support

- Speed to market

- Financial/business analysis

- the technical performance of the product

- product’s value to customer

- synergy of the new product with the firm’s existing competences

Marketing can affect many of the factors that contribute a new product success. The above list
contains two factors proficiency of marketing activities and marketing synergy that are explicitly
“marketing only”, and can be considered as market-based capabilities. However, marketing plays
a role in several other factors on the list, such as speed to market, product strategy, value to
customer and picking right markets (related to competiveness, size and the rate of growth of the
target market). There is a large body of literature on R&D and marketing integration, and the
effect that these on the success of a new product launch (Song et al., 1996; Olson et al., 2001,
Souder, 1988; Cooper & Kleinschmidt, 1995...). Marketing as a discipline infuses market inputs to
new product development with the intention of keeping the company’s products ahead of current

and emerging rival products (Srivastava et al., 1999).

The main roles for marketing in product development management are to provide customer and
competitor information, provide customer/market focus (market orientation), link offerings to
customers, involve customers in product development, customize to satisfy individual customer’s
needs, and focus on providing superior value to the customer (Ramaswami et al., 2009; Krasnikov
& Jayachandran, 2008; Srivastava et al., 1999; Day, 1994). According to Li and Calantone (1998),
the primary role of marketing in new product development is to provide market knowledge to the
product development process. Market knowledge consists of customer knowledge and competitor
knowledge. Customer knowledge is knowledge about customers’ current and potential needs.

Customer needs can be expressed or latent. Expressed needs are those that customers are aware
13



of and can therefore express. Latent needs are those that customers are not aware of (Narver et
al., 2004). Competitor knowledge is knowledge about competitors’ products and strategies (Li and
Calantone, 1998) and is closely tied to intellectual market-based assets, which are a source of
competitive advantage (Srivastava et al., 2001; Srivastava et al., 1998). Market knowledge makes it
possible to more effectively link offerings to customers by creating a better fit between the
benefits that customers seek and the benefits the company provides, thereby increasing customer
value offered (Day, 1994; Baker & Sinkula, 2005; Zhou et al., 2005). This will create satisfaction for
customers and improve relational market-based assets, which in turn leads to successful new
product development projects. Marketing skills or market-based capabilities can create product
differentiation, which enhances relative product performance (Song & Parry, 1997). Acquiring and
leveraging market inputs such as customer requirements helps reduce delays in conceptualizing,
specifying and prototyping customer solutions, which increasing the speed to market of new
products and services (Srivastava et al., 1999). External sources can also improve the effectiveness
and efficiency of new product development. These external sources or market-based relational
assets are various stakeholders such as government agencies, universities and various partners. As
mentioned earlier with regard to customers, these external sources can provide inputs
(information, technological capabilities) that can be used to develop new products and services.
Collaborations of this type can be referred as new product development networks. Méller and
Rajala (2007) defined several business networks types, seven of which can be seen as new product
development networks. These seven networks types can be divided into three categories: current
business nets, business renewal nets and emerging business nets. Each of these have stable and
well-defined value systems. Current business nets consist of vertical demand-supply nets and
horizontal market nets. Business renewal nets consist of business renewal nets and customer
solution nets and seek incremental improvements to defined current value systems. Emerging
business nets, which consist of application nets, dominant design nets, and innovation networks

have emerging value systems that imply radical changes in old value activities.

This leads to the concept of market-based assets and capabilities being important for product
advantage, product’s value to customers, strategy of the product and selection of the target
market and thus improving the effectiveness and efficiency of product development management.

Figure 3 offers a simplified overview of marketing and product development interaction.
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Figure 3: Combining marketing with product development management
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The previous paragraphs have suggested that marketing is to be integrated into product
development management in order to ensure effective and efficient new product development.
Song et al. (1997) stated that marketing and R&D functions both recognize that successful new
product development requires cross-functional cooperation as has the marketing literature (e.g.
Song and Parry, 1997; Zirger and Maidique, 1990). Cross-functional integration requires
management. As the difficulty of the new product development task increases, so does the
interdependence among the functions, which results in a greater need for cross-functional
exchange of ideas, information, and other resources. Song et al. (1996) found five potential
internal barriers to effective exchange of information and cross-functional integration between
marketing and R & D within an organization. These barriers are similar to those identified by Maltz

(1997). Song et al.’s (1996) barriers are:

1. Lack of trust or respect between marketing and R&D, which originates from perceived lack
of credibility.

2. Different orientations contribute to different ideologies, languages, and goal orientations,
which lead to a general lack of communication and integration.

3. The lack of formalized communication structures and communication in general acts as

barrier to effective cross-functional integration.
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4. Physical proximity acts as a barrier, the fact that marketing and R & D departments are
often in different locations makes information sharing more difficult.
5. Lack of managerial support for integration acts as a barrier to information exchange and

integration.

These five barriers (especially barriers 2-5) can be seen as common to all cross-functional
integration efforts in organizations. Senior management plays an important role in the product
development management process by championing the project and providing strategic direction
and creating policies and procedures (reward and evaluation systems) that remove barriers and

create a culture of cross-functional cooperation (Song et al., 1997).

The concept of marketing improving product development management is backed by previous
empirical research suggesting that the addition of marketing to new product development and the
cooperation between marketing and R & D contributes significantly to success in new product
development and to a firm’s financial performance. Dutta et al. (1999) claimed, that the most
important determinant of a firm’s performance is the interaction between its marketing and R & D
capabilities. Song and Parry (1997) said that cross-functional integration between marketing and
R&D can create project-specific advantages. Zirger and Maidique (1990) also identified cross-
functional integration as an important factor in new product development. Li and Calantone’s
(1998) research showed that market knowledge had a positive effect on product advantage and
product performance. According to Joshi and Sharma (2004), customer knowledge, which is a part
of market knowledge, had a positive impact on new product performance. Li and Calantone’s
(1998) research also indicated that the marketing -R&D interface was even more important than
market knowledge; this can interpreted as meaning that market knowledge does not fully affect
new product development unless it is properly integrated with R&D. According to Souder (1988),
separation of R&D and marketing functions is only effective for handling simple technologies,
simple markets, and well defined customer needs; for new product innovations, it is necessary to
have cooperation between the marketing, R & D and other business functions. According to
Ramaswami et al. (2009), better capability in involving customers in product development leads to
better development of differentiated products. Olson et al. (2001) concurred that project
performance is higher when marketing, R&D, and operations are highly involved in the early
stages of new product development, regardless of the innovation level of the new product. Hise et

al. (1990) divided the new product development process into three phases: input phase, design
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phase and evaluation phase. When marketing and R & D demonstrate high levels of joint effort in
determining the final design of new products, these products have higher levels of success
compared to when there is low levels of cooperation. This applies to both consumer and industrial

products.

The above indicates that there is strong empirical evidence for marketing having a positive role in
new product development, especially by contributing market knowledge, when it is properly

integrated with R&D and has a strong role in it, this leads to the following two hypotheses.

Hypothesis 1a: Marketing’s involvement in PDM is positively related to PDM’s performance

Hypothesis 1b: PDM performance is positively related to Firm’s financial performance

2.3 Marketing and Supply Chain Management

Supply chain management (SCM) can be defined as “the systematic, strategic coordination of the
traditional business functions and the tactics across these business functions within a particular
company and across businesses within the supply chain for the purposes of improving the long-
term performance of the individual companies and the supply chain as a whole” (Mentzer et al.,
2001). SCM is not just about logistics, as reflected by the Council of Supply Chain Management
(previously the Council of Logistics Management) having separate definitions for logistics and
supply chain management. SCM is about managing a network of companies and market actors.
Companies do not so much compete against each other but networks of supply chains compete

against other networks of supply chains (Lambert and Cooper, 2000).

According to Srivastava et al. (1999), Wu et al. (2006), and the Global Supply Chain Forum SCM

process includes:
- Selecting and qualifying desired suppliers

- Establishing and managing inbound logistics
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- Designing and managing internal logistics

- Establishing and managing outbound logistics

- Designing work flow in product/solution assembly

- Running batch manufacturing

- Acquiring, installing and maintaining process technology

- Order processing, pricing, billing, rebates and terms

- Managing (multiple) channels

- Managing customer services such as installation and maintenance to enable product use
- Customer service management

- Demand management

- Manufacturing flow management

- The use of information and communication technologies (ICT)
- Returns

As the above list shows that SCM includes many processes. Some are internal, but most are a

combination of internal processes and cooperation and integration with external entities.

The main objective of SCM is to increase customer value. Increased customer value can be created
in two distinct ways. According to Cooper and Ellram (1993), SCM has three objectives: reduce
inventory investment in the chain, increase customer service through increased stock availability
and reduced order cycle time, and help build a competitive advantage for the channel (channels)
in order to create customer value. Cooper and Ellram’s (1993) method focuses mostly on internal
efficiency. The second way focuses on integration and cooperation between supply chain partners.
Srivastava et al. (1999) argued that market-driven SCM includes shifting the focus away from
obtaining the functionally best inputs at the cheapest possible prices, towards designing,
managing, and integrating the firm’s own supply chain with that of both suppliers and customers.

The value experienced by the end customers is the main objective rather than internal goals. This
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second way requires the use of market-based assets and capabilities in order to foster efficient

and effective coordination and integration with members of the supply chain.

As a firm’s supply chain consists of suppliers, buyers, end-users, inbound, internal, and outbound
logistics, a supply chain is not a chain of businesses with one-to-one, business-to-business
relationships but a network of multiple businesses and relationships (Lambert & Cooper, 2000), as
presented in Figure 4. In fact, it is the networks that compete with each other not single
companies (Mdller & Halinen, 1999). Supply chain networks consist of the supply chain network
structure, the supply chain business processes and the supply chain management components.
How much a supply chain needs to be managed depends on the complexity of the
product/service, the number of available suppliers, the length of the supply chains, and the

number of suppliers and buyers at each level of the supply chains (Lambert & Cooper, 2000).

Figure 4: Focal firm perspective of a business network (adapted from Moéller and Halinen, 1999)

3rd tier suppliers !
2nd tier suppliers r«f
l'l‘ 1st tier suppliers ;j
1\‘ partnerships ;‘r

)

\

1
1
1]
| sapuabe ongnd \

‘sesiamun |

\

firm - SBU
business processes - internal
value activities
organization & culture
personnel

SUoIMAISU! |
yoseesal

[
Suw
=3

D=

=1

gé

Um

)
I
i
1
1
f
I}
!
%
[ Jayo 9 Juswwanob \

]
partnerships |
1
" st level customers &
distributors Y
1
1

end customers \
!

According to Lambert and Cooper (2000), there are three aspects to a firm’s supply chain:
- The members of the supply chain

- The structural dimensions of the network
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- The different types of process links across the supply chain

“The members of a supply chain include all companies/organizations, with whom the focal
company interacts directly or indirectly through its suppliers or customers from point-of-origin to
point-of-consumption” (Lambert et al., 1998). To make the complex supply chain more
manageable, it is useful to make a distinction between primary and supporting members of the
supply chain. Lambert and Cooper (2000) defined primary members as “all those autonomous
companies or strategic business units who carry out value-adding activities (operational and/or
managerial) in the business processes designed to produce a specific output for a particular
customer or market”. Lambert et al. (1998) defined supporting members as “companies that
simply provide resources, knowledge, utilities or assets for the primary members of the supply
chain”. It should be noted that a same organization can be both a primary and a supporting

member in the same supply chain.

Figure 5: Supply Chain Network Structure (adapted from Lambert & Cooper, 2000)
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As Figure 5shows, the supply chain network has three structural dimensions. Horizontal structure
means the number of tiers across the supply chain. Depending on the industry/market the supply
chain may be long and have many tiers or it can be short. Vertical structure refers to the number
of suppliers/customers present in each tier. The supply chain may be narrow, with only a few
members on each tier, or it can be wide with multiple members on each tier. The third structural

dimension is the focal company’s horizontal position in the supply chain. The focal company can
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be near the initial source of supply, near to the end-user, or somewhere between these end-

points of the supply chain (Lambert & Cooper, 2000).

The processes must be managed and integrated within the supply chain. However, integrating and
managing all these processes with all members in the chain might not be desirable due to limited
resources and the importance of supply chain members/processes. Therefore, the level of
integration will vary between process links and time. Lambert and Cooper (2000) and Lambert et
al. (1998) identified four different business process links: managed process links, monitored

process links, not-managed process links, and non-member process links, as shown in Figure 6.

Figure 6: Types of Intercompany Business Process Links (Adapted from Lambert and Cooper,

2000)

Tier 3 to Tier 3 to
Initial Tier 2 Tier 1 Tier 1 Tier 2 Consumers/
suppliers Suppliers Suppliers Customers Customers End-Customers

]
[ f=——r—
B ——

Initial Suppliers

Consumers / End-Customers

Tier 3 to n customers

= Managed Process Links M Focal Company

— — — Monitor Process Links
MNot-Managed Process Links

-— —— Mon-Member Process Links ] Non-Members of the Focal Company’s Supply Chain

I:‘ Members of the Focal Company's Supply Chain

Managed process links are those that the focal company considers important to manage and
integrate. Monitored process links are not as critical to the focal company as managed process
links but it is important for the focal company that these links are managed and integrated
between other members of the supply chain network. Therefore the focal company will regularly
monitor how the other company manage and integrate these links. Non-managed process links

are those with which the focal company is not actively involved and are not important enough for
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resources to be devoted to for monitoring. Non-member process links are process links between
members of the focal company’s supply chain and non-members of the supply chain. While non-
member links are not considered a part of the focal company’s supply chain, they can affect the
performance of the focal company and its supply chain. For example, a non-member supplier can

be a supplier to the focal company’s biggest competitor.

Some internal supply chain business processes require integrating. Some firms prefer a functional
structure for integration, some use a process structure, and others use a combined functional and

process structure (Lambert & Cooper, 2000).

Lambert and Cooper (2000) identified nine supply chain management components for successful

supply chain management.
- Planning and control
- Work structure
- Organization structure
- Product flow facility structure
- Information flow facility structure
- Management methods
- Power and leadership structure
- Risk and reward structure
- Culture and attitude

Planning and control of operations are the keys to creating a desired supply chain network.
Control aspects can be operationalized as performance metrics for measuring supply chain
success. The work structure indicates how the firm performs its tasks and activities. Organizational
structure can refer to the structure of an individual firm or the whole supply chain network.
Product flow facility structure is the network structure for sourcing, manufacturing and
distributing across the supply chain. Information flow facility structure is one of the most

important management components. Information flow has a strong influence on the efficiency of
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the supply chain and is a primary component for integration in the supply chain. Management
methods refer to the company philosophy and management techniques. For example, an
organization can have a top-down or a bottom-up structure. The power and leadership structure
will affect the channel form. Strong channel leaders have considerable influence on the supply
chain. The risk and reward structure influences the long-term commitment of channel members.
The culture and attitude of channel members affects how well the channel works as a supply chain

(Lambert & Cooper, 2000).

Juttner et al. (2007) focused on outbound operations when integrating marketing and SCM.
“Marketing is traditionally externally focused and creates customer value, while supply chain
management (SCM) is inwardly focused and concentrates on the efficient use of resources in
implementing marketing decisions”. However, their view of integrating marketing and SCM can
also be applied be to inbound operations as there is evidence that market-based assets and
capabilities can also improve inbound operations (Dyer & Hatch, 2006). Juttner et al. (2007)
referred to the integration of marketing and SCM as demand chain management (DCM). They
divided integration into three themes: process integration, configuration, and social interactions.

They propose a total of seven roles for marketing in these three integration themes.

According to Juttner et al. (2007), process integration involves integrating demand and supply
processes and the customer buying life cycle (shown in Figure 7). The role of Marketing in process
integration is to (1) facilitate integration by disseminating customer and market information, (2)
consider the effect of marketing activities from an integrated process perspective, and (3) to foster

a demand-based rather than a supply-based integration of information needs.

Juttner et al. described (2007) configuration as follows “Managing the demand chain configuration
comprises the strategic decision on the number of customer segments the company can serve
with differentiated supply chains as well as the structural aspect of a customer segment focused
demand chain organization”. Marketing has two roles in configuration integration. The first is to
link the external customer-value segmentation with the internal segmentation of production,
logistics, and sourcing. The second is to obtain knowledge about customer needs, and changes to
those needs in order to ensure the structural adaptation requirements of the supply chain (Juttner

etal., 2007).
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Social interaction entails the working relationships between people in marketing and in SCM. In
many companies, there is a widespread lack of integration and interaction. Juttner et al.’s (2007)
general barriers to integration are somewhat similar to what Song et al. (1996) identified as
barriers between marketing and R&D integration. The main barriers are lack of communication
and information sharing, “us versus them” attitudes, conflicting key performance indicators (KPIs)
between the two functions (especially when they are tied to reward systems), and a lack of
common understanding of information/knowledge with functions as they might interpret it
differently. Juttner et al. (2007) proposed two ways in which marketing can improve social
interaction between marketing and SCM. Firstly, marketing must proactively exchange information
with SCM and provide timely information on defined customer segments, new customer/product
opportunities, planned promotions, feedback on over/under service delivery, and seek
information on lead times, capacity and pipeline costs (see Figure 7). Secondly, marketing must
seek more collaboration with SCM in order to ensure mutual understanding of the information

exchanged and collective goals.

Figure 7: The working relationship between marketing and SCM for demand chain activities

(adapted from Juttner et al. 2007)
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While the literature on marketing and new product development integration is quite extensive

M

Supply Chain
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there has been considerably less literature on SCM and marketing integration (Ellinger, 2000).
However, marketing, market-based assets and capabilities and supply chain management are not

separate but inextricably intertwined. In fact, it could be argued that marketing and relational
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marketing, which creates and leverages market-based relational assets, are vital for successful

supply chain management (Min & Mentzer, 2000).

Market-based assets and capabilities have an impact on SCM. At least four marketing concepts
have an impact on SCM: market information, information sharing, close long-term relationships,
and inter-firm cooperation (Min and Mentzer, 2000). All four of Min and Mentzer’s concepts can
be traced to market-based assets and capabilities. Market information is an intellectual market-
based asset and close long-term relationships are relational market-based assets. Information
sharing and inter-firm cooperation are activities that require both market-based assets and
capabilities. Marketing produces and stores market information that is needed in the process of
building, maintaining and enhancing supply chain relationships. These relationships are created
and maintained by information sharing, which is vital for the effective implementation of SCM
across the supply chain partners both “upstream” and “downstream” (Shore & Venkatachalam,
2003). This requires two-way communication between the supply chain members. Successful SCM
also requires trust, long-term relationships, and inter-firm cooperation between the supply chain
members. Marketing facilitates relationship marketing, which focuses on creating and leveraging
relational market-based assets, this promotes the long-term relationships and inter-firm
cooperation required for successful SCM (Min and Mentzer, 2000; Bowersox et al., 2000).
Internally cross-functional coordination, in the form of sharing information and joint planning on
marketing promotions or expected sales increases, improves SCM’s responsiveness to changes in

markets (Stank et al, 1999).

Ellinger (2000) argued that logistics and marketing have joint responsibility for customer service.
Siguaw et al. (1998) found that a supplier’s intellectual market-based assets can positively
influence a distributor’s intellectual market-based assets and commitment to the supply chain
partnership. Stank et al. (1999) found that frequent cooperation led to better internal SCM
performance and better interdepartmental effectiveness. The infusion of market knowledge
(intellectual market-based asset) to SCM resulted in improved SCM performance (Min et al., 2007)
Information exchanges and collaborative communication with the supplier led to better supplier
knowledge, increased affective cooperation, and led to continuous improvement in supplier
performance (Dyer & Hatch, 2006; Joshi, 2009). While it has been previously stated, that it is not
just individual companies that compete against each other but networks and supply chains, that

compete against each other (Hult et al., 2007; Lambert & Cooper, 2000; Méller & Halinen, 1999),
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Dyer and Hatch (2006) stated that even when competitors share the same supplier, they can get
different performance from the supplier by using knowledge transfers and building relation-
specific production capabilities that are not easily adopted to production for the competitor. High
integration of marketing and SCM in firms leads to significantly better service quality, especially
when dealing with service elements that go beyond the basics. Firms with high integration
between marketing and SCM are better able to serve their customers’ needs and respond to

special customer service requests (Stank et al., 1999).
Based on the previous information the following two hypotheses are formed.

Hypothesis 2a: Marketing’s involvement in SCM increases SCM’s performance

Hypothesis 2b: SCM is positively related to Firm’s financial performance

2.4 Marketing and Customer Relationship Management

Customer relationship management is mainly a strategic process that builds customer
relationships by creating customer/market intelligence in order to achieve an optimal profitable
customer portfolio (Srivastava et al., 1999; Zablah et al., 2004; Payne and Flow, 2005). From the
theoretical perspective of the present study, CRM’s market-based capabilities create customer-
focused intellectual market-based assets. These assets are used to create relational market-based
assets, which, in turn, are leveraged to create value to the customers and to the firm. Zablah et al.
(2004) reviewed five different analytical perspectives on CRM, as 1) a process, 2) a strategy, 3) a
philosophy, 4) a capability and 5) a technology. According to Zablah et al. (2004) CRM is best
viewed as process that receives contribution from the remaining perspectives. Several other
authors share the process perspective, including Srivastava et al. (1999); Reinartz et al. (2004). The
CRM as a philosophy perspective is particularly important from the marketing point of view as it
promotes a customer-centric culture in an organization that is at the center of market-based
assets and capabilities and marketing (Wilson et al., 2002; Sheth et al.,2000). According to Day
(2004) this customer-oriented approach is the new dominant logic for marketing. The evolution to

this dominant logic is shown in Figure 8.
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Figure 8: Evolution to customer-centric marketing (adapted from Sheth et al., 2000)
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According to Parvatiyar and Sheth (2001) the rise of CRM can be attributed to the advent of

sophisticated computer and telecommunication technologies that enable producers to directly
interact with end-customers, and to the growth of the service industry, where creating a

relationship with the customer can be very important.

There are many views on what CRM entails. The literature suggests that CRM contains many
tactical and strategic actions including marketing, technology, sales, and customer service.
According to Parvatiyar and Sheth (2001), it extends to many areas of marketing and strategic
decisions. The content of CRM can be viewed from a narrow tactical perspective or from a broad
strategic perspective. According to Srivastava et al. (1999) the CRM process includes but is not

limited to:

- ldentifying potential new customers

- Determining the needs of existing and potential new customers
- learning about product usage and application

- Developing/executing advertising programs

- Developing/executing promotion programs

- Developing/executing service programs

- Developing/executing sales programs

- Acquiring/leveraging information technology/system for customer contact
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- Managing customer site visit teams
- Enhancing trust and customer loyalty

- Cross-selling and upselling of product service offerings

According to Stone et al. (1996), another important factor of CRM is identifying company’s
individual customers. This corresponds with what Sheth et al. (2000) referred to as customer-
centric marketing, which allows the creation of long-term relationships between the company and
its customers and manages that relationship to the benefit of the company and its customers. A
subset of identifying company’s current customers is identifying the value of these current
customers, that is, the amount of income or other benefits they provide for the company. It is
especially important to identify the high-value customers who bring large profits to companies
(Ramaswami et al., 2009; Zhou et al., 2005). Stone et al. (1996) argued that CRM helps
differentiate between profitable and non-profitable customers. A non-profitable customer is
generally one that costs more to serve than it brings to the company. The identification of
customers is part of market segmentation, which is another important part of CRM and marketing
in general. Segmentation is the division of customers into homogeneous segments based on
demographic and/or behavioral factors or, according to Peppers et al. (1999) by their needs and
value. Batt (2000) argued that, in services, the best way to segment customers is according to their

profitability.

Because there are several misunderstandings regarding what CRM is, what it contains, and many
of the real-world failures in implementing it. It is necessary to go into detail regarding to the

implementation of CRM-systems.

According to Rigby et al. (2000) many CRM-system implementations fail, mainly due to
implementing CRM before creating a customer strategy, implementing CRM before changing the
organization to match the CRM, assuming that more CRM technology is better, and trying to build
relationships with the wrong customers or trying to build relationships the wrong way. Based on
these arguments, in order for CRM implementation to be successful, it should be a customer-
centric, integrated, organization-wide process that uses technology but understands that

technology alone does not create successful CRM.

Chen and Popovich (2003) argued that a successful CRM implementation requires an integrated

approach to technology, process, and people (Figure 9). Developing CRM in a company requires a
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company-wide, cross-functional, customer-focused business process engineering. Chen and
Popovich (2003) claimed that focusing solely on the technological aspect of CRM (buying and
implementing CRM software) is likely to lead to failure. Other authors have expressed this view as
well (Parvatiyar & Sheth, 2001; Rigby et al., 2002).

Figure 9: CRM implementation model (adapted from Chen and Popovich 2003)
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The technological aspects of CRM include data warehouses, enterprise resource planning (ERP)
systems, and the Internet (Chen & Popovich, 2003). Chen and Popovich (2003) defined a data
warehouse as an information technology management tool that collects customer data
throughout the organization by combining all the organization’s databases and provides instant
access to all business decision makers in the organization. Data warehouses make CRM possible
since they organize customer data into customer intelligence that provides better understanding
of the customer. According to Chen and Popovich (2003), the main benefits of data warehouses

are:

- Accurate and faster access to information in order to facilitate responses to customer
guestions
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- Data quality and filtering to eliminate bad and duplicate data

- The ability to extract, manipulate, and drill-down data quickly for profitably analysis,
customer profiling, and retention modeling

- Advanced data consolidation and data analysis tools for higher-level summary as well as
detailed reports

- The ability to calculate the total present value and estimate future value of each and every

customer

Chen and Popovich (2003) explained that ERP systems are used to link all internal functional areas
of a company together (such as marketing, manufacturing, and distribution) and the external areas
(such as suppliers and customers) into an integrated system with shared data. While ERP systems
are not required for CRM they can be beneficial. While ERP systems complement and enhance
CRM, there are several basic differences between them. According to Chen and Popovich (2003),
ERP systems mainly integrate back-office functions instead of integrating back- and front-office
functions as CRM systems do, and they focus on fragmented information systems instead of
fragmented customer data. The Internet has brought new opportunities and challenges for CRM. It
gives customers greater access to companies with online ordering and around-the-clock
operations (Chen & Popovich, 2003). Lee-Kelley et al. (2003) found support that a successful
Internet CRM implementation can increase customer loyalty. Effective CRM implementation
requires an information system that shares relevant customer information across all interface
units, collects all relevant data from each customer interface, and provides knowledge of the
marketing strategy and tactics needed to secure customer business and loyalty to employees

interacting with the customer (Parvatiyar & Sheth, 2001).

CRM is an organization-wide process (Srivastava et al., (1999); Reinartz et al., (2004)), therefore, in
order to implement it, the business processes of the whole organization must be adapted to it.
Srivastava et al. (1999) claimed that, in the current competitive environment, companies must be
customer-oriented instead of product-oriented in order to be successful. According to Chen and
Popovich (2003), CRM techniques are focused on single customers, in order to accomplish this
focus requires the firm to be organized around the customer instead of the product. Customer-
oriented organizations integrate marketing and other business processes to serve customers and

respond to market changes. This makes it necessary to redesign core business processes focusing
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on the customer perspective and involving customer feedback. Payne and Frow (2005) identified

five processes that are essential for a company to be customer-oriented:

- A strategy-development process that includes not only a business strategy, but also a
customer strategy

- The dual value creation process (firm and customer value) that is at the heart of the
exchange process

- The multichannel integration process that encompasses all customer touch points

- The information-management process that includes the data collection and data analysis
functions

- The performance-assessment process that ties the firm’s actions to its performance

In order to redesign business processes, it is necessary to have the support of senior management
(Chen and Popovich, 2003; Wilson et al., 2002; Shah et al., 2006); without it, the organization-wide
culture and process change will fail. According to Ryals and Knox (2001), CRM requires an
organization culture that is adaptive and responsive to change with high quality communication
within the organization. However, since CRM implementation is an organization-wide process, it
also requires the cooperation of various business departments in order to integrate their functions
for comprehensive customer focus, and individual employees, as there may be changes to their
jobs, the organizational culture, and how their performance is measured and rewarded after CRM
implementation (Ryals and Knox, 2001). According to Shah et al. (2006) members of the
organization must share two distinctive views; that understanding comes from “living” with

customers and that customer loyalty is the key to long-term profitably.

According to Day (2004), marketing’s new dominant logic is customer-centric. This suggests not
only that marketing could improve CRM with PDM and SCM (as has been argued in this thesis), but
that CRM is an inherently new form of marketing or that marketing is CRM. While the emergence
of CRM can be attributed to the rise of advanced and sophisticated computer and communication
technologies (Parvatiyar & Sheth, 2001), the technology is only an enabler. The role of marketing
in CRM is to ensure that CRM is customer-oriented and not technology-oriented. Customers are
what Srivastava et al. (1998) referred to as a company’s market-based assets, and CRM is what
nurtures, develops, and leverages these assets. Marketing is crucial to ensure that CRM focuses on

what Srivastava et al. (1999) and various other authors (Zablah et al., 2004) referred to as creating
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an optimal customer portfolio. In other words this means acquiring and keeping profitable
customers, maximizing their life-time value and, in so doing, increasing shareholder value. The role
of marketing is to move CRM from a narrowly and tactically defined process to a broadly and

strategically defined process (Figure 10).

Figure 10: The CRM continuum (adapted from Payne & Flow 2005)
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Stone et al. (1996) argued that the main benefits of good CRMfor a company entail one or more of
the following factors: increased customer retention and loyalty, increased sales, lower costs of
attracting customers, steadier cash flow, and reduced costs of sales. In addition to the benefits
mentioned above, CRM can also help in develop customized products and services (Rigby et

al.,2002), which would improve product development management success.

Customer retention is about holding on to customers. Reichheld et al. (2000) claimed that 5%
increase in customer retention or loyalty increases a company’s profits by 25 to 100 percent. This
claim is supported by Gupta et al. (2004) who found that 1% increase in customer retention
increases customer value to the firm by 2.45 to 6.75 percent. Reichheld et al. (2000) argued that
loyalty is a powerful indicator of value provided to customers. Loyalty leads to increased revenues
and market share as customers make referrals and repeat purchases. This customer satisfaction
and loyalty increases future cash flows and reduces their variability (Gruca & Rego, 2005).
Increased loyalty also lowers costs as the need to acquire new customers and replace old ones
diminishes. Finally, loyal customers may become less price-sensitive and companies become more
skilled at serving their customers. This increase of revenue and decrease of costs leads to higher

profits, which can be invested in improving customer value.
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Additional ways to increase customer loyalty include loyalty programs and increasing switching
costs (Srivastava et al., 1999). According to Dowling and Uncles (1997), loyalty programs seek to
bond customers to a company or its products and services. Loyalty programs usually reward
customers who participate in them. According to Dowling and Uncles (1997), these rewards might
directly support the product’s value proposition, either immediately (promotions) or in a delayed
fashion (frequent flyer clubs). The rewards might also be indirect; in other words, not related to
the product such as lotteries. Switching costs can be divided in to three types: procedural,
financial, and relational (Burnham et al., 2003). Procedural switching costs include economic risk,
evaluation, learning, and setup costs. Financial switching costs include loss of benefits and
financial-loss costs. Relational switching costs include personal-relationship loss and brand
relationship loss costs. According to Burnham et al. (2003), all these types of switching costs
significantly influence customer’s intentions to continue their relationship with a company.
Srivastava et al. (1999) and Burnham et al. (2003) argued that companies can create switching
costs by bundling products and services, augmenting perceptions of product complexity (by
bundling and educating customers of product features), and encouraging broader product use.
This management of market-based assets creates barriers for competitors to acquire customers or
markets (McNaughton et al., 2001). Burnham et al. (2003) also noted that loyalty programs can
increase a customer’s switching costs, which exists in both business-to-customer markets (b2c)

and in business-to-business markets (b2b).

According to Ryals (2005), CRM delivers better firm performance by measuring customer
relationships and helping to manage customer relationships. In other words, firms should focus on
profitable customer retention and profitable customer management. By segmenting potential and
current customers according to their lifetime value, a company can determine which customers to
pursue and serve. A company’s profitably increases when it focuses on profitable customers; that
is, it divests unprofitable customers and only acquires profitable ones. As CRM helps to identify
profitable customers, CRM activities can also increase the profitably of customers; for example,
Srivastava et al. (1999) claimed that CRM can help in cross-selling and up-selling to current clients.
Cross-selling is the selling of additional services or products related those that the customer has
bought. Cross-selling can also have an effect on switching costs by, in effect, bundling products.
Up-selling involves selling the customer more high-end products or services than what had been

sold previously. Up-selling and cross-selling both increase the customer’s value to the company.
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While segmenting customers by their value is useful for determining how much to serve their
customers and target them with marketing actions, it does not indicate what type of marketing
actions should be taken in order to increase up-selling and cross-selling. In order to attract
customers and get current customers to respond to marketing actions, other segmenting
measures within CRM should be taken. Berger et al. (2002) argued for segmentation methods
based on customers’ needs and purchase behavior, including such factors as purchasing power,
purchasing regularity, and what products and/or services they purchase in order to make up-

selling and cross-selling more effective.

CRM process might be the purest form of market-based assets and capabilities, since its function is
to create and leverage intellectual and relational market-based assets. The firm’s market-based

capabilities will determine how well the market-based assets are created and leveraged.

The following hypotheses are drawn from this chapter’s literature review.

Hypothesis 3a: Marketing’s involvement in CRM improves CRM’s performance

Hypothesis 3b: CRM performance is positively related to Firm’s financial performance

2.5 Financial Performance

This chapter defines the metrics used to evaluate firm’s financial performance in this thesis.
Financial performance is firm profitability. In this thesis, financial performance includes operating
margin, return on investment (ROI), and return on assets (ROA). Operating margin is operating
income divided by revenue, which is a good way to compare the profitability of small companies
whit that of large companies. ROI is the ratio of money gained or lost in an investment compared
to the amount of money invested, which shows the effectiveness of a company’s investments.
ROA is net income divided by the assets of the company, which shows how effective the company
assets are at creating income. These three metrics are well suited to measure and compare the
profitability of companies, regardless of their size, as opposed to a metric such as revenue.

Accordingly, these financial performance metrics will be used to test the hypotheses of this thesis.
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2.6 Conceptual Framework

In this chapter, a conceptual framework is created in order to integrate the claims of this thesis.

The earlier concepts will also be revisited.

Srivastava et al. (2001) argued that the role of marketing is to develop and leverage market-based
assets and capabilities in order to improve a company’s financial performance and create
shareholder value. Moorman and Rust (1999) claimed that the function of marketing is to manage
connections between customers, while the critical company functions/processes add to Srivastava
et al.’s (2001) view. According to Srivastava et al. (1999), these critical company processes (PDM,
SCM, and CRM), are those market-facing processes that explicitly contribute to creating and
sustaining customer value. Also, Slater and Narver (1994b) argued that cooperation between
marketing and key company functions is necessary for competing effectively in the marketplace.
The arguments of Srivastava et al. (1999; 2001) Slater and Narver (1994b) and Moorman and Rust
(1999) suggests that the strong role of marketing in the three market-facing business processes

improves their performance, which leads to better financial performance for a company.

Figure 11: Theoretical framework of this study
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The conceptual model in Figure 11 represents the hypotheses of this study. Based on the
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hypotheses, marketing is expected to have a positive causal relationship with the core business
processes (PDM, SCM, and CRM) and the core business processes are expected to have a positive

causal relationship with financial performance.
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3. Research Methods

This chapter explains how the data of this research was collected, what the data consists of, how
the variables are constructed and operationalized, and what statistical methods are used in the
empirical part of this thesis. Because of the amount and nature of the data, a quantitative

research method was the appropriate choice.

3.1 Collecting the Data

The data for this thesis was collected using a broad national study on the state of marketing in
Finnish companies by the StratMark research project. in the spring-winter period 2010 the
StratMark research project conducted its second survey on Finnish marketing and business skill
and marketing’s position in the business field. The 2010 survey is a follow up to the 2008 survey
and helps track changes in the state of Finnish marketing. The online survey was directed at firms
with five or more employees, with contact information for potential survey participants collected
from MicroMedia’s database. There were 1134 responses, which translates to eight percent
response rate for personnel and 10% response rate for companies. The survey contained eight
thematic groups exploring each firm’s business environment and position in it, the role of
marketing, sales and marketing, the effectiveness and productivity of marketing, business
processes and marketing, managerial challenges and marketing investments, marketing
orientation, learning and innovation, and background information. The questionnaire is included in
Appendix 1. Of those who answered the survey, 38 percent were chief executive officers (CEO), 3
percent were executive vice presidents, 5 percent were chairmen of the board, 12 percent were
sales and/or marketing directors, 22 percent were other executives, 5 percent were regional

managers, 4 percent were partners and 11 percent were general managers.

3.2 Research Data

The data was collected from a wide variety of companies in different industries. The number of
respondents is taken from the 2010 data, upon which this thesis is based. For comparison
purposes, data from the 2008 survey has been added.

36



Table 1: Top 15 respondents by industry.

Industry 2010 2008

Respondents | % Respondents | %
Business-business services 260 2293 | 244 21.27
Data processing services 114 10.05 | 94 8.2
Agency activity and wholesale 73 6.44 75 6.54
Finance- and insurance, banks 73 6.44 71 6.19
Machine and equipment manufacturing 71 6.26 61 5.32
Construction 49 432 |49 4.27
Metal refining and manufacture 47 4.14 47 4.1
Paper industry, publishing and graphic production 46 4.06 69 6.02
oil-, rubber-, plastic- and chemical products and chemicals 43 3.79 34 2.96
Electronics and electrical products 42 3.70 57 497
Transportation, storage and telecommunications 39 3.44 57 497
Retailing 38 3.35 |44 3.84
Food and beverages 27 2.38 41 3.57
Hotels and restaurants 26 2.26 22 1.92
Real estate services and rental activity 26 2.26 41 3.57

As Table 1 shows, the survey strongly represents services and business-to-business companies.
The distribution of respondents has remained much the same as in the 2008 survey. The top four
industries are the same and while there have been some changes from 2008 data (paper industry,
publishing and graphic production, data processing services), the two data sets are comparable. In

Table 2, the respondents’ distribution is presented relative to the size of the company by their

number of employees and market share.

Table 2: Company size by number of employees and market share

Personnel Respondents | % Market share | Respondents | %
1-5 95 8,4 <1% 56 4,9
6-10 135 11,9 1%-3% 90 79
11-20 185 16,3 3%-5% 85 75
21-50 243 214 5%-10% 113 10,0
51-100 128 11,3 10%-20% 189 16,7
101-250 129 114 20%-35% 191 16,8
251-500 65 57 35%-50% 140 124
>500 154 13,6 >50% 127 11,2
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Based on the number of employees, the European Commission classifies companies as micro-,
small-, medium-, or large-sized companies (http://ec.europa.eu). As Table 2 shows, most of the
respondents (58 percent) represented small or micro companies with 50 or fewer employees. A
total of 22.7 percent were medium-sized companies with 51-250 employees, and 19.3 percent
were large companies with over 250 employees. The company size in this survey differs strongly
from the overall distribution in Finland, where 99.1 percent of companies are small, 0.7 percent
are medium-sized and 0.2 percent are large companies (Statistics Finland, 2009). This difference
can be partly explained by excluding all companies with fewer than five employees. Despite the
lower amount of small companies the sample is quite extensive. In terms of market share, the
respondents were quite evenly distributed. Table 3 presents the market types in which the

respondents operate.

Table 3: Market type

Market type Respondents | %

New, developing markets 146 12,9
Growing markets 460 40,6
Mature markets 425 37,5
Declining markets 103 9,1

It is clear from Table 3 that most respondents (78,1%) operate in growing or mature markets,

which are more stable.

3.3 Construction and Operationalization of Variables

The construction of variables is based on the Markkinoinnin tila 2010 survey. The empirical part of
this study includes five constructs (unobservable or latent concept), of which four are endogenous
and one is exogenous. The endogenous constructs are product development management, supply
chain management, customer relationship management, and financial performance. The
exogenous construct is marketing (role/involvement). The constructs of core business processes

(PDM, SCM, and CRM) discussed by Srivastava et al. (1999) consist of multiple indicators that can
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be regarded as sub-processes for the main processes. The construct of financial performance also

includes several indicators.

3.3.1. Endogenous Variables

Endogenous latent variables are equivalent to dependent variables that are theoretically
determined by factors in the model. They are causally dependent on other variables, either

exogenous variables or other endogenous variables (Loehlin, 2004; Hair et al., 2010).
Product Development Management

Srivastava et al. (1999) defined PDM as a process that aims to create solutions that customers
need and want. The indicators are measured on a scale from 1 to 7, with 1 being “much worse

than competitors” and 7 being “much better than competitors”.
Supply Chain Management

According to Council of Supply Chain Management Professionals, SCM encompasses the planning
and management of all activities involved in sourcing and procurement, conversion, and all
logistics management activities. Importantly, it also includes coordination and collaboration with
channel partners, which can be suppliers, intermediaries, third-party service providers, and
customers. In essence, SCM integrates supply and demand management within and across
companies. The indicators are measured on a scale of 1 to 7, with 1 being “much worse than

competitors” and 7 being “much better than competitors”.
Customer Relationship Management

According to Srivastava et al. (1999) CRM is a process that identifies customers, creates customer
knowledge, shapes customer perception of a firm’s products and image, builds customer
relationships through satisfactory experiences, and maximizes customer responses for optimal
revenue and profit growth. The indicators are measured on a scale of 1 to 7, with 1 being “much

worse than competitors” and 7 being “much better than competitors”.

39



Financial Performance

Financial performance indicators are measured on a scale of 1 to 7, where 1 is “much worse than
competitors” and 7 is “much better than competitors”. While these indicators are subjective
rather than objective, previous research has shown that subjective measures correlate strongly
with objective measures (Dess & Robinson, 1984). The subjective measures correlated well with
objective measures when return on assets and operating margin were used (Dess & Robinson,
1984; Pearce et al., 1987). This offers reassurances that subjective measures are also appropriate

for return on investment.

3.3.2 Exogenous Variables

Exogenous latent variables are the equivalent of independent variables. They are determined by
factors outside the model since they are not influenced causally by any factors in the model
(Loehlin, 2004; Hair et al., 2010). The primary role of marketing is to develop and manage market-
based assets and capabilities. When properly integrated with the three core market-facing
business processes (PDM, SCM, and CRM), these market-based assets and capabilities will impact
the performance of these core processes, which will influence the firm’s financial performance
(Srivastava et al., 1999; Ramaswami et al., 2009) Because this thesis studies the influence of
marketing on core business processes (PDM, SCM, and CRM) and financial performance, the

strategic role of marketing is the only exogenous latent variable in this thesis’ model.
Marketing’s Strategic Role

Marketing’s strategic role is the exogenous variable in this model. Marketing’s strategic role is
measured on a scale of 1 to 5 for all three core business processes, where 1 is “no role” and 5 is

“very strong role”.

3.4. Methods of Statistical Analysis

The data analysis in this study was performed using two confirmatory multivariate techniques.

Confirmatory factor analysis (CFA) was used to test the theoretical model in order to build a
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measurement model to be used in a further analysis with the structural equation model (SEM) to

test the study’s hypotheses.

3.4.1 Confirmatory Factor Analysis

CFA differs philosophically from exploratory factor analysis (EFA). EFA explores the data and
provides information on how many factors are needed to best represent the data. In EFA all
measured variables are related to every factor by factor loading estimate (see Figure 12). The
distinctive difference is that the factors are derived from statistical results and not from theory
(Hair et al., 2010). However, there are several disadvantages with using EFA. According to Long

(1986), a researcher must assume that:

- Allcommon factors are correlated (or all common factors are uncorrelated)
- All observed variables are directly affected by all common factors

- Unique factors (errors) are uncorrelated with one another

- All observed variables are affected by a unique factor

- All latent variables are uncorrelated with all unique factors

According to Long (1986), these assumptions are made regardless of their appropriateness, also
“additional and generally arbitrary assumptions must then be imposed in order to estimate the
model’s parameters.” The EFA model’s inability to incorporate meaningful constraints and the
necessary incorporation of meaningless constraints make it a less than ideal analysis model for this

thesis (Long, 1986).
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Figure 12: EFA model (adapted from Long, 1986)
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In contrast to the EFA, use of the CFA model allows the researcher to specify the number of factors
that exist for a set of variables and which factor each variable will load on before the data is
analyzed (Hair et al.,
factors. Instead, the researcher will do that based on the theory being tested. Also, a variable is
only assigned to a single factor and cross-loadings are assigned (see Figure 13). CFA allows the

researcher to either confirm or reject his theory by determining how well the theoretical

specification of factors matches reality of the data (Hair et al., 2010).

Figure 13: CFA model (Adapted from Long 1986)
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Since this thesis tests the effect of marketing on core business processes as defined by Srivastava
et al. (1999), CFA is a proper method with which to analyze the data as the core business
processes will be represented by factors. Despite the appropriateness of using CFA for this study,
an EFA is also performed in order to ensure the stability of the CFA model. All of the
variables/indicators in EFA correlate with every factor (see Figure 12), therefore if both methods
yield similar factor models, this indicates validity of the theoretical framework. The key results for
this study are factor loadings, which are the correlation between original variables and the factors.
There are different views about how high the values should be. Hair et al. (2010) required values
for factory loadings to be greater than +0.50 in order to be considered practically significant. On

the other hand, Kline (2011) suggested that factory loadings greater than £0.70 are ideal.

Construct validity is the extent to which a set of measured variables actually represent the latent
construct (factor) they are designed to measure (Hair et al., 2010). According to Campbell and
Fiske (1959), both convergent validation and discriminant validation are both required in order to
establish construct validity. Convergent validity is the extent to which the indicators of a specific
factor converge. Discrimination validity is the extent to which one factor is truly distinct from
another factor in the model. Suitable convergent validity is > 0.5 at minimum and is ideally >0.7
(Hair Jr. et al, 2010). In discriminant validity, 1 would mean that the factors are basically the same
and could just make up one factor. Discriminant validity is supported when the average variance
extracted (AVE) for factor is greater than the shared variance between factors (>0.50) or the

estimated correlations between constructs are not too high (>0.85) (Kline, 2011).

3.4.2 Structural Equation Modeling

Structural equation modeling (SEM) seeks to explain the relationships among multiple variables. It
can be considered as the combining of factor analysis and regression (path) analysis (Hair et al.,
2010). SEM, which is the second confirmatory multivariate analysis method used in this study, is

used after confirmatory factor analysis (CFA).

According to Hair et al. (2010), although SEM models can be tested in several ways, all structural

equation models share three characteristics:

- Estimation of multiple and interrelated dependence relationships
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- An ability to represent unobserved concepts in these relationships and account for
measurement error in the estimation process

- Defining a model to explain the entire set of relationships

What separates SEM from other multivariate techniques is the use of separate relationships for
each set of dependent variables, which means that SEM can simultaneously estimate a series of
separate but interdependent multiple regression equations by specifying the structural model that

a statistical program uses.
Covariance is the basic statistic of SEM. It can be presented as:
COVyy = Tyy SD,SD

Where r,, is the Pearson correlation and SD, and SD ,, are their standard deviations. Covariance

represents the strength of the association between X and Y and their variabilities (Kline, 2011).

Figure 14: Simple structural equation- based path diagram (adapted from Loehlin, 2004)
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Figure 14 contains a simple structural equation, where C = aA + bB + dX. There a, b, and d are
structural coefficients, X is the “extraneous” variable or the “error” variable, A and B are the
independent variables, and C is the dependent variable. In structural equation modeling each
equation expresses a downstream variable (dependent variable) as a function of the causal paths
leading to it. There will be as many equations as there are dependent variables (Loehlin, 2004;
Hayduk, 1989).

According to Hair et al. (2010) using SEM is a six stage process:

Stage 1: Define individual constructs

Stage 2: Develop and specify the measurement model
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Stage 3: Design a study to produce empirical results
Stage 4: Assess the measurement model validity
Stage 5: Specify the structural model

Stage 6: Assess structural model validity

Reliability is a measure of the degree to which a set of indicators of a latent construct is internally
consistent. It represents the extent to which the indicators measure the same thing or how
interrelated they are. A regression coefficient is composed of two items: the real structural
coefficient between the dependent and the independent variable and the reliability of the
predictor variable. The effect of measurement error can be shown as an expression of the

regression coefficient

By.x = Bs X Px

By x is the observed coefficient, g is the true structural coefficient, and p, is the reliability of the
predictor variable. SEM makes an estimate of the true structural coefficient instead of the
observed regression coefficient. This is critical unless reliability is 100 percent, so SEM corrects for

the amount of measurement error in the variables.

When interpreting the results of SEM analysis, the main focus is on the structural parameter
estimates, which are SEM’s version of regression coefficients and measure the linear relationship
between constructs. The higher the value, the stronger the relationship is between constructs

(Hair et al., 2010).

According to Hair et al. (2010) the recommended minimum sample size used in SEM depends on

five considerations:

Multivariate normality
Estimation technique
Model complexity

Amount of missing data

o ~ w D oE

Average error variance among the reflective indicators
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3.4.3 Assessing Structural Model Validity and Reliability

Goodness-of-fit (GOF) is a measure of how well a specified (estimated) model reproduces the
observed covariance matrix in the indicator variables. GOF compares the theoretical model to
reality. The closer the values between theory and reality, the better the GOF is. The fundamental
measure of difference between observed and estimated covariance matrices is the chi-square
(x?), whichis the key value in testing GOF of any structural equation model. The chi-square test

can be represented mathematically as:

X?=(N-1)6—Xx)

Where N is the overall sample size, S is the observed sample covariance matrix and 3}, is the SEM

estimated covariance matrix (Hair et al, 2010).

However, the chi-square test is sensitive to large sample sizes (especially those over 200) and
model complexities. This means that while using SEM, one should also use other methods in order
to assure a good GOF (Hair et al., 2010; Hoe, 2008). Approximate fit indexes can be used to
evaluate model fit. These approximate fit indexes can be divided into four subcategories: absolute
fit indexes, incremental fit indexes, parsimony-adjusted indexes, and predictive fit indexes.
However, these categories are not mutually exclusive since some indexes can be classified into

more than one group (Kline, 2011).

Absolute fit indexes are interpreted as proportions of covariances in the sample data matrix. As
explained by the model these indexes focus on model-data matrix correspondence and have no
explanatory power for individual outcomes (Kline, 2011) Typical absolute fit indexes statistics are
the root mean square error of approximation (RMSEA), goodness-of-fit index (GFI), and
standardized root mean residual (SRMR). RMSEA is one of most commonly used measures for
correcting for the unreliability of the chi-square test with large samples. The lower the RSMEA
values, the better the fit of the model. However there is no consensus about what the cutoff value
should be (Hair et al., 2010). Hoe (2008) suggested that values less than 0.05 indicate a good fit,
values less than 0.08 but higher than 0.05 indicate a reasonable fit, and values higher than 0.08
but lower than 0.10 indicate a mediocre fit. GFl is another attempt at a fit statistic that is less
sensitive to sample sizes. Generally, values higher than 0.90 indicate a good fit. Standardized

residuals are deviations of individual covariance terms. SRMR is the standardized value of the root
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mean square residual and is useful for comparing fit across models. SRMR values which are higher

than 0.1 indicate a problem with the fit (Hair et al., 2010).

Incremental (comparative) fit indexes indicate the relative improvement in the fit of the model
compared with the statistical baseline model. The baseline model is typically the null model that
assumes zero covariances among the observed variables (Kline, 2011). Typical incremental fit
index statistics are normed fit index (NFI), non-normed fit index (NNFI), comparative fit index (CFl),
and relative fit index (RFI) (Hair et al., 2010). NFI is the ratio of the difference in the chi-square
value between the fitted model and the null model. It ranges between 0 and 1, with 1 indicating
perfect fit. However, model complexity usually inflates the estimate of model fit. CFl is an
improvement of the NFI and is relatively insensitive towards model complexity. Its values range

between 0 and 1. Values above 0.90 usually indicating a good model fit.

The formula of the parsimony-adjusted index includes a built-in correction for model complexity.
The parsimony-adjusted indexes generally favor simpler models (Kline, 2011). The common
statistics for parsimony-adjusted index are adjusted goodness-of-fit index (AGFI) and the

parsimony-normed fit index (PNFI) (Hair et al., 2010).

Predictive fit indexes estimate the model fit in hypothetical replication samples of the same size
that are randomly selected from the same population as the original sample. Most uses of SEM do

not belong tothe specific context of predictive fit indexes.

Score reliability is the degree to which scores in a particular sample are free from random
measurement error. One of the most used reliability coefficients is the Cronbach’s alpha, which
measures internal consistency reliability (Kline, 2011). Generally, reliability coefficents of around
.90 are considered “excellent”, while values around .80 are considered “very good”, values around

.70 are “adequate” and values of .60 are questionable.

kr
1+r(k—-1)

Where k is the number of items and r is the average Pearson correlation between all pairs of items
(Kline, 2011).

47



Other methods used to assess model reliability are the composite reliability and average variance
extracted. Values between .6 and .7 indicate acceptable composite reliability and values over .7

indicate good reliability. The formula for composite reliability is

Cital) ?
Qizi L) 2+ Qkie)

Where L; is the sum of factor loadings for the construct and e; is the sum of error variance terms

for the construct (Hair et al., 2010).

The average variance extracted (AVE) values higher than .5 are considered indicating adequate

convergence. The formula for average variance extracted is

Niz1Li
QL LD EE e)

Where Li%is the squared sum of all factor loadings for the construct and e; is the sum of error

variance terms for the construct (Fornell & Larcker, 1981)
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4. Results and Analysis

In this chapter, the statistical analysis of the data is conducted and results are reported. The
analysis of the data followed a two-step method. The first step was to test the measurement
model’s constructs using confirmatory factor analysis. The second step was to test the structural
model created from the constructs of the first step by using a structural equation model analysis.

Both analyses were done using LISREL 8.8.

4.1 Confirmatory Factor Analysis

Confirmatory factor analysis (CFA) was used to test the potential indicators for the five constructs
presented in the previous chapters. The five constructs contained between 3 and 12 indicators,
with total of 36 potential indicators. The purpose of the confirmatory factor analysis was to test
the measurement model and eliminate indicators that did not fit the model. However, since the
point of structural equation modeling is to test a theory, the choice of indicators for the structural
model is not made only by how well the indicators fit the model, but also by how important they

are to the theory.
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Figure 15. The initial CFA model
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The initial model (seen in Figure 15 above) contained all the relevant indicators (questions) from
five parts of the questionnaire: role of marketing, product development management (PDM),
supply chain management (SCM), customer relationship management (CRM), and financial
performance. However, this initial CFA model did not have desirable overall fit statistics in all
categories. Most of the fit statistics were fine RMSEA = 0.078, NNFI = 0.93, CFl = 0.94, SRMR =
0.058. However, the GFl was only 0.81, which suggests that the model will not fit without changes
to it, especially since the fit statistics sometimes show poorer values in the structural equation

model compared to the confirmatory factor analysis model.

The next step in testing the measurement model was to eliminate indicators in order to improve
the fit of the model. Indicators were eliminated based on their factor loadings and communalities
and their importance to the theory. Generally, each indicator had to have a factor loading of 0.65
or higher (using standardized solutions on LISREL 8.8) and communalities of 0.40 or higher.
However, | was prepared to accept somewhat lower values if the indicators were important to the
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theory and their factor loadings were not very weak (<0.60). As for discriminant validity, >0.85 was
considered as the cut-off point. Discriminant validity did not present any problems; all the
correlations between factors were clearly under the >0.85 limit, with the highest value being 0.74
between the factors CRM and SCM. However, there were many indicators that did not meet the

required factor loading values.

The elimination process started by eliminating indicators with factor loadings lower than 0.60. The
process took several rounds until only indicators with factor loadings equal or higher than 0.65
remained. However, 4 indicators that didn’t quite meet my standards were retained, these
indicators did however meet the minimal standards (= 0.50) presented by Hair et al. (2010).
These were three for the construct of marketing (K135, K137 and K138) and one for the construct
of CRM. The one for CRM was customer retention (K303), which the marketing literature
considered important for company revenues and profits (for example, Reichheld et al., 2000). The
final indicators for the measurement model and their loadings and communalities can be seen in
Table 4.

Table 4: Final standardized loading and communalities.

Indicator Loading Communality
K135 0.59 0.39
K137 0.55 0.30
K138 0.74 0.55
K281 0.78 0.60
K282 0.72 0.51
K285 0.73 0.53
K286 0.77 0.59
K287 0.74 0.54
K288 0.65 0.42
K295 0.81 0.65
K296 0.75 0.56
K297 0.67 0.44
K303 0.61 0.38
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K304
K305
K306
K307
K402
K403
K404

0.69
0.67
0.77
0.77
0.88
0.99
0.97

0.47
0.45
0.59
0.59
0.78
0.97
0.94

The correlation matrix of the five constructs for the measurement model can be seen in Table 5

below.

Table 5: Correlation matrix of constructs

Construct Mean Standard deviation 1 2 3 4 5
1. Marketing 2.70 1.10 1.00

2. Product Development Management 3.45 1.20 0.30 1.00

3. Supply Chain Management 3.49 1.03 0.28 0.34 1.00

4. Customer Relationship Management  3.29 1.06 0.31 0.63 0.59 1.00

5. Financial Performance 3.62 1.53 0.12 0.30 0.25 0.31 1.00

The final measurement model contained 20 (21) indicators out of 36 original indicators. The final
measurement model indicated a very good fit with RMSEA = 0.068, NNFI = 0.95, CFI = 0.96 and

SRMR = 0.047. The goodness of fit index had risen to 0.92, up from the first model’s 0.81. Overall,

the goodness of fit statistics showed a very robust model. The final confirmatory factor analysis

model is seen in Figure 16.
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Figure 16: The final CFA model
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For the final test of convergent and discriminant validity, the SAS Enterprise Guide was used for an
exploratory factor analysis. During the analysis, the number of factors was limited to five and the
Orthogonal Varimax rotation method was used. The exploratory factor analysis showed support
for the model validity, as all of the factors in the exploratory factor analysis matched the
constructs in the confirmatory factor analysis. Details of the convergent and discriminant analysis
can be found in Appendix D, while Cronbach’s alpha coefficients («) are provided in Appendix E. As
Table 6 shows, the composite reliability for all the constructs were good (>.70), as was the average
variance extracted (>.50). Cronbach’s alphas for the constructs were good, except for the
construct of marketing, which had a value of 0.654. While this value is not ideal, it is still good
enough to be included, especially since the construct had good values for composite reliability and

average variance extracted.

Table 6: Composite reliability and average variance extracted.

Construct Composite reliability Average variance extracted
Marketing 0.802 0.580
Product Development Management 0.909 0.625
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Supply Chain Management 0.765 0.522
Customer Relationship Management 0.850 0.533

Financial Performance 0.780 0.542

Because the final measurement model (Figure 17) accurately reflected my theoretical perspective

and indicated a good fit, it was retained for use in the structural equation model.

4.2 Structural Equation Modeling

In addition to confirmatory factor analysis (CFA), a structural equation model (SEM) analysis was
made in order to examine the relationships between the constructs based on the theoretical part

of this thesis. The final structural equation model can be seen in Figure 17.

Figure 17: The Structural Equation Model
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the relationships. A two-tailed test was used to assess the statistical significance. All relationships
were significant to at least the .01 level and four relationships were significant at the .001 level. All
the relationships are positive and according to the theory. There is a very strong relationship

between marketing and the three core business processes (PDM, SCM, and CRM), which confirms
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hypotheses 1a, 2a, and 3a. It is not surprising that the strongest support is for marketing CRM
relationship, giving that marketing and CRM are closely linked in the literature. The relationship
between the core business processes and financial performance is weaker, but still positive and
statistically significant. This means that there is moderate support for hypotheses 1b, 2b, and 3b,

with product development having the strongest effect on a company’s financial performance.

Table 7: The relationships between constructs and their statistical significance

Relationship Regression coefficients
Marketing —>Product Development Management B9***
Marketing ->Supply Chain Management BLx**
Marketing —>Customer Relationship Management 85FF*
Product Development Management —>Financial Performance A7
Supply Chain Management —>Financial Performance A1*
Customer Relationship Management = Financial Performance 14>

*p<.01; **p<.005; ***p<.001

There were some significant changes in the model fit values compared to the CFA value. Still, the
model fit values are decent and show that the data fits the model relatively well. The chi-square
was 1374.8 (164 degrees of freedom), RMSEA = 0.082, NNFI = 0.93, CFI = 0.94, SRMR = 0.062, and
GFI = .89. The squared multiple correlation coefficients (r?) were not that particularly high .47 for

PDM, .37 for SCM, .12 for financial performance. However, CRM had a high value of .72.
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5. Summary and conclusions

This chapter covers the conclusions of my study. It starts with a discussion of the objectives and
purpose of this study. It then presents the key results and the conclusions derived from these
results, followed by the managerial implications of the study. The limitations of this study are then
discussed. Finally, implications for future research are discussed, including suggestions for possible

future research avenues.

5.1 Discussion

The purpose of this study was to examine different possible roles of marketing today as opposed
to the traditional four Ps (price, promotion, product and place) approach. Instead, this study
focused on the market-based assets and capabilities approach that is based on the resource-based
view of the company. In order to achieve this the theoretical part of the study involved describing
what is the role of marketing in the three core market-facing business processes (PDM, SCM, and
CRM) and the benefits that marketing can bring to these core business processes. To achieve that,
it was important to open up these three core business processes: the purpose of these business

processes in companies, the activities they include, and why they are important for companies.

The empirical part of this study quantitatively examined the relationships between marketing and
the three core business processes, as well as those between the core business processes and
financial performance of firms. | was fortunate to have an excellent empirical data set in the form
of the Markkinoinnin tila 2010 survey, which allowed me to examine my hypotheses with a sample

of over 1000 Finnish companies.

5.2 Key results and conclusions

This part presents the final results for the hypotheses which are then interpreted and conclusions

are drawn from them. Table 8 shows the level of support for each of the study’s hypotheses.
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Table 8: Summary of results.

Hypothesis Relationship Level of Support

la Marketing -> PDM High
1b PDM - Financial Performance Low
2a Marketing -> SCM High
2b SCM - Financial Performance Low
3a Marketing - CRM Very High
3b CRM - Financial Performance Low

Hypotheses 1a, 2a, and 3a were based on the relationships between marketing and the three core
business processes. The basis was that the stronger the role of marketing in a core business
process, the better this business process would perform. All the relationships were statistically
significant. Based on the results, there is strong or very strong support for these hypotheses. It
appears that marketing has a positive influence on product development management (PDM) and
supply chain management (SCM) and that the stronger role of marketing in these business
processes, the better they perform. This positive relationship was the strongest in customer
relationship management (CRM), which seems to validate the marketing literature’s position that
marketing (not technology) is the most important aspect of CRM. These results validate the view
of marketing scholars’ that marketing should not be limited to the traditional tactical role, but
should have an active strategic role in companies, especially in these three core business

processes.

Hypotheses 1b, 2b, and 3b were based on the relationships between the three core market-facing
business processes and the financial performance of companies. All of these relationships were
statistically significant. Here, there is some support for the hypotheses suggesting that these
business processes have a positive effect on financial performance. Somewhat surprisingly,

however, while this relationship is significant, it does not seem to be a particularly strong one. This
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might be due to other factors that were not presented in the model, such as firm size or type of
industry, having an effect on financial performance. Also, the Markkinoinnin tila 2010-survey was
conducted during an economic recession, which could have influenced the survey data on financial
performance. Nevertheless, these core business processes do have a positive effect on the

financial performance of companies.

5.3 Managerial implications

The main managerial implication is that marketing has a strong positive influence on all three the
core business processes. This includes new product/service development, which has traditionally
been seen as the domain of R&D and engineers. The positive relationship between the strategic
role of marketing and performance of the business processes suggests to managers that marketing
should be considered an essential part of the core business processes and should have a strong
strategic role in all core business processes. According to StratMark’s Markkinoinnin tila 2010-
survey, Finnish companies realize that marketing should have strong role in CRM, which had a
strong or very strong role in 72.3 percent of the surveyed companies. However, Finnish companies
do not share this view regarding PDM and SCM. From the Markkinoinnin tila 2010- survey, it can
be seen that marketing had a strong or very strong role in product development management in
only 36.1 percent of the surveyed companies and only 31.3 percent for supply chain management.
Increasing marketing’s role to a more strategic role could lead to a significant improvement in

PDM and SCM capabilities for Finnish companies.

5.4 Limitations

Firstly, the data used in this study is only in context of Finnish companies. While the theory
presented is global in nature, caution should be used if the results of this study are applied to non-
Finnish companies. Secondly, the study focused on marketing and three core business processes
(PDM, SCM, and CRM), but did not account for other possible processes, firm sizes, specific

industries, or the nature of markets in which companies operate (mature markets, growing
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markets, etc.). Thirdly the study did not conduct a meditational analysis to examine the possible

mediational effects that core business processes can have on each other.
5.5 Implications for future research

This study was a generalized view on Finnish companies and it would be interesting to conduct
similar studies on international companies. Also, since this study did not take the numerous
different industries or firm types into account, it would be interesting to see how the results
would differ when examining high-tech firms, for example, or another specific sector or type of
customer segments (b2b or b2c). For example, would PDM have a stronger impact on financial
performance in high-tech firms? Do the results differ between service-oriented companies and
product-oriented companies? The conceptual models used in this study and the Markkinoinnin tila

2010- survey can lend themselves to a variety of interesting future studies.
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Appendix A: The original Stratmark questionnaire in Finnish.
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Liikkeenjohdolliset haasteet ja markkinointiin kohdistuvat panostukset
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Markkinasuuntautuneisuus, oppiminen ja innovatiivisuus
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Appendix B: List of indicators per construct.

Bolded indicators were included in the final structural equation model.

Indicator The Strategic Role of Marketing

K131 In senior management

K135 In customer relationship management (CRM)
K137 In product development management (PDM)
K138 In supply chain management (SCM)

Five-point scale ranging from 1 = “no role” to 5 = “very strong role”.

Indicator Product development management

K281 Ability to develop new product or service ideas

K282 Utilization of new business models

K283 Utilization of external stakeholders and networks

K284 Cooperation and information sharing with other company functions
K285 Quick commercialization of ideas

K286 The number of product or service innovations

K287 Successful launches of new products or services

K288 Success of research and development investments

Seven-point scale ranging from 1 = “much worse than competitors” to 7 = “much better than
competitors.
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Indicator Supply Chain Management

K291 The use of information and communication technology
K292 The acquisition and retention of best distributors

K293 The acquisition and retention of best suppliers

K294 Control of installation and maintenance

K295 Orders processing

K296 Effective and efficient billing and terms of payment
K297 Management of logistics and inventories

K298 Maintenance/service support for distributors

K299 Delivery reliability

Seven-point scale ranging from 1 = “much worse than competitors” to 7 = “much better than
competitors.

Indicator Customer Relationship Management

K301 Collecting customer data

K302 Management of customer databases

K303 Customer retention

K304 Parity of firm offerings and customer needs, customer knowledge
K305 Identifying potential new customers

K306 Planning and execution of customer service

K307 Planning and execution of customer encounters

K308 The ability to respond quickly to customer inquiries and requests
K309 Cross-selling of products and services

K310 Up-selling of products and services

K311 Ending of unprofitable customer relationships

K312 Customer satisfaction

Seven-point scale ranging from 1 = “much worse than competitors” to 7 = “much better than
competitors.
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Indicator Financial Performance

K402 Operating margin
K403 Return on investment
K404 Return on assets

Seven-point scale ranging from 1 = “much worse than competitors to 7 = “much better than
competitors.
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Appendix C: Goodness-of-fit indexes

Xy—dfu
RMSEA = /’"—
dfy (N-1)

Where X2 is the model chi-square, dfj, is model degrees of freedom and N is the sample size
(Kline, 2011).

GFl=1 — e

tot

Where C,. is the residual variability in the sample covariance matrix and C;,; is the total
variability in the sample covariance matrix (Kline, 2011).

XZ XZ
GLy-(55)
NNFI = 22—
N
Gt

Where X2 is the null model chi-square, X7? is the researcher’s specified model chi-square, dfy is
the degrees of freedom in the null model and df; is the degrees of freedom in the researcher’s
specified model (Hair et all., 2010).

Xig— dfu

CFl=1— X
Xg—dfp

Where X2 is the model chi-square, df), is model degrees of freedom, X7 is the baseline model

chi-square and dfy is the baseline model degrees of freedom (Kline, 2011).

SRMR = COVy — COVp

Where cov,, is the observed correlation of standardized residuals and covp is the predicted
correlation of standardized residuals (Kline, 2011).
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Appendix D: Discriminant and convergent validity.

Construct Variable Factorl Factor2 Factor3 Factor4 Factor5

K135 0.008 -0.026 0.207 0.056 0.721
Marketing K137 0.257  0.087 0.023 -0.005 0.697
K138  0.048 -0.047 0.045 0182 0.801
K281  0.774 0.071 0.188 0.029  0.066
K282 0.671 0.106  0.260 0.079 0.155
PDM K285 0.724 0.039 0.192 0.057 0.094
K286 0.806 0.041  0.107 0.090 0.010
K287 0.728 0.087  0.195 0.064 0.050
K288  0.633 0.263 0.133 0.117 0.072
K295 0.093 0.034 0.198 0.827 0.032
SCM K296 0.085 0.065 0.174 0.822 0.064
K297 0.113 0.168 0.162 0.717 0.155
K303 0.158 0.159 0.690 0.118 -0.050
K304 0.207 0.086 0.720 0.114 0.081
CRM K305 0.295 -0.004 0.635 0.044 0.141
K306 0.181 0.135 0.689 0.261 0.116
K307 0.188 0.123  0.727 0.198 0.132
K402 0.138 0.907 0.130 0.120 -0.037
Financial Performance K403  0.137 0.951 0.130 0.092 0.022
K404  0.149 0.942 0.150 0.069 0.025
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Appendix E: Indicator correlations with total and Cronbach’s alpha values.

Construct Variable  Correlation with total Cronbach’s Alpha
K135 0.445

Marketing K137 0.420 0.654
K138 0.529
K281 0.712
K282 0.644
K285 0.663

PDM K286 0.708 0.868
K287 0.683
K288 0.582
K295 0.651

SCM K296 0.623 0.775
K297 0.555
K303 0.570
K304 0.654

CRM K305 0.594 0.829
K306 0.648
K307 0.661
K402 0.881

Financial Performance K403 0.952 0.965
K404 0.941
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