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ABSTRACT

The development of new products in the personal finacial services (PFS) sector is an area

that is being increasingly relied upon by organisations to provide competitive

differentiation in the highly competitive environment that they now operate within.

Despite this reliance, relatively little is known about how new product development

(NPD) activity is undertaken within the PFS sector. The literature in this area is

inundated with different models and techniques to aid development programmes, but

how closely they are followed and implemented in the reality facing personal financial

service companies is questionable. The first stage of the research therefore examines the

implementation of planned new product development in the sector, in order to highlight

the gap between theory and practice, and provide for a more contingent approach to

development activities.

The second and third stages of this study are concerned with providing a detailed

investigation of the development, launch and distribution of a particular new PFS

product. Specific attention is paid to the organisational and behavioural factors that

influenced its development and eventual market outcome. Such factors are given very

little consideration in the existing literature supporting NPD activity, yet it is shown that

the consequences that they can have for the success of new PFS products in the

marketplace can be critical.

The overall value of the research is found in its questioning of the universal nature of

the existing provision of theoretical approaches to, and support techniques for NPD, in

addition to determining the need for companies, both within and outside of the PFS

sector, to take into account highlighted behavioural and organisational factors when

involved in development programmes.
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CBAPTER1

INTRODUCTION

1.1 NEW PRODUCT DEVELOPMENT IN THE PERSONAL FINANCIAL SERVICES SECTOR

The development of new products is an activity which in recent years has taken on an increasingly

important role within organisations in the personal fmancial services (PFS) sector. Why this has come

about is thought by several writers (Ennew et al 1988, Girle 1986, Carter 1986), to be associated with

changes in the legislative framework, for example the introduction of the Financial Services Act 1986,

and the Building Societies Act 1986, affecting the environment that PFS companies operate within.

Traditional barriers to trade have fallen, allowing different types of institutions from both within and

outside of the sector, to diversil into new product and new market areas. Competition has inevitably

intensified, with the development of new products that are successful in the marketplace, becoming an

important strategic tool that companeis are implementing in their quest for increased market share.

Whilst the increase in the number of new products is plain to see in the advertising literature and

promotional campaigns launched by the major banks, building societies and life insurance companies,

the way in which such institutions are carrying out development activities is not so apparent. The

literature associated with new product development (NPD) provides the practitioner with advice on

how best to conduct development projects, indicating which organisational factors, (in terms of

required tasks, structure, personnel, culture etc), need to be in place to inculcate new product success.

For example, marketing research is viewed in the literature as key task in the NPD process, and a pre-

requisite for best practice. In addition, several procedural models have been developed over the years

in order to promote best practice in this area. At the same time, very little is known about how

applicable such advice and modelling techniques are to the PFS sector. Not only has research

investigating new product development concentrated its attention upon the manufacturing sector, which

has very different sectorial characteristics to personal financial services, but there has also been a lack

of empirical work illustrating the fit between theory and practice.



What is clear within the general PFS literature is that the inherent characteristics of the sector are

reflected in the very short lead times that new products enjoy before competitors launch similar copies

(Watkins et al 1986). Moreover, that PFS products are in themselves intangible, complex, and difficult

to understand, therefore requiring high levels of service content, is also well established (Frith 1988,

Watkins and Wright 1986, Carter et al 1986). Nevertheless, how such product attributes affect the

development and subsequent distribution of new PFS products is an area that is under researched, and

yet the implications that these factors have for the implementation, management, control and eventual

success or failure of development projects are far-reaching. The following study therefore attempts to

address these issues through a closer analysis of the general NPD activities across a number of PFS

organisations, and more specifically through the study of the development, launch and market

performance of an innovative product in a life insurance company.

1.2 THESIS STRUCTURE

At the outset of the research it was not possible to indicate precisely the exact nature of the issues that

were going to be addressed within the body of the thesis. This was due, in part, to the limited existence

of knowledge about the realities of NPD practices in the PFS sector. Because of this limitation, it was

felt important to establish a general picture of the extent to which planned NPD activity was taking

place within the sector.

Once this foundation existed, it was believed that it would then be possible to focus attention far more

closely upon specific issues that the field work and case study highlighted. With such caveats in mind

then, the general objectives of this thesis are threefold:
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1- to investigate the practice of planned new product development in the personal

financial services sector and indicate any significant variations from existing models of

the process.

2- to question the existence of recommended pre-requisites for successful development

project within PFS organisations.

3- to examine the influence of organisational and behaviourial factors upon the

development, launch, and distribution of a specific new PFS product in greater depth.

These broad objectives provided the overall framework for the research which is illustrated in Figure

1.1:

FIGURE 1.1

THESIS STRUCTURE

NPD in the PFS Sector

Chapter 2

Existing Models
	 Chapter 5

of NPD
	 Postal Survey

Chapter 8

Chapter 3
	 Chapter 6

	
Conclusion and

Influence
	 Case Study

	 Guidelines

Chapter 4
	 Chapter 7

PFS Sector
	 Discussion

Groups



The initial three chapters provide the setting for the analysis of field data collected via the use of a

postal questionnaire survey, in addition to a case study of a particular development programme. More

specifically, chapter 2 investigates the literature associated with NPD, and looks at the problem of

definition of a new product in order to establish a common interpretation for the reader. It then goes

on to question the applicability of existing models of the NPD process to organisations in general,

highlighting the potential gap between theory and practice. Chapter 3 reviews the literature associated

with factors that can act as a barrier or stimuli to development, and presents a strategic model that

addresses the key organisational requirements that the literature recommends are in place for

successful NPD programmes. Communication, resistance to change, organisational structure and

culture and marketing research are all highlighted as factors influencing the development and

subsequent performance of new products. The PFS sector is introduced in Chapter 4, in terms of its

characteristics, institutions and the changes it has undergone, illustrating how these variables have

influenced NPD activity and the methods of distributing new products. The aims and methodology of

the research are also introduced in this chapter, alongside the rationale for adopting the differing types

of data capture methods within the study. The central element of the thesis is then turned to, namely

the reality of NPD practice in the PFS sector, and factors influencing the market outcome of new

products. The approaches to development activities taken by organisations are investigated, in addition

to the importance attached to marketing research within the process. This latter task, whilst being

seen in the literature as a pre-requisite for success and underpinning best practice, is viewed as an

indicator of whether the recommended planned approach to NPD is being undertaken within in-

company programmes. Chapters 6 and 7 examines the development, launch, and subsequent

distribution of an innovative PFS product within an organisational setting. This was undertaken to

provide a deeper and more descriptive picture of a 'live' NPD undertaking. Furthermore, it allowed for

a detailed exploration of some of the behaviourial and organisational factors that influenced the market

outcome of the selected product. Finally, the main conclusions of the study are summarised in Chapter

8. A set of guidelines in the form of a number of key questions are also presented that are based upon

the findings of the research, and which provide the practitioner with an insight into factors which

influence the development, distribution and market performance of new PFS products.



CHAPTER 2

NEW PRODUCT DEVELOPMENT LITERATURE

2.1 - INTRODUCTION

The subject of new product development (NPD) has received a considerable amount of attention

over the last twenty five years. During this period, a general prescriptive approach to development

activities has evolved, which is well documented within the marketing literature. Significant advances

have also been made in the sophistication of marketing research techniques and models which

support the development process. At the same time, the cost of successful development and launch

of new products has increased dramatically (Wind and Mahajan 1988). Yet, relatively few genuinely

innovative products have been developed, line extensions and copies of existing products being far

more commonplace (Boo; Allen and Hamilton 1982). Furthermore, the incidence of market failure

has continued to be a cause for concern (Cooper and Klienschmidt 1987), with approximately Three-

quarters of all developed products failing commercially (Boo; Allen & Hamilton 1982). Given that

this is a re-occuring problem for companies involved in NPD, the question of why this takes place

needs to be addressed. However, before further elaboration over the possible causes of market

failure can take place, it is necessary to establish a common understanding of what constitutes a new

product. Section 2 of this chapter therefore reviews the defmition of 'new' within the existing

literature, and discusses the spectrum of activities that can be subsumed under the umbrella of new

product development. The underlying reasons for the continued emphasis upon the development of

new products are then reviewed in Section 3. Finally, the adequacy of existing theoretical models of

NPD is commented on (Section 4), illustrating the fact that they have had little impact on

management practice of product development which continues in an ad-hoc fashion.
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2.2 - DEFINITIONS OF NEW PRODUCT DEVELOPMENT

The concept of new product development is well established within the marketing literature. It

can be broadly defined as a process designed to aid decision-making during the generation,

development and launch of a new product. Cowell (1980) views the NPD function as the

creation of:

"as many good ideas as possible and then to reduce the number of ideas by careful screening and

analysis to ensure that only those with the best chances of success reach the marketplace."

Such a definition emphasises the need for some form of structure, a view reiterated by Kotler

(1976) who defines efficient NPD as:

"the selection of a number of suitable concepts for new products and subsequent screening to

retain those with favourable prospects."

This focus upon structure is extended by Cooper (1983), who adds that such developments are

typified by stages, prespecified activities, and evaluation points. Whilst the common theme

underlying each of these theoretical definitions is the emphasis that is placed upon procedure, at

the same time this task oriented approach is limited by the lack of recognition given to the

human, organisational and market factors which can affect the smooth running of the process.

For example, existing NPD models do not contain any feedback mechanisms or error margins,

which are needed if such situations as, say, changes in legislation affecting a new product

(sometimes making it illegal), are to be taken into consideration. This lack of emphasis upon

contingency variables highlights the problem of the possible conflict that may exist between

theory and practice. This dilemma has been noted by several writers (Watkins 1986, King 1973),

including Sowery (1989) who comments:

"New product development, more that any other area of marketing, exhibits a gap at times

between theory and practice, where traditional rules have often to be broken if the product is to

be successful".



The interpretation of new product development is further confounded by the fact that much of

the literature conflates definitions of new and old. This can create confusion for organisations

involved in such activity as the degree of input and involvement in the NPD process, (eg

marketing research, fmancial and time resources), will be dependent upon how the product is

defined. In addition, the frequency of associated risk and style of management will also vary

according to classification. Nevertheless, the majority of the NFD models (for example Boo;

Allen and Hamilton 1982, Pessemier 1977, Scheung 1974), appear to contain an unwritten

assumption that they can be applied in a universal fashion irregardless of type of development

activity undertaken by companies. In order therefore to more fully understand the differences

between new and old product development, the former must be clearly defined. Strictly, a new

product can be viewed as an innovation:

"Something newly introduced, such as a new method or device" (Collins 1983).

It is also defined by Walker (1988) as being:

"Concerned with the advance of new systems, products with new characteristics, and new

techniques of organisation".

A new product must therefore be the first introduction of its kind to the company involved with

its development. In addition, a new product should have attributes that are different in some way

to those in the existing product range.



Such interpretations go some way in distinguishing between new and old, but they do not provide a

full solution to the problem. Although the literature does encompass the above defmitions, it is not

confmed to them. A mere change to an existing product or new packaging, is also classified as

NPD (Sowery 1989). In an attempt to clarify this issue, some writers have classified product

'newness' from either the company's or user's perspective (Mathur 1986, Kotler 1984, Cooper 1982,

Robertson 1971). For instance, Robertson (1971) refers to radical and incremental product

innovation depending on how new the innovation is to the user. Whereas White (1976), identifies

product type in terms of newness to the company/market place as follows:

Distinctly New Products - involving different forms, technologies or ingredients from those

currently produced by the organisation.

Line Extensions - representing no fundamentally different forms, technologies or

ingredients, but representing additions to an existing line of products

Product Improvements - with emphasis upon modification to an existing products.

Further classifications of newness are identified by Robertson (1971), in terms of time and sales

penetration levels. He comments that many products have been promoted as new for as long as

2 or 3 years after their launch. In addition, he argues that a product can be arbitrarily called an

innovation if it has secured 10 per cent of the total potential market. Robertson further states

that all of these defmitions are fraught with difficulty and, moreover, can give a different

classification of newness for the same product. Although a distinction, is therefore made

between developments that are genuinely innovative and those that are adaptations of existing

products, they are all still subsumed under the title of new product development. However, some

activities could be more readily defmed as old product developments.

Recognition of this problem of defmition is also given by Johne and Snelson (1988). They point

out that it is caused by the uncertainty within the literature over what is to be classed as a new

product and what is to be called an old product, and also by the limited attention that has been
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given to creating a greater distinction between the two. A rare attempt to instigate a division,

can be found in the work carried out by Gronhaug (1976). He defines old product development

as a distinctly separate activity and interprets it as:

"Successive minor improvements such as variations in formulation and range essentially fulfilling

the same needs as before, although more efficiently".

The lack of reference to old product development in the marketing text may, in part, be due to

the previously mentioned pre-occupation with new products as providing the means for long term

corporate growth and success.

"In fast changing markets a company will need to update its existing products regularly and it will

also need to introduce new lines to supersede ageing ones at appropriate times" (Johne and

Snelson 1988).

The problem of defmition is further compounded by the 'depth' of activity that is required in

development programmes. The depth of analysis, research and resource requirements, (time

and cost), will be far greater for innovative products than those that are new only in terms of the

developing organisation. In addition, the development process will differ according to product

defmition. For example, if a company is modifying an existing product they will not be involved

in the activity of generating new ideas, or carrying out extensive testing needed for a major

innovation.

In as much as these definitional issues do exist, it is necessary for the purposes of this research to

overcome the confusion that the alternate perspectives of new product development might

represent to the reader. The following defmition, which takes account of the various

interpretations of NPD, will therefore be referred to throughout the text:

New Product Development is a generic concept which is shown in the literature to be concerned

with developing products in many ways, ranging from innovations to existing product

modifications.



10

The concept of a universal definition of NPD is best illustrated in diagrammatic form. Figure 1

indicates that innovation, viewed as the purest form of development, occupies one end of the

spectrum of NPD activity. Its position along the continuum of activity (100%), signifies the depth

of undertaking required by an organisation, in terms of time, finance, research and commitment.

At the other end of the spectrum of activity, old product development denotes minor

modifications to existing products, requiring limited involvement by the developing organisation.

Between these two extremes lie varying degrees of NFD activity and associated responsibilities.

FIGURE 2.1

THE SPECfRUM OF NEW PRODUCF DEVELOPMENT ACFIVITY

0%	 100%

Old Product
	

Innovation

Development

The implicit definition contained in figure 2.1, captures the all-embracing nature of NPD, providing a

common frame of reference for the reader throughout the body of the research.

23- THE NEED FOR NEW PRODUCE DEVELOPMENT

Several explanations have been put forward in the literature for the continuing interest in new

product development over the years. Some authors state that it is because new products provide

organisations with a competitive advantage, a basic requirement for corporate survival and growth

(Kameshki 1988, White 1976, Hayhurst 1968):

"The emergence of a formalised new product development function can be attributed to the needs of

companies --to maintain a competitive advantage in the markets in which they operate, this being a

prerequisite for corporate survival and growth" (White 1976).
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Competitive advantage, through the medium of new product development, is also viewed by

some writers as a strategic marketing tool; ie as a means of utilising a company's strengths and

changes in the marketing environment (Goulding 1983, Kollat and Blackwell 1972). As Kollat et

al state:

"The decisive role of differential advantage has strong support in the business strategy literature".

There appears to be agreement that NPD activity can provide companies with protection against

competitors in addition to increases in market share. However this view presupposes that

developments are of an innovatory nature and not easily imitated. In some sectors of industry, such

as personal fmancial services, it can be difficult to obtain competitive advantage through new

products because of the ease and swiftness of copying that exists.

A further reason for the continuing interest in NPD which is well supported in the literature, is that

new products can affect both the sales and profits of a company (Goulding 1983, Boo; Allen and

Hamilton 1982). For example, Assael (1985) sees development activity as being related to

profitability for the following reasons:

(1) -	 a continuous flow of new products is needed in order to sustain growth

(2) -	 the advantage of being first in the market with a new product

(3) - the experience gained by continuous involvement in NPD.

Although some large companies within certain sectors do undertake continuous development

activity (Segal-Horn 1989) in their quest for market leadership, this is not the case across all

sectors and for companies of all sizes. Smaller organisations within very competitive sectors such

as retailing, may look for different ways to increase or keep their existing market share, for

example through customer service programmes. However, organisational size has been found to

have ambiguous effects, but these fmdings may be partly due to problems of measurement

(Kimberley 1976 b). Size as measured by extent of organisational resources is generally held to

increase development activity. Moth and Morse (1977) state that size as denoted by volume of

input, is likely to lead directly to economies of scale which enhance the feasibility of new product

development. Kimberley (1978), however argues that where there is no prior commitment to

invest in projects, (which represents an institutionalised claim on company resources), then it is
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far easier to set up developments in smaller companies, where negotiations for resources can

proceed on a more informal basis.

Whilst interpreting the effects of size is hardly straightforward, its effect on the ability to

undertake development ventures does need recognising. Nevertheless, there appears to be an in-

built expectation in the literature that new products will contribute to corporate sales and profits

at an ever increasing rate irregardless of the extent of resources to an organisation for

development activities (Boo; Allen and Hamilton 1982). Indeed, Goulding (1983) contends

that some text show:

"a distinct lack of appreciation of the realities faced in new product decision making. Some

authors advocate what could be very costly research exercises with little consideration of the

likelihood of the real benefits for the company".

Further reasons for the need for new products are given by Goulding (1983), who states that

development projects can go some way in helping a company achieve some of the following

objectives:

(a) moderation of single market dependence

(b) expansion of product range

(c) exploitation of market opportunities

(e) replacing obsolescent products.

Each of these objectives can provide useful performance criteria according to the strategic role

assigned to a project. Indeed, many writers have stressed the importance of an explicit NPD

strategy to a business, derived directly from corporate strategy (Twiss 1980, Crawford 1983,

Boo; Allen and Hamilton 1982). For example, Boo; Allen and Hamilton (1982), found that

successful firms often assigned specific strategic roles for individual developments. Cooper's

research (1984) has also revealed that companies should decide what kind of success they want

from their NPD programmes. An organisation could aim for a high percentage of sales

generated by new products, low market failure rate in NPD, or good performance relative to

competitors. However, in a more recent study of NPD activity, Cooper (1988) argues that the
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individual company cannot blindly pursue these objectives without taking into account

competitive pressures which may in themselves limit development activity. Indeed, there are

numerous variables that need to be considered which can impede successful development of new

products, suggesting that, prima fade, the NPD process is an extremely complex phenomenon.

2.4 - THE NEW PRODUCT DEVELOPMENT PROCESS

Several models of the new product development process are to be found in the marketing

literature, ranging from the simple to the more complex (Bowers 1986, Katsner 1981, Kotler

1976, Cooper 1976). Although differences occur between each type, they follow a similar

format, which was established during early commercial studies of the process by Boo; Allen and

Hamilton. The original model was defined in 1968, (updated in 1982), and is based upon

empirical consulting research conducted in leading US companies. It has been used extensively

as a framework for further research in this area and is illustrated in Figure 2.2:

FIGURE 2.2

(1968)

NPD Strategy

Exploration

Screening

Analysis

Development

NEW PRODUCT DEVELOPMENT PROCESS

(Boo; Allen & Hamilton)

(1982)

Idea Generation

Screening & Evaluation

Business Analysis

Development

Test Marketing	 Test Marketing

Commercialization	 Commercialization

Source: Adapted from Boo; Allen and Hamilton 1968, 1982.
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As Figure 2.2 depicts, the more recent research carried out by Booz, Allen and Hamilton has

resulted in a further stage being added to the existing model of the NPD process. This new

addition indicates that successful NPD practitioners start the process with planning and strategy

formulation from which the objectives of the subsequent stages are generated. Moreover, their

study has demonstrated a link between successful new product launches and the amount of

resources and commitment the firm put into the first three stages.

Similar models of the new product development process have been conceived by other

researchers, which are summarised in Figure 3. Whilst there exists a substantial number of

additional models in the marketing literature, this summary table provides some indication of the

current status of new product development.

FIGURE 2.3

COMPARISON OF NEW PRODUCT DEVELOPMENT MODELS

Pessemier

Formulation
of product
objectives

Search,design
& evaluation

Product
development
& testing

Market
development

Profit
management

Urban & Hauser

Opportunity
identification

Design
generation

Testing
evaluation

Introduction

Review

Source: Scheung (1974), Pessemier (1977), Urban and Hauser (1980), Crawford (1984).

It can be seen from Figure 23 that there is some disparity concerning which stages of

development should be included in the process. Kline (1985), argues that this lack of clarity is
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caused by the implicit use of a linear model, which is inappropriate for innovative product

development. The linear approach views such development activity as:

"an orderly process, starting with the discovery of new knowledge, moving through the various

stages of development, and---emerging in a fmal viable form" (Kilne 1985)

Kline goes on to state that although inappropriate the linear model continues to underpin much

of the existing and current writing in this area. Indeed the term NPD process implies a direct

path from early research to fmal development and launch. Takeuchi and Nonaka (1986) have

shown that many innovative firms have rejected the sequential style underlying existing NPD

processes and instead have adopted a more integrated, holistic approach. They argue that this

allows for flexibility, problem-solving and initiative taking which existing processes exclude.

Although they provide insight into the benefits to be derived from this new approach to NPD,

they also stress that it requires careful effort and may not be suitable for large or radical projects.

Warning is also given against institutionalising procedures that may only be successful in one

particular set of circumstances. It could also be argued that a holistic approach can only be

utilised under certain internal and external conditions, which have yet to be identified.

Further research by Cooper (1983) has shown that the simple normative series models of the

NPD process are misleading. From a study of 58 new industrial product case histories, he found

that no two projects followed an identical process. He identified seven different approaches to

NPD and related each one to type of firm and project outcomes. He found that the most

successful projects were characterised by a balance of marketing and technical activity, spanning

most of the stages prescribed by the normative models.

Further objections to existing approaches to NPD are associated with the fact that the majority

of research conducted in this area to date has been confmed to the manufacturing sector.

Sowery (1989), believes that this has occurred because such markets are less complex than mass

consumer markets, and as a result they are probably more open to in depth research. A further

reason for this attention, is that the time required to develop industrial products is far greater

than that associated with fast moving consumer goods. In some sectors, such as personal
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financial services new developments may take weeks as opposed to years. This view is supported

by Goulding, (1983) and Cooper (1982), who argue that a more contingent approach should be

taken towards product development research. They believe that factors, such as time and

investment resources available, arc subject to large variations between industries and types of

products/services produced, which cannot be ignored. Goulding also criticises the NPD process

as being too general in attempting to provide a procedural method applicable across all

industries, and comments:

"Unfortunately such tools rarely fit the exact needs of any particular development project, and do

not always take into account the cost effectiveness of many of the activities which they advocate."

Evidence that the theoretical models do not reflect the needs of particular sectors, is illustrated

by the fact that they have had little impact on management practice of product development

which continues in an ad-hoc fashion. Cooper (1982) believes that this is because research

findings do not necessarily translate into usable product development guide-lines. He advocates

a more flexible approach, arguing that each company's product development needs are unique.

2.5 CONCLUSION

This review of the existing marketing literature has been undertaken to provide a discussion of

the most salient issues associated with NPD practices, and has provided the basic reasons why

further research is required in this area. Firstly, however, the defmition of 'new' within the

existing literature has been debated, and the spectrum of activities that can be subsumed under

the umbrella of new product development analysed. Through this analysis, a common definition

of new product development has been arrived at, and will be referred to throughout the text:

A generic concept which is shown in the literature to be primarily concerned with developing

products in many ways, ranging from innovations to existing product modifications.
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Secondly, the underlying reasons for the continued emphasis upon the development of new

products were discussed. These were seen to be associated with a number of objectives such as a

high percentage of new product sales, low market failure rates, or good performance relative to

competitors. However, it was also pointed out that such objectives cannot be blindly pursue

without taking into account competitive pressures which may limit development activity. Indeed,

the next chapter will pursue this point in more detail, and review some of the internal

organisational variables which can impede successful development of new products.

Finally, this chapter has reviewed the application of existing models of NPD. During this

examination, it has become increasingly apparent that there is a requirement for further research

which identifies the new product development practices of individual firms and specific sectors.

In addition, such work should highlight the relevant organisational and behavioural issues that

need to be explored so that existing models can be improved, or alternative approaches

developed. Because of the lack of published case study material looking at the ways in which

NPD takes place in practice, the main body of literature has provided more prescriptive

approaches that do not take into account the many internal and external factors which affect the

process. Much of the following research attempts to address this problem by providing an in

depth study of the activities of product development and associated human, organisational and

market factors within a consumer orientated sector, ie that of personal financial services.

The following chapter continues the review of the existing literature that is associated with NPD. Its

primary objective is to reexamine the possible internal and external causes for new product failure in

the marketplace. The literature that is considered spans several disciplines and substantive areas.

This wider review is undertaken to ensure that obstacles to successful development are due to the

limitations of the process itself. Indeed there are several other legitimate explanations for new

product failure such as poor implementation, or lack of adequate communication to employees

(Wind & Mahajan 1988). Recognition of this fact opens the way for differing perspectives to be

included in the research, providing the stimulus for raising new questions about the triggers for

success or failure in new product development.
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CHAPTER 3

BARRIERS A1D STIMULI TO NEW PRODUCT DEVELOPMENT

3.1 THE LITERATURE ASSOCIATED WITH SUCCESS/FAILURE IN NEW PRODUCT

DEVELOPMENT

At any point in the NPD process the potential exists for barriers or stimuli to successful

development. But what factors contribute to success or failure?

Several studies have been undertaken within the NPD literature that have been undertaken to

investigate the factors this question. For instance, the Stanford Innovation project (Madique and

Zirger 1984), analysed successful management of high technology NPD. Other studies, such as

Project NewProd (Cooper 1976) and Project Sappho (Rothwell 1976), have looked at the main

determinants of new product success within an organisational setting. However, in order to

provide a more comprehensive answer to the question of contribution, there is a need to review a

far wider base than the current literature associated with NPD represents.

Studies of barriers to and incentives for success appear frequently in the technology transfer and

innovation literature. Research projects undertaken by Kanter (1983), and Hoffman and Roman

(1984), have each attempted to identify the organisational variables that constrain the

implementation of technology. Such work has interesting parallels with studies of success and

failure of new products, in that they are both concerned with the effects of organisational,

behavioural, and environmental factors upon the efficiency of innovation/NPD processes.

Emphasis is also placed within this set of literature upon the concept of transfer. This can relate

to a new product developed for a specific market, (ie transfer from developing company to

customer through sales staff), or alternatively, transfer can apply to a new operating system, (ie

transfer from developing department to internal users). Transfer can also relate to exchange of

information about a product, systi.m or procedure to personnel within an organisation. Internal
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communication is a key factor in the subsequent acceptance and adoption of the planned change

or introduction by staff.

This issue of gaining internal acceptance is viewed as being of paramount importance to any

discussion of new product success or failure. All too often emphasis has been placed within the

NPD literature upon the mechanics of how to successfully launch and market new products to

the end consumer in order to gain positive acceptance and purchase. However, very little

consideration has been given to the ways in which a similar attitude can be encouraged amongst

employees of companies undertaking new product development. This shortcoming has instead

been partially investigated in the management and behavioural science literature. Several studies

have been conducted over the years, which have highlighted factors, such as resistance to change

and uncertainty, as obstructing successful implementation of innovations within organisations

(Ackoff 1967, Quinn 1973, Frank and Hackman 1975).

In terms of trying to define factors associated with success/failure, a shared conclusion amongst

research in each of these sets of literature, is that each identified variable which is viewed as

contributing to a new product's success, can also be an underlying cause for its failure.

Moreover, success/failure determinants can vary between companies and across sectors

(Rothweil 1976). Defining success or failure in NPD is, therefore, somewhat paradoxical. In

some cases a product may enter a market, be successful briefly and then be withdrawn and

judged as a success or failure according to the criteria set by the individual organisation (Watkins

1986). It would appear therefore that caution should be used when identifying individual factors

of success or failure of new products. At the same time, it is also dear that there is a need to

establish some sort of structure to enable research into success/failure factors to take place.

This can be provided by taking a strategic overview of the key organisational requirements for

successful NPD activity, a subject which is addressed in the following section.
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3.2 A STRATEGIC PERSPECTIVE OF NEW PRODUCT DEVELOPMENT PRE-

REQUTSITES

"A basic requirement for success in all strategic activity, is that the required organisational skills

or assets are in place" (Aacker 1984).

This statement by Aacker, presupposes that any process or strategy such as new product

development, which is undertaken to achieve corporate objectives of growth, profit, or market

leadership, is by its very nature linked to the internal mechanisms of an organisation, and should

be viewed from a strategic standpoint. Indeed, the importance of reviewing new product

development as a strategic corporate action is illustrated by Crawford (1983), who emphasises

that NPD activity is second only to corporate strategy in that it involves all aspects and all

functions of management.

Nevertheless, although a precondition for the successful attainment of corporate objectives is

that 'all required skills and assets' are in place, it is also necessary to establish how they might be

defined. To this end the strategic management literature provides several frameworks for

analysing pre-requisites for effective management of strategy. One such conceptual framework

has been developed by the Management Analysis Centre, a US consulting firm, which is

illustrated in Figure 3.1. Whilst the MAC framework was originally designed to diagnose a firm's

ability to support an existing or planned strategy, there is no reason why it cannot be used for the

analysis of the requirements for successful NPD.
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FIGURE 3.1 -

A FRAMEWORK FOR ANALYSING ORGANISATIONS

Task pie

(rec[uired skills) (staff)

Stricturems

Culture

(valuls, style)

Performance

Source: Adapted Management Analysis Centre, 1982.

It could be argued that this framework merely represents an analytical tool, and therefore cannot

be relied upon to capture the full complexity of what underlies the activities involved in NPD.

However, in response to this potential criticism, the purpose of the framework is to help make

sense of the complexity involved rather than understand every aspect of that complexity. As

Figure 3.2 shows, it can be most usefully adapted to provide a structure for analysing some of the

major factors required for the successful development of new products.
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FIGURE 3.2

PRE-REQIJISITES FOR NEW PRODUCT DEVELOPMENT STRATEGY

TASKS - Gathering consumer and marketing intelligence information

PEOPLE - Roles and functions required for executing NPD task

STRUCTURE - Organisational structures used to implement NPD activities

SYSTEMS - Control and co-ordinating mechanisms for carrying out NPD activities

CULTURE - Overall acceptance of the need to pursue a particular NPD strategy

Source: Adapted from Management Analysis Centre 1982 and Pascale and Athos 1982.

The following sections review some of the existing literature associated with each of the pre-

requisites illustrated in Figure 3.2. In addition each section discusses the success/failure factors

that are associated with each requirement in more detail.

3.3- TASKS

An in-depth understanding of user needs and a focus upon market information gathering, (ie

marketing research) are considered as key factors in many of the studies of determinants of new

product success ( Cooper and Klienschimdt 1987, Rothwell 1976, Rubenstein 1976). It is

similarly regarded as a key activity in much of the NPD literature (Johne and Snelson 1988, Knox

1987):

"Successful new products are the fruits of successful research and product development, so it

follows that if there is an increasing dependency upon new products to make substantial

contribution to company profits both in the short and medium term, then it must be recognised

that winning concepts have to be identified at the very early stages of development for both

commercial and marketing reasons" (Knox 1987).
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Research associated with development practices cover a wide variety of activities ranging from

the identification, segmentation and measurement of markets, to ad-hoc studies associated with

consumer attitudes towards specific product proposals. A review of the general NPD framework,

reveals that some form of data collection activity and analysis can be carried out at each stage of

the model. In fact some writers view the process solely in terms of marketing research, as Hill

(1988) states:

"Any company serious about NPD activity would do well to adopt a systematic approach by

building up a consistent market research programme."

However, although marketing research is regarded as an essential element, there is much

variation in opinion on how it can be included in a project, and how it should be put in to

practice. For example, at the early stages of the NPD process, Andrews (1975) identifies the

following possible sources of new product concepts, all of which involve some form of research

activity

Brainstorming

Think tanks

Technological ideas

Long range planning studies

Design Factor Analysis

Activity analysis

Market gap analysis

Learning from foreign markets

These sources of new ideas would presuppose heavy use of research, but as already shown some

development activity, such as, product modification do not require such depth. Alternatively,

some projects may leave out the early stages of the process altogether.
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This view is supported by Cowell (1988), who states that many product concepts are conservative,

often focussing upon geographical extensions, me-too ideas, which would preclude most research

activity. Further anomalies within the literature are associated with the appropriateness of

market research at subsequent stages of the NPD process. For example, during the screening of

a new product it is recommended that some form of research is carried out as:

"it is a means of increasing the quality of managerial decisions since selection based on

judgement alone is more likely to result in failure to develop an idea with potential" (Kotler

1976).

Secondly, it is stated that a poor idea can be allowed to proceed further towards

commercialisation unless adequate market information is gathered (Golding 1983). However,

research conducted by Easingwood (1986), found evidence of widely differing practices among

companies in terms of the formality of their screening processes, ranging from formal to the

informal.

The second and third stages of the general NPD framework (concept and product testing),

involves some form of presentation to the potential consumer of the proposed new product, in

order to gain reaction to the product and its attributes. However some of the ways in which

concepts are communicated to potential users are more attractive than others, and can therefore

give a artificially high rating for a new product (Tauber 1972). The type of development that is

being undertaken is also a potential cause of concern at these stages, in that a respondent may

have very little experience or knowledge of innovations:

"radically new products tend to fare badly in concept testing" (Broadbent 1980).

Moreover, Tauber (1972) argues that consumer attitudes are dynamic in nature and are

therefore unreliable predictors of behaviour. The penultimate phase of the NPD process is test

marketing. This is defmed by Eassie (1972) as testing a new product through an area test or

shop panel so as to recreate as near as normal shopping and purchasing conditions. Although

designed to eliminate costly mistakes, it is heavily criticised in the literature in its use as an

extensive market experiment. For example, King (1973) comments that: "the delays of test

marketing have often spoilt what might have been successful businesses".
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Lipstein (1965) also focuses upon the critical role of money and time in test market decision

making:

"Certainly if you take enough time and spend enough money you can easily judge whether or not

the product will gain sufficient consumer acceptance to warrant going ahead nationally".

It is evident from such deliberations that a key consideration in the use of test markets is that of

resources available to a company, which will facilitate or limit the use of all marketing research

activities prescribed at different stages of the NPD process. Ray (1983) argues that the time

spent on decision making or research may be crucial to success, as excessive time allocation can

cause as many problems as inadequate timing. Collecting and analysing market data can also be

expensive and time consuming. On the other hand, it can allow a company to understand the

requirements of the market and the consumer and make sure that a new product is developed in

such a way as to match these needs.

The literature associated with the use of marketing research contains a divergence of opinion

about its usefulness at diffei'ent stages of the NPD process. In addition, even where research is

viewed as an integral part of new product development, there does not appear to be any guide-

lines as to how to build such activities into the process, leaving the following questions

unanswered:

whether marketing research should be utilised at each stage of the NPD process

what kinds of research need to be undertaken

how much money and time should be spent.

The absence of implementation guidelines is further compounded by a lack of empirical research

investigating the actual usage of research in the NPD process. Lonsdale and Stasch (1986),

found in their review of the marketing and product management literature of the 1970's and

1980's, that very little had been written about industry/organisation practices regarding such

decisions. What little empirical research that has been carried out, has shown that organisations
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do not take marketing research activity seriously when developing new products. For example,

Johne and Snelson (1988) whilst reviewing the product development activities in several US and

UK companies, found that marketing research was only carried out at the product launch stage

by 12 per cent of companies in their sample. Similarly, the NewProd research project found that

a market orientation was missing in the majority of the NPD projects that they looked at. In fact

marketing in general was amongst the most poorly rated activities of the entire product

development process:

"The weakest input was marketing research or the detailed market study: it was also the one

activity which managers singled out as needing the greatest improvement" (Cooper 1976).

3.4 - PEOPLE

The type of staff and functional specialists needed to execute developments in an efficient

manner has received limited attention in the NPD literature. However, the nature of the roles

and attitudes that individuals adopt, and the breadth of specialism applied to the NPD task can

be identified as central issues in the analysis of the role of personnel in the successful

development of new products.

The formal participation of users is recommended by Blackler and Brown 1986, as promoting a

more complete acceptance of new technology. In addition, Keen (1985), described the role of

gatekeepers within an organisation. These individuals are defmed as informed personnel who

transfer information to other, less knowledgeable personnel, and are seen as being conducive to

successful implementation of innovations. Similarly, product champions (who actively support a

project's progress through its critical stages), business innovators (who promote a project from a

senior level within an organisation), and technical innovators (who originate the concept), are

seen by Rothwell (1977) as key factors in promoting innovation. This view is reiterated by Piercy

(1985) who goes on to caution that the structure of organisations involved in NPD needs to be
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conducive for such key posts to exist. Takeuchi and Nonaka (1986) show that firms which are

successful at innovation, re-assign individuals who have been key agents of change in previous

developments to new projects. Through the process of transference, they argue that an

organisation is able to harness and accumulate experience in managing product development.

Different talents and types of people are likely to be needed to occupy the above roles (Roberts

1977). Kanter (1983) has described individuals who lead development work in organisations as

'change masters', who are able to cope with uncertainty, think laterally, and tackle existing

business problems from new perspectives. They are also identified as having a participative style

of management, creating commitment to a new project. Commitment is seen to be a critical

element in fostering success, especially when it is visibly given by top management (Burgieman

1984). Quinn (1980) argues that when there is a strong organisational commitment in the

development process - signified by funding, visibility, coalition support etc - there will also be a

staking of reputations on the outcome and greater sunk costs. As a result, more pressure will be

placed upon making the NPD function a central part of an organisation's strategy.

Many studies stress that the NPD process should be a vehicle for multi-functional cooperation

and coordination (Cooper 1983, Rothwell 1976, Crawford 1983). The involvement of many

functional specialists in the innovation process allows for the diversity of inputs required in

creative NPD, and builds cross-functional commitment to a project (Crawford 1983, Gardiner

and Rothwell 1985).

There are a number of behavioural factors that personnel can portray and which can act as

barriers to success. Hawthorne (1978), states that they arise from the need to satisfy such

aspirations as political ambitions, and job protection of personnel. He suggested that these

desires are manifest in many ways, the most obvious example being resistance to change in the

workplace. Paton (1986) states that it is not change itself that is feared or resisted by personnel,

so much as it is change associated with uncertain or possible detrimental outcomes. Indeed,

during the implementation of innovative products or systems, all levels of the organisation must

deal with unknowns; the more uncertain the outcome the more unlikely that successful adoption

of the development becomes.
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Adverse reaction to the introduction of a new product or innovation can lead to the formation of

further barriers. Leonard Barton and Kraus (1985), identified in their research that the most

common cause of opposition to new technology, was fear of loss of skills, power or personal

benefit. Similarly, in the case of the introduction of new products to employees within a

company, opposition may occur because of lack of knowledge of how a new product works.

There may also be resistance to the increase in the number of products in an organisation's

range. Such increases may be viewed by employees as placing greater demands on their time (ie

the extra effort required to sell a new as opposed to an existing product), as well as bringing

about change in existing working practices. Very little research has investigated this issue of

employee adoption behaviour, that is behaviour after the initial decision to invest in a new

technology or develop a new product has been made by an organisation. Work by Leonard-

Barton (1988) has indicated that employees further down the organisational hierarchy will still be

assessing how an innovation will affect their jobs or those of people reporting to them, and

deciding how they will respond to a new development. She draws a distinction between the

innovation adoption decision and the innovation response, and argues that it is the latter that

determines the extent to which the innovation is utilised, proposing further research into this

area.

33- STRUCTURE

There are two central debates in the literature associated with structural considerations and

NPD, the first relates to the day-to-day management of this activity. The second strand of

research discusses the way in which corporate structure impacts upon a company's innovative

capability. Each theme will be considered in the following section.

Considerable attention has also been given in the literature to the formal structures suited to the

day-to-day management of new product development. Features of this concern are associated

with the advantages and disadvantages of such organisational functions as new
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product development departments, managers and task groups (Hopkins 1975, Benson and

Chasm 1976, Sands 1983). A common theme that is addressed in this work is the recognition

that different organisational mechanisms are appropriate to different types of NPD. Souder

(1978), shows that turbulence in the market and technological environment will determine the

nature of the task group mechanism for managing development projects. Similarly, Benson and

Chasm (1976) and McTavish (1984), demonstrate that the NFD organisation is contingent upon

the size of the firm. Other monographs have emphasised the need to keep radical new product

activities apart from those of the on-going operation of a firm (Cooper and Schendel 1976), as

the demands of the current operation can easily overshadow development projects. Moreover,

Quinn (1986) stresses the importance of establishing separate organisational task groups in order

to circumvent the inevitable bureaucracy of the existing organisation. This has led some

companies to establish venture groups and NPD teams (Smale 1985). Whilst this separation is

seen as providing some benefits, it can also by dysfunctional in terms of loss of control and

coordination. Indeed, Tushman and Nadler (1986) stress the importance of linking mechanisms,

such as NPD committees, to ensure that the different components of the organisation are

coordinated into a workable whole.

The second consideration for debate, centres around the need for different structural forms for

managing on-going operations, in addition to the change that development projects bring about.

it is widely accepted that functional and stratified organisational structures are efficient for

managing current business activities but less suited to effecting change. Kulodny (1980) argues

that matrix structures foster innovation, as they allow for the integration of the many different

functional inputs requirements. Similarly, Burns and Stalker (1961) found that an organic

structure with flat heirarchies and low-level centralisation, allowed for a higher rate of innovation

than more mechanistic structures. More recently, there has been a departure in the literature

away from such emphasis on structural considerations, with greater consideration being given to

corporate culture in the form of shared values (Lessem 1985). This movement has taken place

because it has been recognised that formal structure:



30

"only reflects the trappings and not the substance of what is intended to happen.....how an

organisation actually functions may be quite different from what is portrayed in its organisational

chart" (Johne and Snelson 1987).

They go on to point out that although there maybe an official NPD function within a company, a

manager may have very little formal authority to act independently. The organisational chart will

give some indication of the manager's likely formal influence, but this will not be at all fixed due

to such intangible factors as operating norms and management style. Although this movement

towards a more realistic approach to the organisation of NPD is being taken, one intrinsic

element of structure that has received little recognition in the traditional NPD and marketing

literature is that of organisational communication. What research that has been undertaken,

concerns the diffusion and adoption of new products after market launch, ie the customer-

organisation communication channel. Due to the paucity of work in this area, very little is known

about the role of internal communication at different stages of the NPD process, ie the

employee-organisation communication channeL Indeed, the literature associated with NPD,

appears to present new product success as independent of employee reaction to new

developments. In comparison, the transfer of technology and innovation literature, places great

importance upon communication in the implementation and acceptance of an innovation (Ettlie

1983). For instance, McNeely and Tjosvold (1988) argue that communication plays a critical role

in stimulating innovation in organisations (Boo; Allen and Hamilton 1982). Similarly, Albrecht

and Ropp (1984) maintain that acceptance of innovation occurs in the context of personal

communication. They argue that innovation flourishes in organisations:

"when information flow is widespread, feedback is rapid, and both mechanisms cut across

traditional lines of authority".
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However, as previously stated very little is known or understood about similar effects of

communication on the successful development of new products. It is clear therefore, that a lead

from the innovation and transfer of technology literature needs to be taken, with more research

emphasis given to considering the types of communication and organisational factors which

influence the adoption of new products in specific development projects.

3.6 SYSTEMS

Systems include formal and informal operating procedures for NPD activities. Many writers

have focussed upon the use and limitations of project management techniques in order to co-

ordinate and put into place the system requirements for complex projects (Dunne 1983,

Liberatore and Titus 1983, Tymon and Lovelace 1986). From these studies it is clear that such

techniques as PERT and CPM enjoy only a relatively low level of use in NPD projects.

Liberatore and Titus 1983, indicated in their research that R & D managers perceived their

operating environment to be unique and not amenable to generic modelling tools. It would

appear therefore that systems requirements are catered for in a more ad-hoc fashion. Johne

(1984), illustrates how experienced product innovators apply largely informal and non-

standardised procedures during the early stages of the NPD process:

"idea generation, screening and concept development are carried out in a flexible way promoting

creative problem-solving and feedback".

Once the new product concept is more substantial, however, more formal and fixed controls were

exercised over the development in order to successfully coordinate and time the new product's

launch into the marketplace.
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3.7 - CULTURE

As section 35 has akeady indicated, management style and the inculcation of shared values

within an organisation, are receiving increasing attention in the NPD literature, and have been

highlighted as being critical factors in bringing a new product to the marketplace. Rothwell

(1979) argues that top managers need to have an open, imaginative and creative style, in order to

encourage middle management to function effectively in product innovation. Boo; Allen and

Hamilton (1982), have also indicated that a key feature in innovating firms is supportive top

management who encourage risk taking and experimentation. Furthermore, they set broad goals

for developments, whilst allowing those involved in transforming goals into tangible products,

freedom to operate as they see fit (Takechui and Nonaka 1986, Souder 1981). However, it is

questionable whether such management styles and democratic styles of management are

applicable during all stages of the NPD process. As Duncan (1976) observes, the early stages of

the process require lower formalisation of procedures and greater decentralisation of decisions,

in order to facilitate the creative process. This requirement changes during the implementation

stage, where he states that formalised procedure and centralised decision making are needed.

In addition to having in place the most conducive management style for NPD, an organisations's

ability to cultivate a shared acceptance of the need to pursue a particular new product strategy,

can be a complex and lengthy procedure. Proficiency in this area can vary according to the

history, existing beliefs, norms, and management style of the organisation. Several studies have

shown that an innovating culture is brought about by an openness and interchange between

different units and functions operating at all levels within a company (Gresov 1986, Tushman and

Nadler 1986). Such interchange is promoted by a number of different policies and operating

norms. This may include cross-functional job design, training and rotation (Tushman and Nadler

1986), where experience across functional areas can create appreciation of the multi-faceted

nature of development activities, and facilitate co-operation in managing innovation.
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Shared acceptance of an organisational goal, such as the development of a new product, is not

however that simple to inculcate. How, for example do socio-political factors affect employees

response to innovation? Very little research has investigated the reasons why some employees

refuse to accept a particular new product, even after their employing organisation has

implemented the strategy for its development. This refusal may be associated with

incompatibility between the goals of the development project and the larger political context

within which it is being implemented. This was a major factor in the failure of a community

centred managerial innovation (McMillan 1975). Conflict between company norms and the

behavioural demands of innovation was also a key factor in explaining problems in the utilisation

of innovation in one particular organisation (Bailey 1973).

3.8 - DISCUSSION

As this chapter has indicated; there are many factors that can be viewed as having an influence

on success or failure of new products in the marketplace. Indeed, as research studies have

repeatedly shown, the nature of success that can be attributed to any one product is complex and

diverse (Quinn 1983, Cooper 1979, Rubenstein 1976, Rothwell and Gardiner 1985). Taking this

multifarious character of success into account, and despite differences in analysis, studies of new

product success/failure have invariably discussed the use of marketing research, communication,

definition of goals, fmancial resources, size and structure of organisation, and a variety of

behavioural aspects of personnel Within the company. However once again, the majority of work

in this area has been concentrated within the manufacturing sector. This continuing emphasis

poses the question of whether factors identified in research studies are applicable to the other

sectors such as personal fmancial services.

There is a need therefore, for more specific research into individual industries. Whilst

recognising this limitation, it could be argued that the ability to recognise and overcome potential

barriers and stimuli, are the key determinants of successful development activity which transcend

differences between sectors. Taking this line of thought one step further, although the
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identification of factors that discriminate between success and failure in NPD can be useful in

providing blueprints for success, little attention is given within the literature as to how the

individual manager goes about ensuring such conditions exist within their own organisations. In

addition, is it possible for such factors to be constantly met to ensure product success in any given

situation? Simply pointing to these variables may appear unhelpful to the practitioner who has

to deal with his own particular situation (McTavish 1982). Better performance in functional

areas may not be attainable quickly; in the short term it may be a case of making the most of

what resources are available. it is important therefore, for research to identify the specific

factors that impinge upon an individual organisation involved in trying to develop successful new

products. Furthermore, it is suggested that success is defined from a corporate perspective, and

measured after taking into account the barriers and stimuli to the NPD process. Only then will it

be possible to ascertain whether a new product is a success given the particular circumstances,

both internal and external, facing individual companies.

3.9 CONCLUSION

This study aims to go some way in fulfilling the above requirements by undertaking an in-depth

study of the activities of new product development within a consumer orientated sector, ie

personal financial services. In addition, the research investigates the barriers and stimuli to

successful development from both a sectorial and organisational perspective. The results of the

research provide an insight into some of the actions that individual organisations need to carry

out, in addition to highlighting the factors that have to be considered, in order to create a window

of opportunity for new products in the marketplace.
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CHAPTER 4

AIMS AND METHODOLOGY

4.1 INTRODUCTION

The following chapter explores the nature of the study undertaken and its aims. It introduces the

personal financial services (PFS) sector as a vehicle for investigating the efficiency of the existing new

product development process, in addition to factors influencing success and failure of new products in

the marketplace.

The sector has undergone a number of far-reaching changes in recent years which have increased

competition, and caused companies to search for ways of differentiating their offering to consumers.

New product development combined with a programme of marketing research, has been suggested in

the literature as providing the competitive edge that organisations seek (Ennew et al 1988, Girle 1986,

Carter 1986). However there are a number of inherent difficulties associated with the nature of service

industries that may impede the implementation of marketing research. Therefore the first stage of the

research investigates the factors that confer against the use of marketing research in the development

of new PFS products.

A prior requirement of the study however was to ascertain whether any new product development was

taking place within the sector, and if so whether the prescribed theoretical models were in use. The

objectives of the first stage of the research are therefore:

-	 to investigate the practice of NPD in the PFS sector, and indicate any significant

variations from existing models of the process.

to highlight the use of marketing research during the development of new products and

establish whether the use of such techniques contributes towards success.
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Although marketing research was identified as a key task contributing to success/failure of new

products within the literature search, a number of other factors were also highlighted as impinging

upon NPD activity. Organisational structure, staff issues, systems and culture were all seen as having

some degree of influence over new product outcomes. The major objective of the second and third

stages of the research is therefore:

to examine the influence of structure, staff; systems and culture upon the development of

a new PFS product in greater depth.

A discussion of the rationale for investigating each of these objectives in greater depth is undertaken in

this chapter, which also sets out how they were incorporated into the design of the research, and depicts

the methods selected for data gathering.

4.2 THE PERSONAL FINANCIAL SERVICES SECTOR

The development of new products has been a particularly neglected area of research in the PFS sector.

This is surprising given the increasing emphasis that is being placed upon development activity. Recent

structural changes within the industry have forced suppliers to shift the focus of their marketing

strategies, and view new and existing products as providing key tactical advantages, (Ennew et al 1988).

As Girle* (Director Domestic Banking Division National Westminster Bank PLC) states:

"The emphasis has shifted from providing a fixed range of products to all customers to targeting

services towards particular customers who have specific needs" (Girle 1986).

Historically, the development of new products in the PFS sector has been fairly insignificant, due in

part to the limited variation in consumer needs and legislation (Morgan et al 1989). However, a recent

survey conducted by Ennew et al, indicated that respondents within the PFS sector are placing

increasing emphasis on product ranges to provide competitive scope and differential advantage.

(Ennew et al 1988). This heightened awareness has been brought about, in part, by a number of far-
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reaching changes that have been instrumental in transforming the industry, and have had a consequent

impact upon the competitive environment (Mitchell 1987). The most significant of these changes can be

seen in the shift in the legislative framework, bringing about deregulation and stimulating new forms of

competition, (Gardener 1988), (The Building Societies Act 1986, The Financial Services Act 1986).

The underlying rationale for the introduction of this new statutory infrastructure, was the attempt by

government to increase the level of competition and business in financial services, provide UK

companies with a home base for expansion, and allow firms to compete in world markets, (Watkins and

Wright 1986, Carter et al 1986). Whilst providing for these objectives, deregulation of fmancial markets

has also prompted new forms of competition from outside the geographical and traditional confines of

the sector (Nicholls 1987). A number of foreign competitors have set up operations within the UK, for

example Citibank from the US and from Japan (Nicholls 1987). Indeed, as Table 4.1 illustrates, foreign

banks have become increasingly important in the UK banking system (Gardener 1988). In December

1987 they owned 623 per cent of total UK banking assets, which is very high in comparison to the UK

bank share of 37.7 per cent (1).
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TABLE 4.1

REPORTING BANKS' TOTAL ASSETS - DECEMBER 1979 AND DECEMBER 1987

Retail Bankst

Accepting Houses

Other UK Banks

TOTAL

Dec 1979

£(m)

62198

10251

39025

111474

Dec 1987

£(m)

241235

36036

74901

352172

Dec 1979

(%)

23.6

3.9

14.8

423

Dec 1987

(%)

25.8

3.9

8.0

37.7

22.4
	

10.0

11.1
	

2.1

20.2
	

26.4

4.1
	

1.8

57.7
	

62.3

100.0
	

100.0

American Banks

Japanese Banks

Other 0/seas Banks

Consortium Banks

TOTAL

OVERALL TOTAL

59228

29165

53329

10648

152370

263841

93107

225753

246853

17073

582786

934958

* Retail Clearing Banks

Source: Adapted from Gardener (1988)

Additional competition has come from other sectors of industry such as retailers and car

manufacturers, who have traditionally had little involvement in the provision of PFS products:

"financial services are being seen as 'soft options' for retailers such as Marks & Spencer.......the

announcements that Volkswagon and even the AA are to start offering mortgages, are the last in a long

line of such proclamations by organisations in formerly unrelated fields" (Nicholls 1987).
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The impact of technology has been a further key factor in bringing about structural change in the PFS

sector (Feeney and Knott 1988). The increase in the use of EFTPOS (Electronic Funds Transfer at the

Point of Sale) within retail stores and supermarkets, and the abundance of ATM (Automatic Teller

Machines) systems in the high street, indicates the pace of technological change that is taking place

(Jones 1987, Madden 1986). In 1977, for every National Westminster transaction through a machine,

15 were carried out over the counter. However, a recent survey investigating the use of automatic

machines (Irving and Thompson 1987), reported that half the cash withdrawn from the major clearing

bank branches is taken out of ATMs. Although the two methods of transaction are at present equal,

counter trade is seen to be on the decline.

The required investment in automatic machines is high, and has therefore encouraged a number of

joint ventures between competiting institutions to be created, in order to share this cost. The Midland,

National Westminster and the Trustees Savings Bank have combined to provide a network of more

than 3000 ATMs. The Link system is a further example of such co-operation, Abbey National,

Nationwide and a string of smaller PFS organisations are connected to the system, among them the

Allied Irish, the Co-operative, and Girobank (Thompson and Irving 1987). This is an additional

example of the changing structure of the PFS sector, where such alliances would have been unheard of

before deregulation took place, further eroding traditional barriers between competitors. Increasing

use of iT within PFS organisations, in the form of on-line support systems, also provides the ability to

extend an organisation's portfolio of products (Robson 1988). If the administrative requirements of a

new product 'fits' with the existing capability of a company's support system, NPD activity becomes

simpler, faster and cheaper to carry out, lowering the traditional entry barriers into product areas that

are new to an organisation, (ie cost and time input). At the same time, enhanced access has fuelled a

proliferation of products which can be readily substituted, (witness the number of high interest

accounts with cheque book/card facilities being offered by the majority of large building societies).

Indeed, it could be argued that it is the very similarity in support systems within PFS companies, that

engenders the copying of new products. What may have started out as a genuine market innovation,

can quickly become one of a number of identical offerings to the consumer. Furthermore, as no
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copyright legislation exists to protect new developments it is impossible for any one organisation to

claim legal ownership of an innovation.

Further evidence of the increasing competition within the PFS sector, can be found in the shift in

existing patterns of distribution, which have led to a search for new distribution outlets and delivery

mechanisms, (Watkins and Wright 1986). Indeed Butt, (1988) argues that:

"Whereas at one time each financial service had a settled distribution method, now mortgages are sold

long distance, insurance and shares are sold in department stores, estate agents sell houses and

everything else and so on. There is no single best way to distribute".

One example of the disturbance of existing patterns of distribution, can be found in the decline in

number of bank branches, with many banks reorganising their business into regional and specialised

units. In their report 'Banking - the Next 10 Years', Arthur Andersen's have forecast a reduction of 25

per cent in the number of branches in the UK, and Barclays Bank expects to close 500 of its 2850

branches by 1996 (Turner 1985). The building society sector has seen a similar fall in the number of

High Street outlets. The new competitive environment requires societies to have a stronger financial

base. In the past emphasis was on growth, but now profit is of paramount importance, and societies are

looking at overheads, and more specifically branch rationalisation, to see where they can cut out

unprofitable expenditure (Dibben 1986 (a)). In addition there has been an increasing concentration of

large societies, brought about by merger activity, eg Nationwide and Anglia, and the Cheltenham,

Gloucester and Cardiff (Dibben 1986 (b)). They have joined forces to create financial strength, given

the increasing competition for mortgages and investment business, and the escalating costs of running

small societies due to the administrative burden of the new legislation. Furthermore, Ferguson (1988),

argues that the cost of compliance, (2) for firms within the life assurance sector will also be high,

causing a concentration of market power among the largest and most powerful life companies (3).

Indeed, industry commentators believe that consumer awareness of insurance selling will grow, and

subsequent sales will be concentrated to large, well known organisations with good reputations. With



41

such matters at stake, many organisations are concerned with revising their corporate image (Mitchell

1987 (a)).

The general perception within the overall PFS sector is that competition has increased significantly as a

result of the above factors, but the increase is difficult to measure and evaluate (Gardener 1988).

However, it has been postulated that these structural changes in the operating environment, have

determined the need for a significant re-adjustment and development of marketing strategies, which

take into account the need for some form of differentiation from competiting organisations (Ennew et

al 1988, Mitchell 1987):

"Undoubtedly, every major institution wants to be thought of as different, and ultimately as offering

better value and different service to the customer. Thus being seen to be different is a prerequisite for

a competitive edge in the marketplace..." (Planned Savings 1986).

Strategic differentiation is seen as enabling an organisation to create a defendable position through

either differentiating its product offering from that of other firms, or differentiating its support system,

eg the advice, instruction and assistance available to customers (Mathur 1986).

One visible attempt at support differentiation can be been seen in the form of corporate identity

advertising, which has expanded dramatically. According to the Mintel (1989), and as recorded by

MEAL, fmancial advertising spend in the press, on television and on radio totalled £453 million for the

year ending September 1988. In 1981, the advertising of fmancial products accounted for some 6.5 per

cent of the total amount of advertising for all consumer products and services, by 1987 this had grown

to 11 per cent. This intensification in advertising activity, in addition to conveying the positive aspects

of the organisation and the support service provided to the consumer (eg in the form of advice,

welcoming attitude, impartiality (4)), is also associated with communicating information about the

increasing number of new products entering the market. Certainly, some PFS organisations such as the

Midland Bank and the Abbey National are using television advertising to introduce new ranges of

products. For example, the introduction of Vector and Orchard accounts by the Midland, and the

similar launch of the S Star High Interest account by Abbey National.
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Although figures tracking this suggested increase in the number of new PFS products in the market do

not exist, it is evident in amount of cross-selling that is taking place within the industry. The majority of

products available to the consumer are built around differing combinations of the core elements shown

in Table 4.2:

TABLE 4.2

CORE ELEMENTS OF PFS PRODUCTS

CORE ELEMENT

Payment Transactions

Savings Deposits

Consumer Credit

Housing Finance

Investments

Insurance

Pensions

PFS PRODUCT

cheque accounts

high interest accounts

credit cards and loans

endowment mortgages

personal equity plans

health/life policies

unit linked pensions

Structural changes have not only increased competition with the sector, but have also resulted in

existing demarcation between fmancial institutions and markets being significantly eroded. Many

companies have been stimulated by competitive pressures to offer a wider and more sophisticated

range of PFS products (Gardener 1988). For some organisations this has represented the opportunity

to diversify into some or all of the product areas listed in Table 4.2, which were traditionally the

preserves of others. For instance, building societies, for many years, supplied a single product,

(mortgages), in a sellers' market protected by a price cartel. This monopolistic situation has now
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changed and the suppiy of mortgages is one of a number of areas in which building societies face price

and other forms of competition from banks, insurance companies and specialist suppliers (Gardener

1988).

The building societies' response has been to diversify into several new product areas and lines of

activity (Planned Savings 1987 (a)). Table 4.3 indicates some of the new products offered by the largest

societies, and the movement into new areas such as estate agency. This move has been partially viewed

as being an ideal opportunity for cross-selling other products, indicating how far some societies have

moved away from their traditional single product dependence (Planned Savings 1986).

Table 4.3

NEW PRODUCTS OFFERED BY THE LARGEST SOCIETiES

Source: Adapted from Planned Savings, (1987 (a)).
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This review of the PFS sector has so far concentrated upon supply side changes that have taken place,

however attention also needs to be given to ascertaining whether any shifts in demand for products and

services have occurred. That consumers are better educated and informed about fmancial products,

and therefore more discerning in their purchasing, is a general comment that has been repeated with

much frequency in the PFS and marketing literature (Carter 1986, Glue 1986). There has been a

change in the manner in which consumers invest their savings; the British Telecom share issue attracted

1.6 million investors. Unit trusts have enjoyed a similar popularity, July 1987 quarterly figures showed

funds under management by the unit trust industry had risen to £44.2 billion and the number of unit

trust holder accounts exceeded 4 million:

"The battle is...fiercely competitive in the savings market, as the British investor becomes increasingly

aware of the various outlets for his spare cash and its potential earning power. Equities, for example,

have enticed many a traditional investor away from his building society account " (Planned Savings 1987

(b)).

However, although there has been an increase in demand for certain products, such as mortgages,

investments and pensions, the proliferation of products that fulfil similar functions can seriously inhibit

the consumer's ability to differentiate between them. Frith (1987), for example, highlights the lack of

differentiation made between brands, and an overall apathy and lack of interest both in the market as a

whole, and in the products available. Furthermore, a recent report by MINTEL states that:

"adults in general are massively ignorant or unsure about the basics of many fmancial instruments. This

is less true for ABC1 men compared with C2DEs and relatively poor women. Even so, however, the

former are not as well informed as they should be and in that sense fmancial advertisers still have much

ground work to complete."

Indeed, the general convergence of offerings from previously widely separated, specialist sectors of the

market could causing further confusion:

"customers' available choice has widened considerably, and their needs can be met by a variety of

similar, or substitutional products .......this allied with all the recent mergers and alliances, results in a
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blurring and confusing of the previously distinct clusters of suppliers and products that customers were

used to" (Carter 1986).

Again, these comments emphasise the need for organisations to differentiate their offering, in order to

avoid being viewed by consumers as just a part of an undifferentiated mass.

Several commentators see new product development as providing this edge (Girle 1986, Carter 1986,

Ennew et al 1988), especially when it is combined with a marketing research programme that identifies

customer needs:

"The product is the instrument through which a need is met....it is not an end in itself. Identifying

customer requirements correctly is the challenge. A misjudgement here can be a very costly

embarrassment" (Girle 1986).

Moreover, as the literature research has shown marketing research has been identified in several

studies as a key factor in promoting new product success (Cooper and Klienschmidt 1987, Rothwell

1976). However, although the present study identifies PFS organisations' offerings to consumers as

products, there are inherent service elements in the fabric of FF5 products which cannot be ignored.

Furthermore, these innate characteristics which are common to a greater or lesser degree to all service

industries, impinge upon the way in which marketing research is carried out:

Intangibility - this can be defmed as the difference between what the consumer purchases and what it

represents. For example, the tangible element of a credit facility may be a plastic card, but it is the

intangible attributes that represent the facilities that consumer requires, eg ease of payment,

accessibility and other symbolic features such as status and power. The difficulty of identifying what a

proposed new product represents to the consumer is a recurrent problem for market research

practitioners in the sector.

Point of Sale - Even where a financial service is relatively routine and standardised, as in consumer

instalment lending, where part of the process is automated and the design of the system does not allow

any part of the service to be changed in any way, the dilemma of ensuring quality and consistency of
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performance at the point of sale is ever present. The execution of the service can be affected by such

factors as the staff-customer interface, the financial acumen and attitude of the customer, and the

physical environment in which the transaction takes place.

The influence of such factors indicates that divergence between the design of a new product and its

actual delivery is an inherent problem faced by PFS providers, and poses difficult questions for

marketing research practitioners. How can a new PFS product be tested if its performance is never

uniform and is influenced by several peripheral variables outside of the company's control? In addition,

if the consumer is unable to understand the complexity of a new concept, then it is questionable

whether marketing research techniques testing consumer reaction can be carried out when developing

new products in the PFS sector.

To investigate whether these factors do mitigate against the use of marketing research, it was decided

to concentrate the first part of the research on investigating its use in the development of new PFS

products. However, a prior requirement was to ascertain whether any new product development was

taking place, and if so whether the prescribed theoretical models were in use.

The objectives of the first stage of the research are therefore:

to investigate the practice of NPD in the PFS sector, and indicate any significant variations

from existing models of the process.

to assess the relative use of marketing research during the development of new products and

establish whether the application of such techniques contributes towards success.

Whilst marketing research was identified as a key task contributing to success/failure of new products

within the literature search, a number of other factors were also highlighted as impinging upon NPD

activity. Organisational structure, staff issues, systems and culture were all seen as having some degree

of influence over new product outcomes. The major objective of the second and third stages of the

research is therefore:
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to examine the influence of structure, staff, systems and culture upon the development of a

new PFS product in greater depth.

Keeping these issues in mind, it was decided to divide the research programme into two sections, and

employ different data gathering techniques at each stage. This was due in part, to the lack of empirical

research into NPD and marketing research in the PFS sector, which could provide information about

issues previously addressed. There was a need, therefore, for a structured survey that established the

actual practices of such activities across the PFS industry, allowing for a greater understanding of the

dimensions of the NPD process. Apart from the requisite for a large amount of data on NPD and

associated activities, an in-depth study was also required, in order to explore some of the other

behavioural and organisational factors (eg structure, staff, systems and culture), which the literature

review had identified as acting as possible barriers or stimuli to successful new product development.

The following section looks at how these objectives were incorporated into the body of the research,

and at the same time provides the rationale for its design.

43 RESEARCH DESIGN

(i) - Planning the Study

It was apparent from reading some of the extensive literature on the various data capture techniques

available, that there were several possible approaches to structuring the research programme.

Although this presented an opportunity to plan the study in as effective a manner as possible, at the

same time, decisions about the appropriateness of each research method had to be made. As Dickens

(1987) states:

"there is never any one right way of doing things, no ideally appropriate sample size and structure.

Furthermore, a research design which seems, judgmentally, to be the best solution, may not prove

feasible because of timing or budgetary constraints".
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In order to alleviate the risk of poor design and help shape the research programme, Dickens further

advises that the following areas are specified:

(a) The population - eg the market or consumer characteristics which will guide the sample

design.

(b) Size and structure of the defined sample.

(c) Basic data-gathering techniques to be employed - eg qualitative or quantitative

methodology, if qualitative, individual interviews, discussion groups etc.

(d) The question areas that needed to be covered.

Each stage of the study was therefore designed to incorporate the most appropriate data capture

method that would meet the prior objectives of the research. A discussion of the type of population,

sample structure and data gathering techniques selected at each stage of the study now follows.

4.4 STAGE 1

(I) - The population

In terms of defining the population to be covered, it was decided to concentrate the research on the

major providers of PFS products to the consumer. These were defined as:

banks

building societies

life insurance companies

Although PF'S products are provided by other sub-sectors of the industry, such as unit trust

organisations, stockbrokers, licensed-deposit takers etc, in view of timing and financial considerations,

it was decided to confme the research to the above providers. A comprehensive list of the 3 sub-sectors

in the UK, at the time of the study, was obtained from the following Year Books:

Building Societies Yearbook

The Insurance Directory and Yearbook

Bankers' Almanac and Yearbook



49

Inclusion of organisations is free, and information is based upon the completion of questionnaires sent

out by the publisher of each yearbook, which are updated on a yearly basis. Although other sources of

data could have been used for the creation of the population (eg Compass, Times 1000, Kelly's

Directory), the Yearbooks were viewed as providing the most comprehensive and up-to-date sources of

information, which include full names of organisations and contact addresses.

As previously little was known about the practice of NPD within the sector, it was more conducive to

the aims of the research to try to gather as much information as possible, and therefore, the total

defmed population was included in the survey. This represented 392 PFS organisations, which were

further classified by type:

106 banks

164 building societies

122 life assurance companies.

A further reason for the all-inclusive nature of the survey, was that it was felt to be important to

discover whether any significant differences between the development activities of small and large

organisations existed. Indeed, size was a factor that the literature review highlighted, although there

was some disagreement of its influence upon NPD activity (Kimberley 1978, Moch and Morse 1977).

Furthermore, as large companies appear to have more resources at their disposal, it was felt that they

would be in a better position to employ sophisticated marketing methods, and therefore this distinction

would allow for this assumption to be tested.

However, difficulties were faced in measuring size of firm across sub-sectors within the PFS industry,

due to the lack of consistent measure of turnover or profit. Therefore, number of employees was

thought to be the most appropriate indicator of size:

Small Companies = Under 1000 Employees

Large Companies = Over 1000 Employees.
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4.4 (ii) - Methods of Data Collection

Extensive information was required in order to obtain a full insight into the practice of NPD and the

accompanying use of marketing research in the PFS sector. Therefore, a number of answers to subjects

that could not be readily explained by documentary research, or observation alone were required. This

indicated a need for a survey which would be large enough to ensure adequate representation of a

range of NPD and market research activity. The first stage of the research programme therefore

consisted of:

(a)	 a preliminary qualitative study, exploring several organisations experiences of NPD and

related issues, which provided a framework for the subsequent survey.

(b)	 a semi-structured questionnaire, designed to elicit factual data about the role of marketing

research and NPD across a large number of organisations within the PFS sector in the UK.

In order to gain information that would help plan the structure of the questionnaire, a number of

interviews were held with practitioners and consultants in the PFS sector. The aim of this stage was to

provide a qualitative understanding of NPD practices and the use of market research in the sector

which would:

-	 help guide the design of the questionnaire

-	 steer the subsequent interpretation of the results of the latter study.

The strength of qualitative research for preliminary exploration is, as Moser and Kalton (1979) state,

that it 'digs deeper', and inso doing provides a richer understanding than more formal techniques. In

addition, a useful set of exploratory interviews is seen in the literature (Moser and Kalton 1979, Patton

1982) as being able to:

"broaden and deepen the original plan of the research, throw up new dimensions to be studied, suggest

new ideas and hypotheses and so on".
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The sample for the personal interviews resulted from prior contacts with some of the companies

involved. Introductions to other organisations were also provided by the person interviewed. All

organisations were chosen because they were seen to be prime movers in the field of NPD. This was

defined as having a good record in introducing new products to the PFS market, which were seen by the

rest of the industry as innovative. This information was provided by a review of journals and newspaper

articles on new products launches during the period from September 1984 to August 1986.

Interviews took place with executives involved in NPD from a cross section of small, medium and large

PFS institutions, (banks, building societies and insurance companies), in order to obtain a wide range of

opinion. In some cases, the responsibilities of the interviewee embraced development activities across

the whole organisation, in other companies of greater size, responsibilities were confined to an

operating division in the company. A number of consultancy companies, (marketing research, new

product and advertising agencies), were also interviewed, who provided expert advice about NPD

activity to PFS organisations. It was felt that informants from consultancies could supply more

objective information about the practice of NPD in PFS companies, balancing any bias towards over-

emphasising successful developments, that providers of PFS products may have introduced.

The interviews took place in the latter part of 1986, and consisted of 20 in-depth discussions with

respondents from the selected organisations. The aim of the interviews was to gain an initial

impression of the state of the art of new product development, and discuss factors that were thought to

stimulate or impede the process. A wide range of opinions were expressed during the discussions,

(each lasting for approximately 1 hour). Topics focussed upon included the incidence of new product

development, the use of marketing research, organisation of development, and competitor activity.
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4.4 (iii) - The Survey

The literature review and data gathered during the exploratory interviews provided the framework for

the survey. A postal questionnaire (see Appendix 4) was used as the main vehicle for data gathering, as

it had been decided to include all PFS firms within the specified sub-sectors, in order to get as full a

picture of the realities of NPD as possible. The constraints imposed upon the study by time and cost

considerations did not allow personal visits to be made to all companies in the population, and

therefore methods such as interviewing and observation were not applicable.

The use of telephone interviews was an alternative method that was considered due to its relative

savings on time and money. However, as a uniform picture of NPD activity was required, it was felt

that this data capture method could introduce a large amount of variability in response due to such

factors as, interaction between interviewer and telephone respondent, and the possibility that the

questionnaire might not be adhered to. A postal questionnaire, therefore, offered a cost effective way

of collecting a large amount of information within a short time frame.

The advantages of using self-completion questionnaires are as follows:

(a) it is relatively inexpensive

(b) it does not require trained staff or interviewers

(c) processing and analysis is much simpler

(d) bias resulting from the preconceptions of the interviewer is eliminated.

Furthermore, the method of obtaining data by questionnaires can sometimes prompt answers by

providing responses to indicate a situation that may not exist. This is particularly true for highly

sensitive issues such as NPD activity. In this context it was felt that this danger was less likely to occur

in a postal survey where respondents could complete at leisure and without pressure.

These practical aspects played a large role in the planning of the survey, as did the appropriateness of

the chosen method, and the level of complexity of the information required. The planned questionnaire

was not of a complex nature, in that its primary purpose was to gather information on topics that

respondents were thought to be conversant with. In addition, it was extremely likely that respondents
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study which offered benefits to their institution, and possibly to themselves. A major disadvantage,

however, associated with this method of data collection, is the problem of non-response. This may have

occurred during the study due to the nature of the research topic, for example:

-	 Respondents might have been inhibited in answering questions due to fear that their answers

might reflect unfavourably on the company or their own personal ability. As a result,

responses could have indicated a more positive situation than the one that existed in practice.

-	 Because of the issue of secrecy surrounding NPD activities, some respondents might have felt

that in the interests of the company it was unwise to be fully informative.

In order to alleviate such effects of bias, it was made clear to respondents that the research was

concerned with distinguishing between theory and practice. Assurances were also given that answers to

both the interviews and surveys were strictly confidential and that full anonymity would be preserved.

Non-response rates are also inevitably a problem, because of the possibility that non-respondents could

differ significantly from respondents. Failure to respond may be caused by many factors. In this case,

those companies who were not satisfied with their performance in development may not have replied.

Alternatively, non-response may have been closely related to lack of a marketing department, so that

results overstate the position across the personal fmancial services sector as a whole. In order to

improve the response rate, the following steps were taken as suggested by (Moser and Kalton 1981,

Chernatony 1987):

(a) a covering letter was sent using college headed notepaper (see Appendix 3)

(b) the letter stated the purpose of the research in simple terms

(c) results of the survey were made available as an incentive to return completed questionnaires

(d) a hand written note was added

(e) as far as possible multiple choice and dichotomous questions were used in the questionnaire

(t)	 space was allowed for respondents to comment on any particular aspect of NPD

(g)	 a self addressed envelope was enclosed
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(h)	 a reminder letter and second copy of the questionnaire were sent to respondent organisations

after a period of 5 weeks had elapsed and no response had been received.

4.4 (iv) - Designing the Questionnaire

Recognising the limitations of the postal method, it was still thought to be a particularly useful way of

collecting data from a large sample and was consequently employed. Several literature sources

provided practical guidance in designing the questionnaire, (Moser and Kalton 1979, Belson 1985,

Bailey 1987). Where possible multiple choice and dichotomous questions were used, although

inevitably some open-ended questions were necessary. This was due to the absence of previous

research into NPD in PFS organisations. It was apparent that there were a number of areas about

which little was known, such as the reasons for not conducting marketing research during the

development process, where an open-ended approach was required to give greater detail than could be

provided from a set of predefined responses. The layout was arranged with objective of gaining a

response and questions were therefore set out in the following logical pattern:

-	 NPD activity

-	 stages of development

-	 organisation and structure

-	 market research activity

-	 demographic information

Attention was paid to ensuring that the appearance of the questionnaire made it look simple to

complete and that it was attractive. As part of this aim, no data processing codes were included on the

questionnaire. Unambiguously phrased questions using simple words were employed and clear

instructions given. In addition, as there is a learning process associated with the completion of postal

questionnaires (Chernatony 1987), easier questions were placed at the beginning of the survey.
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4.4 (v) - The Pilot Survey

To reduce any difficulties that respondents might experience with the postal survey, and to determine

that each question would be clearly understood, a pilot survey was undertaken. Ten practitioners who

had taken part in the exploratory interviews were asked to review the proposed covering letter, and

complete the questionnaire. On the basis of comments received, changes were made which were

further tested until the questionnaire was fully understood. It was ascertained that completion would

take approximately 20 minutes.

4.4 (vi) - Definition

A particular problem faced in the methodology was how to defme a new product. For example, a new

addition to a company's product portfolio might be viewed as a brand new innovation or, alternatively,

as a modification to, or rejuvenation of an existing product. This issue has already been addressed in

the literature search, where new product development was defmed as a generic term that encompassed

all types of activity, ranging from line extensions to innovations. However to simplify this defmition for

the purposes of the questionnaire, and after consultation with respondents in the exploratory interviews,

a new product was interpreted as something with a new name. It was felt that this provided a simple

and common reference point for respondents in each market sector.

As exceptions to this definition might have existed, a space was left for respondents to include their own

interpretation if necessary.

43 STAGE 2

43 (i) - Introduction

In order to develop and add to the findings of the survey, it was decided to concentrate the second stage

of the research on exploring the NPD activities of a particular organisation. The postal questionnaire
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had been designed to give a broad representation of NPD and the role of marketing research across the

PFS sector, and as such, could not provide very detailed analysis. Therefore a more descriptive study

was undertaken, to militate against any possible shortcomings in the survey data.

The objective of stage 2 was to examine the influences of organisational and behavioural factors such as

structure, systems, culture and staff, upon the market performance of new products. A qualitative

investigation of a specific new product through its development and subsequent launch into the market,

presented the opportunity to take a more grounded approach (Glaser and Strauss 1967) to investigating

success and failure in NPD than previous studies, which had concentrated upon more quantifiable

measurements of success and failure (Cooper and Klienschmidt 1986, Rubenstein 1976, Rothweil

1976). In addition, by focussing attention upon the realities of NPD activity within the setting of a PFS

institution, the research provided insight into the gap between theory and practice.

Initially, a comparative analysis of a bank, building society and life assurance company was planned.

However, access to information was limited in terms of locating organisations that were willing to co-

operate in the study. A major reason for this restriction, was due to the timing of the research. The

study coincided with the introduction of the Financial Services Act, Building Societies Act and, new

pensions legislation, which disallowed many of the PFS organisations approached from taking part in

the second stage of the research. In addition, lack of co-operation may have been partly instigated by

the issue of secrecy, which, as already indicated, surrounds NPD activity.

Apart from these restrictions, several requirements needed to be met by the case study organisation.

Firstly, it was important that the selected company bad developed a new product during the time frame

of the project. This was because structural changes in the sector had brought about a new competitive

environment, into which new products were introduced. Although no comparative data was available, it

was hypothesized that new products launched since the new legislation faced many different barriers

and stimuli to success.

A further requirement of this stage of the research, was that the new product was in fact one that could

be classified as an innovation. As the literature review had already highlighted, many developments are
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stimuli to success, the product in question had to be perceived as successful by the co-opted

organisation and, more objectively, the wider PFS industry.

4.5 (ii) - The Organisation

A major life insurance organisation, Abbey Life, was chosen and agreed to take part in the second stage

of the research study. Selection was based on the following factors. Firstly, the company had developed

and launched a new product called Living Assurance in June1987. It was defined as a dread disease

policy that could sold as a stand alone product, or as an ancillary benefit to the company's existing unit-

linked life policy, Cover-Master. Living Assurance was viewed as being innovative by the media and the

sector (see Appendix 5 for articles, cuttings on its launch), thus meeting with the requirements of the

research. Secondly, the headquarters of Abbey Life were situated in Bournemouth, where the

researcher was also based, permitting ease of access to information. The company also had a good

geographical spread of branch offices across the UK which could be incorporated into the study to

provide more detailed information of post launch activity.

4.5 (iii) - Rationale

At the outset, it was apparent that this case would obviously lead to bias in the findings of the study.

This was due to the nature of the inherent features of life insurance, mainly its channels of distribution,

which have traditionally been very different to those of banks and building societies. However, further

consideration indicated that an investigation of this particular company, could be useful in highlighting

several current issues that had implications across the PFS sector. These concerns centre around the

relationship between role of the consumer, product attributes and channels of distribution. A

discussion of their relevance to other types of PFS organisations now follows.
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consideration indicated that an investigation of this particular company, could be useful in highlighting

several current issues that had implications across the PFS sector. These concerns centre around the

relationship between role of the consumer, product attributes and channels of distribution. A

discussion of their relevance to other types of FF5 organisations now follows.

Until recently, banks and building societies have relied heavily upon one type of distribution channel, ie

that of customer initiated contact, in the form of conducting transactions in-branch. Such transactions

normally involve products that customers are very conversant with, are easily understood, and have

little risk attached to purchase (eg deposit/withdrawal of cheque accounts, purchase of traveller's

cheques etc). Contrary to this, high risk, complex PFS products are sold through mediums where close

attention is paid to explanation, and increasing consumers' awareness of their need for certain products.

This has been particularly true for the life insurance sector where industry participants stress that

products are sold and not bought. Examples of principal product categories in this sector are annuities,

endowments/endowment mortgages, pensions/pension mortgages, permanent health insurance, term

assurance, whole life assurance, and linked-life assurance (Feeney and Knott 1988). Combinations of

these products are used to provide protection and/or investments which may have tax advantages.

Distribution has mainly been instigated through a direct sales force, and has taken place in the client's

household, although other supplementary channels are used, such as direct marketing and brokers

(5,6). Before the changes in the regulatory framework, the traditional demarcations between banks,

building societies and life insurance companies meant that most transactions were conducted in-branch

in the first two sectors (witness the number of high St branches throughout the UK), and through the

medium of direct sales in the latter. However, as previously stated, much diversification is taking place

across the PFS sector. For example, Feeney and Knott (1988) indicate that there has been an increase

in the number of banks and building societies, along with estate agents, solicitors, and accountants, who

sell life assurance products in addition to their mainstream activity (this figure is not however

quantified).
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Such moves have been brought about by the principle of polarisation, adding a new dimension to

competition within the sector. The rules on polarisation (7) contained in the FSA, distinguish between

organisations that are tied, in essence selling the products of one company, and those that are

independent, ie offering the consumer a number of competing lines (8, 9, 10). Competition, therefore,

no longer results solely from the traditional demarcations between sub-sectors, but more importantly,,

also on the basis of differences between tied and independent organisations. As Table 4.5 indicates, all

but one of the largest building societies have decided to be independent, whereas 3 of the big 4 banks

have chosen the tied route. Barclays and Lloyd's already had in-house life offices, so that their decision

can be viewed as an attempt to build their own positions in the life insurance industry. Commercial

Union and Friends Provident are known for their innovative exploitation of technology there has been

some speculation that it is for this reason that Midland and Abbey National selected these respective

organisations (Feeney and Knox 1988).
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TABLE 4.4

POLARISATION: BANKS AND BTJILDING SOCIETIES

BUILDING SOCIETIES

Halifax

Abbey National

Nationwide Anglia

Alliance & Leicester

Leeds Permanent

Woolwich Equitable

National & Provincial

Yorkshire

Britannia

Cheltenham & Gloucester

POLARISATION DECISION

Independent

Tied with Friends Provident

Independent

Independent

Independent

Independent

Independent

Independent

Independent

Independent

I BANKS

Barclays	 Direct selling own products

Uoyd's	 Direct selling own products

National Westminster 	 Independent

Midland
	

Tied with Commercial Union

*10 Largest Societies

Source: Adapted from Feeney and Knott 1988.

What is clear is that the use of a direct sales force as a channel of distribution is not set to remain the

domain of the life insurance sector. Indeed, it is argued that banks and building societies will also use

this selling medium, whether through the creation of their own sales force, or through the use of a tied

insurance company. One could argue that taking the latter approach does not involve the bank or

building society in the actual delivery process.

In response, however, it should be stated that tied or independent, there are implications for an

organisation's corporate image. For example, a bank might recommend a particular life insurance

company's products to a customer who is then visited by a member of this company's salesforce. Any



61

subsequent problems encountered by the customer, eg the sales person's performance or the product

sold not meeting prior expectations, not only reflect upon the life insurance firm, but also upon the

corporate image of the bank, as it is they who first initiated contact with the customer.

However, there are a number of organisational and behavioural issues associated with the employment

of direct sales force in delivering both new and existing products cannot be implemented however,

without considering the following issues. The salesperson, in some cases, is the only direct contact that

the customer has with an organisation, and therefore it is they who set the tone of personal service and

create an image for the individual organisation. This form of involvement, can, however, introduce a

degree of variability and inconsistency to the product offering. Variability occurs because sales

personnel differ in their technical and customer relation skills, in their personalties, in their attitudes

towards their work, and even their attitudes towards the products that they are selling (Firth 1987).

Performance can fluctuate from day-to-day and as a result there is not always a given level of

consistency in the delivery of a PFS product. Furthermore, involvement of direct sales personnel in

consumers' decision to purchase can be high. Such influence is most prominent for complex products,

such as some of the aforementioned types of life insurance product (Solomon 1986). Bettman and Park

(1980), argue that the low degree of information acquired by consumers about such complex products,

may be due to the lack of knowledge structures necessary to put such information to use. In these

instances, Solomon (1986) believes that sales personnel, who are viewed by the consumer as experts,

have great powers of influence over purchase decisions, and can take on the role of 'surrogate

consumer'. This concept denotes that responsibility for choice of product is transferred from the

consumer to the expert sales person, whose impressions of a product offering may be instrumental in

determining its eventual success or failure in the marketplace.

Although there exists a number of potential problems for a PFS company employing a direct sales force

to merchandise its products, at the same time this method of distribution can provide an important
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means of differentiation through the standard of staff and quality of service, advice given (Firth 1987).

The question then of harnessing this potential marketing tool is one that all PFS organisations

employing direct sales forces need to address.

4.5 (iv) - The Case Study Approach

A case study approach was employed to evaluate the development of a specific new product from idea

generation to post launch. Apart from providing more in-depth information about the NPD process,

this approach also allowed for the exploration of the influences (in terms of barriers and stimuli), of

behavioural and organisational factors upon NPD within a PFS organisation.

The basic rationale for the case study approach is to assemble information as comprehensively and

systematically as possible about the selected case organisation/s. Case information can include

interview data, observational data, company information such as fmancial reports, and any other detail

that may be of relevance to the study (Hart 1989). The strengths of this approach are found in its

ability to provide rich descriptive detail, conveying a feeling of what it is like to experience an

organisation, event or problem from the 'inside' (Clegg et al 1985). Additionally, it allows for the

discovery of grounded theory (Glaser and Strauss 1967), and the comparison of existing literature and

theory with what actually happens in reality.

For all its appeal on a experiential basis, criticism has been aimed at the use of the case study method,

and is associated with the issues of verification and generalisation (Guba and Lincoln 1981, Campbell

and Stanley 1966). Addressing the question of verification first, it has been argued that a single one-off

case cannot afford the possibility of establishing causal relationships between the variables

encompassed in a study. A single case does not offer alternative explanations for causes of action or

events; rival hypothesis cannot be tested and accepted or rejected. Secondly, it is assumed that the case
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study method is inherently subjective in nature, data selected, presented and interpreted being seen to

be idiosyncratic and partial.

The main criticism associated with the second issue of generalisation, is that the one-off case

symbolises a unique occurrence and is not representative of a larger population. As such, therefore, it

does not allow for scientific generalisation. In answer to such objections, it could be argued that all

research methods are selective in that any observation is theory and value laden (Kuhn 1970). Differing

views and interpretations of the same piece of empirical data by qualitative and quantitative

researchers, will not be caused by the outcome of differences in analytical methods alone. Such

variations will also be attributable to each researcher's frame of reference, ie the basic paradigm within

which human beings view their surrounding environment, (Clegg et al 1985) (11). Moreover, as Clegg

et al (1985) argue, there is no reason why case study research should be more biased than more

quantitative, scientific approaches. There are several techniques available in case study work that allow

for the validity and reliability of the research to be verified. These include triangulation sources such as

survey feedback and the agreeing of interview notes (Jick 1979).

There are also several problems to be found in quantitative research design which effects the ability to

generalise results. Deming (1975), argues that statistical inferences drawn from such studies can, in

theory, only be extended to material in an identical frame. Therefore, in the strictest sense of the word,

subjective judgement is required to ascertain the extent to which fmdings can be generalised given the

sampling limitations and study parameters. Similarly, subjective judgement is required in generalising

case studies, although it is recognised that in some research (as with the current study), where the

emphasis is phenomenological, it is inappropriate to attempt to generalise. However, as Clegg et al

(1985) argue, it is pertinent and possible for fmdings to be generalised by the audience:

"who can share the meaning they embody and identiIi them with their own experiences and settings".
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4.5 (v) - Data Collection Methods

Using the case study framework, information was gathered through the following channels:

(a) the headquarters of the respondent organisation

(b) a selected sample of branches across the UK

A discussion of the methods selected to capture data at the different sites now follows.

(a) The Headquarters

Focus interviews were held with a number of individuals who had been involved in the development of

the new product. This method of data capture was selected because it affords a source of detailed,

descriptive information that cannot be provided by more quantitative approaches. It also allows for

more involvement of respondents in deciding what the relevant aspects of a particular situation are,

indeed Patton (1982) states:

"The fundamental principles of qualitative interviewing is to provide a framework within which

respondents can express their own understandings in their own terms".

The researcher was therefore able to investigate emotions, motives and basic attitudes, gaining a fuller

understanding of respondents, who were often encouraged to disclose quite sensitive information. A

more structured method of data capture would not have allowed such insight (Jick 1979, Deming 1975,

Hart 1987), as it is not appropriate for probing, searching questions (Moser 1967). At the same time as

allowing for greater disclosure, there is a need to control focus interviews in order to extract the detail

required. This is viewed within the literature as an important skill that the interviewer needs (Bailey

1987), indeed without adequate direction, the interview can only generate meaningless data. in the

present research the time allotted for each interview did not allow for irrelevant or long-winded

responses to be continually made. In order to safeguard against this possibility, the following control

mechanisms, recommended by Patton (1982), were built into the interview design:

Knowing what needs to be discovered
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Asking the right questions to get the kind of answers required

Giving appropriate verbal and non-verbal feedback to the respondents

To ensure all relevant topics are covered, Patton also recommends that an interview guide is used to

provide a basis checklist during interview:

"The guideline provides a framework within which the interviewer....develops questions, sequence those

questions, and make decisions about which information to pursue in greater depth" (Patton 1982).

The format used in the postal questionnaire was therefore copied for the purpose guiding of the

interviews. It provided a basic outline of all possible stages of the NPD process and associated

marketing research activity. Sections on post launch activity, organisational structure and organisation

of NPD were also included to provide more in-depth information.

Open ended questions were employed during the interviews to allow for individual perspectives and

experiences to emerge, and to minimise the problem of predetermined responses. Questions needed to

be clear and unambiguous, in order to guard against respondents experiencing feelings of hostility,

ignorance, or confusion (Patton 1982). It was necessary, therefore, to understand the general

terminology used in the life insurance sector and more specifically the terms relating to the new

product. This helped to establish rapport with respondents, and in turn improved the quality of the

data gained.

A number of key individuals were interviewed at the organisation's headquarters to elicit information

about the development of the product in question. Over a 12 month time period, 25 interviews were

conducted with a total of 10 respondents. The sample was selected with the help of the company's

marketing research manager who was cognisant with which personnel had involvement in the

development of the selected new product. It included both managers and line staff from a number of

different disciplines. For example, two of the managers interviewed had been co-opted from their

normal duties, and given the responsibility of managing the development of the new product from idea

generation to launch. In other cases, respondents provided support to the NPD project alongside their

normal day-to-day activities. All respondents were very conversant with the development in question,
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and were able to recall the events that had taken place in an in-depth manner. Several respondents

were interviewed a number of times as new issues emerged and different events needed clarifying.

In order to supplement the information provided by selected personnel, interviews were held with the

organisation's re-assurers who had been involved in the development of the new product.

Documentary analysis was also undertaken, and the following sources of information were looked at:

-	 internal assessments of the development of the product

-	 actuary reports

-	 the new product specification plans

-	 reassurers NPD guides

-	 supporting promotional literature

-	 sales records

Access to company documents and records was given by the company with the proviso that

confidentiality of information was respected. It allowed for a 'behind the scenes' look at the NPD

process and how the new product came into being. For example, the new product specification reports

revealed the involved logistics of the development. Only through closer analysis of these documents did

a picture of the complexities of timing and co-ordinating the development emerge. Without having

looked at supporting documents and records the extent to which the company had prepared for the new

product would have been missed.

(b) - The Branches

Head Office records indicated that during the period of June 1987 to June 1988, Living Assurance had

been successful in some of the 75 branches controlled by the company, whereas in others it had been

classed as a failure (see Appendix 2 for the complete record of total sales of Living Assurance during

this time period). Success was classified by the company as achieving a target of approximately 10

percent of total in-branch production, and failure below 5 per cent. In fact, the average performance of
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the product during this period was 8.6 percent, representing an approximate average of 92 cases per

branch. In order to discover whether there were any significant differences between low and high

performance branches, selection of sites was based upon the number of Living Assurance products sold

from June 1987 to June 1988. In addition to performance differentials, some attempt was made to

spread the sample across different regions of the country. This was undertaken because differences in

sales were also thought to be associated with the socio-demographic profile of consumers and

associates within the different operating areas. Such factors helped to determine the final sample

structure and, with the advice of the company's marketing research manager, 10 branches were selected

to participate who had experienced sales of the new product ranging from 4 to 18 percent of total in

branch production. Table 4.6 indicates the areas in which the branches were sited, in addition to total

sales of Living Assurance achieved during the period of June 1987 to June 1988:

TABLE 43

SALES OF LWING ASSURANCE ACROSS SELECFED ABBEY LIFE BRANCHES

Branch	 No. of Cases	 % of Total

June 87-June 88 	 Production

Birmingham	 113	 5

Bournemouth
	

117
	

5

Bristol
	

43
	

4

Coventry
	

16
	

4

Hounslow	 573
	

18

London Central
	

273
	

8

Manchester Central
	

264
	

83

Mayfair	 155
	

13.5

Newbury	 190
	

11

Norwich
	

62
	

8

Source: Abbey Life Sales Records June 1987-June 1988.
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The pattern of sales within branches was a further consideration in the design of this stage of the study.

Although individual sales performance records were not available in the selected branches, it was clear

that some members of staff had not contributed to sales of Living Assurance. There appeared to be

pockets of personnel who had succeeded in selling the product and others who had not. However,

failure to sell a policy could have been attributed to a customer's decision not to purchase after having

been presented with the product. Alternatively, the reason for lack of success may have been due to an

individual's decision not to show the product to the consumer, (eg complying with best advice rules), or

more drastically the decision to exclude it from the portfolio of products on offer. As the direct sales

force was made up of tied associates who were self-employed there was little that the company could do

to stop personnel from taking the latter decision.

It was clear that the decision to adopt or reject a new product was an important factor in the market

outcome of Living Assurance. Underlying causes for success and failure, which were grounded in

personnels' experiences of the new product, needed to be investigated in an open-ended fashion, and

group discussions seemed to provide an ideal way of obtaining in-depth data in a cost and time effective

manner. Indeed, it is recommended in the literature as an effective tool for generating a wide range of

attitude and behaviour pattern examples (Dickens 1987, Patton 1982). Interaction between group

members allows individuals to compare and contrast their views with those of others, stimulating them

to articulate thoughts and feelings which might not otherwise emerge (Dickens 1987). Furthermore,

the comparative nature of discussions maximised understanding of differences in motivation between

those interviewees with greater and lesser involvement in the product field, as they shared experiences

in a supportive and open manner.

With the compans co-operation a number of group discussions were conducted, between September

1987 and February 1988, with sales personnel in branches across the UK. Branch managers were

contacted by the compans marketing research manager who introduced the researcher and the aims

of the study. Subsequent telephone contact was made with the manager of each selected branch, in

order to stimulate interest in the research and gain co-operation. To alleviate any initial apprehension,
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it was made clear that the research was being conducted on an independent basis, and that results from

the group discussions would remain anonymous. Alter co-operation had been obtained and a

convenient time set for the discussion to take place, a follow-up letter was sent on college headed

notepaper, setting out the required characteristics of group members and the purpose of the discussion

groups. Participants were selected by branch managers on the basis of length of service with the

company and the number of sales of the new product that they had achieved. This allowed for a

diversity of opinion, and different experiences to be shared within the group. However, reliance on

branch managers for recruiting respondents did represent some problems, as it was not possible for the

researcher to ensure that these conditions were met. In two branches visited managers selected those

personnel that happened to be in the branch at the time of the visit. Although appointments had been

set over a month before their actual date, no preparation had been undertaken by managers. However,

without gaining a complete list of all sales personnel and contacting each one individually, which the

organisation would not entertain, there was no other method open for selection. Needless to say this

does represents some bias in the results, although this was to be expected. Nevertheless, what the

discussions highlighted were the general attitudes of a cross section of direct sales staff towards a

specific new product, revealing some of the underlying behavioural and organisational factors that

influenced the success of a particular new product.

The discussions were held in the meeting or training rooms of the selected branches, and lasted for

approximately 90 minutes. Each group comprised of between 6-10 members, variability in numbers

occurring due to managerial selection. Control of each group was an important factor in ensuring that

the required ground was covered in adequate depth, and that all respondents were given a reasonable

chance to participate. Therefore, from the outset, the researcher ascertained who were the more

dominant and submissive respondents, the different levels of selling experience, length of service with

the company, and the different rates of success with the product, and whether there appeared to be any

polarised attitudes that were likely to produce conflict within the group. In conducting the discussions,

the researcher had to appear neutral, whilst at the same time, conveying to the respondents that their

attitudes and experiences were important. Focus of debate centred around the following areas, (which
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had been highlighted in the literature search as influencing the success / failure of new products, from

prior analysis of company sales records, interviews with head office personnel, and results from the

postal questionnaire):

-	 sales personnel characteristics

-	 experience and length of service

-	 selling strategies

-	 the need for new products in general

-	 Living Assurance and its attributes

-	 customer characteristics/perception

-	 benefits/disadvantages associated with the new product

-	 organisational control

-	 resistance to change

-	 communication

Probes were used to deepen the response to questions, and explore the themes that were introduced.

Basic who where, what, and when questions allowed for a more complete and detailed picture to be

obtained about attitudes towards the new product, the organisation, control mechanisms etc. This style

of questioning was also used to clarify certain issues that the interviewer was unsure about. Non-

directive questions were also employed at various intervals in the discussion to change direction or

introduce new subjects. For example, it became clear during discussion that respondents considered

Living Assurance to be 'different'. Clearly it was important to understand which dimensions

contributed to this perception, and follow up any broad subjective descriptions. To what extent did

price, policy content, advertising, and the uses with which the product was associated with make it

different, and from what? Furthermore, whether or not respondents sold the product in question, and
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how they felt about this, appeared very quickly to encapsulate more general attitudes towards the needs

of the client. Hence this aspect was probed in more detail than had been anticipated at the outset.

Controlling the discussions was not therefore just a matter of leading a group in order to cover the

required ground, but also deciding in which direction the group was heading, and being prepared to

pursue a line of thought which had not been anticipated.

Whilst conducting group discussions in the branches it became apparent that further information could

be elicited from branch managers, which provided more detail about the new product than that gleaned

from the interviews held at headquarters and documentary analysis. This had not been planned for in

the design of the case study, however branch managers were very keen to discuss their attitudes towards

Living Assurance, the company's more general policy to NPD and launch activities, and the relationship

between branches and headquarters. Therefore at each branch visited, approximately 30 minutes was

spent discussing these issues with the manager before or after the group discussions. At no time was

the branch manager included as a member of the group, as it was recognised that this would have

impeded the respondents' ability to speak freely about themselves, the manager, and the company, thus

restricting the richness of data.

43 CONCLUSION

This chapter has introduced the aims and methodology used in this study. It has provided the rationale

for the focus of the research, and described the methods used to collect data during the different stages

of the programme. The PFS sector has been presented as an ideal vehicle for research into the

development and distribution of new products and associated activities, as it is probable that increasing

emphasis will be placed upon NPD and direct methods of distribution as competition within the sector

continues to grow.
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The first stage of the research concentrates upon the role of marketing research and associated

activities in new product development, through the means of an industry wide questionnaire. Analysis

of results will provide for a clearer picture of what developments are taking place, whether they are

underpined by marketing research, and indicate areas where improvements can be made. The second

and third stages concentrate upon exploring the NPD activities of a particular organisation. The major

objective being to examine the influences of organisational and behavioural factors upon the market

performance of new products. Moreover, the case study allows for further investigation of the control

and management of a direct sales force during the development and launch of a particular new product.

The research findings have particular relevance for all PFS organisations involved in developing new

products which are distributed through the medium of a direct salesforce.

More generally, by focussing attention upon the realities of NPD activity within the setting of a PFS

institution, the research provides insight into the gap between theory and practice. In addition, the

results can be of practical use in helping PFS organisations understand the factors that impinge upon

the development of new products and increase their chances of success.
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1- However this is mainly in the corporate banking sector, the penetration of foreign banks into
domestic retail banking is somewhat slower. Nevertheless there are some banks who see the retail
market as a prime target for growth in the UK.

2- Under the new regulations a life insurance company is responsible fro the selling techniques of tied
agents (even if they are self-employed). Ensuring compliance to the new rules will be expensive. For
example, Allied Dunbar spent £4 million on training in 1987 (Mitchell 1987 (a)).

3- For a more detailed discussion of the effects of the Financial Service Act on the life insurance
industry see Mitchell A (1987 (a)), A Real Life Dilemma, Marketin& 12 March, pp 24-26.

4- For example the Prudential, Guardian Royal Exchange, Allied Dunbar, National Westminster and
Halifax have all concentrated upon highlighting aspects of their support offering in the form of advice,
welcoming attitude, impartiality.

5- Direct marketing is a means by which the consumer can contact life assurance company by post.
Direct mail-shots of particular PFS products are sent to segments of a defmed population, and can also
appear in a number of national newspapers. The basic aim of this method of distribution, is to motivate
the consumer to return an 'invitation' for more information about an advertised life product, or,
alternatively, 'purchase by post'. Such methods are cheap and simple to put into practice, and allow for
very accurate targeting of consumers through such demographic systems as ACORN and Pinpoint.
However response rates can be. low, a survey conducted by Frith (1987) revealed that over half of the
respondents recorded fair to poor responses to direct selling campaigns, (no indication of the actual
size of response was given). Although traditionally used by insurance companies as an ancillary or
sometimes primary distribution technique, the general increase in competition in the PFS sector has
seen banks and building societies, and more significantly, competitors from outside the sector such as
retailers, using direct mail to market their products.

6 - The broker channel is made up of tied and independent agencies with a number of outlets on the
High Street, which provides some opportunity for the consumer to establish prior contact. Independent
brokers advise their consumers about the suitability of products available from their panel of Life
offices. These organisations can range from substantial companies such as Hogg Robinson, to small
owner-managed businesses (Feeney and Knott 1988). Tied brokers are ones who have decided under
the polarisation rules contained in the Financial Services Act 1986, to deal only with the products of a
single company.

7- The Financial Services Act 1987 deals with investor protection, and is the first attempt to regulate
comprehensively the fmancial services industry. Any firm wishing to sell investments must be
authorised under the Act; since April 29 1988 it has been a criminal offence to sell investment products
unless official authorisation has been obtained. Authorised businesses are required to conform to
wide-ranging conduct of business and capital adequacy rules. The new system gives the regulatory
organisations extensive powers of investigation, intervention and prosecution in each of the sectors.
For example, in the Life Insurance sector, the FSA requires intermediaries to polarize, ie to deal with
products of a single company or operate independently.



8- Under the terms of the FSA, the decision to be independent or tied must be accompanied by
registration with one of the following self-regulatory organisations (SRO), F1MBRA or LAUTRO, and
also must be advised to the customer)
9- Financial Intermediaries Managers and Brokers Regulatory Association (FIMBRA) - is the
regulatory body for those who seek to operate as independent financial advisers, ie those who advise on
and offer the products of several life companies.

10- Life Assurance and Unit Trust Regulatory Association (LAUTRO) - is the regulatory body of
those who sell the products of a single company. They may be employees of the firm, or branded
representatives (ie self-employed but trading under a particular company's name), or tied agents
(businesses trading under their own name but dealing only with products of one Life office).

11 - For a more in-depth discussion of individual frames of reference/paradigms see the Introductory
Chapter in Case Studies in Organisational Behaviour, Clegg, Kemp and Legge (1985).
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CHAPTER 5

THE POSTAL SURVEY

5.1 INTRODUCTION

This chapter presents the results of the postal questionnaire which investigates several areas of interest

relating to the development of new products across the PFS sector. It addresses the importance of new

products and marketing research in general, by revealing the types of undertakings of such activities in

respondent organisations. In so doing, it permits a comparison to be made between the approaches

and recommendations for NPD and marketing research found in the literature, and current practices in

the field.

The starting point of the survey, questions the importance of new products to respondent companies.

As the literature search has already indicated, NPD has been shown to be a factor in corporate survival

and growth, as well as providing for a means of competitive differentiation, in much of the research

undertaken in this area. In addition, type of development has been viewed by many writers as a catalyst

for success, with greater emphasis placed on innovative new products rather than rejuvenations of

existing lines. The survey, therefore, investigates the amount and type of NPD projects that have been

undertaken during the last 3 years, in order to establish how central the activity is in respondent

organisations.

The second area of interest, is devoted to investigating a key criteria associated with successful NPD,

that of marketing research. To meet the corporate objectives of survival, growth or differentiation, a

new product must also be seen to be successful. Marketing research is viewed by many writers as a

significant factor in this quest for success. It also provides the foundation for the general model of

NPD, as each stage of the recommended process indicates that some form of research needs to be

carried out before the next stage of the model can be undertaken.
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For the purposes of this study, marketing research is therefore viewed as an indicator of the importance

placed on new products by respondents, as results from other research studies have shown (Cooper and

Klienschimdt 1987, Rothwell 1976, Rubenstein 1976) that the use of such techniques increases the

probability of product success.

The third area that the survey investigates, is the type of approach taken by respondent organisations

towards NPD activities. The most widely known and copied model of NPD in the literature (Boo;

Allen and Hamilton 1982), sets down all of the stages of development that a new product should

undergo before reaching the market place. Such models could be viewed as an aid to the decision

making, planning and management tasks associated with NPD. On the other hand, there appears to be

an underlying assumption that their use guarantees success. Indeed as the literature has shown, some

writers (Golding 1983, Cooper 1982) are concerned that the existing models of development are too

structured and narrow in their approach. They advocate the need for a more contingent account to be

taken of the variety of factors that can impinge upon the development of new products, affecting the

outcome of projects undertakenin this area. However, such theorists have concentrated their research

upon organisations within the manufacturing, and it is not clear, therefore whether the results of their

findings can be applied to other industries, such as personal financial services.

In order to examine the applicability of each approach, the survey concentrates upon discovering what

stages of development new PFS products go through before they reach the marketplace. It also looks

at some of the contingencies that may affect the ability to undertake NPD and marketing research. The

findings of the survey will provide results that can be compared with some of the research undertaken

in other industries, as well as contributing to the debate about the relevance of the different approaches

to new product development.
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5.2 METHODOLOGY

A two-stage approach to data collection was adopted, the first stage was conducted during the latter

part of 1986 and involved 20 personal interviews with marketing and marketing research executives

from financial institutions,(banks, building societies and insurance companies), and from consultancies

with fmancial organisations as clients, (market research, new product and advertising agencies). The

aim of the interviews was to gain an initial impression of the state of the art of new product

development and identify relevant uses of marketing research at different stages of the process. A wide

rang of opinion was expressed during the interviews, ranging from the type of new product activity that

was currently taking place in respondent's companies to the political nature of some development

projects. Several of the consultantcy firms interviewed were retained on an on-going basis by some of

the large PFS organisations and were able to provide some useful insights into their NPD and

marketing research activities. This information was also very helpful in formulating the postal

questionnaire. This was pre-tested on 5 respondents from the pre-selected sectors and after suggested

changes had been made to the layout, design, and meaning of some of the questions, the questionnaire

and a covering letter, (see Appendices 3 and 4 for examples), were sent to the marketing research

manager (1, 2), in each of the selected companies. A summary of results was offered to prospective

respondents, to provide an incentive to take part in the survey. In addition, confidentiality of all

information received was guaranteed.

The questionnaire was therefore sent to all the banks (106), building societies (164), and insurance

companies (122), within the UK, which were listed in the relevant yearbooks. This gave an assumed

total population size of 392. However 19 questionnaires (10 banks, 2 building societies, and 7 life

insurance companies), were returned without contact being established. Whether this was due to

change of address after inclusion in the appropriate yearbook, closure of business, or for other reasons

remains unknown.
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A more extensive search may have produced more information about the reason for non-contact,

however this was prevented due to time constraints. A further 17 questionnaires were also returned by

sampled organisations who were unable to take part in the survey for the following reasons:

(a) Of the 106 companies contacted in the banking sector, 8 stated that they were not involved in

supplying personal financial services.

(b) At the time of the survey, 5 of the building societies contacted were involved in transferring

their engagements to other societies and therefore were unable to compete the questionnaire.

(c) An additional 4 organisations (2 insurance companies and 2 building societies), stated that they

were receiving an increasing number of requests for information, and due to reasons of

confidentiality and amount of time involved in completing questionnaires, a policy of non-

participation had been adopted.

In total, 36 questionnaires were returned for the reasons stated. This amount was deducted from the

original total population size of 392, leaving a final sample population of 356 organisations spread

across the following sectors:

88 Banks

155 Building Societies

113 Insurance Companies

After one reminder 106 usable returns were received, giving a final overall response rate of 29.77 per

cent. Respondents were from the market sectors listed in Table 5.1:



Insurance Companies

Building Societies

Sub-Sector

Banks

Number
Contacted

88

113

155

Responses
Received
Nos (%)

19	 21.59

41	 36.28

46	 29.67
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TABLE 5.1

OVERALL RESPONSE RATE ANALYSED BY MARKET SUB-SECFOR

Sub-Sector	 Response Rate

(No)	 (%)

Banks	 19	 17.92

Insurance Companies	 41	 38.68

Building Societies	 46	 43.40

Overall response rate	 106	 100

A response rate of 29.77 per cent is reasonable for this type of survey, however care should taken in

relating these results to marketing research and NPD activity in the overall FF5 sector. This is due to

the possible existence of non response bias, which may mean that results exaggerate or understate the

real position facing organisations involved in NPD activity. In addition, the smaller number of

respondents received from the banking sub-sector, may have biased results in favour of insurance

companies and building societies who did respond to the survey. Table 5.2 analyses response rates by

total number of organisations contacted in each sub-sector:

TABLE 5.2

RESPONSE RATES BY SUB SECTOR
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The limited response rate of 2139 per cent from banks, is believed to derive in part from the lack of

provision of products geared to consumers by a number of banks contacted. However, further analysis

indicated that approximately 21 per cent of banks that did participate, employed over 10000 staff. Such

banks are well represented on the high st, and are most active in providing PFS products to the

consumer. Greater response was received from both building societies and insurance companies,

possibly due to their greater involvement in NPD and MR activities.

Overall non-response to the survey may have been caused by a number of reasons, such as:

lack of provision of PFS products, there was no guarantee that all companies listed in the

yearbooks as providing PFS products did actually do so.

lack of interest in the survey, organisations may not have been involved in NPD activity and

felt that there was no reason therefore to respond.

lack of marketing or market research department, the questionnaire had been addressed to

the marketing research manager and if a company had neither function then there was a

possibility that the survey was discarded with.

timing of the study, several major new peices of legislation had taken place and further were

expected that represented significant changes for all organisations in the PFS sector. This

may have resulted in limiting the interest in the research.

Nevertheless, the following results do provide a representative view of the marketing research and NPD

activities of the 3 major subsectors involved in providing PFS products to the consumer.
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53 IMPORTANCE OF MARKETING RESEARCH AND NEW PRODUCT DEVELOPMENT

As the literature review has previously shown, there is an inherent assumption that some form of

marketing research should be undertaken at each stage of the prescribed NPD model. This is

associated with the basic premis that all products must be based upon consumer needs, defined by

marketing research that is carried out before any development activity takes place. Moreover, it is

recommended in the literature that further research is conducted at different stages of the NPD

process in order to ensure that these pre-defmed consumer needs are being met. Nevertheless, the

ability to carry out such research, and therefore take a more planned approach to NPD, was indicated

in the literature search (Cooper 1988, Golding 1983), as being highly dependent upon the resources

available to the individual company. It was decided therefore to investigate in more depth, the

infrastructure that enabled marketing research to carried out within PFS companies. One clear

indicator was determined to be an organisation's marketing research budget. However, it was pointed

out in the preliminary interviews that information about an organisation's total funds for research and

development activity would be difficult to obtain.

It was decided therefore, to use size of company, in terms of the total number of employees, as key

determinant of an organisation's ability to carry out and invest in marketing research and, by

implication, planned NPD.

Information relating to size is given in Table 53, which classifies organisations by sub-sector and

number of employees:
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TABLE 53

NUMBERS OF EMPLOYEES IN EACH SUB-SECFOR

Sub-Sector	 Total No of
Nos of Employees	 Banks

	
B.Socs	 In&Cos	 Respondents

(%)
	

(%)
	

(%)
	

(%)
	

(No)

Under 100
	

36.85
	

36.97
	

14.63
	

292
	

31

100 - 499
	

21.05
	

32.60
	

19.52
	

245
	

26

500-999
	

5.26
	

8.69
	

14.63
	

10.4
	

11

1000-9999
	

15.79
	

19.56
	

48.79
	

30.1
	

32

Overl0000
	

21.05
	

2.18
	

2.43
	

5.7
	

6

Population = 106

The split between each size category is an arbitrary figure, but one that is believed to be comprehensive

enough to allow for comparisons between organisations to be made. Indeed, those firms employing

less than 500 employees were seen as having a limited amount of resources to spend on marketing

research and NPD activity, in comparison to those companies with over 1000 staff.

A further indication of an organisation's ability to carry out marketing research was felt to be

represented by the presence of a marketing function. Traditionally, marketing has encompassed a wide

range of duties from product management to promotion and advertising. However the foundation for

all such activities is research, indeed, Kotler (1984) states that:

"marketing information is a critical element in effective marketing as a result of the trend towards

national and international marketing, the transition from buyer needs to buyer wants, and the transition

from price to nonprice competition."



No of Employees

Under 100

100 - 499

500-999

1000-9999

Over 10000

Population = 106

AU
Cos
(Nos)

31

26

11

32

6

Marketing
Function
(Nos)

20

24

11

30

6

Marketing
Function
(%)

64.51

92.30

100.0

93.75

100.0
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This would presuppose, therefore, that all organisations involved in marketing activities have a

commitment to marketing research. However, the importance of such tasks may again vary according

to size of organisation, and resources available:

TABLE 5.4

MARKETING FUNCTION BY COMPANY SIZE

The results in Table 5.4 indicates that there is a high incidence of marketing functions in all of the

companies contacted, with the exception of those organisations employing under 100 employees

(35.49%), who were less likely to have the resources available for such activities. Nonetheless, it

appeared that even in those organisations who stated that they did not have a stand-alone function,

other operational departments had a residual responsibility for marketing. For example, specialist

areas such as unit trusts or pensions were assigned the responsibility for marketing products that came

under those classifications. In addition, the marketing function was undertaken by external agencies in

a small number of cases, or, alternatively, seen as one of the duties of branch managers or field staff,

rather than one managed centrally at head office.

Even when such factors were ignored, 85.85 per cent of respondents had a facility for conducting

research through their marketing function. This indicated a greater probability that marketing research
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per se would be carried out in respondent companies. Indeed, it was felt that staff employed in this

function would be more likely to appreciate the benefits associated with such techniques and apply

them where possible. However, before it can be argued that the existence of a marketing function is an

indicator of an organisation's ability to undertake market research, size of marketing department and

the types of activities undertaken need to be considered.

TABLE 53

NUMBER OF STAFF IN MARKETING FIJNCFION BY SIZE OF COMPANY

Sample=91

Table 53 indicates that number of staff employed in the marketing function is related to the overall size

of organisation. An increase in the total number of employees is mirrored by a similar increase total

number employed with specific marketing duties. Larger organisations with greater resources, appear

to have invested heavily in departments of up to 100 staff. At the other end of the scale, small

organisations are employing between 1-15 personnel in this area. Greater consideration, however, could

have been given to the composition of this latter classification in the design of the questionnaire. For

instance, employing, say, between 1-3 members of staff to undertake all the marketing duties in a

company of up to 1000 personnel, would on the surface convey a lack of investment and attention given

to this area. However, the same cannot be said for organisations employing up to 100 staff of which up
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to 15 per cent might be involved solely in marketing. This would represent a staff cost of approximately

150,00 to 200,000 pounds a year, which would indicate a very strong commitment to this function. The

results presented in Table 53 could therefore have been improved if a further categories of 1-5 and 6-

10 employees had been added.

In order to establish whether NPD and marketing research activities were part of the duties undertaken

by the marketing function, respondents were asked to indicate which of the areas highlighted in Table

5.6 they were responsible for.

TABLE 5.6

DUTIES CARRIED OUT BY MARKETING DEPARTMENT

Sample=91
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It was apparent that marketing research and new product development activities were undertaken in

large number of respondent organisations, with over 75 per cent of marketing departments involved in

these activities. Promotion, direct mail and advertising were further well represented tasks that

respondent companies undertook. It could be argued that this is a further indication of the use of

marketing research as each of these areas requires an underpining of research if it is to be successful

and meet target audiences.

Some organisations, it was realised, could have had a discrete function in charge of marketing research

activity, pointing towards an even greater commitment to this area. Respondents were therefore asked

if they had a separate marketing research department, Tables 5.7 and 5.8 illustrates the answers by type

and size of organisation.

TABLE 5.7

MARKETING RESEARCH FUNCFION BY SUB-SECFOR

Sub-Sector

Banks

Insurance Companies

Building Societies

Total

Total No of Cos
in Each Sub-Sector

19

41

46

106

Cos with
M/R Function

(No)	 (%)

5	 2631

11	 26.82

15	 32.60

31	 29.24

Sample= 106
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TABLE 5.8

MARKETING RESEARCH FUNCFION BY COMPANY SIZE

Sample = 106

Just under one third of all respondent organisations had a separate function that dealt solely with

marketing research (29.24%). There appeared to be no significant difference between types of PFS

company, however as would be expected, size of organisation did influence whether or not an in-house

marketing research department was in existence. Indeed, 50 per cent of those companies employing

between 1000-9999 staff had such a department, in addition to over 66 per cent of firms with over 10000

personneL

Further supplementary information provided a clearer picture of the numbers of staff employed in

marketing research function, and the length of time it had been established. The majority of the 31

organisations with marketing research departments,(87%), employed between 1 and 3 staff. Although

one bank employing over 1000 staff, stated that they had 20 individuals working in this area. In

addition, one building society and one insurance company, employing a similar number of personnel,

stated that they had 6 members of staff in their respective marketing research departments. Over half

of the 31 companies (61.29%), had established departments during the last five years (1982 -87), with
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nine being set up in the last 2 years (1986-87). This latter attention to setting up a marketing research

function, interestingly coincides with the increasing competition across the PFS sector.

These results reviewing the existence of marketing and marketing research functions within and across

different types and sizes of PFS organisations taking part in the survey, reveal that the majority of

respondents have the facilities to undertake marketing research. Furthermore, investment in

resourcing this function is indicative of the fact that some importance is attached to it. That the

infrastructure is in place to carry out marketing research is clear, however this does not immediately

establish whether it is viewed by respondent companies as an important activity underpining NPD

projects. In order, therefore, to understand the relationship between the two tasks in greater detail, the

survey looks specifically at the amount of NPD and associated marketing research undertaken by

respondent companies. Only then will be possible to determine the importance of planned NPD in the

PFS sector.

5.4 NEW PRODUCT DEVELOPMENT

5.4 (i) - Amount and Type

In general terms, a great deal of evidence of new product development (1,2) was reported, 97 (91.5%)

organisations, stating that they had been involved in some form of NPD activity during the period

between February 1987 and February 1988. As Table 5.9 shows, there was little variation in this high

incidence rate across type of organisation. It is marginally lower in the banking sub-sector, but this

may be related to the limited presence in consumer markets of the smaller, more specialist banks that

were included in the sample.
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TABLE 5.9

INVOLVEMENT IN NEW PRODUCF DEVELOPMENT DURING LAST YEAR

Population = 106

The results show that 8.5 per cent of the total sample of respondents had not had any involvement in

NPD during the specified time period.

Closer analysis of size and type of these organisations, indicated that this percentage figure was made

upof:

3 banks

4 building societies

2 insurance companies

all of whom employed under 500 staff.

A major reason for non-involvement in the development of new products was associated with the

limitation upon existing resources. It appeared that in smaller organisations concentration upon one

major task precluded involvement in other areas, for example the following justifications were given for

non-involvement:

Preoccupation with consolidating and improving trading accounts.

Internal policy decisions to upgrade computerised database.

Re-definition of corporate strategy in light of FSA legislation.
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Other reasons given centred around the wish to retain traditional products aimed at a stable consumer

base, as such product changes only took place if required by legislation, or in accordance with interest

rate changes.

It is of course possible that companies currently undertaking new product development were more

likely to respond to a postal survey on the subject than were those not involved in such activities.

Therefore, results may show a more favourable picture of NPD than necessarily exists in reality.

However, 97 out of the total 106 respondents were involved in some sort of NPD activity, indeed, the

results in Table 5.10 indicate that some companies used more than one development route. Half of the

respondents who undertaking NPD, introduced new products into new markets, while over 84 per cent

placed at least one new product in an existing market.

TABLE 5.10

TYPES OF PRODUCT DEVELOPMENT UNDERTAKEN IN LAST YEAR

Product/Market
	

Respondent Undertaking

(%)

New Product/New Market
	

47.42

New Product/Existing Market 	 84.53

Rejuvenated Product/New Market 	 13.4

Rejuvenated Product/Existing Market	 50.5

Sample=97

Table 5.10 demonstrates that respondent companies were more familiar with developing both new and

old products for existing markets. In terms of the attention paid to new markets, very little was given to

developing old products, whereas the development of new products into new markets appeared to be

dependent upon size of respondent organisation:
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TABLE 5.1!

DEVELOPMENT OF NEW PRODUCFS FOR NEW MARKETS

Sample = 106

As Table 5.11 shows, involvement in the development of new products for new markets, increased at a

similar rate to company size. This result is not surprising, larger organisations were expected to have

more resources available for investment in NPD, being able to afford to be involved in the most risky

type of development activity. Moreover as the results have already indicated, larger organisations had

the marketing research infrastructure in place, allowing them to scan the marketplace for new

product/market opportunities in a systematic fashion. What had not been anticipated, was the high

percentage of small to medium sized firms (41.8%), developing new products for new markets. This

could have been the result of the new competitive framework which was encouraging greater

diversification into new areas, than had previously been the case.

5.4 (ii) - Idea Generation

A formal process for searching for ideas outside as well as inside organisations is recommended in the

NPD literature (Bowers 1989). Active searching for new ideas allows a firm to stay in touch with

changes in its environment, and anticipate new movements and trends, and gain time on competitors.



89.69

7835

26.80

58.76

4.12

48.45

31.95

8.24

30.92

43.29

65.97

6.18
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Several in-house and external sources were used by respondents in generating new ideas. Table 5.12

highlights top management and the marketing department as the most influential sources of new ideas,

(89.69% and 7835%), followed by sales staff, (58.76%). Further analysis showed that top management

input was highly significant for all size categories, excluding those companies employing over 10,000

staff whose executives may have had very little involvement with product development activity. Top

management in smaller firms however were far more likely to be involved in all aspects of development,

as such companies lacked a specific marketing function. Moreover, it was felt that they were less

inclined to have hierarchical structures.

TABLE 5.12

SOURCES OF IDEAS FOR NEW PRODUCFS

Idea
Source

-HOUSE SOURCES

Top Management

Marketing Department

Marketing Research Department

Sales Staff

Venture Groups

TERNAL SOURCES

Advertising Agency

Marketing Research Agency

New Product Agency

Changes in Government Policy

Customers

Competitors

Overseas Markets

Involved in NPD

Sample=97
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Competitors were the most significant external source of new ideas (65.97%). This is to be expected

given the ease of copying products, if they meet with existing systems and ranges within a company.

However, advertising agencies were also an important source, especially in larger organisations (1000-

999 and over 10000), 35 companies across these two categories (92%) accounting for 74.3 percent of

total usage of this source.

Although larger companies are more able to afford agency involvement at this stage, employing such

expertise can be beneficial in generating innovative ideas. This could therefore indicate that larger

concerns are placing greater reliance upon new products that are very different from competitors, thus

allowing for a means of clear differentiation in the marketplace. Customers were also an important

fund of new ideas for banks and building societies (62.5% and 47.61%), although only 30.76 per cent of

insurance companies cited this source for idea generation. This appeared to be due to the fact that

intermediaries, (ie sales force, brokers), were viewed as the customer by the majority of insurance

companies in the survey. Further analysis of sources of ideas for new products by type of organisation,

demonstrated that 85 per cent of this sector view sales staff as an important source of ideas.

Surprisingly, further examination of this source of ideas indicated that 65 per cent of respondents could

be classified as small (ie employing less than 500 staff). On face value this result was unexpected as size

was thought to delimit the ability to involve the use of customer groups for idea generation. Further

consideration however, revealed that a smaller company is more likely to be closer to their client base

than their larger counterparts, and therefore better able to make use of this valuable source of

information in an informal way.

Marketing research departments were not significant in-house sources, a breakdown of results by size

shows limited utilisation in smaller organisations, although greater use is associated with increase in

number of employees:
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Under 100	 8.3%

100-499	 15.4%

500 - 999	 27.3%

10000-9999	 53.1%

Over 10000	 333%

This restricted use clearly relates to a lack of marketing research function, as previously indicated, only

31 (29.24%) of all respondent companies had a separate function for research purposes. Somewhat

surprisingly, very large organisations did not place great emphasis on this department for idea

generation. However fmdings from the early interviews highlighted that advertising, new product and

marketing research agencies were retained for this purpose by the larger PFS companies, in some

cases, on a continual basis. Indeed, in cases where outside expertise in idea generation was bought in,

the main function of a marketing research departments may have been to provide a more general

support service across all departments in an organisation.

5.4 (iii) - Number of New Ideas

The overall number of ideas generated by the various internal and external sources varied greatly from

anything between 1-100. Over half (52.6%) of the companies answering this question, stated that as

limited records were kept of NPD activity per Se, there was difficulty in keeping track on how many

ideas were generated. From the analysis of the sources used it would appear that there is a significant

amount of idea generation takes place, but in an unstructured manner if records are not kept, or more

importantly numbers of new ideas cannot be recalled.

5.4 (iv) - Initial Screening

The screening stage is the first step in the selection process and is in effect a rough filter which enables

the rejection of ideas that do mot meet with an organisation's goals, product policies, and capabilities

(both technical and administrative). Its basic purpose is to provide the third stage of the NPD process

with only those ideas that are worthy of detailed evaluation.
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Respondents involved in NPD activity (97), were asked what criteria, if any, was used in deciding

whether or not to further develop a product idea. Table 5.13 indicates that a large percentage of

companies used at least one method to aid decision-making in this area. The most important of these

measures, was profit forecasts, 7835 per cent of respondents stating that they used this development

criterion. Cost considerations, (67.01%), minimum sales revenue forecasts, (64.74%), and market

share forecast,(62.88%), were also popular methods of appraising the potential of a specific new

product.

TABLE 5.13

NEW PRODUCT DEVELOPMENT DECISION CRITERIA

Respondents
Involved in NPD

(%)

64.97

53.60

42.26

67.01

78.35

30.92

62.88

Criterion

Activity

Minimum Sales Revenue Forecasts

Fit with Existing Product Range

Fit with Corporate Image

Cost Considerations

Profit Potential

Entry into New Markets

Increasing Market Share

Sample = 97

Although some of the above criteria are heavily used in aiding further development decisions, the

greatest emphasis was placed upon cost and revenue returns as opposed to market considerations.

Furthermore, little concern was given to reviewing opportunities to enter new markets, highlighting the

lack of attention given to this form of NPD by many of the surveyed companies.
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As the literature search has shown, the initial screening stage can also include some prior evaluation of

consumer reaction to new ideas before they are progressed any further. According to survey responses,

this stage was the subject of limited marketing research, with only 23.69 per cent of respondent

companies (23) obtaining consumer reaction to a new product idea. A major reason given for not

undertaking marketing research was that it was too expensive (43.2%) and time consuming (37.8%), or

seen as unnecessary by some companies because of the reactive nature of ideas (18.9%). These

responses came mainly from smaller organisations (employing less than 500 staff), who had limited

resources and carried out desk research using their own sales data, syndicated surveys. They made

informed guesses about market appeal as they felt that they had enough knowledge about their

customer base to know what appealed to them. This point was initially highlighted in the interviews

held with marketing research professionals. They indicated that a lot of development decisions had

been made in the past on the basis of fit with existing product range and systems, in addition to a

reliance on 'gut' reaction. It was also inferred that there was an unwritten assumption in the industry

that new product ideas were researched during their initial development. If another company decided

to copy or remodify a competitor's original idea for their own product range, they didn't bother to

undertake research because they assumed that this had akeady taken place. It was felt that little

foresight was given to differences in existing customer segments, changing tastes and needs, ie that even

if research had been carried out initially, the passage of time and other disparities would limit the

application of earlier results.

At this stage of the NPD process, respondents were asked to try to quantify the proportion of ideas that

were rejected after being subjected to the different feasibility criteria. However, the majority of

organisations were unable to answer this question, because as already stated, a record of NPD activities

was not kept.



96

5.4 (v) - Product Definition

The next stage of the prescribed NPD process involves converting a product idea into a more defined

version with specific attributes which will be launched into the marketplace. The literature

recommends that marketing research is carried out at this stage in order to ensure that the developed

product reflects the needs of consumers, and also to gain market reaction from prospective purchasers.

It is after such research takes place that changes can be made to the product. For example, if research

indicates that certain aspects of the product are disliked or not understood by consumers, then it is

possible for the new product to be altered to mirror market demand.

Respondents were asked whether they carried out any marketing research in order to gain consumer

reaction to a new product before it was launched. Results showed that 43.29 per cent of organisations

involved in NPD, obtained consumer reaction to developments before launch. Further analysis

revealed of this result by type of company, revealed that a greater percentage of banks are involved in

this activity, as opposed to building societies and insurance companies:

Banks	 68.75%

Insurance Companies 	 35.89%

Building Societies	 40.47%

Sample = 42

In addition, it was found that research at this stage of development was related to size of organisation.

As numbers of employees within respondent organisations increased so did the incidence of obtaining

consumer reaction:
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TABLE 5.14

CONSUMER REACTIONS OF NEW PRODUCFS BY SIZE OF ORGANISATION

Sample = 42

Respondents involved at this stage were asked who undertook research. In-house sources, such as

marketing and marketing research departments, were used by the majority of these of organisations (

85.71%), followed by marketing research agencies (59.71%). The most popular methods of obtaining

consumer reaction to a new product were discussion groups (69%), and in-depth interviews (57.14%).

Number of consumers involved varied with the method used but, on average between 5-20 individuals

were used for discussion groups, with anything up to 500 respondents taking part if a large survey was

undertaken.

Mock-up brochures (69%) and story board techniques (42.85%) were the most popular ways of

presenting new products to the consumer. There was very limited use of any other presentation

methods, although 3 organisations did state that they used written descriptions of a new product's

features and benefits together with some promotional claims, as a presentation method.

Reasons given by the 56.71 per cent (55) of organisations not involved obtaining consumer reaction at

this stage of the development process, related to the overall relevance of conducting research. Cost and

timing involved, copying of products, and the ability of the consumer to take part were all put forward
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as valid reasons. The following section provides a cross-section of comments associated with each of

these areas:

(a) Cost/Timing of Research

-	 the cost of research is greater than the cost of product failure.

-	 products tend to be natural extensions of existing products, and we have inadequate resources

to carry out research.

-	 the expense is too high for a small society, and the market moves too quickly.

-	 a shortage of time and the expense, in addition product success depends on the interest rate.

-	 in financial markets the impact of launch is important, thus a gradual dissemination of product

information would be inappropriate.

-	 having done initial research and got the go-ahead, time and cost is too short to involve more

research.

-	 we see the need to react extremely quicidy to new products and new ideas. Testing consumer

reaction would delay the launch of a new product in which time our competitors could well

steal an advantage.

(b) Copying of Products

-	 generally speaking we are imitating a product which is already proving to be successful for a

competitor.

-	 we are inevitably going to 'mould' products already available elsewhere. We can see if they are

already successful, and we are good judges of our own 'mouldings'.

-	 we know enough from general research findings to make informed judgements.

(c) The Consumer

-	 difficulty in isolating the consumer, as products are sold through financial intermediaries we

are selling the new product to them rather than the consumer.

-	 the financial market is so broad that fine targeting isn't necessary.

-	 not necessary in the insurance market, often products are too complex for consumers to

understand the details.

-	 the marketing of products is done through intermediaries, we have little contact with the final

consumer - we listen to intermediaries suggestions.
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in many cases consumers are not sufficiently aware of life assurance to enable them to assess

potential products...the intermediaries are more able to do this.

insurance products stimulate little consumer awareness or interest. Our products are bought

on a needs basis through intermediaries who are generally oriented towards price and

commission.

The above comments illustrate that the lack of research into consumer reactions to new products is

related in part to the PFS environment. As there are no means by which to patent new products, the

copying of other companies' products is a major NPD method. It appears that if a product is already

seen to be successful, then a copy of it will gain a similar market impact. In addition, as products can

be developed very quickly if existing administrative systems can be adapted, the timing of the

development process becomes crucial. Personal fmancial products were also viewed as being complex

and therefore difficult for consumers to grasp, which lead to the opinion that research into consumer

reactions had either limited relevance for the launch decision, or could not be carried out.

5.4 (vi) - Decision to Launch

The decision to launch was taken at senior levels in many of the companies answering this question.

Table 5.15 shows that specific departments or teams set up to oversee new product development were

rare. Further analysis demonstrated that such functions only existed in larger categories of

organisations, ie those employing over 1000 and 10000 staff.
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TABLE 5.15

THE DECISION TO lAUNCH

Saniple=97

5.4 (vii) - Criteria For Launch

The major criteria used for deciding whether or not to launch a new product concentrated on the

following areas:
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TABLE 5.16

CRITERIA FOR LAUNCH

Sample = 97

Profitability was viewed as a major criteria to aid the launch decision by 60.82 per cent of organisations

involved in NPD. However, Table 5.16 indicates that respondents used a combination of criteria in the

decision making process. Indeed, one respondent stated that they viewed product potential by asking:

"do our competitors sell the product in large enough volumes and can we sell it and make money from

it?"

In order to answer such a question the company would have to analyse competitor activity, and also

review the new product's potential sales revenue, associated costs and profit potential.

5.4 (viii) - Market Tests

Once the decision to launch a new product had been taken, a small percentage (23.71%) of respondents

(23) claimed to use market tests. Little difference appeared in results when analysed by sub-sector,

however the incidence of market tests increased dramatically in companies employing over 10000 staff.

TI
TIC

TIBA Y
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Surprisingly, a limited number of smaller organisations were also involved in testing new products

before launch. As a negligible amount of consumer reaction was gained by companies of this size at

other stages, market testing may have represented the major part of the NPD process, with research

efforts concentrated in this area only.

TABLE 5.17

MARKET TEST BY COMPANY SIZE

Sample = 97

The reasons given for not conducting market tests by the remaining 76.29 per cent of organisations

centred around the following:

(a) size of organisation - too small to warrant the expense.

(b) the cost - market testing was seen as an expensive consumer research method not necessary in

the PFS sector.

(c) ease of copying for competitors.

(d) results from market tests were unreliable.
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The majority of reasons given were associated with either factors outside of the organisations control or

ones of a more political nature. For example it was stated that:

'If you market test a PFS product, you are already committed to the systems and administrative support

for that product for a specified number of years, it is too late to evaluate benefits before committing the

costs'.

Market tests were also viewed as unnecessary, firstly, because the decision to launch was viewed as the

most important factor, and the new product would be launched whatever the results of tests were.

Secondly, as the copying of products was rife, market tests were irrelevant:

"new products are either going to be similar to existing products or competitors' successful products."

Competitive pressure was an additional justification given for not undertaking market tests of new

products. Lead times were seen as short, and it was felt that this type of testing made it far simpler for

competitors to copy new ideas. One respondent stated that:

"Market tests awaken competitors to new products which they can quickly copy and launch, before the

results from testing have been analysed."

A further explanation, specifically related to the insurance sector, was that new business was generally

obtained via consultants/field staff, and if they were seen to support a proposal then it was thought to

have a very good chance of succeeding.

5.4 (lx) - Withdrawal of Products

A decision to withdraw new products that had undergone market tests, had been taken by 23

organisations, (43.47%), involved at this stage of the development process. The number of products

that had been tested and then withdrawn varied between 1 and 10, and several reasons were given for

this. For example, changes in government legislation whilst the product was being tested, and changes

in interest rates making the product uncompetitive. A further reason for withdrawal, appeared to have

been caused by lack of knowledge and experience of managing a 'copied' product:
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"The administration associated with the product was far more complicated than we had anticipated -

we could deliver the product and test results indicated success, but we had not got the services to back

it adequately."

It can be seen that the arguments for withdrawal were associated with internal organisational problems

and external events outside of the company's control, rather than because market tests had highlighted

negative reactions. However, it is debatable whether respondents who had been closely involved in a

development project and, therefore, identifying with its outcome, would admit to the fact that the

developed new product was unsuccessful due to lack of demand. Overall then, the results revealed that

relatively few organisations (23.71%) undertook this stage of the NPD process. It appeared therefore

that the majority of respondents launched new products into the marketplace with very little hard

evidence of the probability of success in consumption terms, more attention being paid to past

experience, knowledge of the PFS market, and cost/profit forecasts.

5.4 (x) - Product Launch

The literature associated with NPD, highlights the increased probability of new product failure in the

marketplace, if market research is not carried out at each stage of the recommended NPD

model,(Knox 1988, Johne and Snelson 1987). However, the survey results had shown limited use of

marketing research, indicating little planned development activity, which would presuppose a high

failure rate for new products, if a theoretical approach is taken.

In order to establish whether launched products had subsequently failed in the marketplace,

respondents were asked to indicate the number of product withdrawals during the 3 year period prior

to receipt of the survey (3). A large number of respondents, namely 58.76 per cent (58), stated that

they had not withdrawn any of the products which they had launched during the time period. The

remaining 41.23 per cent of organisations (39), had withdrawn a total of 95 new products alter they had

been launched in the specified 3 years. This total number of product withdrawals was made up of:
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423% of respondents had withdrawn 1 new product

173% --------------------------2 new products

15.0%--------------------------3 new products

10.0%---------------------------4 new products

15.0%---------------------------5 new products

Sample = 39

This gave an overall average of 2375 new products per organisation, that had been launched and

subsequently withdrawn from the market. The reasons given for taking such actions were, once again,

mainly related to influences beyond the organisation's control, such as:

changes in interest rates

changing markets

government legislation.

Respondents who had withdrawn products after launch were asked whether they had undergone any

form of marketing research. Qnly half of the organisations, (21), involved in this task replied to this

question, perhaps evidence of a lack of research undertaking. However, for those organisations that did

reply, (63.15%), withdrawn products had incurred some form of research during development.

5.5 COMMENTARY

The general picture of NPD in the PFS sector gained from the survey is one in which a great deal of

attention is being paid to developing new products. it is not however, being undertaken in the

systematic and planned fashion that is recommended in the literature. This was partly caused by the

problems of copying and short lead times, which are inherent feature of the competitive nature of the

industry. That competition is increasing within the sector is in no doubt. However whether

organisations can use NPD to create a real differential advantage is. As the review of the

characteristics of the PFS sector has shown, there is a danger that competitive forces will concentrate

most of the business in this area in the hands of large organisations. The survey has further indicated
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that the ability to develop new products that are innovative may also be the reserves of large companies,

who have the resources to invest in marketing research, and by implication, planned NPD.

Indeed, in the personal interviews conducted with marketing research professionals prior to the survey,

assertions were made indicating that the use of marketing research in the development of new products

in the PFS sector was not common. It was seen as the preserve of larger firms, in most cases, the more

innovative organisations and the ones adapting most quickly to the increasingly competitive

environment. This fact was clearly justified in the survey, which identified a number of reasons for the

very limited use of marketing research in NPD compared with other sectors:

Ease of Copying by Competitors--Table 5.12 shows that competitors are the major external source for

new product ideas. Much marketing activity in NPD in the PFS sector appears to consist of rushing

'me-too' products onto the market. Accompanying research concentrates upon the tactics, (eg the

advertising message, the name), rather than the strategy, (eg will customers buy this product/concept

from this company?). This can be seen clearly in the number of similar products on offer to the

consumer.

For example, during the early interviews, one large building society stated that although they had been

the first to introduce a high interest account into the market, all of its competitors within that sector

rushed a similar product onto the market pausing only to think up a suitable name. There is clearly a

feeling that the low barriers to entry pressure suppliers to move quickly without much research effort of

the test marketing and product/concept test types.

Product Complexity--Many respondents reported that customer reactions to proposed new products

were not obtained because the complexity of PFS products were such that meaningful responses could

not be easily, (or cheaply), obtained. One respondent company stated that they had engaged the

services of qualitative research organisations in the past in the development of new product ideas, but

had found that the results were of little practical use as consumers were generally unaware of the

technical implications of their potential needs. It would seem that this line of argument could be

reversed; the more complex the product, the more research is necessary to ensure that the launched
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product is presented in an understandable way to consumers, and also to increase customer awareness

of their real and potential needs of certain fmancial products. Indeed, there have been some moves to

simplify product information in the insurance sector. Syndicate research conducted for some of the

larger companies in this sub-sector, indicated that information supporting and promoting new and

existing products was too complex for the average consumer to understand. By simplifying information

and implementing a campaign for plain English, sales personnel in these companies are able to use

brochures etc in their presentations and leave them with clients in the knowledge that they can

understand them (interview with marketing research manager at Abbey Life).

Cost of Research--A number of respondents mentioned the cost of research as a prohibiting factor

when compared to the cost of failure. The perceived cost of failure seemed to be only the direct, easily

identifiable expenditure, no account being taken of the 'hidden' costs of administrative and managerial

effort expended on weak products.

Accompanying these intrinsic costs are potential image problems arising from failed products affecting

consumer perceptions of other products in the company's range.

Committed to Launch--Another common reason given for the non-or limited-utilisation of marketing

research in the NPD process was that the firm became committed to launch the product at very early

stages of its development. Two major sources for this commitment were noted. One was senior

managers who for strategic planning reasons decreed that a particular product, or type of product,

would be launched, (quickly). The other source noted was government intervention. A prime example

is PEP's, (personal equity plans), launched in the 1986 budget, the major suppliers, particularly the

banks, felt pressured to launch a PEP at whatever cost. In these circumstances, the use of marketing

research was felt to be unnecessary.

Consumer Lack of Interest--There is a common perception in the industry that consumers are not very

interested in financial products. For example insurance products were seen to stimulate little consumer

interest or awareness, the products themselves being bought on a need basis through intermediaries

who were generally seen to be motivated by price and commission. The implication is less commitment
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to consumer based research, or where it is undertaken the value of information obtained is perceived

to be limited.

Personal Nature of Financial Products--Research into PFS products is likely to require consumer

respondents to reveal intimate fmancial data to the researcher. The willingness of respondents to

answer such questions and the accuracy of responses are potential problems which may inhibit the use

of market research (4).

Whilst marketing research is mentioned in a number of studies as a pre-requisite for planned new

product development, the results of the survey indicate that although this may be so, it is highly

contingent upon industry characteristics and the resources available for investment in individual

organisations.

This latter requirement appears to be the province of larger organisations, but even here the survey

findings show very limited evidence of the widespread use of marketing research at all stages of the new

product development process.

Given the individual firm's needs and experiences, as well as the fact that the environment in which it

operates change over time, it may be more desirable to consider a flexible process that allows for short-

cuts and modifications to the prescribed model. For example, the full scale model of NPD may be an

appropriate process when an organisation is considering its first entry into a new product market. The

results from the survey demonstrate that, as yet, little attention is given to this type of NPD activity.

However, as competition increases it will become even more important to enter new markets with new

products whose potential has been fully researched at each stage of a comprehensive NPD programme.

A more compact version of the entire process which concentrates upon the product evaluation stage,

leaving out all the other stages of the recommended model, may be more appropriate when

developments are concerned with existing products and/or markets. Indeed if the product and market

in question are thoroughly understood, and time is of the essence this could take the form of an internal

evaluation using secondary marketing research data, rather than involving the expense of gaining

consumer reaction.



109

This proposal for a more flexible approach towards pl pnning the development and research

requirements of PFS products is depicted more graphically in Figure 5.1. The original classification of

type of NPD, used in the research (P 10), which concentrated upon the degree of involvement required,

provides the horizontal axis. In conjunction with a parallel axis which ranges from new markets (100%)

to existing markets (0%), this provides 4 marketing research and NPD quadrants, based on the degree

of involvement required.

FIGURE 5.1

DEGREE OF REQUIRED INVOLVEMENT IN NEW PRODUCF DEVELOPMENT BY

MARKET AND PRODUCT TYPE
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