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Abstract

Assessments of the effectiveness of microfinance institutions in achieving their social and economic goals have largely identified only limited success.  This has been particularly apparent in the case of the Indian rural banking sector, which has generally been regarded as failing in its attempts to alleviate poverty through appropriate financial services provision to small-scale commercial enterprises.  Indeed it has been suggested that despite the very large magnitude of the Indian rural branch banking network, there still remains significant scope for improvement in the quantity and quality of financial services used to promote financial inclusion through lending.  Critics of the microfinance sector and its prevailing culture have argued that a product-focussed rather than a market-orientated approach is responsible for many MFIs poor performance in achieving their outreach aims amongst the very poor (Woller, 2002).  This has been evidenced through their inability to provide financial products to the market that meet the needs of the very poor, with institutions continuing to provide standardized solutions which do not take into account the characteristics and required benefits of their ‘target market’.  Thus it has been proposed that there is essentially a failure in the marketing of MFIs that leads to high default and low product uptake, which can be explained in terms of a lack of a market orientation amongst Indian Regional Rural Banks (RRBs) and their staff.  Recent studies suggest that this is manifested in the undifferentiated financial instruments offered to the market (IDPM, 2002) and the constraining attitudes of bank employees (DFID, 2002).  Extant literature relating to market orientation and organisational performance is well defined and provides a strong theoretical platform from which to build an understanding of MFIs pursuing their outreach objectives.  Evidence from a plethora of empirical studies across a large number of nations and contexts suggest that market orientation facilitates the attainment of organizational goals through acquiring a deeper understanding of customer requirements.  This paper presents a conceptual analysis of the explanation of MFI performance based upon the principle of market orientation specifically with regard to poverty alleviation amongst the very poor.  In particular it focuses on developing a framework for analysis of MFI performance based upon identifying the antecedents to the extent and nature of market orientation within Indian RRBs.  This research aims to enable a deeper understanding of this critical aspect of microfinance funding of small business and entrepreneurs in developing countries.  In so doing it identifies a set of propositions to be empirically tested in a future study and a framework of a model for a more effective market-orientated new service development process within MFIs.
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1.  Introduction

Although microfinance institutions in India have had some success in overcoming many of the structural barriers that have militated against the provision of financial services (credit and savings) to the poor, it is widely believed that only limited progress has been made in the lower strata of the poverty spectrum (Short, 2000).  Indeed it appears to be the case that the very poor are excluded from much MFI activity and many of those that do initially participate tend to drop out of microfinance programmes.  The reason for such failure on the part of MFIs, especially Indian Regional Rural Banks (RRBs), in achieving greater participation and retention of customers in the very poor segment of the market is deemed to be a lack of market orientation within the supplying organisations (Woller, 2002).  In particular it has been argued that these MFIs are essentially product rather than customer-led in their approach to business.  Their main focus is regarded as being on institutional rather than customer requirements, which is evidenced through offering standardized products to a market which is perceived as homogeneous, but which is in reality highly variable in its constituency.  In India the characteristics and attitudes of RRB managers together with unclear strategies for product development resulting from a conflict between commercial and social objectives are considered as being key factors in this situation arising.  Proponents of a market-oriented approach suggest that MFI outreach to the poorest groups in society will only be achieved if the heterogeneity of the microfinance market is recognized and a targeted offer of financial products and services is provided which takes account of the specific needs of this client grouping.  Given that the market orientation of RRBs is seen to be a critical determinant of success in microfinance provision, greater understanding of the implementation of the marketing concept in this context is a highly desirable research direction.  Moreover, if a market-led approach to new financial service development and delivery is to be implemented within these MFIs then the factors that influence the extent and nature of market orientation within Indian RRBs require further investigation.

2.  Contextual Background: Funding Small Enterprises Through Indian Regional Rural Banks

RRBs in India are an integral component of the microfinance sector, which comprises a number of institutions that utilize ‘self-financing’ methods of poverty alleviation.  The main principle supporting their validity is their ability to unite the social and economic agendas of developing countries by fulfilling the twin goals of growth and profit-earning capacity whilst at the same time providing opportunities for the poor to benefit from commercial endeavour.  From an economic development policy perspective access to credit is one of the main constraints in setting up of small and medium sized enterprises, and lack of availability of working capital is one of the main reasons for business failure in the rural sector (Liedholm and Mead, 1999).  Studies in India have also identified that access to credit is the main constraint in setting up an enterprise in the rural non-farm sector and the main reason for business failure (Saith, 1992; Ramola and Mahajan, 1996; Fisher and Mahajan, 1997).

Along with other institutions in this framework, the rural banking sector has had a positive impact on moving millions of people upwards across the poverty line by means of the credit provided to them to follow their commercial pursuits.  Yet in terms of their overall effects there remains massive scope for further inroads into the small-scale, high-risk financial services market that will further perpetuate the positive growth spiral which successful microfinance affords.  It has been suggested that the combined outreach of all Indian MFIs is less than 5 million in a country of over 1 billion people (Thorat, 1999), and the vast proportion of Indian rural households still remains without access to credit (estimated as 70% by Mahajan and Ramola, 1996).  In the rural setting this is highly inconsistent with the presence of nearly 200 RRBs with approximately 30,000 branches, and the glaring mismatch between credit advances and deposits indicated by a ratio of around only 25-30% (SANMFI, 2001).  At the same time there appears to be a sustained demand for the services of both the innovative and traditional competitors of RRBs, which have both penetrated the very poor segment in a sustained manner.  A range of public sector commercial banks and semi-formal suppliers have introduced financial vehicles through schemes such as those based on flexible credit card accounts, self-help groups, cooperatives and joint liability groups.  Furthermore, the informal financial sector including moneylenders and pawnbrokers has been a long-standing provider of credit facilities to the rural poor and remains highly active in this respect.  In spite of charging very high interest rates they retain their appeal to poor clients over the more structured RRB products as they offer advantages in terms of speed and flexibility.  Notwithstanding the liberalisation of the RRBs through interest rate ceiling deregulation in 1991, which addressed some of the structural rigidities encountered, there would still appear to be major shortcomings in achieving their outreach targets to small enterprises in the poorest strata of Indian society.

The main issue surrounding the effectiveness of RRBs is not the simple matter of providing low ‘price’ loans, but developing financial products that are simultaneously desirable for their clients in addition to being commercially viable to themselves.  Indeed it has been argued that the system of providing uneconomic, subsidized loans has had a detrimental rather than positive impact on economic development through enterprising inclusion of the poor (Braverman and Guasch, 1993).  This has been evidenced in a number of ways, not least in the closing down of 50 Indian RRBs since 1991, as their losses were so great that they could not be recapitalized which has reduced access.  Even though some subsidy may be important in the initial stages of policy implementation for financial inclusion through credit schemes, this would appear to be an extremely ‘blunt’ instrument for sustained development (Mosley, 1996).  Moreover, it is vital for the continuation of schemes through government-sponsored financial institutions that they are permitted to become self-sustainable (Bennett and Guevas, 1996).  In so doing, as Robinson (1996) suggests, that there must be a shift in the culture of both recipients and providers in terms of recognizing that their goals are achievable through moving from a one-way flow of grant funds to project beneficiaries (finance as charity) to reciprocal contracts between institutions and clients who buy financial services and pay for them (finance as business).  Unfortunately, there appears to have been little progression of this relationship to date, as RRBs seem reluctant to lend to the very poor (even at higher rates of interest) because they do not consider it to be cost effective business due to the expense of the bureaucratic monitoring, control and reporting procedures imposed.  Conversely borrowers consider such schemes to be relatively inflexible particularly with regard to the way that these same procedures impinge upon them and effectively raise the non-interest cost of capital.  Their preference therefore is to still use moneylenders and some of the newer institutional suppliers rather than deal with the RRBs whose main remit is to facilitate credit provision in this sector.

The reluctance and misunderstanding that prevails in these exchange situation indicates a clear deficiency of orientation toward their markets on the part of the suppliers, which is likely to make a significant contribution to the failure of RRBs in fulfilling their outreach mission.  In particular the divergence between the requirements of clients and the financial services offered suggests that RRBs have a very limited market orientation, which contributes to their poor performance (Dunn, 2002).  This is manifested in many ways, but especially in terms of how a rather narrow view of the customer base, founded upon the prevailing culture and attitudes of staff, restricts the development and marketing of suitable products to meet the specific needs and wants of their clients (Wright 200; Jones et al, 2002).  It is the main proposition of this paper that enhancing the market orientation of RRBs will lead to more effective outreach performance through developing and enacting a market-led new service development (NSD) process.  This will be undertaken through deeper understanding of the factors that contribute to the adoption of a market led culture and process within organizations, and how this influences NSD.
3.  Market Orientation Culture and Process

The provenance of the marketing concept manifested through the market orientation construct has been the subject of much recent academic enquiry (see Pulendran et al., 2003 for a contemporary overview).  In particular the validity of a market-led approach to organizational success has triggered significant discussion of the nature of a market orientation (Shapiro, 1988; Ruekert, 1992; Deshpandé et al, 1993; Webster; 1993; Siguaw and Diamantopoulos, 1995) its principal components (Narver and Slater, 1990; Kohli and Jaworski, 1990; Kumar et al., 1998), its antecedents and barriers to implementation (Felton, 1959; Ennew et al., 1993; Slater and Narver, 1995; Jaworski and Kohli, 1993; Avlonitis and Gounaris, 1999; Harris, 2000) and its relationships with performance outcomes (Hooley et al., 1990; Diamantopoulos and Hart, 1993; Greenley, 1995; Doyle and Wong, 1998; Pelham, 1999; Harris, 2001).

Following Narver and Slater, (1990), wealth of literature suggests that market orientation is a corporate culture, a philosophy of doing business, which exemplifies an organisation’s ability to deliver superior value to its customers.  This is regarded as being attributable to its adoption of an information management process that informs and supports mechanisms to provide effective solutions to customers’ needs in competitive markets (Kohli and Jaworski, 1990).  The ensuing offer is seen to be the result of an integrated effort on the part of its management and its employees across all departments, which leads to the achievement of organisational objectives.  These two main strands of research, that have provided the focus for much of the work in this field, have brought together the inter-related perspectives of organisational behaviour derived from a prevalent market-based culture and market intelligence to facilitate marketing management decisions.  The conjugation of these approaches has led to a generally accepted view of market orientation being presented, which combines both managerial and cultural dimensions (Lafferty and Hult, 2001), which is fundamentally contingent on the behaviour of management (Harris and Piercy, 1999).  Indeed the essence of superior corporate performance is recognized as being related to an information management protocol that enables the adoption and implementation of a market-oriented culture.  In so doing, the organisation requires that market intelligence relating to both customers and competitors be acquired, shared, and acted upon.  Moreover, such intelligence is seen to be the platform from which company resources can be channelled into means of creating value for buyers (Day, 1994).  Additionally, the co-ordination of effort across the different functional aspects of the organisation in achieving this is regarded to be a key element of a market orientation as it is instrumental in delivering customer value, and such coordinated activity needs to come to fruition through strategic decisions leading to the commitment of resources in an appropriate manner to achieve this (Ruekert and Walker, 1987; Ruekert, 1992).  Crucially therefore it is evident that the behaviour of management is integral to determining the success of organizations through their enactment of market-oriented information processing activities to develop and support market-led strategy.  Equally management behaviour is integral to the creation of a market-oriented culture through influencing the prevailing values and beliefs of staff together with their shaping of the systems, structures and processes that impinge on the organizations ability to deliver customer value in its market offers.  The interconnectedness of the managerial and cultural dimensions of market orientation is presented in the work of Slater and Narver (1995), which although emphasizing culture, recognizes the role of information-related behaviour, and further underscores the important part played by management.  The key, they suggest is in the way that market orientation is associated with organizational learning processes (Sinkula, 1994), and more importantly in this context, how this supports innovativeness in a firm’s culture (Hurley and Hult, 1998).  These authors further develop their argument in terms of how market- orientated behaviour influences the implementation of new ideas, products, or processes, and suggest that competitive advantage can be gained as a consequence.

4.  Market Orientation and Performance in Context

Market-oriented culture and information management processes influence behaviours that effect stakeholders in such a way as to fundamentally impinge on organisational performance.  Based on the principle of sustainable competitive advantage (Day, 1994), it is argued by proponents of market orientation that consistently outstanding performance is achieved through the superior customer value afforded by greater understanding of markets and the more effective marketing management that ensues.  Yet, although conceptually appealing, the principle of market-orientated success is not wholly supported by the results of extant research.  Recent literature is replete with empirical studies of the relationship between market orientation and various organisational performance measures, but the evidence of a direct positive link is somewhat equivocal.  Many studies have found positive associations between performance outcomes and levels of market orientation (for instance Narver and Slater, 1990; Ruekert, 1992; Jaworski and Kohli, 1993; Kumar et al., 1998).  However others have identified that performance is related to market orientation only under moderated environmental conditions (Greenley, 1995; Harris, 2001).  Furthermore variations in the relationship have been identified between nations.  Specifically organisations in western developed economies have been investigated in a number of studies and differences in the relationship within these different settings have been evident (c.f. the USA, (Jaworski and Kohli, 1993) with the UK, (Greenley, 1995)).  More recently similar studies have been undertaken in different parts of the world in economies at different stages of their development, and those in transition, which have taken account of varying economic conditions and cultural factors.  Such studies have been undertaken using samples of firms in such settings as Hong Kong (Ngai and Ellis (1998), Saudi Arabia (Bhuian, 1998), Ghana (Appiah-Adu, 1998), Central European States (Hooley et al., 2000), China (Deng and Dart, 1999; Tse et al., 2003).  The results are again not wholly consistent, although in general evidence supports a positive link between market orientation and performance.  Both organizational and market characteristics have presented additional contextual studies to be undertaken which have produced similar findings including business-to-business (e.g. Avlonitis and Gounaris, 1997), service markets (e.g. Chang and Chen, 1998) and small firms (Pelham, 1999).

Of key significance is a recent study based upon data from a wide cross-section of Indian firms (Subramanian, and Gopalakrishna, 2001), which suggest that the principle of market orientation-performance enhancement holds within the Indian culture, and moreover, that the link is a direct one which is not moderated by specific national economic factors.  In addition, they investigated the success of new products and services as one of the performance criteria and found a significant association with market orientation in the regression models which is generally in line with other studies that have considered the effects of market orientation on new product and innovation performance (Gatignon and Xuereb, 1997; Vorhies et al., 1999; Atuahene-Gima and Ko, 2001).  However, although alternative perspectives have been offered on the exact nature of the impacts of market orientation on innovative new product development and performance (Atuahene-Gima, 1996), the view is largely held that positive associations pertain across relevant areas to this study including to business-to-business firms (Vasquez et al, 2001) and service organizations (Agarwal, 2003).  Further work in the field also suggests that the nature of market orientation (customer and competitor orientations and interfunctional coordination) rather than simply its extent has an impact on new product performance (Lukas and Ferrell, 2000).

A number of investigations of market orientation have been undertaken in the context of financial services and in particular the banking industry throughout the world (e.g. Han et al., 1998; Webb et al., 2000; Lwiza and Nwankwo, 2002).  In general the market orientation construct is deemed to be equally applicable to service providers as it is to firms offering tangible goods, and this appears to apply in different national conditions.  In the main the organizational performance-market orientation relationship holds for banks and financial institutions as it does for other sectors.  Indeed beyond the individual firm, it has been suggested that aspects of a market orientation can be responsible for the transformation of banking into a more successful industry generally, especially under conditions of deregulation (Lwiza and Nwankwo, 2002).  When assessing performance, studies have tended to focus on banks’ financial assessment of their own performance, based upon their self-evaluation of their market orientation.  Yet it is clear from the findings of some studies that wider measures of performance such as customer satisfaction and service quality can also be attributed to customers’ perceptions of market orientation (Webb et al., 2000).  Further, it has been posited that such success can stem from the level and nature of innovation within these firms, which in turn contributes to new product performance.  Market orientation is regarded as an important antecedent of product innovation procedures and in the context of banking this may involve both technical and administrative innovation.  Specifically additional value and resultant performance improvement can be offered to banking customers through technical innovations pertaining to products, services and production process technology, or administrative innovations involving organisational structure and administrative processes (Han et al., 1998).  Results of the empirical analysis undertaken by these authors suggest that market orientation facilitates new product performance and that innovation mediates the relationship between market orientation and performance in banking.  This supports the view stated by Deshpandé et al., (1993) and Slater and Narver (1995) that the innovative capacity of a business in its market environments is related to organizational innovativeness associated with a market-orientated culture.  This is further developed in the context of service organizations generally by Agarwal et al., (2003) who identify market orientation as the spur to innovation, which enhances performance.  They argue that this is critical to service firms in particular as they have to use service innovation as a means of differentiated competitive advantage in markets where patents and copyrights are not relevant.

Building upon the same general principles, the growing body of literature focussing on new service development NSD, much of which is based in the financial services sector (see Johne and Storey, 1998 for a detailed review) identifies aspects of market orientation as being critical to new service product success (Bowers, 1989; Easingwood and Storey, 1991; 1993; Edgett, 1994; 1996, Martin and Horne, 1995; Storey and Easingwood, 1995; Johne, 1996; Alam, 2002; Alam and Perry, 2002).  In addition to effective management of the NSD process, they generally highlight the benefits of implementing a market-driven development procedure, particularly with respect to the extensive involvement of customers in the process and beyond into the post-launch phase.  Indeed there are arguments made for all the components of a market-oriented activities to be considered as relevant in the planning and delivery of new services including understanding both the customer and competitor dimensions of the market along with the cross-functional integration of NSD processes (Edvardsson, 1996; Froehle et al, 2000; Papastathopoulou and Avlonitis, 2001).  Further, extant research, particularly that of Johne and his colleagues in financial services businesses, offers the proposition that the cultural, structural and behavioural dimensions of banking organisations’ activity will influence their ability to deliver products to market consistent with customers’ needs and consequently achieve their objectives (Johne and Harborne, 1985; Johne and Vermaak, 1993; Johne and Pavildis 1996).  In the context in which this research is set, the parameters of the organisations under investigation that contribute to their capacity to achieve this require some consideration centred upon the key concepts identified in previous studies.

5.  Organizational Factors Influencing Market Orientation

The evidence available from studies that have considered the effectiveness of Indian MFIs in fulfilling their outreach targets (through attracting and retaining customers in the very poor classification) suggests that attitudes of staff and a range of organizational factors detract from their understanding of market requirements, and hence their ability to provide different offers to the market to take account of variations in demand across customer segments (e.g. Wright, 2000; Jones et al., 2002).  This is fully in keeping with the view, which prevails in the market orientation literature that explores various obstacles and impediments to the development of a market orientation (for example Felton, 1959; Jaworski and Kohli, 1993; Harris, 1996; 2000; Avlontis and Gounaris, 1999).  The literature is summarized essentially in terms of market orientation being dependent upon the actions, attitudes and behaviour of managers, as well as the organizational characteristics of the firm (Harris, 2002).  Existing research into the barriers to improved market orientation has uncovered an assortment of attitudinal, behavioural, system-related and strategic issues which affect the firm’s capability to be market-oriented in both its culture and information management behaviour.  Plainly, from a practical perspective, the corollary of the recognition of such variables as being instrumental in explaining poor market orientation, suggests that overcoming them will facilitate the enactment of market-oriented behaviour and better NSD, and thus brief further discussion of their contribution is warranted.  Unfavourable management attitudes and behaviours are apparent in terms of their inadequacies to cope with complex situations and their pursuit of personal gain.  Felton (1959) sees this as a function of inexperience, limited capability, incomplete integration of functions, and power related issues.  This is enacted in practice both at functional and top management level with the real burden being squarely shouldered by the senior executives that have the ability to influence organizational culture amongst their more junior management, and enact appropriate structural changes (Jaworski and Kohli, 1993; Slater and Narver, 1995).  Indeed it has been suggested that the inadequacies of top management are a key obstacle to developing stronger market orientation particularly in service industries (Harris and Piercy, 1999).  The need to change attitudes and behaviour is critical to success in this endeavour and thus identification of the barriers in place may suggest solutions to the problem.  Within many businesses and industries the ability and willingness to change is a critical factor.  Thus it would appear that impediments exist when reluctance to change stems from cultural artefacts which are commonplace across organisations and institutions, and the sheer difficulty in modifying conventional thinking and practices (Wong et al., 1989).  This is further supported by work from the banking industry (Kelley, 1990), which suggests that employees at all levels may gain from market orientation but are pre-disposed to resist change.  A lack of cooperation and coordination across functions is also commonplace, which further inhibits market orientation when the marketing function is in a weak political position compared with other functions in organizations (Whittington and Whipp, 1992).  In addition organizational barriers proposed by Kohli and Jaworski (1993) including low structural connectedness and high centralization act as barriers to market orientation whilst other elements of structure including departmentalization and formalization do not contribute to the extent market orientation.  Additionally, Litchtenthal and Wilson (1992) recognize the reduction of structural distance as a factor in enacting change and as is the introduction of integration mechanisms to overcome conflict and facilitate interfunctional marketing within organizations (Harris, 2000).

On the basis of the limited research undertaken hitherto it emerges that the problems encountered with marketing failure in the microfinance industry are inextricably associated with the prevailing culture, attitudes and behaviours of MFIs, which are fundamentally not conducive to developing a long-term market-led approach to poverty alleviation through financial product innovation.  Any initiatives to improve MFI success in this respect must be based upon a detailed investigation of market orientation within MFIs and their markets, which will enhance understanding of the nature of the problem and provide a basis for practical solutions particularly with respect to new service development.

6.  Model Framework and Research Propositions

An outline of a model framework for understanding the relationships between the factors influencing MFI outreach in Indian RRBs is presented in Figure1.  The model illustrates the proposed relationships between the study variables and suggest that key aspects of Indian RRBs influence market orientated behaviour which facilitates the NSD process to provide financial services which are consistent with customer requirements leading to greater satisfaction and retention of customers and hence fulfilling outreach targets through the provision of credit to the poor.  A review of literature relevant to each of the aspects of the operation of these organizations in attempting to achieve their goals in their markets suggest the following main research propositions identified in the model: 

P1:  The attitudes and behaviours of the managers of Indian RRBs are associated with the extent and nature of their market orientation

P2:  The organizational characteristics of Indian RRBs are associated with the extent and nature of their market orientation

P3: The extent and nature of market orientation in Indian RRBs are associated with the effectiveness of their NSD processes

P4: NSD processes in Indian RRBs are associated with levels of customer satisfaction and retention

P5: Customer satisfaction and retention are associated with Indian RRB outreach performance and poverty reduction
7.  Conclusion

This brief overview of some of the main aspects of the extant market orientation research set within the context of RRBs’ future provision of services to the poor provides a background for the development of a study into the factors that may determine their future success.  Having identified that it is generally regarded that a market orientation is key to attaining organizational performance goals, these will need to be further developed from the perspective of RRBs, taking account of possible incongruence between financial and non-financial criteria.  These will also need to be developed to take account of both customer and management perceptions of success in addition to any objective measurement that may be possible, for example the evaluation of new product performance.  Additionally, even though culture, attitudes, and behaviour have been identified as generic factors in determining how market orientation may be improved it is important that specific elements of RRBs’ structure and strategy are considered.  To this end it will be necessary to explore important aspects of these dimensions including not only local managers’ attitudes to customers, but also the attitudes of senior managers to risk and innovation, as well as their commitment to introducing a market-led approach to achieving their intentions with respect to poverty alleviation.

Figure 1: Outline Model Framework for Enhancing MFI Outreach through Market-Oriented New Service Development (NSD) in Indian RRBs
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