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Abstract

The aim of this paper is to provide further evidence on the nature of the marketing function within the small business start-up and the impact of the enterprise’s approach to marketing on early stage performance. The current research further explores entrepreneurial marketing processes through an in-depth, qualitative analysis of eight new ventures drawn from a larger sample of firms that have been subject to a series of quantitative analyses within the context of a longitudinal study. Through a case study methodology, we develop a profile of eight (two failed and six surviving) microenterprises, all of which operated in the retail and service sector and were located in the same region of central Canada. 

While the fundamental elements of a marketing strategy could be found in all cases, the traditional marketing paradigm (product, place, promotion, price) proved to be somewhat deficient in describing the marketing practices of these micro-enterprises. Instead, the nature of marketing within these small firms was informal and opportunistic, and largely reflected the preferences and background of the respective entrepreneur. There was a common ‘grassroots’ theme, with widespread dependence on local networks. It is proposed that such microenterprises are really practicing a form of customer relationship marketing, using informal contacts and past experience to cultivate individual relationships

Basic ‘marketing controls’ in the form of sales forecasts and budgets were more prominent in the thriving businesses, and absent in the failed firms. However these efforts were limited to the usage of standard financial tools, and there was no evidence of objectives or targets being framed in terms of customer satisfaction or market share. Our qualititative analysis also suggests that the most successful firms tended to make more effective use of market research information. This latter finding supports the notion that marketing research and implementation appear to be important considerations for small firms at start-up (Hills and Laforge, 1992). 

While these cases demonstrate a decidedly entrepreneurial approach to marketing decisions, there is also an evident need for practical training designed to better equip start-up entrepreneurs in terms of basic marketing skills. 

Introduction

The aim of this exploratory study is twofold. Firstly, to probe further into how early stage microenterprises approach the marketing dimension of the business and determine the extent to which they comply with traditional marketing practice (Muzyka and Hills, 1993).  Secondly, we wish to evaluate the linkage between the venture’s marketing focus/orientation and its performance (Kotey and Meredith, 1997; Narver and Slater, 1990). 

The current study is part of a longitudinal research project; this initiative is a cooperative effort between the researchers and a network of government agencies (Self-Help Offices), which have provided access to over 300 small business start-ups between 1997 and 1999. In a recent empirical study of this sample (Zinger et al., 2001), marketing capability had been linked to both profitability and revenue levels. More specifically, surviving firms reported significantly (p <.05) higher levels of managerial capability than failed firms in terms of their abilities to: effectively price products and services, develop new services, plan and implement promotional programs, and maintain a customer service focus. This indication of marketing’s pivotal role in the fortunes of the new venture provided the impetus for the current study. 

As a follow-up effort, the researchers adopted a case study approach, which is designed to help us better understand some of these relationships. The eight case studies featured here - three of which are discussed in detail – are designed to facilitate an in-depth view of the way in which marketing is carried out within the microenterprise and how these practices might differ by degree of business success. The specific dimensions of marketing that are employed in this paper are quite similar to the market planning, marketing practices and measurement of market performance framework utilized by Coviello et al. (2000).

Setting 

The Northern Ontario region provides an interesting setting for small business research. It encompasses a vast area, larger than France and Italy, combined. However, it is home to less than 10 percent of the province’s population. There are only five major metropolitan areas (with populations ranging from 50,000 – 150,000 people), all of which are relatively isolated from the rest of the province. In terms of its industrial infrastructure, employment opportunities, culture and geography, Northern Ontario is quite distinct from other regions of the province, particularly Southern Ontario, which is Canada’s industrial heartland. During the 1990’s, Northern Ontario, regional economies experienced significant restructuring with service industries and public sector institutions displacing resource-based industries as the major employers (Jankowski and Moazzami, 1996).

Methodology

Case research methodology (Simon, 1978) is well suited to addressing the types of “how” and “why” questions (Yin, 1994) which are the focus of this study. Much of the existing research has utilized questionnaire-based surveys, often with relatively large sample sizes, whereas the development of case studies enables the researcher to explore the “soft data” that is so valuable in explaining the relationships uncovered in the “hard data” generated by these quantitative studies (Mintzberg, 1979).

The Sample

As already noted, the sample businesses are located in the same region of central Canada, and have registered with their local government Self-Help Office. Based on the following criteria, eight businesses from the aforementioned longitudinal study were selected as subjects for this case study project:  (i) all companies would have a three year history, ii) in order to control environmental variation, all would be competing in the retail and service sector and (iii) three would be considered to be fairly well established in their market, another three would be alive but not yet stable, and two firms would have failed during the start-up phase. It was felt that a three-year history would preclude the inclusion of business start-ups where the founder invested little effort. 

Data Collection, Coding and Case Writing 

Validity and reliability considerations were addressed at the research design stage (Yin, 1994). For each case, three independent sources of data were sought. The research protocol included a structured interview consisting of 23 questions; tape-recorded interviews were conducted with the owner-manager, the partner, if any, government agency staff, and a collaborator, such as the firm’s public accountant. Key documents, such as the business plan and brochures, were also reviewed and supplemental information was collected during a site visit. 

The interview involved the following themes: marketing research, marketing activities and strategies (product/service design, pricing, promotion and distribution), and marketing measurement/controls. The interview data and documents were coded using the Nvivo software (two graduate students and a research supervisor were trained in its usage). In order to ensure reliability, two individuals coded each data set independently and subsequently discussed any disagreements. The case write-up was based on data triangulation (Eisenhardt, 1989) and congruence – one person wrote the case, while a second person reviewed and revised this draft. Once completed, the case was sent to the owner-manager for comments and confirmation.

Measures  

Chrisman et al. (1998) present two dimensions of small enterprise performance. 1) Survival is an absolute measure, i.e. the ability of the enterprise to continue to operate as a self-sustaining economic entity (Barney, 1986);  2) Success, on the other hand, is a relative measure of business performance manifested in the ability of the venture to create value in an economically efficient manner, while meeting the needs of its various stakeholders (Coyne, 1986).  However, use of the latter approach introduces various measurement complexities - for instance, what is the most reliable measure of success: employment levels? sales? net profits? cash flows? In addition, in order to be successful, firms must first survive their start-up phase - a daunting task, given the high attrition rates experienced by new ventures.

For purposes of the current paper, we studied failed and surviving firms, in an effort to provide examples of polar types (Eisenhardt, 1989). We have also subdivided the latter group (n=6) into  “surviving” or “thriving,” on the basis of  i) their sales level (each year, all participants in the longitudinal survey indicate their firm’s sales level by choosing from a range of categories [in increments of $25,000]:  below $50,000; $50,000 to $75,000; … over $300,000), and ii) a self-reported assessment of profitability pertaining to the third year of operation (0=Unprofitable; 50=Breakeven; 100=Very Profitable). Such subjective assessments of performance have become widespread in small business research (Acar, 1993; Covin and  Slevin, 1989; Dess and Robinson, 1984).

Results

Table 1 highlights the qualitative information contained in the eight case studies and also provides the respective performance indicators drawn from the annual surveys of the larger longitudinal study sample. It should be noted that all of these enterprises were obliged to conduct a basic level of market research, as the development of the business plan was a requirement of the local government Self-Help Office. Hence the researchers’ primary interest was the extent to which this initial market information was utilized and the commitment to the subsequent collection of market data.

INSERT TABLE 1 HERE

The summary data presented in Table 1 lend support to the concept that small firm marketing has more to do with the intuition, background and skill base of the entrepreneur, than following the conventional marketing paradigm (Carson and McCartan-Quinn, 1995; Reynolds et al., 2002). The three cases discussed below provide a ‘slice of life’ view of marketing practice in the entrepreneurial firm.  

Case Study #A  (Thriving)

This business has been organized as a partnership between the owner and his wife. The owner had extensive management and sales experience in the bedding and furniture sector.  He opened a ‘high-end’ bedding and linen store located on a busy street in a major urban centre. The partners purchased the premises and invested $50,000 in renovations. Customers can walk through actual bedrooms that are decorated with pictures, rugs, and other accent pieces.  The linens are tastefully showcased on each bed.  

This operation has been successful on several fronts, having built a large and loyal client base and exceeded its sales growth projections. The business is stable enough to allow it to become involved in the sponsorship of community organizations and there are now plans to open a second store While this entrepreneur attributes much of his success to the high level of advertising and his prior experience in this sector, he also remarked that 100 percent of the firm’s success was due to market research!

Market Research: The owner had drafted a comprehensive business plan that was subsequently revised by a marketing consultant and included supplier information, target market and competition analyses, an advertising budget, capital costs and cash flow projections for five years. Public documents were accessed to find labour market information, traffic flow information and consumer buying habits. The owner attended trade shows to establish relationships with the right suppliers and his previous experience in this industry led to the following comment:  “We knew exactly how much sales each store in (the city) generated, … exactly how much they did in the last three years, and … how much market we were able to seize.” Indeed, this commitment to gathering market information extended beyond the start-up period.

Measurement and Control of Market Performance: The financial information made available through monthly updates (provided by his public accountant) is considered an essential element of the firm’s success: “… without that information, we would be lost.  We always knew what our profits basically were going to be. The owner admitted that he does not set an annual budget for advertising; when the radio stations are offering good deals, he usually buys advertising space.   

Marketing Strategies: As high-end bedding suppliers require that a retailer be well established before entering into a selling agreement, the business was obliged to carry lower-end bedroom furniture at the outset. The product strategy was adjusted after approximately one year of operation: “We went from middle-end to the extremely high-end and a little bit of middle-end.”  

Promotional activities are a key driver of sales. In order to keep up with its competitors, the business spends more than the industry average on advertising. “We use seventy percent radio, ten percent television and twenty percent miscellaneous. Radio is considered the best medium for reaching the target market. It is noteworthy that the firm has patented a particular voice and music that can only be used by his business. As the commercials are often repeated and the music and voice are consistent, people recognize them easily and are able to recall the business name and products. “The biggest thing is making yourself different and this voice is identified with my store”  

For many items, prices depend on the supplier, but for linens, “…it is supply and demand…when it comes to my linens… if someone wants to pay me more than what it is worth then they will pay me more. Because I’m getting it from Vancouver or I’m getting it from Montreal ….”

Quotable Quote: “ Eighty percent don’t care about me and will never come into my store. Of that 20 percent, I want at least six percent. That’s what I shoot for and it seems to work.”

Case Study # D (Surviving)

In this case, the entrepreneur was seeking employment and approached a woman who wanted to sell her pet grooming business and convinced the vendor to train her for three months in all aspects of the business, including pet grooming, bookkeeping and ordering of supplies. She achieved her certification as a pet groomer (“I took the ICS [International Correspondence Schools] Pet Grooming Correspondence Course at the same time that I was being trained”). The business has been under her direction since 1998 and has generated a modest, but steady income. The owner attributes her success in generating repeat clientele to her love of pets, her grooming skills and her marketing activities. But the enterprise did have the advantage of an initial protective cocoon - the agency consultant observed that the “SEB” (Self Employment Benefits Program) that this individual had accessed was very important in providing business owners with an opportunity to grow their business as they received employment benefits for their first year of operation. “…in the first year, you don't have to depend on the business revenues.”

Market Research: In order to fulfill the requirements of the SEB, she had to develop a detailed business plan, including market research, a marketing strategy, and a two-year financial forecast. In this regard, the consultant’s role was primarily to provide her client with a list of things that she needed to do before she could start her business, including  “identify a list of suppliers,” and “make a list of the types of advertising that could be done in the region.”

Measurement and Control of Market Performance: According to the consultant, the owner did set targets (costs, sales and margins), and determined “…how many dogs she would have to groom to be able to cover her costs.” The owner continues to meet with her assigned consultant on a monthly basis to review her financial status and operating costs, as well her marketing strategy

Marketing Strategies: This owner-manager did not view the market from the analytical perspective of product differentiation or target markets.  She did, however, engage in various types of advertising. At the outset, she advertised her business in the yellow pages, the local newspaper and through a flyer that was distributed directly to every second residence. She subsequently developed a pamphlet, with a monthly distribution of approximately 400 copies (convenience stores, restaurants, kennels and veterinarians, etc.).  The pamphlet also included an article written by the owner on "various topics like food, fleas, common diseases and puppy’s behaviour."  She eventually initiated another promotional campaign, which she called Recommend Me. The idea was that she would ask regular customers to recommend her to friends and family and they would receive a $5 discount on regular pet grooming services if they were responsible for bringing in new clients.  

This case study is also characterized by an intuitive approach to pricing: " …if the dog is difficult to groom you add a little more…" The owner has never changed her prices: "… it is a standard sort of thing and if you're going to compete with other people you have to keep your prices relatively the same."

Quotable Quotes:  “Well, I don’t know if I would do anymore market research, because this is quite a small business.” The consultant added that the owner "was devoted, she knew what she wanted to do …she loves animals and it's always the main thing when you are going into business "

Case Study G (Failed)

A husband and wife team acquired this restaurant/lodge operation in 1998. The business is situated approximately 40 kilometres from a major  Northern Ontario urban centre. The purchasers’ intent was to open a full-service resort (licensed dining room, catering services, overnight accommodations, marina and convenience services). The property consists of 3.7 acres, including the main lodge (7 450 sq. ft main floor), a large parking area, and 300 ft of water frontage, and offers a breathtaking view of a large lake.

Shortly after start-up, the owners decided to offer off-site catering as an additional service - one of them was a qualified chef and had over 20 years of experience in the catering business. In the beginning, this couple was able to do most of what they set out to do regarding the marketing of their business, but as costs escalated due to a substantial rise in property taxes and new regulations (fire suppression system, septic system, etc.), the promotional strategy had to be drastically downgraded. None of these additional costs, totalling approximately $150,000, had been anticipated, and the venture quickly  "moved from marketing mode to surviving mode.” The business was in operation for less than two years before it closed its doors in 2000. 

Market Research: The owners’ perception was that they had done excellent market research before starting their business, including a well-conceived promotional strategy and the identification of target markets. Previous studies had identified the need for lodging, dining and marina services in the area and the local tourism plan had classified this specific location as a primary tourism site. "We also went to MTO (Ministry of Transportation) and we got all the traffic reports for the amount of vehicular traffic going by." The couple also sought input from friends and owners of a similar business: “We also know a lot of different people from areas that we were looking at and we called them and said this is what we are looking at and what do you think.”

In retrospect, these owner-managers questioned the value of the formal market information: "Nobody really knew what to do once you had begun." They felt that their marketing plan was mostly static and represented “only a picture in time.”

Measurement and Control of Market Performance: Financial statements were drawn up on a monthly basis and an external accountant reviewed the information regularly.  The co-owner stated that they tracked the costs by using a computer software program.  The owners admitted that in their original planning, they had vastly underestimated their costs, specifically regarding the fixed costs and other administrative expenses. Once the business was operating, the collection of market information was sparse, consisting mainly of asking their customers about how they had learned about the business. 

Marketing Strategies:   "We advertised through various local media. We did radio, we did print, and we did flyers, with a lot of word of mouth." There was some evidence of a conscious effort to reach specific segments: “…we also did a lot of target marketing for snowmobiling… advertising on a snowmobile map, … that kind of thing.  And doing trade shows like the wedding shows and such. One of the most effective was putting flyers in the windshields; at the lookouts or ski clubs, we would go out when there were hundreds of cars and put flyers out. That is direct… they pick it up immediately and read it and they come."  According to the co-owner: “… the flyers in the windshields were probably your biggest bang for your buck. They were dirt cheap and you could target where you wanted them to go and they seemed to work quite effectively."

This firm’s approach to the pricing decision was relatively superficial, with no consideration of such techniques as marginal analysis or demand-based methods. “We looked at what was being paid locally for pricing of beverages and hall rentals and that kind of thing. When it came to the food, we just used a mark up and went from there." But, as noted by the owner, "we were charging too little when we first started.”

Quotable Quotes: "We did our own flyers, we did our ads and a lot of our art work … it was all pretty much hands on.”  “The restaurant did much better than we expected, but the restaurant was never meant to carry the business - it was just part of the business. We never got to the other parts (marina and accommodations)." 

The co-owner held to the belief  "… that the marketing research and the marketing of it were fine. I still believe that the markets are there.  …I think we did a thorough job. The business plan, the people who read the business plan… we passed through all kinds of people before we stuck our money out. And it looked good."

Discussion

For the most part, the marketing practices of these early stage microenterprises are not formalized in any conventional sense. We see evidence of a “grassroots approach to methods of information collection …and marketing strategy” (Mankelow and Merrilees, 2001, p.233), including widespread usage of community contacts and local knowledge as a substitute for formal market research.  Contrary to the classic transaction-based perspective of marketing (Reynolds et al., 2002), the operators of these microenterprises are really practicing a form of customer relationship marketing, using informal contacts and past experience to cultivate individual relationships. Consider the perspective of the employee interviewed for case #A, who commented on the practice of “approaching each regular client” to determine “…what (we) were lacking.” Similarly, the entrepreneur from case #D made the following point:

I am not just concerned with making a dollar - I try to be somebody that cares about the animals so that when people are recommending me they say she is a really nice lady and she really cares about the pet.  I get so many nice compliments that way.

The apparent disconnect between the traditional “4P’s” template for marketing management and the type of marketing practiced within these start-up ventures may be at least partially attributable to the fundamental differences between marketing decision-making, which calls for structure, sequencing and more of a systems approach (Carson, 1993), and entrepreneurial decision-making, which entails creativity and opportunism. For instance, the following quote by the partner of the ladies clothing retailer exemplifies what Carson and McCartan-Quinn (1995) would likely consider “non-marketing:”

We have fun and so, everything we do, we do because we want to.  It’s just really natural for us to treat people with respect.  How else would you treat anybody?  So that's why I don't think that we do much marketing, because it's part of our job, because we do it so naturally.

This philosophy is echoed in case #D (pet grooming service) where the owner contends that her personality, love of animals and care that she provides has even more to do with her success than her promotional materials.

While all of the firms had addressed the basic elements of a marketing strategy during pre-startup, the more successful ventures developed their marketing strategy with better market intelligence (information and interpretation), a finding which is consistent with the notion that marketing research and implementation may be key success factors for small firms at start-up (Hills and Laforge, 1992).

Our analysis of the case studies leads to the proposition that marketing research does contribute to survival when the information is properly interpreted (in the two failed cases, adequate market data was gathered, but the information was not used properly). For instance, in case #G (dining room and catering services) the research clearly demonstrated that in order to attract tourists, there was a need to offer both accommodation and dining. The absence of lodging services seriously compromised the operation’s ability to compete. 

As we probed for information related to “tools for monitoring” and “targets,” marketing controls, in the form of the utilization of sales forecasts and budgets, were found to an accepted part of management in the thriving businesses. The failed firms did not monitor their budgets closely and never adjusted them as things started to spiral out of control. Moreover, there was no evidence in any of the survivors that these objectives or targets were framed in terms of customer satisfaction or market share, thus supporting the evidence that small firms employ a limited array of measurement tools (Coviello et al., 2000).

Conclusion

In many organizational settings, the adoption a more entrepreneurial approach may serve as an antidote to excessive structure and formality within the marketing function (Morris and Paul, 1987). Nonetheless, the current study suggests that in some ways, start-up ventures are entrepreneurial in the extreme and some basic grounding in the dynamics of pricing, promotion and the utilization of market information is in order.  Hence, start-up entrepreneurs should be alerted to the need to seek out training programs to close any evident skill gaps. Furthermore, the local small business assistance agencies should be interested in the proposition that the benefits of initial marketing research activities have limited longevity. 
In general, this study exemplifies what Gartner and Birley (2002) refer to as the “untidy reality” that accompanies qualitative research. These researchers suggest that this “…immersion into the muddled circumstances of an entrepreneurial phenomenon that is cluttered and confusing” (p. 394) should yield not only descriptive results, but also some explanation of “why.” Accordingly, this study has both described how the traditional models of marketing management are not fully reflected in the practices of smaller firms (Coviello et al., 2000), and provided some insights into why the marketing orientation of the new venture might be related to performance outcomes. Of course, one must not overlook the reality that, in addition to the firm’s marketing orientation and/or capability, there are myriad other performance drivers, not the least of which are the personal characteristics and values of the owner-manager (Kotey and Meredith, 1997).

The main propositions that emerge from this study are the potential association between early stage performance and a) the commitment to the ongoing collection and evaluation of market information, and b) the commitment to the implementation of procedures for monitoring market performance and a willingness to adjust marketing practices accordingly. 
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Table 1

Profile of Cases

	Case #

(Category)

	Product/ Service
	Estimated Sales Level (Year #3)
	Profit Rating      (Year 3)
	Processes for collecting market data (post-startup) and measuring performance
	Marketing Strategies

	A

(Thriving)
	“High-end” furniture and linens
	$1,100,000
	100
	Systematic feedback and measurement. 
	Defined targets, focussed, distinctive  promotions.

	B

(Thriving)
	Commercial-ization of new inventions
	$125,000
	70
	Relies on Internet, informal referral network

	Word of mouth; “no need to spend > $500 per year for advertising”

	C

(Thriving)
	Ladies Clothing Retailer
	$275,000
	100
	Rely on informal network; continual monitoring of costs, but no formal budget
	No ‘targeting,’ minimal adv., creative promotion via fashion shows for charities

	D

(Surviving)
	Pet Grooming Service
	< $50,000
	73
	She regularly monitors financials, but no collection of market data 
	Intuitive approach to pricing and promotions

	E

(Surviving)
	Video Rentals and Service
	$63,000
	50 

(break-even operation)
	Systematic tracking of customer buying patterns and weekly sales and cost levels

	Informal: Rely on building customer relationships and positive word of mouth

	F

(Surviving)
	Consulting (education sector)
	$88,000
	80
	No desire to grow the business; its simplicity calls for limited market research and no formal controls
	“Focussed networking and word of mouth”

	
	
	
	
	
	

	G

(Failed)
	Restaurant and Catering Service 
	n.a.
	Year 2

$130,000
	n.a.
	Detailed, but became obsolete soon after start-up
	Simplistic approach to target market -‘flyers’ on car windshields.

	H

(Failed)
	Auto Parts and Welding
	n.a.
	Year 2

$ 87,000
	n.a.
	Minimal
	No promotional plan; did not address seasonality or competition.
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