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Venture Capital in Ireland in Comparative
Perspective

FrRANK BARRY,” CLARE O’'MAHONY' AND BEATA SAXx#

ABSTRACT

his paper assembles the most comprehensive set of data available to offer a compara-

tive perspective on venture capital in Ireland. The paper charts the emergence of the
sector and the co-evolution of the demand and supply sides of the market. On the demand
side, a flow of investment opportunities emerged - particularly from the indigenous
software sector - for which venture capital represented an appropriate financing vehicle.
Concurrently, on the supply side, public policy - including publicly provided funding
- dramatically enhanced its availability. State support of the demand side has been a mul-
tiple of state support to the supply side of the market. Developing a self-sustaining VC
sector, however, is found not to be a straightforward task.

Key Words: Venture capital; development finance; high-tech start-ups

INTRODUCTION
“Venture capital’ refers to equity capital provided to early stage companies, where the
venture capitalist also typically contributes management support to the enterprise. This
type of capital is particularly appropriate to the needs of innovative start-up companies
where informational asymmetries and the absence of collateral and reputation preclude
access to more conventional forms of financing, and where the provision of equity relaxes
the time constraints that enterprises would otherwise face.

Because of the link with innovative start-ups, the availability of an adequate supply of
venture capital (VC) is usually seen as a necessary precondition for the emergence of inno-
vative and dynamic regions. This draws on the model of Silicon Valley, which has been
portrayed as an ecosystem consisting of two elements: (i) an economy of established firms,
universities, research laboratories, etc., which produces output and innovations, and (ii) an
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2 Venture Capital in Ireland in Comparative Perspective

institutional infrastructure, with venture capital at its core, which enables the creation and
growth of new start-up firms (Kenney, 2004).

Governments across the globe have responded by adopting policies aimed at ensuring
the availability of venture capital at the regional level. Many such policies have ended in
failure however. Avnimelech et al. (2005) suggest that part of the problem has been one of
conceptualisation, where the absence of VC is seen as a purely supply-side deficiency. They
point to necessary demand-side factors in sustaining a VC market, noting that ‘a vibrant
VC industry is dependent upon a flow of investment opportunities capable of growing in
value quickly enough to provide capital gains justifying the investment risks’ (Avnimelech
et al., 2005: 199). An inappropriate focus solely on the supply side is one of the grounds
on which Mason and Harrison (2003) critique the United Kingdom (UK) regional venture
capital initiative.!

The venture capital market expanded dramatically in Ireland in the early to mid-1990s,
just as such a flow of investment opportunities emerged, primarily in the indigenous
computer software sector, the most dynamic indigenous high-tech sector of the ‘Celtic
Tiger’ era (Crone, 2004; O Riain, 2004).

This paper is structured as follows. The next section presents an overview of venture
capital and private equity (PE) markets in the US, Europe and Ireland. The following section
looks in more detail at the supply of VC and how it has been influenced by legislation and
by the provision of public funds, with the latter ranging from unimportant in the case of
the United States (US) to being of well above average European importance in the Irish
case. This section also illustrates the very high degree of internationalisation of the Irish VC
market and addresses the justification for state provision of VC funds under these condi-
tions. The fourth section analyses the sectoral allocation of VC and the demand side of the
market, investigating the role of Ireland’s development agencies in directly supporting the
types of firms for which VC finance is appropriate. The concluding comments focus on the
co-evolution of the supply and demand sides of the VC market and seek to draw lessons of
broader applicability from the Irish experience.

OVERVIEW OF VENTURE CAPITAL AND PRIVATE EQUITY MARKETS IN THE US,
EUROPE AND IRELAND
Prior to 1980, venture capital financing in the US was regarded by many as a ‘cottage
industry’. Significant new legislation adopted around this time would influence its further
development. This legislation included:

* The Revenue Act of 1978 and the Economic Recovery Tax Act of 1981, which reduced
the capital gains tax rate and raised the incentives for long-term investments

e ERISA 1979 (the ‘Prudent Man’ Rule), which changed the investment rules for pension
fund managers, allowing them to place funds in high-risk investments

e The Small Business Investment Incentive Act of 1980, which defined venture
capital-type funds as companies that stimulated economic growth by encouraging
entrepreneurship
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* ERISA 1980 (‘Safe Harbor’), which clearly distinguished between investment fund and
pension fund managers. This made it possible for pension funds to be accepted as part-
ners in venture capital funds, without the risk of incurring the same extent of liability
as in the case of investment funds.

Implementation of this new legislation (amongst which the ‘Prudent Man” Rule was seen
by many as the most important) helped the market to develop in the 1980s. Venture capi-
talists of that time were instrumental in such success stories as Apple Computers, Cisco
Systems, Genentech, Microsoft, Netscape, Sun Microsystems and Starbucks (Gompers,
2007). Growth was particularly dramatic in the 1990s: while the market reached a maximum
of only $5.5 billion in the 1980s, the number of venture capital funds increased from 43 to
629 between 1991 and 2000, by which time capital commitments had risen to well over
$100 billion. As Table 1 reveals, the US market has not yet returned to the levels prevailing
before the collapse in 2000 of the dot-com bubble.

Table 1: The US Venture Capital Market (€ billions), Annual Averages

1990-1997 | 1998-2000 | 2001-2003 | 2004-2006 | 2007-2010
Funds raised 6.4 63.9 23.6 21.7 15.4
Funds invested 4.8 57.3 26.8 18.8 17.6

Source: National Venture Capital Association (NVCA) Yearbooks. Data converted to Euros (European Currency Units
(ECUs) prior to 1999) using Eurostat exchange rates

The equivalent data for Europe, which are available only for funds invested, are shown in
Table 2.2 European VC funding expanded over the 1990s as it did in the US but the bubble
and subsequent downturn were far less dramatic than in the latter case. Ireland is seen to
conform to the general European pattern.

Table 2: Venture Capital Funds Invested (€ billions), Annual Averages

Country | 1990-1997 | 1998-2000 | 2001-2003 | 2004-2006 | 2007-2010
Europe 2.8 12.1 10.1 134 52
UK 0.7 34 2.6 6.1 1.3
Germany 0.5 2.6 1.6 .1 0.8
France 0.5 1.8 1.3 1.6 1.0
Ireland 0.03 0.1 0.10 0.09 0.05

Source: Own calculations based on European Private Equity and Venture Capital Association (EVCA) Yearbooks data

Table 3 reveals that a turn-of-the-millennium bubble is much less in evidence in the aggre-
gate private equity market. Funds raised and invested generally continued to grow until
the onset of the global financial crisis, though Ireland stood somewhat apart from the
general European trend.
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Table 3: Private Equity Funds Raised and Invested (€ billions), Annual Averages

Countries | 1990-1997 | 1998-2000 | 2001-2003 | 2004-2006 | 2007-2010
FUNDS RAISED
Europe 6.9 31.3 31.5 70.5 494
UK 3.4 12.2 16.6 43.6 26.7
Germany 0.7 3.9 2.2 2.6 2.4
France 1.0 5.2 4.1 8.2 5.5
Ireland 0.05 0.23 0.16 0.05 0.17
FUNDS INVESTED
Europe 5.6 24.9 27.0 51.7 48.3
UK 2.4 10.6 10.3 27.9 21.3
Germany 0.7 3.3 3.1 3.3 5.6
France 1.0 3.3 4.5 7.5 7.5
Ireland 0.03 0.13 0.17 0.09 0.13

Source: Own calculations based on data from EVCA. Converted where necessary to Euros (ECUs prior to 1999) using
Eurostat exchange rates

A large part of the European private equity industry constitutes buyout transactions,
particularly for the UK (Figure 1).> The Irish situation is quite different.

Buyout transactions constituted only a very small part of all private equity transactions
in Ireland other than in 2003 and 2007 (Figure 2).

These two years, 2003 and 2007, represented the highest volumes of funds ever invested
by Irish VC funds, with the vast bulk of the investments occurring in Ireland. Of the €255
million invested in 2003, for example, only €13 million went overseas, as will be shown
later (Figure 9). The remainder included seven buyout transactions totalling €176 million.*

Figure 3 expresses venture capital investments as a share of national income. Even for
the US at the height of the dot-com bubble, investments per annum came to less than 1 per
cent of gross domestic product (GDP). Ireland until the second half of the 2000s recorded
values close to the EU15 average, even though it is likely that Irish indigenous firms -
which make up the demand side of the VC market - are less concentrated in high-tech
sectors than would be the case for the EU15.°

Figure 4 provides data on the breakdown of VC finance between funds committed to
the early seed and start-up phases and the expansion phases of enterprise development.
The share of early stage financing in Ireland changed substantially over the years, with
expansion phase projects predominant prior to 1998. Since then, Ireland has been far above
both the European average and the US in terms of the proportion of VC finance going to
early stage investments.
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Figure 1: Venture Capital Investments as a Share of all Private Equity Transactions
(Average Annual Percentage, 1990-2010)
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Source: Own calculations based on EVCA data

Figure 2: Venture Capital Investments as a Share of all Private Equity Transactions in
Ireland (1990-2010)
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Figure 3: Venture Capital Investments as a Percentage of National Income (Average
Annual Percentage)
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Note: Gross national product for Ireland, except where included as part of EU15; gross domestic product for all other
countries. Venture capital data for Luxembourg are only included from 2007
Source: Own calculations based on EVCA and NVCA data

Table 4: Mode of Exit (Average Annual Percentage)

Ireland Europe

1998-2003 | 2004-2010 | 1998-2003 | 2004-2010
Trade sales 46 42 35 26
Divestment by public offering 7 4 I5 I
* Divestment on flotation (IPO) I 0 6 5
* Sale of quoted equity 7 4 8 6
Write-offs 18 26 14 12
Repayment of principal loans I 4 13 13
Sale to another private equity house 5 8 8 22
Sale to a financial institution 0 I 5 4
Other modes 12 14 10 13

Source: EVCA data



IrRISH JOURNAL OF MANAGEMENT 7

Figure 4: Early Stage (Seed and Start-Up) Investments as Share of Total Venture
Capital Investments (Average Annual Percentage)
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By contrast, there is not much difference between Ireland and the rest of Europe in terms
of mode of exit (Table 4). Trade sales have been predominant, representing a somewhat
higher share for Ireland than for the rest of Europe. Write-offs were also higher for Ireland.
The US data on mode of exit distinguish only between acquisitions and VC-backed initial
public offerings (IPOs), with the ratio of the former to the latter running at around 3 to 1.

EXPANDING THE SUPPLY OF VENTURE CAPITAL IN IRELAND
Early developments in the Irish venture capital market included the establishment by
the Industrial Development Authority (IDA) of its Enterprise Development Programme
in 1978; the establishment of the National Enterprise Agency in 1981, its replacement by
the National Development Corporation in 1986 and its amalgamation with the IDA in
1991; and the introduction of the Business Expansion Scheme in 1984 and the Seed Capital
Scheme in 1993.

The Irish Venture Capital Association (IVCA) was founded in 1985 and had three
members by the end of the 1980s. These were (i) Allied Combined Trust, established in
1972 with Allied Irish Investment Bank as a major shareholder; (ii) the Industrial Credit
Company, established by the state in the 1930s to encourage investment in industry, and



8 Venture Capital in Ireland in Comparative Perspective

(iif) the Dublin Business Innovation Centre, established in 1987 with private, public and
European Union (EU) support.

A number of significant changes were introduced in 1994, which proved to be a crucial
year in the development of the Irish VC market (Murphy, 2000; Jeng and Wells, 2000).
One was the establishment in Irish law of “the investment limited partnership’, which had
proved a suitable vehicle for venture capital activities in the US. It provides double taxa-
tion relief such that investments through qualifying venture capital funds are treated as
though they are direct investments in the underlying companies.®

The same year also saw the publication of government guidelines advocating that
pension funds ‘support the venture capital industry by becoming a recognised form of
finance for entrepreneurial companies’ (Murphy, 2000: 46). The guidelines had their origins
in a report commissioned by the Irish Association of Pension Funds, the Irish Insurance
Federation and the Department of Finance, which found that pension-fund investments in
Ireland were negligible in comparison to the situation in the US and the UK. The guide-
lines were issued as an alternative to legislation and advocated that pension funds should
place 0.08 per cent of their assets annually into venture capital funds over the next five
years. Since then, the proportion of new funds accounted for by the pension funds sector
in Ireland has fluctuated around the European average level.

From 1994 the state’s industrial development agencies also adopted new policies towards
venture capital. One strand of the new approach saw them shift away from grant assis-
tance towards equity participation in companies to which they advanced support. This had
been advocated in the report of the Industrial Policy Review Group (the Culliton Report
of 1992) ‘to meet gaps in financial markets for venture capital and seed capital’ (Indus-
trial Policy Review Group, 1992: 12). The IDA, it was suggested, should become more of
an ‘aggressive venture capitalist’ (Industrial Policy Review Group, 1992: 72) and should
be prepared to take stakes of up to 50-60 per cent in the companies it supported. To fulfil
these tasks adequately, the report advised that the IDA should be restructured into separate
bodies, which eventually emerged as Forfas, with responsibility for research and policy;
IDA Ireland, with responsibility for foreign direct investment; and Enterprise Ireland, with
responsibility for indigenous industry. This equity participation approach will be discussed
in a later section of the paper which focuses on the demand side of the VC market (since it
directly supports the kinds of firms that are likely to seek or attract VC finance).

The other strand of the new approach was to expand the availability of venture capital
by investing state capital, through Enterprise Ireland, in commercial VC funds.” The Indig-
enous Industry Operational Programme for Industrial Development, a sub-section of the
National Development Plan 1994-9, had identified as important the difficulties that small
and medium enterprises (SMEs) faced in raising equity capital. This led to the establishment
by Enterprise Ireland of the Seed and Venture Capital Measure 1994-9, which had the objec-
tives of (i) making seed and equity capital available to SMEs, primarily in the knowledge
economy; (ii) developing the seed and venture capital market in Ireland; (iii) encouraging
private sector participation; and (iv) developing seed and VC management skills.
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EU and national funding of the measure amounted to a total of €40 million and this was
matched at the beginning by a further €40 million in private investments. The VC funds
established were run on a purely commercial basis, with investment decisions taken solely
by private sector VC fund managers. Returns were to be fed back into the funds and a ten-
year lifecycle was envisaged, with a five-year investment period and five years in which to
exit and realise returns.

In 2001, the Seed and Venture Capital Fund Scheme was recommenced under the
National Development Plan 2001-6 with a commitment of national and EU funds amounting
to €95 million. The objective of the programme was to leverage €400 million in private
funding. This had already been achieved by 2002, and by 2004 the 15 funds established
under the programme (with about €500 million in capital raised) had made investments in
75 companies totalling €133 million (Enterprise Ireland, 2005). By 2005 the state commit-
ment to 30 VC funds had totalled €164 million (€66 million in total in the first programme
and €98 million in the second), and about €30 million in returns had been received. The
2000-6 programme was followed by a further Seed and Venture Capital Programme set to
run from 2007 to 2012, with an Enterprise Ireland commitment of €175 million.

In Europe as a whole, government provision of VC funds also grew over this period.
It has typically contributed a smaller share than in Ireland since the initiatives of the mid-
1990s, and the contrast has grown dramatically in recent years (Table 5). In the US, by
contrast, the government plays no direct role in the provision of venture capital.

Table 5: Sources of New Funds - Europe, Ireland and the US (Average Annual
Percentage by Type of Investor)

1990- 1998- 2001- 2004- 2007-
1997 2000 2003 2006 2010
Corporations Europe 11 5 3
Ireland
us 6 5 6 5 2
Financial institutions |Europe 51 40 36 29 19
Ireland 46 28 18 22 16
us 11 11 9 8 5
Government Europe 5 5 8 8 6
Ireland 9 9 18 10 34

Note: Figures do not sum to 100 because some categories of investor (particularly private investors and pension funds)
are excluded
Source: Own calculations based on EVCA and NVCA data; exchange rates from Eurostat

Table 6 shows that of the European countries for which data are available, Portugal,
Ireland, Austria and Finland record the highest shares for government as a source of new
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funds. Portugal and Austria, as has been seen in Figure 3, have very small VC sectors rela-
tive to GDP, while Finland is at the opposite end of the spectrum.

Table 6: Sources of New Funds for European Economies (Average Annual Percentage
by Type of Investor, 1994-2010)

Financial Pension
Countries | Corporations | Private | Institutions Funds | Government
Austria 4 5 51 3 17
Belgium I 7 40 5 13
Denmark 7 7 28 27 9
Finland 7 2 28 23 15
France 8 8 47 I 3
Germany 8 8 49 6 I
Ireland 3 9 25 17 19
Italy 7 10 47 7 3
Netherlands 5 5 5 12 2
Portugal 3 | 54 4 31
Spain 9 6 42 7 12
Sweden 9 4 20 21 6
UK 6 5 26 32 5

Note: Country figures do not sum to 100 because some categories of investor are omitted
Source: Own calculations based on EVCA data

As noted earlier, the VC data are generally classified according to the ‘country of manage-
ment’ approach, i.e. they refer to locally managed funds only. VC funds which are managed
in a particular country can be raised from both domestic and non-domestic investors
however. Funding sources in both Europe and Ireland have become increasingly inter-
nationalised over the period of analysis. Figure 5 shows that for European countries on
average funds raised from non-domestic sources grew from less than one-third of the total
in the early 1990s to over one-half of the total in more recent years.

Funds managed in Ireland displayed a much weaker degree of internationalisation
(Figure 6), though the year 2002 stood out as exceptional, with more than 90 per cent of the
capital raised that year coming from outside Ireland.

Figure 7 displays the propensity of European-managed funds to invest overseas while
Figure 8 shows that Irish-managed VC funds have come to match this propensity to invest
overseas over recent years.

We now depart briefly from the ‘country of management” approach to explore how
much funding is raised in Ireland and how much is invested in Ireland (in each case by
European-managed funds only). These are described in the European Private Equity and
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Figure 5: Geographical Sources of Funds Raised by the European Private Equity
Industry (Average Annual Percentages, 1990-2010)
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Venture Capital Association (EVCA) statistics as the ‘country of origin” approach for funds
raised, and the ‘country of destination” approach for funds invested.?

Figure 9 presents data on funds raised and funds invested in Ireland for the period
1999-2003, comparing ‘country of management” and ‘country of origin” for funds raised,
and ‘country of management’ and ‘country of destination” for investments.

The major asymmetries on the ‘funds raised” side arise in 1999 and 2002.° In both of these
years the amounts raised from foreign investors were larger than those raised from domestic
investors. This indicates substantial net flows of funds raised. A similar situation can be
observed on the investment side. In 1999, 2003, 2009 and 2010 much greater investments
were made in domestic industry than came from domestically managed VC funds. The
greatest asymmetry arose in 2010, when investments in Ireland (‘country of destination’)
were €770 million, while funds invested by Irish-managed funds were only €48 million.

A comparison with other countries reveals how internationalised, or, more precisely,
Europeanised, the Irish market is compared to other European countries.” For the period
1999-2006 Ireland exhibited the greatest average net inflows for all European countries for
funds invested and the second highest, after Sweden, for funds raised (see Figure 10).
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Figure 6: Sources of Funds Raised by the Irish Private Equity Industry, Geographical
Breakdown (Average Annual Percentages, 1990-2010)
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Figure 7: Geographical Destination of Funds Invested by the European Private Equity
Industry (Average Annual Percentages, 1990-2010)
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Figure 8: Geographical Destination of Funds Invested by the Irish Private Equity
Industry (Average Annual Percentages, 1990-2010)
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On average over the period, net inflows of investment into Ireland (i.e. the excess of
foreign VC fund investments in Ireland over Irish VC fund investments overseas) came to
almost 200 per cent of domestic investments by domestic VC funds. In terms of the coun-
tries charted, all were net recipients of investment other than Sweden and the UK.

For Ireland, net inflows of funds from abroad (i.e. the excess of overseas funds coming
to domestic venture capital companies over funds raised in Ireland by foreign companies)
represented, on average, 66 per cent of funds raised in Ireland by Irish venture capitalists.
Net recipients of funds in this sense included Ireland, Italy, Portugal, Spain, Sweden, the
UK and, to a lesser extent, France and Finland, whereas Belgium, Denmark, Germany, the
Netherlands and, to a lesser extent, Austria, were net sources of funds.

The equivalent data for 2010 are as shown in Table 7. The percentage figure for
net inflows of funds invested for Ireland is so large because funds invested in Ireland
from abroad came to €751 million, funds invested abroad by Irish investors came to
€27 million, and domestic investment by domestic VC funds was only €19 million (in
rounded figures).

Given the internationalisation of the Irish VC market, the question arises as to why it is
perceived as important for the government - acting through Enterprise Ireland - to create a
local VC market, since there appears to be many more investment opportunities in Ireland
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Figure 9: Comparison of ‘Country of Management’, “‘Country of Origin” and ‘Country
of Destination” Figures (Ireland, Selected Years)
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Table 7: Net Flows (%) Raised and Invested in Ireland and
Other European Countries, 2010

Countries Net Flows (Funds Invested) Net Flows (Funds Raised)
Austria 700 -8
Belgium 192 -6
Denmark -1 -4
Finland 55 -44
France 14 18
Germany I -20
Ireland 3,740 -44
Italy 53 -47
Netherlands 67 100

(Continued)
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Table 7: (Continued)

Countries Net Flows (Funds Invested) Net Flows (Funds Raised)
Portugal -1 56
Spain 19 2
Sweden -17 68
UK -37 46
Europe 4 0

Source: Own calculations based on EVCA data

Figure 10: Flows in Funds Raised and Invested in Ireland and Other European
Countries (Average Annual Percentages, 1999-2006)
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than Irish investors are able or willing to finance, and Irish companies themselves are not
biased against foreign investors."

The answer is suggested by Florida and Kenney (1988) who, in discussing the localised
nature of the VC process, point out that although long-distance investing occurs when deals
are syndicated between several VC firms, the presence of a local venture capitalist to lead
the deal is generally essential. Similarly, practitioners point out that when foreign venture
capitalists invest in the Irish market, they usually do so by co-investing (syndication) with
Irish venture capitalists.”? If they invest directly, in turn, it tends to be in companies with
some track record, financing later stage transactions (post first or even post second round
financing) and frequently only when domestic VCis already in place.” Unfortunately, data
provided by the EVCA do not specify the stages of transactions in which non-domestic
private equity houses are involved, making it difficult to ascertain whether the invest-
ments are in VC projects or in other private equity transactions.

THE SECTORAL LOCATION OF VC INVESTMENTS AND
THE DEMAND SIDE OF THE MARKET
Although at the beginning of the 1990s Irish VC investment activity was directed towards
more traditional consumer-related and other manufacturing sectors, towards the late 1990s
it began to focus on ‘new technology” - i.e. on communications and computer and consumer
electronics - with life sciences becoming important over the new millennium (Table 8).

Table 8: Sectoral Distribution of Investments in Ireland
(Average Annual Percentages, 1990-2010)

1990- | 1998- | 2001- | 2004- | 2007-
Sectors 1997 2000 2003 2006 2010

Communications 7.8 15.9 14.3 16.2 21.9
Computer and consumer electronics 13.3 514 72.5 49.8 20.9
Life sciences 4.4 34 6.5 18.0 20.6
Energy and environment 0.6 0.2 0.4 0.0 42
Consumer goods and retail 36.5 34 1.0 10.5 44
Consumer services n/a n/a n/a n/a 3.7
Business and industrial products 15.5 15.4 3.0 22 44
Business and industrial services 54 55 1.9 0.7 1.3
Chemicals and materials 3.0 0.3 0.1 2.3 0.3
Transportation 48 0.0 0.2 0.0 7.8
Financial services 0.4 0.0 0.1 0.0 0.1
Real estate n/a n/a n/a n/a 0.0

(Continued)
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Table 8: (Continued)

1990- | 1998- | 2001- | 2004- | 2007-
Sectors 1997 2000 2003 2006 2010
Agriculture 1.3 .1 0.0 0.0 0.2
Construction 52 1.6 0.0 0.0 3.0
Unknown 0.2 1.7 0.1 0.2 7.1
Total investment 100.0 100.0 100.0 100.0 100.0

17

Note: EVCA sectoral classifications changed in 2007; prior to this ‘consumer services” and ‘real estate” did not exist as

separate categories

Source: Own calculations based on EVCA data

In Europe, on the other hand, although there was some shift towards communications over
the new millennium, more traditional sectors (consumer goods, and business and indus-
trial products) remained strong throughout the period of analysis (Table 9).

Table 9: Sectoral Distribution of Investments in Europe
(Average Annual Percentages, 1990-2010)

1990- | 1998- | 2001- | 2004- | 2007-
Sectors 1997 2000 2003 2006 2010

Communications 33 1.3 13.3 14.2 12.4
Computer and consumer electronics 9.5 14.1 10.2 7.7 7.2
Life sciences 6.1 8.2 9.9 9.8 12.4
Energy and environment 1.5 1.0 1.7 2.0 59
Consumer goods and retail 21.2 17.4 18.9 22.0 14.8
Consumer services n/a n/a n/a n/a 8.2
Business and industrial products 243 19.0 18.7 15.6 12.1
Business and industrial services 10.6 7.9 8.0 1.5 9.3
Chemicals and materials 3.6 3.6 4.0 2.5 35
Transportation 54 55 34 2.5 3.8
Financial services 43 2.2 29 3.6 6.0
Real estate n/a n/a n/a n/a 0.3
Agriculture 1.5 0.9 0.5 0.3 0.6
Construction 4.1 2.2 3.8 2.5 2.9
Unknown 44 6.7 4.8 58 0.6
Total investment 100.0 100.0 100.0 100.0 100.0

Note: EVCA sectoral classifications changed in 2007; prior to this ‘consumer services” and ‘real estate’ did not exist as

separate categories
Source: Own calculations based on EVCA data
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Across the Atlantic, VC investments also focus on new technology sectors, although they
are more evenly distributed across these sectors, including in the biotech and medical and
health-related areas (Table 10).

Table 10: Sectoral Distribution of Investments in the US (Average Annual Percentages,

1990-2010)
1990- 1998- | 2001- | 2004- | 2007-
Sectors 1997 2000 2003 2006 2010
Biotechnology 12.2 5.1 14.4 17.6 17.4
Business products and services 2.3 4.4 2.7 1.7 1.7
Computers and peripherals 52 1.7 1.9 23 2.0
Consumer products and services 4.8 3.6 .1 1.4 1.8
Electronics/instrumentation 2.0 0.8 .1 2.0 1.9
Financial services 2.6 39 2.3 2.6 2.1
Healthcare services 4.7 2.7 1.4 1.6 0.9
Industrial/energy 6.7 4.3 3.3 4.9 13.9
Information technology services 24 72 48 4.5 6.7
Media and entertainment 6.7 10.5 4.5 52 6.5
Medical devices and equipment 10.1 35 7.1 9.5 12.2
Networking and equipment 7.2 9.1 1.9 6.1 39
Semiconductors 3.7 3.0 7.5 8.7 5.2
Software 18.4 21.6 248 21.6 18.2
Telecommunications 8.2 14.7 10.5 9.2 4.7
Undisclosed/other 0.3 0.2 0.0 0.1 0.0
Total 100.0 100.0 100.0 100.0 100.0

Source: Own calculations based on NVCA data

Although investments in high-tech sectors frequently involve investments in high-tech
projects, there is no necessary overlap between the two categories; account must be taken
of the quality and type of the specific investments involved. The EVCA began to record
investments in high-technology projects from 1997 and Figure 11 presents data on Irish VC
investments in such projects for the period 1997-2003.

Figure 12 charts various national VC markets in terms of the share of VC investments
in early stage and in high-technology projects. Of the European countries for which data
are available, Ireland appears to be something of an outlier, with high proportions of both
early stage investments and high-tech investments in the total.
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Figure 11: Investments in High-Tech Projects in Ireland (Share of Total Amount of
Private Equity Investments, 1997-2010)
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Besides seeding the emergence of venture capital, the Irish state also offers direct hands-
on support to the types of firms for which venture capital is an appropriate financing vehicle.
Indeed supports for the demand side are a multiple of the supports for the supply side of
the VC market discussed heretofore. One form of such direct support is equity participa-
tion. Following the recommendation of the Industrial Policy Review Group (1992), equity
participation - in the form of both ordinary shareholdings and preference shares - on the
part of what would become Enterprise Ireland increased from 5 per cent of total financial
supports in 1989 to 28 per cent in 1998 (Forfas, 2000, Table 5.2).* Table 11 shows that Enter-
prise Ireland’s direct equity participation in the companies it supports exceeds the sum
total of funds provided by Enterprise Ireland to private sector VC managers to support

companies of their own choosing.

Table 11: Direct Enterprise Ireland Investments versus Enterprise Ireland Seed and
Venture Capital Investments (€ millions) (Four-Year Totals, 1999-2010)

1999- | 2003- | 2007-
Investments 2002 2006 2010
Direct Enterprise Ireland investments 83.90| 95.00( 172.84
Enterprise Ireland Seed and Venture Capital investments 91.62| 46.68 51.65

Source: Enterprise Ireland Financial Statements 2000-2010
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Figure 12: Early Stage and High-Tech Investments - Comparison of Ireland and Other
European Countries (2000-2010 Average)
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This reflects the fact that Enterprise Ireland, as a development agency, has different motives
from those of the VC companies, which seek only to maximise returns. The priority for
the state agencies has been to develop knowledge-based industries in Ireland because of
possible spill-over benefits and other market imperfections, rather than to achieve the best
return on their investments.

Most Enterprise Ireland support is targeted towards the very small number of indig-
enous companies that it identifies as High-Potential Start-Ups (HPSUs). Of the hundreds
of thousands of new business start-ups in the country over the period 1989-2006, only 637
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were selected by Enterprise Ireland as HPSUs. Loosely, these are export-oriented firms
with innovative products in dynamic market segments that are deemed capable of meeting
rigorous growth targets.*®

To be deemed eligible for support (though with no automatic entitlement), projects
must first successfully pass a formal cost-benefit analysis, while qualitative and other
factors that are difficult to quantify are then taken into account in a quality ranking
matrix."” Enterprise Ireland has in fact worked with the majority of these HPSUs from
embryonic concept stage to the point where they were formally recognised as HPSUs.
Supports available from the embryonic stage are dependent on agreement with the agency
on an integrated development plan, and the agency then customises a support package
that can include helping companies to monitor markets and exploit new market opportu-
nities, encouraging process and operations improvement and the development of better
products through access to appropriate research, and promoting increased management
and employee training levels.

The agency works intensively with the HPSUs to ensure access to the best external
management advice; it helps them to attract expertise to their boards - e.g. through the
appointment of experienced non-executive directors - and to build an appropriate manage-
ment team; it provides support for in-company training and for product and process
development through direct support for in-company research and development (R&D)
and through establishing technology innovation networks; and it helps them develop
contacts with private sector financiers. It may also, where necessary, offer direct financial
support (Forfas, 2000).

O Riain (2004: 98-105) suggests that the mentoring programmes that pair small compa-
nies with experienced industry figures and the Enterprise Development Programme,
which provides one-on-one support and advice in terms of business plan development,
have been of particular importance to indigenous software firms and, indeed, according to
Walsh (1985), the latter had been instituted in 1978 partly in response to the lack of venture
capital finance available at that time. The state has also extensively subsidised the R&D
expenditures of indigenous software companies.

CONCLUSIONS

Drawing primarily on the Israeli experience, Avnimelech and Teubal (2008) present an
innovation and technology policy cycle model of the emergence of innovation-intensive
clusters in industrialising economies. The early phase identified in the model relates to the
emergence of innovation capabilities and the diffusion of R&D across the economy. The
background conditions were established in Israel in the wake of the Six Day War of 1967,
which saw a sharp increase in military R&D spending, significant investments by foreign
multinationals in R&D laboratories and a state-orchestrated process to expand innovation
in the business sector.

The second phase of the model sees venture capital emerge, alongside an acceleration
in the growth of high-tech start-ups, and IPO and mergers and acquisitions (M&A) activi-
ties. Avnimelech and Teubal (2008) describe how VC funding was purposefully developed
by the Israeli state, after a number of false starts, through the enduring Yozma Program of
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1993. This government-owned VC fund invested directly in early-stage activities as well as
operating as a fund of funds invested through private VC companies.

More generally, Avnimelech et al. (2005) caution that the emergence of a dynamic
regional or national VC market requires not just that supply-side shortages of funds be
addressed but also that appropriate demand-side conditions prevail, notably ‘a flow of
investment opportunities capable of growing in value quickly enough to provide capital
gains justifying the investment risks’” (Avnimelech et al., 2005: 199).

The Irish experience corresponds in broad detail to that of Israel, though clearly without
a parallel role for the security and defence industries. Table 12 shows that Irish gross
expenditures on R&D have risen as a share of both EU and Organisation for Economic
Co-Operation and Development (OECD) expenditures over the period under discussion,
suggestive of the spread of innovation capabilities representing Phase 1 of the Avnimelech
and Teubal (2008) model.

Table 12: Gross Domestic Expenditure on R&D in Ireland as a Percentage Share of
EU27 and OECD, 1995-2009

1995- 1998- 2001- 2004- 2007-

1997 2000 2003 2006 2009
Ireland as share of EU27 0.63 0.68 0.71 0.87 0.97
Ireland as share of OECD 0.19 0.20 0.22 0.26 0.29

Source: OECD, Main Science and Technology Indicators database

In Ireland, as in Israel, there was substantial government support of business sector
R&D and innovative start-up companies. Table 13 provides a measure of the Irish state’s
increasing participation in the funding of R&D. While the share of R&D financed by
government has declined in both the EU and the OECD over the period depicted, it has
risen in Ireland.

Table 13: Percentage of Gross Expenditure on R&D Financed by Government -

Ireland, EU27, OECD

1995 2003 2004 2005 2006
Ireland 22.5 29.8 31.1 32 30.1
EU27 39.5 35.8 35.6 34.8 34.1
OECD 339 30.1 30.2 294 28.6

Note: missing observations confine our analysis to the years shown
Source: OECD, Main Science and Technology Indicators database

Again as in the Israeli case, government provision of direct support to the VC sector only
came on stream once innovative start-up companies began to appear. Avnimelech and
Teubal (2006) argue that the background conditions in Israel would have been unlikely to
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trigger the necessary supply of VC without government involvement because of market or
system failures. This proposition would seem to apply in the Irish case also.

It appears too early to be able to say in the Irish case however - as has been said of Israel
- that the authorities can now take a back seat in the VC process.”® A background report
undertaken by PricewaterhouseCoopers for the state agency Forfas in 2006 suggested not
only that most Irish VC funds were below what would be regarded as a commercially
viable size (of at least €40-€50 million) but also that the VC market in Ireland had not yet
reached a point where it could be considered sustainable in its own right (Strategy Advi-
sory Services, 2006). Three reasons were offered for this assessment. Firstly, it is difficult
to assess performance in such a relatively young market. Secondly, the downturn in the
technology sector represented a serious obstacle, and thirdly, it was thought that state
withdrawal of funds at this time would send a negative signal both to local institutional
investors and to overseas investors, who tend to look to the local market for evidence of
support for VC." This is in spite of the fact that Ireland ranked second only to the UK in an
evaluation by the EVCA (2003) of the favourability of the legal and tax aspects of the envi-
ronment to venture capital investors and entrepreneurs.

The task of developing a self-sustaining VC sector is clearly not straightforward. Nor
are the kinds of interventionist strategies followed in the Irish and Israeli cases necessarily
appropriate to all emerging regions. The weaker the standards of public sector governance,
the more the calculus shifts from correcting market failures to avoiding likely ‘government
failures’.
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ENDNOTES

1 Analternative perspective is advanced by Gorodnichenko and Schnitzer (2010) however. They find that financial con-
straints restrain the ability of firms to both innovate and export, and cause export and innovation activities to become
substitutes rather than complements.

2 Both the US and European data generally follow the country of management approach, meaning that they refer to the
activities of locally managed funds only. Some insights to be gleaned from alternative approaches are offered later.

3 See, for example, the discussion of UK merchant capital in Sunley et al. (2005).

4 There was also an unprecedented increase in the activity of other European VC funds in 2003, which invested some €293
million in Irish companies, bringing the total invested in Ireland by domestic and other European VC funds to more
than €535 million, as shown in Figure 9. We have been unable to discover any data on funds invested in Irish enterprises
by non-European VC funds (see Organisation for Economic Co-Operation and Development, 2000). These are likely to
be of some importance as Irish software companies in particular are known to seek financing from US VCs.

5  The Census of Industrial Production provides data on the sectoral location of Irish indigenous manufacturing firms, but
data specifically for indigenous - as opposed to foreign multinational - firms are not generally available across the EU.

6  For more detailed information on the advantages of the investment limited partnership as a special vehicle for venture
capitalists see Lyons (2004).

7 See Sterne (2004: 247-51, 284) on the history of commercial VC firms in Ireland.

These statistics do not record funds raised or invested by VC funds managed outside Europe.

9  Not all years are shown separately in the figure.

o]
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10 As the data for comparing the country of management, country of origin and country of destination approaches are
limited in regard to non-European countries, only flows to and from European countries can be taken into consideration
in the analysis.

11 ‘Overseas founders are often considered attractive to Irish companies due to their established far reaching networks and
international presence which bring added value with their investments’ (FitzGerald, 2002).

12 See for example FitzGerald (2002) and Berkery (2001).

13 Berkery (2001).

14  Preference shares with a low coupon rate are used to provide a form of long-term finance at low cost to SMEs that are
unable to raise development finance from the market on similar terms.

15 The Enterprise Ireland Seed and Venture Capital Investments reported in Table 11 amount to €131.17 million for
the period 2000-6. This exceeds the €98 million reported by the 2006 Seed and Venture Capital Programme Report
as Enterprise Ireland funds committed for the period. The latter appears to refer to new funds earmarked from the
Enterprise Ireland budget while the former includes profits, possibly from previous programmes, ploughed back into
the current programme.

16  Companies in software and information and communications technology comprised almost half of these HPSUs, par-
ticularly since 1994, while in more recent years there has been a growth in the share represented by the pharmaceuticals
and medical devices sectors (O’Brien, 2008).

17 The focus of the development agencies on export development has been criticised in some quarters as being overly
mercantilist. It has been pointed out in defence however that non-traded-sector firms are likely to be competing largely
with each other, which would put the state in a vulnerable position were it to support some and not others. In the case
of software, the strong focus of the relevant agency has always been on software product firms, which tend to be much
more export-oriented than software services.

18  Nor are the internal rates of return (IRR) data unambiguous. For the period 1994-2005 the EVCA has reported the
average European IRR as 9.4 per cent, while the only available evidence for Ireland suggests an Irish IRR of 15.7 per cent
(Donnelly, 2007). It transpires however that this figure is based on the performance of only three particular funds and
cannot be taken as representative.

19  The downturn in the dynamism of the indigenous high-tech sector has been ascribed by O Riain (2010) to a shift in
Ireland from decentralised networks of state supports to what he terms ‘market managerialism.
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Multimarket Contact Posture and Non-Price
Competition: A Firm-Level Test of Forbearance
Parameters

Taomas E. WiLL*

ABSTRACT

ultimarket contact (MMC) research is driven by the mutual forbearance hypothesis,

which holds that firms confronting one another in multiple markets tacitly collude.
Existing work emphasises price-related dependent variables however, begging the ques-
tion of whether forbearance effects are pervasive across competitive dimensions, or are
limited to price competition and coupled with amplified competitive intensity along
such non-price dimensions as marketing and customer service. Interestingly, compelling
rationales exist for both pervasive forbearance and partial forbearance hypotheses. This study
theoretically explores and empirically tests the competing hypotheses in the United States
(US) passenger airline industry. To this end, I introduce and operationalise a firm-level
MMC construct designated Multimarket Contact Posture. Positive relationships are found
between Multimarket Contact Posture and competitive intensity in both marketing and
customer service, indicating support for the partial forbearance hypothesis.

Key Words: Strategic management; competitive dynamics; inter-firm rivalry; multimarket
contact

INTRODUCTION
Multimarket contact (MMC) research examines how inter-firm relationships outside a focal
market affect inter-firm behaviour within the market. Multimarket theory concentrates on
the mutual forbearance hypothesis (Edwards, 1955), which holds that MMC engenders
sufficient inter-firm familiarity and retaliatory potential to dampen focal market rivalry.
Firms confronting one another across multiple markets recognise that a competitive attack
can draw a retaliatory response not only in the attacked market, but at other points of
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contact as well (Edwards, 1955). Multimarket contact thereby magnifies the expected retal-
iatory costs of initiating an attack, providing firms with a strong incentive to withhold
first-mover competitive actions (Karnani and Wernerfelt, 1985). As a result, firms recog-
nising their extended interdependence will tend to ‘mutually forbear” (Edwards, 1955),
or tacitly collude in the pursuit of rivalry reduction. Numerous empirical studies lend
support to the mutual forbearance hypothesis, finding evidence of muted rivalry in higher
prices (Alexander, 1985; Busse, 2000; Evans and Kessides, 1994; Fu, 2003; Jans and Rosen-
baum, 1997; Kang et al., 2010; Singal, 1996), higher margins (Coccorese and Pellecchia,
2009; Feinberg, 1985; Gimeno, 1999; Gimeno and Woo, 1996, 1999; Hughes and Oughton,
1993; Scott, 1982), and lower entry and exit rates (Baum and Korn, 1996; Boeker et al., 1997;
Fuentelsaz and Gomez, 2006; Ghemawat and Thomas, 2008). Existing research, therefore,
suggests that firms derive certain market-specific benefits from meeting focal market rivals
in multiple other markets. From this perspective, a high level of MMC has salutorious
effects on firm-market prices, margins and entry rates.

The compelling body of research on firm-market-level forbearance outcomes, however,
does not broach the issue of firm-level implications of multimarket contact. Neither existing
theory nor empirical evidence explicitly supports any relationship between MMC and firm-
wide behaviour or outcomes. Absent demonstrated links to the firm level, the strategic
ramifications of multimarket contact remain unknown. Is MMC a peripheral considera-
tion at the firm level, drowned out by more powerful concerns and of little consequence
to the way a firm behaves and performs? Or do forbearance dynamics rooted in a firm’s
individual markets percolate upward one level of analysis, shaping organisation-wide
actions and outcomes? If multimarket contact does find expression at the firm level, what
is the nature of its influence? Are forbearance effects pervasive across competitive dimen-
sions, or does multimarket contact influence non-price competition differently from price
competition?

The purpose of this study is to more firmly establish the nature and significance of
MMC’s strategic impact. To this end, I employ two fresh investigative tactics. First, I intro-
duce and operationalise a firm-level construct capturing the overall extent to which a firm
experiences multimarket contact. I term the new construct Multimarket Contact Posture
(MMCP). This firm-level MMC construct is theoretically justified as firm-level managerial
processes are deeply implicated in the prevailing firm-market-level construal of MMC.
Measurement of firm-level MMC is empirically valuable, as well, because it facilitates
examination of firm-level strategic behaviour.

Second, I utilise a competing hypotheses framework that highlights and helps resolve
opposing perspectives on the manner in which multimarket contact may influence compet-
itive intensity. The traditional emphasis on prices and margins as dependent variables in
MMC research underscores the need to explore how far the bounds of mutual forbearance
extend. Firms compete along non-price as well as price dimensions, but it remains unclear
precisely how forbearance pertains to the former. One might reasonably hypothesise the
relationship between multimarket contact and non-price competition to be positive or,
conversely, negative. I develop these competing hypotheses for the purposes of theoretical
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juxtaposition and empirical testing. On the one hand, a body of theory can be mustered
in support of a pervasive forbearance hypothesis that a negative relationship between multi-
market contact and non-price competition mirrors the negative relationship established
between MMC and price competition. On the other hand, theoretical support can be enlisted
for a partial forbearance hypothesis that multimarket contact amplifies non-price competi-
tion even while it dampens the intensity of price competition. If MMCP relates positively
to such non-price competitive dimensions as advertising, promotions and product/service
quality then the mutual forbearance hypothesis must be reconceptualised as permeating
but a limited rivalrous space. I test competing pervasive and partial forbearance hypoth-
eses in the US passenger airline industry, where existing MMC research most compellingly
demonstrates forbearance in pricing.

MULTIMARKET CONTACT POSTURE: A NEW FIRM-LEVEL CONSTRUCT

The multimarket contact construct has been conceptualised and measured at three distinct
levels of analysis (Gimeno and Jeong, 2001). Empirical studies at all three levels generally
support Edward’s (1955) mutual forbearance hypothesis that multimarket contact dampens
inter-firm rivalry. Early work conducted by economists treated MMC as a market attribute.
Studies in this tradition measure the construct as the overall degree of multimarket contact
among firms serving a focal market. Feinberg (1985), for example, finds evidence of mutual
forbearance in the positive relationship between industry-wide measures of MMC and
industry-wide price-cost margins. Similarly, Evans and Kessides (1994) and Singal (1996)
conclude that the average number of external contacts between airlines in a given route
positively affects fare levels in that route, while Jans and Rosenbaum (1997) show that
geographic market MMC levels positively influence cement prices. Management scholars,
on the other hand, typically regard multimarket contact as a characteristic of the relation-
ship between firms (Gimeno and Jeong, 2001). Within the management literature, MMC
has been measured at both the dyadic and the firm-market levels of analysis. The dyadic
approach measures the overall level of multimarket contact between two firms across all
of the markets in which the two meet. Baum and Korn (1999) employ the dyadic approach,
finding that the MMC between two airlines across all of the markets in which they meet
has an inverted “U-shaped’ relationship with market entry and exit. Most empirical studies
of MMC are conducted at the firm-market level of analysis, meaning they measure the
level of cross-market contact that a firm has with incumbents in a focal market. In the
airline industry, for example, Gimeno and Woo (1996, 1999) find that a carrier’s multi-
market contact with focal route rivals tends to increase the prices charged by that carrier
on that route; Prince and Simon (2009) find that airline-in-route MMC levels relate nega-
tively with on-time performance; and Baum and Korn (1996) find that high airline-in-route
MMC levels result in tacitly collusive market entry and exit patterns. In the healthcare
industry, Boeker et al. (1997) find a negative relationship between the extent to which a
hospital meets focal market competitors in other markets and that hospital’s likelihood of
exiting the focal market. Like the market and dyadic level studies, therefore, work at the
firm-market level generally supports the mutual forbearance hypothesis.
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None of the existing MMC measures reflects the extent to which a firm confronts multi-
market competitors across the breadth of its corporate portfolio. In other words, there is no
firm-level measure of multimarket contact. Conceptualising and measuring MMC at the
firm level has theoretical and empirical value, however, because the prevailing firm-market
level construal does not relate MMC to the broad range of competitive activities that it may
in fact affect. Firms undertake competitive actions specific to individual markets, and they
undertake competitive actions common to the entire firm. For example, a firm may cut
prices or run promotions in a single product or geographic market, or it may cut prices
or run promotions across all of its product or geographic markets. The firm-market-level
approach, which dominates existing MMC studies, is designed to capture relationships
between MMC and the former, market-specific competitive activities. To capture possible
relationships between multimarket contact and the latter, firm-wide competitive activi-
ties, a measure reflecting a firm’s overall multimarket contact posture (MMCP) must be
developed. I explore the details of MMCP measurement in the methods section; I propose
calculating a revenue-weighted average of the firm’s MMC in its various markets, then
controlling for the aggregate number of markets served by the firm. The need for such a
measure exists both theoretically and empirically.

The theoretical case for a firm-level construct and measure titled “‘multimarket contact
posture” derives from the way in which MMC affects managerial decision making. Firm-
level vision and decision making are critical - if implicit - components in multimarket
theory, which posits that a firm’s behaviour in market a is affected by competitive contacts
in markets b, ¢, d, and so forth. The mutual forbearance hypothesis assumes a central
decision-making body possessing the access and authority to integrate information from
multiple corporate units and to coordinate actions across those units. The choice between
forbearing and not forbearing resides at the firm level. The mutual forbearance hypothesis
has firms recognising that MMC magnifies rivals’ retaliatory potential, firms understanding
the incentive to withhold first-mover competitive actions and firms tacitly colluding in
pursuit of rivalry reduction (Karnani and Wernerfelt, 1985). Thus, firm-level decision
processes mediate the relationship between the traditional firm-market-level MMC
construct and firm-market-level outcomes. This is significant, because the salience of
multimarket contact to corporate decision-makers is likely to vary according not only to
the level of MMC in a given firm market, but also to how broadly MMC permeates a
firm’s numerous markets. In other words, corporate decision makers likely have a feel for a
firm’s overall multimarket contact posture, and this posture likely affects the influence that
multimarket contact considerations have on strategic decision making. As an independent
variable, in sum, MMCP is theoretically more tightly linked than is MMC to the corporate
locus of decision making.

The empirical case for developing a firm-level construct and measure titled ‘multimarket
contact posture’ centres on the wealth of dependent variables that such a measure has the
potential to tap. As discussed above, firms undertake competitive actions common to the
entire firm as well as actions specific to individual markets, yet existing MMC research
fails to capture firm-level outcomes. The reason for this gap is that firm-level outcomes
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cannot be related to the prevailing firm-market-level independent variable. The firm-level
measure MMCP will enable empirical testing of relationships with a wide range of compet-
itive activities - such as customer service enhancements and marketing initiatives - as well
as profitability metrics reported at the firm level.

PERVASIVE VERSUS PARTIAL FORBEARANCE EFFECTS OF MMCP

Even at the firm-market and dyadic levels of analysis, where MMC research is concen-
trated, the breadth and boundaries of forbearance effects remain uncertain. Initially focused
during the 1970s and 1980s on whether MMC induces tacit collusion, research has only in
the past decade begun to shift toward examination of how firms engaged in multimarket
contact collude. Prices and margins - readily accessible standbys of collusion studies in
oligopoly contexts - represent the most studied outcomes in the MMC literature. Forbear-
ance effects along non-price competitive dimensions have begun to receive attention in
recent years. Scholars have found evidence that MMC dampens rivalry in focal market
entry and exit (Baum and Korn, 1999; Boeker et al., 1997; Fuentelsaz and Gomez, 2006;
Ghemawat and Thomas, 2008; Korn and Baum, 1999), advertising (Shankar, 1999), innova-
tion (Greve and Mitsuhashi, 2004), sales growth (Greve, 2008) and customer service (Prince
and Simon, 2009). Still, the nature of relationships between MMC and various types of non-
price competition is far from settled. In this section, I approach the issue at the firm level. I
introduce competing rationales and testable hypotheses addressing relationships between
MMCP and non-price competition. One perspective anticipates widespread forbearance
effects in service quality and marketing similar to those associated with price competition,
while the counterview anticipates MMCP amplifying rather than dampening non-price
competition. Implications for firm financial performance are hypothesised.

Parallel Price and Non-Price Effects of MMCP: Pervasive Forbearance

A body of theory anticipates MMCP engendering pervasive forbearance, defined here as
a negative relationship between MMCP and competitive intensity along both non-price
and price dimensions. The negative relationship between multimarket contact and price
competition is theoretically and empirically established in the existing literature; therefore,
the ensuing discussion of pervasive forbearance focuses on rationales for a negative rela-
tionship between MMCP and non-price competition. Dampened rivalry in advertising or
product/service quality may derive from either or both of two distinct sets of processes.
Multimarket contact may dampen non-price competitive intensity directly via tacit collu-
sion, or indirectly by dampening price competition which in turn decreases problemistic
search and competitive solutions. Figure 1 represents both direct and mediated paths from
MMCP to non-price competition.

The direct path from MMCP to lower levels of non-price competition via tacit collu-
sion is theoretically identical to that linking multimarket contact to lower levels of price
competition. Firms confronting rivals across many markets risk inducing retaliation along
several fronts should they pursue promotional campaigns or quality improvement initi-
atives. A promotional campaign in one market, for instance, may be met by rivals with
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Figure 1: Negative Relationship between MMCP and Non-Price Competition
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counter-campaigns in numerous markets. The threat of retaliation decreases the expected
value of such initiatives, therefore dampening the motivation to pursue them. Inter-firm
familiarity resulting from cross-market contact promotes the mutual recognition of interde-
pendence upon which collusion depends. This view, then, interprets the mutual forbearance
hypothesis as broadly applicable to non-price as well as to price competition. Empirical
research in oligopoly contexts suggests that the boundaries of muted rivalry can indeed be
broad. High concentration - a well-established antecedent to collusion in pricing - has been
linked as well to decreased service quality in the airline industry (Mazzeo, 2003), decreased
product offerings in the banking industry (Heggestad and Mingo, 1976) and decreased
product quality when the fixed costs of quality improvement display economies of scale
(Banker et al., 1998). The effects of multimarket contact posture may be similarly broad.

An alternate, distinct set of processes may link MMCP indirectly to dampened non-
price rivalry. According to this view, price competition mediates outcomes in non-price
competition. Tacit collusion in pricing shields the firm from market forces, artificially
propping up margins. Beneath the price forbearance shield, firms experience less pressing
incentives to allocate resources to advertising, promotions or product/service quality. This
is because firm search tends to be problem oriented or failure induced (Nelson and Winter,
1982: 173; Tushman and Romanelli, 1985), meaning that it is stimulated by a problem and
directed toward finding a solution to the problem (Cyert and March, 1963: 169; March and
Simon, 1958: 194). Forbearance pricing and margins reduce firm perception of performance
problems, thus curtailing search for solutions in advertising or quality initiatives (Will,
2011). Muted rivalry along non-price dimensions, according to this view, does not result
directly from collusion, but rather indirectly from contextual munificence associated with
forbearance in pricing.
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Direct and indirect forbearance effects along non-price dimensions are not mutually
exclusive; either or both may operate in a given context. Singly or in conjunction with one
another, rivalry-muting processes induced by MMCP may reduce the extent to which a
firm allocates resources to promotions and sales, product quality or customer service func-
tions. Muted rivalry resulting from MMCP may reduce, as well, the quality of products
and services a firm delivers to its customers. Accordingly:

H,,: Multimarket Contact Posture will be negatively related to firm allocation of resources
to promotion and sales.

H, : Multimarket Contact Posture will be negatively related to firm allocation of resources
to customer service.

H, : Multimarket Contact Posture will be negatively related to customer service quality.

Divergent Price and Non-Price Effects of MMCP: Partial Forbearance

In contrast to the theoretical arguments supporting a pervasive negative relationship
between MMCP and both price and non-price competitive intensity, an alternate body of
logic anticipates MMCP engendering partial forbearance, defined here as a negative rela-
tionship between MMCP and price competition accompanied by a positive relationship
between MMCP and non-price competition. Oligopoly studies find inverse relationships
between price competition and competition in arenas such as advertising, and research
and development (R&D) (Symeonidis, 2000a, 2000b), suggesting that similar relation-
ships may hold in multimarket contact scenarios. Three lines of reasoning can be invoked
to explain why MMCP may increase non-price competition even while decreasing price
competition. First, the relatively low observability of non-price competition may under-
mine tacit collusion; second, organisational slack accumulated as a result of forbearance in
price competition may fuel non-price competitive activity; and third, multimarket compet-
itors may pursue non-price competition out of recognition that it uniquely aligns group
and individual interests.

The first line of reasoning supporting the partial forbearance hypothesis focuses on
the critical role played by observability in establishing and maintaining tacit collusion. In
order for rivals to tacitly collude, they must be able to recognise and apprehend one anoth-
er’s competitive intent. Some competitive intentions, however, are more observable - and
thus more readily recognised and apprehended - than are others. On the one hand, firm
pricing decisions have immediate, public, standardised outcomes. On the other hand, firm
resource allocation decisions in the realms of marketing and, especially, product/service
quality generate less immediate, public and standard outcomes. Marketing and quality
outcomes are therefore more difficult to observe and interpret, rendering firm intentions
more difficult for rivals to divine. Thus, price coordination and collusion may be easier to
establish and maintain than non-price (Symeonidis, 2000b). This line of thought informs
Greve’s (2008) reference to the importance of observability to the success of mutual
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forbearance in multimarket contexts. In the absence of observability, inter-firm contact in
multiple markets fuels rather than mutes intensity of rivalry. These considerations support
a direct, positive relationship between MMCP and non-price competition, as represented
in Figure 2.

Figure 2: Positive Relationship between MMCP and Non-Price Competition
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The second line of reasoning supporting the partial forbearance hypothesis holds that
organisational slack accumulated as a result of forbearance in price competition may fuel
non-price competitive activity. Price forbearance confers excess resources upon the firm.
Therefore, firms high in multimarket contact posture are able to allocate more resources to
marketing and product/service quality by virtue of the fact that they have more resources
available for allocation. According to this logic, price forbearance mediates the relationship
between MMCP and non-price outcomes.

The third line of reasoning supporting the partial forbearance hypothesis maintains
that multimarket competitors may pursue non-price competition out of recognition that
it uniquely aligns group and individual interests. Increased non-price competition in high
MMCP contexts may represent a rational group effort to grow overall market size. This
outcome is uniquely possible along non-price dimensions because price and non-price
competition have fundamentally different implications for the alignment of individual
and group interests. Tacit collusion emerges when “prisoners’ dilemmas” are mitigated by
a combination of inter-firm communication and the mutual capacity to punish defection.
Price competition represents a prisoners’ dilemma. While a unilateral price cut may serve
a firm’s short-term interests by increasing market share, revenues and profits, the move
undermines rivals” interests. The dilemma is that while each firm thereby has an incentive
to cut prices, all will be worse off if all cut prices. Familiarity and deterrence associated
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with multimarket contact circumvent the dilemma by aligning group and individual inter-
ests, assuring each firm that a unilateral price cut will be punished. What hurts the group
hurts the first-mover even more. Individual and group interests are less clearly opposed in
non-price competition, however. Unilateral improvements in actual or perceived quality
may steal some market share from rivals, but it may also grow market size without under-
mining rivals’ margins. More importantly, if all rivals pursue advertising campaigns and/
or product/service quality initiatives, all stand to gain by increasing overall market size
and by differentiating in ways that justify sustained high prices and margins. Non-price
competition, therefore, does not necessarily represent a prisoners” dilemma. A positive
relationship between MMCP and non-price competition may derive not so much from diffi-
culties in communicating, interpreting and enforcing collusion, or from excess resources,
as from rivals” mutual recognition that they stand to gain more than they lose by rigorous
multilateral attention to advertising and quality.

The three strains of thought supporting a positive relationship between MMCP and
non-price competition may operate singly or in tandem. The arguments considered suggest
that MMCP heightens the allocation of resources to marketing and product/service quality
- whether directly, mediated through price forbearance or both - and enhances the quality
of products and services actually delivered. Accordingly:

H,,: Multimarket Contact Posture will be positively related to firm allocation of resources
to promotion and sales.

H,,: Multimarket Contact Posture will be positively related to firm allocation of resources
to customer service.

H,,: Multimarket Contact Posture will be positively related to customer service quality.

METHODS

Sample

The US passenger airline industry was a particularly attractive setting for my empirical
analysis of firm-level MMCP, given the prominence of airline studies in the MMC litera-
ture. The mutual forbearance hypothesis has met with repeated support at the firm-market
level in airline studies. Researchers have found that multimarket contact generates higher
prices (Evans and Kessides, 1994), increased revenue per passenger seat mile (Gimeno,
1999; Gimeno and Woo, 1996), wider price-cost margins (Gimeno and Woo, 1999; Singal,
1996) and lower entry and exit rates (Baum and Korn, 1996, 1999). The numerous indica-
tions of carriers” firm-market-level forbearance make the airline industry an ideal context
for examining whether tacit collusion translates to the firm level as well. Additionally, the
demonstrated presence of price forbearance in the industry is appropriate for my purpose
of determining whether non-price effects accompany price effects of multimarket contact.
The questions motivating this article build on and extend existing MMC work, so the
heavily studied airline industry represents an ideal context for my analysis.
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I collected flight, financial and customer service data for each of the seventeen US
passenger airlines that accounted for at least 1 per cent market share in 2003. For these
target airlines, I analysed nonstop and one-stop flights conducted in July 2003 to and
from the 68 airports in the continental United States categorised by the Department of
Transportation (DOT) as either large or medium-sized. It was necessary to calculate firm-
market level MMC in order to obtain values for the firm-level dependent variable MMCP,
because the former is an input in the equation yielding the latter. Calculation of MMC
entails defining market parameters. Consistent with previous multimarket contact studies
in the airline industry (Gimeno and Woo, 1996, 1999), I defined a market as a city pair.
Airports were considered in the same city if the distance separating them was 30 miles or
less. The following airports were treated as occupying the same city: Midway and O’Hare
(Chicago); Hobby and Intercontinental (Houston); Love Field and Dallas/Fort Worth
International (Dallas); Dulles and Reagan (Washington DC); San Francisco International
and Metro Oakland International (San Francisco); Burbank and Los Angeles International
(Los Angeles); Fort Lauderdale and Miami International (Miami); and La Guardia, JFK and
Newark (New York). The 68 airports in 59 cities generate 1,740 potential distinct city-pair
markets, and the 17 target airlines actually flew nonstop and/or one-stop flights in 1,704
city-pair markets.

Data were obtained from US Department of Transportation databases. Nonstop flights
were determined from the database ‘On-Time Performance’, while one-stop flights were
determined from the database ‘DB1B Market'. For the purposes of coding a carrier’s pres-
ence in or absence from a particular market, I utilised two data sets: one consisting of
398,833 flights, or all nonstops flown in July 2003; and a second consisting of 1,428,861
flights, which was a 10 per cent random sampling of all one-stops flown in the third quarter
of 2003. Balance sheet and income statement data were collected from the ‘Schedule B-1’
and ‘Schedule P-12" components of the ‘Form 41 Financial Schedule’. Service quality data
were obtained from the “Air Travel Consumer Report’.

Measures

Dependent Variables

Iused two variables to measure firm allocation of resources to promotion and sales. ‘Promo-
tion and Sales Expenses’ describes a carrier’s allocation of resources to promotion and sales
relative to its allocation of resources to other functions. The variable was calculated by
dividing each carrier’s 2003 promotion and sales expenses by its total operating expenses.
The Bureau of Transportation Statistics (BTS) reports as promotion and sales expenses
those costs “incurred in promoting the use of air transportation generally and creating a
public preference for the services of particular air carriers” (Bureau of Transportation Statis-
tics, n.d.). The BTS includes in this category the functions of selling, advertising, publicity
and developing flight schedules for publication. ‘Promotion and Sales Share” describes a
carrier’s resource commitment to promotion and sales relative to rivals’ resource commit-
ments to the same functions. The variable’s numerator was calculated by dividing the focal
carrier’s promotion and sales expenses by the total promotion and sales expenses of all
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seventeen firms. The variable’s denominator, intended to adjust the variable to market
share differentials between firms, was calculated by dividing the focal carrier’s operating
revenues by the total operating revenues of all seventeen firms. ‘Promotion and Sales
Share’, therefore, is a measure of a firm’s promotion and sales expenses market share rela-
tive to its revenue market share.

Iused two variables to measure firmallocation of resources to customer service. ‘Passenger
Service Expenses’ describes a carrier’s allocation of resources to passenger service relative to
its allocation of resources to other functions. The variable was calculated by dividing each
carrier’s 2003 passenger service expenses by its total operating expenses. The BTS defines
passenger service expenses as the costs of “activities contributing to the comfort, safety, and
convenience of passengers while in flight or when flights are interrupted” (Bureau of Trans-
portation Statistics, n.d.). The category includes flight attendant salaries and passenger food
expenses. ‘Passenger Service Share” describes a carrier’s resource commitment to passenger
service relative to rivals’ resource commitments to the same function. The variable’s numer-
ator was calculated by dividing the focal carrier’s passenger service expenses by the total
passenger service expenses of all seventeen firms. The variable’s denominator, intended to
adjust the variable to market share differentials between firms, was calculated by dividing
the focal carrier’s operating revenues by the total operating revenues of all seventeen firms.
Thus, ‘Passenger Service Share” is a measure of a firm’s passenger service expenses market
share relative to its revenue market share.

I used three variables to measure customer service quality. The variables ‘Mishandled
Baggage’ and ‘Consumer Complaints’ reflect rates of reports and complaints filed by passen-
gers with the US Department of Transportation in 2003. Airline passengers may file DOT
reports and complaints against carriers by telephone, by e-mail and in person. ‘Mishandled
Baggage’ indicates the number of reports lodged against a carrier, per 1,000 passengers,
concerning lost, damaged, delayed or pilfered baggage. I used the natural logarithm of this
variable to correct for adverse skew. ‘Consumer Complaints’ is a measure of the number of
complaints lodged against an airline, per 100,000 passengers. The DOT recognises a wide
range of complaint categories encompassing customer service broadly: complaints about
rude or unhelpful employees; inadequate meals or cabin service; treatment of delayed
passengers; cancellations; delays; over-sales; airline mistakes in reservations and tick-
eting; problems making reservations or obtaining tickets due to busy phones, waiting in
line or delays in mailing tickets; overcharges; incorrect or incomplete information about
fares or fare conditions and availability; problems in obtaining refunds for unused or lost
tickets or for fare adjustments; claims for lost, damaged or delayed baggage; charges for
excess baggage; and carry-on problems. Therefore, ‘Consumer Complaints’ is a multi-
dimensional reflection of the general service quality a carrier delivers to its passengers.
Submitting a complaint to the DOT is a rather unusual step for a dissatisfied customer to
take. Most passengers likely take their complaints to the airline before they take them to
the US Department of Transportation. Complaints filed with the DOT, therefore, indicate a
strong customer mindset and a twofold failure in customer service on the carrier’s behalf.
Not only did some initial occurrence engender passenger dissatisfaction, but the carrier’s
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failure to assuage the dissatisfaction motivated the customer to invest the time and effort
into seeking out the DOT. The ‘Consumer Complaints’ variable, therefore, is highly appro-
priate to my purpose of capturing the quality of service an airline delivers to its customers.
Additionally, the measure possesses the virtue of objectivity, in that it is recorded and
reported in a standardised manner by a third party.

The third variable used to measure customer service quality, ‘Late and Cancelled
Flights’, indicates the 2003 percentage of a carrier’s flights that did not arrive or that arrived
fifteen or more minutes later than the scheduled time shown in the carrier’s computerised
reservation system. Cancelled and diverted operations, as well as flights arriving late for
any reason, were counted in the ‘Late and Cancelled Flights” variable. Customers value
dependability, and carriers have some discretion over their on-time performance. Airline
decisions concerning pre-emptive maintenance, the number of reserve planes kept on-site,
plane turn-around processes and scheduled turn-around times all factor into on-time
performance. Thus, ‘Late and Cancelled Flights’ is an appropriate measure of the service
quality a carrier delivers to its customers.

Independent Variable

The independent variable ‘Multimarket Contact Posture (MMCP)” was obtained by a three-
step process. First, firm-market-level multimarket contact (MMC) values were determined
for each market served by a focal firm. Following prior research, I used a count measure of
multimarket contact (Baum and Korn, 1996; Evans and Kessides, 1994; Gimeno and Woo,
1996, 1999). For each airline in each city-pair market, I counted the number of markets in
which the carrier in question met a specific focal market rival outside the focal market. I
computed MMC by summing all multimarket contacts that the focal firm had with focal
market rivals, then dividing by the number of rivals. In this way, a multimarket contact
value was obtained for each firm in each market. For example, if firm a encountered two
rivals in market m, and one rival shared 200 multimarket contacts with firm a while the
other rival shared 400 multimarket contacts with firm g, then the MMC value for firm a in
market m was 300 ([200 + 400] / 2).

The first step yielded an MMC value for each market served by each firm. Because my
objective was to examine the extent to which multimarket contact posture affects firm-level
behaviour and outcomes, it was necessary to create an independent variable that captured
not only the level of MMC in each market served by the firm but also the relative impact
that the firm’s participation in a market was likely to have on firm-level strategic orienta-
tion. Some markets are more salient to organisational decision makers and more important
to firm-level outcomes than are others. Competitive position in the Albuquerque-Omaha
market is likely to be of less consequence to most firms than is competitive position in
the Chicago-New York market. Therefore, the second step in calculating MMCP involved
weighting each market according to the proportion of total firm operating revenues for
which it accounted. I divided firm operating revenues derived from the focal market by
total firm operating revenues, then multiplied this proportion by the firm’s MMC value in
the focal market. This calculation yielded a revenue-weighted MMC value for each firm in



IRISH JOURNAL OF MANAGEMENT 39

each market. I summed these revenue-weighted MMC values from all markets served by a
given firm, obtaining a raw revenue-weighted MMCP value for each firm.

The third and final step in obtaining MMCP involved indexing the raw MMCP values
according to the number of markets served by the focal firm. Carriers participating in a
great many markets are more likely to meet rivals in multiple markets than are carriers
that serve fewer markets. Raw MMCP, therefore, strongly reflects the breadth of a firm’s
presence in its industry. My interest, however, was in the firm’s relative exposure to
multimarket relationships, given the breadth of its presence in its industry. To capture this
relative exposure to multimarket relationships, I divided each firm’s raw MMCP value
by the number of city-pair markets in the sample served by the firm. Finally, I multiplied
resulting values by 1,000 for rescaling. The entire equation used to calculate MMCP is
represented in Figure 3, and the values for markets served, raw revenue-weighted MMCP,
and MMCP are listed in Table 1.

Figure 3: MMCP Equation

(MMC_ ) (Revs gm) + (MMC) (Revsgp)
(Re¥S 7o) (Revs 17o0)
MMCP = X 1000
markets served,

Where:

MMC = firm—market-level multimarket contact

a=firma

m, n, ...= market m, marketn, ...

Table 1: Carriers Ranked by MMCP
Raw Revenue- Markets Served
Carrier MMCP Weighted MMCP (Nonstops and
One-Stops)

American Eagle Airlines 449 53 118
United Airlines 490 570 1,165
American Airlines 502 641 1,277
Delta Airlines 511 699 1,369
Southwest Airlines 517 417 807
Skywest Airlines 540 104 192
Independence Air 546 63 116
Continental Airlines 548 579 1,057
Expressjet Airlines 573 227 395

(Continued)
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Table 1: (Continued)

Raw Revenue- Markets Served
Carrier MMCP Weighted MMCP (Nonstops and
One-Stops)

America West Airlines 575 335 583
Northwest Airlines 579 680 1,174
US Airways 604 352 583
Atlantic Southeast Airlines 634 96 151
ATA Airlines 688 118 171
Alaska Airlines 695 75 108
JetBlue Airways 714 42 59
Airtran Airways 752 168 223

Control Variables

The denominator of the equation for MMCP embeds within the independent variable a
control for one dimension of organisational size. The number of markets served by a firm
reflects the breadth of the firm’s resource deployments, but it does not fully capture the size
of the firm’s resource endowments. Resource allocation to promotion, sales and passenger
service functions, as well as the ability to deliver quality service, are likely influenced by
economies of scope and economies or diseconomies of scale. To account for effects attribut-
able to the size of firm resource endowments, I included the control variable ‘Total Assets” at
the fiscal year ending 2003. I used the natural logarithm of this variable to correct for skew.
Dependent variables relating to service quality and resource allocations are likely as well
to be sensitive to differences in profitability. More profitable firms may be better equipped
than less profitable firms to devote resources to promotion, sales and passenger service
functions, and to deliver quality service. For this reason, I included the control variable
‘ROE 2002-2004" in the regression analyses. I used return on equity (ROE) averaged across
the three years 2002, 2003 and 2004 to limit the effects of short-term variance in profitability.

RESULTS
Table 2 provides descriptive statistics and Spearman correlations for the study variables.
I tested for multicollinearity by calculating the variance inflation factors (VIFs) in each
regression equation. Multimarket contact posture had VIFs of 1.361 in regression equations
for all resource allocation and service quality variables, which is well below the level of 10
that is regarded as problematic (Ryan, 1997).

I used ordinary least squares (OLS) regression analysis to test my hypotheses. H,
predicts that MMCP will be negatively related to firm allocation of resources to promo-
tion and sales functions. H,,, on the other hand, anticipates a positive relationship between
MMCP and the allocation of resources to promotion and sales. Results appear in Table 3.
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After controlling for total assets and return on equity, I found that MMCP contrib-
uted significantly to prediction of the two dependent variables tested. Multimarket contact
posture predicted statistically significant variance in promotion and sales expenses (AR? =
0.43, AF =16.06, p < 0.01) and promotion and sales share (AR? = 0.36, AF = 14.32, p < 0.01).
Overall model F was non-significant for promotion and sales expenses before the introduc-
tion of MMCP, but with the inclusion of that single variable the model explained a sizable
proportion of variance at a high level of statistical significance (adjusted R* = 0.58, F = 8.22,
p < 0.01). For promotion and sales share, as well, overall model significance and explained
variance increased appreciably with the introduction of MMCP (adjusted R* = 0.23, F =
3.33, p < 0.10 without MMCP; adjusted R? = 0.60, F = 9.12, p < 0.01 with MMCP). Signs were
positive for both regression analyses, supporting H, .

According to H,, MMCP will be negatively related to firm resource allocation to
customer service, while H,, predicts a positive relationship between MMCP and the alloca-
tion of resources to customer service. The results, shown in Table 3, indicated that MMCP
contributed significantly to prediction of the two variables tested, controlling for total
assets and profitability. Multimarket contact posture predicted statistically significant vari-
ance in passenger service expenses (AR? = 0.16, AF = 5.89, p < 0.05) and passenger service
share (AR*=0.11, AF = 5.28, p < 0.05). Explained variance in passenger service expenses was
sizable and significant for the model without MMCP (adjusted R? = 0.42, F = 6.67, p < 0.01),
but grew appreciably with the addition of MMCP (adjusted R* = 0.57, F = 7.96, p < 0.01).
Similarly, the model was effective in predicting passenger service share without MMCP
(adjusted R*=0.58, F =11.95, p < 0.01), but was even more effective with MMCP (adjusted
R?=0.68, F =12.16, p < 0.001). Signs were positive for analyses on both dependent vari-
ables, lending support to H,, .

H,, predicts that MMCP will be negatively related to customer service quality, while
H,, predicts that MMCP will be positively related to customer service quality. Results for
the three measures of customer service quality appear in Table 4.

Table 4: Results of OLS Regression Analysis for Customer Service Quality?

Variables Mishandled Consumer Late and
Baggage® Complaints Cancelled Flights
Step | Step 2 Step | Step 2 Step | Step 2
Intercept 2.552" 5.646" 0.212 -0.348 0.302™ 0.308™

0816)| (1.419)| (0370)| (0.762)|  (0.047)|  (0.099)
p=0007| p=0002| p=0576| p=0.655 p=0000| p=0.008

Total assets® -0.134 -0.256" 0.045 0.067 -0.015 -0.015
(0.100) (0.098) (0.045) (0.053) (0.006) (0.007)
-0.357 -0.681 0.222 0331 -0.576 -0.585

p=0202| p=0.022| p=0339| p=0.663| p=0.023| p=0.049
(Continued)
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Table 4: (Continued)

Variables Mishandled Consumer Late and

Baggage® Complaints Cancelled Flights

Step | Step 2 Step | Step 2 Step | Step 2
ROE 2002- -1.243 -1.302 -1.392° -1.382" -0.172 0.172%
2004 (1.371) (1.169) (0.621) (0.628) (0.079) (0.082)
average -0.242 -0.253 -0.503 -0.499 -0.492 -0.493
p=0380| p=0.286| p=0.042| p=0.046| p=0.046| p=0.055
MMCP -0.004 0.001 0.000
(0.001) (0.001) (0.000)
-0.622 0.209 -0.017
p =0.027 p=0414 p =0.949
R? 0.126 0.410 0.381 0.413 0.377 0.377
Adjusted R? 0.001 0.273 0.292 0.277 0.287 0.233
AR? 0.126 0.284 0.381 0.032 0.377 0.000
Model F 1.006 3.007t 4.300 3.044t 4227 2,619t
p=0391| p=0069| p=0.035| p=0.067| p=0.037| p=0.095
AF 1.006 6.253" 4.300° 0.711 4227 0.004
p=0391| p=0.027| p=0035| p=0414| p=0.037| p=0.949

2N =17; unstandardised regression coefficients, standard errors (in parentheses), and standardised coefficients (in italics)
are presented, in that order

® Natural logarithmic transformation used to correct for adverse skew

Tp<0.10 "p<0.05 " p<0.01 " p<0.001

Controlling for total assets and return on equity in all regression analyses, I found that
MMCP contributed significantly to the prediction of mishandled baggage (AR*=0.28, AF =
6.25, p <0.05). The sign was negative, lending support to H, , for lower rates of mishandled
baggage reflect better customer service. Overall model F was non-significant for mishan-
dled baggage before the introduction of MMCP, but with MMCP the model explained
a statistically significant proportion of variance (adjusted R* = 0.27, F = 3.01, p < 0.10).
However, MMCP did not contribute significantly to the prediction of consumer complaints
or late and cancelled flights, nor did models with or without MMCP account for variance
in these two dependent variables. In all, H, received partial support.

DISCUSSION
This study considered firm-level implications of multimarket contact. I introduced
MMCP - a construct and associated measure reflecting firm-level multimarket contact
- and proposed competing hypotheses on the scope of mutual forbearance effects. One
set of hypotheses represented the pervasive forbearance argument that MMCP dampens
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non-price competitive intensity. An opposing set of hypotheses represented the partial
forbearance argument that MMCP amplifies non-price competition. I tested my hypoth-
eses in the airline industry, where numerous existing studies report evidence of mutual
forbearance in pricing. On balance, results backed the partial forbearance perspective. In
support of partial forbearance hypotheses H,, and H,,, findings indicate a positive rela-
tionship between MMCP and the allocation of resources to promotion and sales and to
customer service. Partial forbearance hypothesis H, received mixed support. A positive
relationship was found between MMCP and baggage-handling service quality, but no
relationship appeared between MMCP and either rate of consumer complaints or on-time
performance.

It is not surprising that findings were stronger for resource allocation variables than
for customer service variables. Resource allocation reflects the depth of a firm’s commit-
ment to particular objectives. I interpret relative resource allocation to promotion, sales
and passenger service as indicative of a firm’s intent to compete or not compete vigorously
along those dimensions. Commitment and intent, however, do not necessarily translate
to success. The quality of service a carrier actually delivers is governed not only by the
carrier’s intent, but also by the carrier’s effectiveness in actualising its intent. While the
hypothesised relationship between MMCP and intent to deliver quality service is direct,
the relationship between MMCP and quality of service delivered is indirect. The latter
relationship is mediated by intent and moderated by managerial effectiveness. Thus, one
might expect stronger relationships between MMCP and resource allocation than between
MMCP and passenger service delivered. This may explain why strong results were
obtained for the former while the latter met with mixed results.

Measurement issues represent an alternate explanation for mixed customer service
results. The lack of significant findings for ‘Consumer Complaints” and ‘Late and Cancelled
Flights” may derive from problems pertaining to those dependent variables specifically.
Reliability of the variable ‘Consumer Complaints’ may be compromised by extremely low
report rates for all airlines. The mean report rate for all carriers for 2003 was 0.645 per
100,000 passengers, or just 1 complaint reported per 155,111 passengers. No airline had
a consumer report rate greater than 0.95 per 100,000 passengers. Therefore, the variable
was exceedingly sensitive to small variations, and may not constitute a reliable indicator
of consumer dissatisfaction with service quality. The variable ‘Late and Cancelled Flights’
may measure a service dimension over which carriers exercise too little discretion for the
purposes of this study. While airlines can take certain actions to mitigate delays and cancel-
lations, such as keeping extra planes on hand in case of maintenance problems or building
slack into schedules, multiple other factors may drown out those that carriers can influ-
ence. Flights are delayed or cancelled for many reasons beyond carriers” control, including
weather, airport security issues and random passenger behaviour. Minimal carrier discre-
tion over variance in outcomes measured by ‘Late and Cancelled Flights’, therefore, may
account for the non-significant relationship between that variable and MMCP.

The support for partial forbearance with regard to the dependent variables ‘Passenger
Service Expenses’, ‘Passenger Service Share” and ‘Mishandled Baggage’ runs counter to the
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findings of the sole other study to date exploring MMC effects on service quality. Prince and
Simon (2009) examine the US airline industry during the years 1995 through 2001, finding
evidence of a negative relationship between multimarket contact and service quality. The
difference in the direction of the results in this study as compared to the Prince and Simon
(2009) study may be attributable to the use of different independent and dependent vari-
ables. Prince and Simon’s variables differ from those employed by this study in terms of
both level of analysis and dependent variable observability. With regard to level of anal-
ysis, Prince and Simon (2009) employ firm-market-level MMC as an independent variable,
while this study’s use of the firm-level measure MMCP enables examination of firm-level
dependent variables. With regard to dependent variable observability, Prince and Simon
(2009) operationalise service quality with the measures on-time performance, cancella-
tions, plane size and frequency of flights. While these measures are important indicators of
service quality, they are all characterised by high levels of observability. Given the impor-
tant role that observability plays in making tacit collusion possible (Greve, 2008), it is likely
that the MMC-service quality relationship is highly sensitive to this particular dependent
variable attribute. The less perfectly observable the type of service quality activity or
outcome in question, the less likely multimarket competitors are able to establish and
monitor mutual forbearance. Thus, the differences between this study’s results and the
Prince and Simon (2009) results may be explained in part by differences in the observability
of the dependent variables employed. While the Prince and Simon dependent variables
on-time performance, cancellations, plane size and frequency of flights are tracked, publi-
cised and readily available at the flight level, the variables ‘Passenger Service Expenses’
and ‘Passenger Service Share” used in this study consist of more opaque “activities contrib-
uting to the comfort, safety, and convenience of passengers while in flight or when flights
are interrupted” (Bureau of Transportation Statistics, n.d.), such as flight attendant salaries
and passenger food expenses. It should be noted that the dependent variable “Mishandled
Baggage’ is more in line with the Prince and Simon variables in terms of observability,
suggesting that imperfect observability does not play a role in the support the “Mishandled
Baggage’ results lend to the partial forbearance hypothesis.

In all, the robust effect sizes found for ‘Promotion and Sales Expenses’, ‘Promotion
and Sales Share’, ‘Passenger Service Expenses’, ‘Passenger Service Share” and “Mishandled
Baggage’ inform two major deductions with important implications for multimarket contact
theory and research. First, this study establishes that multimarket contact contributes to the
explanation of certain firm-level behaviours and outcomes. The MMCP construct I propose
and measure bridges the gap between levels of analysis, for it is compiled of firm-market-
level data and it accounts for sizable variance in firm-level outcomes. Results represent the
first empirical confirmation of cross-level relationships deriving from multimarket contact.
The theoretical implication is that part-whole relationships merit deeper consideration
in the multimarket contact literature. Traditionally, MMC theory cleaves organisations,
addressing how contact between segments of rival organisations affects segmented behav-
iour. The effects found for MMCP underscore the inextricability of organisational segment
and organisational whole. Micro- and macro-level decisions and behaviours are mutually
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constitutive. Decisions and behaviours at the periphery invoke firm-wide vision - at least if
they are to bear an MMC imprint - while, reciprocally, organisational strategic orientation
is produced by contacts and conditions experienced at the periphery. Research impli-
cations arising from this study are substantial. Firm-level measurement of multimarket
contact activates a broad range of potential new dependent variables reflecting strategic
impact.

A second major point emerging from this study is that multimarket contact ampli-
fies rather than dampens competitive intensity along certain dimensions. Carriers with
high multimarket contact postures were more likely than those with lower MMCPs to
channel resources toward promotion, sales and customer service. Prevailing MMC theory,
which emphasises the mutual forbearance hypothesis, neither predicts nor explains these
findings. Evidence of a positive relationship between MMCP and non-price competitive
intensity signifies the need for reconceptualising the mutual forbearance hypothesis as
bounded and contingent. Specifically, it appears that multimarket contact may engender
forbearance primarily with regard to forms of rivalry that are highly observable or partic-
ularly damaging. The research implication is that non-price competitive dimensions
warrant greater emphasis in the multimarket contact literature. Whereas research tradi-
tionally asks whether MMC engenders mutual forbearance in the form of higher prices and
margins in a given context - assuming a yes or no answer - this study’s results support a
re-orientation toward asking how MMCP affects rivalry, where it mutes rivalry and where it
amplifies rivalry.

Limitations and Future Research

Although this study sheds light on firm-level implications of multimarket contact, it
has certain limitations. The direction of causal pathways cannot be assessed confidently
under the study’s cross-sectional design. While it is more plausible that MMCP affects
marketing and service orientation than vice versa, it cannot be ruled out that firms with
higher marketing and service orientations are more likely to enter into multimarket
contact. Longitudinal research is needed to confidently assess the causal direction between
specified relationships. The study’s relatively small sample size de-sensitises OLS regres-
sion analyses to all but very large effect sizes. Larger sample sizes will better equip future
researchers to detect relationships between MMCP and non-price competitive behaviour.
Generalisability is a concern for any study focused on a single industry. Examination of
other industries is needed to determine whether hypothesised relationships hold beyond
the US passenger airline industry. Another limitation pertains to the range of dependent
variables used to measure non-price competition. On-time performance, baggage-handling
complaints, general consumer complaints and resource allocation to promotion and sales
and to passenger service represent important indicators of marketing and customer service
competition, but they do not capture the full dimensionality of non-price competitive
orientation. Other industries may afford better measures of customer service delivered, as
well as the opportunity to examine additional non-price competitive dimensions such as
innovation.
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A final limitation derives from this study’s assumption that the negative relationship
between MMC and price competition in the airline industry - established in numerous
previous studies - holds for the year 2003. The most influential studies linking multima-
rket contact to price forbearance in the airline industry draw on data from the years 1984
to 1988, or within the first decade following the 1978 federal deregulation. For example,
Gimeno (1999) and Gimeno and Woo (1996, 1999) examined data from 1984 to 1988, while
Singal (1996) examined data from 1985 to 1988. This study, on the other hand, exam-
ines data from 2003. Thus, my conclusion that multimarket contact amplifies marketing
and customer service competition while muting price competition assumes that previous
findings persist through time. Existing evidence for price forbearance, however, may be
outdated. It is possible that by 2003 multimarket contact amplified price as well as non-price
competition. Furthermore, work focused on the importance of industry concentration as a
moderator of the MMC-rivalry relationship suggests that deregulation may indeed under-
mine price forbearance. As Scott (1982, 1991, 1993) demonstrates, the mutual forbearance
hypothesis collapses in the absence of high concentration; under low concentration condi-
tions MMC is negatively associated with profitability. As concentration declines, familiarity
erodes, coordination becomes unwieldy, monitoring becomes more costly and mutual
recognition of competitive interdependence fades. As a result, tacit collusion disintegrates
and rivalry ensues. The spate of new entrants into the airline industry since the 1978 dereg-
ulation lends support to the low concentration argument. Tacit collusion borne of - and
nurtured by - governmental regulation may have persisted into the early to mid-1980s
time period comprising the focus of influential MMC studies, then eroded as concentration
levels decreased over the following two decades. Future studies might extend analysis of
MMC price effects past the 1980s and up to the present, in order to determine whether they
parallel or diverge from non-price amplification.

Future research motivated by the two major lines of inquiry introduced in this study -
firm-level MMC effects and forbearance parameters - might concentrate on resolving three
fundamental issues. First, what attributes of a competitive dimension promote forbearance
and what attributes intensify rivalry under multimarket contact? For example, does firm
proclivity toward forbearance or rivalry along a given dimension ride on the difficulty of
communicating and interpreting competitive behaviour, or does the potential for a form
of competition to erode profit margins or grow overall market size appear more instru-
mental? Specification of the properties of competitive dimensions driving forbearance
and the properties driving rivalry entails further examination of the non-price dimensions
featured in this study, as well as examination of alternate non-price dimensions.

Second, future research should identify contextual moderators influencing relation-
ships between MMCP and competitive behaviour. For example, do industry concentration
levels moderate the MMCP-rivalry relationship? Analysis of this issue will entail either a
multi-industry approach where concentration levels vary between industries or a longi-
tudinal single industry approach where concentration varies within the same industry
over time. Similarly, future research might explore moderators of the relationship between
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MMCP and firm financial performance. For instance, if MMCP is found to dampen non-
price rivalry along marketing or customer service dimensions in some contexts, or along
alternate non-price dimensions such as innovation, might dampened rivalry along a given
dimension enhance firm financial performance in certain contexts while undermining
performance in other contexts? In particular, might variance in concentration levels
resulting from industry entry by new competitors be necessary to expose competence
depletion among industry incumbents to the detriment of financial performance? Anal-
ysis of this issue will entail longitudinal examination of an industry with both variance in
concentration levels and a link between firm competencies and firm financial performance
that is not heavily diluted by the influence of external environmental factors.

Third, future research should seek a deeper understanding of the process by which
MMCP dampens or amplifies firm-level rivalry. Do the behaviours and outcomes of
market-level decisions percolate upward to the firm level, or do market-level structural
relationships aggregately affect firm-level decisions? For instance, does market-level
MMC affect market-level promotional activity, which firm-level measurement merely
reflects? Or does market-level MMC define firm-level MMCP, which in turn affects firm-
level promotional activity? While this study found evidence of an overall relationship
between MMCP and firm-level behaviours and outcomes, it did not specify the level at
which decision processes were actually affected by multimarket contact because the data
were not conducive to examining non-price competitive behaviours and decisions at the
firm-market level. Future research in other industries should seek dependent variables at
the firm-market level reflecting resource allocation to marketing, resource allocation to
customer service, customer service delivered and so forth. Comparisons between MMCP
effects at the firm-market level and the firm level will enable researchers to parse out the
relative influence of decisions at each level, and thus to more precisely explain the process
by which MMCP dampens or amplifies rivalry.

CONCLUSION

This study has highlighted a latent tension between rivalry reduction and rivalry ampli-
fication under multimarket contact. The evidence provided here compels a broader, more
complex conceptualisation of multimarket contact than currently pervades the literature.
The well-established tendency to reduce rivalry represents but one facet of multimarket
contact’s contradictory nature. A Janus-faced MMCP emerges from this study, with rivalry
amplification representing the understudied countenance. The ramifications of multi-
market contact extend well beyond the bounds of the mutual forbearance hypothesis, and
so too should future research. Subsequent work in this domain will benefit from substi-
tuting a partial forbearance perspective for pervasive forbearance assumptions. Further
validation of the mutual forbearance hypothesis represents a less pressing need than does
resolution of the parameters of rivalry reduction and amplification under multimarket
contact. It is my hope that, by illuminating another side of multimarket contact, this study
will promote a more comprehensive accounting of MMC’s strategic impact.
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Collective Creativity by Design: Learning from
an Italian Fashion Design Company

STEFANO CIRELLA" AND ABRAHAM B. (Ramr) SHANTI!

ABSTRACT

Developing collective creativity is viewed as a critical capability needed to sustain

competitiveness within a variety of industries. The fashion design industry, with its
seasonal cyclic demand, requires intense creativity over a short time cycle that repeats
every three months. Such intensity in today’s global economy relies on strong leadership
to direct the creative designers, backed by precise management processes. These processes
entail promoting extensive learning spread across a series of complex fields that go well
beyond any single person and involve exchanging and integrating knowledge among indi-
viduals and groups. Drawing on literature in creativity and learning, this paper advances
the proposal of a framework of collective creativity by design. The framework identifies
the learning processes critical to developing collective creativity, the contextual features
that regulate the process and the kinds of learning mechanisms that can be intentionally
designed to foster collective creativity. The case study of an Italian fashion design com-
pany is used to illustrate and discuss the proposed framework. Implications for research
and practice are then reviewed.

Key Words: Collective creativity; learning mechanisms; organisational change

INTRODUCTION
Organisations cannot survive, sustain their market position or increase their market share
without developing new capabilities (Grant, 1996; Mohrman et al., 2006). Studies across
industries and nations have identified the importance of continuously developing new
capabilities (Dosi et al., 2000; Henry and Johnston, 2007). Despite the increased focus on
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this challenge, relatively little is known about how to design and develop such an organi-
sational mechanism.

For example, the fashion industry is a knowledge intensive industry that is dependent
on the continuous development of new capabilities, such as creativity. The nature of this
industry and its customers forces companies to create new materials and products in rapid
cycles four times a year - the seasonally driven cycle - and for different age groups. Compa-
nies tend to address this level of customer pressure by developing design and management
processes that support continuous creativity.

The focus of this paper is on collective creativity by design. ‘Collective creativity” is
viewed as creativity that occurs in a micro social system, such as a project team or a cross-
functional team. ‘Collective creativity by design’ refers to the intentional decision to focus
on learning and implementing learning mechanisms that can prompt and sustain collec-
tive creativity.

In this paper, our aim is to illustrate the complexity of developing collective creativity
and to explore the various organisational learning mechanisms that can help collective
creativity to become established. In the first section of the paper, we present a theoret-
ical analysis of literature on collective creativity and learning. In the second section, we
advance the proposal of a design-based framework of collective creativity by design,
drawing on the theoretical principles of creativity and learning. The framework identifies
the learning processes critical to developing collective creativity, the contextual features
that regulate the process, and the kinds of learning mechanisms that can be designed with
the express purpose of fostering collective creativity. In the third section, we use the case
study of an Italian fashion design company to illustrate the proposed framework and high-
light both the role of collective creativity and its complexity. In the final section, we present
the discussion and analyse the implications for research and practice.

THEORY DEVELOPMENT: BACKGROUND
The framework proposed in this paper is founded on theory and research; that is, it is based
on two scientific aspects of knowledge, namely creativity and learning. In the following
subsections, we will review the literature on collective-level creativity and learning.

Creativity at the Collective Level
Most companies try to promote creativity - that is, ideas about solutions, products and
services that are both novel and useful to an organisation (Amabile and Khaire, 2008;
Kylen and Shani, 2002). Organisational scholars argue that focusing on creativity at an
individual level does not address either the nature or the complexity of the issue (Amabile,
1983; Hennessey, 2003). Moreover, creativity often appears as an elusive concept (Hogg
and Scoggins, 2001) since ‘... the duality, paradox and contradictions of creativity are
frequently acknowledged and alluded to” (Bilton, 2007: 11).

This paper is concerned with the organisational perspective of creativity. Within this area
of scientific knowledge, creativity is viewed as more than just an individual-level-related
aspect, but also the result of social interaction and social exchanges (Nijstad and Paulus,
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2003). The notion of organisational creativity is viewed as ‘the creation of a valuable,
useful, new product, service, idea, procedure, or process by individuals working together
in a complex social system’ (Woodman et al., 1993: 293). Kurtzberg and Amabile (2001)
claim that relatively little attention has been paid to creativity occurring at the collective
level. The term “collective level’ refers to a micro social system or work unit. The concept of
a micro social system originally stems from the industrial concept of “micro units’ (Quinn,
1992) and is viewed as a unit of people who work together on a regular basis performing
a collective task. It has a clear business-related aim and organisational resources and work
processes must be integrated to produce a desired performance outcome.

The examination of creativity at this level becomes even more significant in practice.
Most creative ideas within the work context are the outcome of exchange in a collective
space, when individual interactions trigger ideas through dialogue, debate and conflict
(Chen, 2006; Hennessey, 2003). Creativity seems to be the result of collaboration, inter-
action and the exchange of ideas (Paulus and Brown, 2003) between people who work
together (Amabile and Khaire, 2008; Peelle, 2006). It follows that organisations increasingly
rely on specific work units to instigate creativity (Baer et al., 2010).

Scientific literature in which the terms ‘group creativity’ and ‘team creativity’ occur
frequently is limited and dispersed between different perspectives (e.g. Amabile and
Gryskiewicz, 1987; Amabile, 1988; Ekvall, 1999; Kylen and Shani, 2002; Taggar, 2002).
These are:

The combination of individual characteristics in the group

The relationship and interaction between individual group members
The relationships between team members and non-team members
The nature of group leadership

The learning perspective

The group development perspective

The nature of group resources (resources-based view)

The nature of work environments (climate)

The nature of the team outcomes

O XN PN

A critical assessment of the relevant literature suggests that there are three main gaps in
current knowledge:

1. Theneed for integration between the different levels of analysis (Woodman et al., 1993)

2. The need to reconcile the objectives of different players, both internal and external
(Hargadon and Bechky, 2006)

3. The need for holistic action models, able to help practitioners tackle organisational
change and development (Ramamoorthy et al., 2005; Cirella, 2010)

Recently, several scholars have advanced the concept of ‘collective creativity” (Hargadon
and Bechky, 2006; Chaharbaghi and Cripps, 2007; Catmull, 2008; Bissola and Imperatori,
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2011; Hirst et al., 2011) to include, and extend, the concepts of “group creativity” and ‘team
creativity’, as well as introducing several individual and organisational variables (Catmull,
2008) in a multilevel perspective. ‘Collectives’ are nested within organisations and are
composed of individual members or lower-level collectives (e.g. Morgeson and Hoffman,
1999). For the purpose of this paper, collective creativity is defined as a purposeful set of
processes, activities and mechanisms established by individuals working together within
an organisation, through which a new idea, product, service or procedure is generated.

This paper subscribes to this view of creativity. Collective creativity emerges from the
collaboration between individuals who work together in a micro social system to solve a
multi-faceted task or a project (Chaharbaghi and Cripps, 2007). Collective creativity benefits
from the integration of all the “bits and pieces” of knowledge acquired by individuals and
those within their network. Therefore, collective creativity is viewed as a process driven
by the desire for understanding at a deeper level (inquiry) and for action. It is the outcome
of the synergy between various knowledge processes that utilise some form of learning
mechanism (Catmull, 2008; Hirst et al., 2009). Collective creativity relies on the knowledge
and understanding that is generated within the context of work units addressing a chal-
lenge of common concern (Chaharbaghi and Cripps, 2007).

Learning and Learning Mechanisms at the Collective Level

Individuals rarely learn in isolation (O’Leary et al., 2011). Organisations face the challenge
of how to turn the learning that an individual acquires through a network into collective
learning such that it can guide action and become ingrained in shared routines (Powell,
1998; Kale and Singh, 2007). Three main factors of collective learning are learning at multiple
levels, practice-based learning and cross-community learning (Shani and Docherty, 2008;
Grant and Baden-Fuller, 1995). Given the complexity of the factors at play, developing
capability at the collective level will depend essentially on whether learning processes exist
(Edmondson, 1999; Easterby-Smith et al., 2000; Gibson and Vermeulen, 2003).

Such processes seem to be present to the extent that learning mechanisms can be inten-
tionally built into an organisation’s design (Fredberg et al., 2011). An organisation can
purposefully plan and build learning mechanisms that induce learning by design. Learning
mechanisms are conscious, planned tools that proactively enable and encourage collec-
tive learning (Popper and Lipshitz, 1998; Shani and Docherty, 2003; Armstrong and Foley,
2003). These features can encourage dynamic learning in general, including the learning
required to develop a specific new capability. Although defined and classified in different
ways, by different scholars, basically a capability is the capacity to undertake a partic-
ular activity successfully in order to achieve a desired end (Grant, 1996). Dosi et al. (2000)
stress the importance of a company’s long-term intentions and its strategies in providing
continuity, which allows capabilities to grow and show up in a company’s performance,
through building knowledge-based resources and routines that include search routines,
decision routines and operating routines. A common theme is that capabilities are coherent
mixed bundles of competencies, skills and technologies, rather than being single discrete
skills (Mohrman et al., 2006).
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A resource-based view of a company emphasises how it can improve its competitive
position through harnessing competencies and capabilities. The supporters of dynamic
capability would claim that a capability resource should be developed by design and
nurtured (Azadegan et al., 2008). Dynamic capability includes other elements, such as
absorptive capacity, architectural capability, combinative capability and learning capa-
bility. These confer the ability to access, import, generate and apply knowledge, enabling
a collective to modify its performance and achieve different outcomes. For example,
considering issues of cultural intelligence and adaptation, from the viewpoint of dynamic
capabilities, organisations can develop the capability to adapt their resources and expertise
to cross-cultural environments (Moon, 2010), by coordinating and restructuring resources
to facilitate the learning process.

The capability to learn is a skill that can be designed rather than left to evolve or be
positively encouraged (Lipshitz et al., 1996). The learning processes needed to create a
new organisational capability can be planned at the individual, collective, organisa-
tional and inter-organisational levels, and specific features can be designed to initiate,
facilitate, monitor, reinforce and reward this learning (Garvin et al., 2008; Sinkula et al.,
1997). Exploring the literature on learning mechanisms, we can identify several different
approaches, specifically the cognitive, the structural and the procedural mechanisms
(Table 1) (Popper and Lipshitz, 1998; Shani and Docherty, 2003; Mitki et al., 2008; Fredberg
et al.,, 2011).

Cognitive mechanisms are the bearers of language, concepts, symbols, theories, frame-
works and values needed to think, reason and understand consistently with one’s newly
acquired capabilities. Cognitive mechanisms are the principle means whereby an under-
standing is reached among all employees about the characteristics of such a capability, the
need and priority of such a capability for collective creativity within the company, and the
learning and changes required to realise it. Cognitive learning mechanisms are ‘a founda-
tional part of the emergent multi-level and cross-community social fabric of the firm, and
underpin the dispersed practice-based learning processes” (Fredberg et al., 2011: 123).

Structural mechanisms are organisational, physical, technical or work system infra-
structures that encourage practice-based learning. Organisational mechanisms enable the
collaborationand debate required for collective learning of new practices. Technology mech-
anisms include learning centres, e-learning programmes, databases and data warehouses,
and data sharing systems. Structural learning mechanisms may include communication
channels and the establishment of lateral structures to enable learning new practices across
various core organisational units; changes to the work organisation, including the defini-
tion of roles and the establishment of teams with shared accountability leading to a mutual
need to learn; and learning-specific structures, such as parallel learning structures, bench-
learning structures and process improvement teams (Fredberg et al., 2011).

Procedural mechanisms concern the rules, routines, methods and tools that can be
regulated and adopted within the organisation to promote and support learning. These
may include tests and assessment tools and methods, standard operating procedures and
methods promoting specific types of collective learning. The focus of the routine or work
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process will influence the degree to which the procedural learning mechanism is multi-
level and crosses community boundaries. ‘Democratic dialogues’, work-based dialogue and
de-briefing procedures are methods that have been applied successfully, allowing partic-
ipants to learn systematically from each other’s experiences through reflection and the
encoding of new knowledge into new practices and/ or repositories (Fredberg et al., 2011).

Table 1: Synopsis of Learning Mechanisms

Categories Key Features Types and Examples
Cognitive Promote and support learning Language, concepts, models, symbols,
mechanisms | through thinking, reasoning and theories and values (e.g. company value
understanding learning issues statements, strategy documents)
Structural Promote and support learning Feedback channels, communication
mechanisms | through organisational, technical | channels, technical structure, physical
and physical infrastructures structures, fora and arenas (e.g.

learning centres, data warehouses,
spatial design)

Procedural Promote and support learning Methods, models, procedures, rules and
mechanisms | through rules, routines, methods | tools (e.g. tests, assessment methods,

and tools institutionalised in the | operating procedures)

organisation

Source: Adapted and modified from Shani and Docherty (2008: 504)

Linking ‘bits and pieces” of wide and complex bodies of knowledge - such as creativity,
learning, learning mechanisms, design and strategy - presents a challenge and entails
choice. At the base of the proposed collective creativity by design framework is a design-
based concept that links the different fields together. The framework attempts to explain
the essential elements, the systemic requirements and the different challenges that relate to
the great many changes required to enhance creativity within work organisations.

COLLECTIVE CREATIVITY BY DESIGN: A DESIGN-BASED FRAMEWORK

An organisational design-based perspective integrates both structures and processes. This
section presents a dynamic design-based framework for collective creativity development
(Figure 1). The framework is composed of five interactive clusters, specifically contextual
factors, learning mechanisms, collective creativity, tapestry of learning mechanisms and
collective creativity output. Within the dynamic nature of the context, the central part of
the framework represents the intersection between learning mechanisms and creativity
at the collective level. The output corresponds to the set of components developed from
collective creativity.

Learning dynamics occur in a specific context of networks. Internal networks include
social and professional networks within the organisation, while networks external to the
organisation can be communities of practice and professional associations. These learning
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processes often occur across groups, teams and communities, and involve individuals and
collectives within, and often without, the organisation, leading to systemic learning at both
individual and collective level. The nature of learning mechanisms sets the stage for the
development of collective creativity, involving skills, knowledge, routines, structures and
processes, norms and values.

Figure 1: Towards a Design-Based Framework of Collective Creativity Development

Contextual Factors

e

/- Tapestry of
Learning Mechanisms / learning Collective Creativity
— Cognitive mechanisms E’ mthanisms — People, skills and knowledge
— Structural mechanisms | desighed for = Processes and routines
— Procedural mechanisms collective — Structures
creativity

Collective Creativity Output

The quality, efficiency and effectiveness of the learning processes leading to the adop-
tion and regulation of new capabilities within an organisation are affected by learning
mechanisms. Learning mechanisms are cognitive, structural or procedural features that
encourage and facilitate learning processes. They are often consciously designed and
implemented for that purpose.

The central flow in the proposed model goes from the complex environmental and
organisational context through the organisation’s business strategies to the perceived
need for capabilities within the organisation that can generate the desired output of crea-
tivity, goals and objectives. The development of these capabilities is enabled by the nature
and dynamics of the actual learning mechanisms tapestry designed and implemented by
the organisation. While the model presented can help to explain and predict creativity
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outcomes, it is, however, too simplistic an approach to allow us to explore the dynamics
and complexity of collective creativity. In the next section of the paper, we will provide
an illustrative case study of an Italian fashion design company. The framework is used to
illustrate the company in relation to collective creativity and learning.

ILLUSTRATIVE CASE: AN ITALIAN FASHION DESIGN COMPANY
A multi-phased collaborative research involving one of the top five companies in the
Italian fashion design industry provided the data for the case analysis that follows. The
company designs and produces silk accessories for men and women, such as scarves, ties
and womenswear. The aim of the study was to explore the nature of creativity and how
this creativity can be enhanced.

Method

The study represents a part of a collaborative management research process (Cirella et al.,
2012), developed following an intervention research approach (Hatchuel and David, 2008).
This involved detailed, semi-structured interviews, based on an interview protocol that
included questions about the company in general (its markets, products, strategy, structure,
processes, challenges and plans for the future) and questions about collective creativity and
its meaning, the practices followed when developing creative projects, competencies and
resources (questions were chosen from a variety of sources in the scientific literature). The
interview protocol and the topics covered in the interview were developed together with
company representatives who were part of a joint research team composed of researchers
and practitioners. The interviews took place with senior managers, key product managers,
designers, colour experts and salespeople (i.e. all the different roles within the unit). The
interviewees were selected from units working on three different projects. Table 2 outlines
the profile of the interviewees.

The interviewees were initially contacted by phone; they were then sent an email
describing the objectives of the research project, the methodology used and the structure
of the interview. All the interviews took place face to face, were conducted in Italian and
lasted between 45 and 90 minutes. They were carried out by two researchers who had the
task of conducting the interviews. The participation of the two researchers was critical
both in facilitating dialogue and to ensure that the questions made sense. A total of 21
interviews were carried out, which were all taped and transcribed. Data were analysed
using a set of default variables, including the meaning of creativity, key influential factors,
the characteristics of the process, required skills and achieved outcome. Each transcribed
interview was read, coded and analysed by two different researchers to determine the
different relevant aspects. We then prepared a comprehensive analytical report. The data
were organised and clustered according to the default variables, preserving the anonymity
of the interviewees. The document, including both the most frequent, representative raw
responses and the content analysis, was distributed within the company for the entire
collective to make sense of the data and create a collective meaning. For the purposes of
this paper, some of the data from the total set of data collected were extrapolated with the
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objective of illustrating the different elements of the framework, and the quotes were trans-
lated into English.

Table 2: Key Characteristics of the Interviewees

Roles Description of the Roles Number of
Interviewees
Senior CEO and the other members of the management team; |6
management the heads of the business units (including the design
unit)
Product Person responsible for a specific collection; each manages |3
manager a small group of clients
Salesperson Salesperson for a group of clients; each gives strong 2

support to the product managers in meeting the clients,
analysing sales data and studying the markets

Designer Person responsible for the creation (design) of the 6
products; usually works for a specific client over a given
period; the atelier is the sub-unit that gathers together
the designers and is headed by a senior designer

Other experts | Support product managers and designers in developing 4
product design; they include brand managers (give
marketing support on own brands), company archive
managers, colour experts (the so-called ‘variantista’, who
try colour changes in textile printing), Jacquard experts
(expert in different printing techniques using a special
mechanical loom, called a Jacquard) and print experts/
technicians

The Company

Located in Como, the company was founded at the beginning of the twentieth century.
Since then, it has grown into one of the market leaders in silk fabrics and in designing and
manufacturing accessories. The company has always been a privately held, family-owned
and family-managed company. Three generations of the family have led the company since
its establishment (and a fourth is now part of the company’s management team). During
the 1970s, the company strengthened its international presence by opening commercial
offices in New York, Paris and Hong Kong. In the early 1990s, they opened an office in the
Zhejiang province, China, in order to increase control over raw materials. The company
invested heavily in providing advanced technological know-how to bring both the quality
and reliability of products up to acceptable standards. These challenges did not produce
the intended results. Unsuccessful investments in China and increased global competition
translated into financial losses during the period 1999-2001. This losing trend continued
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over the following years. Attempts to fight the continuous financial losses did not yield any
major success and, in December 2006, the board hired an outsider as the chief executive
officer (CEO). The new CEO had a strong background in finance and he handled, first and
foremost, the financial emergency. He then formulated a strategic business development
plan that centred both on efficiency and on improving customer service.

Contextual Factors

The organisation evolved with a multi-phased corporate restructuring process. The main
drivers for restructuring were to cut overhead costs and reorganise the commercial and
production divisions. The old organisation was function-based. Changing this approach,
the company introduced a hybrid client-based structure which segmented clients (by price,
product, creativity, etc.) and the ways to serve them (different distribution systems). While
the positive results of the restructuring were becoming apparent, the global economic
crisis hit both the company and the entire industry, especially from 2009. These economic
pressures resulted in cutbacks throughout the organisation, in working hours, budget and
workforce. A new company mission was sorely needed to express its goals both in terms of
company profitability and high quality of service to its customers, by pledging its commit-
ment to continuous creativity, innovative design and high quality products.

Learning Mechanisms

The organisation used a variety of learning mechanisms to enhance creativity. The cogni-
tive learning mechanisms seem to play an important role in how the company functions.
For example the company mission statement - viewed as a cognitive mechanism - was
revised (September 2010) to involve its employees in its new strategies and their implica-
tion. The mission states:

Our mission is to grow profitably, while offering outstanding service to our customers.
We endeavour to guarantee excellence and leadership in the area of textiles and acces-
sories, through the quality of our unique and innovative creations.

The revised mission statement reflects and emphasises the combined drive for profita-
bility and a high quality of service to its clients; the two goals are connected to the “unique
and innovative creations’ (emphasis added) that the people within the company attempt
to realise every day to satisfy the continuously changing needs of the market. The mission
outlines a specific concept of creativity; that is, not the artistic creativity in crafting works
of art, but creativity from an organisational perspective to develop the capability of world-
class creativity.

Structural learning mechanisms include different visible structures within the company
to sustain organisational learning, including periodical staff meetings (held by the CEO)
and, importantly, the design and maintenance of a company archive containing all the
designs, materials and collections created by the company since its inception. The archive
(or, as it is fondly known in the company, the ‘Library’) is one of the most comprehensive
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in the fashion and design world, and contains all the company’s developments in silk over
more than 100 years. This learning mechanism represents an important source of inspi-
ration and continuous learning and yields creative ideas for designers. As one designer
stated:

This thing about the archives is very interesting because you are inspired by many
things that others have done over the years .... One never knows what will get triggered
by whom and when ... just sitting in the library with your team and discussing what
other ideas were sparked seems to generate a whole new set of ideas.

Procedural learning mechanisms are also visible within the company. One example is
the review of procedures, representing an opportunity for the systematic reflection on
completed projects (i.e. a collection for a client). Although the process of post-collection
reviews is the responsibility of each product manager, the review procedure enables collec-
tive reflection and learning. This helps prevent any similar mistakes from being repeated
and to inform everyone about the lessons learned, and therefore support continuous
improvement. As one designer stated:

We must be creative, and our creativity must be proactive and focused; to achieve this,
we must know our clients and their tastes very well. We need to explore and understand
the nature of our past experience with them. The greater the knowledge you have, the
easier it gets.

Work Design and Collective Creativity

The company covers the premium market segment of silk products and its clients are the
largest, best known players in the fashion industry. Since each customer - on average -
commissions four seasonal collections per year (each of which can include several different
elements), the company must be able to generate new ideas continuously. The expectation
in the industry is that each collection is to be distinctly different from the previous one; the
driving pressures seem to be on continuous creativity.

In the design unit, people are given the task of working with a specific client on their
collection. This collective of individuals usually consists of a product manager, a sales-
person and between three and five designers from the company atelier - the sub-unit that
gathers together all the designers. Other people may be involved on an as-needed basis,
for example specific colour experts or technicians. The collectives are not viewed as rigid
fixed teams (they may change with each occasion, that is, every collection required by a
client), although several usually stay as the ‘core group” working with a specific client (this
is particularly true for designers who have established special relationships with some
customers for whom they usually work and they are familiar with the style required). Each
person may be part of a different collective at any point in time.

The work units in the company are of a dynamic nature and are flexible and adapt-
able, inserted within internal (other collective entities, other units) and external networks
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(clients, suppliers). In these collective entities, salespeople are associated with specific
clients and product managers, but they do not necessarily work with the same customers.
Designers are selected for a particular project (i.e. a collection for a client) based on their
expertise with regards to specific customers and their requirements, and on whether they
are available. This flexibility within the collective is seen as a critical element of creativity.
As one product manager stated:

Collective creativity also comes from the continuous exchange of information .... The
collective creativity process integrates experience from different projects, diverse group-
ings of clients and interaction with others inside and outside the company.

Figure 2: An Illustration of the Collective Entities
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Figure 2 visually explains how a collective evolves around a new collection for a client. The
lifetime of a specific collective entity is typically the development period of a collection.

Learning Mechanisms Tapestry Designed for Collective Creativity

In the case presented, learning mechanisms and collective creativity are clearly visible to
the individuals, as described previously, but this does not always guarantee the devel-
opment of collective creativity (via learning mechanisms); a specific tapestry of learning
mechanisms can be designed consciously for collective creativity. For example, a single
mechanism (such as the archive) cannot sustain the development of collective creativity on
its own. As one senior manager said:

The archive was the reason why I changed my job. It is the biggest library about silk in
the world. Bigger than any other .... But my point of view is that [creativity] must not
only be understood, but also needs to be managed. We need to combine the archive with
our internal systematic data on creative processes.

In his statement, the manager claims that, in this complex tapestry of learning mechanisms,
a structural mechanism (the use of the archive) has to be interwoven with procedural
mechanisms (such as review procedures for continuous improvement) within cognitive
mechanisms (such as a shared mission, a creative organisational culture). This tapestry
therefore involves an entire collective entity and has an impact on creativity at the collec-
tive level. As another product manager said:

When the designers, arguably the most creative group, start work, they need to work
with the technicians, the colour experts, the product manager, the salesperson and
maybe also others. It is this interweaving of skills and how the process is managed that
breeds success.

The realisation that a tapestry of learning mechanisms can aid the collective creativity
processes and outcomes seems to be reflected in how people describe their working
processes. Actually designing such mechanisms remains an ongoing challenge for manage-
ment, and it requires more systematic exploration of choices and actions.

Collective Creativity Output
Collective creativity by design means creating new solutions that are effective and coherent
with the objectives set out by the organisation. In this case specifically, according to the
company’s mission statement, this means both client satisfaction (through the products
designed, e.g. the number of products that are selected to be worn during fashion shows)
and achieving positive economical results for the company. Other factors are the satis-
faction of individuals within the collective entity to be part of the collective process of
creativity, and how original the product is (in aesthetic terms).

One example representing the high level of output from collective creativity is a collec-
tion for a famous luxury fashion client, here called FASHION. In this project, the product
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manager and the head of the atelier had to work together and cooperate closely. The
product manager was not in a position to supervise the unfinished drawings and their
development scrupulously, as she was involved in preparing the successive development
phases for a new product, which meant that she had to spend a great part of her time in the
printing shop trying out the new creation and its process. She said:

FASHION is a race against time, so my job is to organise the next phase in order to
deliver the printed samples. You direct work according to the day-by-day reaction of
the client, even a simple sentence said on the phone. For example, by adding their logo
if they happen to mention it.

Due to the short time frame, colouring was carried out in parallel with the drawing, by the
same designers. As the show was imminent, they already knew the colours they wanted. In
this case, they involved inkjet computer-aided design (CAD) technicians. Starting from the
idea to use a chandelier, and following input from FASHION, they then moved to baroque
frames, a theatre bar, neon lights and even fake flowers. Several designers belonging to
this group visited a cemetery to study fake flowers and take this concept further. Specific
searches were made through the archive; the team’s knowledge about the client allowed
them to search for items in the archive in a very specific, focused way. Being able to carry
out the processes in parallel meant that the collective entity could deal with challenging
requests for creations; it constantly had to re-start and propose new concepts or re-work
previous ones, generating proactive ideas and possibilities. The most immediate result
of this collective creativity process, supported by a tapestry of learning mechanisms (the
archive and the systematic knowledge of the client) was the large number of items in the
client’s collection, especially when compared to the company’s direct competitors. As the
head of the atelier said:

In the end it was a success, because six designs were printed and three were worn dur-
ing the show.

The general impact of the actions carried out by management to achieve a creative outcome
of excellence (collective creativity by design) was reflected in the company’s financial figures.
In 2010, the net income was nearly €1 million and the company was once more profit-
able, following six years of losses. This result is particularly significant considering the
context. Three similar companies in the district, all competing in the same market segment,
were reviewed in an Italian national newspaper in February 2011 and the CEO of our case
company, when interviewed by the journalist, attributed the company’s turnaround to its
initiatives involving collective creativity (Pagni, 2011).

This section analysed the representative case of an Italian fashion design company to
illustrate an effort of collective creativity. The case was organised and examined using
the proposed collective creativity framework. In the next section, the framework will be
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discussed, using the elements from the case illustrated above, to define the boundaries and
characteristics of a specific field undervalued so far in literature.

DISCUSSION
This section builds on the case illustrated and proposed literature. The framework is
discussed in light of its basic parts, namely the learning mechanisms and the contextual
factors, the development of collective creativity and the collective creativity output (Figure
3). We will discuss some of the study’s limitations, its implications for practice and the
direction of future research.

Learning mechanisms are organisational features that foster required learning
processes (Lipshitz et al., 1996). Although some may simply emerge informally, the argu-
ment advanced in this paper is that learning mechanisms can be designed with the specific
purpose of promoting a more rapid development of collective creativity. Because the
learning of capabilities necessarily occurs in the context of a complex system, appropriate
learning mechanisms must be consciously designed (Hirst et al., 2009; Hirst et al., 2011).
In the case illustrated, the possibility of consulting the recent history of a client, using
ordinary practices, established a routine that both enhanced and sustained the process of
developing collective creativity. The complexity of collective creativity suggests that the
learning processes, based on the literature, would benefit from being (1) practice-based,
(2) experimental-based, (3) multi-level, (4) cross-community, and (5) systemic and inte-
grative. Sustaining such learning processes requires appropriate learning mechanisms.
The literature argues that the effect of these learning mechanisms on the development
of collective creativity is also regulated by the contextual factors proposed in the frame-
work: the complex dynamics of these contextual factors can promote or inhibit the learning
mechanisms from being established, even when such a need is well understood (Shani and
Docherty, 2003; Mitki et al., 2008; Fredberg et al., 2011). Contextual factors can be seen at
different levels, specifically in a business context, e.g. the state of economy, features specific
to the industry and to the region (e.g. McDonnell et al., 2010); organisational features, e.g.
strategy, design, technology, social issues, cultural issues and human resource practices,
such as communication (e.g. Heffernan et al., 2009; MacKay and McKiernan, 2010); team
features, e.g. task, composition and resources, skills and knowledge, team dynamics,
working routines (e.g. Bassett-Jones, 2005); and individual features, e.g. skills and abilities,
personality, motivation and basic demographics - education, experience, age, gender (e.g.
Faucheux and Moscovici, 1925).

Contextual factors and events have a strong influence over the dynamics under study
(Amabile, 1988). For example, regarding the business context, the case showed that an
organisational turnaround can underline the need for collective creativity. It could there-
fore provide an opportunity to promote and accelerate the establishment of learning
mechanisms for collective creativity. But, if not addressed and managed, it also could lead
to apprehension within the organisation that could inhibit these learning mechanisms and
learning processes from being established. For example, all the changes taking place in the
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company could mean that new managers may not be informed about company practices
and processes, or indeed, may not even want to be informed.

Moving to the core of the framework, collective creativity development can occur at a
faster rate if the organisation has built a tapestry of learning mechanisms that include a
combination of structural, procedural and cognitive mechanisms (Popper and Lipshitz,
1998; Shani and Docherty, 2003; Mitki et al., 2008). Each organisation is likely to design its
own unique learning mechanisms tapestry to fit the nature of its specific organisation and
business context. The key features of the learning mechanisms tapestry promote a new set
of competencies, which constitute this development (Friedman et al., 2001). Considering
the illustrative case, the argument is explicit, because the high level of collective creativity
needed is continuously developed through a specific, complex tapestry of mechanisms. At
the cognitive level, the organisational culture has to emphasise the mix of competencies
in learning structures and procedures that are needed for collective creativity (Kenny and

Figure 3: Partial Illustration of Empirical Data from the Case
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Reedy, 2006). If learning structures and procedures are not designed and aligned in a way
that promotes and enhances creativity, events and problems will very likely be managed
without seeking either to reframe the existing understanding or to reformulate current
knowledge (Antonacopoulou, 1999).

This hybrid collection of structural, procedural and cognitive mechanisms can help the
learning processes within work groups and between individuals or groups from different
sets and networks (e.g. different levels in an organisation, different organisations and
different contexts). These must address different skills (‘the interweaving of competen-
cies’ (a product manager) in this case), experiences, values, professional or organisational
identities, goals and priorities. An approach based on competence must be connected to
group and social dynamics (Antonacopoulou and FitzGerald, 1996). It is especially impor-
tant to ensure efficiency in learning across internal and external sets, where there are
different learning contexts. The extent to which learning mechanisms span different sets
and networks, and connect and give voice to different players in the respective systems
could indeed enhance the value and effectiveness of the output from the collective crea-
tivity. For example, in the case illustrated, learning with the clients appears to be critical for
collective creativity and its results. Such dynamics strengthen the way in which the collec-
tive creativity output produces added value for the company.

The literature also yields several parameters that can be used to evaluate a creative
process, such as originality, fluency, disciplinary open-mindedness and flexibility towards
new ideas. When the focus shifts to collective creativity in organisations the output of
creativity at the collective level influences the way target results for the task assigned to
the group of people working together can be achieved. This leads to the argument that
the main parameters of the output generated collectively include its economic results (in
this case, the amount of sales of a new product), client satisfaction (in this case, whether
the company’s designs appear at the most prestigious shows where the clients’ collections
are presented and, in the long term, the ability to retain the most prestigious companies
as clients), the satisfaction of the people who contributed (in this case, the satisfaction of
designers and managers, which influences the climate within the organisation), and the
originality of the output (in the case, the aesthetic merits of a new collection).

The complex nature of both the topic and the study exploring this topic does have a
few limitations that can be overcome with future investigations. The framework proposed
was basically derived from scientific literature and explored through the case study. As
such, further scientific investigation to examine the possible causal relationships within
the framework would be of added value. Another limitation concerns the generalisation of
the results. These were based on the study of a fashion design company in northern Italy.
Further studies should explore the nature of collective creativity in other industrial sectors
and in other contexts, both cultural and at a national level.

Directions for Future Research
This paper and the proposed framework provide the opportunity to advance scientific
knowledge in a variety of areas and directions. According to the literature, the mechanisms
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of organisational learning are gaining relevance within the debate on management topics
as a way of supporting the development of different organisational practices and processes
of change across a wide range of fields. In current literature, however, there is no specific
research that focuses on the impact of learning mechanisms on the practices of collective
creativity within micro social systems.

Future research could be directed at investigating the effects of different combinations
of learning mechanisms (learning mechanisms tapestries) on the development of collective
creativity. It could explore different types of micro social systems to enhance both learning
mechanisms and collective creativity, collective creativity output parameters relating to
the effect of the tapestry of learning mechanisms designed for collective creativity, the
possible relationships between individual and collective creativity, and the relationship
between internal and external networks and the development of collective creativity.

Finally, a collaborative research structure (Coghlan and Brannick, 2005; Cassell and
Johnson, 2006; Shani et al., 2012) is likely to generate new insights into both theoretical
development and management practices. Due to the complexity of this issue, it is likely
that research should combine qualitative and quantitative methods. For example, further
investigations could attempt to make the framework operational (following Morgeson and
Hoffman, 1999) and quantify the interactions between the different elements empirically.

Implications for Practice

Practitioners face increasing challenges in promoting creativity in the workplace. The
dynamics of creativity, the many factors that can impact on creativity and the difficulty
in developing collective creativity are complex and not easily understood. In this paper
we provide a comprehensive framework that analyses the issue of collective creativity
and can improve the understanding of the levers that promote the development of collec-
tive creativity. This framework supplies a way to map out learning mechanisms within an
organisation. It also provides a roadmap to help design the particular learning mechanism
tapestry that fits a specific organisation and its business context. Common to the three
types of learning mechanism - cognitive, structural and procedural - during the process
in which collective creativity is being developed, is the fact that they stimulate the crea-
tion of a new shared meaning and enable learning and the generation of knowledge across
multiple networks and communities, throughout different hierarchical levels of an organ-
isation and across the boundaries within an organisation. They build learning into the
organisation’s routines, so that it becomes synonymous with the development of collec-
tive creativity and its output. Lastly, the structure provides a holistic perspective that can
guide the actions of managers at all different levels within an organisation, who desire to
improve or promote collective creativity and its results.

Conclusions

This paper combines different literatures that traditionally have not been integrated. In
doing so, we hope to provide value to practitioners and scholars. The components of
the framework proposed integrate current theory and empirical research on creativity,
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collective creativity, learning mechanisms and processes. We discussed the theoretical
foundations of the framework and possible interactions between the elements of the
framework. The complexity of the relationships suggests, however, that there is a need for
further research to highlight how extensive and intense these relationships are.

While it remains a fundamental challenge for many organisations, the complexity of
collective creativity by design helps us to appreciate why scientists studying organisation-
related topics and organisations generate only limited research or indeed have produced
different versions. Developing collective creativity has received limited attention in the
areas of strategy, organisational learning and networks. We synthesised knowledge
found in the literature to create and propose a systemic model that could advance scien-
tific knowledge and be of practical use for managers wishing to implement processes to
enhance collective creativity.

REFERENCES

Amabile, T.M. (1983) “The Social Psychology of Creativity: A Componential Conceptual-
ization’, Journal of Personality and Social Psychology, 45, pp. 357-76.

Amabile, T.M. (1988) “A Model of Creativity and Innovation in Organizations’, in B. Staw
and L.L. Cummings (eds.), Research in Organizational Behavior, Greenwich, CT: JAI Press.

Amabile, T.M. and Gryskiewicz, S.S. (1987) Creativity in the R&D Laboratory: Technical Report
30, Greensboro, NC: Center for Creative Leadership.

Amabile, T.M. and Khaire, M. (2008) “Your Organization Could Use a Bigger Dose of Crea-
tivity’, Harvard Business Review, 86, pp. 101-9.

Antonacopoulou, E.P. (1999) ‘Individuals” Responses to Change: The Relationship between
Learning and Knowledge’, Creativity and Innovation Management, 8, pp. 130-9.

Antonacopoulou, E.P. and FitzGerald L. (1996) ‘Reframing Competency in Management
Development’, Human Resource Management Journal, 6, pp. 27-48.

Armstrong, A. and Foley, P. (2003) ‘Foundations for a Learning Organization: Organiza-
tion Learning Mechanisms’, Learning Organization, 10, pp. 74-82.

Azadegan, A., Bush, D. and Dooley, K. (2008) ‘Design Creativity: Static or Dynamic Capa-
bility?’, International Journal of Operations & Production Management, 28, pp. 636-62.

Baer, M., Leenders, RTH.A.J., Oldham, G.R. and Vadera, A.K. (2010) “Win or Lose the
Battle for Creativity: The Power and Perils of Intergroup Competition’, Academy of
Management Journal, 53, pp. 827-45.

Bassett-Jones, N. (2005) “The Paradox of Diversity Management, Creativity and Innova-
tion’, Diversity Management, 14, pp. 169-75.

Bilton, C. (2007) Creative Management: From Individual Talent to Collective Process, London:
Creative Industries Workshop - Creative Industries Observatory.

Bissola, R. and Imperatori, B. (2011) ‘Organizing Individual and Collective Creativity:
Flying in the Face of Creativity Clichés’, Creativity and Innovation Management, 20, pp.
77-89.

Cassell, C. and Johnson, P. (2006) “Action Research: Explaining the Diversity’, Human Rela-
tions, 59, pp. 783-814.



72 Collective Creativity by Design: Learning from an Italian Fashion Design Company

Catmull, E.D. (2008) “‘How Pixar Fosters Collective Creativity’, Harvard Business Review, 86,
pp- 65-72.

Chaharbaghi, K. and Cripps, S. (2007) ‘Collective Creativity: Wisdom or Oxymoron?’,
Journal of European Industry Training, 31, pp. 626-38.

Chen, M.-H. (2006) “Understanding the Benefits and Detriments of Conflict on Team Crea-
tivity Process’, Creativity and Innovation Management, 15, pp. 105-16.

Cirella, S. (2010) ‘Exploring the Phenomenon of Collective Creativity: Learning from
Collaborative Research Projects’, doctoral thesis, Politecnico di Milano.

Cirella, S., Guerci, M. and Shani, A.B. (2012) ‘A Process Model of Collaborative Manage-
ment Research: The Study of Collective Creativity in the Luxury Industry’, Systemic
Practice and Action Research, 25, pp. 281-300.

Coghlan, D. and Brannick, T. (2005) Doing Action Research in Your Own Organization, second
edition, London: Sage.

Dosi, G., Nelson, R.R. and Winter, S.G. (eds.) (2000) The Nature and Dynamics of Organiza-
tional Capabilities, New York: Oxford University Press.

Easterby-Smith, M., Crossan, M. and Nicolini, D. (2000) ‘Organizational Learning: Debates
Past, Present and Future’, Journal of Management Studies, 37, pp. 783-96.

Edmondson, A. (1999) ‘Psychological Safety and Learning Behavior in Work Teams’,
Administrative Science Quarterly, 44, pp. 350-83.

Ekvall, G. (1999) ‘Creative Climate’, in M. Runco and S. Pritzker (eds.), Encyclopedia of Crea-
tivity, San Diego, CA: Academic Press.

Faucheux, C. and Moscovici, S. (1925) Studies on Group Creativity, Laboratoire de Psychol-
ogie Sociale de la Sorbonne, Universite de Paris.

Fredberg, T., Norrgren, F. and Shani, A.B. (2011) ‘Developing and Sustaining Change
Capability via Learning Mechanisms: A Longitudinal Perspective on Transformation’,
in A.B. Shani, R. Woodman and W.A. Pasmore (eds.), Research in Organizational Change
and Development, Bingley: Emerald.

Friedman, V.J., Lipshitz, R. and Overmeer, W. (2001) ‘Creating Conditions for Organiza-
tional Learning’, in A.B. Antal, M. Dierkes, ]J. Child and I. Nonaka (eds.), Handbook of
Organizational Learning and Knowledge, New York: Oxford University Press.

Garvin, D.A., Edmondson, A.C. and Gino, F. (2008) ‘Is Yours a Learning Organization?’,
Harvard Business Review, 86, pp. 109-16.

Gibson, C. and Vermeulen, F. (2003) “A Healthy Divide: Subgroups as a Stimulus for Team
Learning Behavior’, Administrative Science Quarterly, 48, pp. 202-39.

Grant, R.M. (1996) ‘Prospering in Dynamically Competitive Environments: Organizational
Capability as Knowledge Integrators’, Organization Science, 7, pp. 375-87.

Grant, RM. and Baden-Fuller C. (1995) ‘A Knowledge-Based Theory of Inter-Firm
Collaboration’, Academy of Management, Best Papers Proceedings, pp. 17-21.

Hargadon, A.B. and Bechky, B.A. (2006) “When Collections of Creatives Become Creative
Collectives: A Field Study of Problem Solving at Work’, Organization Science, 17, pp.
484-500.



IRISH JOURNAL OF MANAGEMENT 73

Hatchuel, A. and David, A. (2008) ‘Collaborating for Management Research: From Action
Research to Intervention Research in Management’, in A.B. Shani, S.A. Mohrman, W.A.
Pasmore, B. Stymne and N. Adler (eds.), Handbook of Collaborative Management Research,
Thousand Oaks, CA: Sage.

Heffernan, M., Harney, B., Cafferkey, K. and Dundon, T. (2009) ‘Exploring the Relation-
ship between HRM, Creativity Climate and Organisational Performance: Evidence from
Ireland’, paper presented at the Academy of Management conference, Chicago, IL, 7-11
August.

Hennessey, B.A. (2003) ‘Is the Social Psychology of Creativity Really Social? Moving
Beyond a Focus on the Individual’, in P.B. Paulus and B.A. Nijstad (eds.), Group Crea-
tivity: Innovation through Collaboration, New York: Oxford University Press.

Henry, C. and Johnston, K. (2007) ‘“The Creative Industries: Ireland’s New Tiger Economy?’,
Irish Journal of Management, 28(2), pp. 211-19.

Hirst, G., Knippenberg, D.V., Chen, C.-H. and Sacramento, C.A. (2011) ‘'How Does Bureau-
cracy Impact Individual Creativity? A Cross-Level Investigation of Team Contextual
Influences on Goal Orientation-Creativity Relationships’, Academy of Management
Journal, 54, pp. 624-41.

Hirst, G., Knippenberg, D.V. and Zhou, J. (2009) ‘A Cross-Level Perspective on Employee
Creativity: Goal Orientation, Team Learning Behavior, and Individual Creativity’,
Academy of Management Journal, 52, pp. 280-93.

Hogg, M.K. and Scoggins, B. (2001) ‘Telling Tales: An Ethnographic Account of Crea-
tivity in Agency-Client Relations’, paper presented at the Critical Management Studies
conference, Manchester, 11-13 July.

Kale, P. and Singh, H. (2007) ‘Building Firm Capabilities through Learning: The Role of the
Alliance Learning Process in Alliance Capability and Firm-Level Alliance Success’, Stra-
tegic Management Journal, 28, pp. 981-1000.

Kenny, B. and Reedy, E. (2006) “The Impact of Organisational Culture Factors on Innova-
tion Levels in SMEs: An Empirical Investigation’, Irish Journal of Management, 27(2), pp.
119-42.

Kurtzberg, T.R. and Amabile, T.M. (2001) ‘From Guilford to Creative Synergy: Opening the
Black Box of Team-Level Creativity’, Creativity Research Journal, 13, pp. 285-94.

Kylen, S.F. and Shani, A.B. (2002) ‘Triggering Creativity in Teams: An Exploratory Investi-
gation’, Creativity and Innovation Management, 11, pp. 17-30.

Lipshitz, R., Popper, M. and Oz, S. (1996) ‘Building Learning Organizations: The Design
and Implementation of Organizational Learning Mechanisms’, Journal of Applied Behav-
ioral Science, 32, pp. 292-305.

MacKay, B. and McKiernan, P. (2010) ‘Creativity and Dysfunction in Strategic Processes:
The Case of Scenario Planning’, Futures, 42, pp. 271-81.

McDonnell, A., Gunnigle, P. and Lavelle, ]J. (2010). ‘Learning Transfer in Multinational
Companies: Explaining Inter-Organisation Variation’, Human Resource Management
Journal, 20, pp. 23-43.



74 Collective Creativity by Design: Learning from an Italian Fashion Design Company

Mitki, Y., Shani, A.B. and Stjernberg, T. (2008) ‘Leadership, Development and Learning
Mechanisms: System Transformation as a Balancing Act’, Leadership & Organization
Development Journal, 29, pp. 68-84.

Mohrman, S.A., Docherty, P., Shani, A.B., Schenkel, A.J. and Teigland, R. (2006) “The
Development of New Organizational Capabilities’, paper presented at the Academy of
Management annual conference, Atlanta, GA, 11-16 August.

Moon, T. (2010) ‘Organizational Cultural Intelligence: Dynamic Capability Perspective’,
Group & Organization Management, 35, pp. 456-93.

Morgeson, F.P. and Hofmann, D.A. (1999) ‘The Structure and Function of Collective
Constructs: Implications for Multilevel Research and Theory Development’, Academy of
Management Review, 24, pp. 249-65.

Nijstad, B.A. and Paulus, P.B. (2003) ‘Group Creativity: Common Themes and Future
Directions’, in P.B. Paulus and B.A. Nijstad (eds.), Group Creativity: Innovation through
Collaboration, New York: Oxford University Press.

O’Leary, M.B., Mortensen, M. and Woolley, A.W. (2011) ‘Multiple Team Membership:
A Theoretical Model of Its Effects on Productivity and Learning for Individuals and
Teams’, Academy of Management Review, 36, pp. 461-78.

Pagni, L. (2011) “Como un Declino Morbido Come la Seta’, Il Lunedi de La Repubblica, Affari
& Finanza, 28 February, p. 13.

Paulus, P.B. and Brown, V.R. (2003) ‘Enhancing Ideational Creativity in Groups: Lessons
from Research on Brainstorming’, in P.B. Paulus and B.A. Nijstad (eds.), Group Crea-
tivity: Innovation through Collaboration, New York: Oxford University Press.

Peelle, H.E. (2006) ‘ Appreciative Inquiry and Creative Problem Solving in Cross-Functional
Teams’, Journal of Applied Behavioral Science, 42, pp. 447-67.

Popper, M. and Lipshitz, R. (1998) ‘Organizational Learning Mechanisms: A Structural and
Cultural Approach to Organizational Learning’, Journal of Applied Behavioral Science, 34,
pp- 161-79.

Powell, WW. (1998) ‘Learning from Collaboration: Knowledge and Networks in the
Biotechnology and Pharmaceutical Industries’, California Management Review, 40, pp.
228-41.

Quinn, J.B. (1992) Intelligent Enterprise: A Knowledge and Service Based Paradigm for Industry,
New York: Free Press.

Ramamoorthy, N., Flood, P.C., Slattery, T. and Sardessai, R. (2005) “Determinants of Inno-
vative Work Behaviour: Development and Test of an Integrated Model’, Creativity and
Innovation Management, 14, pp. 142-50.

Shani, A.B., Coghlan, D. and Cirella, S. (2012) “Action Research and Collaborative Manage-
ment Research: More than Meets the Eye?’, International Journal of Action Research, 8, pp.
45-67.

Shani, A.B. and Docherty, P. (2003) Learning by Design: Building Sustainable Organizations,
Oxford: Blackwell Publishing.



IRISH JOURNAL OF MANAGEMENT 75

Shani, A.B. and Docherty, P. (2008) ‘Learning by Design: Key Mechanisms in Organization
Development’, in T. Cummings (ed.), Handbook of Organizational Change and Develop-
ment, Thousand Oaks, CA: Sage.

Sinkula, J., Baker, W. and Noordewier, T. (1997) ‘A Framework for Market-Based
Organizational Learning: Linking Values, Knowledge, and Behavior’, Journal of the
Academy of Marketing Science, 25, pp. 305-18.

Taggar, S. (2002) ‘A Multi-Level Model of Creativity in Intact Workgroups’, Academy of
Management Journal, 45, pp. 315-31.

Woodman, R.W., Sawyer, J.E. and Griffin, R. (1993) “Towards a Theory of Organizational
Creativity’, Academy of Management Review, 18, pp. 293-321.






Club 2.0: Investigating the Social Media
Marketing Strategies of Nightclubs in the
Midlands and West of Ireland

FriepA NEVIN* AND ANN M. TORRES*

ABSTRACT

ocial media is already an established feature in the marketing strategies of large global

brands. This study explores how the social media success stories of large global brands
may be emulated on a smaller scale by nightclubs in the midlands and west of Ireland.
The topic is explored from both consumer and organisation perspectives. Focus groups
were conducted with target consumers and in-depth interviews were carried out with
nightclub marketing personnel. The findings indicate nightclubs are highly compatible
with social media, but nightclubs are not using social media to their full potential; instead
they are adopting an unstructured, outdated approach. This study adds to the debate on
the role of relationships and promotion in social media marketing by presenting a cross-
sectional account of the current use of social media marketing. The resulting framework is
designed for nightclub marketing managers as a tool to enhance their social media market-
ing strategies.

Key Words: Social media marketing; web 2.0 marketing; online marketing; service market-
ing; hospitality marketing; nightclub marketing

INTRODUCTION
Since the inception of the internet forty years ago many new applications have been created.
One of the most recent innovations to emerge is web 2.0, “a collection of web services which
facilitate certain behaviours online, such as community participation and user-generated
content’ (Chaffey and Smith, 2008: 499). Examples include the micro-blogging site Twitter,
the social networking site Facebook, and the video-sharing site YouTube. Circle (2009) lists
these particular web 2.0 applications among the top future marketing trends. The addition
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of a Masters degree in social networking at Birmingham City University further illustrates
this growing trend of using social media for communications and marketing purposes
(Birmingham City University, 2009). Many organisations have begun to realise the power
and potential of these new communication channels. Social media is already successful
as a marketing channel for many large global brands. One need only look at Dell’s micro-
blogging on Twitter or lkea’s innovative use of photo tagging on Facebook for proof of
this success (Circle, 2009; Warren, 2009). However, the most recent social media marketing
industry report indicates social media marketing is still in the preliminary stages of devel-
opment. “A significant 88% of marketers surveyed are using social media to market their
business, but 72% have only been doing so for a few months or less’ (Stelzner, 2009: 5).

As an entertainment industry, the Irish nightclub industry has been one of the major
casualties of the recent economic recession. The number of organisations operating in the
industry is declining steadily, in line with the decrease in the discretionary income levels of
consumers (Vintners” Federation of Ireland, 2009). An emerging trend within the industry
is the use of social media as a marketing solution to overcome the effects of the downturn;
however, the levels of success appear to vary greatly among organisations.

The likelihood of compatibility between nightclubs and social media marketing is high.
As small and medium enterprises (SMEs), most Irish nightclubs have a lower percentage
of their budgets available to spend on marketing compared to large global companies.
These budget constraints, coupled with the low costs generally associated with social
media marketing, suggest a substantial opportunity for SMEs to increase their marketing
activity, relatively inexpensively, through social media marketing. However, the use of
social media within the Irish nightclub industry is an unexplored topic and, while many
organisations within the industry are engaging in social media marketing, detailed infor-
mation on best practice is not currently available within the literature.

LITERATURE REVIEW

‘Social media’ is the broad term used to describe web 2.0 tools and applications built specif-
ically for the purpose of allowing users to interact and socialise with others on the internet,
including applications such as message boards, blogs, wikis, podcasts, instant messaging,
social networking, email, and photo and video sharing (Preziosi, 2007; Miletsky, 2010).
Much of the literature suggests marketers should use social media simultaneously to
complement their other online marketing strategies. Antion (2005) and Pattison (2009)
also advocate using an independent website with its own domain name to reach potential
customers who are not active on social media websites. The general consensus in the litera-
ture regarding the use of social media websites, as opposed to using independent websites,
is encapsulated effectively by Kirby (2010), who concludes that a company-specific website
should be complemented by social media tools to drive traffic to the company-controlled
portal (Kirby, 2010).

The number of Facebook users reached a milestone 500 million in July 2010 (Wortham,
2010). Giles (2010) likens this to the populations of the world’s largest nations, highlighting
the current popularity of the world’s biggest social networking website.
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However, critics such as Raskin (2006) believe the popularity of Facebook may actu-
ally lead to its ultimate demise, as it becomes oversaturated with marketers” messages.
Morrissey (2010) reinforces this crowded image of Facebook and suggests the micro-
blogging site Twitter as a less cluttered and more unique alternative for marketers who
wish to engage in social media marketing. Research conducted by Jansen et al. (2009)
indicates 19 per cent of micro-blogging sites contain mentions of brands, indicating micro-
blogging is a feasible and practical channel for SMEs in terms of implementing marketing
campaigns and nurturing customer relationships. While recognising the widespread use
of Twitter among companies of all sizes, Klara (2010) believes it is the smaller companies,
such as nightclubs, which have the most success when using Twitter.

According to a study conducted by Forrester Research, younger generations are frequent
viewers of online videos (Haven et al., 2006). The young demographic of this audience
suggested by the Forrester report indicates YouTube may be an effective means of targeting
young nightclub patrons. However, Haven et al. (2006) caution about the resource require-
ments of incorporating YouTube into a social media marketing strategy. Although little
monetary resources are presently required to implement a YouTube campaign, substan-
tial effort and high-quality, creative video content is essential in order for an online video
marketing campaign to be effective (Haven et al., 2006).

Authors writing on the topic of social media marketing, such as Preziosi (2007) and
Greenberg (2009), readily accept the inclusion of short message service (SMS) marketing
into the social media category, in its broadest sense. Chaffey et al. (2009) also recognise text
messaging as a commonly used channel for communicating with consumers, yet they are
sceptical of its effectiveness in comparison with other social media channels. According
to Chaffey et al. (2009: 554), the “level of activity in e-mail marketing is much higher than
mobile text messaging” and they suggest the reason for this relatively low usage of text
message marketing is largely due to the intrusive nature of text messages compared to
permission-based email marketing. Although these channels are currently the most
popular social media channels among nightclub consumers, it is not known how long this
popularity will persist. Andersen (2008: 2) believes the speed at which social media tools
develop may make social media websites dangerous territory for marketers and he cautions
marketers against investing and committing substantial amounts of resources to social
media marketing, referring to social media websites as “potentially fleeting properties’.

Strong ties with consumers are essential for social media marketing to be effective.
Brown et al. (2007) believe the marketing potential of word-of-mouth activities associated
with social media and the level of impact word of mouth has on the consumer decision-
making process and attitude formation are limited by a number of key factors, including
tie strength. They explain tie strength as the closeness of the bond between the information
hunter and the source - the stronger the tie the more effective the marketing activity will
be, thus highlighting the importance of relationships.

Cram (1994) and Skinner et al. (2005) counsel against over-reliance on price-based
competitive techniques such as drinks promotions in nightclubs as they may result in
negative outcomes by provoking a price war, damaging the company image and diverting
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attention from customer needs. However, the possible short-term benefits associated with
price competition may make it difficult to resist. Furthermore, Chaston and Mangles (2002)
explain it is more tempting for service companies, such as nightclubs, to engage in online
price-based competition because prices are more visible to consumers online and therefore
they are easier to compare. In the offline environment, price information is not as readily
available or as easily compared due to consumers’ time constraints, which prevent them
from seeking out competing prices.

Kunur (2010) recommends staff outside of the marketing department should also be
involved in the organisation’s social media activity as it can be employed at every stage of
the selling cycle. He suggests adopting a model that incorporates a combination of central-
ised and distributed responsibility. However, Gay et al. (2007) believe getting buy-in from
other areas of the business, particularly from management, may be a challenge for some
organisations. This difficulty emphasises the need for top managers to be committed to the
concept of e-marketing and to share their enthusiasm as internal champions.

The literature on social media marketing, while not extensive, deals predominantly
with strategies, tools and online consumer behaviour; less attention has been focused
on the area of measurement. The reason for this lack of attention to measures of social
media marketing campaigns may be partially attributed to the difficulty of measuring
such campaigns. It appears the most effective social media tactics are often not as meas-
urable as their less effective counterparts. Maddox (2009), one of the few authors to touch
on the subject, highlights the shortage of concrete measures available to organisations to
accurately determine social media’s actual contribution to revenue growth. However,
Kirby (2010: 40) underplays the significance of financial measures by suggesting ‘return
on investment is only one way to gauge the success of a campaign’, and advises comple-
menting return on investment with other measures such as return on engagement.

RESEARCH DESIGN

This research project takes a cross-sectional view of the current status of social media usage
among nightclubs in the midlands and west of Ireland, using a mixed method approach.
The primary data collection process was carried out in two phases: 1) consumer focus
groups and 2) organisational interviews. A self-selection sampling technique was used to
determine the focus group sample. In total, ten nightclubs (five rural and five urban) and
twenty-eight consumers (fifteen females and thirteen males aged between 18 and 30) took
part in the study, and the responses were analysed using the qualitative analysis technique
known as template analysis.

FINDINGS AND DISCUSSION
Several key findings emerged from the research analysis in areas such as social media
experience, social media relationships, social media trends, and the management, imple-
mentation and measurement of social media marketing campaigns. The findings from both
data collection processes are discussed simultaneously.
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Social Media Experience

All ten nightclubs studied have an active presence on the internet and in the social media
world. However, variations exist between the levels of activity and depth of experience
they have regarding the use of online tools such social media; these variations are summa-
rised in Table 1.

Table 1: Online Marketing Experience of Nightclubs

Nightclub | Independent Year Joined Hours per Week Spent on
Website Social Media Social Media Marketing
Urban | Yes 2005 3
Urban 2 Yes 2005 3
Urban 3 Yes 2008 3
Urban 4 Yes 2008 2-3
Urban 5 Yes 2007 5-8
Rural |1 Yes, shared 2009 3
Rural 2 Yes, shared 2007 2-3
Rural 3 Yes 2009 5
Rural 4 Yes 2009 2
Rural 5 Yes 2008 2

Although differences exist between rural and urban nightclubs in terms of their social media
experience, both groups demonstrate a level of experience over and above the average
experience levels suggested by current research, indicating social media marketing may be
at a more advanced stage of development than presented in the literature.

All of the urban nightclubs studied have active independent websites which they
update regularly and which are linked to their social media pages, while the independent
websites of rural nightclubs are relatively inactive and not linked to their social media. In
this respect, the activity of the urban nightclubs is reflective of the current marketing litera-
ture, which highlights the importance of maintaining an active online presence outside of
social media through an independent website. Rural nightclubs, however, do not appear
to be using their independent websites to their full potential.

Social Media Trends

Facebook

All of the nightclubs studied have active Facebook accounts and share a positive opinion
of Facebook as the most popular and most effective social media website for marketing
purposes. This finding confirms the popularity of Facebook as a marketing tool that is
suggested in the literature (Pattison, 2009; Miletsky, 2010). All of the consumers who
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participated in the study are also active Facebook users with the majority of them describing
Facebook as the hub of their social media activity.

Twitter

Six out of the ten nightclubs that took part in the research have a presence on Twitter
- all five urban nightclubs and one rural nightclub. This finding challenges the popu-
larity of Twitter suggested in the literature by authors such as Morrissey (2010). While
the majority of nightclubs have a Twitter presence, their presence on Twitter is relatively
low-key in comparison to their Facebook activity. A similar finding was drawn from the
focus groups. Only five consumers said they have set up an account on Twitter and subse-
quently admitted to highly sporadic usage patterns, thus indicating Twitter may not yet
be a viable social media channel for nightclubs in the midlands and west of Ireland as
usage among consumers appears to be relatively low. Of those consumers who are not
active on Twitter, many regarded the website as predominantly an American site. These
statements resonate strongly with early attitudes of Irish consumers towards Facebook,
which in its infancy was viewed by Irish consumers as an American social network. This
finding implies the potential of Twitter as a marketing tool may increase in the near future,
as patterns observed from the literature suggest Irish consumers’ internet usage tends to
closely follow the usage patterns of American consumers (Singh et al., 2010).

YouTube

The potential of YouTube suggested in the literature is reinforced by the favourable atti-
tude of consumers towards YouTube uncovered during the focus group interviews.
Consumers regard YouTube as ‘amusing’, “entertaining” and “addictive’. However, none
of the nightclubs involved in the study have used YouTube as part of their marketing
activities. Many of them were aware of the website’s existence and were familiar with the
website’s features, but had not considered the idea of using it for marketing their nightclub
until the topic was raised during the interviews.

SMS Marketing

The intrusiveness of text message marketing was discussed during focus groups and
organisational interviews. Consumers relayed stories of negative experiences with
invasive mobile marketing from nightclubs and some nightclubs admitted to sending
marketing messages via SMS to consumers who had not given their explicit permission.
The overall findings from both the organisational interviews and the consumer focus
groups present text message marketing as an effective channel for communicating with
nightclub consumers provided the nightclub obtains explicit consent from consumers and
establishes a straightforward process whereby consumers can easily unsubscribe from the
text alerts service.

Bebo
Although little attention was given to Bebo in the literature, both nightclubs and consumers
have previously used the website. All of the rural nightclubs and one urban nightclub have
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used Bebo in the past for marketing their nightclubs and over half of the focus group
participants admitted to having used Bebo before, many identifying it as their first social
media experience. However, the popularity of the website is in decline. Bebo’s decline in
popularity is reflective of the rapidly evolving status given to social media in the litera-
ture. The current image of Bebo among consumers as a social networking site for children
suggests Irish nightclubs should be wary of using Bebo for their marketing purposes,
primarily because it is potentially a waste of resources as the target audience no longer uses
the website. Furthermore, and more ominously, using Bebo to promote nightclubs may
raise serious legal and moral issues regarding the advertising of alcohol-related events to
minors. Many of the nightclubs have already identified these pitfalls and have followed in
the footsteps of their customers, moving from Bebo to Facebook, yet some nightclubs are
continuing to use Bebo to promote their nightclub and alcohol-related events. However,
many nightclubs in both rural and urban areas also hold underage, non-alcoholic events on
their premises, thus maintaining a presence on Bebo could prove beneficial for these night-
clubs when promoting such events to underage consumers.

Social Media Relationships

The suggestion in the literature that strong ties with consumers are essential in order for
social media marketing to be effective (Brown et al., 2007) is challenged by the results
obtained during the focus groups. The majority of consumer responses gathered for this
study were relatively homogeneous; however, the discussion on social media relation-
ships with nightclubs raised much debate. Many consumers said they would only look
at a nightclub’s social media page if they were going somewhere for a vacation or if
they were going to a nightclub they are not familiar with, insisting they are less likely to
check the social media page of the nightclubs they most frequent, because they are going
to attend those nightclubs regardless of what promotion is on. This consumer opinion
suggests social media marketing does not require strong consumer ties in order to be
effective and it may also be effective with consumers who have weak or no ties with the
nightclub.

On the other hand, some consumers demonstrate much stronger social media ties with
their most frequented nightclubs, describing the social media presence of their local night-
club or nightclubs as online membership schemes. The findings from the organisational
interviews reinforce this description: four of the nightclubs have membership schemes in
place which are linked to their social media activity. In general, focus group participants
were largely in favour of nightclub membership schemes. The majority of participants
hold in their possession at least one nightclub membership card; in fact, many of the partic-
ipants are involved in multiple nightclub membership schemes. Low levels of consumer
loyalty towards nightclubs are also evident on social media: all of the focus group partici-
pants are linked to multiple nightclubs through social media and describe the strength of
these links as considerably strong. Consumers are linked to multiple nightclubs on social
media in that they are fans or friends of their local nightclub’s page, but they have little or
no interaction with these nightclubs” pages. They do not view the pages on a regular basis.
They are more likely to visit the page of a nightclub that is unfamiliar to them to see what it
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is like than to visit the page of a nightclub they know, even though they may be friends or
fans of the local nightclub on social media. Thus, strong ties with consumers can be poten-
tially advantageous for nightclubs engaging in social media marketing; however they do
not guarantee consumer loyalty.

With regards to establishing social media relationships, the potential legal issue of
adding underage friends and/or fans arises. Many nightclub representatives said they
deliberately avoid Bebo because of its underage user demographic. In spite of the strong
awareness of this sensitive issue demonstrated during the Bebo discussion, only four out
of the ten nightclubs impose a strict over 18s policy when adding or accepting friends on
social media websites. Three more nightclubs adopt a markedly more relaxed approach.
They ‘try to maintain an over 18s only friend list, when possible’, but have no formal proce-
dures or guidelines in place for standardising the process of adding or accepting online
friends. The remaining three nightclubs admit to having no age restrictions at all in place
on their social media friends lists. This finding suggests the majority of nightclubs demon-
strate a preference for quantity over quality when it comes to establishing social media
relationships, in an attempt to appear more popular than competitors.

Social Media Activity

Promotional

Adpvertising the nightclub and promoting events is the primary social media activity iden-
tified among the nightclubs studied. However, these activities are often done to excess, at
the expense of other important activities. Nightclubs which focus their social media efforts
solely on promotions are not viewed favourably by consumers. When discussing their
social media usage patterns, focus group participants placed great importance on interac-
tion, reinforcing the findings of previous studies published on the topic of social media
consumers (Gibson and Jagger, 2009). The level of attention given to promotional activi-
ties by the nightclubs studied indicates they are underperforming in terms of meeting the
needs and expectations of their consumers on social media. Many participants relayed
anecdotes of negative past experiences where they had contacted nightclubs via social
media websites to enquiry about upcoming events, reservations or general queries and
experienced negative emotions when they were subsequently ignored by nightclubs which
failed to reply to their enquiries.

The danger of price-based promotions was highlighted in the literature by authors such
as Cram (1994). Evidence of price wars instigated through social media promotions was
obtained during the organisational interviews and the level of promotional activity among
nightclubs on social media websites, and Facebook in particular, appears to be danger-
ously high. One particular rural nightclub posted an advertisement on its Facebook page
offering drinks for €2 all weekend. The following week, its closest competitors copied the
strategy. For three consecutive weeks, both nightclubs advertised the promotion aggres-
sively on Facebook. After three weeks one of the nightclubs withdrew the offer, but the
withdrawal was only temporary. Pressure from angry consumers, who expressed their
dissatisfaction on the nightclub’s Facebook page, led to the offer being reintroduced. At the
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time the interviews for this study were conducted, both nightclubs were still advertising
the offer through social media.

Timing is a crucial yet often overlooked factor of social media promotions. The literature
review highlighted the importance of content and frequency when delivering marketing
messages (Cram, 1994); however, the timing of message delivery is not given adequate
attention in the literature. Regardless of what promotional activity is being carried out, the
findings from the consumer focus groups suggest nightclubs should give strong consid-
eration to the timing of their messages. Both male and female consumers largely agree;
evening is the time of day when they are most likely to be online. Focus group participants
indicate they only occasionally look at the social media pages of nightclubs by searching
for the nightclub’s page unprompted; typically consumers arrive on nightclub pages by
clicking on links in comments posted by nightclubs, which appear on the stream on their
homepage, thus identifying the timing of messages as an crucial factor, as the stream is in
real time and therefore constantly changing. Although promotion was identified as the
main social media activity of nightclubs, in some cases non-promotional activities were also
identified, such as uploading photographs, dealing with booking enquires and conducting
informal competitor and customer research.

Non-Promotional

The associated co-creation and the interactive nature of social media marketing highlighted
in the literature suggest there is substantial potential for nightclubs to use social media
channels for other non-promotional purposes such as consumer research. However, none
of the nightclubs are currently engaging in formal or informal consumer research through
social media. The reason cited by most nightclubs is because it had never occurred to them
to do so, while some of the nightclubs have deliberately avoided engaging in consumer
research through social media as they refute the credibility of social media as a formal
consumer research channel.

Some nightclubs admitted to using social media channels to engage in competitor anal-
ysis, albeit in an informal manner, what one nightclub described as ‘keeping an eye on
what they're doing down the road’. The potential of social media as a means of conducting
competitor analysis was not previously identified in the literature, thus this interesting
finding enhances the literature on social media marketing by identifying a new, non-
promotional business activity for which social media can be used. One nightclub described
how it had previously used its Facebook page to advertise vacancies within the organisa-
tion, by inviting interested parties to send their CV to the company through their Facebook
mail, to which it received an overwhelming response. One urban male consumer also
raised the issue of recruitment during the focus group, explaining how he used Facebook
to obtain the contact details of nightclubs and pubs when he was searching for employ-
ment. LinkedlIn, a business-oriented social media website, is regularly used for recruitment
and head hunting; however the literature did not recognise the potential to conduct recruit-
ment activities on social media websites such as Facebook, which are widely regarded as
personal networks rather than professional networks.
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Managing and Implementing Social Media Marketing Strategies

In general, the discussion of the research findings so far has presented urban nightclubs
as slightly more advanced social media users than their rural counterparts. However,
unexpectedly, it is the rural nightclub category which excels in terms of the effective
management of social media marketing strategies. Three nightclubs, two rural and
one urban, acknowledged the management and implementation of their social media
marketing strategy as a team effort, with involvement from personnel from all areas
of the organisation. The remaining eight nightclubs relied exclusively on one person to
design, manage and implement all of their social media marketing strategies. In some
cases, this responsibility was carried out by a designated marketing manager; however,
in most cases no designated marketing manager role exists and the responsibility of social
media management was left to the general manger of the nightclub. Perhaps it is unfea-
sible in rural nightclubs to employ designated marketing personnel due to budgetary and
resource constraints. In such situations, it may be beneficial to involve staff members from
other areas of the business instead of placing the responsibility on the general manager,
who is often preoccupied with other non-marketing-related issues. The rural nightclubs
that took part in the study and have already employed such an approach have experi-
enced more successful social media strategies as a result. With regards to employing a
dedicated marketing manager, while this strategy is considerably more beneficial than
relying solely on the general manager, it still appears to be beneficial to encourage input
from other organisational departments, outside of the marketing department, to obtain a
fuller picture and maintain a fresh perspective.

Measuring Social Media Marketing Strategies

The difficulty in measuring social media marketing campaigns highlighted in the litera-
ture (Maddox, 2009) is echoed in the responses from nightclubs. None of the nightclubs
involved in this research have established a formal, quantitative measure for evaluating
the return on their social media marketing efforts. Some nightclubs measure their social
media success by monitoring the level of activity on their social media webpages, while
others list informal feedback from customers who attend their events as a key performance
indicator. Some nightclubs, particularly the urban clubs, have previously attempted to
quantify the effectiveness of their social media activity by measuring attendance of events
promoted exclusively through social media and comparing these results to attendance
figures for events not advertised through social media, some noting an increase as high as
50 per cent for events marketed through social media. Thus, while some nightclubs have
been relatively successful at measuring the effectiveness of promoting once-off events on
social media, none of them have yet established a method for measuring the long-term
effectiveness of their ongoing social media activity.

While all of the nightclubs acknowledged the difficulty of measuring their social
media campaigns, none of them expressed a major concern regarding the immeasur-
ability of social media. The general consensus among nightclub representatives is that
it costs nothing to implement a social media marketing strategy so they have nothing
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to lose. However, the potential for negative word-of-mouth suggests nightclubs should
maintain some measure of social media success, whether informal or formal, in order to
avoid a negative return on investment. The term ‘return on investment’ is appropriately
used here as all the nightclubs have invested time, usually three hours per week, into
their social media strategy. However, none of the nightclubs recognise the time spent
on their social media strategies as an investment. All of them declare they have made no
investment in social media because they have not spent any money on it. This attitude
suggests they do not take social media too seriously and are not considering the long-
term, strategic impact of their social media use.

CONCLUSION

The compatibility between nightclubs and social media is considerably high owing to
two key factors: 1) shared goals and consumer base, and 2) flexibility. Nightclubs and
social media are inherently suppliers of entertainment with remarkably similar target
consumers. Furthermore, the level of experience nightclub marketers have with social
media is increasing. In terms of flexibility, both consumers and nightclub representatives
change their social media consumption habits regularly. This evolving nature of social
media usage patterns is well documented in the literature (Andersen, 2008). The flexibility
demonstrated by the nightclubs which moved from Bebo to Facebook suggests nightclubs
are to some extent meeting the current needs and expectations of consumers and suggests
they have the capacity to adapt to meet consumer needs. The combination of these factors
indicates a potential strategic fit between nightclubs and social media.

The use of social media among most nightclubs studied can be described as mundane
and uninspiring. The lack of creativity is particularly notable in two key areas: choice of
social media channels and social media activities.

Choice of Channel

Facebook and SMS messages are the channels used most frequently by nightclubs engaging
in social media. While these channels are successful at reaching their target customers, both
channels are saturated with messages from nightclubs and other organisations. In order
for nightclubs to increase the effectiveness of their social media marketing and obtain a
competitive advantage they need to expand their portfolio of social media channels by
establishing an active presence on more innovative social media channels such as Twitter
and YouTube, which are rising in popularity among marketers and consumers.

Social Media Activity

Most of the nightclubs have adopted arelatively narrow approach to social media marketing.
Social media by its nature is an interactive channel, readily facilitating direct marketing
and dialogue between multiple parties. It appears many nightclubs in the midlands and
west of Ireland have not yet grasped the concept of marketing ‘with” consumers rather
than ‘at’ them. They use their social media presence mainly to promote their nightclub and
their events. They do not actively encourage feedback from consumers and when feedback
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or other unsolicited communications, such as enquiries, are received from consumers via
social media they are often ignored or overlooked by nightclubs.

The current literature on social media marketing also places considerable emphasis on
promotions; however, the approach to social media promotions suggested in the literature
is a more personal and informal approach than that taken by the nightclubs (Gibson and
Jagger, 2009). In this respect, the traditional approach taken by nightclubs is not reflective
of social media marketing literature and is more reminiscent of dated, mass marketing
literature. Essentially, nightclubs are trying to use modern marketing tools, such as
social media, in the same way as they would use traditional marketing channels, such
as radio or local press. By adopting this obsolete approach they are limiting their ability
to meet the needs of their consumers within their social media networks, as they are not
providing consumers with entertainment or the opportunity to interact. Nightclubs are
lazily approaching social media as primarily an advertising tool and not realising the full
potential of it as a creative, interactive channel.

Most of the nightclubs are underperforming in terms their level of forward planning
and their attention to detail. The majority of nightclubs appear to devote less attention to
their social media strategies compared to their other marketing strategies. A small number
of nightclubs have correctly identified social media marketing as requiring a team effort
and have been successful at obtaining buy-in from management and staff at various levels
from within the organisation. In this respect, these nightclubs reflect the best practice tech-
niques suggested in the literature. The remaining nightclubs have achieved buy-in from
management, but have not delegated any social media related tasks to non-management
members of the organisation, resulting in their social media strategies being narrow-
minded and minimal in terms of planning and implementation. Those nightclubs which
involve members from throughout their organisation in their social media marketing
activity have better planned strategies which are generally more creative. For this reason,
these nightclubs tend to perform better in terms of meeting customer expectations than
those where one person is solely responsible for the design and implementation of their
social media marketing activity. This finding suggests preparation is a pre-requisite for
effective social media marketing.

The findings on age restrictions strengthen the argument for the need for prior plan-
ning. Many of the nightclubs do not impose strict age restrictions on their social media
pages, risking the possibility of legal issues arising. One of the factors contributing to the
laidback approach of most nightclubs towards social media may be the lack of financial
investment required. There appears to be a misguided attitude among nightclub repre-
sentatives suggesting social media is an informal channel and, thus, it is acceptable to
adopt an informal approach. A clear line needs to be drawn between being open and
informal, and acting in a socially unacceptable manner. Companies need to engage in
prior planning in order to ensure they strike a balance between being socially oriented
and maintaining integrity and professionalism.
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Theoretical Implications

The findings of this study add to the debate on the importance of relationships and tie
strength in social media marketing literature, by strengthening the argument which
suggests close relationships are not always a requirement, and social media marketing
can also be effective in situations where weak ties or no ties exist. This research also
helps to move current literature past focusing predominantly on promotional activity, by
presenting consumer research, competitor research and recruitment as business activities
which may be potentially carried out through social media. The overall conclusion of this
research reinforces the argument in current literature which insists innovative tools such
as social media require innovative attitudes, and in order for social media marketing to be
effective marketers must enter the social media world with an open mind.

Limitations and Implications for Future Research

This study presents a cross-sectional account of the current use of social media marketing
by nightclubs in the midlands and west of Ireland by interviewing nightclub marketing
personnel and nightclub patrons from within the region. Future investigations in this area
may involve the use of deeper qualitative data collection methods such as participant
observation to investigate whether the responses provided during the interview accurately
represent the actual behaviour of nightclubs and consumers. The focus group section of
this research was also limited to consumers who have an established, active presence on
social media. Further nightclub marketing research may also include participants who do
not have a presence on social media. Other research may build on this work by taking a
longitudinal approach, repeating this study and examining the extent to which the use of
social media among nightclubs and consumers has changed over time.

Practical Implications

The implications of this research from a managerial perspective are presented in the form
of a conceptual framework, which was created based on the main findings emerging from
the research (see Figure 1).

Planning Recommendations

Nightclubs should create a formal, written plan for their social media marketing strategy,
which should start by identifying their objective. It is recommended that nightclubs avoid
objectives based solely on cost reductions or promotions. In order to be effective, the objec-
tives should be compatible with the social aspect of social media, for example a desire to
engage with customers or to better understand their customers’ needs. In order to identify
suitable social media objectives it is also necessary to understand the social media motives
of their target audience, such as entertainment. If no suitable objectives can be identified,
it may indicate social media may not be an appropriate marketing channel for meeting the
nightclub’s objectives.
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Figure 1: Conceptual Framework for Social Media Marketing in Nightclub
Organisations
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A social media marketing team should subsequently be appointed with representatives
from various levels and departments within the organisation. Once organisational objec-
tives and consumer motives have been identified, the elected social media marketing team
will be able to make an informed decision about the most suitable social media channels.
Decisions should be based on the social media usage of the nightclub’s target audience
and the ability of the channels to meet its objectives. Although this study focused on the
five most relevant social media methods at the time of study, the choice of social media
channel should not be limited to these channels as trends in social media are constantly
evolving and new social media channels are continually emerging. Nightclubs should aim
to include as many social media channels as they can feasibly manage and maintain within
their resources.

Implementation Recommendations
When the most appropriate social media channels have been identified, nightclubs should
begin to build their networks. Formal guidelines should be established, outlining how the
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network is to be built and details of any restrictions should be clearly communicated to
all members of the social media team to maintain consistency. Given the nature of the
industry, it is recommended that nightclubs impose strict age restrictions on any social
media channels used to avoid any legal issues arising. Nightclubs should maintain an
active presence on all their social media channels and establish links between their social
media and all other channels of communication. For example, hyperlinks should be used
to direct consumers from the company website to the social media pages and the URLs of
their social media pages should feature prominently in any offline communications.

A subtle, informal approach should be adapted when engaging in promotional
activity on social media, paying careful attention to the wording of communications. Post-
ings resembling advertisements should be used sparingly. Nightclubs should also aim
to increase the effectiveness of their social media marketing campaigns by engaging in
non-promotional activities, such as consumer and competitor research and recruitment.
Interaction and dialogue should be key components of any social media activity and
communications received from customers via social media should be handled in a profes-
sional, timely manner.

Recommendations for Control

Nightclubs should establish a formal strategy for measuring the success of their social
media marketing. As quantifying social media marketing success is extremely difficult,
the formal measurement strategy may be based on qualitative measures such as customer
feedback. The choice of measurement method should be based on the type of activity and
thus will vary greatly from nightclub to nightclub. A more important factor than the type
of measure used is the frequency of measurements. Regardless of which methods are used,
the measurement should be carried out on a regular basis. The dynamic nature of social
media means the social media strategies of nightclubs will require constant review and
reinvention, thus the six-step process outlined in Figure 1 is a cyclical process that night-
club marketers need to repeat continually.

Adapting a formal strategy, such as the one suggested in the above model, will allow
nightclubs to create effective and innovative social media marketing strategies which allow
them to meet their consumers’ need for social interaction, information and entertainment
while keeping marketing costs to a minimum and ensuring the professional image of the
nightclub remains intact.
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The Semiotic Conception of Brand and the
Traditional Marketing View

FERNANDO PINTO SANTOS*

ABSTRACT

he purpose of this article is to further develop the use of the semiotic resources in

the field of brand management by exploring some key traditional marketing concepts
against the backdrop of the semiotic theory of representation. Within the broad field of
semiotics my option was for Charles Peirce’s General Theory of Signs. By transposing his
semiotic theory to the conceptualisation of brands I illustrate their dynamic nature and
how they generate representations. With the help of this article, brand managers are able
to obtain a holistic view about brands that encompass their signs and the perceptions that
these create. Also, managers can gain an understanding concerning how the meaning of
brands always results from co-creation between companies and stakeholders.

Key Words: Brands; semiotics; signs; marketing; meanings

INTRODUCTION
Brands can be regarded as mental constructions that evoke a wide array of meanings
(Danesi, 2006; Semprini, 1995). Likewise, one can envisage the consumer world as a web of
meanings among consumers and marketers woven from signs ensconced in their culture
(Mick, 1986). These perspectives lead us towards semiotics, the discipline that studies signs
and how one creates and transmits meanings (Eco, 1979).

A semiotic sign might be defined, in a simple way, as anything that represents some-
thing to someone (Peirce, 1893-1913). Within the broad semiotic field I will develop my
research by using the resources made available by the American philosopher Charles
Sanders Peirce. His General Theory of Signs is, most of all, a theory of knowledge (Santaella,
2000) and proposes a view of how human beings develop representations. Ultimately, a
brand is something that resides in the minds of consumers (Keller, 1998) and this percep-
tual presence can be regarded as a mental representation (Franzen and Bouwman, 2001).

* Instituto Universitario de Lisboa (ISCTE-IUL), BRU-IUL, Lisboa, Portugal, fernando@
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I am following a call for research to deepen the use of the semiotic theory into the
marketing and brand management domains. The purpose of this article is to establish a
bridge between the semiotic theory and the marketing brand management domains, by
exploring some traditional marketing concepts and placing them against the backdrop of
Peirce’s theory of representation. The originality of the research lies in the discussion of a
semiotic view of brand with more traditional marketing concepts. Also, the concise way I
will present the semiotic theory contributes to the originality of the approach, especially
given that most of the existing work that integrates semiotics and marketing ends with
little appeal to those who are not experts in the field (Mick, 1986).

To the extent of my knowledge there are no works that clearly relate core brand
marketing concepts - like the ones of identity, communication, positioning and image - to
Peirce’s semiotic theory of representation. This was the gap I identified and, therefore, it
is my belief that my approach is valuable since it adds new insights that brand managers
can use to enrich their management practices. Mick et al. (2004) argue that more efforts to
qualify and extend semiotic insights into the marketing domain are needed, and Thellefsen
et al. (2007) state that very little work seems to exist that conceptualises brands according
to a Peircean perspective. Semiotics may help managers to achieve a broad view about
brands, and help them in the formulation of a marketing strategy and in the understanding
of the processes that lead to the meanings consumers ascribe to brands (Holbrook and
Hirschman, 1993).

APPROACH

The present research is exploratory and I will develop a discussion about a semiotic view
of the brand phenomenon within a marketing framework. I will focus my study on the
marketing concepts of identity, image, positioning and communication. The identity and
image concepts seem to be generally accepted as crucial in the brand management domain
(e.g. Aaker, 1991; Keller, 1998; Kapferer, 1994). Besides these two concepts, Kapferer (1994)
highlights the communication and Aaker (1991) the positioning of a brand. More concepts
could be presented but, due to the size constraints of the article, I decided to focus on
these four key ones. I will begin the analysis of the literature by concisely presenting these
marketing concepts and then I will explore the semiotic theory. Instead of extensively
presenting the history of semiotics or delving into the complexities that can be derived
from different paths of research within this broad field, I will focus on Peirce’s theory of
representation. Nevertheless, I will briefly present an overview of the origins of semiotics
and of the two main paths that have led to what is called “‘modern semiotics’, justifying my
emphasis on Peirce’s theories. From the integration of the fields of marketing and semi-
otics I will develop a discussion about a view of brands as semiotic entities. I will end this
article with a section of practical implications and also with suggestions of avenues for
future research.
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RELATED LITERATURE
Traditional Marketing Concepts of Brand Management
Identitiy
The concept of identity emerges as a pivotal element in brand management (Aaker, 1991,
2002; Kapferer, 1994, 2003; Keller, 1998). Brand identity defines a brand’s sense of direction,
which is central to a strategic vision (Aaker, 2002).

The brand identity will clearly be defined as soon as the following issues have been
resolved: what are the vision and specific objectives of the brand; what sets it apart; what
is the need that is satisfied by the brand; what is its permanent nature; what are its values;
and what are the signs that make it noticeable (Kapferer, 2003). We should form a perspec-
tive on the concept of identity in a comprehensive fashion. Besides the identifying elements
(name, logotypes and other graphical elements) through which a brand can be identified,
the identity also includes the total of its tangible and intangible features (Mozota, 2003).
The identity mix of a brand can be defined according to four vectors: products/services,
environments (locations where the offer/services are produced or sold), communication
and behaviour (of the employees) (Olins, 2005).

Image

Brand image may be defined as how the identity materialises in the mind of different audi-
ences. Neurobiologists have concluded that the best way to imagine the human memory is
like an associative network, wherein everything is connected to everything else (Franzen
and Bouwman, 2001). Memory is formed by millions of networks of neurons, whose
functioning may be explained through theoretical models regarding cognitive processes
(Franzen and Bouwman, 2001). These models are based upon the fact that representa-
tions in the long-term memory are organised in complex and interconnected terms called
models of associative network. How they work can be understood through the theory of
spreading activation, formulated by Quillian (Collins and Loftus, 1975). When the senses
face a certain stimulus, a connection is activated in the brain, namely in groups of specific
neurons that represent that stimulus in the memory.

The knowledge regarding a brand can be conceptualised as consistent with the model
of an associative memory network (Keller, 1998) and it may be defined as the personal
meanings about a brand stored in a consumer’s memory, that is, all descriptive and eval-
uative brand-related information (Keller, 2003). The knowledge about the brand can be
characterised along two components: brand awareness and brand image (Keller, 1998).
Awareness is related to the strength of the node of the brand in the memory, as reflected by
the ability of consumers to identify the brand under different conditions. Brand image can
be defined as the perceptions about a brand that result from the brand associations held
in the memory (Keller, 1998). Thus, the image of a brand is composed of all the pieces of
information that consumers gather in their memory.
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Positioning

Determining a brand image involves positioning the brand (Keller, 1998). As the name
implies, positioning involves finding a suitable location in the minds of a certain target
segment, according to the strategy of the brand. The first step in the implementation of a
brand identity is the affirmation of a positioning that specifies what part of the identity is
to be communicated (Aaker, 2002). Positioning a brand also means to highlight the distin-
guishing features that set it aside from its competitors and make it appealing to the public
(Kapferer, 2003). Positioning can be seen as something sought out and attained: it is the
result that the company looks forward to obtaining in the mind of the consumer. In this
sense, ultimately the consumers are those who will determine the positioning of the brands
(Beckwith, 2002).

Communication

Marketing communication can be conceptualised in terms of ‘contacts’, like any
information-bearing experience that the public has towards a brand (Schultz et al., 1993).
Within the same perspective, one can consider that all ‘touch points” between a brand and
its consumers are message bearers (Katz, 1989). Any situation where a brand is communi-
cating something to the market, from its facilities to how the after-sale service works, is a
touch point of the brand. In the same line of thought, the design of a product and its price,
the packaging, the posture of the seller and the decoration of the point of sale, among many
other possible examples, communicate something to the buyers (Kotler and Keller, 2006).
Each contact gives an impression of the brand.

Semiotics

The word “semiotics” originally stems from the term ‘semeiotics’, arising from the Greek
‘semeion’, which meant “mark’ or ‘sign’ (Beasley et al., 2000). The term was used by the
founder of Western medicine, Hippocrates, to point out the study of the symptoms, given
that they were signs that represented different kinds of physical conditions (Danesi, 1998).
The semiotic analysis generally consists of the same procedure: to link the physical forms
of the signs to what these represent (Danesi, 1998).

At the end of nineteenth century and throughout the twentieth century, semiotics had
a noticeable development, through the works of Peirce and Saussure. The Swiss linguist
Saussure created the theoretical fundamentals of a science of signs. To him, semiotics was
an extension of linguistics. A sign, linguistic or otherwise, can be regarded as a dyadic rela-
tion between a signifier (form, expression) and a signified (concept, content) (Holbrook
and Hirschman, 1993). So, a sign is the relation between the signifier and signified. Saus-
sure’s works focus on communication via symbols organised into languages, e.g. food,
clothing, furniture, myths and rituals (Holbrook and Hirschman, 1993).

Peirce establishes a semiotic triadic relationship, where a third element - the object - is
articulated with the signifier and the signified. Although Saussure and Peirce worked in
two different academic traditions (linguistics and philosophy respectively), both agreed on
the importance of the sign to any semiotic approach (Fiske, 1990). Saussure used the term
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‘semiology’ to designate his studies; however, despite still being used today, the word
‘semiotics’ became more usual. In spite of the shared purposes of both semiotics and semi-
ology to become general theories of signs, the two theories differ in subject matter and
method as well as in specific concepts and also in terms of epistemology (Holbrook and
Hirschman, 1993).

Among the existing research that integrates the semiotic theory into the marketing
field, there have also been a number of different approaches. Whereas some authors use
the semiotic theory of Saussure or Peirce, others use a mix of the two when developing
research in marketing. Mick’s (1986) article ‘Consumer Research and Semiotics: Exploring
the Morphology of Signs, Symbols, and Significance’” and Holbrook and Hirschman'’s
(1993) book The Semiotics of Consumption are two works that have influenced the use of
semiotics in marketing theory. But even in the 1950s the seminal articles of Gardner and
Levy (1955) and Levy (1959) presented insights that remain up-to-date and influential.
Levy (1959) argued that the marketing mix variables place a firm’s commercial offering
within symbolic meanings that produce a complex set of ‘symbols for sale’.

Different semiotic research paths have been followed in the marketing and consump-
tion domains, such as brand and corporate communication (Danesi, 2002, 2006); signs used
as brands (Floch, 2001); consumption (Baudrillard, 1998, 2005; Barthes, 1964; Mick, 1986;
Holbrook et al., 1989; McCracken, 1990, 2005); symbolism in consumption (Barthes, 1964,
1993); corporate identity (Otubanjo and Melewar, 2007; Valentine, 2003); and consumer
behaviour (Cherrier and Murray, 2004; Grayson and Martinec, 2004; Grayson and Shulman,
2000). Also, brand meaning has been extensively studied with different approaches (Batey,
2008; Hardy-Vallee and Koenig, 2002; Kozinets, 2001; Schouten and McAlexander, 1995)
and different methods of analysis inspired by the semiotic theory have been developed
and used in marketing research (Valentine, 2002; Bitoun, 2006; Kessous and Elyette, 2008).
Just to give two examples of these methods, Barthes (1964) presented a semiotic process
based on Saussure’s semiotic theory. The three stages refer to denotation, connotation and
myth. On other hand, Chandler (2007) proposed a semiotic method to analyse how signs,
such as the identity of companies, are interpreted to produce meanings. Other works have
used semiotic approaches to specifically study, for example, product design (Kawama,
1989), packaging (Klapisch, 1995), advertising (Barthes, 1964; Langrehr and Caywood,
1995; Warlaumont, 1998; Danesi, 2008) and retail spaces (Sherry, 1998; Eco, 1979; Floch,
2001). Many other studies, besides the ones stated, have employed some kind of approach
based on the semiotic theory into research in marketing and brands. A broad panorama
on this matter can be analysed in the Mick et al. (2004) article ‘Pursuing the Meaning of
Meaning in the Commercial World: An International Review of Marketing and Consumer
Research Founded on Semiotics’. This work presents an extensive analysis of the existing
research that integrates semiotics in the marketing field.

My review of semiotics is not meant to be holistic but rather an exploration of some of
the key elements of semiotic theory in order to discuss the parallel with the concepts of iden-
tity, communication, positioning and image. Within the broad semiotic theoretical domain
I will opt for Charles Peirce’s semiotic General Theory of Signs for my research, mainly due
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to three reasons. Firstly, Peirce’s theory seems to be better adjusted to the potential analysis
of brands through the incorporation of the mediated action (semiosis), when compared to
the Saussurean dyadic (signifier/signified) semiotics (Perez, 2007). Secondly, the theory of
representation proposed by the Peircean semiotics presents the resources to understand
how brands become represented in the minds of stakeholders. Finally, the already existing
conceptualisation of brands with this semiotic view (Mollerup, 1997; Perez, 2004; Lencastre
and Corte-Real, 2010) seems to allow a comprehensive notion of the brand concept and a
holistic characterisation that encompasses its signs and their effects.

General Theory of Signs

As a philosopher, Peirce concerned himself with the understanding that we have of our
experience and the surrounding world. Only gradually did he realise the importance that
semiotics - the action of signifying - has within such context (Fiske, 1990). Peirce was born
in Cambridge, Massachusetts, attended Harvard University and became a professor in
logic and philosophy at the same university. As Peirce (1931-1958: 1.339) proposes in his
General Theory of Signs:

A sign stands for something fo the idea which it produces, or modifies .... That for which
it stands is called its object; that which it conveys, its meaning; and the idea to which it
gives rise, its interpretant [emphasis in original].

This relation between signs, object and interpretant conceptualise the process of represen-
tation and how human beings accede to the knowledge about a given reality (Silverman,
1983).

The semiotic object or referent (we will use these terms interchangeably) which the sign
stands for doesn’t have to be physical; in fact it can be intangible, real or imaginary, shared
or even idiosyncratic (Holbrook and Hirschman, 1993). Through signs an interpretant can
be developed. Peirce thought of an interpretant as a psychological event in the mind of
an interpreter (Eco, 1979). For some authors (e.g. Danesi, 1998, 2002, 2008; Merrell, 2001;
Mick, 1986) the interpretant is essentially a meaning about the object that is accomplished
through signs. Other authors, like Eco (1979), state that the interpretant can be a response
to the semiotic object.

I consider the understanding of how signs lead to the development of a response as
something critical. Signs have a self-generating ability (Santaella, 2000) in the sense that
they bear a potential effect about the semiotic object. Nonetheless, a response will only be
created when the effect of the sign is integrated in the mental structures of the person who
processes it. Hence, the meaning or response is not contained within the sign itself, arising
only in its interpretation (Chandler, 2007). Peirce’s semiotics allows the understanding that
the meaning or knowledge carried by the signs is not universal and the processes that
lead to a response are conditioned by the lifestyle, way of thinking, values and opinions
and the pre-existing ideas, tastes, life projects and all idiosyncrasies that make up each
person’s sense of self (Fournier and Mick, 1999; Semprini, 1995). The interpretation is thus
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conditioned by the already existing knowledge and personal background and also by the
specific social, cultural and historical contexts.

Peirce defended the idea that we have no direct experience, but merely an indirect
knowledge of reality (Silverman, 1983). The philosopher argued that all experience is medi-
ated by signs (Chandler, 2007). From a semiotic view the whole of the human experience
is an interpretative structure mediated and sustained by signs (Deely, 1990). Semioticians
regard ‘reality” as a social construction, based on systems of signs.

Representation, in the formal terms of Peirce’s theory, is the general relationship that
is established between the three semiotic elements: sign, object and interpretant. A repre-
sentation relationship is triadic, so it should not be confused with the signs themselves,
although the whole process of representation can be named as a sign (Santaella, 2000). At
the same time a sign - a sign in the strict sense or a representamen - is one of the elements
that are part of the process of representation. So, and with the purpose of presenting
Peirce’s theory in a simple way for those who are not familiar with semiotic concepts, we
will use the term “sign’” as the concept in the strict sense.

In his extensive work Peirce developed multiple classifications and reviews about the
types of signs and their qualifications, but we believe that such detail is outside the scope
of this study. The qualifications of signs in relation to the object - icon, index and symbol -
are among the most widespread. The main feature of icons, indexes and symbols is based
on their resemblance, contiguity and convention with the object, respectively. An icon is
a sign that resembles, in some way, the object. In the index there is a connection between
the sign and the object and, finally, a symbol doesn’t have a connection or similarity with
the object, the relationship happens by social convention. Within Peirce’s theoretical frame
a symbol is just one of the classifications of signs. We will not analyse the symbolic char-
acter of brands, nor will we present a detailed description of the possible classifications of
signs, but rather simply use a broad concept of the sign as an element of Peirce’s process
of representation.

Representations can be partially implicit (Franzen and Bouwman, 2001) and human
beings interpret things as signs mostly in an unconscious way (Chandler, 2007). Semiotics
thus proposes that meanings or responses can be developed without awareness.

The General Theory of Signs Applied to the Brand Conceptualisation
The semiotic school of thought established by Peirce can be used to conceptualise a brand.
Mollerup (1997) was, as far as we know, the first to specifically apply Peirce’s semiotic
model to the definition of brands. He presented such views in his book Marks of Excellence
(Mollerup, 1997), where he gives the example of a pen of the brand Montblanc. The symbol
on the top of the pen can be considered a sign of the brand; the sign refers to the semiotic
object of the brand, the company that produces it. Finally, the interpretant is the effect that
the sign can create in the mind.

Regarding the brand’s signs, Lencastre and Corte-Real (2010) argue that the name of
the brand is, by legal definition, a sign. Besides this sign, other elements like the logotype,
the symbols, the slogans and even the packages and the jingles can also be considered as
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being composed of signs. Lencastre and Corte-Real (2010) call these elements an identity
mix of the brand.

The products or services and the organisation that manages the brand are, in the
opinion of Lencastre and Corte-Real (2010), the semiotic object of the brand. Perez (2004)
considers that the object element takes into account all the complexity of the organisation -
its mission, its vision, its relationship with society, its leaders - amplifying the immediate
course of reference reduced to the tangible product.

Regarding the effects of the semiotic signs of the brands, Lencastre and Corte-Real
(2010) use the term ‘response” as the way to name them. So, the interpretant is the response
that a brand receives from a specific individual and, by extension, from a particular market.
The authors clarify that the response comprehends the sum of different cognitive, affec-
tive and behavioural responses. Franzen and Bouwman (2001) state that a response to a
brand refers to the totality of associations, meanings, emotions, attitudes and behavioural
tendencies that a brand evokes.

DISCUSSION
Peirce’s semiotic theory allows one to regard brands as entities composed of inter-
dependent elements of different natures that match the process of representation. Within
this frame a sign is a core concept and has two basic features: it stands for a referent and
it has the ability to create an effect in the mind. Consumers live surrounded by signs of
brands and all these can be apprehended by the stakeholders’ senses at any given moment.
Signs establish a connection between the brand they stand for and the stakeholder’s mind.
Whenever an interpretation of signs occurs new relations are established and brands are
thus dynamic entities that are always able to evolve.

Communication may be seen as a process of sign sending (Bergman, 2009) and in this
sense the communication of a brand can be regarded as being composed of layers of signs.
The identity of a brand encompasses not only the means of communication of a brand and
identifying elements such as the logotype and other graphical elements, but also the total
of its tangible and intangible features, namely its products and services, its environments
and the behaviours of its employees. The identity is composed by signs that stand for the
brand and have the ability to trigger responses in consumers’ minds about that brand. The
act of consumption of a product is also a situation that stands for the brand and thus gener-
ates signs about it. So, all the elements that compose the identity of a brand can be regarded
as signs. Nonetheless, there are also semiotic signs in situations that are not conceived
and controlled by the brand managers as the identity of a brand. When a consumer wears
clothes of a given brand he is generating signs about that brand whenever he walks down
the street and has contact with other consumers. The use that consumers put the products
of a brand to is an example of a situation that can generate signs and thus stand for the
brand.

I propose that any situation that generates signs can be regarded as having some refer-
ential nature. I thus suggest that besides the products and services, the company and its
marketing activities, the semiotic object of a brand may be any physical situation that
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represents it and has the ability to generate signs. The three kinds of elements that compose
the process of representation don’t have a fixed semiotic definition. Something can be a
semiotic object in one moment and become a sign in another context or situation (Santaella,
2000). I believe that this view can be transposed to regard brands. Referents and signs of a
brand have a close nature. A catalogue of a brand is a means of communication and can be
regarded as being a referent of a brand, but at the same time one can envisage the catalogue
as belonging to the identity of the brand, by presenting layers of signs that consumers can
use.

Although Lencastre and Corte-Real (2010) suggest that the semiotic response to a brand
comprehends different cognitive, affective and behavioural responses, I believe it is impor-
tant to clarify this matter. I propose that the interpretant is essentially a response, perceptual
and possibly behavioural, that is created through the mix of the potential effects of signs
with an interpretative act. In my view a response to the signs of a brand begins by being
perceptual and can remain just perceptual - similar to what happens with many of the
brands one knows. When a behavioural response happens it results from the perceptual
processing of information. The marketing concept of the image of a brand can be regarded
as being similar to a semiotic view of perceptual responses to signs. Consumers develop
responses to a brand through its signs. This perceptual response is subjected to continuous
updates. The concept of semiotic response, just like the one of image, synthesises the end
part of the process of representation. In a simple way both concepts encompass all the
information that consumers gather about a brand.

I propose that behavioural responses of consumers have the ability to impact the refer-
ents of a brand, namely the sale and use of its products and services. Hence, one can regard
the relationship between the referents, signs and responses as truly dynamic with the
different elements impacting each other in a cyclical manner. The perceptual responses
created through signs about the referents can impact those or other referents and thus
continuously influence new processes of representation.

Regarding the positioning of a brand I consider that it is defined by the brand’s refer-
ents and by the different responses of the consumers. One can envisage positioning as a
concept that bridges the company and the market and that is related to the three semiotic
elements. Its essence can be seen as nearer to the semiotic concept of interpretant or to the
concept of object, but also as an element that is located between both, being also present in
the identity and signs of a brand.

From the perspective that brands are defined by a set of relationships between different
kinds of elements that are transposed from the semiotic process of representation, I have
developed Figure 1. The purpose of the figure is to illustrate the parallel between a semiotic
view of brands and what I call traditional marketing concepts.

Figure 1 frames the marketing concepts of communication, identity, image and posi-
tioning against the backdrop of the semiotic process of representation. The consumers’
responses continuously result from processes of interpretation of the brand’s signs. This
response can sustain the consumers’ behaviours, namely towards the product and services,
and thus impact the referents of a brand. With the arrows in the figure I am trying to
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Figure 1: Parallels between a Semiotic View of Brands and Traditional Marketing
Concepts

Commu-
nication

Identity

Positioning

illustrate how this dynamic nature of the different semiotic elements upon a brand can be
envisaged. The semiotic signs of brands encompass the communication generated in the
company and, in a broader way, its identity. Signs stand for the physical manifestations
of a brand - its referents - and have the power to create responses. These perceptual and
behavioural responses enfold the marketing concept of image. In turn the positioning is
defined by the three semiotic elements. I thus propose that a semiotic view of brands can
accommodate the marketing concepts of communication, identity, image and positioning.

CONCLUSIONS

Brands are present in the markets not only with their products and services but also with a
myriad of signs that mediate their physical reality and the perceptual spaces of consumers.
Their semiotic nature is evident in the ability to continuously generate meanings through
signs. The use of Peirce’s semiotic theory to conceptualise brands allows not only a broad
view about how consumers are influenced by the brands’ signs but also illustrates their
dynamic nature. A brand is thus defined by a net of signs and physical and perceptual
elements that compose permanent processes of representation. One can match this semi-
otic view with the analysed marketing concepts and envisage the identity of a brand and
its communication as presenting signs that continuously generate and update the image
consumers develop about that brand. This article shows that a semiotic view about brands
may be analysed as essentially similar to the presented marketing concepts of identity,
communication, image and positioning. This fact does not diminish the relevance of the
use of semiotics in the research of brands but, on the contrary, it adds interest and sustains
the field of work for the researchers who integrate these domains.

Practical Implications
Semiotic theory allows us to regard brands as a complex and dynamic network of elements.
How these different elements are interdependent and compose representations is an
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important view for brand management practice. Peirce’s works provide the resources to
understand how brands become represented in the minds of consumers and thus gain a
perceptual existence. A semiotic approach also illustrates the dynamic nature of brands and
how their signs are able to continuously influence consumers in never-ending processes
of representation. With a semiotic approach managers can obtain a holistic view of how
brands are entities endowed with signs that continuously spread in the markets and have
the power to create meanings and responses.

The semiotic characterisation of a response as the result of the mix of potential mean-
ings of signs with personal interpretative acts is also a core perspective that managers
should take into account. The signs generated in the company will be subject to personal
interpretations and that’s why different consumers can develop different responses to the
same stimuli. Managers can thus understand that they don’t determine the meaning of
brands but rather can only try to co-create it through the signs they generate. Also, there
are signs that are generated outside the company’s scope of action which nevertheless have
the power to influence consumers. Hence, it is from the wholeness of the signs of brands
and by the multiple personal interpretations that the meaning of brands is continuously
defined.

Managers should be permanently focused on the consumers” use of the signs of their
brands. They should try to generate signs that efficiently impact consumers’ perceptions
and analyse which other signs are influencing them. This task requires a permanent devo-
tion to the understanding of what is happening in the market. Only with this posture will
managers be able to influence in the best way the processes of representation in order to
accomplish the objectives defined for the brand.

Limitations and Future Research

The main limitation of this article lies in the fact that it was developed on an exclusively
theoretical frame. Within the broad field of semiotics, as previously explained, only the
path established by Charles Peirce was analysed and this was done in very general terms,
addressing some main concepts in order to clearly present them.

I suggest the further development of the line of comparison between semiotic theory
and the brand management field. This path of research will allow us to bring these theo-
retical fields together and create views that can be useful not only to the marketing theory
but also to the practice of brand management.

Studying how brands are able to continuously generate processes of representation is
an avenue of research that I consider full of potential. Also, the features of the action of
signs of brands and the possible unconscious, personal and context-dependent use are
aspects that I deem important to analyse. How previous consumer knowledge affects the
creation of the meanings of brands is an important path of research as well. Finally, the
study of the nature of the possible gaps between the meanings that managers intend to
create for their brands and the ones that consumers, in fact, ascribe to them is another path
of research that is relevant.
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‘Without theory, there is no touchstone for making informed, scientifically grounded
decisions ... for advancing leader development in an informed and systematic manner’

Day, Harrison and Halpin (2009: xii)

The above quote delineates the central objective of Day, Harrison and Halpin’s (2009)
contribution to the leader development literature. The authors acknowledge that there is
no shortage of leadership theories as well as practices which seek to develop leadership.
Instead their hostility lies with the fact that scant research attention has been devoted to
actually developing a theory of leader development. Despite over a century of leadership
research, one central question still lingering is how do leaders and leadership develop? A
number of eminent leadership scholars have acknowledged the lack of attention dedicated
to answering this question from a theoretical perspective (e.g. Avolio, 2007; Day, 2000;
Riggio and Mumford, 2011). Adopting more theoretically based approaches to test how
leader development occurs can only help to build a better science and practice of leader
development (Riggio and Mumford, 2011). Indeed this is what Day, Harrison and Halpin
(2009) seek to do in their cutting-edge book, where they propose an integrative approach
to leader development, one with rich and diverse theoretical foundations.

The authors make a case for the need to integrate sound theory into the study of leader
development by highlighting its intertwined nature with practice. For example, the authors
point out that decision making will be ill-informed if leader developmentis void of scientific
consideration. Their logic is that without adequate theory to explain leader development,
important practical decisions and potential returns on investment will be hampered. On
the academic front, the authors argue that without theory there will be no framework for
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advancing leader development research in an informed and systematic manner (p. xii).
Given the calls for more research into what constitutes genuine or authentic leader devel-
opment (e.g. Avolio, 2005), the inclusion of a strong theoretically grounded approach such
as the one advocated by Day, Harrison and Halpin (2009) is important and timely. So how
well does Day, Harrison and Halpin’s (2009) contribution advance the argument for incor-
porating a more theoretically rigorous approach into leader development?

The book is skilfully structured in six main sections. Section I is designed to introduce
the reader to what constitutes theory, thus setting the stage for understanding the various
theoretical lenses to examine the process of human and leader development. Sections 11
and III are dedicated to discussing leader development by drawing on adult develop-
ment literature and subsequently by delving deeper into the more fundamental aspects of
adult development such as moral and identity development. The weighted focus on adult
development is interesting because it recognises that leader development is a complex
lifelong process (e.g. Avolio, 2005). In this section, the authors also highlight the impor-
tance of personal trajectories of development and consequently offer researchers a number
of guidelines for studying leader development over time. This focus by the authors has
undoubtedly influenced the current research agenda on leader development, evidenced
by the 2011 special issue in the Leadership Quarterly dedicated to longitudinal studies of
leader development.

Section IV discusses learning-based approaches to leadership. The authors emphasise
the role of mental models, gaining expertise and adult learning for leader development
(p. 15). Although there is nothing novel about the theoretical perspectives on education
and learning, the authors challenge the traditional andragogy framework predominant in
leader development research. Instead they adopt ideas from scholars associated with the
centre of creative leadership and in doing so pave the way for the use of the theoretically
and practically grounded assessment-challenge-support model of development, which in
their view offers more holistic insights.

Section V - the centrepiece of this book - splendidly integrates all of the interwoven
theories into the authors’ proposed integrative theory of leader development. The authors
link leadership expertise (or the expert leader) at the most visible level, supported by
leader identity and self-regulation processes at a meso level, with adult development at
the foundation. With adult development at the foundation, their adoption of the selection-
optimisation-compensation orchestrating process of successful and healthy ageing (e.g.
Baltes, 1997) is an intriguing advance to the study of leader development. This process
explains the lifespan building blocks in terms of adults setting and sticking to life goals
(selection), using resources effectively in pursuing life goals (optimisation) and responding
adaptively and effectively when goals are blocked or resources unavailable (compensa-
tion). Faced with the challenge of explicating a range of diverse and complex theories into
one framework, the authors manage to convey their theory in a comprehensible and concise
manner through their use of interesting and appropriate analogies. In the final section of
the book, the authors conclude by offering an extensive range of possible hypotheses for
testing with the aim of inviting researchers to test their integrative approach. The extensive
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work in developing these hypotheses will undoubtedly fuel substantial research to further
elucidate the process of leader development.

Overall, this book is informative and insightful, suited for both an academic and practi-
tioner audience. Attempting to provide a theory of leader development through synthesising
existing scientifically sound research is an important advancement in the leadership field
that will inevitably inform those responsible for leader development in organisations. At
the end of each chapter Day, Harrison and Halpin provide a summary of the main theo-
retical perspectives and discuss their relevance for leader development. Although this
section clearly highlights the linkages between the specific theories and their relevance for
leader development, perhaps such sections would have had greater utility by offering more
specific guidelines for practitioners. Although adult development processes underpin the
overall theory they propose, perhaps surface level manifestations of leader development
that are easier to accelerate should have received greater attention. Without disputing the
fact that leader development is a lifelong process that develops over time in adults, little
hope is provided by the authors when referring to the ten-year time frame necessary to
develop as an expert leader (p. 180).This might not translate well for practitioners and even
researchers on an intuitive level because ‘we do not have a life time to develop leadership’
(Gardner et al., 2005: 368). In this regard the authors missed out on an opportunity to draw
on the recent research in the realm of positive organisational scholarship (e.g. Spreitzer,
2006), which offers unique insights into accelerating leader development in a shorter time
frame. Notwithstanding that the authors’ objective was to offer a theory of army leader
development, one wonders whether the book would have greater appeal and relevance
if more congruent with an organisational perspective. However, the crux of the problem
resides with the fact that leader development by its very nature is a complex and context-
dependent phenomenon. Not only are there significant differences in how individuals
develop but an abundance of environmental factors play a pivotal role (p. 47).

In sum, An Integrative Approach to Leader Development: Connecting Adult Development,
Identity, and Expertise represents a substantial contribution to the leadership field as it
offers an all-encompassing and theoretically rich account of the process of leader devel-
opment. To date, this avenue of research is mainly unexplored. Given its central objective
of laying theoretical foundations and offering testable hypotheses, the book is primarily
aimed at an academic audience. Nevertheless, the book would be a useful guide for human
resource professionals in designing leader development interventions that are theoretically
grounded. In line with their initial objective, Day, Harrison and Halpin (2009) have done
much to advance the scientific study of leader development, but a number of concerns
such as the time required and the context of leader development still persist. Nonethe-
less, the authors’ contribution to the academic literature in particular is commendable and
indeed timely.
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Rocket Surgery Made Easy: The Do-It-Yourself Guide to Finding and Fixing Usability Problems
Steve Krug
Berkeley, California: New Riders, 2009

ULTAN SHARKEY"

INTRODUCTION
Rocket Surgery Made Easy is Steve Krug's follow-up companion to his 2000 book Don’t Make
Me Think, and it details how to find and fix usability issues with your website, applica-
tion or software. Rocket Surgery Made Easy does an excellent job of positioning itself as a
handbook for quick and dirty usability testing, building on the commonsense approach
espoused in Krug's earlier offering.

The book is structured in three sections over a series of very short chapters; this review
follows a similar path. The initial nine chapters discuss the basic elements of conducting
usability tests, the next four detail specific strategies for fixing what is found and the
last three chapters are dedicated to emerging technologies, additional recommendations
for reading and some useful materials with which to get your team started. The book is
aimed both at professional usability people and those managing software teams. However,
managers involved in any user-facing application, from mobile applications to the simplest
of websites, would find this book a very accessible and practical guide to usability testing.
Additionally, if you are planning on engaging a professional usability firm, this is a quick
study in the process, practice and terminology of usability testing.

PRAEMONITUS, PRAEMUNITUS
Krug offers a few caveats before truly beginning the handbook. He admits it is not to be
taken as a comprehensive addition to the multitude of usability tomes already in exist-
ence, though he offers his thoughts on many popular ones in the penultimate chapter.
The book is purposefully succinct, undertaking to be readable on a long plane ride. The
author carefully addresses a number of arguments that amateurs should not be delving
into such important work. However, he does caution that if you can afford professional
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usability testing you should proceed with it. Finally, he bounds the book’s purpose firmly
within the realm of simple, informal and small sample usability testing, not to be used for
fool-proofing systems but to make them a little easier to use without much fuss. Usability
testing is an area of distinct interest to managers that is often ignored. When testing does
occur it is often relegated to the finished product, when both the resources and appetite for
alterations are sparse. A central theme of this book is to test early and often. The key points
for software or product development managers to take home from this book are that its
lessons provide the impetus to start testing early and often, and that it can be done with as
little resources as you can wrangle. Later in the book, Krug even suggests that you show
the ‘napkin sketch’ to a few people to ensure its veracity. This is the essence of the guer-
rilla approach.

A GUERRILLA GUIDE

Krug proceeds fairly directly to a straightforward, honest explanation of what is the prof-
fered flavour of usability in the book - expedient, low numbers, qualitative testing. He
contrasts his method with the depth of quantitative approaches but does fail to truly
expose the value of true breadth in less expedient qualitative testing. That said, as the
first chapter introduces the reader to the idea of guerrilla testing there is no surprise in the
contrast presented. As a general rule throughout the book, Krug presents short anecdotes
of his teaching methods that illustrate the value of the simplified method he presents. This
chapter proves no exception, illustrating the method’s basic workings by offering a typical
story of a live demo usability test from one of his usability training workshops: an attendee
is chosen to complete an abbreviated usability task on another attendee’s own website,
lasting for fifteen minutes or so. The results are reported in the text as four bullet points
that quickly illustrate that the tester has enjoyed the process, the site owner has been busy
scribbling what he has learned in his observances, the audience understands it’s easy to
do this, and Krug gets to present the rhetorical ‘Does that seem like a worthwhile way to
spend 15 minutes?” while the audience nods in assent.

The second chapter consists of a single page, consciously scant and directing the reader
to watch a 24-minute online video, which brings the reader through an actual user test.
The author devotes the whole, single-page chapter to the video in order to highlight the
importance of watching the video, however the reader is encouraged to skip forward if the
video is inaccessible.

In the following chapters the book outlines its various arguments for expedient usability
testing, leading to the maxim ‘one morning a month’. The author provides a useful
comparison between traditional usability testing’s ‘big honkin” test’” with his stripped-
down version of ‘do-it-yourself testing’, illustrating differences such as in cost (thousands
versus hundreds), the time spent (over a week versus a single morning), and importantly
the primary purpose - a long detailed list of issues categorised by their severity versus a
small list of the most serious items.

The next item on the handbook’s agenda is when to start this testing. The author
dissuades the inclination to wait until the project is complete before testing, instead
suggesting that you test your existing site or application, competitor sites, sketches and
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wireframes as well as prototypes and everything beyond. He provides a useful illustration
with a napkin test where you show the earliest of designs to almost anyone and see if they
understand what the thing is rather than give an opinion on whether they like it or not.

The next hurdle this guide brings you over is the difficulty of getting testers, figuring out
how many, how to source them and how you might compensate them for their time - all
real issues with any research. Krug quickly and fairly neatly dispenses with these, summing
up with another motto - ‘Recruit loosely and grade on a curve’. Instead of seeking the
elusive ‘representative user” find some who reflect your audience but don’t overly worry
about it. Use just three testers to find the big problems you can fix instead of more testers
finding more minor issues you don’t have time to fix. On accessing testers, Krug refers
to Willie Sutton’s answer on why he robbed banks: ‘Because that’s where the money is.’
This encourages the guerrilla usability tester to think about where the participants might
congregate. To recruit more senior participants, as an example, he suggests placing invita-
tions in libraries and church group events. Chapter 6 encourages the reader to think about
the tasks a user might do and detail how to create scenarios around those tasks. This is
followed with a detailed chapter on the conduct of the tests themselves, giving quick guid-
ance on such research issues as impartial observance, basic ethical considerations, layout of
the testing area and the phrasing of probing and prompting questions. Throughout these
chapters the author presents quick checklists for everything, again displaying the goal of
this book as a handbook of implementation.

FIND, BUT ALSO FIX

The debriefing section begins in earnest with another maxim imploring a careful focus in
prioritising the more serious issues and not the easiest-to-fix issues. Krug again presents
specific, numbered guidelines for running a debriefing meeting yet still manages to paint
a quick picture of the room. The convenor writes the top three issues from each tester on
large sheets until everyone has had their voice heard. A new sheet is filled with a priori-
tised top ten and the team proceeds to discuss and add the minimalist fix for each issue.
The big problems are the focus, to ensure that your resources are deployed most effec-
tively. The minimalist fix is presented again with dualistic arguments for the perfect fix
(fixing it for all users takes more time and work) versus getting it done (fixing it for most
users without too much time or effort). Krug then presents some of his favourite usability
issues, which he has encountered time and time again in his years of experience. In the
final chapters of the how-to-fix section, the author mourns the unimplemented results of
large-scale user tests - ‘big honkin’ reports” - that he himself once wrote while briefing the
reader on the essential elements of change management and strategies to help make your
test findings see the light of day.

QUICKER AND DIRTIER
The final chapters talk about the advantages and disadvantages of emerging solutions
such as remote testing using video conferencing or screen sharing and internet telephony
services. Krug tends to play up the advantages somewhat, such as the convenience, access to
a larger pool of participants and producing similar enough results for some circumstances.
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However, he also draws out the distinct disadvantage of not having as much control in the
session. He presents little strategies as usual for the conduct of remote sessions, advising
a pre-test of screen sharing, managing interruptions remotely and how to adjust the task
scripts appropriately. He rounds off the discussion cautioning that it’s really not to be
tried without a few face-to-face sessions under your belt first. A further innovation on the
screen sharing approach, called ‘unmoderated remote testing’, is discussed next. These are
web-based services where you can upload a series of tasks, enter the domain name or loca-
tion of the application to be tested and receive the recorded audio from a usability session
conducted by one of the service’s pool of testers. Krug says they are surprisingly helpful
given the low cost, low effort and speed at which you get data.

CONCLUSION

The book directs itself at the non-professional who just wants to do some testing. While it
certainly completes this goal, I would not be surprised if the first group to have purchased
this handbook were indeed the experts whose shelves are lined with some of the volumes
Krug lists as recommended further reading in the last chapter. Additionally for managers
who engage usability testing professionals in their product development, the book serves
as a quick study of the field to better manage those relationships. The second distinct
goal of the book is that the findings of a usability test must be implemented. Chapters
10 through 13 detail how to manage the findings, prioritising what to fix and the best
way to fix them. This more directly opens the book’s audience up to developers and their
managers. Regardless of whether you intend to directly implement usability testing or
engage a third party, this book gives you the tools and the vocabulary necessary to manage
such a project. More importantly, it might provide the impetus to make usability a priority.
As a short yet comprehensive guidebook, this is a valuable read for any business doing
anything on the web or with software product development. If you care about your prod-
ucts’ end user, this book is a valuable asset.

Krug begins the book explaining that one of the reasons for the nine-year delay between
his earlier effort and this offering is that he finds the task of writing an agonising one.
Despite that assertion, the writing style is far from pained. It is light and conversational. It
is witty and sparse. It covers the content quickly but at just enough depth to help the reader
understand the important concepts without dwelling too much.

In his discussion of remote usability testing, Krug estimates that one loses 20 per cent of
something by not being in the same room as you would be in his guerrilla testing approach.
In his description of unmoderated remote testing he suggests that the value is somewhat
eroded but that it retains a certain place in the toolbox. This admission alludes to the greatest
lesson from the book. I say ‘alludes” because it’s never explicitly said and is marked by
the absence, considering the directness of the rest of the writing. Whilst one can find the
majority of the big issues - the ‘low-hanging fruit’ - with the guerrilla testing approach,
there is an amount that remains undiscoverable without serious professional research. The
trick is to retain standards as high as can be managed in your circumstances to make that
undiscoverable percentage less significant. This book is the perfect companion to finding
the highest quality of that low-hanging fruit.



