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AGNIESZKA CZAJKOWSKA"
University of Lodz

SME INNOVATIONS AND FINANCIAL DETERMINANTS
OF THEIR DEVELOPMENT

Abstract

The article emphasizes the role of innovations for the competitiveness of enterprises
and presents the scope of innovations of Polish small and medium enterprises. In edition,
provides basic information on expenditures on investments and forms of financing. Then
the equity gap is shown as the main barrier of the implementation of innovative projects.

Keywords: innovations, financing, micro, small and medium-sized enterprises

Introduction

The aim of the article is to evaluate financial factors, which determine devel-
opment of SME#&s innovations. Innovative micro, small and medium-sized enter-
prises (MSME) face serious problems to meet their capital needs. The authoress
discusses its principles, conditions of granting definite in law about some forms
of supporting an innovative activity during last years. The main innovation barrier
inculcated in MSMEs is a high cost of the implementation process and the capital

gap.

* University of Lodz, Faculty of Economics and Sociology, Institute of Finance, Centre for Cor-
porate Finance.



8 Agnieszka Czajkowska

The method of research is to present the basic knowledge of economics
theories about innovations of MSME and selected statistical data to suggest their
innovative activities conditions in Poland.

The issue of innovation has been and still remains a key element of devel-
opment considerations of Poland and European Union. In the report published
in March 2010 T fiEurope 2020 T A strategy for smart, sustainable and inclusive
growtho, which defined a new, long-term program for socio-economic development
of the Union, replacing the Lisbon Strategy, the development based on knowledge
and innovations is one of three key priorities. The ambitious objective of system-
atically improving conditions for research and development, leading to increased
investments in R&D to 3% of gross domestic product is going to be achieved
(GUS, 2010, p. 3).

The idea of innovations

A concise definition of innovation refers to: fisuccessful production, assimi-
lation and exploitation of novelty in the economic and social sphereso (Inno-
vation policy, 2003), while a more complex definition describes: fithe renewal
and enlargement of the range of products and services and associated markets,
the establishment of new methods of production, supply and distribution, the
introduction of changes in management, work organization, and the working con-
ditions and skills of the workforced (Green Paper on Innovation, 1995). Publi-
cations of the OECD and Eurostat define an innovation as fithe implementation of
a new or significantly improved product (good or service) or process, a new mar-
keting method or a new organizational method in business practices, workplace
organization or external relationso (SzamaGska, 2007, p. 81). Whereas innovation
activities, composed of a number of scientific (research), technology, financial
and commercial, which aim is to develop and implement new or significantly
improved products and processes (The OECD Bologna Ministerial Conference,
2001, p. 14). According to The Act of Some Forms of Support for Innovation
Activities — an innovative activity is defined as an activity related to the prepa-
ration and starting production of new or improved materials, products, facilities,
services, processes or methods used for marketing or for the other use in practice
(Ustawa z dnia 29 lipca 2005 roku o niekt-rych formach wspierania dziajalnoSci
innowacyjnej, art. 2, pkt 6). Economic innovation means enterprises abilities and
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motivations in terms of the continuous search for, and practical use of the results of
research and development studies, as well as new concepts, ideas and inventions.
Innovation also means the improvement and development of existing production,
exploitation and service technology, the introduction of new solutions into the
organization and management of an enterprise, and the improvement and devel-
opment of infrastructure, particularly if this concerns the gathering, processing
and exchanging information (Ministry of Economy, 2006, p. 6).

The official definitions of innovation, quoted previously, are an extension
of the classical approach to innovative companies by J.A. Schumpeter (1934), in
the form of new products, new technologies, new markets, new organizations of
production and sales (Noga, 2009, p. 148). J.A. Schumpeter (1960, p. 104) was
a precursor of the theory of innovation in economic sciences. According to the
Oslo Manual methodology, four types of innovation can be distinguished: tech-
nological product innovation, technological process innovation, organizational
innovation, marketing innovation (Ministerstwo Rozwoju Regionalnego, 2007).
In turn, according to P.F. Drucker fiinnovation is the specific instrument of entre-
preneurship T an action which gives the resources the possibility to create wealtho
(Drucker, 1992, p. 39). Innovation is the ability and motivation of enterprises
to explore continuously research results, new concepts, ideas and inventions and
to exploit them in practice (Kot, 2007, p. 11). However, due to financial limi-
tations T it is often a long way to cover from the occasion to accomplishment. Both
businessmen and other subjects can now take advantage of T many instruments to
finance innovative projects (Portal Innowacji, 2008).

filnnovative enterprises in terms of product and process innovations are those
which have introduced at least one product or process innovation: a new or sig-
nificantly improved product or new or significantly improved process, which is
a novelty, at least for the investigated companyo (GUS, 2009, p. 1). In the broader
sense, an innovative company is such a company that is able to create and absorb
innovation, gets information on innovative solutions and is characterized by an
ability to adapt continuously to changes in its environment (Bogdaniecko, 2004,
p. 59). In turn, according to the Oslo methodology, an innovative company is
called one which during an examined period (usually three years) has brought
to market at least one technological innovation (a new or significantly improved
product or new or significantly improved technological process) (GUS, 2008,

p. 6).
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Innovations of Polish enterprises and the improvement of enterprises’ com-
petitiveness

Innovation is fundamental, especially in crisis times, for stimulating the
expansion of SMEs, either into existing or new markets. Despite the clear link
between innovation and the growth of a countryts SME sector there is still a lot
of catching up to be done by many Member States in this area (Are EU SMEs
recovering from the crisis?, 2011, p. 31).

Polish companies have to build its competitive position on the world market
based on innovation (Bogdan, 2009). Supporting innovation is a priority for the
government. This is also a necessary condition for further economic development
of Poland. The key actions in this area lie in the competence of the Ministry of
Economy (Henclewska, 2009). For several years, the problem of low innovation
of Polish enterprises, which is a major obstacle in improving their competitiveness,
has been raised (Lamparska, 2005, p. 69). Innovation is the specific instrument
of entrepreneurship, manifested in the continuous search for new combinations of
production factors, is the driving force behind economic progress. So innovation
is an operation focused on the implementation of the changes that lead to the
growth and competitiveness of modern enterprises (Drucker, 1992, p. 39). Polish
entrepreneurs rather unwillingly undertake cooperation in the scope of innovative
activities with other units (Piekut, 2011, p. 87).

The ability of firms to create and implement innovative projects is now rec-
ognized as a major factor of their economic success (Cichowski, 2007, p. 831).
Meanwhile, innovation of Polish small and medium-sized enterprises diverges
from European standards. The CSO data shows that only about 16% of Polish
companies of the SME sector can be considered innovative. By contrast, in
European Union countries this ratio is about two times higher (Mi$, 2007, p. 60).
The similar range is also found in an innovative activity between large and small
firms. In Poland, the innovation ratio of small enterprises in relation to the medium
ones is 1:6 and compared to large ones is 1:15. Meanwhile, in the European Com-
munity countries the ratio of innovation of small and large enterprises is 1:2
(Plaskacz and Plaskacz, 2007, p. 30).

Poland is one of the moderate innovators with a below average performance.
The performance of Innovation leaders is 20% or more above that of the EU27; of
Innovation followers it is less than 20% above but more than 10% below that of
the EU27; of Moderate innovators it is less than 10% below but more than 50%
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below that of the EU27; and for Modest innovators it is below 50% that of the
EU27 (Are EU SMEs recovering from the crisis?, 2011, p. 33). Relative strengths
are in Human resources and Outputs. Relative weaknesses are in Open, excellent
and attractive research systems, Linkages & entrepreneurship, Intellectual assets
and Outputs. High growth is observed for PCT patent applications in societal chal-
lenges, Community designs and License and patent revenues from abroad. A rela-
tively strong decline is observed for SMEs innovating in-house and Innovative
SMEs collaborating with others. Growth performance in Intellectual assets and
Outputs is above average. In the other dimensions it is below average (Innovation
Union Scoreboard 2010€&€, 2011, p. 48). Simultaneously, entrepreneurship have
also been a drive for improvement, in particular as a result from strong growth
in S&E and SSH doctorate graduates (12,2%), public-private co-publications
(20,6%), EPO patents (9,0%), Community Trademarks (11,1%) and Community
Designs (27,3%). Performance in innovators and economic effects has worsened,
in particular due to the decrease in new-to-market sales (113,4%) (European Inno-
vation Scoreboard 2008€, 2009, p. 39).

IMD#s (International Institute for Management Development) report iWorld
Competitiveness Yearbookd in 2010 evaluates the competitiveness of 58 countries,
based on over 300 criteria. Factors taken into consideration in this evaluation
include economic performance, public finance, fiscal policy, quality of business
law, business efficiency (eg. innovation), infrastructure. In 2010 Poland for the
second time, reported a big rise T from 44" to 32" place. Among the EU-27
Poland was ahead of 11 countries (PiNtkowska ed., 2010, p. 70). In the current
report of the most competitive economies in the world Poland fell on 34" place.
In 2011 year were evaluated 59 countries and 301 criteria were taken into account
(IMD World Competitiveness Yearbook, 2011, p. 19).

The increased competition on the internal market did not affect significantly
the interest of the SME businessmen to implement innovation and build the com-
petitiveness of companies based on innovation. Strategies for these enterprises
are still short-term, and the managerial staffs of SMEs do not still appreciate the
importance of an innovation activity with its full meaning for the long-term per-
formance of their enterprises. These innovations are now a necessary condition
of competitiveness. So, small and medium-sized enterprises in Poland face a huge
challenge. It is necessary to increase their activity both in the process of gaining
and managing innovation (Steinerowska-Streb, 2008, p. 154).
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Only 1% of small and medium-sized companies perceive innovation in their
development strategies as a source of future competitive advantage (Ministerstwo
Gospodarki, 2006, p. 49). As a result, Polish SME sector has a small innovative
potential and even less research one (Steinerowska-Streb, 2008, p. 148). Cur-
rently, innovation of small and medium-sized enterprises decreases (G§-wny
UrzNd Statystyczny, 2007). Fewer and fewer subjects in this sector see the motive
for innovative performance. As a result, SMEGs interest in cheap credits for inno-
vative projects and funding investments in modern technologies is declining (Star-
czewska-Krzysztoszek, 2007, p. 18). Small businesses take part in the process
of diffusion of innovation rather than in its creation. They participate in the dis-
semination of innovation consisting in its adaptation or imitation, without being
initial innovators (Janasz ed., 2004, p. 61). Together with the strengthening and
development of the reserves of enterprises in the analyzed areas, and the positive
development of the external determinants of innovation, the level of their inno-
vative activity will increase, because small businesses strongly feel the need to
implement innovation, which is one of the most important elements of the inno-
vative potential of enterprises (Kliszczak, Mierzwiska, Zych, 2008, p. 185).

The development of information technology has created limitless possibilities
for data and information gathering and processing and considerably accelerated
the development of information systems. Definitions of the technological com-
petitiveness and technological entrepreneurship are now becoming increasingly
popular. They express determination to achieve a better competitive advantage
due to more rapid implementation of the technological solutions to business.
The implementation of the latest technologies to production processes requires
the continuous improvement of existing business processes and application of the
new technological solutions. Such an action helps to achieve or maintain a leading
competitive position (Winkler, 2008, p. 100).

Innovation performance is one of the key factors affecting growth in
a countryds economic well-being. Enterprises implementing innovation initiatives
are much more profitable than those that fail to invest in innovation. Simulta-
neously, the increase in their income affects the wealth of citizens, improves their
quality of life and provides access to new products and services. Furthermore,
innovation initiatives decrease the unemployment rate, as modern economies that
take advantage of the expansion stimulated by the application of new and inno-
vative technologies create new jobs, these being related to the introduction of
new types of service in the sector of production and consumption as broadly con-
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strued. A more innovative economy offers better development opportunities for
the younger generation and therefore, prevents the emigration of highly-qualified
workforce (Ministry of Economy, 2006, p. 16).

The planned technology foresight exercises might help in identifying the
technologies and sectors of the future with the biggest innovation potential, and
thus contribute to further concentration of the available public funding in areas
of highest potential (European Commission Enterprise Directorate-General,
2009, p. 19). The implementation of innovative technologies that create the most
important competitiveness factors leads to: cost reductions T up to 70%, the
quality improvement T up to 25%, the increase in the flexibility of production
T to 89,5%, product innovation T up to 100%, expansion of productivity T up to
64,7%, the improvement of the impact of external economic factors T to 44,4%
(Chlebus, 2002, p. 5).

Leading enterprises on the Polish market for the most important sources of
the competitive advantage in the sphere of production and technology recognized:
purchase of new technology T 45%, technology transfer T 39%, the creation of
research and development facilities T 39%, purchase a license or know-how
T 36,5%, a change in methods of design processes T 18% (Grudzewski, Hejduk,
2004, p. 9).

Entrepreneurs find an opportunity to improve the competitive position in
product innovation, better advertising and marketing, more efficient distribution
network, better access to cheaper financing and credits. The implementation of the
new technologies to the sphere of their business will contribute both to improved
productivity and the perception of companies and products manufactured by
them as modern, which meet ever-changing tastes of consumers. Measures taken
to introduce the innovative technologies into the business of enterprises, conse-
quently lead companies to empower their position on the market and stay ahead in
the long term (Winkler, 2008, p. 101).

Since the Polish accession to the EU, the internal market competition has
increased. The importance of innovation may be testified by the results of a study
in the small and medium-sized enterprises in 2007. Its respondents reported that
to be in competition with other, more innovative companies is one of the factors
that could increase their activity in the field of innovation (Starczewska-Krzysz-
toszek, 2007, p. 44). Improving the competitiveness of businesses on the domestic
markets in the first stage (and in subsequent stages too) should also contribute
to the increase of their importance on the European markets and even the global
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ones. However, at present the key to success is the necessity for taking innovative
measures or the implementation of these measures in various scope (Stanisjawski,
Maciaszczyk, 2008, pp. 1951196).

The financing of small and medium enterprises (SMESs) has attracted much
attention in recent years and has become an important topic for economists and
policymakers working on financial and economic development (Torre et al., 2010,
p. 2280). This interest is driven in part by the fact that SMEs account for the
majority of firms in an economy and represent a significant share of employment.
Across 76 developed and developing countries. SMEs account, on average, for
over 50% of manufacturing employment (Ayyagari, Beck, Demirg¢--Kunt,
2007, pp. 4157434). Furthermore, most large companies usually start as small
enterprises, so the ability of SMEs to develop and invest becomes crucial to any
economy wishing to prosper (Beck, Demirg¢,--Kunt, 2006, pp. 293112943).

The research indicates that currently only a small part of Polish enterprises
may be defined as innovative (Ministerstwo Gospodarki, 2006, p. 21). The primary
reason for limiting the innovative activities of small and medium-sized enterprises
is capital-intensive character of innovation process. The specificity of these kind
investments, in particular the risk of the investment success and their unique
character and difficulties in assessing the correct value of the project, increases
the occurrence of the capital gap phenomenon (Swiderska, 2008, pp. 27129).

Sources of innovations financing and expenditures

Still the majority of innovations implemented by small and medium-sized
enterprises are carried out with their own funds (Kata, 2007, p. 87). Only to a small
extent these businesses use existing sources of external funding. Asa result,
opportunities for implementing innovation by a Polish SME sector are limited
(Steinerowska-Streb, 2008, p. 154). A difficult access of this group of busi-
nesses to the external sources of funding makes innovative activity of Polish
small and medium-sized enterprises is implemented, in most cases, from their
own reserves (small enterprises 65%, medium 71%). Only few SMEs incurring
innovative expenses benefit from other forms of financing (mainly bank credits
T small enterprises 27%, and medium 19%). As a result, innovations introduced
by the Polish small and medium-sized enterprises are mostly improvements rather
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than new technologies (Masternak-Janus, Kocatda, 2007, p. 159; Kubik, 2007,
pp. 197120).

Financial outlays on research and development are important, but still they
are a small part of Polish SMEs innovative activities. However, comparing to years
2002712004 the percentage of outlays on R&D in the structure of expenditures of
industrial enterprises on innovation has increased. At that time, it amounted to 7%
and in 2004712006 T 8,9% on average in Poland. In 2006 enterprises financed the
innovation process mainly from their own funds T in the group of small firms it
was 51% expenditures from their own funds, 60% T among medium-sized ones
and 86% for large ones. The second most important source of financing innovation
was bank credits. Occasionally, SMEs financed innovations from other sources:
from abroad, the state budget and venture capital funds (Polska Agencja Rozwoju
PrzedsiribiorczoSci, 2008, pp. 7711, 13717).

The main source of financing expenditures on innovation activities in years
2008 and 2009 were the means of their own businesses. In 2008 T 70,9% of all
expenditures in industrial enterprises and 85,2% in service sector enterprises
were own funds of those entities. In 2009, own funds of enterprises covered in
industrial and services sector accordingly 68,4% and 84,2% of all expenditures on
innovation activities. Considering the size of enterprises, the largest superiority
share of own resources to the financing of innovative activity is observed in the
large service companies (86,2%, with the participation of bank credit at 12,8%),
while the smallest T in small industrial firms (46%, with the share of bank credits
at 31,1%). It follows that access to external resources, as a determinant of inno-
vative activity, is significantly more important for the smallest enterprises (GUS,
2010, p. 21).

Expenditures on innovation activities in the field of product and process inno-
vation in the industry in 2009 reached 22,7 billion PLN, while in the service sector
8,3 billion PLN. This means decrease in expenditures compared to 2008, ade-
quately 11% (from 25,4 billion PLN) and 34% (from 12,6 billion PLN). The total
value of expenditures on research and development activities in 2009 increased
by 15% to 9,1 billion PLN. The increase in resources allotted to research brought
some improvement in the financing of R&D. The average ratio of expenditures on
R&D in relation to GDP increased from 0,57% in 20077 to 0,67% in 2009, but this
is only 1/3 of GERD/GDP (Gross Domestic Expenditures on Research and Devel-
opment Activity/Gross Domestic Product) for the EU-27 countries, which reached
1,77% in 2007 and 2% in 2009 (Ministerstwo Gospodarki, 2011, pp. 8, 42).
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Barriers to financing innovations

The problem of the development of innovative activity in the sector of
small and medium-sized enterprises results from the equity capital gap, mani-
fested by the shortage of funds for long-term investments. This gap is caused by
imperfections of the market mechanism in the allocation of capital on innovative
activity. In consequence, it becomes necessary for public authorities to intervene
in order to eliminate the gap of expenditure on innovation by lowering the cost of
investment. Fiscal and financial instruments serve it (Pefka, 2009, p. 218).

Clarity and severity of the capital gap occurrence, particularly in financing
of innovative businesses, aroused public authorityds interest. Realization of the
governmentds pro-innovation policy was reflected in creating an index of financial
institutions to support SME sector funded with public money (Ministerstwo Gos-
podarki, 2009). The innovation performance of Polish industry remains on a fairly
low level, as expressed in Polandés having one of the Europeds lowest innovation
indexes. Should this state continue for a longer period of time, it may result in
a deteriorating competitive position of Polish enterprises in the future (Ministry
of Economy, 2006, p. 18).

What is specific to the development of SMEs is a barrier to find enough
means needed to finance ongoing operations and carry out innovative projects.
The limited capital reserves affect disadvantageously the liquidity of small and
medium-sized businesses and do not allow them to create the necessary scale of
innovation (Kurowska, 2009, p. 204). Only T few companies from the MSME
sector in recent years carried out projects involving the implementation of the
new technology. The biggest problem in this area is the lack of adequate financial
reserves. This is the limited financial potential that causes a low activity in the
field of R&D operations (Gjabiszewski, 2009, pp. 1877188). A limited access to
the sources of external financial supply by SMEs carried out innovative projects,
primarily, results from the high costs of implementing innovation, poor provision
of own capital and the level of risk connected with the implementation of the
projects at an early stage (Pawjowski, 2009, p. 205).

A contemporary company has at the disposal a wide range of sources and
instruments to finance its business and development. Unfortunately, financial
resources are more available for high-value projects implemented at the stage of
expansion rather than for small firms implementing new technologies (Paw{owski,
2009, p. 210). The system of instruments supporting and stimulating the creation



SME innovations and financial determinants of their development 17

of companies based on new technological solutions is still insufficiently developed
in Poland. Polish enterprises are not inclined to invest in highly-advanced tech-
nologies. The most significant barriers to the establishment of new companies
based around modern technologies include the lack of access to national sources
of financing PE/VC funds and the ficapital gapo, meaning the lack of investments
in companies in the early stage of development (The Polish Capital Investors
Association: 2004).

The most important factor limiting the innovative activity of small and
medium-sized businesses is an economic factor. Entrepreneurs do not take
innovation activity due to the lack of financial resources — such an opinion was
expressed in the study of the CSO by 37% of the small innovative companies and
31% of the medium ones. A similar percentage of entrepreneurs T 36% of the
small companies and 32% of the medium-sized ones T indicated the cost of inno-
vation to be too high. The slightly smaller importance businesses attached to the
limitations and difficulties associated with rising external funding for financing
innovative activities T it related to 29% of the small firms and 26% of the medium
ones (GUS, 2008, pp. 1531162).

Conclusions

Innovations are basis for building Polish SMEGs competitive position in the
world market. The low level of SMEGs innovations is often a result of financial
barriers. Most of them are financed by own capitals, but they are not sufficient.
The lack of financial resources often impossible innovation. Insufficient offer
from various financial institutions are worsening unfavorable conditions for con-
ducting business innovation. Barriers to innovativeness occurring within the Polish
companies, as well as their environment suggest the need for a properly oriented
economic policy, especially pro-innovation, friendly to businesses seeking and
implementing innovations.
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Abstract

Service quality in marketing of goods or services is getting more important day
by day. Because competition in every sector is becoming more severe in a global world
market. High service quality is one of the key elements to increase customer satisfaction
and loyalty. At the same time it is one of the main factors in profitability, development, and
sustainability of businesses. In this article, it is empasized the importance of service qua-
lity in customer satisfaction and loyalty. Service-profit chain model is examined. As the
case study, some research findings from academical and managerial perspectives are sum-
marized. And some proposals are made to promote high quality services as an important
aspect of successful marketing management.
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Introduction

Services marketing concepts and strategies have developed in response to the
tremendeous growth of service industries resulting in their increased importance of
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the world economies (Zeithaml and Bitner, 1996 cited in Bitner et al., 1997). As it
is stated in the Memorandum of Understanding which has been signed between
Gulf Organization for Industrial Consulting (GOIC) and the Geneva-based Inter-
national Services Trade Information Agency (ISTIA) in Doha Qatar (2007) filn the
new millennium, services are instrumental components of industrial activities;
previously, services and industrial business activities were viewed as distinct and
separate. The modern global economy views services and industrial activity as
symbiotic and integrated for two principal reasons. Firstly, because businesses
require efficient services sectors such as transportation and communications for
domestic or import/export commercial operations. Secondly, modern business
models no longer view companies as strictly services-only or industrial-onlyo.
Meanwhile, because of increasing of competition, especially after liberalisation of
the economies and globalization, now more than ever, customers patronize the insti-
tutions that best serve their needs. The better the service, the greater the number of
customers. The greater the number of customers, the better a companyds financial
performance. As many industry sectors mature, competitive advantage through
high quality service is an increasingly important weapon in business survival.
The tourism industry has certainly not been exempted from increased competition
or rising consumer expectations of quality (Fen and Lian, 2010, p. 60). Service
is a key component of value that drives any company’s success. To the customer,
value is the benefits received for the burdens endured — such as price, an incon-
venient location, unfriendly employees, or an unattractive service facility. Quality
service helps a company maximize benefits and minimize non-price burdens for
its customers (Berry, Parasuraman and Zeithaml 1994 p. 32).

Quality and service quality

There are many researchers who have defined quality and service quality in
different ways. A modern definition of quality derives from Jurangs fifitness for
intended useo. This definition basically says that quality is fimeeting or exceeding
customer expectationso (SHSU, 2011). The British Standards Institute definition
of quality, which is identical to the ISO and the EN standards, is fithe totality of
features and characteristics of a product or service that bear on its ability to satisfy
a stated or implied needso (Johnson and Winchell, 1988; Businessdictionary,
2012).
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On the other hand, service quality is often conceptualised as the comparison
of service expectations with actual performance perceptions (Zeithaml and Bitner,
2003). From this perspective, Mackay and Crompton (1990) as cited in Prabaharan,
Arulraj and Rajagopal (2008) defined service quality as fithe relationship between
what customerds desires from a service and what they perceive that they receiveo.
According to Chakrabarty, Whitten and Green (200712008, p. 3) service quality
can be defined as the conformance to customer requirements in the delivery of
a service. Service quality refers to a number of inter-related factors including
the way in which individuals are treated by providers, the scope of services and
contraceptives available to clients, the quality of the information provided to the
clients and quality of the counseling skills, the promotion of individual choice, the
technical competence of providers, and the accessibility and continuity of services
(Erc.msh, 2010). Service quality is an intangible, but crucial, area of interest to
travel service providers (Prabaharan, Arulraj and Rajagopal, 2008).

Increasing importance of service quality

Backman and Veldkamp (1995) as cited in Prabaharan, Arulraj and Rajagopal
(2008) stated that quality of service is an essential factor involved in a service
provider’s ability to attract more customers. The quality of a product or service is
the main characteristic when it comes to selling. There are many and diversified
factors that determine the success of the sale. They include market conditions, type
of product/service, the image created by advertising, socio-cultural peculiarities
of customers etc. But the major factor that ensures the marketability of a product/
service is its quality as it was approved by the customers (Dragolea and Todoran,
2009). Delivering excellent service is a winning stategy. Quality service sustains
customersd confidence and is essential for a competitive advantage. Excellent
service is a profit strategy because it results in more new customers, more business
with existing customers, fewer lost customers, more insulation from price com-
petition, and fewer mistakes requiring the reperformance of services. Excellent
service can also be energizing because it requires the building of an organizational
culture in which people are challenged to perform to their potential and are rec-
ognized and rewarded when they do. Service is a key component of value that
drives any company’s success. To the customer, value is the benefits received
for the burdens endured — such as price, an inconvenient location, unfriendly
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employees, or an unattractive service facility. Quality service helps a company
maximize benefits and minimize non-price burdens for its customers (Berry, Par-
asuraman and Zeithaml, 1994). All businesses whose service depend on building
long term relationship need to concentrate on maintaining customerés loyalty. In
this respect, loyalty is greatly influenced by service quality. As such, hotels often
invest in managing their relationships with customers and maintaining quality to
ensure that customers whose loyalty is in the short term will continue to be loyal
in the long term (Al-Rousan and Mohamed, 2010).

Quality is what makes the difference between a service and another, between
one provider and another. Quality services can provide access to international
markets; quality reduction may be compromising, is very expensive, and can be
harmful and sometimes impossible to recover. A quality service brings immediate
and lasting satisfaction to the clients, tourists and also to the provider (Dragolea
and Todoran, 2009). Service quality has been shown to result in significant
benefits, such as profit level increases, cost savings, and increased market share,
to firms (Parasuraman, Zeithaml, and Berry, 1988). Competition through service
quality enables the organization to develop a competitive edge without the loss
of revenue (Carper, 1992 cited in Lashley and McGoldrick, 1994, p. 28). Simply
stated, customer satisfaction is essential for corporate survival. Several studies
have found that it costs about five times as much in time, money and resources to
attract a new customer as it does to retain an existing customer (Naumann, 1995
cited in Pizam and Ellis, 1999, p. 326). Improved service quality results in greater
customer satisfaction and loyalty, which, in turn, creates repeat business and
opportunities to cross-sell, both of which are natural revenue enhancing activities
(Harvey, 1995). Satisfaction of customers also happens to be the cheapest means
of promotion (Pizam and Ellis, 1999 p. 326).

The components of service quality

As the worldés largest service sector in tourism, service quality comprises
10 dimensions, namely core-tourism experience, information, hospitality, fairness
of price, hygiene, amenities, value for money, logistics, food and security (Profit-
strategies, 2010). Websterés marketing culture scale (1990) as cited in Luk (1997),
this fiservice qualityd dimension is composed of eight values:

T asuccinct definition of excellent service,
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T strong commitment to quality service of top management,

T systematic, regular measurement and monitoring of employeesd perform-

ance,

— clear focus on customer needs,

T astrong linkage between employees behaviour and the firmés image,

T the desire to meeting the firmés expectations on quality service,

— emphasis on communication skills,

— employees’ attention to detail in their work.

In their study, Berry, Parasuraman and Zeithaml (1994) focus on the question
of what could organizations do to improve service quality? And their answer is
presenting lessons learned that we believe are essential for improving service
quality. These lessons in headlines are Listening, Reliability, Basic Service,
Service Design, Surprising Customers, Fair Play, Teamwork, Employee
Research, Servant Leadership. Berry, Parasuraman and Zeithaml (1994) have
constructed in Fig. 1 a service quality ring to capture these interrelationships.
Listening is positioned on the outer ring because listening has an impact on all the
other lessons. Identifying the basics of service, improving service system design,
recovering from service shortfalls T these and other essentials of service quality
involve listening behavior. Reliability is pictured in the center, because reliability

Listening

Service

Research
Relaibility

Recovery

Suprising
Costomers

Fig. 1. A Service Quality Ring

Source: Berry, Parasuraman and Zeithaml (1994). Improving Service Quality in America: Lessons
learned. Academy of Management Executive. Vol. 8. No. 2, p. 43.
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is the core of service quality. Little else matters to customers when the service is
unreliable.

The link among service quality, customer satisfaction and customer loyalty

Customer satisfaction is critical to any business. A happy customer is likely to
give repeat business, provide word-of-mouth advertising, send referrals, and pay
for services without dispute or delay. Anything one can do to improve customer
satisfaction will pay dividends to the business in both the short and long term (Prof-
itstrategies, 2010). Liljander and Strandvik (1994) cited in Storbacka, Strandvik
and Grenroos (1994) have suggested that perceived service quality can be seen
as an outsider perspective, a cognitive judgment of a service. It needs not even be
experienced, it can be based on knowledge about a service provider through word-
of-mouth or advertising. It is, however, usually also based on experiences with
the service. Customeris own experiences of a service where the outcome has been
evaluated in terms of what value was received, in other words what the customer
had to give to get something.

For a service-based business the fisaled is the service performed, which
means making sure the service provided is to the customerds liking. According
to a recent Pricewaterhouse-Coopers (2010) fiTrendsetter Barometero, four-fifths
of Americads fastest growing companies have initiated important new programs
aimed at customer expansion, customer retention, and customer profitability.
A significant percentage of these are service-based businesses. The attitude,
appearance, skill and professionalism of service staff is a vital element in effective
service delivery. Therefore, the manner in which service industries recruit, train
and manage their staff has a direct impact on customer satisfaction (Fuller, Hanlan
and Wilde, 2006).

Many studies have investigated the relationship between service quality
and customer loyalty. Shoemaker and Lewis (1999) argue that customer loyalty
is built by focussing on three concepts: the overall service process, the use of
effective database management and value creation either through added value or
value recovery. Relationship marketing is widely accepted as the most successful
way to build customer loyalty and competitive advantage in a mature, competitive
market (Hotel Mule, 2010). Improved service quality results in greater customer
satisfaction and loyalty, which, in turn, creates repeat business and opportunities
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to cross-sell, both of which are natural revenue enhancing activities. This is
quite the opposite of continually raising fees or cutting costs across the board
(Harvey, 1995). The basic assumption is that customer satisfaction drives profit-
ability (Grenroos, 1990 cited in Storbacka, Strandvik and Grenroos, 1994). The
assumption is based on the idea that by improving the quality of the providerds
service, customersd satisfaction is improved. A satisfied customer creates a strong
relationship with the provider and this leads to relationship longevity (or customer
retention T customer loyalty). Retention again generates steady revenues and by
adding the revenues over time customer relationship profitability is improved.
Thus the firm can utilize potential customer relationship economic opportunities
in a favourable way (Storbacka, Strandvik and Grenroos, 1994, p. 23).

The service-profit chain model

The service-profit chain is a powerful phenomenon that stresses the
importance of people T both employees and customers T and how linking them
can leverage corporate performance. The service-profit chain is an equation that
establishes the relationship between corporate policies, employee satisfaction,
value creation, customer loyalty, and profitability (Fig. 2).

)

Leveraging Your Corporate Performance

Employee
satisfaction Value

Customer
loyalty

Customer
satisfaction

NN

/N

high quality Created by Created by Results from Stimulated
SUppOrt services | | satisfied, loyal the value customer primarily
and policies that | | a4 productive of services satisfaction by customer
enable employees provided to loyalty
employees customers
to serve
customers well
Fig. 2. Service profit chain; linking employees and customers
Source: 1000 ventures (2011). What is Service-Profit Chain? (online). Available at:

www.1000ventures.com/products/bec_mc_market_leaders.html (accessed on 10.12.2011).
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Marriott who was the founder of the homonymous American hotel chain
stated fiyou canft make happy guests with unhappy employeesd who promoted
the role of empowernment in driving customer satisfaction. Satisfied employees
stay with the company for longer and therefore give a much better return on any
investment (recruitment; training; pay-rises; package of benefits) put into them.
The higher rate of return may stem from a prolonged use of company specific
tacit knowledge that gets lost when employees leave the organization, and from
the increased trust that customers will put in the organization if a stable staff rep-
resents it (Xu and Goedegebuure, 2005 pp. 56157).

According to Heskett et al. (2008) the service profit chain establishes rela-
tionships between profitability, customer loyalty, and employee satisfaction,
loyalty, and productivity. The links in the chain (which should be regarded as prop-
ositions) are as follows: Profit and growth are stimulated primarily by customer
loyalty. Loyalty is a direct result of customer satisfaction. Satisfaction is largely
influenced by the value of services provided to customers. Value is created by
satisfied, loyal, and productive employees. Employee satisfaction, in turn, results
primarily from high-quality support services and policies that enable employees
to deliver results to customers (Fig. 3).

The overall objective of the service profit chain is to link initiatives of
retention, referrals and related sales with the other links within the chain. These
include satisfaction, loyalty, value and long-term growth (Maritz, 2005, p. 150).

Lashley and McGoldrick (1994) ideas developed and expressed in their
article originate from their recognition that an increasing number of firms are
considering employee empowerment as part of their human resource strategy for
competitive advantage through hospitality service quality. Unlike the quality of
a product, it is more difficult to define, to judge or express in quantitative terms,
the quality of services is more as the service has little physical dimensions such
as performance, operational characteristics and maintenance costs, which could
be used to comparison or measurement. The human element in the production
and consumption of services prevents the service provider from standardising
production outcomes as is possible in a manufacturing environment. This lack of
standardisation further increases the importance of service delivery processes and
effective people management as integral elements of the marketing mix (Fuller,
Hanlan and Wilde, 2006).
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Emplovee Revenue
RetFe)nt?/on | Growth
Internal Exter.na || Customer Customer
Service > Lmplovee $ Service 7 gatisfaction || Loyalty
. Satisfaction Value o
Quality Employee Profitability
Productivity )
o retention
o workplace design 0 Service concept O repeat business
0 job design results for costumers o referral
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o employee rewards and recognition o service designed and delivered
0 tools for serving customers to meet targeted customersd needs

Fig. 3. The links in the service-profit chain

Source: Heskett, James et al. (2008). Putting the Service-Profit Chain to Work, Harvard Business
Review, JulyTAugust 2008 T hbr.org p. 120.

Research findings from academical and managerial perspectives

Several studies involving empirical analysis of some of the links in the
service-profit chain have been undertaken. For example, In his study Maritz
(2005) found that, despite a few associations being inadequate within the defined
franchise system, service profit chain initiatives were positively associated with
service quality.

As a result of their surveys Heskett et all (2008) conclude that a growing
number of companies that includes Banc One, Intuit, Southwest Airlines, Ser-
viceMaster, USAA, Taco Bell, and MCI know that when they make employees and
customers paramount, a radical shift occurs in the way they manage and measure
success. The new economics of service requires innovative measurement tech-
niques. These techniques calibrate the impact of employee satisfaction, loyalty,
and productivity on the value of products and services delivered so that managers
can build customer satisfaction and loyalty and assess the corresponding impact
on profitability and growth. In fact, the lifetime value of a loyal customer can be
astronomical, especially when referrals are added to the economics of customer
retention and repeat purchases of related products. For example, the lifetime
revenue stream from a loyal pizza eater can be $ 8,000, a Cadillac owner $ 332,000,
and a corporate purchaser of commercial aircraft literally billions of dollars.
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Furthermore Heskett, Sasser, and Wheeler (2008) add that highly successful
companies like Bouygues Telecom in France (the third largest in its markets in
2008 within ten years since its founding) and ING DIRECT (the 17th largest bank
in the U.S. in 2008 after just seven years) have been created since then, based
on service-profit chain (SPC) relationships. Others, such as Rackspace Hosting
(engaged in Web site design and management), Westpac (one of Australiais
leading banks), CEMEX (one of the worldds largest cement companies, based in
Mexico), Harrah’s Entertainment (a leader in branded casino entertainment, based
in Reno, Nevada), and Baptist Health Care (a not-for-profit health care organi-
zation centered in northwest Florida and southern Alabama), have been revitalized
through actions suggested by SPC relationships. Other companies, such as Circuit
City, provide examples of what happens when organizations manage themselves
into a fidoom loopo of negative SPC relationships. In March 2007, Circuit City
announced that it would replace 3,400 of its more experienced, higher-paid sales-
people with new, lower-paid hires. In so doing, it damaged customer satisfaction
and ultimately suffered the financial consequences.

ROI resource Center (2013) indicates that, the service-profit chain stresses
the importance of people T both employees and customers T and how linking them
can leverage corporate performance. This circular relationship between employees,
customers and shareholders contributed to the well known Seards model in the
mid-90: a 5% increase in employee attitude leads to a 1.3% increase in customer
satisfaction which leads to a 0.5% increase in revenue growth. Led by CEO Arthur
Martinez, a group of more than 100 top level Sears executives spent the better part
of three years rebuilding the company around its customers and in the process
changed its culture. The company tracked success from management behaviour
through employee attitudes to customer satisfaction and financial performance.

In their survey, based on the case study of a UK home improvement store
chain, measuring of each of the variables in the service profit chain Pritchard and
Silvestro (2005) found that although analysis of the performance relationships
revealed many interesting correlations, the data lent little support for some of the
expected linkages; in particular, the fisatisfaction mirroro effect between employee
and customer satisfaction and loyalty, and the link between customer loyalty and
financial performance. The possible asymmetries and non-linearity of certain per-
formance relationships may also have added to the difficulty in applying the model
to this organisation. Furthermore, the study revealed many performance linkages
between variables which are not aligned in the service profit chain model.
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Reichheld and Sasser Jr. (1990) observed that Charles Cawley, president
of MBNA America, a Delaware-based credit card company, knows well how
customer defections can focus a companyés attention on exactly the things cus-
tomers value. Frustrated by letters from unhappy customers, he assembled all 300
MBNA employees and announced his determination that the company satisfy
and keep each and every customer. The company started gathering feedback
from defecting customers. And it acted on the information, adjusting products
and processes regularly. As quality improved, fewer customers had reason to
leave. Eight years later, MBNAds defection rate is one of the lowest in its industry.
Some 5% of its customers leave each year T half the average rate for the rest of
the industry. That may seem like a small difference, but it translates into huge
earnings. Without making any acquisitions, MBNAds industry ranking went from
38 to 4, and profits have increased sixteenfold within eight years.

In their survey, realized with Orange Mobile call center employees and
subscribers, Al-Tamimi, Hasoneh and Rezqgallah (2009) reached the following
conclusion:

A1 degree increase in call center employeesd satisfaction represents approxi-
mately a 5% increase in achieving the company a competitive advantage among
its competitors, which is sequenced as the following:

T a 1 degree increase in call center employeesd satisfaction represents
approximately a 23% increase in customers experience and about 37% in
customers’ satisfaction,

T such increase in customers experience and satisfaction represents nearly
17% increase in their advocacy,

T such increase in customeris advocacy represents approximately a 8%
increase in their loyalty to the brand,

T such increase in brand loyalty represents almost a 5% increase in achiev-
ing the company a competitive advantage among its competitors.

Finally, this research presented various recommendations that are applied to
Orange Mobile top management; call center management and for further studies
to be conducted.

The most important recommendations are:

T to adopt a philosophy of fiputting people firsto that applies to employees

and customers, and this philosophy shall be reflected in the organization
mission,
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— to develop and maintain a corporate culture that is employee — customer
centric,

T to adopt a comprehensive strategy aiming to achieve a competitive advan-
tage among competitors through linking employees, customers and the
financial performance of the organization.

In the case study concentrated on Health & Safety training of First Aid and

CPR (cardiopulmonary resuscitation) courses, Pasupathy (2006) found that for
each unit of increase in service quality, the level of satisfaction would increase by
0.69, the latent Brand Recognition will influence satisfaction by 0.22 while the
perception of branch availability will influence the evaluation of level of satis-
faction by 0.16, and so forth.

A study conducted by Stodnick (2005) reflecting a service profit chain per-
spective, realized in one large retail chain within the woments specialty apparel
industry. The study shows that employee satisfaction and loyalty can be increased
by creating a positive internal working environment. Rather than reducing front-
line service jobs to mundane, repetitive tasks, organizations can achieve com-
petitive advantage by broadening job descriptions and developing their employees
through commitment enhancing human resource practices. The best way to increase
customer satisfaction is to provide a superior total retail experience. As previous
research has indicated, customers who are extremely satisfied with their retail
experience are less likely to search for alternatives decreasing the firmés overall
cost of serving their customer base, increasing store profitability. Moreover, sat-
isfied and loyal customers are more likely to recommend the store to others and
purchase secondary, ancillary products, increasing market share.

Xu and Goedegebuure (2005) showed in their survey made among Chinese
securities firms, employee satisfaction is positively correlated with customer sat-
isfaction. Employee satisfaction and customer satisfaction have a positive impact
on profitability. Customers perceive the positive energy and the willingness of
satisfied employees to provide good services in terms of higher quality of services
received. In turn, they become more satisfied and loyal to the company.

Areseach was conducted in the service industry of Hong Kong by Yee (2007).
The results showed that the relationships among employee satisfaction, service
quality, customer satisfaction, and firm profitability are significant, suggesting
that employee satisfaction is an important determinant of operational performance
in service organizations.
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Conclusions

The ultimate goals of any business are to generate profit, to increase market
share, and to be in the market for years. Customer satisfaction and loyalty are
critical to succeed these goals. Exellent service quality is one of the key elements
for customer satisfaction and loyalty. A happy customer is likely to give you repeat
business, provide you word-of-mouth advertising, send you referrals. On the
other hand, the achievement of service excellence and productivity standards is
ensured by integrated and comprehensive human resource management practices,
including effective recruitment techniques; training and development programmes;
appraisals, incentive and reward schemes, job enlargement and other employee
satisfaction systems. Effective human resource management practices are crucial
to the achievement of service quality standards, productivity improvements, and
thus profitability in businesses.
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Abstract

This article shows the meaning a new technologies in the activity of new economy
enterprises, especially in the marketing area. The use of modern techniques of information
transmission and information extraction paves the way for development of marketing com-
munications. The Internet is the first medium that allows such advanced dialog between
the firm and the clients, and consequently T building lasting relationships with them.

The main tools used in the communication process include: easily editable electronic
documents, multimedia, computer networks, which allow the use of electronic mail, video
conferencing, web pages, newsgroups and the Internet.
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The extraordinary progress in information transfer techniques and tech-
nologies as well as globalization are the two phenomena and forces, which are at
the root of the changes in all areas of life in the 21st century. Information issues
are at the centre of attention. The New Economy is characterized by the role of
information, the dynamically developing information technologies as well as the
globalization processes.
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For several years there has been a web civilization or an information civili-
zation and the new economy is an economy created by this civilization. The devel-
opment of that civilization is defined by advanced technique and technology,
especially transmission of information. Network economy creates new opportu-
nities and development opportunities on an unprecedented scale, including those
related to marketing communications. The use of modern techniques of infor-
mation transmission and information extraction paves the way for development
of marketing communications. The Internet is the first medium that allows such
advanced dialog between the firm and the clients, and consequently T building
lasting relationships with them.

The main tools used in the communication process include: easily editable
electronic documents, multimedia, computer networks, which allow the use of
electronic mail, video conferencing, web pages, newsgroups and the Internet.

Characteristics of marketing communications

A company that wants to be a winner in the market has to create its marketing
strategies well, and in order to do this it must have access to information and
know how to use it in an effective and appropriate way. Therefore, a company
should have a marketing information system. A marketing information system is
a coordinated team of people, procedures, activities and tools, especially computer
systems for the production, storage and use of data to ensure the orderly flow
of timely and relevant information from internal and external sources, necessary
to make marketing decisions (Sztucki, 1998). Using the Internet is particularly
noteworthy in marketing communications, which in the literature of the subject
is referred to as the exchange of information between the company and its envi-
ronment, that carries out a marketing strategy defined by the company. In contrast
to the promotion, where the stream of information flows mainly from the company
to the buyer, marketing communications involves the free flow of information
both ways, so it is a broader concept than the concept of promotion in its classical
version (Szymoniuk, 2006, p. 15).

If economy is changing, marketing communications is also subject to
changes. A few key areas can be identified where significant changes in marketing
communications are seen (Kowalski, 2011, p. 502):
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1. New media and means of information exchange are increasingly used,
such as the Internet, digital telephony, digital TV. As the technology devel-
ops, there is the convergence of electronic communication services.

2. Forms of communication and exchange of information related to new
media such as Internet advertising, e-mail, discussion forums, price com-
parison services, social networking services, web services with expertso
and consumers’ opinions, which partly replace traditional forms of promo-
tion become more and more important.

3. Diversity and complexity of marketing communication tools make inte-
gration of instruments and promotional activities an essential feature of
modern marketing communications.

4. Marketing communications becomes bi-directional, becomes a real dia-
log, exchange of information between the sender and the recipient. Even
in the marketing messages broadcast in traditional media like television,
radio, press or outdoor advertising, there is information that more and
more often points to specific Internet addresses. And there, in addition
to getting familiar with the details of the offer, you can make direct and
permanent contact with the consumer, if you persuade him or her to leave
their contact details. Establishing individual and permanent contact allows
you to take appropriate actions that lead the consumer to desirable, from
the sender’s point of view, responses.

5. Individuality of the offer. Digital television and radio stations or those
broadcast in the Internet can more and more precisely specify the scope
of the subject matter presented, thereby limiting and further defining the
audience, and obtaining a specific target group for marketing activities.
Marketing specialists also increasingly penetrate social networking ser-
vices and discussion forums, seeking a potential target group with a rela-
tively low cost of reaching.

6. Marketing messages must also take into account the fact that they are
directed to more and more educated consumers. The consequence of this
is that consumers have opportunities and can search for sources of verifi-
cation of the information presented to them, and share their thoughts with
others. This forces the creators and broadcasters of marketing messages to
look for new and effective mechanisms to influence customers. The dia-
log between broadcasters of marketing contents T businesses, institutions,
non-governmental organizations and advertising agencies acting on their
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behalf and recipients of the contents T consumers is gradually changing
its character. Broadcasters must remember that they are beginning to talk
with the consumer, whose essential characteristic is knowledge and the
ability to use it in a pragmatic manner. Modern marketing message must
therefore take into account the fact that the recipient is a consumer you
can obviously influence referring to his/her feelings, but when we want
to refer to his/her rationalism, this increase of consumersé knowledge and
their skills to use it should be taken into account.

7. Growing importance of brands in communication with the market should
be also paid attention to. Due to the fact that information is a fundamen-
tal good in information society, an intangible asset which is an origi-
nal, unique, protected and distinguished from other offers composition
of a verbal name and a nonverbal layout becomes an important factor
of competitiveness.

Technologies used in marketing communication

In recent years, marketing communication environment has experienced two
major changes:

- fragmentation of traditional media (the emergence of satellite and digital

TV, thematic channels directed to a narrow group of recipients),

- the emergence of new ways of communication (e.g. product placement,

interactive electronic media).

These changes have resulted in abundance and variety of available options to
contact with customers. In addition to the traditionally understood advertisement
interactive advertising appeared.

It should be emphasized that the task of marketing communications is to
form the message in such a way that the recipient takes the action expected by
the sender. Exchange of information evokes customers reactions to the message
T including decoding, acquisition and valuation. The use of various techniques
of persuasion is to strengthen the force of the message broadcast. However, they
have a chance to achieve a desired success only if the sender (at the message
design stage) takes into account psychological, demographic, cultural, social and
economic features, specific to a given recipient (group of recipients) (Rosa, 2005,
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p. 42). A similar situation is with the choice of media that are to carry a person-
alized message.
The tools to obtain, analyze and optimize the use of marketing data coming
from the network include:
a) in case of obtaining marketing data:
T analysis of server logs,
electronic survey,
commercial online basis,
analysis of invisible network resources,
T data extraction from web pages;
b) in case of analyzing marketing information:
T Web Farming,
T Web Warehousing,
T Data Mining;
c) in case of systems to manage marketing information in e-business:
T Customer Knowledge Management,
T electronic Customer Relationship Management.

Personalization in marketing communication

The transmission and exchange of information are becoming more indi-
vidualized in character, channeled towards an ever narrower and more precisely
defined group of recipients or even towards an individual recipient. This is
because digital media technologies allow for individualization of communication,
including targetting a single recipient. The basic content can therefore be supple-
mented by additional, marketing content, prepared to match the specific profile of
the consumer.

Individualization of an offer consists in adjusting it so that it best matches
a potential group of consumers of the product (service), selected on the basis
of psycho- and demographic data. Personalization goes one step further T it can
be said that here the offer is adjusted not only at the level of the characteristics
(behavior) of the target group but also at the level of a single recipient belonging
to this group.
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The purpose of personalization is to make the recipient feel that the offer is
addressed only to him/her — he/she is to feel special. This in turn provokes him/her
to take advantage of the offer.

Personalizing communications in the digital world, contrary to what may
appear, however, is not very difficult to achieve and only requires specific con-
ditions. The basic requirement for its use is the availability of adequate data on
the recipient and the appropriate technology to collect and process that data (e.g.
registration form on a website). Customer information databases are beginning to
play a special role in both collection and processing of such data.

The benefits that recipients derive from personalization in traditional and
electronic relationship with individual customers are:

- the ability to benefit from discounts,

- efficient service,

- the opportunity to subscribe to a newsletter according to the customerds

preference (for portals T e.g. finance, advice, entertainment),

- efficient access to interesting offers in an electronic shop,

- possibility to compose a customized page from the available content,

— (quick access to desired resources,

- consistency of personalized communications across all electronic chan-
nels,

— ability to place orders for unusual items (e.g. own composition of ele-
ments of Nike shoes or ordering individual books in print published by
Helion).

In turn, among the benefits that the organization receives, the following can

be mentioned:

- ability to define the target group,

- building own address database,

— initiation and maintenance of effective communication process with
users,

- chance to win customer loyalty,

- generating return visits of online recipients, gaining customer satisfac-
tion, which may be the source of the most effective advertising distributed
through word-of-mouth recommendation,

- competitive advantage against companies which do not use similar per-
sonalization practices,

- ability to share the defined advertising platform,
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— getting positive feedback about the site or company,

— attracting attention of large Internet audience,

- gaining recognition among the online community for the uniqueness of
the services provided.

An important advantage of the Internet is also the ability to track what the
user is doing on the site, and even in other places in the network. Limited to its
own site, the company may collect a number of user information already at the
stage of registration (if it has this functionality), using an appropriately designed
registration form.

Personalized forms of advertising include (Szwarz):

1. Recommendations in e-shops T recommendations, called otherwise sug-
gestions, are used to suggest to the user in what other products (services,
articles) he/she may also be interested. Recommendations of this type are
most commonly used on news websites and on blogs and T in a broader
sense T in e-commerce.

2. E-mail marketing T personalization is also increasingly being used in e-mail
marketing. As with ads on websites, here you can also use the userds name
and data from his/her profile. It is also possible to automatically, taking
into account the recipientds gender, adjust the message content T both the
welcome address, as well as individual words in the text.

3. Personalization in search engines T creators of the now most popular
Internet search engine in Poland, Google, have made personalization of
the search results one of its development directions. This is called seman-
tic search. The data collected by Google may include, among other things,
keywords entered by users, the history of clicks on search results pages
that are displayed on them and sponsored links. The collected data is used
to generate results in terms of the userés existing preferences.

Conclusions

Information that is useful in a decision-making process becomes the most
valuable resource namely knowledge for todaybs businesses. Marketing information
is any kind of information used in the process of companyés marketing management,
which is the basis of knowledge creation. It allows us to reduce the uncertainty of
decisions related to the implementation of strategic and operational marketing.
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Increasing needs and requirements of customers, increasing economic and
IT awareness, and escalating competition have resulted in a fact that information,
being a product of information technology, is a necessary condition to achieve
a non-price competitive advantage.

Information systems have operated in business for a long time. So far,
however, their purpose has been to improve existing practices. Only adding them
to an integrated, global network T which is the Internet T creates a new quality.
Every organization, large or small, has the ability to conduct business on an
international scale. The wealth of information in the network gives tremendous
opportunities to businesses and customers. Information and knowledge can spread
rapidly over large distances. Progress and economic growth has always been
a product of human mind and technological innovation. Access to information and
knowledge, what this information means is the basis of development, including
economic development. New business environment is created where information
and knowledge, through teleinformation technology, become a primary decisive
criterion for the success or failure of firms, regions and whole economies. Infor-
mation and knowledge create value added, increase productivity and efficiency of
management.
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Abstract

The paper addresses the issues of e-consumers attitudes towards the payment models
of accessing content on web pages (as the alternative for advertising model, which assu-
mes no payment for content in exchange for advertisements). Basing on the analysis of
chosen secondary sources the author states the hypothesis that there is an on-going change
in mentality of internet users towards the internet payments. The growing number of diffe-
rent web purchases, aversion to advertising and the decreasing effectiveness of advertising
models are factors that push e-consumers in the direction of acceptance of payment for
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Introduction

E-consumer, the internet user who makes a purchase via internet, is the
subject of many studies, mainly concerning the operation of e-commerce market.
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The purpose of this paper is to present one of the segments of this market T services
provided via internet, with particular emphasis on changes in the attitudes of
the payment for these services. The term ‘internet services’ used in the paper is
understood not as offering access to internet, but as all kinds of services that can
be offered and rendered in internet. While in the common perception of Poles
for the use of the internet one has to pay to the provider, the services offered in
internet are mostly free of any charge (Gracz, 2010). The average internet user
uses the internet mail, reads news, and participates in social networks without
having to pay for those services. There is observed a phenomenon that users are
convinced that services available on internet are free of charge and should be free
of charge. The research conducted by Gemius in Poland on the attitude of internet
users towards the advertisement in internet shows that only one of six internet
users would be willing to pay for accessing internet pages.

The paper is an attempt to demonstrate that this attitude is changing. There
has been a significant increase in both number of paid internet services and content
but also a positive attitude of internet users towards paying for services. This
thesis will be verified on the basis of selected research results and examples of
websites that already have customers who pay (in various forms) for their content
and services. Realizing the purpose of the paper, in the first part the characteristics
of internet users in Poland will be presented, then a typology of online services
and network operating models currently used by companies will be discussed.
The paper concludes with the discussion of factors influencing the choice of paid
content by internet users and the directions these factors are changing.

Polish internet users on the background of chosen EU countries

An internet user is defined as a person who used the Internet at least once in
the past 30 days (or fiuse the internet at least once a montho). It should be noted
that some studies use different definitions, for example an important internet
study on Polish market AiTNS Telecom Index & Interbusd conducted by TNS
OBOP Company (6" research company in Poland in terms of turnover) defines the
internet user as fia person who has access to the internetd Nevertheless in the paper
the author uses the definition of internet user as a person who uses the internet at
least once a month. The number of internet users in the years 200012010 is shown
in Table 1.
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Table 1. Penetration of internet in Poland in years 2000172010

Year Users Population % of population Data source

2000 3.700.000 38.181.844 9.7 www.itu.int

2005 10.600.000 38.133.691 27.8 WWW.C-i-a.com

2007 11.400.000 38.109.499 29.9 www.internetworldstats.com
2010 22.450.600 38.463.689 58.4 www.itu.int

Source: own elaboration on the basic of mentioned data sources.

Breaking the half of the population point seems to be a fairly good result
for a former communist country; however one should bear in mind the dynamic
growth of the internet and thus a high penetration rate in other countries. Com-
parison of internet penetration in selected European Union countries are presented
in Table 2.

Table 2. Comparison of internet penetration in Poland and selected
European Union countries in 2010

Country % of population
European Union 67.6
Sweden 925
The Netherlands 88.6
Romania 35.5
Cyprus 39.3
Poland 58.4

Source: Internet Usage in Europe, http://www.internetworldstats.com/.

Table 2 presents the comparison of internet penetration in Poland in relation
to the average European Union and the two countries with the highest penetration
in the EU (Sweden and the Netherlands) and two countries with the lowest pen-
etration (Romania and Cyprus). Still, in 2010 among the 27 members of European
Union, Poland in terms of Internet penetration was at 21st place. The penetration in
Poland remains below the EU average; there is still a long way to go to level with
the leading countries in this respect. On the other hands the data of the internet
growth rate in Poland are rather promising, as shown in Table 3.
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Table 3. The dynamics of internet growth in selected EU countries

in years 2000172010
Country % of population
European Union 257.8
Latvia 902.3
Romania 873.3
Lithuania 834.9
Hungary 763.8
Poland 701.8
Bulgaria 689.5
Czech Republic 568.1

Source: Internet Usage in Europe, http://www.internetworldstats.com/.

More than sevenfold increase in the number of internet users in Poland in
200072010, including a doubling in the number of internet users in the period
of 2007712010 (cf. Table 1) indicates a fairly high growth rate. With much less
dynamic growth in the number of internet users in other EU countries, which is
primarily due to saturation achieved by the more developed countries of EU, the
situation of Poland regarding internet usage is improving.

E-consumer and e-market in Poland

The number internet users determines the number of e-consumers, although
not everyone who uses the internet purchases products and services there. E-con-
sumers can be defined as an internet user, who makes a purchase via the internet.
The essence of e-consumption is the transactions made via internet, not just
obtaining information, communication or advertising. Market transactions in the
internet network are usually called e-market, e-commerce or internet market. Since
2000, sustainable development can be seen in this market. Despite the economic
turbulence of e-commerce sector did not suffer in 2010 downturn. Whatés more,
according to the report iE-commerce in Poland in the eyes of the internet users
20100 the year 2010 was clearly better than 2009, and the current is assumed to
further increase the participation of on-line shopping in the expenditure of Poles.
The report also confirms the increase in the percentage of online shoppers in 2010
to 74 percent of internet users. This means that in 2010 some 16.5 million Poles
bought something via the internet.
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The data presented above relates primarily to the purchasing of fitraditionalo
goods and services via the internet (by traditional authors mean those that can be
purchased outside the Internet). It should be noted that purchase of internet services
is still so small in relation to those products that, in most studies of e-commerce,
they are presented as fiothero.

Most frequently bought products by Polish Internet users, with reference to
global data, are presented in Table 4

Table 4. Purchasing products on-line in Poland and in the world

E-consumers” (%)
Product category in the world in Poland

Books 41 17
Clothing/shoes/fashion 36 18
Tickets and reservation (airline and railroad) 24 6
Videos/ DVD/ computer games 24 5
Electronic equipment 23 10
Cosmetics 19 10
Music 19 9
Trips/hotel reservation/tourism 16

Computer hardware 16 10
Computer software 14 4
Toys/child products 9 6
Car parts 4 7
Hobbies 3 3
Others 20 2

“ Respondents could have chosen more than one product, hence the data presented do not add up to 100%

Source: own elaboration on the basic of research: Nielsen, OctoberirNovember 2007 (world data),
NetTrack SMG/KRC, JanuaryTNovember 2007 (data from Poland), according to: www.
money.pl/gospodarka/raporty/artykul/raport;co;polacy;kupuja;w;internecie,149,0,322965.
html (10.08.2011).

The data presented in Table 4 shows on the size of the e-market considering
most of all tangible goods purchased over the Internet. The purchased intangible
products (services) that may be provided or sold via the internet most often bought
are airline tickets and travel services.

The above table shows the sales of goods and services, which are also offered
in traditional markets. An important conclusion to be drawn from the presented
data is the existence of a high awareness of the possible use of the internet for
shopping. The author believes that increasing awareness of possibilities of com-
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mercial exploitation of the internet in relation to traditional goods translates into
the conviction that other internet services are worth paying for. This hypothesis in
currently being verified in authorés other studies; among them in the State funded
research No. NN112390840 6Buying behavior, fiyoung adultso on the Interneto.

Typology of internet services

The most often use typology of internet services includes following cate-
gories: (1) On-line banking; (2) Electronic commerce, including Internet auction
services and Internet shops (3) Electronic mail and e-mail software; (4) Internet
radio; (5) Internet TV; (6) VoIP; (7) World Wide Web, including commercial
WWW pages, internet portals, internet catalogues, search engines and social net-
working .

From the presented typology stands out electronic banking and electronic
commerce. In the case of electronic banking payment issue involves the product
and pricing policies of individual banks. It seems that nowadays in Poland most
banks offer electronic banking at no additional charge, which is associated with
relatively minor costs of this distribution channel of banking services. However,
e-commerce brings with it the need to pay for purchased goods and services,
although the usage of the shops and auctions for buyers is usually free T one can
refer it to the real world where the customer does not pay for the entrance to the
store, but only for the purchased products.

Other Internet services in the vast majority are in the form that is commonly
considered to be free. This will be further described in the part 5 of the paper, after
the presentation of the typical business models that may exist on the Internet in
the part 4.

Models of operating in internet

Reviewing the literature one can find many internet business models
(according to D. Nojszewski (2007, p. 56) there are even 38). For the purpose
of this paper author assumes 10 the most popular models of offering content and
services to internet users:



E-consumers attitudes towards payment for internet services in Poland 55

Advertising model (also known as opromotional modeld), which essence
is to provide users with free content and/or services, accompanied by various
forms of advertising, obtained from third parties. This model can be compared
to commercial television, for which the main source of revenue is advertising.
The idea of the model is based on the relationship between the quality of the
offered materials, which translates into the amount/quality of the user, which in
turn translates into advertising revenue; the biggest internet company basing on
this model is Google.

Payable models. One can diversify among payable models the subscription
model and the tariff model. The essence subscription model (also called in lit-
erature subscriber or subscription model) is based on the need to charge for some
or all of the offered content/services. The name comes from subscription, which
is payable at specified intervals (usually the day, week, month, quarter, half year
or year). During the paid-up periods, one may use the content assigned to the
subscription. Subscription model is often used by magazines (Polish examples
are iRzeczpospolitad and AGazeta Wyborczag, etc.) and by other sites. A variation
of subscription model is tariff model. It is based on payments for received the
content/services. The difference is the way the fee is charged. In the tariff model
the fee is charged in proportion to the degree of the site usage (e.g., time of use,
quantities of materials, data transfer, etc.). Tariff model is used for instance by
Polish TV (TVP), which offers on the website to possibility to watch some movies
and shows and the payment is charged for each episode.

The model based on voluntary contributions. The essence of this model
is to offer content free of charge, while encouraging users to voluntarily pay the
amount, if they deem it appropriate. It uses psychological mechanism described by
R. Cialdini (1996, pp. 32162) as the rule of reciprocity, which influences people to
return a favor for received from the other personds benefit. The popular Wikipedia
is operating in this model.

Model of treating the internet as a channel of distribution and pro-
motion. Usually there distinguished two forms of operating: treating the Internet
as an additional distribution channel (sometimes called as hybrid strategy) or the
only distribution channel (so-called pure internet retailers), the vast majority of
companies also treats the internet as a form of marketing communication.

Sales model, which bases on operating a virtual store, offering various
products and services. The typical examples are amazon.com or in Poland
merlin.pl.
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Broker model, which bases on getting together the buyer and seller in one
place and facilitate the transaction T the most important examples are auction
services, such as ebay.com or in Poland allegro.pl.

Brokerage of information, delivery of content. It bases on delivery of
information to resources to customers, usually companies. It may be a market
research (in Poland for instance gemius.pl), address details combined with online
map (for instance Google Maps) and others.

Outsourcing of internet services. These are companies performing a variety
of network services for other parties. Such services may include the online
payments (e.g. paypal.com), web techniques and services (in Poland e.g. home.
pl), safety (e.g. verisign.com), and also in other areas such as taxes, consulting,
logistics, marketing, etc.

Affiliated network model, functioning on the basis of mutual links between
sites of different companies. The fee may be charged for a click on a link or as
a percentage of the sale, which started from the beginning of the site. The most
developed form of affiliate network is Google Adsense, the Polish example is
0Program Partnerski Allegrod.

Hybrid models, which base on combination of methods mentioned above.

And others.

Analyzing the history of internet the first model developed on a large scale
model was advertising model. For many customers this was indeed the only
known way of functioning in the network, associated with free pick-up content.
At present, special attention deserve hybrid models that combine many of the
above models. It seems that currently most of the internet companies to some
extent make use of several different models.

Typical business models for internet services

In the case of internet services, one may observe that almost in each kind of
services the payable models appear. Synthetic overview of business models used
in web services, along with examples of paid services, are presented in Table 5.

The most important information that can be observed in Table 5 is the
existence in most of the analyzed web services (other than those mentioned
earlier in section 3 e-banking and e-commerce and business web sites and search



E-consumers attitudes towards payment for internet services in Poland

57

engines), both free form (provided in an advertising model) and their equivalents
(or extensions) in the payable form.

Table 5. Summary of Web services and business models used

Internet service

Typical business models applied

Examples of payable services

Electronic mail
and e-mail software

" advertising model

payable model

paid mail box offered by Polish
portals such as onet.pl or wp.pl

Internet radio

" advertising model

payable model

paid internet radon offered by
Yahoo.com

as a channel of distribution

and promotion
sales model

Internet TV T advertising model paid internet television offered
— payable model by vod.onet.pl

\olIP T advertising model skype-out service offered by Skype
— payable model

World Wide Web I model of treating the internet none

Internet portals

" advertising model

payable model

payable access to newspapers
and magazines

Internet catalogues

" advertising model

payable model

payable version of Polish Yellow
Pages book 6Panorama firmd (pf.pl)

Search engines

" advertising model

none

Social networking | T advertising model
payable model

paid account in linkedin.com service

Source: own elaboration.

It should be kept in mind, however, that models involving payment for
content consider on only a small number of internet users in Poland. For example,
90% of content from the service vod.onet.pl is offered in the advertising model,
and only 10% of this material is payable. However, as is indicated from Gemius
research in 2010 for various types of video content there are between 71712% of
internet users who are willing to pay for it. In the same time the definite lack of
any willingness to pay is declared by 36144% of internet users.

Factors that push e-consumers in the direction of acceptance of payment
for internet services

According to the author there are three factors that determine the transition
from advertising models to payable models. The first one is related to the attitude
towards internet advertising and second one is related to the increase in internet
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shopping. The third one is on the internet service providersf site and is related to
the decreasing economic efficiency of the advertising model.

Attitude of e-consumers towards internet advertising

According to the Gemius report AiAttitude of e-consumers towards internet
advertisingd two out of three surveyed internet users have generally negative
attitude towards advertising. What is more, as indicated by the Gemius Report
fiStosunek internaut-w do reklamyo (2009), they are more critical of advertising
on the Web than other forms of advertising (e.g. on television or on billboards).
This negative attitude does not automatically mean willingness to pay for internet
services T as is clear from the same study, only one in six internet users would
be willing to pay for access to websites. A little more support has the idea of
increasing charges for the internet, resulting in a lack of advertising display. Most
Internet users would agree on a way to block ad serving, if charged amount did
not exceed 2 PLN. With the increase of this amount, the number of internet users
willing for this type of service dramatically decreases.

Familiarization of e-consumers to online shopping

As it is presented in part 2, more and more internet users make purchases
online. It also means an increase of experience and reduced level of fear towards
online shopping. A person who is familiar with internet purchasing process is more
inclined to purchase various goods and services, including paid internet services,
due to reduced barrier of risk perception.

Economic effectiveness of advertising model

The advertising model assumes financing the operations of internet service
providers from advertising placed on their sites. Online advertising market in
Poland, despite the slowdown in economic growth, develops rather dynamically.
According to IAB AdEXx research conducted by PwC (2011), the value of online
advertising market amounted to 1,237 million PLN in 2008, while in 2009 the
value was 1,373 million PLN (11% increase). In the first half of the 2010 the
market value stood at 777 million PLN, which is almost 20% increase from 658
million PLN recorded during the same period of 20009.



E-consumers attitudes towards payment for internet services in Poland 59

From the perspective of businesses conducted in the advertising model, one
should pay attention to the structure of online advertising. Although the graphic
advertisement still has the largest share of advertising market, its percentage
gradually decreases (a fall in the first part of 2010 by two percentage points over
the same period of 2009), especially for search engine marketing (SEM), whose
share in the same time increased by one percentage point (while analyzing the
increase in spending it was an increase of 30%).

Overlapping the possibility of advertising model with web maintenance
costs make increasing, many companies have difficulty in balancing income and
expenses. For example, despite the support of the internet giant, which is Google,
YouTube, advertising based model, from a short term financial point of view turns
out to be ineffective. For three years after the purchase of YouTube by Google
service was still making losses. It turned out the revenue from the advertising
model is not able to cover the costs of maintaining the site. In 2009, revenues
from advertisements broadcast on the site were estimated at $ 240 million, while
costs at 700 million (Wang, Senaraport, 2009). This situation has led to Googlebs
decision to make the first change in the business model: in early 2010, YouTube
announced its intention of presenting five movies paid per view (the price of about
$ 5 for one) from the Sudance festival that is sponsored by it.

Conclusions

Summarizing the information presented in the paper about consumersd
attitudes towards payment for internet services it can be stated that at the moment
the dominant is and will remain the advertising model. This model is from the
consumer point of view free of charge. However, given the consumers getting
used to online shopping, aversion to advertising and the likely pursue of com-
panies offering internet services to implement at least partial access to paid content
models, the author tends to state that in the near future, consumer attitudes to
fees for internet services will become more favorable. Consequently, the market
for these services will develop, which may lead to the so-called critical mass,
which in turn will cause massive dissemination of a payable model. However, this
requires further in-depth research and analysis.
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Abstract

Considering the dynamics of relationship marketing, customer is critical value having
strategic importance for the buiness. Acquirement of the expected gains of relationship
marketing depends on the quality and the strength of the relation between business and its
stakeholders occurring at the desired level. In this context, the businessi exact and correct
comprehension of the customer and accordingly exact fulfillment of the customerés demand
have a critical importance. A customer entering into service delivery system plays role of
accomplishing the task that is assigned to it within the system. Here, the point that needs to
be taken into consideration is whether or not the service business exactly reaches the quality
level it had already set, and in cases of a different drequestd what sort of process the service
delivery follows. Within the scope of service marketing, it is focused on how the customer
relationships manager, sales and service personnel have to deal with the customer. However,
when the administrative and training programs of service businesses are analyzed, it was
seen that they only developed programs considering the customer and contact personnel
interaction. Because of this reason, it was considered necessary to analyzed the interaction
between personnel and personnel in the back stage, and develpoed a method called écritical
interaction spaces (CIS)d. The service business has advantages such as ensuring the highest
level of consumer satisfaction, enhancing service quality to a specific level, achieving the
highest level of consistency between customerés wants and specifications, controlling quality
during the process, contributing positively to consistency of service by analyzing the CIS.

Keywords: quality, critical interaction spaces, relationship marketing
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Introduction

Because of the fast change in recent years, service businesses consider
the necessity of long term relationship with customers, so they adopt the rela-
tionship marketing concept which provides competition advantage. Acquirement
of the expected gains of relationship marketing depends on the quality and the
strength of the relationship occurring at desired level between the business and its
stakeholders. The competitive force of a service business depends on how much
employees and stakeholders provide the expectations of customer which is one of
the most important stakeholders. It is of critical importance for service business
to fulfill demand and expectations of customer completely in order to create com-
petitive advantage. The guide way of fulfilling this aim is to confirm compen-
sation of customer expectation completely within service flow. | have developed
amethod for this aim named as CIS. CIS was developed in order to fulfill demands
of customer in each stage of service flow process and serve with zero defect.

The aim of the research

Considering the dynamics of relationship marketing, the stakeholder having
a strategic importance for the business is the customer. Within the framework
of the strategic importance, as inside and outside customers, understanding
the structure of interaction between customer and personnel is important. The
researches included in the literature manifested the extent with which the inter-
action between the customer and service personnel serves the predetermined
objectives, that this relation affects the quality of interaction performance, and
has a significant effect on service quality and the output. This effect makes
a positive contribution to customer satisfaction ( King & Garey, 1997; ¥rs, 2007).
On the other hand, it has been discerned a shortfall in the term of dinteractiond
which has major significance in service quality and performance efficiency.
To resolve this shortfall, a concept has been tried to develop. It is possible with
this concept to get more qualified outputs during the service delivery system,
to control the quality just-in-time, and to create an output that corresponds cus-
tomerds demand and wants higher level.
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Literature

Nowadays, relational marketing, a kind of marketing that demonstrates busi-
nessesdcompetitive position, is explained as all marketing activities for develop and
protect successful relational changing (Morgan and Hunt, 1994, p. 22). The main
reason that relationhip marketing provides business an important competition
advantage is that intangible elemets can not be imitated easily by competitors.

Relationship marketing is based on relationship defined as da social support
between business and customer, an expert-based support, a layout of psycho-
logical and ideological connectionsd (Berry, 1995, p. 238; Storbacka et.al., 1994,
p. 25). In relationhip marketing, marketing activities are categorized according to
the dimentions of continuity, individuality and identity (Gordan et.al., 1998). The
level of countinity means that the interaction of relation’s continues of both sides,
and the individualization level means to individualize marketing mix of business
according to the each customerés personal needs by providing greater value.

Researchers found that percieved value has a significant role in influencing
customer satisfaction (Chen, 2008). The core value provided by the service
business to customers includes quality of the service delivery and the uniqueness
of tangible and intangible products besides company images, physical facilities.
Much research has been showed that emphasizing customersd perception of
service quality is important to increase the added value of service (Lin, 2007).
Percieved service quality and customer value are supported as drivers of customer
satifaction (Lim et.al., 2006, Anderson et.al., 1994), and contribute to generating
customer satifaction (Deng et.al., 2010). Kotler (2000) argued that customer sat-
isfaction was closely linked to customer value and the measurement of customer
satisfaction should be carried out from the perpective of value. Percieved quality
and customer satisfaction are predictors of curtomerd behavioral intentions (Chen,
2012, Liao et.al. 2009) which is the basic stage of customer loyalty (Kandampully
and Suhartanto, 2000, Prandergast and Man, 2002, Murray and Howard, 2002,
Gallarza nad Saura, 2006, Eggert and Ulaga, 2002, Choi et.al., 2008). When
a customer trusts e service provider, he or she will expect to increase satifaction
and loyalty towards the vendor (Kassim and Abdullah, 2008). Kim and his friends
(2009) found that trust will affect satisfaction in the long term. Sheth, Newman,
and Gross (1991) argued that a customerds purchase choice was influenced by
a multiple consumption value dimensions which are functional, conditional,
social, emotional, and epistemic.
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In services which have high level of customer-employee interaction, the
relationship quality that demonstrates interaction quality is the main factor for
customer satisfaction (Bharadwaj et.al. 1993, p. 93; Henning-Thurau and Klee,
1997, p. 751), and customer satisfaction is precondition for customer retention
(Kotler, 1994, p. 20). One way of building customer satisfaction is that to enhance
and improve customer reliationship, and increase the reliatonship quality (Anderson
et.al. 1994; Naumann and Rosenbaum, 2001, p. 40; Kumar et.al., 1995; Dorsch
et.al., 1998). The findings of the research which made to demonstrate what make
the customer satisfied categorized into three groups (Bitner et.al., 1994):

— Employees’ response to service system failures,

— Employees’ response to customer’s needs and wants,

— Employees’ behaviors which do not turn to act or undesirable.

Becoming a competitive tool for interactions that accure in these three area
is possible if and only if service businesses’ source and capability creates benefits
that customer desired (Bharadwaj, et.al., 1993, p. 93).

In service experience, customerds roles are gathered in three groups (Bitner,
et.al.,1997, p. 194):

— Customer as a part of production,

T Custumer as a participant to quality, satisfaction and value,

— Customer as a rival to service business.

Therefore, customer is considered partial employee (Bowen, 1986, p. 373;
Mills and Morris, 1986, p. 730). The effectiveness level of the customerds par-
ticipation in the delivery process will increase the extent with which the needs
are fulfilled and the level of the expected yield. In customer experience, service
quality is the amount of the service performance exceeds customerds expectations
(Zeithaml, Berry and Parasuraman, 1985; 1990; 1991), so business should identity
what customerts expectation and its level. According to the finding that service
quality is the indicator of customerds percieves (¥rs, 2008, p. 554), it may cause
a constraint in percieved quality if the business provides services within the
framework only pre-production specifications, and the reason is that customerds
real time deamand could not compensate predetermined specifications. This sit-
uation requires to be flexible in specifications, and to have employees who are
qualified in multifunctional ares, also alternative options. Furtermore, findings
demonstrated that customers who take the same service output but come from
different cultures have different quality perceptions (¥rs, 2009, p. 343).
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There are quite detailed researches about improving the service quality in
literature. Service quality is essential concept in service marketing because it is
one of the determinant of competitive force (Kemp, 2005; Bharati and Berg, 2005;
Yoo and Park, 2007).

The model developed for revealing the level with which performance expec-
tations are met is the service contact valuation model. In this model that Brown
and friends developed (1991), it is determined that satisfaction which occures as
a result of service contact effects the perceived service performance of customer.

Another study is explained as 6gap modeld (Zeithaml, et.al., 1988, p. 36).
The model demonstrated that the customerfs percieved service quality is effected
by four gaps which accure in service business. In service business, the holistic
model that can be used for achieve to the targeted degree of organizational quality
is ten-points model (Heymann, 1992). In the model, the ten-points are creating
a quality culture, developing teamwork, developing the leadership qualities,
developing customer oriented policies and procedures, forming standarts,
developing human resources, creating a quality plan, creating a measuring system,
performance evaluation and contiunity education. It is seen that the basic premise
of the model is the customer and relationships in a service business.

The first step of ensuring customer satsifaction, service quality and per-
formance effectiveness is to determine how much the customer is involved in
the service delivery system. For this reason, the degree of relationship between
customer and service should be examined. This degree is examined in three
groups; low-contact services, medium-contact services, and high-contact services.
6Low-contact services involve no physical contact between curtomers and service
providers. Medium-contact services entail a lower degree of involvement with
service providers. High-contact services are those in which curtomers visit the
service facility in person anda re actively involved with the service organization
and its personel throughout service delivery6 (Lovelock, 1996, p. 50). In low-
contact services, customer’s efficiency power in service delivery system is at the
lowest level. Customer cannot interfere or effect the process, cannot direct the
service performance within the framework of extra wants. In medium-contact
services, customer is not dominant in service process. A customer entering into
an available service delivery system plays its role of accomplishing the task
that is assigned to it within the system. In high-contact services, the situation
is quite different than the situations explained before. Bebko (2001) found that
customers had higher expectations of the service quality from industries with
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a higher intangible service level than from the industries with a lower intangible
service level. In high-contact services, contact personnel has an important role,
because this personnel fulfill a part of functions similiar to physical delivery and
promotion functions. Therefore, it is obvious that in high-contact services, service
personnel has a critical importance.

Another difference between high-contact service and the others is which
quality dimension the customers consider and how much it is essential for them.
Grenross (1984), who has detailed studies about this topic, considered qualityts
service-based component as 6technical qualitydand éfunctional quality6. Technical
quality responds what delivered to customers, functional quality responds how
the service delivered to customers. Functional quality is more important in high-
contact service than the other types of service.

Considering interms of customer satisfaction perspective, customer-personnel
and personnel-personnel interactions should be addressed planning and education
subject. Here, the important point that needs to be taken into consideration is
whether or not the service business exactly reaches the quality level it had already
set, and in cases of a different érequestd what sort of process the service delivery
follows. Because competition accures in expanded level of goods, it makes value
to cater customerds demands exactly.

Critical Interaction Spaces (CIS)

According to the explanations so far, it is important for service businesses to
respond completely and accurately to expectations based on the customersd demands
or wants. Generating outputs which exactly correspond to customer expectations is
possible if and only if customer demand is communicated completely and accu-
rately, and processed accordingly to those demands in whole service process.

The method of 6Critical Interaction Spacest was developed for the service
industry to generate output based on customer request, and to achieve more
consistent levels of customer service and satisfaction, thereby contributing to
the creation of loyal customers. CIS are the interaction spaces applicable for all
activities in every phase of the service flow and in interaction with each other,
where the pervious process affects the next process and, depending upon the result
of this interaction, where the next action is carried out and an activity output is
obtained, which in turn affects another action and thus the cycle of interaction
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is created. This interaction cycle starts with the customer who wants a service.
The main reason the cycle starts with the customer is the simultaneity feature,
which is one of the hidden generic features in the natural structure of the service.
This feature shows that the service is producing while it is consuming. Because
the service is not considered produced before the moment it consumed, the
starting point of the interaction cycle is the customer who forms the consumption
side. Every process expressed in this description is appropriately called a éspace,b
because each activity interacts with subsequent processes. These interaction
spaces are processes that interact with subsequent treatments to meet the exact
demands of the customer. Inasmuch as the customer is a part of the production
function in high-level customer services, the customer nevertheless has no chance
to judge the performance of service or intervene in any process that goes wrong.
Consequently, CIS puts forth a quite different structure from the other customer-
service personnel interactions in the cycle.

In the service delivery system, analyzing critical interaction spaces has the
following advantages:

T ensuring the highest level of consumer satisfaction,

T enhancing service quality to a specific level,

T achieving the highest level of consistency between customersg wants and
specifications that have been determined prior to providing service, so,
getting the best output according to the customersd wants,

T controlling quality during the process,

T contributing positively to consistency of service.

It would appear that analyzing critical interaction spaces is a basis for
guidance to the problems which are crucial for the service business and which
may be difficult for intangible service. From the analysis of the interaction which
takes place between the parties involved in critical interaction spaces, it is clear
that the interactions are customer-contact personnel, as well as contact personnel-
treatment personnel and treatment personnel-treatment personnel. However,
examining the administrative and training programs of service businesses exhibits
that businesses create their programs by only considering the customer-contact
personnel interaction. Within the scope of service marketing, it is focused on how
the customer relations manager, sales and service personnel have to deal with
the customer. Customer and contact personnel are the only one side of that com-
munications. In theory as well as in practice, the missing point is the interactions
among personnel who work backstage in the service industry, especially in the



68 Hiisniye Ors

service delivery system. These interactions are personnel-personnel interactions
that need to be analyzed within the scope of CIS and the most convenient form of
contact has to be created for.

The simultaneity feature of customer service requires that the quality of
service has the simultaneity feature too, because it is not possible to determine
which level of quality has been attained by what does not exist before it has been
produced. A service business can set pre-production specifications to achieve better
service quality and consistent quality level. At that point, there may be possible
gaps. One of these gaps is service business managerés misunderstanding customer
expectations. This deficiency is transferred to service personnel during service
flow process. As a result, service output cannot fulfill customer expectations com-
pletely. In order to compensate this deficit, gap model was developed by Zeithaml
and his friends (1988). Suppose that service manager acknowledges customer
expectations completely and correctly, and develops specifications. However, in
this case it is possible that another deficiency may start. This deficiency would
result from transfer of customer demand received completely and correctly from
contact personnel throughout process of service flow. In fact, process of demand
flow may require different treatments. In this case, customer demand would be
treated by background personnel and then transferred to contact peronel. During
these processes within service flow, customer demand would be malfunctioned.
In order to fulfill deficiencies mentioned above, CIS method was developed.
Contact personnel, mentioned in the method is the personnel who has direct
contact with the customer. Treatment personnel is the background personnel who
do not have contact with the customer. All helpful solutions to improve service
quality and achieve consistency in service are attained by resolving these gaps.

As can be seen by the previous comments, determining critical interaction
spaces to get the best output for a customer requirement and creating a specific
management process that creates competitive force are the managerial success in
preventing failures.

CIS should promote the processes that review step-by-step each interactionés
structure, and the content should be explained clearly, completely and under-
standably to all relevant personnel in the business. The first stage of this analysis
begins by creating a service flow plan in details. Each interaction point in the
service flowchart should be determined exactly. In the second stage, these inter-
action pointsd sides are determined. It is an advantage for quality of service output
to provide the best communication among each side in the interaction process.
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Thus, the process manager that determines the interactionsé sides can identify
employees who are exposed to interactions in CIS by name, and develop a person-
alized approach. During the process flow method development, the most appropriate
process flow may be created by allowing for participation from both the manager
and the service personnel in the interaction sides. If it is necessary, in the last stage
of CIS analysis, sub- systems may be created for making the process flow as flexible
as possible, with the ability to assure to different customer requirements. Eventually,
a control mechanism should be created. In the control mechanism for the last stage
of CIS analysis, as well as in every interaction process of CIS, a dynamic system
should be created in which the personnel in the next process should be controlled
by the previous process personnel in points of conformity and content. The basis of
the control system is created by the customerds requirements. After every cycle, the
service personnel who connects with the customer performs the last check of the
critical interaction spaces. If any tangible component is in use during service pro-
duction, it should be monitored also (for example, in a luxury restaurant, the special
meal itself should be checked). Because service is intangible, it is not possible to
turn it back if there is any shortfall, mistake or defect.

Conclusions

The most important point here that the manager should remember while
determining CIS is to make sure that all employees perform each interaction event
in the same manner at each level, and that the phrases they use have the same
meaning. Additionally, each employee in CIS should accept that the employee in
the next process is the quality controller of the previous process. For this, man-
agement should create a personnel group that has a shared process terminology
and work culture. As managerial solutions, specific and detailed process flow
plans and techniques, detailed analyzed methods are recommended to business.
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Abstract

Chania Prefecture covers the western quarter of the island of Crete and is promoted
primarily as a fisun, sea and sando destination, rather than as an alternative tourism destina-
tion. Alternative and more specifically, rural tourism has become an important and in some
cases a dominant factor in the rural economies of Mediterranean destinations. However, in
Crete less attention is presently paid to the development of alternative forms of tourism,
and in particular rural tourism, despite the growing interest of international visitors.

The theoretical part of this study includes a brief presentation of current rural tourism
development in Chania Prefecture, as well as a discussion of the literature in the fields of
alternative and rural tourism. The paper presents and discusses key findings derived from
research undertaken in the city of Chania and its surrounding areas, during a period of
four months (JuneTSeptember 2009). Approximately 50 travel agent owners/managers
participated in face-to-face interviews based on a questionnaire. This paper concludes by
presenting the surveyds findings concerning the extent to which the local travel agencies
contribute to the demand for, and therefore to the development of, alternative forms of
tourism and specifically, rural tourism in Chania Prefecture.
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