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CHAPTER ONE – INTRODUCTION
1.1 Introduction

With the impact of globalisation, businesses nowadays are searching for new ways to compete more effectively in today’s business marketplace (Wei and Lau, 2008). Companies that have already performed successfully in the external market but cannot perform well with their internal market may find themselves at a disadvantage in the long term, especially with the fast expansion of firms (Ralston et al., 2006).  

Whilst businesses often spend significant amounts on their campaigns to attract external customers, they may also need to consider the internal market place and specifically their internal customers’ needs, i.e. employees, as they often have a significant impact on external market performance and profitability (Flipo, 1986, Webster, Jr. 1988; Lings and Greenley, 2009; Yu and Barnes, 2010). If well managed the internal work force can contribute to a firm’s success, however when poorly manifested it can have devastating effects.

Over the last three decades, much research attention has focused on internal marketing from the western perspective. The notion of internal marketing was first initiated in the U.S. by Berry (1976) and Sasser and Arbeit (1976), and quickly adopted in Europe by the Nordic scholars including Grönroos (1983) and Gummesson (1987), and more recently in the U.K. through Rafiq and Ahmed (1993) and Lings and Greenley (2005). To date no major studies drawing on large data sets have been published in this area within the Chinese context. This research therefore aims to fill a gap in the literature by exploring internal marketing in China – the largest of the world’s newly emerging economies (BBC, 2011). 
By drawing on microeconomics, the internal market economy and social exchange theory, this research aims to critically explore how firms’ different degrees of internal market orientation behaviour can lead to different levels of achievement both internally and externally. The findings will have implications for enhancing the effectiveness of a company’s strategic response and, eventually, its ability to perform better in terms of profitability and its long-term competitiveness (Gounaris, 2006). 
1.2 Theoretical Background

In order to understand internal marketing better, it is necessary to explore the basic theoretical background of whether there exists a market that operates inside the firm. Several scholars have challenged the theory of the firm and argued that firms represent a somewhat miniature economy (Spence, 1975; Ouchi, 1979; Halal, 1994; and Ellig, 2001). Such scholars have emphasised the logic of marketing activities existing inside the organisation from an economic perspective. Spence (1975) suggested that the internal economics of the firm could be categorised into two types of capital allocation i.e., human capital and non-human capital. The former was referred to as human resources or the internal labour market and the later as the internal capital market. He argued that many of the structural features of resource allocation problems appear similar in markets and in organisations (Spence, 1975). 

From a marketing research perspective, Kotler (1972), Bagozzi (1975), and Arndt (1983) have each identified that a market exists within the organisation where the exchange of values take place, as such this reflects an internal market. By taking the internal side of the firm as a market place, Halal (1994) taking the former Soviet Union as an example suggested the necessity for implanting a market system inside the modern firm i.e. to be more responsive to changes in the dynamic environment and mainly striping away the bureaucracy. Halal (1994) urged firms to restructure themselves on a market model in order to compete more effectively. He considered this to be the single most important challenge for organisations to undertake. 

Ackoff (1993) and Poppo (1995) further developed the theory of internal market economy by dividing the corporation into different profit and cost centres – suggesting that each division should be evaluated on profitability. They strongly recommended firms to apply an internal market system so they can effectively resolve changes, settle disagreements, allocate responsibilities and manage resources etc. 

Based on the fact that an internal market does exist and can be managed, this research will focus on internal marketing. As the internal market can be classified into two types of resource, it is necessary to explore these two separately. The internal labour market, which is also known as the human resource capital market, focuses on the people inside the organisation, either in terms of individuals or groups. It can also be clearly noticed that the main tasks of managing the internal labour market are concerned with monitoring, testing and performance evaluation, in order to allocate and deploy human resources effectively. Firms with the ability of managing their internal labour market well can enjoy advantages associated with cost reduction, high employee organisational commitment and more stable internal relationships (Stark, 1986, Rosen, 1988). 
Ellig (2001) argued that transaction costs inside the organisation can arise because firms and individuals fail to share the same mental models of organisational vision and mission. Compared with the external market, these shared mental models and visions can be much less expensive when writing contracts or engaging in transactions. Ellig (2001) believed that there was a rich network of price-mediated exchange inside the firm. However, inside the firm, people in authority can often act in a commanding or bureaucratic way to constrain transactions. Although this may tend to happen more frequently within the internal market place, it can also occur in the external markets. Therefore, command and prices cannot always draw boundaries between the nature of internal and external markets. There may be different background rules and cultural constraints under which internal and external markets operate that distinguish them. As noted by Ellig (2001, p. 236): 
“A firm survives when its internal environment generates value-creating capabilities, competencies and routines. The firm will continue to exist as long as the owners of its human and physical capital find it more profitable to transact inside this environment than outside.” (Ellig, 2001, p. 236)
It is clear that the internal market within the firm has various forms of exchange which can be involved with or without physical goods, transactions and cost. These exchanges can occur at both an individual or group level. Foremen and Money (1995) identified four types of exchange, ranging from relationship exchange between different functions of the organisation, including internal supply chain relationships, relations between specific units and the organisation, exchange between functional departments and the organisation (as well as the functional department as marketer), and finally where the bulk of the literature lies i.e. between the organisation and its employees. 
As noted by Gummesson (1994), each individual or each group is a customer of and at the same time the supplier of another. The phenomenon of employees providing internal services to other employees within a firm is considered as a distinguishing feature of modern firms (Mills and Ungson, 2001). This customer-supplier interaction can happen within inter-firm and inter-departmental relationships (Lings, 2000). Therefore, due to the complexity of internal market forms, this thesis will focus purely on internal relationships that occur within the firm, thus excluding relationships involving subsidiaries or different company branches. The study will refer to two types of exchange i.e. the exchange between employees and the firm and exchange between different departments. 

In addition to the theoretical background surrounding the existence of an internal labour market, social exchange theory can also provide a mechanism to further facilitate internal exchange, which emphasises interaction among parties. Homans (1958) suggests that social exchange theory is a theory of social behaviour and as exchange has a fundamental premise that all social life can be treated as an exchange of rewards or resources between actors. Nord (1973) suggests that exchange theory like many other social-psychological models needs to treat the processes through social systems which socialise participants, maintain participant involvement, permit stable patterns of social interaction and carry on transactions with their environment. It is discovered that actors involved in exchange are not only individuals but also include groups, and in-group processes and inter-group relations are more complex than market transactions (Zafirovski, 2003). 
As an exchange relationship, the employment relationship may be featured either as a social or economic exchange. Social exchange occurs between actors to foster a long-term exchange of favours that precludes accounting and is based on a diffuse obligation to reciprocate (Aryee, Budhwar and Chen, 2002). In contrast, economic exchange in the employment relationship rests on formal contract to obtain the exact quantities to be exchanged which can be enforced through legal sanctions. Thus, apart from the cognitive aspect of social exchange theory which posits that all human relationships are formed by the use of a subjective cost-benefit analysis and the comparison of alternatives (Homans, 1958), another aspect of this theory is its affection which explains the emotions that people get from the exchange and thus present certain behaviour, such as attachment or detachment toward the social unit or group (Lawler, 2001). 

Based on social exchange theory as the conceptual underpinnings of this research, the investigation focuses on employees’ attitudes and behaviours which can be explained by favours or benefits exchanged that provide mutual support and investment in a relationship (Aryee, Budhwar and Chen, 2002). Thus, since the 1970s, internal marketing has been introduced as a possible solution for having more satisfied internal customers (employees), who then can offer better service to external customers. The concept of internal marketing was initially considered in a service context where front line staff have a direct influence on customer satisfaction of the service. Although the idea of selling jobs to employees before selling services to customers was introduced by Sasser and Arbeit in 1976, Berry, James and Burke (1976) coined the term internal marketing. They argue that: 

“internal marketing is concerned with making available internal products (jobs) that satisfy the needs of a vital internal market (employees) while satisfying the objectives of the organisation.” (p.8)

Besides this, the identification of an internal market and internal exchange of values has the purpose of achieving successful external service performance via job products (Berry, James and Burke, 1976). The identification of an internal capital market leads to research focusing on internal relationship management, which is also interwoven with total quality management, internal service quality and internal relationships. The recognition of internal customers, internal suppliers and the establishment of internal service relationships present the internal flow of an added value chain (Grönroos, 1981; Porter, 1991; Heskett et al., 1994; Gremler, Bitner and Evans, 1995; Dibb and Simkin, 2000; Kouvelis and Lariviere, 2000), the purposes of which are to reduce internal barriers, resolve interdepartmental conflict and improve interdepartmental integration. As a result, the internal value chain can be extended externally to contribute towards success of organisational performance. 

In order to enhance the relationship between internal customers and their internal suppliers, many scholars suggested that internal marketing should be applied within organisations (Joseph, 1996; Lings and Brooks, 1998; Dibb and Simkin, 2000). Reynoso and Moores (1996) meanwhile have identified six steps for effective internal marketing. The first step is to create the internal awareness of an internal marketing campaign, followed by step two that is to identify internal customers and internal suppliers. Step three is for all participants of the internal marketing campaign to identify their internal customers’ expectations. Step four is very critical and it is about the communication between internal customers and internal suppliers. Expectations, capabilities and obstacles need to be discussed and agreements need to be achieved by negotiation before step five. As a result of the previous steps, internal suppliers should work to deliver the required level of service demanded by involved participants, especially internal customers. The final step obtains a measure for internal service quality whereby feedback should be given to internal suppliers for evaluation and improvement.   
Though Foreman and Money (1995) classify internal marketing according to who is the internal marketer and who the target of internal marketing is, it is generally agreed that three major attributes are critical to the success of internal exchange: (1) internal information generation (e.g., Heskett et al., 1994; Foreman and Money, 1995; Lings and Greenley, 2005), (2) communication (e.g., Foreman and Money, 1995; Varey and Lewis, 1999; Naude, Desai and Murphy, 2003), and (3) responsiveness to internal market situations (e.g., Hogg, Carter and Dunne, 1998; Drake, Gulman and Roberts, 2005).  These three attributes are consistent with the three market orientation dimensions identified by Jowarski and Kohli (1993). Based on market orientation research, Lings (2004) further developed a model relating to internal market orientation, which complements external market orientation and is composed of three behavioural dimensions, i.e. internal market research, communication and response. 
As there are many conflicting views on internal marketing and whether it should be considered a form of marketing strategy or a basis for implementing the marketing mix to solve internal problems, in this thesis the marketing concept is adopted in-light of the internal market, in order to develop internal market orientation constructs and posit the concept. Building on the theoretical foundation and the existing body of literature relating to internal marketing management, this research intends to explore internal market performance by investigating and developing an internal market orientation model that consists of major attributes influencing the internal market that can drive external performance and profitability. Whilst most existing empirical research has been conducted in the service industry in western countries, this research investigates the significance of internal market orientation across different industrial sectors within a Chinese context. 
 1.3 The Significance of China 

China's economy over the last 30 years has changed from a centrally planned system that was largely closed to international trade to a more market-oriented economy (Chen, 2001). As a result, there has been increased autonomy for state enterprises, the foundation of a diversified banking system, the development of stock markets, and the rapid growth of the non-state sector, which has seen the opening up of China to much foreign trade and investment (Chiu, 2002).

The Chinese economy has been fundamentally restructured with efficiency gains that have contributed to a double digit increase in GDP since 1978. Although in per capita terms China is still a low to middle-income country, this is mainly due to its large population. In February 2011, China overtook Japan as the world’s second largest economy (BBC, 2011). Both inflow and outflow of investment have reached new peaks since 2000 (BBC, 2011). For instance, the annual inflow of foreign direct investment in 2007 rose to nearly $84 billion, and at the same time, nearly 7,000 Chinese firms made a combined $118 billion worth of direct investment in 173 countries around the world (World Bank Report, 2008). 

In late 2008, as the global economic downturn began to hit, foreign demand for Chinese exports fell for the first time in several years. In response, the government vowed to continue reforming the economy and emphasised the need to increase domestic consumption in order to make China less dependent on foreign exports for GDP growth in the future. China's economy has witnessed a modest downslide after 2006, with GDP growth of 9.6 percent yet still enjoyed 9.2 percent growth in 2011. Though China’s economy is slowing, the World Bank report estimated that China’s growth rate will come in at 8.2 percent in 2012 and then rebounded to 8.6 percent in 2013 (World Bank Report, 2012).
It is however predicted by the World Bank Report that China’s economy will remain strong in the forthcoming years with continued robust investment demand and growth in private consumption. According to the World Bank report, and owing to years of annual export growth of more than 20 percent, China overtook the United States as the world's second-largest exporting nation in 2009. China’s growth is forecast to slow, but even so, economists say it is on track to overtake the US as the world's No.1 economy in about 10 years. Most economists agree the economic underlying structure of China is sound, and growth is sustainable (New York Times, 2010).
Moving away from the former planned economy where market competition was limited, China has now experienced significant economic growth following the government’s decision in 2003 to adopt its own socialist policy values. The policies enabled more foreign investment across different industrial sectors and provided both financial and policy support for privately-owned companies. With this move to a more open market economy, reforms in monopolised sectors were accelerated. The influence of competition and a tendency to take educated business risks has been recognised by non-state owned (e.g., private enterprises and foreign invested enterprises) and by state-owned companies alike (Peng, Tan and Tong, 2004; Zhou and Li, 2007). 

In addition, during the last three decades, scholars from western countries have also paid great attention to research within the Chinese context or compared different environments.  Several articles have investigated the extent of management research in China. For example, Li and Tsui (2002) published an article in the Asia Pacific Journal of Management on management and organisation research in the Chinese context during the period from 1984 to 1999. In their study, they examined 20 leading English language academic journals over 16 years. Altogether 226 articles were related to Greater China, among which 68 articles were published during 1984 and 1991, and 158 were published during 1992 and 1999. It is highly noticeable that the number of articles published during the second period has increased 132%.

In 2007, Quer and his colleagues also published a review article of empirical research conducted in the area of business and management in China in leading international journals. They found 180 empirical papers focusing on the Chinese context had been published in 12 leading international academic journals between 2000 and 2005. In congruence with the previous research, they also found that more recently the number of articles published had increased significantly.

From these review articles, it was found that most of the previous research topics included the influence of market transition and reform on the firm, the issue of organisation structure and change, cross-cultural analysis and adjustment, influence of culture on behaviour and values, occupational mobility, ownership and property rights as well as research on social networks or guanxi relationships (Li and Tsui, 2002). Quer, Claver and Rienda (2007) discovered that most published papers fell within three broad categories: (a) joint ventures and strategic alliances in China, (b) strategy and behaviour of Chinese firms, and (c) human resource management in China. In analysing such research, it is noticeable that not a lot of research had been published in the area of marketing. Therefore, this study will not only contribute to the research on management and business within the Chinese context, but will also expand the current research topic within the scope of marketing. Thus, this investigation will add to research in the area of internal marketing within the context of China by empirically undertaking research on performance outcomes relating to different firm typologies (e.g. state-owned, state-shareholding, foreign-invested and privately-owned companies). 
1.4 Research Objectives

Throughout the years of studies on the subject of internal marketing, there still remain some doubts on the conceptualisation of internal marketing and the application of an internal market orientation in both research and practice. Thus, first of all, there is a need for a clear and applicable concept to be developed before an investigation on the subject can proceed and its link to performance potentially realised. Secondly, internal marketing has not received sufficient attention by companies except for those within service sectors. It is greatly necessary therefore for researchers to present the link between successful internal marketing practice and its contribution to performance, so as to prove the importance and significance for companies to adopt internal market practices across a range of industries.   

Apart from research interest in internal marketing as a concept in itself, studies in emerging economies have also been catching the eyes of business academics, especially investigations in mainland China, a country which is now rated as the fastest growing economy and has received a great deal of attention both domestically and internationally (Peng et al., 2001; Peng, 2005; Tung, 2005). Currently, research in emerging economies is highly topical as such studies aim to focus on those significant factors that are influencing countries under rapid transition. It is also noted that no research has empirically examined internal marketing within a Chinese business context. This is evident when analysing some of the major journals on international business and management, such as Journal of International Business Studies, Journal of World Business, Asia Pacific Journal of Management, Management International Review, and so on. Thus, it is felt that this research will make a useful contribution both in the conceptualisation of internal marketing and business management in China.   

By understanding the significance of internal marketing research, the overall aim of this research is as follows:

To examine the impact of internal market orientation and its effect on internal market success and external business performance among different types of business organisations in China.

In order to examine this area, the research builds on the market orientation model offered by Kohli and Jaworski (1990). Also, based on existing research and the notion of internal market orientation, its consequences are considered by attempting to illustrate the significant and positive impact that internal market orientation has on internal market performance and external market performance (Lings, 2004). Within the contextual setting of mainland China, this research is designed to achieve these key research objectives:

· Examine major literature of internal marketing at the practical and conceptual levels. 

· Develop appropriate constructs and measurement items relating to internal market orientation.

· Investigate the influence of internal market orientation on internal success at individual and departmental levels. 

· Examine the extent of the impact between internal market orientation, internal market success and external market performance.

· Explore how different types of organisations, e.g. state-owned, or non state-owned, foreign invested etc. in China may have an effect on internal market orientation and performance. 
In order to achieve these research objectives, the study plans to use both qualitative and quantitative methods. Focus group discussions and in-depth interviews will be initially undertaken before a large survey being administered in China with various types of organisations. 
1.5 Proposed Research Contribution 

Based on the overall aim and objectives, this study intends to make an academic and practical contribution in the area of internal marketing. By identifying the internal exchange of value as well as the needs and wants of internal customers, this research intends to first of all, provide a better understanding of the significance of internal markets and their link to overall company performance. Based on the internal market economy and social exchange theory, two major value exchanges will be the focus of this study. The first is the exchange between the organisation and its employees (Berry, 1981; Foreman and Money, 1995), and the second is between internal customers and suppliers (Grönroos, 1981; Lings and Brooks, 1998; Dibb and Simkin, 2000). 

Second, this research argues the legitimacy for internal market orientation representing the internal marketing concept at large. A comprehensive understanding of internal market orientation can contribute to the existing internal marketing literature by helping to clarify the philosophy and its underlying components. Thus, internal market orientation does not simply add to the array of human resource management tools which focus on how to keep employees happy and motivated. Similarly, it does not necessarily belong to the marketing department either, which has major responsibility with the external market (Conlins and Payne, 1991; Joseph, 1996). A thorough understanding of internal market orientation thus requires the whole organisation to act consensually towards organisational objectives by realising the importance of internal market performance (Bak et al., 1994; Rucci, Kirm and Quinn, 1998). 

Third, this research attempts to develop a model of internal market orientation-internal success-external performance (IMO-IS-EP) which makes a contribution to the discovery and proof of how internal market orientation can impact internal and external success, and to what extent. The development of measurement scales can help managers and scholars obtain more insights of internal marketing items in the context of China.

Moreover, this research is trying to contribute to practical management, especially for companies competing in the Chinese market. It therefore intends to help companies of either Chinese or Western origin to consider their internal market situation, and consider this as a measure of their internal market success. By bridging internal market success and external performance, this research will highlight key internal aspects for management to seek ways to improve their organisation’s capabilities. Finally, it is hoped to present interesting results by comparing state-owned and non-state owned companies in China.  
1.6 Structure of the Thesis

This thesis consists of six chapters. Each chapter represents different stages that are involved in the overall research process. This Chapter covers a brief introduction of the research background and the purpose of the study. It presents a brief overview of the theoretical background. It also portrays the significance and contribution for academics and practitioners who are interested in internal marketing and companies operating in China. Chapter Two provides a review of the literature, an overview of the existing research relating to the internal market, internal market economy, social exchange theory and internal market orientation. This Chapter will specifically provide the theoretical background for this research to be built on. Chapter Three will present the research context. This Chapter will introduce the economy of China, the Chinese culture, ownership types and management challenges. The conceptual framework is then presented in Chapter Four with identified key variables and various hypotheses based on the pertinent literature. 

Chapter Five is concerned with the research methodology and explains different research methods that are used in this study. This Chapter illustrates a range of discussions including the research design, sampling issues, questionnaire development process and data collection methods and procedures. Following on from Chapter Five, Chapter Six presents the data analysis based on the proposed conceptual framework and hypotheses. Apart from general descriptive statistics, an initial measurement model is posited and structural equation modelling is used to examine the hypotheses and specifically test the relationships between the constructs.

Chapter Seven summarises the overall research and suggests several implications. By linking the findings of this research to previous studies and real world situations, this Chapter makes this study more practical and explicit. Conclusions and key points of this thesis are discussed. This is followed by a discussion on the limitations of this study. Several future research directions are also suggested for scholars who are also interested in conducting similar research.   
1.7 Summary of the Chapter

This Chapter presents a brief introduction of the general research, the theoretical background, research objectives, research contribution and the proposed layout of the thesis. This study aims to establish a framework on how internal market orientation can influence an organisation’s performance on different aspects, such as employee commitment, employee retention, interdepartmental connectedness and company profitability. As such, this research is believed to be important to both academics and practitioners alike. As the findings will not only provide sound support for the significance of internal marketing’s application, but will also be useful for scholars with an interest of the subject in the context of emerging economies.  

CHAPER TWO – LITERATURE REVIEW
2.1 Introduction 

In order to develop a framework that can be used by management for improving performance, it is the aim of this literature review to identify and explore the major streams of research that have been pursued in the field of internal marketing. This Chapter will therefore provide an overview of the existing body of literature as well as identify potential gaps where future research can be undertaken. In order to achieve this goal, this Chapter consists of seven sections (see Figure 2-1). Following this brief introduction, this Chapter will discuss previous research whereby the firm is considered a market. If a firm can be regarded as a market, then there should be an internal market economy. Thus, the following section reviews literature on the internal market economy. Based on the internal market economy, two major types of internal market have been introduced in the fourth and fifth parts: one is the internal labour market and the other relates to the internal capital market. Within the scope of internal labour market research, social exchange theory is introduced as an underlying theory for internal marketing. 
Figure 2- 1: Chapter Flow
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Within the scope of the internal capital market where resource allocation among different groups is the main theme, total quality management, internal service quality management and internal relationships are discussed. Building on these literatures, one branch of internal marketing research that focuses on internal suppliers and customers is reviewed. In order to manage the internal market well, internal marketing is introduced as a management tool to change internal market situations. 
Therefore, following the first five sections, part six focuses on research that has been undertaken in the area of internal marketing. Two major internal marketing research areas are discussed: the first considers internal marketing as a tool to increase employee satisfaction and motivation (i.e., Berry, James and Burke, 1976; Sasser and Arbeit, 1976) and the second considers internal marketing to integrate activities and functions for achieving organisational goals through internal supply-chain relationships within organisations (Grönroos, 1990; Dibb and Simson, 2000). This has also been called internal market orientation (Lings and Greenley, 2005) and internal customer orientation (Dibb and Simson, 2000). A critique and summary of the literature is then provided in part seven.
2.2 The Firm as a Market

To investigate internal marketing concepts, it is necessary to first explore what an internal market is. Coase’s theory of the firm suggests that although organisations are managed by a ‘visible hand’, external market exchange is operated by an ‘invisible hand’ (Chandler, 1977). The argument that an ‘internal market’ exists inside a firm challenges the ‘nature of the firm’, as it requires some degree of command and control at the micro-level. In contrast, external markets consist of profit-maximising sellers and utility-maximising buyers (Ellig, 2001).  However, it is recognised that firms can be more effectively understood, designed, and managed if they can be thought of as a market economy in their own right (Halal, 1994).

The economics of the internal market is a challenge to Coase’s theory of the firm. The idea that a modern corporation is an economy in miniature has been accepted widely nowadays by economists and management researchers. Spence (1975) argued in his research that:

 “A modern corporation is, after all, an economy in miniature. It has a set of capital markets and a collection of labour markets. It has its planners, forecasters, and stabilisers. It has to provide public goods and has its problems with externalities” (p.163). 
He suggested dividing the internal economics of the firm into two categories: (a) the allocation of human resources – the labour market and, (b) the allocation of non-human resources – the capital market, which in Williamson’s (1975) research are called human and non-human capital. The allocation of human resources demanded rationale for observed structural features of internal labour markets, whereas the allocation of non-human resources demanded the management of internal capital markets (Spence, 1975). 

Spence (1975) emphasised that there was possible divergence of individual incentives and organisational targets which showed a connection between the management of staff and the achievement of organisational objectives. He argued that the attention to this divergence came from the organisation’s intention to monitor internal job performance and further, if group performance could be monitored at better cost, then group performance should be monitored rather than an individual’s. Due to internal policies and the unwillingness of individuals or groups to exchange sensitive information with others, Spence suggested that such problems could be resolved by a careful structuring of employee incentives aimed at motivating staff changes in behaviour. 

Spence also stated in his article that both internal and external capital markets were considerably interesting and important. He pointed out that there must have been qualitative differences between internal and external capital markets and the internal capital market should be an important subtopic in the economics of the internal organisation. Apart from that, he mentioned the importance of the process of collecting information, forecasting and investing in specific projects (Spence, 1975). 

In contrast, Halal (1994) viewed the internal market from another perspective. He argued that with the development of complex technologies, global markets, intense competition, and constant changes, firms should adapt its structure from highly centralised hierarchies to de-centralised, market-driven systems. This was necessary as he felt that hierarchies became too cumbersome and prevented firms from acquiring knowledge capabilities and flexibility (Halal, 1994). 

Halal (1994) also used a diagram to show the evolution of organisation structures over time. He classified three major types of organisation structure. The hierarchy structure was very typical in the classical industrial age (1900-1950), and the matrix structure was regarded as a more organic system responding to the environment which was representative during the neoclassical industrial age (1950-1980). When the information age fully arrived, the internal market system was assumed to be the next major phase of organisation evolution (1980 to now). The notion of an internal market within the firm could strip away bureaucracy by making each unit as an enterprise in its own right. He regarded the shift to a market model as the single most important change undertaken today, which was similar to the challenges and opportunities posed by the restructuring of socialist economies. 

However, the concept of an ‘internal market’ could not be accepted easily because people generally instinctively think of management within a hierarchical paradigm. The traditional view of ‘firms’ managed by a few senior executives might not be easily changed. Halal (1994) argued that: “Most people initially resist the internal market viewpoint because it breaks so sharply from the traditional hierarchy” (p.72). The central idea of Halal’s argument was that an internal market replicated an external market, with both chaos and creativity. The facts already showed impressive results when considering the firm as an internal market e.g. solutions to difficult problems emerged far more quickly, permitting a rush of economic growth that could rarely be planned, offering an adaptive and efficient alternative. 

To activate the internal market, Halal (1994) suggested the following three major principles. Firstly, the firm needs to transform the hierarchy into internal enterprise units which provide two major strengths, i.e., that accountability was evident for all units, and creative entrepreneurship could flourish. Secondly, the firm needs to create an economic infrastructure to guide decisions, such as designing an infrastructure of performance measures, financial incentives, communication systems, an entrepreneurial culture, and other corporate-wide initiatives. All units should therefore be converted into autonomous enterprises with their own profit and loss statements. The actual costs and revenues of each unit could immediately change unit decisions to be more realistic and cost-saving. 

Thirdly, the firm may also provide leadership to foster collaborative synergy. Senior managers might give up much of their formal authority in a market system, but they lead by ensuring accountability, resolving conflict, encouraging cooperation, forming alliances, providing inspiration and other forms of strategic guidance that shaped this internal market system into a more productive community. On the other hand, senior managers should be able to provide operating managers with the entrepreneurial freedom, which is essential for commitment, creativity and flexibility (Halal, 1994).

Moreover, according to Ellig (2001) a firm’s ‘internal market’ could be compared with its ‘external markets’. He claimed that the boundaries and nature of the ‘firm’ and ‘the market’ were actually similar transaction forms. He argued that if bureaucracy was the essential feature of a company (i.e. top management might constrain internal transactions) and the same might happen in the external market place too. Thus, although Ellig (2001) stated that internal and external markets are two relevant market forms operating under different background rules and constraints, he suggests it would not be wise to simply draw a boundary between ‘the firm’ and ‘the market’. From his point of view, it was more informative to view the firm as a membership club than a command structure, if internal markets were identified within the firm. In addition, he claimed that a firm survived ‘when its internal environment generates value-creating capabilities, competencies and routines. The firm will continue to exist as long as the owners of its human and physical capital find it more profitable to transact inside the internal environment than outside’ (p.236). 
With the rise of multidivisional firms, top management found a great need for coordination across different business units, as lower level managers realised that the central headquarters were incapable of making all decisions for the entire divisions of the firm. Ellig (2001) used the ‘value chain’ to identify similarities and differences between internal markets and more traditional business practices. He provided a figure to explain the situation by breaking the firm into two types of major activities: ‘primary’ and ‘support’ (see Figure 2-2). By considering the ‘value chain’ concept (Porter, 1985), there is an emergence of internal customers and internal suppliers with an opportunity to let internal customers choose which services they would like to buy from supportive activities (Halal, Geranmayeh and Pourdehnad, 1993; Ellig, 2001). 
Figure 2- 2: Generic Value Chain (Ellig, 2001)
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However, in most situations, it is senior managers who decide how to allocate resources within the firm. This leads to the fact that internal service providers have very few incentives to listen to their customers because the budget comes from top management, not customers, and they listen to top managers but not to internal customers. Meanwhile business units using internal services have few incentives to compare the value they have received with the costs to the company (Stein, 1997; Ellig, 2001). This is because the costs of each purchase decision are spread out across all business units in the company through overhead allocation. Many scholars consider this situation as being similar to a centrally-planned economy, like the former Soviet Union (Ackoff, 1993; Halal, 1994; Ellig, 2001). 

Ouchi (1979) used the term ‘clan’ to describe an organisation held together by its members’ shared values and commitment to common objectives. He stated that: 

“Because the clan lacks the explicit price mechanism of the market and the explicit rules of bureaucracy, it relies for its control upon a deep level of common agreement between members on what constitutes proper behaviour, and it requires a high level of commitment on the part of each individual to those socially prescribed behaviours” (Ouchi, 1979, p.838). 
Ellig (2001) then introduced an implicit model taking the firm as a club. By using the example of a country club, he described how an internal market system worked in practice. The role of CEO in this type of firm was essentially to provide public goods, such as conducting shareholder and government relations, corporate culture and also building corporate capabilities plus other goods and services that benefit the entire organisation (Halal, Geranmayeh and Pourdehnad, 1993). 

Based on this perception, individuals who share certain similarities in their mind set may well possess an innate urge to cooperate with each other in pursuit of common goals. Some organisations have even applied this in their recruitment. For example, Ben & Jerry’s Ice Cream stores, seek to hire environmentally conscious employees who share the company’s commitment to certain social goals. In order to attract these types of employees, the firm did more than just provide a pleasant work environment or feelings of solidarity. The firm would like to have a group of employees who naturally choose to do the ‘right’ things (Ellig, 2001). 

Thus, an organisation’s culture offered an alternative means of governing transactions in the face of bounded rationality. An organisation’s culture economically conveys instructions for dealing with a wide variety of unpredictable situations, which provided general principles that required people at all levels of the organisation to act according to the spirit of incompletely specified contracts. This also becomes a key feature distinguishing internal from external markets (Ellig, 2001). Therefore, the idea of taking a firm as a market, or internal markets existing inside a firm have sound theoretical foundations.
2.2.1 Critique of the Firm as a Market

Recently, a growing number of companies have been replacing bureaucratic internal resource allocation with greater decentralisation of decision-making authority, incentive systems that link rewards more closely to performance, and cultural change initiatives that more closely align employee and owner’s interests (Ellig, 2001). Thus, top managers are encouraged to leave most decisions to the business units but act as a designer to create an organisational infrastructure to guide unified behaviour and foster collaboration within the corporate community. The impending shift to a market model of the firm is presenting roughly the same challenges and opportunities posed by the restructuring of socialist economies (Ackoff, 1993; Halal, 1994). 

Internal markets do however have the same natural drawbacks as external markets, such as complex working relationships, uncertainty, risk, and outright potential failure. As internal market systems encourage entrepreneurial freedom, the advantages of internal markets can only be gained by tolerating an increase in disorder, and the executive having enough prudence to combine varying degrees of hierarchical control and market freedom to find the best composition of mechanistic-organic structure (Halal, 1994). As a result, a firm is to some extent hierarchical and centralised with management exercising some degree of control over resource allocation mechanisms (Spence, 1975). Spence stated: “If pressed for a rough prescription as to where to look for the boundaries of firms, I would tentatively suggest that resource allocation processes that are internalised are those which are not efficiently carried out in a decentralised manner (that is to say, where equilibria are inefficient)” (1975, p.171).
Although such research has provided a profound foundation and base for investigating the firm as an internal market, such research has described the situations, rather than investigate how things operate. Most research has been qualitative and inductive, which did not present benefits that firms can obtain if they refocus their attention on the internal market. Therefore, further research should be carried out to clarify that considering the firm as a market would help the firm with their management, and as a result lead to better performance. 
2.3 The Internal Market Economy

The failure of the former Soviet Union which had a strictly central planned and controlled economy warns firms which are highly centralised to reconsider their internal economy. A centrally planned and controlled economy has the features of bureaucracy and monopoly. Observed carefully, this is also true within the organisational context. For example, in the firm, accounting, personnel and R&D departments are usually deliberately organised as subsidised monopolies, which are insensitive and unresponsive to the users of their services in general, but are sensitive and responsive to the desires of higher-level management. As a result, those departments are often unaware of, or unresponsive to the needs and desires of internal users of monopolistically provided goods and services. Ackoff (1993) suggested that corporations operating within an internal market economy should operate as profit centres. Units within corporations should therefore be managed either as profit or as cost centres. 

Many large firms create internal markets by decentralising pricing and trading decisions to product divisions and by evaluating divisions on profitability (Poppo, 1995).  Unlike external markets which lack a singular governing body, strategic coordination becomes an advantage for firms that enable top management to implement policies that facilitate trade internally. In contrast, such strategic policies may be less effective at coordinating exchange externally in the marketplace. This is because external market suppliers often receive less market information than internal market suppliers. They also appear to enjoy less cooperation and integration than those operating internally (Poppo, 1995). Another example can also easily be found in many firms, which shows similar planned internal economies. For instance, employees in some firms are promoted to managerial ranks not because a manager is needed, but because this is the only way to obtain additional compensation for them (Ackoff, 1993). It is obvious that centrally planned and controlled economies cause spiralling costs associated with internally provided products and services, the production of intense internal conflict and competition, and ignorance of unit cost and profit (Ackoff, 1993).  

Nowadays, especially in most large multidivisional corporations, corporate strategy decisions are centralised (Poppo, 1995). Normally, senior management implement policies through ordering, monitoring and either providing rewards or punishment, or through a combination of these activities. Multidivisional corporations centralise strategic decisions while they decentralise operating decisions. According to Poppo (1995), decentralised operating decisions can economise on information processing costs. Vertical information transfers are however prone to error and may cause delays in decision making.  To minimise these costs, senior management may increase their investment in monitoring, provide joint incentives, or resolve disputes. Responding to this situation, it is suggested that incentives to adhere to policy changes are likely to be more effective in internal markets than in external markets (Poppo, 1995). Compared with the decision making process which may be subject to greater transaction costs in external markets through contracts and relational norms, one advantage of the internal market economy is the potential effective and efficient strategic implementation. 
In sum, incomplete contracts and imperfect markets exist in both internal and external markets. Reasons why the internal economy idea is useful are that if hierarchy manages to oversee price adjustments, renegotiation costs should be lower in internal markets than in external markets. On the other hand, if hierarchical involvement is lacking, price coordination is not necessarily better in internal than external markets (Poppo, 1995). Hierarchical control ultimately governs coordination in organisations. The advantage of considering an internal economy is that the hierarchy can resolve changes and settle disputes without having to rewrite contracts. Hierarchical control allows top management to allocate decision responsibilities and resources within the organisation, to intervene in decision making, to mandate adherence to procedures, and to evaluate units, which the external market can rarely manage. This therefore may lead to better performance and management. 

Poppo’s (1995) exploratory research discovered that distinctions between the internal and external market economy influence activities and strategic coordination. She suggested that profit maximising incentives, a relative performance measuring system, and imperfect monitoring could lead divisional managers to engage in more influence activities, such as bargaining excessively over price adjustments and negotiating. Also, strategic implementation relating to cost reduction practices could be more effective within the internal rather than the external market economy. However, as hierarchical involvement varies, cooperation and competition may also operate simultaneously in internal markets at divisional decision levels. Vertical integration, according to the transaction cost framework, implies that central hierarchy coordinates internal exchanges. Halal (1994) claimed that HP, IBM, GM and other organisations were yet to more fully transform themselves into well-designed internal market economies to compete more effectively in the dynamic business environment. 
2.3.1 Critique of the Internal Market Economy

The introduction of a market economy within an organisation has several issues of concern. First, with the idea of an internal market economy, including profit and cost centres, an additional amount of accounting may be required, which could become unbearable and may challenge traditional accounting. Secondly, some argue that an internal market economy may increase conflict and competition between internal units. Thirdly, another reason for scholars not taking the idea of an internal market economy seriously is that certain internal service functions cannot be expected to obtain external customers. Fourthly, conversion to an internal market economy will meet great resistance by some managers whose units may either be unable to compete effectively in the open market or be eliminated by the corporation due to cost saving. Finally, the conversion to an internal market economy may encounter reluctance of many higher-level managers to share information with their subordinates, which challenges their power (Ackoff, 1993). As known to all, information is power. Therefore, although the internal market economy concept is useful and practical, it may encounter more resistance than acceptance in practice (Flippo, 1985). 

2.4 The Internal Labour Market 

Compared with external markets, internal markets consist of internal labour or human resource capital (Williamson, 1975). Two major strengths of internal markets are the accountability for performance and organisational flexibility. Halal (1994) argued that in a hierarchical and monopoly controlled system, people were treated as employees, whilst in an internal market economic system people were assumed to play the role of entrepreneurs. The old paternalistic employment relationship in which people were paid for holding a position has changed to a ‘self-employed’ working relationship offering people an opportunity to achieve, with freedom and self-reliance, rewards and risks, and other complementary rights and responsibilities of entrepreneurship (Halal, 1994). This argument suggests that the internal market system has the advantage of managing the internal labour market well. 

Rosen (1988) defined the ‘internal labour market’ as ‘the flow and direction of personnel through positions in the firm’ (p.60). The general pattern of the internal labour market for most organisations still follows a hierarchical design in which ultimate control is concentrated at the top and diffused through the ranks by horizontal and vertical linkages to middle and lower levels of management and to production (Spence, 1975; Rosen, 1988; Stark, 1986). Monitoring, testing, and performance evaluation take on special significance under these circumstances. Resources must be continually devoted to designing career tracks and to grading, sorting, and assigning workers to their proper positions in the organisation. Rosen (1988) also pointed out that a problem inherent in performance evaluation and ability testing had been spotted. Since grading, evaluation, and promotion decisions were made by higher-level committees and supervisors, individuals had incentives to increase their scores by exerting unproductive ‘influence’ on their performance evaluators. These bureaucratic procedures adopted by organisations generate bureaucratic costs which can be properly considered as transaction costs of internal labour market allocations (Rosen, 1988). 

Therefore, incentives, testing, career assignment and rewards are suggested to be analysed in the context of a dynamic personnel system. Incentives and reward structures should not be disassociated from testing, personnel assignment, and labour turnover questions in such a system. This fact also helps to explain the bureaucratic tendencies in organisations as controls on members to manipulate the system for personal advantage (Spence, 1975; Rosen, 1988). The characteristics of internal labour markets give the organisation efficiency advantages over other alternative possibilities, most of which involve complicated contractual arrangements (Stark, 1986). 

However, a considerable amount of economic activity is conducted by people who are not only imperfectly, but differentially informed. Interaction among people is often mediated not solely via price and sometimes may not involve price at all (Rosen, 1988). Within the internal labour market, the human resource allocation process becomes complex. Considerable management attention has been paid to the monitoring of individual job performance but not group performance. In terms of the latter, such performance can be improved through effectively structuring group incentives and training. In addition, it is argued that the process of promotion may add a degree of complexity to the internal labour market. A successful internal labour market may not only allow mutual filling of vacant jobs with people, but lead to stronger information network ties between pairs and groups of people (Spence, 1975). 

Taking the evaluation process for example, the evaluation by an individual who is strongly tied to the person he is recommending may be more knowledgeable but more biased. The evaluation may also differ depending upon whether the evaluator is speaking to a strong or weakly tied individual. Finally, there is a clear incentive for people to learn the pattern of strong or weak ties in an organisation for the purpose of assessing evaluation (Spence, 1975). Network relationships existing inside organisations are extremely obvious in typical Chinese firms. It is argued that management may be better off contracting with groups of workers rather than with individuals. 

One major feature of the bureaucratic form of modern firms is the intensification of hierarchical control (Stark, 1986; Rosen, 1988). The effect of bureaucracy is to establish a rigidly graded hierarchy of jobs and power by which ‘top-down’ authority can be exercised. The restructuring of internal relations of the firm furthers labour market segmentation through the creation of segmented ‘internal labour markets’. For example, firms have initially attempted to raise the cost to workers of leaving individual companies by restricting certain benefits to continued employment in that company. At Ford, for instance, education for the workers’ children, credit, and other benefits were dependent on the workers’ continued employment by the firm and therefore tied the worker more securely to the firm. For these workers, the loss of one’s job meant a complete disruption in all aspects of the family’s life. Likewise, seniority benefits may also be lost when workers switch companies (Reich, Gordon and Edwards, 1973).

Reich, Gordon and Edwards (1973) found that monopoly firms, with more stable production and sales, developed job structures and internal relations reflecting stability. For example, the bureaucracy of work rewards elicits stable work habits among employees. In peripheral firms, however where product demand is unstable, jobs and workers tend to be marked by instability. Therefore, how to manage the internal labour market more effectively becomes the concern of top managers. Social exchange theory and reciprocity provide theoretical bases for the necessities of applying internal marketing to manage the internal labour market. 
2.4.1 Social Exchange Theory

Early research on social exchange theory can be categorised into three major works: Homans (1958), Thibaut and Kelley (1959) and Blau (1964). While Blau gave more emphasis to technical economic analysis, Homans dwelled more upon the psychology of instrumental behaviour. Moreover, Thibaut and Kelly started with psychological concepts, built upward to the dyad, and from there to the small group. Key vocabulary associated with social exchange research includes a blend of words, such as reward, reinforcement, cost, utility, opportunity, transaction, profit, outcome, and payoff etc (Emerson, 1976). 

According to Homans (1958), social exchange theory states that all human relationships are formed by the use of a subjective cost-benefit analysis and the comparison of alternatives. People tend to act so as to maximise reward and minimise cost over time or in the long run. Thus, Blau (1964) defined social exchanges as ‘voluntary actions’ which might be initiated by an organisation’s treatment of its employees, with the expectation that such treatment would eventually be reciprocated. One major difference that has been argued between economic exchange theory and social exchange theory is the fact that social theory emphasises longitudinal social relations. 

Bearing in mind this idea, it incorporates interaction between parties, corporate groups and their role-occupying members; and networks involving many actors, as well as corporate groups and individuals. Thus, Emerson recommended that social exchange theory could be used to deal with those topics that economics theory had trouble with, such as market imperfections (Emerson, 1976). Market imperfection is also a feature of the internal labour market.  

Therefore, inside an organisation, the employment relationship can be viewed as consisting of social and/or economic exchange (Aryee, Budhwar and Chen, 2002). According to Aryee, Budhwar and Chen: 
“Social exchange is premised on a long-term exchange of favours that precludes accounting and is based on a diffuse obligation to reciprocate the conceptual underpinnings of research on work attitudes and behaviours” (pp. 267-268).

Eisenberger, Fasolo and Davis-Lamastro (1990) described how the process of social exchange was initiated by organisations when ‘a general perception concerning the extent to which the organisation values [employees’] general contributions and cares for their well-being’ (p.51) was achieved. Thus, where employees perceive that organisations value and deal equitably with them, they will reciprocate such good deeds, and work with a positive attitude and behaviour (Aryee, Budhwar and Chen, 2002). It has been suggested by many researchers that if the organisation and its representatives contribute positively and beneficially towards its staff, the employees are likely to reciprocate in a positive and beneficial way for the good of the relationship (Goulder, 1960; Settoon et al. 1996). This view is consistent with Wayne, Shore and Liden’s (1997) observation that:

“Employees consider the organisation to be an entity with which they have exchange relationships.” (p.85)
Cropanzano and Mitchell (2005) defined the concept of social exchange as an unspecified exchange between two parties relying on the mutual trust and receipt of reciprocated benefits without any formal contract. In other words, employees aim to pay back favours through positive attitudes, behaviour and effective performance in their job duties when they are provided with favourable conditions. The opposite may also occur if they perceive what they receive as unfavourable (Robinson, 2008). Certain contextual factors and the role of psychological contract can also greatly influence employees’ perceptions of social exchange. Take for example, workplace bullying; employees that are on the receiving end are often involved in low quality social exchange relationships (Parzefall and Salin, 2010). When the quality of social exchange is low, personality becomes a stronger factor for influencing employee performance. In contrast, Kamdar and Dyne (2007) argued that high quality social exchange relationships can help improve employee performance via positively influencing work behaviour, albeit certain employees have a less desirable personality and are less conscientious or agreeable. High quality social exchange however generates positive reciprocity in the workplace.
Based on social exchange theory, the existence of a market within the firm provokes different types of exchange forms. Foreman and Money (1995) identified four types of exchange forms. They argued that the first type of exchange was the one between different functions of the organisation, which in the latter literature was regarded as internal relationship marketing (see e.g., Campell, 1998; Dibb and Simkin, 2000) or internal supply chain management (see e.g., Lings, 2000). The second type was between specific groups and the organisation – the organisation taking the role as marketer. The third was between functional department and the organisation, with the functional department as marketer. This typology raised the argument regarding which department should be responsible for internal marketing (see e.g., Collins, 1991; Glassman and McAfee, 1992; Rafiq and Ahmed, 1993).
The last form, which the bulk of the literature covered, considered internal marketing as the exchange between the organisation and its employees. As suggested by Berry (1981), companies should view their employees as internal customers and view jobs as internal products that satisfy their needs and wants. In this sense, organisations are the suppliers that provide “job-products” to “employee-customers”. The existence of an internal market where different types of value exchanges occur between parties is therefore seen to expand the role of marketing (Kotler, 1972; Bagozzi, 1975; Arndt, 1983). 

Social exchange theory is needed to deal with exchange behaviour in non-western economies and also in western society outside of the perfectly competitive market (Emerson, 1976). Social exchange theory has been used to explain the link between employee perceptions of the organisation that they work for and their subsequent work attitudes and behaviour (Eisenberger, Fasolo and Davis-Lamastro, 1990; Settoon, Bennett and Laiden, 1996). Following the work of Blau (1964), social exchange theory assumes that individuals’ social interactions are driven by rational self-interest. Individuals will enter and remain in exchange relationships as long as the costs in such relationships do no outweigh their benefits. 

In a social exchange, one party provides a benefit to another party, thus involving an obligation in the other party to reciprocate by providing a benefit in return. The norm of reciprocity and mutual commitment is developed during the process. Social exchange theory further postulates that trust emerges through the repeated exchange of benefits between two parties, which in turn affects employee outcomes (Aryee, Budhwar and Chen, 2002).

According to social exchange theory, organisations are forums for exchange and transactions (Cropanzano et al., 1997; Randall et al., 1999). It is also noticed that there are at least two important exchange partners in an employee’s workplace: the employing organisation and the employee’s supervisor. The ways that employees interact with these two partners have an important bearing on their work-related attitudes and behaviour. For example, when employees have positive job attitudes, they are supposed to have high levels of job satisfaction and organisational commitment. Likewise, when an employee and his or her manager have developed a good relationship at work and after work, they are more likely to trust each other (Wong, Ngo, and Wong, 2003). The main ideas that social exchange theory emphasises are almost the same as the key ideas expressed by Berry and other scholars in the research scope of internal marketing.
2.4.2 Internal Marketing and Employee Attitudes

Based on discussion about the internal market concept, it is posited that marketing can be applied to the internal market. McNamara (1972) defined the marketing concept as a philosophy of business management where everyone inside the organisation became customer-conscious, profit orientated, and marketing performs the function of communicating market needs to all departments. This definition requires all departments within the organisation to operate in a market-like manner with the focus on customers and profitability. Piercy (1995) advocated that customer satisfaction lay at the heart of all activities within organisations. Based on the existence of an internal market, if employees are viewed as customers, then the marketing concept is extended to the internal market with a focus on satisfying the needs and wants of employees (Berry, James and Burke, 1976, Lings and Greenley, 2005).

Although the construction of the employee market as one of nine target markets that organisations could apply for their marketing activity dates back to 1972 (Kotler, 1972), it was Berry, James and Burke in 1976 who first brought this to the attention of the marketing world. With rapid change in the environment and the movement towards consumerism after World War II, firms and especially service firms found it a challenge to satisfy customers and retain business. They found that if they could develop a loyal relationship with customers, they might outperform their competitors. Service quality provided by customer-facing staff became a critical issue for firms particularly in industries, such as banks, airlines, retail and so on. Responding to such consumerism, Berry, James and Burke (1976) introduced internal marketing as a tool to enhance organisational capability and improve service:

“Internal marketing is concerned with making available internal products (jobs) that satisfy the needs of a vital internal market (employees) while satisfying the objectives of the organisation.” (p.8)

As suggested by Berry, James and Burke (1976) companies should view their employees as internal customers and view jobs as internal products that satisfy their needs and wants. The internal product, according to Sasser and Arbeit (1976) could be taken as a generic product including a cluster of value satisfactions such as pay, prestige, excitement and security. Early research on internal marketing tended to emphasise the role of customer-contact personnel and considered that they should be motivated by job attributes in order to effectively and efficiently achieve organisational objectives. By satisfying the needs of customer-contact employees, service firms could improve their capability to satisfy external customer needs. George (1977) also shared a similar view that the firm needed satisfied employees before having satisfied customers, which raised the argument that the firm must have served the needs of its internal markets before serving the needs of external markets. The President of the Marriott Corporation once said in an interview (Hostage, 1975): 

“You can’t make happy customers with unhappy employees.”(p.98)
However, the motives and expectations of employees are difficult to predict and their satisfaction and motivation depend on whether the mutual expectations of both employees and organisation in an exchange are matched (Novatorov, 1997). This is always difficult to master as they differ from one to another, from one organisation to another, from one country to another, and from one time to another. Thus, how to satisfy and motivate employees raises a challenge for management in the service sector. Berry and Parsuraman (1991) therefore define internal marketing as: 

“attracting, developing, motivating and retaining qualified employees through job-products that satisfy their needs. Internal marketing is the philosophy of treating employees as customers and it is the strategy of shaping job-products to fit human needs.” (p.151)
Drucker (1992) also pointed out that it was important for a firm to market to their employees as much as they marketed products and services to external customers. It is important to attract, retain, reward, motivate and satisfy employees. The link between employee satisfaction and customer satisfaction has been widely accepted (Hwang and Chi, 2005; Lings and Greenley, 2005). Nevertheless, the first stage of internal marketing conceptualisation is limited within the scope of customer-contact employees and through the use of job-products to improve external service quality and external customer satisfaction in service environments (Ahmed and Rafiq, 2003). Armstrong and Kotler (2007) defined internal marketing as 
“internal marketing adopted by a service firm to train and motivate its customer-contact and service supporting employees to provide customer satisfaction.” (p.226)
At this point the defining function of internal marketing is to hire, train, retain, and motivate employees, so the focus of internal marketing is an effective design of job-products (Novatorov, 1997). The purpose is to satisfy internal customers, i.e. create employees that will be highly motivated and satisfied, so consequently they deliver external customer satisfaction. Some researchers argued that customers’ needs should come second to employees’ needs. They believed customer needs would only be successfully met when employees were truly satisfied and motivated (Caruana and Calleya, 1998). Kelemen and Papasolomou-Doukakis (2004) advocated in their article that ‘long live the new king, the internal customer!’ (p.127)

In order to facilitate exchange in the internal labour market, Sasser and Arbeit (1976) attempted to urge managers to  ask questions such as how competitors attracted and retained their ideal employees, what were the needs of employees and their desirable job features,  how the organisation should market jobs to employees  and how well were jobs suited to staff needs. Rafiq and Ahmed (1993) recommended different departments should be closely integrated using marketing tactics and the marketing mix: product, place, price, and promotion, which could be used to inform, educate, persuade, motivate or build relationships like external marketing programmes. Thus, Ahmed and Rafiq (2002) advocated the definition of internal marketing as:

“a planned effort using a marketing-like approach directed at motivating employees, for implementing and integrating organisational strategies towards customer orientation.” (p.11)
External marketing-like approaches have been widely applied internally by researchers, such as Greene, Walls and Schrest (1994), Gremler, Bitner and Evans (1995), Barnes, Fox and Morris (2000), and Rafiq and Ahmed (2000). Empirically, Sears spent over three years developing an employee-customer-profit model which served as an integral piece of the management information system and as a tool that every individual in the company would use for self-assessment and self-improvement (Rucci, Kirn and Quinn, 1998). The system revitalised their business and provided support for effective internal marketing practice i.e. satisfied employees leading to satisfied customers, and in turn, positively improving profit.

Moreover, firms undertaking internal marketing programmes are likely to achieve higher levels of employee brand loyalty and the benefits of an employee brand campaign (Varey, 1995a; Fram and McCarthy, 2003). First of all, those satisfied and brand-loyal employees would be able to increase sales and profit for organisations. This higher level of employee brand loyalty may lead to more positive attitudes toward such firms and management. Secondly, employees who use their company’s brands might gather some unique product insights that bring the organisation more commercial value. Also, they have significant potential to act as brand champions to families, friends and neighbours etc. This offers the opportunity to increase company good-will in local communities. When employees represent themselves to others as supporters of their company, others may develop a positive image of the company, which may finally help firms to recruit high quality personnel.

Recent research also focused on relational internal marketing which has emphasised the importance of relationships between organisation, supervisor and employees. Bell, Menguc and Stefani (2004) conducted an empirical study by establishing a model of relational internal marketing by using customer complaints as a moderator. Their research findings suggested that strong internal relationship networks within organisations was an important condition for successful customer-organisation relations. They confirmed in their research that internal marketing could positively influence employees’ job performance, such as higher job motivation and provide more commitment to customers. 

Similar empirical research was conducted by Wieske, Ahearne and Lam (2009). They proposed a multilevel model to describe the cascading effect of the leader’s organisational identity on followers’ organisational identity by adopting internal marketing strategy so that the whole process had a positive impact on customer-contact employee performance.  However, what can be observed from both of these studies is that they both paid great attention to internal vertical relationships instead of specifying how to apply internal marketing. Their research still did not answer the question regarding what internal marketing behaviour should be. In addition, both studies only targeted sales managers and sales staff, which limit the role of internal customers.
2.4.3 Critique of the Internal Labour Market and Internal Marketing

As noted, the majority of the early literature on internal marketing tends to focus on the issue of employee motivation and satisfaction. The fundamental tool for achieving employee satisfaction with this approach is through treating employees as customers (Rafiq and Ahmed, 1995). By focusing on the importance and techniques used to motivate and satisfy employees, internal marketing programmes involving training, recruitment, internal market research, internal communications, developing job products, and cooperation have been regarded as no more than another technique of human resource management (Berry and Parasuraman, 1991; Wasmer and Brunner, 1991; Hales, 1994; Piercy, 1995; Joseph, 1996; Caruana and Calleya, 1998; Pitt and Foremen, 1999; Dibb, Simkin and Ferrell, 2001). However, Berry, James and Burke (1976) and George (1977) suggested that internal marketing programmes should be carried out within marketing departments, especially for a service firm. Although it may not sound realistic, George suggests that:

“it is time to replace the personnel department in service firms with product managers who can implement a marketing approach to service employment management.”(p.72)

It is obvious that the internal marketing – employee satisfaction and motivation concept makes a big contribution to the marketing literature, especially services marketing. It also brings new ideas to management in terms of re-orientation to internal customers and their needs and wants. Nevertheless, this employee-orientated concept of internal marketing has been criticised on three major grounds. Firstly, focusing on pleasing internal customers challenges the basic principles of marketing in satisfying external customers’ needs and wants (Piercy, 1995; Caruana and Calleya, 1998; Ahmed and Rafiq, 2002). The employee-orientation internal marketing concept can cause confusion when prioritising among customers. As a consequence, Woodruffe (1995) argues that both internal and external customers should share equal importance and thus she defines internal marketing as: 

“Treating with equal importance the needs of the internal market – the employees – and the external market through proactive programmes and planning to bring about desired organisational objectives by delivering both employee and customer satisfactions.” (p.86)

Secondly, by using exchange theory inside the organisation, the transaction between the organisation and employee is questionable on whether or not a free market of exchange really exists (Rafiq and Ahmed, 1993). Ahmed and Rafiq (2002) argued that employees were unlikely to have the choice of ‘job-products’, as in most cases employment had a contractual nature. Thirdly, through focusing on satisfied and motivated employees, organisations may not necessarily be financially successful. Satisfied and motivated employees may not always link to profitability (see for example, Rafiq and Ahmed, 1993; Siguaw, Brown and Widing, 1994). Besides, through emphasising the design of job-products to satisfy and motivate employees, service quality improvement may lead to functional dominance (Varey, 1995b).
2.5 The Internal Capital Market

Williamson (1975) used the term ‘internal capital market’ to suggest that the multidivisional structure was created to overcome external capital market failure. He proposed that a hierarchy (an internal capital market) would replace the market function because of information and decision control advantages. Market investors, especially in cases where ownership is various, would be at an informational disadvantage in relationship to managers who are in charge of allocating corporate capital. Because of rich information, auditing systems, the ability to allocate capital discreetly, and the ability to adjust incentives if divisional performance is inadequate, the corporate office (as an internal investor) has distinct advantages over external capital market investors (Hoskisson and Turk, 1990).

Stein (1997) examined the role of corporate headquarters in allocating scarce resources to competing projects in an internal market from the financial perspective. His research findings suggested that if an internal capital market could be well managed, value could be created. His model implies that companies which understood internal capital markets might function more efficiently if headquarters could balance the scarce resource among different projects. 

Moreover, Peter Drucker (1992) observed that conflict within corporations was more intense than conflict between corporations. In contrast however, in an internal market, decisions are clearly defined, voluntary, and selected from a range of options, providing a rational basis for sound working relationships that can replace office politics with openly-reached agreements. Therefore, if excessive bureaucracy would be removed, intraorganisational divisions could be better managed and integrated (Halal, 1994). 
2.5.1 Total Quality Management

Total quality management (TQM) programmes were introduced during the early 1990s, and it has been defined as a management philosophy aimed to meet customers’ needs and expectations with an integration of all the functions and processes within an organisation to achieve continuous quality improvement (Oakland, 2000). The Joint Commission on Accreditation of Healthcare Organisations philosophical agenda emphasised the following key priorities for TQM: leadership involvement; customer orientation – feedback from internal and external customers and customer-supplier dialogue; work processes that incorporate systems approaches and cross-functional teams; measurement and use of data to identify underlying causes; and commitment to improving performance (Joseph, 1996). TQM has been found to contain both soft and hard aspects. The ‘soft’ aspects of TQM usually include quality factors such as top management commitment and involvement, employee empowerment and culture (Powell, 1995), while the hard aspects of TQM are more production-oriented including factors, such as statistical process control, benchmarking techniques, manufacturing systems and so on (Samson and Terziovski, 1999). Both the soft and hard aspects of TQM overlap in a certain way with internal marketing due to their focus on internal customers i.e. the employees. 

Lings and Brooks (1998) believe that internal marketing’s foundations lie in the TQM literature, and both concepts centre on internal customer orientation. In the total quality management approach the focus is not upon the relationship between the organisation and the employee, but relationships between employees themselves. The idea of the internal customer means that every person is both a supplier and a customer and the workings of an organisation can be thought of as a series of transactions between customers and suppliers. This series of transactions is referred to in the TQM area as ‘quality chains’ (Oakland, 1991). In the TQM process, employees are needed to be motivated in order to perform better and achieve measurable standards, which can be either internally or externally driven. Quality improvement is the main target of TQM which is also emphasised by the internal marketing literature (Lings and Greenley, 2005). 

Although TQM is recognised as a source of competitive advantage in the manufacturing sector (Dean and Bowen, 1994), it suffers a high rate (about 90 per cent) of failure in many cases (Soltani, Lai and Philips, 2004). TQM fails in areas, such as difficulties associated with obtaining senior management commitment, a lack of integration between quality management and daily business practices, problems of adapting HR practices to support TQM, the effects of recession and restructuring as well as poor implementation in general etc (Soltani, Lai and Philips, 2008). Apart from that, scholars also noticed that TQM had now bounded itself with the gap between liberating on one hand and controlling on the other hand; commitment on one hand and compliance on the other (Wilkinson, Godfrey and Marchington, 1997). 

Rafiq and Ahmed (1993) argued that internal marketing involved a planned effort to overcome organisational resistance to change and to align, motivate and integrate employees towards the effective implementation of corporate and functional strategies. Therefore, internal marketing could be considered as a potential solution to perhaps overcome some failed areas of TQM programmes by offering a mechanism for achieving the necessary customer-orientation and quality culture. This can be achieved largely by familiarising all employees with the notion of their own customer-supplier relationships and the importance and need to achieve customer satisfaction (Varey, 1995b). This is a perfect example of the TQM axiom ‘the next process is your customer’ (Strauss, 1995, p. 67). 
2.5.2 Internal Marketing, Internal Relationships and Service

Apart from the exchange relationship between the organisation and its employees, it is noticeable that management should also recognise the internal supply chain of internal suppliers and customers as an internal market within the company (Gremler, Bitner and Evans, 1995; Wilson, 1995; Pitt and Foreman, 1999; Barnes, Fox and Morris, 2004). This is also known as the internal capital market (Hoskisson and Turk, 1990). Berry (1981) argued that internal customers should be sold on service and happiness before they can effectively serve final customers. This implies that there is in fact a value-added chain that links the internal value chain to the external market (Gummesson, 1991; Heskett et al., 1994). Mintzberg (1979) classified this as internal and external partnerships, whereby the internal partnerships were referred to as groups functioning within the organisation (Anderson, 1982). 

Internal services are defined as services provided by distinctive organisational units or the people working in these departments that provide support to other units or employees within the organisation (Strauss, 1995; Dunne and Barnes, 2000). One of the earliest studies in this area was carried out by Sayles (1964), who applied the terms – internal customers and suppliers. Regarding the integration of services in organisational processes, he differentiated between ‘workflow relationships’ and ‘service relationships’. Workflow relationships involved activities performed by different people in a relatively fixed sequence, whilst a service relationship was characterised by multiple needs to other groups within the organisation (Gupat and Rogers, 1991; Strauss, 1995). 

Managerial challenges come when members or groups inside the organisation prioritise their work based on their own interest (Flipo, 1986). For instance, the R&D department may have conflict with the marketing department about product features concerning the preference for innovation over customer needs. The financial department may need to consider the budget and finances, while the marketing department may ask for more expenditure for campaigns. The personnel department may advocate that employees work more flexibly in terms of their time schedules or work place which may be totally impractical in the commercial world. It is quite clear and self-evident that failure to cooperate internally can often lead to external failure (Flipo, 1986). Mohr-Jackson (1991) reassured the need for the firm to consider employees as internal customers to be of equal importance as external customers. 

In the 21st century corporate success has to be driven by functional integration (Campbell, 1998; Lings, 2000; Kouvelis and Lariviere, 2000). The urge of guiding all people, all functions and departments towards organisational objectives by systematic appreciation of their needs provides another type of internal exchange of significance (Kouvelis and Lariviere, 2000; Ahmed and Rafiq, 2003). If marketing is seen as a disciplinary synthesis for creating and delivering value to markets, then it cannot avoid collaborative relations within internal markets, among internal customers and suppliers (Dibb and Simkin, 2000).

Grönroos (1981) was one of the early academics to point out that everyone in the organisation has a customer. An internal customer can be anyone in an organisation who is supplied with products and services by others in the organisation (Gremler, Bitner and Evans, 1995), or a functional department which is served by another department (Wilson, 1995). To help illustrate this point, Heskett and colleagues (1994) provided a ‘service-profit chain’ with an internal focus that examined relationships between employee satisfaction and high-quality internal services and policies. These researchers argued that the final outcome of customer satisfaction and loyalty relies greatly on the smooth flow of internal service delivery which enables employees to be satisfied and committed (Heskett et al., 1994; Gremler, Bitner and Evans, 1995; Joseph, 1996; Campbell, 1998). 

At a similar point in time, Lings and Brooks (1998) developed a service blueprint model to explore further the internal supplier-customer relationship. Emphasising the importance of internal supply-chain performance, they adopted a SERVQUAL type model to measure internal service quality. Their research suggests how each individual and group within an organisation could make an effective contribution to the quality of service. Subsequent research in the area argued that internal customers might have different service expectations and internal service quality perceptions (Dibb and Simkin, 2000; Lings, 2000; Voss, Calantone and Keller, 2005). By developing internal marketing campaigns, firms can increase levels of performance among internal suppliers and customers. Consequently it is expected that internal supplier-customer relationship satisfaction leads to better external satisfaction (Lings and Brooks, 1998; Brooks, Lings and Botschen, 1999; Lings, 1999). 

Based on the idea of reducing internal barriers, smoothing out the implementation of marketing strategies and achieving organisational objectives, Dibb and Simkin (2000) argued that improved internal communication, information sharing and liaison across business functions and managerial hierarchies could facilitate effective internal marketing. Their focus on smooth internal relationships formed a pre-requisite for implementing marketing plans and strategies, and promoting the necessity of internal marketing. Several scholars have stressed that failure to effectively cooperate internally leads to external failure, and the success of external marketing depends on how well and effectively internal marketing can be applied across functional departments (Flipo, 1986; Lings and Brooks, 1998; Dibb and Simkin, 2000; Kouvelis and Lariviere, 2000). 

Meanwhile, Mills and Ungson (2001) viewed internal marketing as a tool to reduce barriers inside organisations that would improve internal service quality. They suggested that traditional hierarchies might limit the effect of the internal value chain to respond to external opportunities. Reward systems should be used to encourage internal market differentiation and promote new internal services throughout departments (Heskett et al., 1994; Hays, 1996; Dibb and Simkin, 2000; Mills and Ungson, 2001).

Ballantyne (1997, 2003) further constructed a relationship development process consisting of a coherent set of internal marketing activities that embraced both behavioural and technical aspects. This included energising, code breaking and border crossing. He believes customer service performance constitutes the sum of the value creating process and identified four areas requiring activities to improve service quality: (1) staff (competency) in interaction with customers; (2) internal processes (reliability) in interactive work activities; (3) cycle time (responsiveness) in service delivery; and (4) customer information (market research) in dynamic relationships (Ballantyne,1997). He advocates that internal marketing was very effective for relationship development and for updating and disseminating knowledge throughout the organisation (Ballantyne, 2000).
2.5.3 Critique of the Internal Capital Market and Internal Marketing

Although internal capital markets are of considerable interest and importance for management and academics alike, and also represent a subtopic related to internal market economics (Spence, 1975; Stein, 1997), a review of the key vocabulary used in this sphere revolves around funds, investment, cash flow, cost, price, profit, assets and finance etc. (Gould, 1964; Spence, 1975; Kessides, 1990; Hoskisson and Turk, 1990; Stein, 1997; Matsusaka and Nanda, 2002), it is therefore more relevant to financial management. As a result, the internal capital market is excluded from this thesis on internal market orientation in order to focus more on the internal human resource market. 
Therefore in summary, within the internal non-human resource market domain, internal marketing can be considered as a value adding activity, linking the firm’s internal value chain to the external market, which emphasises that internal customers need to be clearly sold on the notion of satisfactory service before they can effectively serve the final customer (Berry, 1981; Gummesson, 1991; Heskett et al., 1994). Internal marketing is therefore used as an integrative process to foster positive working relationships. It specifically reflects on shared values and people-based objectives in a climate of co-operation (Varey and Lewis, 1999). Making effort to smooth the working relationship between functional areas, internal marketing helps to enable different departments within the organisation to operate as an integrated whole rather than an aggregation of disparate and opposing units (Grönroos, 1985; Ahmed and Rafiq, 2000). It advocates that close cross-functional coordination within the organisation can improve internal service quality (Shipley, 1994; Gremler, Bitner and Evans, 1995; Lings, 2000). 
Despite such optimism, Wilson (1995) argued that it was very difficult to have a perfect internal supplier and customer relationship. Firstly, managers of certain internal departments that have priority may ask their internal customers to either take it or leave it. Secondly, the idea of an internal supply-chain may also lead to a loss of focus regarding the external market, and could foster narrow vision by people who are divorced from intimate knowledge surrounding external customers (Varey, 1995b). Finally, it may lead to activities centred on one department being dependant on the output of another department and force a series of dominance and imbalanced relationships which may limit overall organisational performance (Lings and Brooks, 1998). 
2.6 Market Orientation, Internal Marketing and Internal Market Orientation

2.6.1 Market Orientation

Over the last twenty years, research in the area of marketing orientation has received growing attention among academics. Market orientation can be described as the implementation of the marketing concept through undertaking necessary activities in terms of aligning an organisation’s offerings with those requirements of customers (Farrell, 2002). The market orientation concept first emerged in the 1990s and demonstrates the adoption of a market orientation approach whereby organisations contribute to the process of capturing, interpreting, disseminating and using market information about customers, competitors, distributors and suppliers. Through undertaking such activities, the organisation is more able to develop responses to the market environment and is better positioned to meet customer needs and wants and to anticipate their future requirements (Kohli and Jaworski, 1990; Narver and Slater, 1990; Pena, Jamilena and Molina, 2011). Several definitions of market orientations have been proposed by scholars.  According to Kohli and Jaworksi (1990):
“Market orientation is the organisation-wide generation of market intelligence pertaining to current and future customer needs, dissemination of the intelligence across departments, and organisation-wide responsiveness to it.” (p.6) 

Narver and Slater (1990) claimed that market orientation consists of three components i.e., “Customer orientation, which involves understanding target buyers now and over time in order to create superior value for customers; understanding the economic and political constraints in the channel; Competitor orientation which involves acquiring information on existing and potential competitors, and understanding the short term strengths and weaknesses and long term capabilities of both the key current and potential competitors; and Inter-functional coordination, which is the coordinated utilisation of company resources in creating superior value for target customers”(Farrell, 2002, p.2). 
Meanwhile, Ruekert (1992) defined market orientation as:
“…the degree to which the business unit: (i) obtains and uses information from customers; (ii) develops a strategy which will meet customer needs; and (iii) implements that strategy by being responsive to customers’ needs and wants”(p.228).

A few years later, Deshpande and Farley (1998) defined market orientation as “the set of cross-functional processes and activities directed at creating and satisfying customers through continuous needs-assessment” (p. 226).
In terms of operationalising and measuring market orientation, the frameworks offered by Narver and Slater (1990) and Kohli and Jaworski (1990) appear to be the most popular scales adopted by academic researchers (Kaynak, and Kara, 2004; Kara, Spillan, DeShields, Jr., 2005). Although both are considered closely related, they are also distinct from each other in certain ways (Mavondo and Farrell, 2000; Kara, Spillan and DeShields, Jr., 2005). In terms of their similarities, both (a) focus on the central role of the customer; (b) involve an external orientation; (c) recognise the importance of being responsive to customers at an organisational level; (d) recognise the interests of other stakeholders (Mavondo and Farrell, 2000; Kara, Spillan and DeShields, Jr., 2005). 
However, there are also some differences between these two. First, market orientation proposed by Narver and Slater (1990) consists of three behavioural dimensions i.e., customer orientation, competitor orientation and inter-functional coordination with two decision-making criteria consisting of a long-term focus and profit focus. In contrast, the market orientation framework proposed by Kohli and Jaworski (1990) offers an organisation-wide process-driven model that includes the stages of generating information pertaining to current and future customer needs, dissemination of information across departments - through both formal and informal channels and organisation-wide responsiveness to such information. The whole process is not accomplished until an organisation takes actions to respond to intelligence (Kaynak and Kara, 2004; Kara, Spillan and DeShields, Jr., 2005).  

Market orientation proposed by Kohli and Jaworski (1990) emphasises ongoing behaviour and activities that underlie the generation and dissemination of market intelligence and the associated response of the organisation within the firm, while Narver and Slater (1990) consider these aspects from a cultural perspective. It is also be noticable that market orientation proposed by Kohli and Jaworski (1990) reflects more at the operational or tactical level within companies, whereas Narver and Slater’s market orientation approach is more apparent at the strategic level. 
Second, both authors adopted different measurement items. For example, in naming their scales, Kohli and Jaworski referred to MARKOR while Narver and Slaters called theirs MKTOR (Mavondo and Farrell, 2000; Farrell, 2002). The latter was operationalised by a 15-item factor – weighted scale. The scale was tested from 371 self-administered questionnaires from top managers of 140 SBUs in a single corporation. Kohli and Jaworski’s (1990) market orientation scale was originally developed using 32 items and later refined as a free-standing 20-item scale (Kohli, Jaworski and Kumar, 1993). Their scale was constructed using non-linear factor analysis of matched samples from senior marketing and non-marketing executives of 222 SBUs including different firms (Deshande and Farley, 1998). However, their MARKOR scale has been the subject of criticism on several grounds, such as the collapsing of the factors of intelligence dissemination and responsiveness into a single factor. In addition, all the constructs they developed had poor psychometric properties. Their final model did not reach any level of acceptability and was criticised for forcing an extraneous concept into the model (Mavondo and Farrell, 2000). 
Since the 1990s, research on market orientation has been carried out in various forms, methods, industries and cultures. For example, Cadogan and Diamantopulos (1995) investigated the market orientation construct by comparing the market orientation framework used by Narver and Slater (1990) with Kohli and Jaworski in order to integrate them and apply this in an international context for organisations. Deshpande and Farley (1998) further investigated how these market orientation scales could be generalised internationally, resulting in the development of a 10-item scale. Mavondo and Farrell (2000) meanwhile investigated the equivalence and generalisability of market orientation scales across different populations in order to test whether there are differences in business and consumer markets. They suggested that researchers undertaking cross-cultural, cross-country, cross-group or cross-industry comparisons of market orientation would be better to choose the scales developed by Narver and Slater (1990). 
Using the MARKOR scale, Kaynak and Kara (2004) examined the relationship between market orientation and organisational performance in mainland China. Their findings suggest that market orientation can be applied in an Asian context and the scale performed equally as well in Asia, as in western countries. Narver, Slater and MacLachlan (2004) extended their measurement of market orientation to responsive and proactive market orientations. Specifically, they examined how these two types of market orientation could lead to new-product success and found that proactive market orientation is very important for new-product success, while responsive market orientation was not sufficient. Market orientation research was also expanded to different types of companies. For example, Kare, Spillan and Deshield (2005) investigated how market orientation could impact on business performance by collecting data from small-sized service retailers. Their findings signalled that MARKOR was in deed a good measure of market orientation in this setting.  

More recently, research in market orientation has tended to mix in with other orientations. For example, using data from 213 United Kingdom firms, Wang and colleagues (2009) examined the relationship between knowledge management orientation, market orientation and firm performance. Their findings suggest that knowledge management orientation can enhance performance via market orientation. Lam, Kraus and Ahearne (2010) examined the diffusion of market orientation from a social learning theory perspective to acquire and transfer market orientation to the individual level. The results of their study were useful in identifying the most important work-group envoys and how these can be most effective. 
Using the MKTOR scale, Coley, Mentzer and Cooper (2010) meanwhile tested whether consumer orientation could be a dimension of market orientation. Their research argued that the three-dimensional MKTOR model could be viewed as a subset of a newly proposed four-dimensional model. Kumar et al. (2011) investigated the influence of market orientation on performance for a nine-year period to see whether it had a positive effect on business performance in a short term or a long term. Their findings suggested that market orientation could impact business performance in both the short and long-term. Firms that developed a market orientation earlier performed better in terms of sales and profit, than late adopters. 
Based on data from 229 owners or chief executives, Dibrell, Craig and Hansen (2011) investigated the moderating effects of firm environmental policy and the stage of an organisation’s life cycle on the relationship between market orientation and firm innovativeness. Their study found that those organisations early in their life cycle were more likely to have a positive environmental policy toward the natural environment, with such market orientated firms obtaining competitive advantage through their innovativeness. 

Overall, the market orientation literature advocates that its primary objective is to deliver superior customer value and this is based on knowledge derived from customers, competitors and the process by which this knowledge is gained and disseminated throughout the organisation via different channels and across different levels (Kumar et al., 2011). A superior and proactive understanding of customer needs, competitive actions and market trends enables a market-orientated firm to leverage its capabilities and competitive advantages for long-term performance. It is now considered to be more of a mechanism to prevent failure than a producer of success (Kumar et al., 2011).  Also market orientation needs to be applied from both a cultural and behavioural perspective. From the cultural perspective, market orientation encourages experimentation and a focus on continuously improving the firm’s processes and systems. It is especially important for top management to emphasise in support of a market-orientated culture, as its benefits cannot be realised immediately. It has also been emphasised that internal marketing should also be considered in order to facilitate market orientation and make it successful. 
2.6.2 Internal Marketing

Initially the internal marketing concept was primarily concerned with the role of contact employees providing service in a bid to satisfy customers. The argument being that employees needed to be not only customer conscious in their service delivery to end customers, but should also effectively co-ordinate with other staff in the organisation (Rafiq and Ahmed, 1993). Gronroos (1981) therefore defined the concept of internal marketing as a way of looking at employees, considering them as internal customers and integrating different functions with an objective to achieve better performance via increased employee satisfaction. He suggested internal marketing should involve both strategic and tactical applications. 
Berry (1981) defined internal marketing as a way to create motivated and customer-conscious employees i.e. internal customers. The idea being to achieve service excellence, by providing employees with appropriate jobs that satisfy their needs and wants. This view was supported by other scholars such as George (1977), Berry and Parasuraman (1991), Papasolomou (2006), who suggested using marketing techniques and approaches to benefit the internal environment. In summary, internal marketing represents a way of attracting, developing, motivating and retaining qualified employees through job-products to satisfy their needs (Berry and Parasuraman, 1991).  
Some scholars have argued that internal marketing simply uses marketing techniques to manage human resources - with a purpose of stimulating, encouraging, recruiting and managing employees within an organisation. The ultimate aim is to improve service quality for both internal and external customers (Hales, 1994; Dennis, 1995; Joseph, 1996). Based on the pertinent literature, Ahmed and Rafiq (2003, 2004) claim that internal marketing should include five main elements: (1) employee motivation and satisfaction; (2) customer orientation and customer satisfaction; (3) inter-function coordination and integration; (4) adopting a marketing-like approach and (5) the implementation of specific corporate and functional strategies. They view internal marketing as a planned effort using a marketing-like approach to overcome organisational resistance to change and to align, motivate, coordinate and integrate employees towards the effective implementation of corporate and functional strategies. The goal is to deliver customer satisfaction through a process of creating motivated and customer-orientated employees. 
Although there is still no unified definition for internal marketing, scholars have been keen to research in this area in recent years. For example, Kelemen and Papsolomou (2007) investigated the implementation of internal marketing by using a qualitative study in the UK retail-bank sector. Their research concluded that the implementation of internal marketing in banks is problematic and did not lead to a unified organisational culture. They claimed that internal marketing is a fraught process with implementation difficulties, which led to divisions, ruptures and ambiguity in terms of organisational culture. Their research also explained why internal marketing could encounter implementation difficulties in practice. 
Ferdous (2008) narrowed down the research by investigating how integrated marketing communication could help an organisation’s internal marketing by improving profitability through employee ‘buy-in’, commitment and ‘trust’. He proposed four key points: (1) create an appropriate atmosphere for communication; (2) work on the application of integrated internal market communication tools; (3) measure the integrated internal marketing communication program and (4) provide feedback for corrective action. Although this research focused on the relationship between internal marketing and profitability, the study itself did not measure or test internal marketing as a construct.
 Similarly, with Cano and Sams’s (2009) research, these academics examined the relationship between emotional labour, job stress, job performance and the mediation effect of emotional intelligence. They argue that internal marketing (e.g. communication, training and job product development) can offer ways to reduce job stress, albeit the sources of job stress may come from different roots. They claim that an internal market orientation within the organisation can reduce the price i.e., the trade-off for the employees to complete their jobs, and at the same time is useful for establishing a psychological bond between employees and management through providing appropriate rewards or incentives to drive employee performance. Their findings suggest that internal marketing orientation may help to match jobs with employees which ultimately can improve job performance. However, they did not actually investigate how internal marketing orientation could influence such constructs and only mentioned this in the discussion. 
In a qualitative study to investigate how internal marketing as a change management tool could help re-branding in a Canadian university, Finney and Scherrebeck-Hansen (2010) addressed the ‘problems’ associated with managing change and illustrated how internal marketing could be applied as a method to create employee ‘buy in’ and accept change. 
Tsai and Tang (2008) meanwhile investigated the relationship between three internal marketing aspects i.e. training programmes, performance incentives and vision and service quality. Their research found that training and vision positively influences service quality, while performance incentives were not found to have a positive relationship. They used a 15-item scale developed by Foreman and Money (1995) to capture internal marketing. It is debatable however if training programmes, performance incentives and vision could really represent the concept of internal marketing. Similarly, Shiu and Yu (2010) also adopted scales based on the work of Foreman and Money to measure internal marketing, consisting of vision, development and reward. Their research found that organisational culture had a positive influence on internal marketing, which in turn positively influences organisational performance via job satisfaction. 
In applying the internal marketing concept in their research, Podnar and Golob, (2010) investigated the relationship between friendly flexible work arrangements and service quality performance. Based on a survey of 2997 private-sector organisations, they found a negative relationship between unfriendly practices and service quality. They recommended that organisations should not only offer flexible work arrangements for their employees, but also create supportive environments too. However, in this study, the researchers did not measure internal marketing. 
More recently, using Lings and Greenley’s (2005) measures of internal market orientation, Mieres, Sanchez and Vijande (2012) undertook an empirical investigation to examine the influence of organisational unlearning and internal marketing on innovation, as well as testing for the mediating effect of organisational unlearning on the internal marketing - innovation relationship. Their findings revealed that a higher level of organisational unlearning will improve the firm’s ability to innovate. The findings also confirmed that internal marketing has a positive effect on organisational unlearning. The direct effect of internal marketing on innovation was not substantiated. However, this study was only conducted in a business service context. 

In looking to provide fresh insights into how job satisfaction, internal marketing and brand orientation shape employees’ internal brand equity, Azizi, Ghytasivand and Fakharmanesh (2012) found that although brand orientation and internal marketing had influence on internal brand equity, job satisfaction did not affect brand equity. However, both job satisfaction and internal marketing had direct and positive effects on brand orientation and indirect and positive influence on internal brand equity through brand orientation. 
Whether the research of internal marketing should belong to marketing or human resource management has been questioned since the time when Berry (1976) raised this concept. This is because the concept and practice of employee motivation was traditionally the realm of HRM. Rafiq and Ahmed (1993) suggested that marketing techniques such as segmentation, market research, and the marketing mix could be useful for developing customer-oriented behaviour and generally motivating employees. Previous attempts at applying marketing internally were structured around McCarthy’s 4Ps framework and the marketing mix concept. Rafiq and Ahmed (1993) meanwhile argued that the extended 7Ps of the marketing mix (including physical evidence, process and participants) should be applied. 
Many scholars argued that it is necessary for marketing and human resources to work together to achieve success (George, 1990; Joseph, 1996). They share the belief that if marketing techniques were applied to the internal market, this would add to human resource management. George (1990, p.68) suggested that marketing and human resource management departments should be simultaneously prepared with information about each other to better support staff. Glassman and McAfee (1992) even suggested that personnel and marketing functions could be integrated or merged together to become one department. Joseph (1996) however claims that internal marketing should be principally managed by the human resources department (e.g. recruitment, motivation, training), with support from marketing in terms of administering surveys and effectively communicating with staff. 
Several scholars advocate that an integrated effort should be one of the major aims of internal marketing programmes, as it requires each departmental function to cooperate and coordinate. For example, Vandermerwe and Gilbert (1989) claimed that effective internal service requires an appropriate organisational structure which emphasises the need for good internal relationships, effective communication and information exchange. Internal marketing should therefore not be purely considered as a function within the marketing department, human resources or operations (Rafiq and Ahmed, 1993; Shipley, 1994). It can also be used to better foster organisational strategy and the implementation of change (Mieres, Sanchez and Vijande, 2012). It is clear therefore that internal marketing programmes play a strategic role within the organisation and make the company more organised, motivated and coordinated (Shipley, 1994; Dennis, 1995). If internal marketing forms part of an organisation’s strategy, employees may be better motivated to achieve high quality service (Rafiq and Ahmed, 1993). The success of internal marketing therefore demands some degree of management support (Hays, 1996; Rucci, Kirn and Quinn, 1998; Davis, 2001; Lings, 2004; Ferdous, 2008). 
From reviewing the relevant pertinent literature on internal marketing, it appears that no clear definition exists of what internal marketing represents and how it should be measured or applied. Empirical research has adopted different measurement scales to capture the construct. Further research is therefore warranted relating to the subject in order to advance our understanding.  
2.6.3 Internal Customer Orientation
Drucker (1954) points out that marketing should encapsulate viewing the entire organisation from the customer’s point of view. Levitt (1960) notes that successful firms are always attempting to identify and satisfy customer needs. Deshpande and Webster (1989) employ the term ‘customer orientation’ to describe the marketing concept that holds a set of beliefs and values to put the customers in the centre of the organisation’s thinking which defines a distinctive and fundamental organisational culture. They describe ‘customer orientation’ as putting customers’ interests first and ahead of those of all other stakeholders, for example, owners, managers and employees etc (Avlonitis and Gounaris, 1997). 

McNamara (1972) defines the marketing concept as: 
“a philosophy of business management, based upon a company-wide acceptance of the need for customer orientation, profit orientation and recognition of the important role of marketing in communicating the needs of the market to all major corporate departments.” (p.51) 
This definition requires all other departments in the organisation to become part of the marketing function whereby everyone is aware of a need to focus on customers and profitability. Piercy (1995) advocates that customer satisfaction should lie at the heart of all activities in all organisations, which is also one of the most central foundations of modern marketing management.

There exists some confusion regarding different terms such as ‘customer-orientation’, ‘market-orientation’ or ‘marketing orientation’. However, Shapiro (1988) suggests that there are no meaningful differences between customer-orientation and market-orientation. He argues that ‘market orientation’ should not exclusively be the concern of the marketing function, but all departments in an organisation need to think this way. Strategic decisions should therefore be made interfunctionally and interdivisionally. Working as a unit with a market-orientation can result in better performance. Although intuitively, by being customer-oriented, organisations can sustain high performance, implementation of customer consciousness provides several challenges within organisations.

Internal marketing, according to Grönroos (1981), is about getting employees and different functions to be customer-conscious and involves effective co-ordination and integration to achieve organisational goals. Flipo (1986) further argued that the marketing function should be responsible for encouraging other departments within the organisation to be aware of marketing objectives and that customer-orientation is needed before the external marketing strategy can be successful. He also suggested that marketing managers should use the techniques of internal marketing to negotiate, persuade, or even coerce other departments and senior management to ensure the mood, needs and wants of contact personnel to be satisfied. 

Depending on the dynamics of the market and the level of marketing effort, companies apply different strategies on a continuum from internal orientation to external orientation resulting in different performances. McKee, Varadarajan and Pride (1989) investigated the performance of firms with different strategies in a variety of market environments and volatility. They found that companies with internally focused strategies performed better regardless of industry. 

Centred on the idea that every member of the organisation has a ‘supplier’ and a ‘customer’, internal marketing is introduced to develop internal and external customer awareness, to remove functional or human barriers and ultimately improve organisational effectiveness, responsiveness and a unified sense of purpose among employees (Dibb, Simkin and Ferrell, 2001). Based on the idea of reducing internal conflict and smoothing out the implementation of marketing strategies, organisational programmes, and so on, internal marketing attempts to improve the working relationship between functional areas of the organisation, and by doing so, the organisation could be able to establish itself as an integrated whole, rather than an aggregation of disparate and opposing units (Grönroos, 1985; Ahmed and Rafiq, 2000; Dibb and Simkin, 2000). Close cross-functional coordination within the organisation can provide the flexibility to cater for changing needs of the external environment and to maximise profit (Shipley, 1994; Kouvelis and Lariviere, 2000). 

The TQM concept also adopts the basic marketing axiom of customer orientation and applies it within the firm. Thus, internal customer orientation and internal customers are consistent with the idea of TQM too. Within these concepts, organisational units and their employees are seen as service providers, the users of these services as internal customers and the activities as internal services. The basic axiom of customer orientation now has to be applied to internal services, which means internal quality management has to be internally customer driven and internal customer satisfaction is a key issue for planning internal service offerings (Vandermerwe and Gilbert, 1989; Finn et al., 1996; Koc, 2006). 
However, internal customer satisfaction should not be confused with employee satisfaction. It is the internal customers’ satisfaction with the performance of internal suppliers that counts (Lings, 2000). Strauss (1995) suggested that internal customer orientation should possibly aim to achieve the following goals: adjustment of all business processes to external customers and market requirements; internal implementation of a customer-orientated culture; elimination of interdepartmental conflicts; clarification of responsibilities; improvement of the efficiency of business processes; and shortening of cycle times and time-to-market periods.

Davis (1992) suggests that internal customer orientation can be the core of a strategy to help organisations move away from outsourcing ideas and improve their intraorganisational position. He claimed that it did not occur automatically, but was the result of careful management decision making. For accomplishing internal customer orientation, IBM during the mid-1980s used a framework which emphasised the workflow process with an internal customer-orientation (Halal, 1994). Within the framework, IBM developed a strategy to consider every function as a process and required staff to think about business as a network of processes composed of a logic chain of functions with measurable input, value added activities, and output. It was emphasised that every process began with customer requirements and ended with the transfer of results to the customer (Stauss, 1995). There was a clear definition of responsibilities and interfaces. 

Problems at the interface were solved by consistent instructions and agreements about performance. Responsibility for a process was companywide and permanently assigned to a ‘process owner’. The evaluation of processes took place according to measurable indicators and involved feeding back results. With such an elaborate system, the supply and demand relations were fixed in detail by co-operative agreements about quantity, quality and time of delivery (Davis, 1992; Stauss, 1995). 

Suppliers of support services not only have to cope with possible collective procurement processes but also with different internal customer segments. Because internal customers may vary in the importance they place on different service quality expectations and perceptions, it is therefore reasonable to segment internal customers on the basis of their service expectations (Marshall, Baker and Finn, 1998; Mills and Ungson, 2001). Neuhaus (1993) argued that segmentation can be useful for managing internal customer satisfaction. Segmentation variables related to the organisation (e.g. membership of different departments or different hierarchical layers) influence quality expectations and perceptions greatly (Neuhaus, 1993; Bowen, 1996). The fact that different internal customer segments have various needs has shown direction and implication for designing successful internal customer service strategies (Marshall, Baker and Finn, 1998). However, providing segmented service offerings may contrast with other department or company objectives, such as treating all departments equally (Strauss, 1995). 

It is noteworthy that this demand requires internal customers to be informed about offerings and internal suppliers, so that there is evidence of supply. Pfau, Detzel and Geller (1991) suggest that internal customers should clearly and directly specify their needs to obtain the quality service they require. Internal suppliers then provide those services associated with the decision-making authority to address and emphasise such needs. Very often, the evidence of supply is rather limited because internal customers do not recognise that a specific service might be useful with their problem, or know that their demand of service could be provided internally (Davis, 1992; Stauss, 1995). 
In most cases, internal customers do not have a realistic idea about the type, scope and quality of internal service supply due to a lack of information. Therefore, internal customer satisfaction research should be carried out (Heskett et al, 1994; Hays, 1996; Joseph, 1996). However, when internal suppliers doubt the willingness of their customers to articulate dissatisfaction, organising satisfaction research becomes a problem of internal service quality management in its own right, because there is a tendency for the supplier unit to be self-interested (Mills and Ungson, 2001). In such situations, research could be conducted by an independent internal or external body to boost participation and avoid the fear of sanctions or breach of anonymity (Stauss, 1995; Hauser, Simester and Wernerfelt, 1996). 
However, as for internal customer-oriented configuration of support services, there is potential danger of inadequate growth of internal service offerings. Even if focusing on the requirements and expectations of an internal customer is useful for the department and enlarges internal customer satisfaction, this is not necessarily the case for the company as a whole. For example, Hauser, Simester and Wernerfelt (1996) mentioned that if the internal supplier is told about the evaluation it receives, and if the management never questions any of the internal customer’s evaluations, there might be a tendency for the internal customer to give uniformly high evaluations. 

On the other hand, internal customers may tend to inflate requirements. Fulfilling high expectations and expanding the service supply can be employed for the self-justification of the internal service provider, so that consequently there is an inflation of overhead (Stauss, 1995). Therefore, to ensure both internal customers and internal suppliers perform properly, appropriate evaluation systems should be introduced to monitor each service unit’s performance and behaviour (Mills and Ungson, 2001). Although external and internal customers are similar in some respects, they have quite a few differences as well. For example, many internal customers mainly consume service provided by other departments and they may have little or no choice where to do business. Another reason why internal customers are different from external customers is that they often do not pay for such internal goods or services. Therefore, a specific measurement tool or evaluation system designed to capture internal customers’ perceptions of service quality should be applied (Hauser, Simester and Wernerfelt, 1996; Marshall, Baker and Finn, 1998). 

Stauss (1995) suggests that it is important to simplify the whole internal customer and internal supplier process and to remove the unnecessary bureaucratic barriers to form an integral management process with a reorientation on the quality of internal services. However, trying to eliminate these inefficiencies might result in a tendency to increase bureaucracy and hyper-perfectionism for relatively simple internal processes (Harari, 1993; Stauss, 1995). 
2.6.4 Internal Market Orientation

Kohli and Jaworski (1990) suggested that market orientation refers to the organisational-wide generation, dissemination, and responsiveness to market intelligence. It involves a variety of departments leading to superior performance and long-term sustainable competitive advantage. The meaning of market orientation is essentially composed of being customer focused and coordinated. 

Market orientation provides psychological and social benefits to employees resulting in higher levels of job satisfaction and commitment to the organisation (Kohli and Jaworski, 1990). Narver and Slater (1990) considered marketing orientation as a reflection on organisation culture, which can foster appropriate behaviour among employees inside the organisation to deliver effective and efficient superior value and continuous superior performance. It has been argued that marketing-orientation is far more difficult to be applied than scholars usually think (Gummesson, 1991). Both Kohli and Jaworski (1990, 1993) and Narver and Slater (1990, 2000) point out that future research should also explore the processes of how a marketing orientation culture can be developed and implemented throughout the organisation. 

Shipley (1994) claims that the strategic focus of internal marketing is to remove internal resistance to marketing orientation, and cultivate a climate of organisational-wide willingness to be responsive to changing needs in the dynamic marketplace. Papasolomou-Doukakis (2002) suggests that internal marketing is therefore an essential component of marketing orientation for motivating and persuading all levels of employees to adopt a market-driven approach. Thus, the role of internal marketing in achieving evolutionary or transformational change has been suggested as one of the best ways to overcome barriers, develop a sense of an organisation’s current mission and gather insights from executives and staff to aid decision making  regarding planning (Varey and Lewis, 1999).

Lings and Greenley (2005) conceptualised the employee-employer exchange as internal market-orientation. In the study, the researchers developed an instrument for IMO measurement to examine the relationships between IMO and organisational consequences (specifically customer satisfaction, competitive advantage, staff compliance, staff retention and staff attitudes). They considered Internal Market-Oriented Behaviour based on formal/informal information generation, information dissemination and responsiveness. They identified relationships between IMO and important organisational factors (specifically staff attitudes, staff retention, staff compliance, relative competitive position and customer satisfaction). Their results suggest that IMO has a significant impact on (a) customer satisfaction (positive), (b) relative competitive position (less substantive), (c) compliant behaviour, (d) staff retention (less substantive), and (e) staff attitudes (Lings and Greenley, 2005). 
Lings and Greenley (2009) examined the impact of internal marketing, operationalised as a set of internal market – oriented behaviours, on market orientation and consequently organisational performance. Their research findings provided the first quantitative evidence to support the argument and assumption that internal marketing has a positive impact on marketing success. Their research tested different sets of relationships between IMO, employee motivation, market orientation, customer satisfaction and organisational financial performance. Their research contributed to the operational side of internal marketing by providing specific items to measure IMO and made the idea of internal marketing more applicable for organisations. In addition, the proof of a positive relationship between IMO and financial performance of organisations strengthened the stand and the importance of internal marketing. 
2.6.5 Internal Marketing: The Chinese Literature
Because this research focuses on the Chinese context, it is necessary to provide a review of the current literature that was written in Chinese. In 2011, Li proposed an integrated model of internal marketing and human resource management. In her study, she first defined the concept of internal marketing and human resource management. After discussing both areas, she developed an integrated model combining internal marketing and human resource management. She argued that internal marketing is useful for improving employee satisfaction which leads to customer loyalty and can promote a company’s competitiveness. She claims that companies should adopt internal marketing tools alongside human resource management tools with the purpose of improving the management style to better understand the demand of employees. 

Zeng (2011a) undertook exploratory research on the implementation of internal marketing in colleges and universities. First he defined the concept of internal marketing within the context of higher education. Then he discussed the internal marketing process by using the internal marketing mix (e.g. product, price, place and promotion) and its implications inside colleges and universities. Finally, he proposed implementation strategies for higher education providers, such as designing job products that meet the needs and wants of teachers; applying suitable salary packages to motivate staff; expanding communication channels to improve the executive capability and corporate identity and promoting the idea of internal marketing among staff and teachers. He then undertook empirical research to survey the degree of satisfaction among young university teachers from an internal marketing perspective (Zeng, 2011b). The results indicated that young university teachers were satisfied with their job design, authority, communication and working environment but dissatisfied in terms of job motivation, training and empowerment. He suggested that the 4Ps of internal marketing might be able to increase the degree of employee satisfaction. 
Liu and Li (2011) reported on an empirical study regarding how internal marketing can influence employees to remain loyal to their organisation. They also posited socialisation content as a mediating factor. Their paper first discussed the concepts of internal marketing and organisational socialisation. Then they proposed five hypotheses regarding the relationships between internal marketing and employees’ continued willingness to stay with the organisation, mediated by organisational socialisation. Drawing on a sample of 744 different enterprises, their findings suggest that training, reward systems and staff development have a positive relationship with socialisation. They also found that organisational socialisation mediates the relationship between internal marketing and employees’ willingness to stay with the organisation. Based on these findings, they highlighted some potential implementation strategies for companies. However, the reliability of their study is questionable as an individual cannot really represent an entire organisation on such facts relating to employee loyalty.  
Chen, Zhang and Liu (2011) conducted a study involving employer reciprocity, internal marketing and corporate core competence. Based on data collected from small and medium sized privately owned enterprises in Suzhou and Wuxi, they first discussed the concepts of employer reciprocity, internal marketing and core competence. They then proposed a research framework with eight hypotheses. They drew on a sample of 160 firms and used structural equations modelling to test their hypotheses. Their research found that reciprocal motivation may promote reciprocal behaviour between employees and employers, and both these can influence internal marketing and employee loyalty. The improvement of internal marketing and employee loyalty can have a positive influence on an organisation’s core competence. However, the measurement scales for each construct were not clearly stated in their paper. As there are a range of different definitions for internal marketing, the authors did not clarify which of them they adopted. In addition, it is not sufficient and reliable to only present four items without justification. 

Chen (2011) meanwhile discussed how internal marketing can be applied to small and medium sized privately owned enterprises through the concept of the value chain. Based on empirical data from 125 individuals in five enterprises, he found that inequality in terms of employment, the lack of a reasonable salary, inadequate reward systems, and unrealistic corporate vision and mission caused employee dissatisfaction. Finally, they provided managerial advice by using internal marketing alongside the value chain for establishing the internal marketing concept and particularly developing an appropriate reward system, an applicable vision and mission, forming a useful recruitment system, creating an ideal corporate culture, and so on. Their study was somewhat useful as it did show enough scientific support in terms of the research design and data analysis. 
Qu (2011) conducted exploratory research regarding employee satisfaction in different star categories of hotels for the purpose of internal marketing. Based on data from 181 employees across three different star categories, she found that most employees were satisfied with their job design, corporate culture, training and objectives, but were dissatisfied with their remunerate package, internal communication, management’s participation and career development. However, the research did not state clearly how internal marketing was applied, which internal marketing items were used and how the hotels could improve their employee satisfaction from an internal marketing perspective. 
Based on a case study, Ma, Liu and Su (2012) explored how internal marketing could be used as an added-value mechanism in the service value chain. Specifically, they investigated how internal marketing can help to increase service value inside the company through surveying both employees and customers of Hafa Automobile Co. Ltd. Their research showed that by applying internal marketing, internal service quality could be improved which leads to improved employee loyalty. Improved employee loyalty leads to improved external service quality, which enhances value, as perceived among customers. This in turn leads to increased customer loyalty. Although this system is likely to help achieve corporate objectives, the authors did not include the time span. Therefore, without such specification, it is difficult to confirm the precise effectiveness of internal marketing strategies. 
From the above review of the Chinese literature relating to internal marketing, only a few studies focused on specific industries, such as the exhibition industry (e.g., Shao and Li, 2007), tourism industry (e.g., Gai, 2005) and hotel industry (e.g., Li, 2007). Most of them have tended to duplicate western research and talk about the concepts very generally and broadly. Second, most of the published articles in Chinese within the internal marketing research area were not found to be empirical in nature i.e., most were simply discussion papers. Third, the references that were cited in most of the articles were limited. Fourth, most of the articles published in Chinese were not more than six pages in total including references. 
2.7 Critique and Summary

Based on the discussion, research in internal marketing can be classified into two major categories. One has defined the theoretical background of internal marketing, that is what internal market is, and the other has attempted to define what and how internal marketing should be (Ellig, 2001). When it relates to the definition of the internal market, several researchers examined the internal labour market (David, 1986, Rosen, 1988; Stark, 1986) and internal capital market (Hoskisson and Turk, 1990, Stein, 1997). The theoretical confirmation of the existence of an internal market provides the research with sound support for internal marketing that either targets employees or internal customers who have internal suppliers that need to provide them with high quality services. 

Within the scope of the internal labour market, research relating to social exchange theory and employee attitude research have all been documented. The discussion surrounding the internal labour market provides a theoretical background where the internal market exchange happens between the organisation and employees (Spence, 1975; Williamson, 1975; Rosen, 1988).  With the support of social exchange theory, the relationship between internal marketing and employee attitude has been explored beyond short-term economic exchange (Eisenberger, Fasolo and Davis-Lamastro, 1990; Wayne, Shore and Liden, 1997; Aryee, Budhwar and Chen, 2002).  Several researchers have presented theoretical or empirical findings to suggest that organisations can enhance employees’ attitudes (e.g. job satisfaction, motivation and organisational commitment) via applying internal marketing strategies (Berry, 1981; Flipo, 1986; Rucci, Kirm and Quinn, 1998). 

With regards to the internal capital market, total quality management and internal service quality research have been highlighted in this review. Researchers have discussed the customer-supplier relationship that exists inside the organisation, whereby the organisation is viewed as a market with internal suppliers and customers (e.g., Lings and Brooks, 1998; Dibb and Simkin, 2000). Research relating to this focus has obvious links to other management areas, including total quality management (e.g., Longbottom et al. 2006), supply chain management (e.g., Heskett et al., 1994; Lings, 2000) and relationship marketing (e.g., Grönroos, 1990). Although the research is relevant to internal marketing, such work has tended to focus on the background of internal marketing, rather than internal marketing itself. 

In order to manage the internal market well i.e. the internal labour market or the internal capital market, internal marketing has been introduced as a management tool that can help to solve problems associated with the internal market economy. Research on internal marketing has often focused on how to satisfy internal customers (Rafiq and Ahmed, 2000; Ahmed and Rafiq, 2003; Lings, 2004). Therefore, in previous studies, internal marketing research was carried out surrounding the concepts of internal market orientation/internal customer orientation which investigate how the organisation markets to its employees i.e. the internal customers (e.g., Berry, James and Burke, 1976, Richardson and Robinson, 1986). 
Traditionally, this represents the beginning of the internal marketing concept, yet is still of interest to many scholars, especially marketing researchers and practitioners from within the service sector, where some overlap with the modern approach to human resource management is evident (Collins and Payne, 1991; Glassman and McAfee, 1992). Gradually, research has tended to focus on internal marketing’s contribution to performance by using internal customer orientation or internal market orientation (e.g., Lings and Greenley, 2005; Gounairs, 2006; 2008). 

Despite attempts to add to our understanding of the subject, internal marketing has been criticised among academics and practitioners. The concept of viewing employees as internal customers who are having exchanges within the organisation has long been criticised for prioritising in favour of internal rather than external customers (Rafiq and Ahmed, 1993).  As most studies are carried out in a service context and are focused on customer-contact employees, such findings limit the application of internal marketing and at the same time exclude the overall importance and significance of the back office exchange process inside the organisation which is also considered important to external performance. 

The recognition of such inter-departmental relationships as a supply-chain existing inside the organisation is a big contribution to internal market exchange (Grönroos, 1981; Campbell, 1998; Dibb and Simkin, 2000).  This process emphasises that the organisation should be working as a whole unit in order to deliver excellent external performance (Flipo, 1986; Shipley, 1994). Internal service quality measurement provides each department with a clear clue of who their customers and suppliers are. Establishing a healthy and pleasant internal service chain is viewed positively and should improve departmental integration, coordination and reduce interdepartmental conflict (Shipley, 1994; Brooks, Lings and Botschen, 1999). However, empirical research in this area of internal marketing is limited as it is not always easy to evaluate how internal relationships can actually influence overall performance. 

Although interest in internal marketing has primarily been undertaken in the service sector, its application is no longer limited to services and in more recent times has been extended to manufacturing, as well as non-profit organisations (see Bennett and Barkensjo, 2005; Lee and Chen, 2005; Naude, Desai and Murphy, 2005). The complexity and sophistication of internal marketing, along with no clear definition leads to difficulties in application in the real world. There are calls for internal marketing research to develop a single clear understanding of the concept and construct, a suitable instrument of measurement, and serious empirical fieldwork to assess its overall effectiveness (Varey, 1995b; Rafiq and Ahmed, 2000; Bansal, Mendelson and Sharma, 2001; Ballantyne, 2003; Lings and Greenley, 2005). 

In addition, the lack of empirical investigations on this topic create further barriers which magnitude internal marketing’s attention and application. By using the Index to Theses search engine provided by a professional librarian in the University of Sheffield, between 1996 and 2010 only 14 Ph.D studies were found in the area of internal marketing. Just one of these related to internal market orientation (Ling, 1998), and none of them reported on internal marketing within the Chinese context. Thus, there are many research challenges on the conceptualisation of internal marketing.  For example, what are the major constructs that are needed for internal marketing application? How significant are such constructs in terms of their influence on the internal market situation? Moreover, to what extent in quantifiable terms can internal market success influence a company’s external performance? How can internal marketing travel beyond western economies, and potentially be applied in the context of rapid emerging economies like China?

Therefore, based on such critiques and research gaps identified, further research is needed to explore the major attributes of internal marketing and discover how it can potentially influence internal success, which in turn may lead to external performance in the context of China. The next section provides an outline of the concept that will be used further to investigate internal marketing and specifically its influence on organisational performance within the context of the PRC. 
CHAPTER THREE – RESEARCH CONTEXT
3.1 Introduction

Following on from the literature review on internal marketing in Chapter Two, this Chapter aims to present an overview relating to the research context of China’s economy, culture, ownership types and management challenges. The Chapter will begin with a general discussion on the country’s economic development by mainly focusing on three phases since the 1978 economic reform, followed by a brief introduction of Chinese culture and values from the management perspective, enterprise ownership reform and management challenges.  

China as one of the largest countries in the world has received significant research interest for the last three decades (Cooke, 2002; Zhou and Li, 2007). There are many reasons why it is necessary to frame this research within the context of China. Firstly, from a practical and theoretical point of view, China during recent times has presented a huge management laboratory where different kinds of management applications have been tested (Law et al., 2000). China has also attracted much foreign direct investment from all over the world, as well as increasing domestic investment via traditional state-owned and new private-owned enterprises. Some Chinese firms have been unique in their approach to management. They are keen to try new managerial practices aimed at motivating employees in a bid to improve performance (Laaksonen, 1988). Although the Chinese societal environment and typical Chinese culture may differ considerably from that of other countries, the Chinese experience may nevertheless shed light on how to successfully manage firms and people effectively. 

Secondly, during the last few years, the role of management has become more and more important in China due to the fast development of the country. Because of new economic reforms, more decision-making power has been delegated to businesses themselves rather than central planning. Many firms now have to compete with other enterprises nationally and globally (Law et al., 2000). With the development of China’s economy, more management knowledge is being demanded by Chinese firms in order for them to successfully compete (Cooke, 2002). Thirdly, the amazing speed of success in a relatively short period of time associated with China, implies that the Chinese management experience may be useful for companies in other emerging economies alike (Zhou and Li, 2007). Therefore, how firms in China have functioned, managed and performed represents an interesting area that is worthy of further research. This Chapter is structured as follows (see Figure 3-1).
Figure 3- 1: Chapter Flow
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3.2. The Economy of China 

Although China is still regarded as a developing country, it has already become a major economic power with a per capita national income in 2012 of US$3,912 (RMB 24,565 yuan) (National Bureau of Statistics, China, 2013). Since 2009, China has surpassed Japan as the world’s second largest economy by nominal GDP and by purchasing power parity. It is the world’s fastest growing major economy, averaging 10% annual growth rate over the past 30 years (International Monetary Fund, 2013). For example, in 2007 China became the world’s third largest motor producer and by 2012 was the world’s largest energy producer. Chinese tourists have also overtaken Germans as the largest travel consumers (China Daily, 2013). 
These significant economic increases stemmed from governmental economic reforms since 1978 (Li, Yue and Zhao, 2009). After the Cultural Revolution during the 1960s, the Chinese leadership began to adopt a capitalist economic system to deal with many political and socioeconomic problems. As a result, economic growth has been impressive (Child, 1996). The development of foreign trade has been another marked feature of China’s economic development. As a share of national income, foreign trade rose from 10 percent in 1978 to 38.5 percent in 2001 and to 50.1 per cent by 2011 (National Statistics Bureau, 2012). Figures from the Chinese Ministry of Commerce showed that China's import volume in 2010 hit US$1,394.8 billion (China Daily, 2011). China is now the largest exporter and second largest importer in the world (China Academy of International Trade and Economic Cooperation, 2012). A large section of the population now depends directly or indirectly on international trade and foreign investment. 
The larger, more capital-intensive enterprises tend to be concentrated in the North of China. Smaller, lighter industry tends to be concentrated in the coastal areas south of the Yangtze River. China’s textile industry for instance emerged from around the Shanghai region and much of the small commodities produced in China emerged from the Zhejiang province. Southern China is predominantly characterised by labour-intensive production which in the beginning was often based on traditional craft products such as toys, but today has strength in more advanced products such as light electronics. Some heavy industry can also be found in inland provinces such as Sichuan, where it was often established for reasons of national security rather than economics (Child, 1996). Three major phases relating to the economic development of China are discussed as follows. 
3.2.1 Phase One: 1978–1990

During the first period of reform, the Chinese government tried to combine the central planned economy with a market economy. During this time much emphasis was on increasing individual income and living standards, as well as introducing new management systems and technologies to increase productivity for businesses. At this phase of reform, the government tried very hard to encourage foreign trade and investment as a catalyst for economic growth. Initially foreign investment in China was limited to several small “special economic zones” situated along the coast (Jao and Leung, 1987). Following this and because China was new to international practice, in order to make the market attractive to foreign businesses, 14 coastal cities and three coastal regions were established by the government to encourage foreign investment (Jao and Leung, 1987). Favoured tax treatment and other advantages were provided for foreign investment in these places. Much effort, such as passing laws on contracts, patents and other matters, were established to attract as much foreign capital as possible to help China's development (Perk, 1997). 
Following success of the first phase of reform, the Chinese government attempted more complicated ways and changes to transform China’s central planning system into the so-called Chinese socialism by the mid-1980s. The first task was to reform state-owned enterprises, as prior to 1978, enterprises were almost all owned by the state in one way or another. At the top of each sector were the State-owned Enterprises (SOEs), answerable to the central government, which in formal terms were regarded as being owned by the people (Child, 1996). Below these were other enterprises reporting to provincial, municipal or county authorities.
China's SOEs used to be typical large industrial firms in a centrally planned economy, which functioned not only as industrial units but also as social agencies i.e., providing housing, day care, education and health care for workers and their families. The Chinese workers at that time could expect lifetime employment and an extensive, firm-based welfare system - the so-called "iron rice bowl" (Hussain and Zhuang, 1994; Child, 1996).  
3.2.2 Phase Two: 1990–2000

In the 1990s, the Chinese economy continued to grow at a rapid pace (about 9.5%), and was accompanied by rapidly increasing inflation, which reached over 20 percent in 1994. During the Asian financial crisis China was affected mainly through decreased foreign direct investment and a sharp drop in the growth of its exports. This led to a slowdown in growth and increasing unemployment due to domestic problems. 
During the 15th National Communist Party Congress in 1997, President Jiang Zemin announced the plan of “non-public ownership” (privatisation and cooperatisation) of SOEs. This meant sell-offs, mergers and closures that affected the majority of SOEs. Before the ownership reform, over half of SOEs were inefficient and reporting losses and this was despite China's impressive economic development during the previous two decades. In 2000, China claimed success in its three-year effort to make the majority of large state owned enterprises (SOEs) profitable (Qian, 2002; Wei, Xie and Zhang, 2005). 
At the second phase of economic reform, the ownership of enterprises became more diversified. At the beginning of ownership reform, collective and private enterprises were spread over a wide area of China and these included the so-called township and village enterprises, which grew from small towns and villages, as rural reform resulted in less work for agricultural workers (Qian, 2002).  Because of rapid economic growth and large potential, China as the world’s largest population was enjoying fairly consistent annual increases in real income. As a country it became a lucrative target for foreign multinational enterprises (MNEs). 
In the 1990s especially, foreign direct investment (FDI) was utilised by the Chinese government as a strategic tool for stimulating economic development. Compared with the continuous difficulties associated with debt-burdened SOEs, China was successful in attracting foreign capital and was considered one of the most important investment sites for companies from developed countries (Strange, 1998). At that time, joint ventures became particularly important for attracting foreign investment into China under the open door policy, not only for capital, but also for the import of developed technologies and managerial skills. While all the activities undertaken by joint ventures were governed by Chinese laws, favourable treatment was provided in order to nurture their growth.  
Hussain and Zhuang (1997) summarised four major economic changes during this period of reform. The first was the growth of free market transactions, which forced SOEs to compete with other kinds of enterprises through quality development and cost savings. The second was the growing exposure of Chinese enterprises to international markets and foreign business practices, which influenced the organisation and managerial structure of Chinese enterprises greatly. The third was the multiplication of the fund sources for investment and working capital, which helped to break the monopoly of enterprise governance by government agencies and facilitated the establishment of new enterprises. Finally, the fourth was the rapid growth of the economy which eased the process of restructuring and lowered the risks of failure for new enterprises.
3.2.3 Phase Three: 2000 – Present 

China's economy has continued to grow from the beginning of the new century. An average growth rate of 10% per year during the period 1990–2004 was the highest growth rate in the world. China's GDP grew 10% in 2003, 10.1%, in 2004 and 10.4% in 2005 and this was despite the government attempting to slow down economic growth. China's GDP reached US$3.38 trillion while Germany’s GDP was US $3.32 trillion in 2007. This made China the third largest economy in terms of GDP at this time. Based on these figures, in 2007 China recorded its fastest growth since 1994 when GDP grew by 13.1 percent (CNN, 2009; Xinhua Net, 2009; the Diplomat, 2010). 
In 2010, China's total trade surpassed US$2.97 trillion, making China the world's second largest trading nation after the U.S. By 2010 it was evident that China was poised to move from export dependency to an internal market exploration. Personal incomes were rapidly rising in all areas of the country and a call for increasing citizens’ living standards was made again by the Chinese government (CNNMoney.com, 2012). The World Bank's chief economist Justin Lin in 2011 predicted that China might become the world's largest economy in 2030, overtaking the United States, if current trends continued (Forbes, 2011). 
From 2011 onwards, however, China has been experiencing slow growth that casts doubt on such earlier calculations (The Economist, 2013). The Chinese authorities have endeavoured to proceed with economic reform in a controlled and incremental manner. Despite many specific implementation problems, the Chinese have so far succeeded remarkably well in combining economic restructuring with high levels of economic growth. 
3.3 Chinese Enterprises, Ownership and Management 
3.3.1 Chinese Culture and Values
Although China has historically experienced periodic political ups and downs, the homogeneous Han culture has been the longest existing and continuous dominant culture of the country. The Chinese are particularly deep rooted with traditional culture and values (Child, 1996). There are diverse and competing philosophies which contributed to traditional Chinese culture and values, including Taoism, Buddhism, Legalism and a host of local ‘little traditions’. Nevertheless, Confucianism is regarded mostly as the foundation of China’s great cultural tradition and values. The values that Confucianism advocates construct the basis of Chinese social norms, especially for Chinese interpersonal behaviour (Shenkar and Ronen, 1987). 
Based on a sound respect for social conventions, the Confucian tradition has concern for the correct and well-mannered conduct of one’s duties,. It stresses order, hierarchy, quality of relationships and obligation to social collectivities, especially the family (Smith, 1974). Age is respected while education is also valued as the means to achieving a better social status which reflects well on the family. It is a strong attribute of Chinese society, of which the members remain very self-conscious. Lockett (1988) identifies four main Chinese cultural values that have particular relevance for management in China: (1) Respect for age and hierarchy; (2) Group orientation; (3) The preservation of ‘face’ (mianzi); and (4) The importance of relationships (guanxi). Principles such as harmony and the superiority of moral over legalistic control of behaviour are also culturally significant in China (Shenkar and Ronen, 1987; Boisot and Child, 1988). 
The features of traditional Chinese culture brought advantages to China’s economic development and this phenomenon cannot be replicated elsewhere because of an existing so-called “Chinese Commonwealth” which was formed by the worldwide overseas Chinese unconsciously (Kao, 1993). These Chinese are distinguished by their conspicuous success in business overseas. They operate within a set of clan and family-based networks of business relations which are bound together by a shared tradition. When economic reform started, these networks rapidly established business relationships in the PRC and bridged mainland Chinese entrepreneurs with world markets and vice versa. Moreover, overseas Chinese from Hong Kong, Macao, Singapore and Taiwan in particular behave very collectively. They became the largest foreign investors in the PRC, contributing both significant funds and knowhow (Child, 1996; Luo, 1997). 
In China, the conduct of management also needs to be in harmony with important traditional Chinese values. These include a collective orientation towards the family and, to an important extent, the work unit, respect for age, moral leadership and authority, and informal relationships i.e., “guanxi” – which is based on trust and mutual obligation. The Chinese appear to be most at ease culturally with non-codified transactions that are arranged through informal trust-based channels and they accept the governance of such transactions by older respected superiors or acquaintances with whom they can identify through work units or communities, and kinship ties that are long-term in nature (Luo, 1997). 
The Chinese state that they are seeking modernised management with Chinese characteristics. On the one hand, the Chinese realise it is necessary to adopt successful management experience, certain management practices and organisational forms from western countries to create a competitive economy. Chinese businesses also recognise that as they have to compete with or deal with non-Chinese corporations more frequently, they will be expected to conform to certain international conventions and legal requirements. On the other hand, the Chinese also tend to retain their own unique way of doing business within whatever structures and conventions that exist. 
It is therefore not surprising to find that Chinese modes of management and organisational forms do not match Western patterns. Although China has been modernising very fast, it does have its own distinctive style. Western theories and experience sometimes become problematic to Chinese management. In particular, the special political, cultural nature and context of Chinese management suggests that Western thinking about management and organisation cannot necessarily be applied to Chinese cases. 
3.3.2 Ownership Reform 
In accompanying China’s economic reform since the late 1970s, several diverse forms of firm ownership emerged (Peng, Tan and Tong, 2004). Before such reform, the country had little organisational diversity, as China’s constitution declared that all businesses were publicly owned. During these times the Chinese Communist Party (CCP) played an active role in shaping the country’s resources. At that time, China remained officially a political and economic system whereby the Chinese concept of ownership (suoyouzhi) was appreciably more ambiguous and a political and ideological consideration, rather than an economic and legal one (Child, 1996). During this period, there were only two types of firms: state-owned enterprises (SOEs) which reported to the central government and collectively-owned enterprises (COEs) which reported to local governments. 
As a result of radical reforms post Mao, the influence of the CCP has played a less significant role in terms of firm governance. Historically, at the national, provincial and local levels, the party directly and indirectly had a strong hold on policies and governance facing organisations. However, since reform under Deng Xiaoping, new policies were introduced aimed at liberalising the marketplace. Following this period, during the 1990s, major privatisation occurred with the government selling off many of its assets, with an emphasis on transforming loss-making state-owned enterprises into profit-making entities. With the development of the economy and further transitions during this period, two new types of firm ownership emerged i.e., privately-owned enterprises (POEs) and foreign-invested enterprises (FIEs) (Peng, Tan and Tong, 2004). 
Following these enterprise ownership reforms in the 1990s, the government and the CCP had less managerial control over firms. Similar to ‘management buy-out’ ownership structures in the West, China followed suit with many company directors and board members taking ownership and responsibility of such enterprises (Guthrie, 1999; Wong, Opper and Hu, 2004). Subsequently, these new enterprise structures no longer reported to the government, which implied that the CCP had relatively less influence on their structure and governance. However currently, the CCP still continues to have a major influential role in the operations surrounding SOEs and COEs.  
According to the statistics published by the State Administration for Industry and Commerce of the PRC in 2012, the total number of registered companies reached 12.53 million, an increase of 10.26% compared with the year before. Registered capital reached RMB 72,250 billion Yuan – representing a 21.16% increase from the previous year. Among all the registered companies, 12.08 million were domestic, with registered capital over RMB 61,350 billion Yuan. The number of privately-owned companies was 9.68 million, showing a 14.45% increase on the previous year. Registered capital reached RMB 25,790 billion Yuan, showing an increase of 34.27% compared with the year before. The number of registered foreign invested companies totalled 446,500 showing an increase of 0.28% on the previous year. The registered capital of foreign invested companies reached RMB 10,900 billion Yuan, again showing an increase on the previous year of 4.37% (State Administration for Industry and Commerce, 2013).
State-Owned Enterprises (SOEs)

For SOEs in China, many are large and complex, and they usually have similar organisational structures and processes (Child, 1996; Peng, Tan and Tong, 2004). State-owned enterprises tend to operate in heavy industry sectors. These include producers of energy, basic materials and mechanically-engineered products. Some SOEs operate in sectors of strategic importance such as energy and defence - related areas. Many SOEs have now entered into joint venture initiatives with foreign partners, as is the case with most state automobile producers (Child, 1996). 
However, many still suffer problems as their managers have historically paid little attention to competitive issues. SOEs frequently continue to rely on the state as their primary banker, supplier and distributor. The government interference in enterprise management remains pervasive (Strange, 1998; Peng, Tan and Tong, 2004; Li, Yue and Zhao, 2009). From the early 1990s, China shifted focus on reform of SOE ownership and corporate governance via privatisation and corporatisation (Zhu, 1999). Privatisation is mostly referred to as selling relatively smaller SOEs to private entrepreneurs; while corporatisation is referred to as transforming SOEs into three different forms of shareholding companies: limited liability companies, limited liability stock companies and employee-owned stock cooperatives (Lin and Zhu, 2001).  
Privately-Owned Enterprises (POEs)

Private enterprises, meaning family-run businesses, were not allowed to operate until after 1978. At that time, only seven employees were allowed in a private business. Compared with SOEs, POEs represent the opposite group of organisations which usually are small and nimble, not sufficient in R&D, but quick and flexible in terms of market orientation. Since China joined the WTO, the market has become more turbulent and uncertain, yet has provided opportunities for entrepreneurs. POEs in China usually adopt a simple, flexible structure but often have aggressive strategies in order to react to market opportunities quickly and proactively (Peng, Tan and Tong, 2004). 
Collectively-Owned Enterprises (COEs)

COEs display organisational attributes that fall somewhere between those of SOEs and POEs. Having close relationships with local governments, COEs contribute substantially to local government revenue on the one hand, and on the other, often obtain more institutional support from local governments. COEs are more responsive to the market than SOEs but get fewer resources than SOEs from the central government (Tan, 2001; Peng, Tan and Tong, 2004). Before privatisation, entrepreneurs could bid for long-term leases to control these firms. At that time, such lease agreements did not entitle leaseholders to formal property rights, but these agreements were viewed widely as de facto property rights (Peng, 2001). With the development of ownership reform, more and more COEs have become privatised. 
Foreign-Invested Enterprises (FIEs)

There have been three main formats for foreign investment in China. These include equity joint ventures; contractual or cooperative joint ventures, and wholly foreign-owned subsidiaries (Strange, Kamall and Tan, 1998; Luo and Peng, 1999; Peng, Tan and Tong, 2004). Joint ventures were initially preferred by foreign investors as an entry mode in order to utilise their Chinese partner’s resources to bridge cultural gaps, to set up local networks and to avoid potential political and economic risks. As a result of experience gained through joint venture cooperation, wholly-owned subsidiaries have been considered or established by foreign investors (Strange, Kamal and Tan, 1998). FIEs are quite different from the other three types of firms. Some FIEs may be more aggressive, whereas others may be more conservative in their strategies within the Chinese market (Pan, 1997; Peng, Tan and Tong, 2004). Many FIEs found that recruiting and retaining managers was the most significant problem that they were facing (Jackson and Bak, 1998). As China is a complex and huge country, it is sometimes very difficult for outsiders to comprehend. Also as China is still in transition, there are always changes that occur, which can affect such businesses. 
Pan and Parker (1998) tried to find out whether management attitudes had changed in recent years as a result of the government’s economic reforms and whether any notable differences in attitude and behaviour could be discerned between the managers in the various types of enterprises. Based on interviews with senior managers in a sample of corporatised and non-corporatised SOEs, collective enterprises (COEs) and joint ventures in Shanghai and Nanjing, they found that hardening budgetary constraints on firms in recent years has led to increased profit seeking and a decline in the influence of the government across all types of enterprises, except where the government remains a major customer (such as in the defense industry). In general, the attitudes of management in joint ventures may be more easily differentiated from attitudes in the other forms of enterprises. 
The attitudes of managers in COEs and SOEs are remarkably similar despite the different histories of the two types of enterprise. Also, COEs appear less interested in introducing new technology. The different attitudes adopted by joint ventures are to be expected given the likely transfer of knowledge from foreign partners to local joint ventures. The relative isolation of SOEs and COEs force them to find other means of acquiring much needed knowledge such as technology, management skills and social knowledge. 
3.3.3 Current Management Challenges in China 

Cooke (2002) highlighted four major periods of change regarding the country’s economic development since the foundation of the People’s Republic of China. The first was the Communist Revolution Era (1949-1965) of the PRC government. This consisted of a planned economy and centralised management style whereby everyone’s participation typified the country’s economy. The second major period known as the Cultural Revolution (1966-1976) followed. This period was epitomised by violent purges against the educated in an attempt to supplant Confucian ideas with a hard-line Marxist/Leninist/Maoist Communist doctrine. During these times economic development ceased and even regressed. Management in companies did not seem to exist as most workers were involved with the Revolution and production came to a halt (Cooke, 2002). 
After 1976, the Economic Development Era (1976-2001) marked a new start for the country’s economic development. During this period, China experienced a mix of western and traditional values, and there was a move towards advanced technology. Since 2001, when China entered the WTO, this forced Chinese companies to compete equally and fairly with companies from all over the world (Cooke, 2002). There has been three dramatic events which have marked changes associated with the new China: (1) the change from a central-planned economy to a socialist market economy, and to a pure market economy; (2) the change of enterprise ownership, especially the privatisation of state-owned enterprises; and (3) the change of property ownership, especially the privatisation of real estate (Chiu, 2002; Cooke, 2002). With all these critical changes and new forms of international competition, nearly every organisation operating in China is facing challenges at the organisational level and the individual employee level (Zhu and Warner, 2000). 
Many transformational changes in China have altered not only government and economic policies, but also the thinking and psychological make-up of the Chinese workforce. Recent empirical evidence has revealed that Chinese people, particularly the younger generation, are increasingly becoming individualistic, or ‘vertical collectivists’. This suggests that people can be very collectivist in terms of their family values and orientation, but when it comes to business, they appear entrepreneurial and individualistic (Chang, 2004).  
In the current economic climate, company growth must come from leveraging technology and human resources for productivity improvement (Chang, 2004). Most organisations agree with the potential benefits that building long-term and positive relationships with their employees can bring. It should be beneficial for organisations if employees perceive their employers as treating them well. In other words, promoting friendly relationships and cultivating employees’ commitment towards the organisation will benefit the organisation in the long-run. If organisations achieve this, employees’ emotional attachment and sense of belonging to the organisation will have positive and strong effects on their contributions to the organisation (Wong et al., 2001).  
A high rate of turnover usually presents a dilemma for organisations. On one hand, an organisation may try to discourage turnover by providing better compensation packages and training opportunities for their employees. For example, multinational corporations operating in China may implement their localisation plans by providing training and development opportunities for local managers. On the other hand, by providing such provision, they may face the risk that newly trained managers will become attractive recruits for other organisations. There is no guarantee that trained managers will remain with their existing employers after such training programmes. Thus, it is difficult for the organisation to decide if training and development opportunities should be provided (Sergeant and Frenkel, 1998). 
Traditional human resource management theories recommend that organisations provide good compensation packages as well as training and development opportunities, as these should provide organisational benefits over the long-term. However, multinational corporations in China may wonder if these benefits can materialise because of the specific environment. Chinese culture emphasises a positive relationship between two parties which is assumed to have important effects on employees’ positive attitudes and behaviours (Wong, Ngo and Wong, 2003). 
3.4 Chapter Summary 

Since the introduction of economic reforms in the 1970s in China, the country has enjoyed rapid economic growth. The country has enjoyed two-digit growth rate in GDP over the last twenty years. Until recently the growth rate of GDP has slowed down to around 8-9% per annum (National Bureau of Statistics of China, 2013). However, unlike any other country in the world, China has the largest population. The significance of the market inside the country and the sheer number of firms operating in China suggests there are opportunities for firms to make profit, but equally there are several challenges for management to grapple with in order to leverage their performance (Chiu, 2002). With the acknowledgement of the remarkable success that Chinese firms or firms performing in China have achieved, this Chapter has presented an overview of the research context relating to this study. Our conceptual framework is proposed next along with a number of hypotheses that will be developed in the following Chapter. 
CHAPTER FOUR – CONCEPTUAL DEVELOPMENT
4.1 Introduction

Following on from the literature review on internal marketing in Chapter Two and its theoretical background, this Chapter aims to build a conceptual framework that will be used to empirically examine a total of nine hypotheses on a sample of firms in China. In order to achieve this goal, this Chapter is structured as follows (see Figure 4-1). It will begin with a general discussion on the differences between internal market orientation and market orientation, followed by the identification of a series of key constructs that will be used to measure the relationship between internal market orientation, internal success and external performance. 
Figure 4 - 1: Research Framework
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4.2 Internal Market Orientation vs. Market Orientation

According to McNamara  (1972), market orientation is 
“a philosophy of business management, based upon a company-wide acceptance of the need for customer orientation, profit orientation, and recognition of the important role of marketing in communicating the needs of the market to all major corporate departments” (p.51). 
Based on this notion, Kohli and Jaworski (1990) used the term “market orientation” to encompass the implementation of the marketing concept. They consider that a market-orientated organisation is one whose actions are consistent with the marketing concept. In their opinion, a company with market orientation should commonly have three accepted pillars i.e. a customer focus, coordinated marketing and profitability. In response, these researchers developed a market orientation framework that was built on three dimensions: (1) intelligence generation, (2) intelligence dissemination, and (3) responsiveness and proposed the following definition of market orientation:

“Market orientation is the organisationwide generation of market intelligence pertaining to current and future customer needs, dissemination of the intelligence across departments, and organisationwide responsiveness to it.” (p.6)
In other words, organisations differ in the extent to which they generate market intelligence, disseminate it internally, and take action based on the intelligence. It is recognised that market orientation is about how the organisation processes critical intelligence about the external market. Findings from Kohli and Jaworski’s study reveal that the greater a firm’s market orientation, the greater its employees’ job satisfaction and organisational commitment, which in turn improves business performance.

At around the same time, Narver and Slater (1990) also developed a research model of market orientation. They stated that for an organisation to achieve consistently above normal market performance, it must have created a sustainable competitive advantage which implies creating superior value for customers. They suggest that market orientation should consist of three behavioural components, i.e. customer orientation, competitor orientation and interfunctional coordination, with two decision criteria, consisting of a long-term focus and profitability (Narver and Slater, 1990). Their research found that market orientation was an important determinant of profitability. They observed in their study that those businesses having the highest degree of market orientation are associated with the greatest profitability, especially in terms of their return on assets and retention of customers. They claimed that market orientation was relevant in every market environment. 

Overall, it can be observed that these two studies on market orientation have quite different focuses. While Kohli and Jaworski (1990) emphasised the procedure of intelligence process, Naver and Slater (1990) focused on orientations from different perspectives. However, customer orientation and interfunctional coordination appeared as dependent variables in both studies.

Market orientation can therefore be considered as either a set of management behaviours, or a business philosophy and organisational culture for directing behaviour and action that is demonstrated in business strategies (Kohli and Jaworski, 1990; Naver and Slater, 1990). Stemming from the pertinent research, market orientation as an organisational behaviour has several common functions. These include generating intelligence relating to customers and competitors, disseminating the intelligence throughout the organisation, coordinating the activities of various groups and individuals within the firm and, developing and implementing a response (Lings, 2000). It appears that market orientation is primarily focused on the external environment of the firm, and leads to performance improvement via increased customer satisfaction, new product success, sales growth and profitability. Little attention has been given to the examination of internal factors and information is lacking specifically regarding employees, internal processes, internal service quality and internal customers etc. 

Lings (1999) argued that measures of market orientation have traditionally concentrated on external success factors. Internal success measures, such as employee retention, employee commitment, and their impact on external success measures have been largely ignored. Hunt and Morgan (1995) specifically noted the importance of several internal factors. One of the factors was identified as the interaction between employees within the firm. Hurley and Hult (1998) also suggested that no matter what type of orientation an organisation has, the employees’ learning ability tend to be a critical facilitator. Whereas market orientation focuses on the development of responses to the external market of customers and competitors, a more holistic approach would include both the necessity and mechanism of taking consideration of the internal factors as well as the external ones (Lings, 1999). 

Whereas market orientation considers some internal aspects, internal market orientation can be discussed by borrowing measures of market orientation based on the literature context of the internal market presented in Chapter Two. Naude, Desai, and Murphy (2003) stated that most scales of market orientation to a large extent are developed to include some components of what could be regarded as internal marketing/market orientation. Conduit and Mavondo (2001) investigated the relationship between internal customer orientation and market orientation. They noted that organisational dynamics and managerial action for building an internal customer orientation would consequently influence an organisation’s market orientation. They strongly recommended that an organisation should strive to develop, maintain and enhance both internal customer and market orientation concurrently. 

In order to achieve greater focus on the internal market, internal marketing has been considered to be effective (Foreman and Money, 1995). The argument posited from previous research has been partially centred on how to implement internal marketing and many scholars have discussed the general application of marketing-like tools inside the firm (e.g., Flipo, 1986; Collins and Payne, 1991; Glassman and McAfee, 1992). These include identifying issues relating to how organisations should focus on their employees (specifically referring to front-line staff) and what effects this could have on performance in the external market, such as increased customer satisfaction and reduced customer complaints etc (e.g. Tansuhaj, Wong and McCullough, 1987; Lings and Greenley, 2005; Gounaris, 2008). 

From the literature review in Chapter Two, it was apparent that internal marketing was considered useful for motivating and satisfying front line employees within service industries in order to enhance service delivery. The assumption is that happy employees will lead to happy customers (Sasser and Arbeit, 1976; Berry, 1981; Thomson, 1990; Berry and Parasuraman, 1991). Besides focusing on the employee, the internal service delivery process throughout the whole organisation is also considered to be pertinent to the internal environment. Internal marketing within this scope requires each department to identify their roles within the organisation as either service providers or receivers. Internal marketing is therefore concerned with how each department treats recipients of its output and strives to satisfy these internal customers (Grönroos, 1981, Gummersson, 1987, Lings and Brookes, 1998).

Internal marketing is also regarded as a marketing concept and philosophy for creating common values among all departments and individuals. It can contribute to the culture and value that the organisation wishes to develop (Wasmer and Bruner II, 1991; Greene, Walls and Schrest, 1994). An organisation which is internal market oriented will often adopt an internal marketing strategy in order to generate internal performance outcomes (George, 1990; Gummesson, 1991; Lings, 2004). With an internal marketing philosophy, employees should be sold internally their organisation’s mission, goals and strategies (Berry and Parasuraman, 1991; Foreman and Money, 1995). This also helps to build an organisational identity or collective mind set which requires multilevel management to continuously encourage and enhance employees’ understanding of the internal market, their roles and expectations (Wieseke, Ahearne and Lam, 2009). 
4.2.1 Internal Market Orientation Constructs

From the overlapping relationship between market orientation, internal marketing and internal market orientation as discussed, Lings and Greenley (2005) developed pertinent constructs to operationalise internal market orientation. They argued that internal marketing adopts a marketing perspective for managing an organisation’s human resources. 

Their findings suggest that market orientation can be modified in the context of employer-employee exchange within the internal market place. The degree of internal market orientation has positive consequences for firms and their employees. In their research, internal market orientation involved the generation and dissemination of intelligence pertaining to the wants and needs of employees, and the design and implementation of appropriate responses to meet those wants and needs. The dimensionality of internal market orientation is composed of formal information generation, which includes two sub-constructs of generation type (written and face to face), informal information generation, information dissemination and responsiveness (Lings and Greenley, 2005). 

Gounaris (2006) also developed a model to measure internal market orientation using two hierarchies. The first internal market orientation level that was posited consisted of three dimensions i.e. internal market intelligence generation, internal intelligence dissemination and response to internal-intelligence. Following each sub-level dimension, in total ten second-level constructs were developed. For example, under the dimension of internal market intelligence generation, there are several sub-constructs including exchanges of value, conditions of the external employee market, internal market segmentation and strategies for each internal segment.  Under the dimension of internal-intelligence dissemination, there are sub-constructs which indicate dissemination between managers and employees as well as between managers. Under the dimension of response to internal-intelligence, sub constructs included job description, remuneration systems, as well as training and management consideration. Although this two-level internal market orientation model covers more content than the original market orientation model and Lings and Greenley’s internal market orientation model, too many constructs make the application difficult. 

In response, this research builds on the premise that internal market orientation consists of similar components as identified in the market-orientation model posited by Kohli and Jaworski (1990) from the tactical perspective rather than internal marketing strategies, i.e. (1) internal information generation, (2) internal communication, and (3) responsiveness to internal market information (Lings, 2004; Lings and Greenley, 2005; Gounaris, 2006). Companies that are internal market oriented can therefore benefit from higher employee satisfaction and motivation (e.g. George, 1977; Dabholkar and Abston, 2008), higher employee retention (e.g. Berry, 1981; Lings and Greenley, 2005; Hausknecht, Rodda and Howard) and commitment (e.g. Berry and Parasuraman, 1991; Bansal, Mendelson, and Sharma, 2001).

However, both Lings and Greenley’s and Gounaris’s internal market orientation models do not include the internal relationship between internal suppliers and customers which is regarded as an important internal market exchange in the pertinent literature (Lings and Brooks, 1998; Dibb and Simkin, 2000). Effective internal supplier-customer relationships can increase coordination and integration levels between departments to achieve organisational goals and reduce departmental conflict (Campbell, 1998; Brooks, Lings and Botschen, 1999). 
4.3 The Relationship between Internal Market Orientation, Internal Success and Organisational Performance 

Internal marketing has been considered useful for helping to effectively manage the internal environment (Foreman and Money, 1995). Early research has proved to a certain degree that internal marketing has a positive influence on employee’s attitude both theoretically (e.g. Sasser and Arbeit, 1976; Berry, 1981; Colin and Payne, 1991) and empirically (e.g. Caruana and Calleya, 1998; Gounaris, 2008). Thus, it is assumed that internal marketing can positively influence an organisation’s internal performance at the employee level. George (1990) suggests that internal exchange between the organisation and its employee groups must operate effectively before the organisation can be successful in achieving its overall goals. 

At the same time, internal marketing has also been considered to be effective in influencing internal relationships and enhancing internal service quality. Gummesson (1987) claims that everybody in the organisation should see him/herself as a customer of colleagues, receiving products, documents and messages from staff and at the same time be a supplier to other internal customers in the organisation. Only when internal customers are satisfied can they execute their jobs properly. 

Grönroos (1981) argued that internal marketing was able to integrate other business functions to work towards the same objectives. George (1990) considered internal marketing as a holistic management process that can integrate multiple functions of the organisation. From his point of view, how the organisation manages buyer-seller interactions, the quality of the service production and delivery process, is important for achieving success in the marketplace. Many researchers therefore believe that internal marketing can help to enhance internal service quality, internal customer satisfaction, functional integration and overall provide for a better internal environment (Grönroos, 1985; Lusch, Boyt, and Schuler, 1996). 

Currently the existing empirical research has been inconclusive regarding a potential link between internal market orientation and external market performance. The influence of internal market success on external market performance has largely been intuitively agreed by many researchers (Flipo, 1986; Greene, Walls and Schrest, 1994). This research aims to take this proposition a step further by developing and testing a framework based on market orientation (Kohli and Jaworski, 1990), internal market orientation (Lings and Greenley, 2005), and their link to performance both internally and externally. As the research will be conducted within the Chinese context, the type of organisation (i.e., state-owned enterprise, private-owned enterprise, or international joint-venture enterprise) will also be considered, as it is hypothesised that internal market orientation is likely to vary across different types of firms, which in turn will influence their performance.  Based on the literature, the conceptual framework is shown in Figure 4-2, and the hypotheses are discussed as follows. 
Figure 4- 2: The Conceptual Framework
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4.4 Hypotheses Development

4.4.1 Internal Market Orientation

Internal market orientation represents the synthesis of certain beliefs with specific ‘marketing-like’ behaviours. It promotes the need to plan and build effective relationships between the company’s employees and management, as well as internal suppliers and customers (Berry, 1981; George, 1990; Piercy, 1995; Lings, 2004). Market orientation has three pillars according to Kohli and Jaworski (1990) i.e. intelligence generation, intelligence dissemination and responsiveness. Dimensions of market orientation may be applied internally and Lings (2004) developed three internal market orientation actions which have been adopted by firms successfully implementing internal marketing in previous research. These three actions include (1) internal research, (2) internal communication, and (3) internal responsiveness. Lings and Greenley (2005) meanwhile used a five-dimension approach to reflect internal market orientation and they separated the first dimension ‘internal research’ further into three different dimensions (informal information generation, formal face-to-face information generation, and formal written information generation). Gounaris (2006; 2008) followed Lings’s (2004) research by also applying the three dimensions of internal market orientation and further developed ten sub-dimensions under these three primary dimensions. In line with the existing research, this study posits three major dimensions that will be used to measure internal market orientation i.e. internal information generation, internal information communication and responsiveness to information. 
Internal Information Generation

Internal market information generation includes defining internal customers and understanding their current and future needs. Information may be generated through a variety of formal and informal means, such as primary data collection or secondary data consultation, meeting with employees, database analysis and so on (Kohli and Jaworski, 1990). The idea of market information generation can be applied internally for the purpose of better understanding internal customers/employees. Basically, it is about generating information from employees concerning their needs and their perception of equity of the exchange within the organisation – which balances how much they put into their job against how much they obtain in terms of output (Lings, 2004; Lings and Greenley, 2005). 

For each individual employee, the major exchange of value within the organisation is through the job-product (Berry, James and Burke, 1976; Sasser and Arbeit, 1976; Foremen and Money, 1995).  Thus, information generation involves identifying the benefits that employees seek through their jobs and working environment, which reflects on the company’s mission, vision and values (Foremen and Money, 1995; Drake, Gulman and Roberts, 2005). This also influences an employee’s choice of which organisation they may wish to work for and their intention of staying with that organisation (Lings, 2004).Gummesson (1991, p.70) claims that: 
“all employees should see themselves as customers of other employees from whom they receive products, decision, documents, messages, etc., and that they should see themselves as suppliers to other internal customers.”  
This is commonly referred to as the internal customer – supplier relationship (Heskett et al., 1994; Brooks, Lings and Botschen, 1999). Information collection is therefore also needed for departments so that they are aware of who their customers are and their expectations. A company’s ability to meet its external customer needs depends directly on how well it satisfies the needs of these internal customers (Pfau, Detzel and Geller, 1991). These wants and needs may directly affect employees’ and different departments’ ability to provide quality output to their internal customers or end users. Such wants and needs should be communicated to internal suppliers who must translate them into actions aimed at meeting these needs and providing added value to the organisation (Reynoso and Moores, 1996).

One of the marketing-like activities necessary to ensure internal service quality or internal customer satisfaction is to generate internal information. Several scholars suggest conducting internal market research (George, 1990). The aim of internal market research is to collect information about internal customers – what they expect, what they would like to ideally receive from suppliers and whether they are satisfied with their suppliers’ performance (Pfau, Detzel and Geller, 1991). The quality of internal service can be measured as an indication of how well the internal supplier is performing against internal customer targets (Lings, 2004). 

Lings and Greenley (2005) outline three modes of information generation: (a) formal written, (b) formal face-to-face, and (c) informal face-to-face. In most cases, formal information generation relating to the needs and wants of internal customers can be taken by conducting internal market research (Foremen and Money, 1995; Gremler, Bitner and Evans, 1995; Grounaris, 2006). Apart from this, popular informal ways for obtaining information can be attained through lunches, coffee breaks, simple hall way discussions, or other forms of employee socialisation (Sasser and Arbeit, 1976; Joseph, 1996; Lusch, Boyt and Schuler, 1996; Rucci, Kirm and Quinn, 1998). 

Gathering relevant information represents the first step for the organisation, so it can be prepared to communicate and respond to internal market situations. By understanding internal customer’s needs, organisations can improve their internal service quality and productivity, which ultimately will have a positive influence on performance (Heskett et al., 1994; Gremler, Bitner and Evans, 1995; Campbell, 1998; Lings, 2000).  
Internal Communication

Organisational communication is defined as information transformation from one entity to another (Lings, 2004). Because communication processes often play an important role throughout different functions within organisations, communication behaviour has been considered critical for organisational success. Effective communication includes three major aspects: communication quality, the extent of information sharing, and participation in planning and goal setting (Mohr and Spekman, 1994). Through effective communication, problematic situations can be analysed, interpreted and solutions can be sought and developed (Ahmed and Rafiq, 2002).   

For the two levels of internal customers i.e. employees and departments served by others, the process of internal communication involves two major parts. The first is between management and employees and the second is between different functional departments (Lings, 2000). Communication therefore plays a key role in developing responsiveness and a unified sense of purpose among employees (Dibb and Simkin, 2000). Internal communication aims to develop internal and external customer awareness and remove functional barriers in order for the organisation to perform more effectively (Varey, 1995b). The frequency of communication and the selection of appropriate channels for communication are both influential for effective internal market orientation (Drake, Gulman and Roberts, 2005).

Employee communication is defined as communication transactions between individuals and/or groups at various levels and in different departments of the organisation to effectively coordinate day-to-day activities (Smidts, Pruyn, and Riel, 2001). Information communication and dissemination between departments within organisations are best known as ‘horizontal communication’. This represents the lateral flow that occurs both within and between departments. It serves to coordinate people and departments to facilitate the attainment of overall organisational goals (Kohli and Jaworski, 1990). 

Employees are not merely satisfied or dissatisfied with communication in general, but can express varying degrees of satisfaction about aspects of it (Clampitt and Downs, 1993). Being well-informed about organisational issues (such as goals and objectives, new developments, activities and achievements) will enable an organisation’s members to be more satisfied and motivated and thus enhance their positive attitudes towards work and the organisation i.e. high organisational commitment and trust (Guzley, 1992; Smidts, Pruyn, and Riel, 2001). Repeated exposure to information about the organisation may increase its perceived attractiveness and may thus reassure staff members that they work for an organisation that is worth being associated with. Effective internal communication will increase employees’ understanding of the norms and values of the organisation which may also positively influence their attitudes and behaviour. Specifically it can distil a sense of belonging to and involvement with the organisation (Lawler, 1989) and help to strengthen employee identification and commitment (Dutton, Dukerich and Harquail, 1994). 

Effective internal communication requires employees to be valued and their views to be taken seriously (Smidts, Pruyn, and Riel, 2001). This involves openness and trust in communication, perceived participation in decision making (or the feeling of having a voice in the organisation), and supportiveness. Both the openness of senior management and their ability to engage staff in organisational decision making will increase trust and may even increase profit and productivity (McCauley and Kuhnert, 1992; Rosenberg and Rosenstein, 1980). 

Positive internal communication invites employees to participate actively in discussion about organisational issues and involves them in decision making. Experiencing openness in communication with supervisors and colleagues may add to the employee’s feelings of self-worth, because under such conditions she or he will experience being taken seriously. Evidently, lack of information makes a member unable to be aware of the organisational goals and objectives or to be involved in organisational issues. Nor will this contribute to one’s feeling of being taken seriously (Smidts, Pruyn, and Riel, 2001). 

At the same time, complex and inefficient internal communication between departments can result in a poor understanding of responsibilities (Ahmed and Rafiq, 2002). Van de Ven, Delbecq and Koenig (1976) clearly stated that coordination within organisations needed standardised information and communication systems. At the individual level, employees share and communicate with one another through either vertical or horizontal channels to perform tasks. At the group level, mutual adjustments can be achieved through scheduled or unscheduled staff or committee meetings (Van de Ven, Delbecq and Koening, 1976).  

The mechanisms for vertical communication are usually line managers and unit supervisors. Horizontal channels meanwhile can be used by individuals to communicate directly with others on a one-to-one basis in a non-hierarchical relationship (Van de Ven, Delbecq and Koening, 1976). Sharing of information is necessary, and managers need to recognise that these internal factors are important in achieving corporate goals (Lings, 2004). Internal communication is therefore regarded as one of the most important components for implementing an internal marketing process (George, 1990). 
Responsiveness to Information

Responsiveness is the action taken by the organisation in response to the information that is collected and communicated internally with the purpose of satisfying the needs identified (Kohli and Jaworski, 1990). The outcomes of internal responsiveness are well-designed job-products (Lings, 1999), improved internal service quality (Heskett, et al., 1994) and an overall pleasant working environment to meet employees’ financial and social needs (Richardson and Robinson, 1986; Rucci, Kirm and Quinn, 1998; Lings, 2004). 

Apart from well-developed job products, measurement and reward systems, empowerment or participative decision making and training also represent critical ways to respond to the needs of the internal market (Foreman and Money, 1995; Hogg, Carter and Dunne, 1998; Naude, Desai and Murphy, 2003; Grounaris, 2006; Grounaris, 2008). Organisational responsiveness towards internal market needs can greatly influence employees’ attitudes (e.g. satisfaction and motivation) which can also lead to employee retention (George, 1977; Heskett, et al, 1994; Rucci, Kirm and Quinn, 1998), enhanced organisational commitment (Drake, Gulman and Roberts, 2005; Lings and Greenley, 2005; Grouaris, 2006), better inter-functional relationships (Rafiq and Ahmed, 1993; Conduit and Mavondo, 2001) and internal service quality improvement (Varey, 1995b; Varey and Lewis, 1999). 

Conducting internal marketing research on employee perceptions of how the organisation can be more effective can often improve an organisation’s efficiency and effectiveness. Regular feedback to subordinates is also needed to stimulate an open working climate as it can be used as a powerful motivating tool (George, 1990). Biscoe (1980) suggested four types of response that organisations may adopt based on internal market research: change the people, change the organisation, change the interface between the people and the organisation, and individualise the organisation. These approaches involve such activities as developing individualised rewards systems, reviewing performance, changing work hours, providing flexible physical settings and providing training (Gomez-Mejia, 1988; George, 1990; Lings and Greenley, 2005). 

Based on the discussion, it is proposed that internal market orientation behaviour consists of three major dimensions i.e. internal information generation, internal information communication and responsiveness to internal information. It is therefore hypothesised (H1) that:

H1: An organisation’s internal market orientation behaviour represents a higher order construct consisting of internal information generation, internal communication and responsiveness to information.
4.4.2 Internal Market Orientation and Individual Performance

Internal marketing is considered useful for helping organisations attract and retain key employees and leverage the best possible work from them (Berry, 1981). Internal market orientation has implications for internal aspects of organisational performance which is shown here as internal market success and consists of two dimensions. The first is individual, which includes employee performance measures i.e. employee retention (e.g., Berry and Parasuraman, 1991; Taylor and Cosenza, 1997), and commitment (e.g., Berry and Parasuraman, 1991; Piercy and Morgan, 1990) which are considered to be influenced by internal market orientation (Lings, 2004). 

Within this research framework, the major purpose for the organisation adopting internal market orientation behaviour is to satisfy internal customers’ (employees) needs (Richardson and Robinson, 1986; Lings and Greenley, 2005). By satisfying the needs and wants of its internal customers, an organisation can upgrade its capability for satisfying the needs and wants of its external customers (Berry, 1981). Many scholars of internal marketing advocate a positive influence of internal marketing on employees’ attitudes towards their work and the organisation. Lings (1999) for example states that internal marketing can motivate employees and create a corporate climate where employees are happy and satisfied. In Ahmed, Rafiq and Saad’s (2003) research, although employee satisfaction was not found to be a significant mediator between internal marketing and business performance, they claim organisational commitment instead may play a more significant role. 

Organisational commitment can be described as an employee’s involvement in, identification with, and attachment to their organisation (Mowday, Porter and Steers, 1982; Bansal, Mendelson and Sharma, 2001). In organisations that are perceived favourably by their members, organisational commitment is more likely to occur (Dutton, Dukerich and Harquail, 1994), because it enhances members’ feelings of self-worth. Internal marketing practices are aimed at attracting and retaining the most qualified and committed employees and organisational performance will be increased by ensuring that employees are committed to the organisation and its goals (Bansal, Mendelson and Sharma, 2001). Caruana and Calleya (1998) conducted a study to examine the relationship between the nature and extent of internal marketing and the level of organisational commitment. Their findings confirmed a significant relationship between internal marketing and organisational commitment, especially the affective dimension of commitment. Bennett and Barkensjo (2005) also empirically discovered that levels of organisational commitment were influenced positively and significantly by internal marketing activities.  

Collins and Payne (1991) argue that senior management should seek to obtain improved organisational performance through improving employee retention. They believe that there are cost saving on retraining in a rapid turnover job market as well as other benefits associated with expensive knowledge drain. Meanwhile, such organisations will also be rewarded with a team of committed, active employees. Internal marketing practices are therefore considered to represent a strategy that organisations can apply to reduce employee turnover and such related costs. It is used to make sure that the best possible people are retained and they perform to the best of their capabilities (Greene, Walls and Schrest, 1994; Taylor and Cosenza, 1997). 

The more an organisation gives employees the opportunities to voice dissatisfaction over aspects of their work in order to encourage change, the greater the likelihood that its employees will remain with the organisation (Spencer, 1986). When employees are satisfied and motivated with their job products, they are also likely to become loyal and stay with the company for a longer time scale, which increases the company’s employee retention (Pfau, Detzel and Geller, 1991; Heskett et al., 1994; Taylor and Cosenza, 1998; Lings and Greenley, 2005). 

Through positive understanding and identification of the values and strategies of an organisation, employees can go beyond loyalty but also become highly committed (Heskett, Sasser and Schlesinger, 2003; Naude, Desai and Murphy, 2003; Drake, Gulman and Roberts, 2005). Employees who are committed to the organisation will not only stay longer with the company, but also share the willingness to recommend their organisation as a good place of work to friends, relatives and others (Lusch, Boyt and Schuler,, 1996; Drake, Gulman and Roberts, 2005). In order to test these associations, the following hypotheses are posited: 
H2: High levels of internal market orientation have a direct positive impact on employee retention.
H3: High levels of internal market orientation have a direct positive impact on employee commitment.
4.4.3 Internal Market Orientation and Interdepartmental Success

The second part of internal market success relates to the internal customer – supplier relationship. Within the discussion scope of the internal marketing literature, the concept of internal customers and internal suppliers refers to the fact that each and every person and department is both a customer of and supplier to other people and departments within the organisation (Lee, 1996; Lukas and Maignan, 1996; Lings, 2004). The awareness and identification of internal customers and suppliers are considered a pre-requisite for delivering good internal service (Varey, 1995; Dibb and Simkin, 2000; Lings, 2004). 

By communicating the expectations of internal customers, internal suppliers modify their activities to satisfy the needs and wants of their internal customers to achieve overall organisational objectives (Berry and Parasuraman, 1991; Gummesson, 1991). Through internal service quality measures and appropriate feedback, a satisfactory exchange between different departments is assumed to enhance internal market performance (Ahmed and Rafiq, 1995; Campbell, 1998; Mills and Ungson, 2001). Thus, in a marketing-like approach, internal market orientation behaviour can be applied to these inter-functional interactions (Lings, 2004). 

Therefore, organisational internal market orientation behaviour focusing on the interactions between internal suppliers and their internal customers should provide improved inter-functional interaction, increased internal service quality, and higher levels of employee commitment which ultimately enhances corporate performance (Heskett et al., 1994; Lings and Brooks, 1998; Lings, 2000). Inter-functional interaction can be investigated and measured via interdepartmental connectedness and interdepartmental conflict.

Interdepartmental connectedness is the degree of formal and informal direct contact among employees across departments (Kohli and Jaworski, 1990). Better interdepartmental connectedness will facilitate the sharing of, dissemination and responsiveness to necessary and important information (Deshpande and Zaltman, 1982; Kohli and Jaworski, 1990). Better interdepartmental integration can coordinate the utilisation of a company’s resources for achieving a company’s objectives better (Narver and Slater, 1990). 

Cross-functional integration can have significant advantages for achieving certain organisational goals by increasing both communication frequency and the amount of information flow in the organisation. However, Troy, Hirunyawipada and Paswan (2008) also suggest that information communication patterns, participative decision making and consensual conflict resolution in cross-functional integration can be more time consuming and less efficient than more centralised and bureaucratic processes. Interdepartmental connectedness emphasises organisational integrating mechanisms, such as the use of pre-established plans, schedules, forecasts, formalised rules, policies and procedures.

Interdepartmental conflict meanwhile refers to tension between individuals across departments which prevents a willingness to be cooperative (Conduit and Mavondo, 2001).  Interdepartmental conflict may be detrimental to the implementation of the internal market concept, and may stem from natural desires of individual departments to be more important or powerful (Kohli and Jowarski, 1990). Conflict exists in interdepartmental relationships due to the inherent interdependencies between different parties. Research suggests that interdepartmental conflict prohibits information dissemination across departments (Ruekert and Walker, 1987; Kohli and Jowarski, 1990). Given that a certain amount of conflict is expected, an understanding of such conflict resolution is important (Borys and Jemison, 1989). 

Individuals in organisations where tension prevails across departments are less likely to be willing to share information. Limited information dissemination can also reduce the customer and competitor orientation of employees and prevent coordination (Conduit and Mavondo, 2001). Therefore, organisations with higher levels of internal market orientation will enjoy better information sharing and dissemination between departments. Also, information feedback from either internal customers or suppliers is also likely to reduce any unnecessary dissatisfaction or divergence. Internal market orientation behaviour can therefore be viewed positively as an activity to increase interdepartmental connectedness and at the same time reduce interdepartmental conflict (Ahmed and Rafiq, 2002). Based on this discussion, it can be hypothesised (H4 and H5) that:

H4: High levels of internal market orientation will have a direct and positive impact on interdepartmental connectedness.
H5: High levels of internal market orientation will significantly reduce interdepartmental conflict.
4.4.4 Internal Success and Organisational Performance 

It has been advocated among some academics that internal marketing forms a pre-requisite for successful long term business performance (e.g., Flipo, 1986; Grönroos, 1990; Lings and Greenley, 2009). Specifically several studies have suggested that there is a link between internal marketing practice, internal customer satisfaction, external customer satisfaction, loyalty (Heskett et al., 1994) and profitability (Rucci, Kirm and Quinn, 1998; Barnes, Fox and Morris, 2004). It has long been discussed that organisations can improve customer satisfaction and reduce their complaints by changing employees’ attitudes – which an internal marketing strategy can help with (Bell, Mengűc and Stefani, 2004). It is therefore argued that such internal outcome attributes that occur at the individual level will have a positive bearing on business performance indicators, such as return on investment, sales volume, market share, sales growth and profit (Kohli and Jaworski, 1990). 

Retaining talented employees is a primary concern for many organisations (Hauskncht, Rodda and Howard, 2009). The importance of this is demonstrated by research findings to suggest that 86% of employers experience difficulty attracting new employees and 58% of them experience difficulty retaining staff (Hale, 1998). This indicates that an impending shortage of highly skilled employees in the current job market represents challenging times for many organisations (Hauskncht, Rodda and Howard, 2009). Organisations that fail to retain high performing staff (no matter which level) will hinder their ability to remain competitive (Rappaport, Bancroft and Okum, 2003). 

Losing critical employees may therefore come at a significant cost. A study by Hale (1998) revealed that employers cited recruitment costs of 50 to 60% of an employee’s first year salary and up to 100% for certain specialised, skilled positions. Fitz-enz (1997) meanwhile stated that the average company loses approximately one million U.S. dollars when 10 managerial and professional employees leave the organisation. Combined with direct and indirect costs, the total cost of employee turnover can range from one to two year’s pay and benefits. There is a significant economic impact with an organisation losing any of its critical employees, especially their knowledge that can be taken away when they leave. Harris (2000) believes that this knowledge is what will help organisations meet the needs and expectations of their customers and create and sustain their competitive advantage within the global economy. 

One of the basic tenets of human capital theory is that like any business investment, an “investment in skill-building would be more profitable and more likely to be undertaken the longer the period that returns from the investment can accrue” (Mueller, 1982, p.94). Excessive employee turnover often engenders far-reaching consequences and may jeopardise efforts to attain organisational objectives. When an organisation loses critical employees, this may have a negative impact on innovation, and the consistency of service and may lead to major delays of service delivery (Abbasi and Hollman, 2000). The decline in the standard of service can then affect satisfaction of internal and external customers and consequently the profitability of the organisation (Abbasi and Hollman, 2000; Ramlall, 2003; Whitt, 2006). Employee retention is therefore critical in contributing to an organisation’s performance. In line with this discussion, it is hypothesised (H6) that: 

H6: High levels of employee retention will have a direct positive impact on organisational performance.

Committed employees are a source of competitive advantage for organisations (Dessler, 1993; Ramlall, 2004). Research has shown some significant relationships between individuals’ commitment and performance (Meyer et al., 1989). The existence of employee commitment to the organisation implies a willingness to exert additional effort to achieve its overall goals. Although organisational or employee commitment is a multidimensional concept (Kuruvilla and Iverson, 1993), affective commitment is used in this research, which refers to the employee’s adoption of the values, attitudes and beliefs of the organisation (Iverson and McLeod, 1996). High levels of organisational commitment can also suggest a strong attachment to the organisation and willingness to accept change. 

Commitment is also believed to influence an employee’s view of obligations, utilities and emotions in any work situation, which therefore has an impact on employee’s behaviour. Employees who are committed to an organisation should be motivated to exhibit higher quality in their role behaviour and engage in less counter-productive behaviour relative to those who are not committed. 

Organisations with committed employees should also experience higher productivity as their employees seek to better execute required behaviour, go beyond the job to devise more efficient ways of working and are not likely to shirk. Such businesses should also experience higher quality performance as employees are more likely to perform their job well and less likely to sabotage order deliveries. Finally, committed employees are far less likely to steal or damage goods resulting in inventory shrinkage. It is believed that employee commitment should have an impact on operating expenses because workers’ compensation claims, productivity, quality and shrinkage all have a direct impact on the costs of an organisation (Wright et al, 2003). In response, Wright et al (2003) argue that if commitment has an impact on operating performance, which in turn has an impact on an organisation’s expenses, then it should subsequently be related to profitability. 

Organisational commitment is therefore one of the most important determinants of organisational performance (Iverson and McLeod, 1996). Ostroff (1992) argued that organisations with members who are highly satisfied, committed and not highly stressed should have higher levels of organisational performance than organisations with members who are less satisfied, committed and more highly stressed. Yankelovich (1983) stresses that it is important to obtain employee commitment in order to deal with productivity problems in the United States. Benkhoff (1997) empirically confirmed that employee commitment is significantly related to the financial success in retail banking and Miller and Lee (1999) found that organisational commitment was positively related to the return on assets. In addition, Rashid, Sambasivan and Johari (2003) also found a positive relationship between organisational commitment and financial performance. From an internal marketing perspective, the importance of commitment stems from its impact as a key variable in determining organisational outcomes (Morgan and Hunt, 1994; Ostroff and Clark, 2001). In following this discussion, it is therefore hypothesised (H7) that: 

H7: High levels of employee organisational commitment will have a direct positive impact on organisational performance.

The notion of an internal supply chain and internal service process provides value-added activities via internal cross-functional integration, coordination and connectedness which are believed to be able to enhance external performance (Jaworski and Kohli, 1993; Heskett, et al., 1994; Campbell, 1998; Dibb and Simkin, 2000). This idea refers to a causal chain linking employee satisfaction to firm financial performance through customer satisfaction and loyalty. Improved internal service quality leads to employee satisfaction, loyalty and productivity and in turn, organisational growth and profitability will be achieved (Homburg, Wieseke and Hoyer, 2009). Effective internal service quality needs to have good connectedness and little conflict among departments. Flynn, Huo and Zhao (2010) argue that internal integration recognises that different departments and functional areas within a firm should operate as part of an integrated process. This is because internal integration breaks down functional barriers and engenders cooperation in order to meet the requirements of customers, rather than operating within the functional silos associated with traditional departmentalisation and specialisation. As a result, such integration is expected to positively influence performance. 

Organisations are often devoting more attention to interdepartmental integration processes aimed at improving performance. It is generally believed that improving the integration of interdependent functions, an organisation can enhance performance in areas such as profitability, market share, customer satisfaction, operational effectiveness and improve working relationships (Ellinger, Keller and Ellinger, 2000). Ellinger, Keller and Ellinger (2000) state that sharing ideas, resources and activities, developing a mutual understanding of interdepartmental responsibilities, and achieving corporate goals collectively are identified as interdepartmental behaviours that are positively associated with performance. Their research findings indicate that the more functional managers perceive interdependent departments to be working together, the more inclined they feel that the time and effort spent in developing and maintaining relationships with the other department is worthwhile. In addition, they believe high levels of collaboration are associated with high perceived levels of customer service, customer satisfaction, profitability and sales growth. Droge, Jayaram and Vickery (2004) also found that internal integration was positively related to financial performance and market share. 

The adoption of internal market orientation provides greater opportunity for departments to coordinate and integrate their resources to achieve a company’s overall objectives. Acting on the premise that frequent exchange of information reduces misconceptions and misunderstandings, some organisations use a formal, structured communication process to promote interdepartmental integration and enhance performance. Dyer and Song (1997) claim that successful cross-functional relationships characterised by a high degree of interdepartmental connectedness will contribute to overall firm success. Therefore, it is hypothesised (H8) that:

H8: High levels of interdepartmental connectedness will have a significant and positive impact on organisational performance.
Early definitions of conflict focused on a wide variety of different phenomena and as a result, there appears to be no consensus of a general accepted definition for the construct in the literature (Thomas, 1992). However, two approaches for defining conflict have often been cited in the pertinent literature. The first draws on Schmidt and Kochan (1972) who focused narrowly on phenomena associated with competitive intentions, such as deliberate interference with another’s goals. This definition of conflict has been particularly used in studies on industrial relations. The second follows Pondy (1967), and focuses more on the conflict process. He split conflict into several categories, based on antecedent conditions, emotions, perceptions and behaviour. In order to provide more focus, Thomas (1976) later defined conflict as ‘the process which begins when one party perceives that another has frustrated, or is about to frustrate, some concern of his’ (p. 265). This definition appears quite broad, but importantly specifies the beginning of the conflict process, which normally is the point that other social processes, such as decision-making or discussion, turn into conflict. Wall and Callister (1995) further proposed conflict as ‘a process in which one party perceives that its interests are being opposed or negatively affected by another party’ (p. 517). This research therefore builds on these definitions and focuses on the role of conflict between different parties. 
Walton and Dutton state (1969) that conflict results largely from mutual dependence, asymmetries, rewards, organisational differentiation, role dissatisfaction, ambiguities, common resources, communication obstacles, and personal skills and traits. Jaworski and Kohli (1993) defined interdepartmental conflict as the tension among departments arising from the incompatibility of actual or desired responses. Xie et al. (1998) suggests that interdepartmental conflict occurs when there are perceived differences in goals and ideologies across interdependent and interactive functions. Interdepartmental conflict can occur when dealing with complex tasks that require information sharing and cooperation among departments. The most frequent consequence of conflict is upset, anger, hostility, tension and stress. These negative emotions can lead in turn to personal frustration, low job satisfaction, reduced motivation and performance. 

Interdepartmental conflict causes decreased interdependence and coordination between groups. Conflict can also lead to contentious goals as well as increased discrimination between groups and greater favouritism toward the in-group, which may result in the cognitive distortions regarding other groups, people, or even the entire organisation (Wall, Jr., 1995). When there is interdepartmental conflict, it is more likely to result in a situation whereby communication is inhibited across departments and less intelligence is disseminated (Jaworski and Kohli, 1993). 

Within the internal market context, the identification of internal supplier-customer relationship brings departments together associated with more interdependence on each other. The existence of strong interdependence infers that groups rely on one another to perform and complete their jobs. Increased interaction and dependence therefore increases the amount and intensity of interaction among groups, which may trigger more opportunity for conflict to occur and affect performance (Jehn, 1995). Some research finds that interdepartmental conflict has a negative association with group productivity, performance and the quality of group decision making (Bloch, 1988, Schwenk and Cosier, 1993). It can reduce responsiveness to the external environment and damage organisational performance (Jaworski and Kohli, 1993; Campbell, 1998; Conduit and Mavodo, 2001). In response, hypothesis (H9) is postulated to test for the levels of association between interdepartmental conflict and external performance:

H9: High levels of interdepartmental conflict will have a significant and negative impact on organisational performance.
4.5 Chapter Conclusion  

This Chapter has provided an overview of the conceptual framework proposed for this study. It posited a relationship between internal market orientation, internal success and organisational performance. Specifically, nine hypotheses were developed in this framework to describe how dimensions of internal market orientation can influence internal success at both employee and departmental level, which in turn should positively influence corporate performance. 
The first hypothesis was developed to confirm the composition relating to the sub-constructs of internal market orientation, which are considered to include internal information generation, internal information dissemination and responsiveness to information. Hypotheses H2 - H5 consider testing the link between internal market orientation and internal employee success and hypotheses H6 - H9 intend to test internal success and performance. The internal success constructs of employee retention, organisational commitment, interdepartmental commitment and interdepartmental conflict are therefore considered to have a direct influence on an organisation’s external performance. Based on the attributes identified and the hypotheses proposed in the research model, Chapter Five will now provide a discussion on the research approach and methodology undertaken for this study. 
CHAPTER FIVE – RESEARCH METHODOLOGY
5.1 Introduction

Following the literature review and the conceptual development, this Chapter aims to discuss and explain the research methods that have been used in this study. The Chapter firstly introduces the research philosophy and the positivist-deductive approach is applied. Secondly, following the research philosophy, a discussion on qualitative research is adopted which particularly concentrates on in-depth interviews and focus group methods. The primary data collection process is then described step by step. Apart from the general process of the research carried out, the pros and cons for each method are presented. The following framework (Figure 5-1) illustrates the flow of this Chapter. 
Figure 5- 1: Research Process 
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5.2 Research Philosophy

In general, there are two philosophical traditions in social science research i.e. positivism and social constructionism (Easterby-Smith, Thorpe and Lowe, 2002; Easterby-Smith, Thorpe and Jackson, 2010). Although there has been a trend away from positivism towards constructionism since the early 1980s, many researchers, especially in the management field adopt a pragmatic view via a mix-methods approach drawn from both philosophies (Easterby-Smith, Thorpe and Jackson, 2010). However, this study follows the positivism philosophy. Its premise is that the social world exists externally and that its properties should be measured through objective methods, rather than being inferred subjectively through sensation, reflection or intuition. 
Bryman (2008) defines positivism as an epistemology that promotes applying the natural sciences methods to investigate social reality. Gray (2009) argues that doing research is all about discovering the truth existing objectively in the real world. Positivism regards reality as consisting of things that can be presented to the senses (Gray, 2009; Blaikie, 2010). Positivists believe the natural and social sciences share some common traits in logical and methodological principles when dealing with objective truths and not subjective believes (Blaikie, 2010). It is considered that positivism provides the best way of investigating human and social behaviour originated as a reaction to metaphysical speculation (Easterby-Smith, Thorpe and Lowe, 2002). Positivism requires researchers to observe the world scientifically, which indicates a need for an empirical study (Gray, 2009). A collection of positivist viewpoints is listed in Table 5-1 as follows. 
In contrast, social constructionism as developed by Berger and Luckmann (1966), focuses on the ways that people make sense of the world especially through sharing their experiences with others via the medium of language, which is also referred to as interpretive methods (Habermas, 1970; Easterby-Smith, Thorpe and Jackson, 2010). Bryman (2008) suggests that constructionism is the opposite of objectivism and essentialism. Recently, constructionism frequently results in an interest in the representation of social phenomena. This he defines as ‘an ontological position (often also referred to as constructivism) that asserts that social phenomena and their meanings are continually being accomplished by social actors’ (Bryman, 2008, p.692). 
Table 5- 1: Philosophical Assumptions of Positivism 
	· Independence: the observer must be independent from what is being observed.

· Value-freedom: the choice of what to study, and how to study it can be determined by objective criteria rather than by human beliefs and interests.

· Causality: the aim of the social sciences should be to identify causal explanations and fundamental laws that explain regularities in human social behaviour.

· Hypothesis and deduction: science proceeds through a process of hypothesising fundamental laws and then deducing what kinds of observations will demonstrate the truth or falsity.

· Operationalisation: concepts need to be operationalised in a way which enables facts to be measured quantitatively.

· Reductionism: problems as a whole are better understood if they are reduced into the simplest possible elements.
· Generalisation: in order to be able to generalise about regularities in human and social behaviour, it is necessary to select samples of sufficient size, from which inferences may be drawn about the wider population.

· Cross-sectional analysis: such regularities can most easily be identified by making comparisons of variations across samples.


Source: Easterby-Smith, Thorpe and Jackson (2010, p. 58)
Social constructionism focuses on what people think and feel individually and collectively, and how people communicate with each other, verbally or non-verbally. Instead of searching for external stimuli, social scientists with a belief in social constructionism try to understand and explain from the inside-out why people have different experiences (Easterby-Smith, Thorpe and Lowe, 2002). Constructivists hold the idea that knowledge is constructed by a series of experiences. A constructivist paradigm is also called ‘the naturalist or qualitative paradigm’ (Gliner, Morgan and Leech, 2009, p.429). A comparison of positivism and social constructionism is summarised in Table 5-2 below:
Table 5- 2: Contrasting implications of Positivism and Social Constructionism
	
	Positivism
	Social Constructionism

	The observer
	independent 
	part of what is being observed 

	Human interests
	irrelevant 
	main drivers of science

	Explanations 
	demonstrate causality 
	aim to increase general understanding of the situation 

	Research progresses through
	hypotheses and deduction 
	gathering rich data from induction 

	Concepts 
	need to be defined so that they can be measured
	should incorporate stakeholder perspectives 

	Units of analysis 
	be reduced to simplest terms 
	include the complexity of ‘whole’ situations 

	Generalisation through 
	statistical probability 
	theoretical abstraction 

	Sampling requires 
	large numbers selected randomly 
	small numbers of cases chosen for specific reasons

	Techniques applied 
	measurement
	conversation


Source: adapted from Easterby-Smith, Thorpe and Jackson (2010, p.59)
Although positivism has been criticised due to its lack of ‘value judgement’ (Punch, 2005), Donaldson (1997) holds a strong standpoint to argue that a positivist approach is a more fruitful approach for organisation studies rather than constructionism. The reasons for using positivism in organisational studies are the simplicity of applying such an approach that can explain the causal relationship by working with a few variables (Punch, 2005). Some may argue that a positivist approach fails to provide a full account of the underlying human actions and human subjectivities, but positivist scientists argue that the scientific explanation will be sufficient enough for organisational research purposes, such as prediction and policy making (Robson, 2002). There is a continuous debate about whether it is appropriate to apply the natural science model for research in social sciences. Positivism is often criticised on the grounds of its difficulty in separating from the natural science model (Bryman, 2008). 

On the other hand, constructionists suggest studying organisations by examining a far wider set of variables, which requires researchers to record anything and everything involving all the parties who are players in the on-going process (Easterby-Smith, Thorpe and Lowe, 2002). Thus Donaldson (1997) claimed: 
“one must ask whether the contemporary structure-action approach (constructionism) is a framework that will prove fruitful or whether it is just another broad programmatic statement which will not actually translate into a fruitful programme of empirical research.” (p.88) 

Although different terms are used for extreme positions, the term ‘relativism’ tends to be used as the middle position referring either to ontology or epistemology. Table 5-3 summarises the strengths and weaknesses of the three epistemologies. 
Table 5- 3: Strengths and weaknesses of different epistemologies
	
	Strengths 
	Weaknesses 

	Positivist 
	· Can provide wide coverage. 
· Potentially fast and economical.

· Easier to provide justification of policies.
	· Inflexible and artificial.
· Not good for process, meanings or theory generation.

· Implications for action not obvious.

	Relativist 
	· Accepts value of multiple data sources.

· Enables generalisations beyond present sample.

· Greater efficiency including outsourcing potential.
	· Requires large samples.
· Cannot accommodate institutional and cultural differences.

· Problems reconciling discrepant information.

	Social constructionist 
	· Good for processes, and meanings. 
· Flexible and good for theory generation.

· Data collection less artificial. 
	· Can be very time consuming.
· Analysis and interpretations are difficult.

· May not have credibility with policy makers. 


Source: from Easterby-Smith, Thorpe and Jackson (2010, p.73)
Constructionism has been proved not particularly fruitful for organisational studies, whilst positivism seeks more situational explanations through models and deals with a number of variables. Positivist research provides a way of ascertaining how much human choice exists about any particular aspect of organisations. It is suggested that to study organisations and businesses, a better approach is to start with more specific theoretical ideas closely linked to the empirical study (Easterby-Smith, Thorpe and Lowe, 2002; Robson, 2002). Studying actual organisations in their development can be done by providing hypotheses to guide further data collection and analysis (Donaldson, 1997). However, Gill and Johnson (2010) suggest that social bias may influence the interpretation of both epistemologies, because researchers from different cultural backgrounds have their own perceptions of what they want to get out of the research. In this sense, it is questionable whether positivism is still as objective as it claims. 
Different research philosophies require different research approaches. It is considered that positivism research tends to adopt a deductive approach, while constructionism and interpretivism tend to adopt an inductive approach (Saunders, Lewis and Thornhill, 2009). A list of differences between deductive and inductive approaches can be found in Table 5-4.
Table 5- 4: Major differences between deductive and inductive approaches
	Deduction emphasises 
	Induction emphasises 

	· Scientific principles 

· Moving from theory to data

· The need to explain causal relationships between variables

· The collection of quantitative data

· The application of controls to ensure validity of data

· The operationalisation of concepts to ensure clarify of definition

· A highly structured approach

· Researcher independence of what is being researched

· The necessity to select samples of sufficient size in order to generalise conclusions
	· Gaining an understanding of the meanings humans attach to events

· A close understanding of the research context

· The collection of qualitative data

· A more flexible structure to permit changes of research emphasis as the research progresses

· A realisation that the researcher is part of the research process

· Less concern with the need to generalise 


Source: from Saunders, Lewis and Thornhill, 2009, p. 127.
There is a trend among researchers who try to adopt mix methods to some extent, because it provides more perspectives on the phenomena being investigated. Although it is suggested that qualitative and quantitative methods may be used in research either simultaneously or sequentially (Bryman, 2008), Easterby-Smith, Thorpe and Jackson (2010) argue that these two methods mixed together can express contradictory things about the same phenomena. 

The aim of this research is to develop and examine a conceptual model that can be applied to help firms enhance their performance, so this research adopts the positivism-deductive research philosophy. However, exploratory research will be preliminarily undertaken to collect some qualitative data via both group interviews and personal interviews so that a more comprehensive understanding of the research subject can be obtained and the uncertainties of hypotheses can be removed before testing them. Therefore, the first step of this study is to conduct qualitative research to acquire data that can provide insightful information and some details, which can later offer clearer direction for proceeding to the quantitative investigation (Dey, 1993). 
5.3 Exploratory Research

Exploratory research is commonly used to find out “what is happening; to seek new insights; to ask questions and to assess phenomena in a new light” (Robson, 1993, p.42). In order to further confirm the hypotheses proposed in the conceptual framework and enhance the measurements for internal market orientation, exploratory research was preliminarily undertaken. 
5.3.1 Research Objectives

One of the major purposes of this exploratory research was to find out and confirm the relationship between internal market orientation, internal success and organisation performance. Another critical purpose of this research was to verify items used to measure the constructs of internal market orientation. Besides, because of the complexity of the model, factors that might influence these relationships were also explored. 

Although dimensions used from market-orientation studies have been applied to internal market orientation by some researchers (e.g. Lings and Greenly, 2005; Gounaris, 2006; 2008), such studies contexts were often limited to the retailing service sector. Also research items tended not to focus on internal market orientation at the department level and the outcome of organisational internal market orientation behaviour was also only evaluated by customer satisfaction. Therefore, whether the dimensions of market orientation can be applied to internal market orientation at both individual and departmental levels needs to be confirmed and whether further dimensions or items should be added or eliminated from the current constructs needs to be discussed. 

In addition, the preliminary research also plans to explore the role of internal success, which can influence external performance, especially financial performance. As such variables have not been presented alongside IMO in previous research, it is necessary to explore these potential relationships via qualitative research. This exploratory research will also help validate potential questions relevant in the final instrument. In addition, this exploratory process was considered particularly useful in helping to translate and confirm such questions in Chinese. It is necessary to perform this task with Chinese respondents in advance to see whether such questions posed are suitable given the research context. 
5.3.2 Research Strategy

Many researchers find that the distinction between quantitative and qualitative methods is ambiguous, but qualitative research is different from quantitative research in many ways.  The key concept of quantitative research is to use numbers or quantity to explain the world, while qualitative research is to use forms of words to express information about the world. Quantitative research can be applied as a research strategy that emphasises quantification in the collection and analysis of data and that entails a deductive approach to reveal the relationship between theory and research with a purpose of testing theories (Bryman and Bell, 2003). 

By contrast, qualitative research can be construed as a research strategy that usually emphasises words rather than quantification in the collection and analysis of data. It predominantly emphasises an inductive approach to the relationship between theory and research, in which the emphasis is placed on the generation of theories (Bryman and Bell, 2003).  Table 5-5 shows a summary of the fundamental differences between quantitative and qualitative research strategies. In order to accomplish the exploratory research objectives, personal interviews and group interviews (focus groups) were administered to collect qualitative data.
Table 5- 5: Fundamental Differences between Quantitative and Qualitative Research Strategies
	
	Quantitative 
	Qualitative 

	Principal orientation to the role of theory in relation to research
	Deductive; testing of theory
	Inductive; generation of theory

	Epistemological orientation 
	Natural science model, 

in particular positivism
	Interpretivism 

	Ontological orientation 
	Objectivism 
	Constructionism 


Source: Bryman and Bell (2003, p.25)
5.3.3 Research Methods

5.3.3.1 Focus Group Interviews 

A focus group is generally understood to be a group of six to twelve participants with an interviewer or moderator asking questions about a particular topic (Smith, 2008). They can also be characterised as group interviews that provide information around topics specified by the researchers (Morgan, 1997). Others define them as group discussions or an informal discussion among selected individuals about specific topics (Smithson, 2000). Normally, they follow an interviewer-led structure in order to facilitate discussion (Saunders, Lewis and Thornhill, 2009). The data collection of focus group stresses its interactive feature (Flick, 2009). 
By applying focus groups, Morgan (1997) identified three basic uses: (1) a self-contained method in studies which serves as the primary means of collecting qualitative data; (2) a supplementary source of data in studies that serve as a source of preliminary data relying on some other primary method; and (3) another source of data added to information gathered through other qualitative methods, such as participant observation and individual interviews.  

As a qualitative research technique, focus groups have some strengths and weaknesses. One advantage of using focus groups is that they permit researchers to observe a large amount of interaction on a specific topic in a short time. Morgan argued that “two eight-person focus groups would produce as many ideas as 10 individual interviews” (Morgan, 1997, p.14). Focus groups have been described as particularly useful at an early stage of research as a means of eliciting general view points, which can be used to inform the design of larger studies (Vaughn, Shumnn and Sinagub, 1996; Wilkinson, 2011). They are often used in conjunction with another method, such as individual interviews or survey questionnaires (Flick, 2009). Another perceived strength of a focus group methodology is the possibility for researchers to generate ideas collectively, bringing forward research participants’ own priorities and perspectives (Smith, 2008). Therefore, focus groups were used at this stage to generate initial ideas for the research. The strengths of both focus groups and in-depth interviews are presented in Table 5-6.
As suggested by Morgan (1997), individual interviews and focus groups can be combined within research projects as a way to explore the most effective uses for each method. He emphasised that preliminary focus groups can provide a useful starting point for individual interviews that involve unfamiliar topics or informants. The idea is to use one or two exploratory focus groups to reveal the range of the future informants’ thoughts and experiences prior to the first individual interview. A preliminary round of focus groups would provide a basis for selecting the next set of interviews.  Morgan (1997) also suggested that focus groups and individual interviews should be conducted one after another as a follow-up. Follow-up individual interviews after focus groups can help provide greater depth and detail on topics that were only broadly discussed in group interviews. 
Table 5- 6: Strengths of In-depth Interviews vs. Focus Groups
	
	Appropriate for 
	Strength of method

	Interviews
	· Eliciting individual experiences, opinions, feelings

· Addressing sensitive topics 
	· Elicits in-depth responses, with nuances and contradictions

· Provides an interpretive perspective, i.e., the connections and relationships a person sees between particular events, phenomena and beliefs

	Focus groups
	· Identifying group norms

· Eliciting opinions about group norms

· Discovering variety within a population
	· Elicits information on a range of norms and opinions in a short time

· Group dynamic stimulates conversation and reactions


Source: adapted from Morgan (1997)
The purpose of using focus groups in this research included two major aspects. The first one was to check the relationships proposed in the conceptual model and to explore more perspectives relevant to the model. Secondly, participants in this qualitative research method were encouraged to express their opinions freely regarding the topic of ‘internal marketing’, ‘internal market orientation’ and their impacting outputs so that it was able to identify if more critical measures apart from those from the past literature were apparent. The general process of focus group research involves several research decisions. The first decision concerns who will be the participants in the groups, and the second decision determines how the groups should be structured, and last will be decisions about the size of each group and the number of groups (Morgan, 1997). Due to the constraints of time and finance for a doctoral research project, focus groups were used as they can provide quick and direct feedback on the preliminary framework.
5.3.3.2 In-depth Interviews

Before adopting any quantitative method of data collection, interviewing helps to clarify the overall objectives of the research. Interviews can be highly formalised and structured or can be quite unstructured (Easterby-Smith, Thorpe and Lowe, 2002). In most qualitative research methods surrounding the interview topic, three major categories are identified: the standardised (formal or structured) interview, the unstandardised (informal or non-directive) interview, and the semi-standardised (guided-semi-structured or focused) interview (Berg, 1998; Saunders, Lewis and Thornhill, 2009). 

Standardised interviews are designed to elicit information using a set of predetermined questions that are expected to obtain the subjects’ thoughts, opinions, and attitudes about study-related issues. The standardised interview uses a formally structured schedule of interview questions which are referred to as ‘interviewer-administered questions’ (Saunders, Lewis and Thornhill, 2009, p. 320). In contrast, unstandardised interviews do not utilise schedules of questions (Berg, 1998). The interviewee is encouraged to express his/her ideas freely about things relating to the research topic (Saunders, Lewis and Thornhill, 2009). In an unstandardised interview, interviewers must develop, adapt, and generate questions and follow-up probes appropriate to the given situation and the central purpose of the investigation. The approach allows researchers to gain additional information about various phenomena observed (Berg, 1998). They are mainly used for pure exploratory research (Saunders, Lewis and Thornhill, 2009). 
In between these two extremes of interview structures, a semi-standardised interview involves the implementation of a number of predetermined questions and/or special topics. Interviewers are permitted or even expected to probe far beyond the answers to their prepared and standardised questions (Berg, 1998). If the researcher is beginning a study with a fairly clear focus, rather than a very general notion of wanting to do research on a topic, it is likely that the interviews will be semi-structured (Easterby-Smith, Thorpe and Lowe, 2002).  

Interviews in this research served as the primary purpose of exploration and provided an ideal opportunity to probe deeper on the subject with respondents (Burgess, 1982). Another reason for conducting one-to-one in-depth interviews is to help understand more about complex issues and seek beliefs and values from respondents based on their experience (Jones, 1985). 

Therefore, semi-structured interviews are considered appropriate to provide the research with both formality as well as flexibility. With a prepared interview guide containing a list of themes and questions, the researcher at the same time has the freedom to explore particular or further issues by changing the order of questions, skipping or adding extra questions, or even probing further if necessary to contribute to the study (Hankcock, 1998). The opportunities for respondents to extend their comments are at the core of this approach (Veal, 2005). Bearing in mind that the intention of conducting interviews in this research is mainly exploratory i.e. to discover perceptions of internal marketing/internal market orientation among managers in China, one-to-one in-depth personal semi-standardised interviews were considered suitable as they allowed respondents to express their opinions on the subject.
5.3.4 Determining Participants/Sampling Methods

Due to the restrictions of time, money and access, researchers often find it difficult to collect or analyse all the data available. Thus sampling techniques provide a range of methods to reduce the amount of data that researchers need to collect by considering data from a sub-group of the population (Saunders, Lewis and Thornhill, 2009). 

Saunders, Lewis and Thornhill (2009) suggest that two types of sampling techniques are available: probability or representative sampling and non-probability or judgmental sampling. Non-probability samples provide a range of alternative techniques based on the researcher’s subjective judgement. At the exploratory stage of some research, such as a pilot study, a non-probability sample may be the most practical, although it will not allow the extent of the problem to be determined. 

A range of non-probability sampling techniques are available for different research objects, such as quota sampling, purposive sampling, snowball sampling, self-selection sampling and convenience sampling (Anderson, Sweeney and Williams, 2005). All these sampling techniques share the same feature of an ambiguous sample size. However, the logic of sample selection depends more on what the research questions and objectives are that the researchers are seeking, and in addition, the consideration of the validity and understanding that the researcher will gain from data collected (Punch, 2005). A list of non-probability sample techniques is presented in Table 5-7. With an exploratory purpose at this stage of the research, the major objectives of conducting qualitative research are to specify not to generalise, and to explore not to be accurate. Thus, purposive sampling was used because it enables the researcher to use judgment in order to select cases that would best enable an answer to the research questions.
5.3.4.1 Focus Group Interviews

Focus group interviews rarely use random sampling but usually use purposive sampling in selecting participants. The group composition should ensure that participants in each group both have something to say about the topic and feel comfortable saying it to each other (Field, 2009). Homogeneity in background is necessary for selecting focus group participants (Morgan, 1997). Since the purpose of this research is exploration of the conceptual framework and relevant constructs, respondents with managerial experience, an understanding of company operation processes and an awareness of company performance are ideal. 

Therefore, ideal participants for this research are those with a homogeneous background, so that an in-depth understanding of the research topics can be achieved. In response, and in order to foster productive discussions, participants included in these interviews were executive MBA students at a university in Zhejiang Province, Southeast China. These participants were managers from companies who had similar educational levels to each other. In addition, because they were on an executive MBA course, it was easier for the researcher to explain the purpose of the research and for them to grasp the concept. Two focus group interviews were conducted and participants were selected from different industries of different company sizes. In order to discover whether different ownership types could have an impact on the framework, participants from many different organisational typologies were requested to participate.
Table 5- 7: Impact of Various Factors on Choice of Non-probability Sample Techniques
	Sample type
	Likelihood of sample being representative 
	Types of research in which useful 
	Relative costs 
	Control over sample contents

	Quota 
	Reasonable to high although dependent on selection of quota variables 
	Where cost constrained or data needed very quickly so an alternative to probability sampling needed
	Moderately high to reasonable 
	Relatively high

	Purposive 
	Low although dependent on researcher’s choices:

extreme case 

heterogeneous

homogeneous 

critical case 

typical case 
	Where working with very small samples

focus: usual or special 

focus: key themes 

focus: in-depth 

focus: importance of case 

focus: illustrative 
	Reasonable 
	Reasonable 

	Snowball 
	Low but cases will have characteristics desired
	Where difficulties in identifying cases
	Reasonable 
	Quite low

	Self-selection 
	Low but cases self-selected
	Where exploratory research needed
	Low 
	Low 

	Convenience 
	Very low
	Where very little variation in population 
	Low 
	Low 


Source: from Saunders, Lewis and Thornhill (2009, p.236)
5.3.4.2 In-depth Interviews

Before conducting quantitative research, in-depth interviews are often used to identify variables. Normally, data gathered from such exploratory interviews will be used in the final instrument design. In-depth interviews have been defined by Minichiello et al. (1990) as “repeated face-to-face encounters between the researcher and informants directed toward understanding informants’ perspectives on their lives, experiences or situations as expressed in their own words” (p.19).  Regarding the objectives of this primary research, a purposive sampling technique was also used. 

In general, academics in China do not have much bargaining power in negotiating research access with business respondents who tend not to have a tradition for supporting social science research either in the form of surveys or interviews (Cooke, 2002; Wright, Szeto and Cheng, 2002). Gaining access is often not easy without prior contacts or relationships, and even if access is granted the interviewees may not be inclined to reveal a true picture but repeat well-rehearsed official lines (Cooke, 2002). Relationships were used to gain trust from respondents in order to increase the credibility of the study.  Confidentiality was also granted to respondents to ensure that their answers would remain anonymous.

Sixteen companies were recruited through recommendations of the executive MBA alumni at a university located in Zhejiang. Screening of respondents was required as they needed to have a broad understanding of the entire company operation process and access to financial data. Therefore, these respondents were in mid or senior management positions at the time when the interviews were conducted. It was also intended to draw on a sample of different ownership typologies. Four academics were also approached in order to provide feedback on the conceptual framework and constructs.  Two of them were professors in the UK and the other two were professors in China. They were asked to provide their opinions on the framework and give advice on improving the concept. 
5.3.5 Data Collection Process

5.3.5.1 Focus group interviews

Less structured focus groups are often beneficial for exploratory research as they allow participants to spark lively discussion (Morgan, 1997). However, with the purpose of obtaining feedback on the framework, the research used a ‘funnel’ approach, whereby, it began with a less structured approach that emphasised free discussion, which then moved toward a more structured discussion of specific questions (Morgan, 1997; Smithson, 2008). Adopting this approach makes it possible to develop a rapport in general at the early stage of the discussion and pose more specific questions that the researcher wants to achieve at a later stage. 

According to different scholars the typical number of respondents for an ideal focus group can range from six to fourteen (Smith, 2008). With initial concerns that a small group might not be active enough to offer insights of the topic, ten participants were selected randomly from a cohort of executive MBA students. However in this first focus group, it proved to be difficult for the researcher to monitor and control the discussion, and the number of participants were reduced to six for the second focus group. Classrooms were used and each focus group discussion was digital recorded. Each focus group discussion lasted for approximately one hour. Questions posed during focus interviews can be seen in Appendix A.
5.3.5.2 In-depth Interviews 

Initial telephone calls were made to individual contacts who were executive MBA students. The purpose of which was to set up a time to conduct a one-to-one in-depth interview. Sixteen managers were approached and eight agreed to take part in the study. Confirmatory phone calls were made two days before each scheduled appointment to remind participants and reconfirm the meeting time and place. Half of all the interviews were conducted on site, normally in a board room, a manager’s office or a working office and the other half were conducted in quiet restaurants or cafes. Meanwhile, two academics participated in in-depth interviews. One of the academics was a Professor in Strategic Management and the Dean of a university business school. He was very experienced in research and also had many years real world management experience. The other academic was a Professor of Human Resources Management who had already undertaken a number of consultancy projects for companies and was also experienced in human resources research.
An open-ended, semi-structured interview guide was used so that new avenues which presented themselves in the course of the discussion could be aired. Interviewees were encouraged to openly express their views about the topic in general in order to explore potential new areas for the research. As the participants were all Chinese, the semi-structured list of interview questions was translated into Chinese and the interviews were conducted in Mandarin. Each interview was digital recorded with consent from the respondents. This provided an opportunity for the interviews to be later analysed, so as to avoid unnecessary memory loss of any supplementary information. The research purpose was clearly explained to the respondents before questions were asked so that they knew what was expected of the research. In addition, the confidentiality of the research was emphasised so participants could feel more at ease and willing to share their opinions freely. A sample transcript, along with the questions posed during the personal interviews can be seen in Appendices B and C. Table 5-8 presents a list of respondents, in which company names have been substituted by alphabetic letters. 
Table 5- 8: List of Respondents
	Company
	Ownership Type
	Sector
	Respondent
	Job Title

	Company A
	State-owned Enterprise
	Manufacturing 
	Ms Q
	General Manager 

	Company B
	State-owned Enterprise
	Service 
	Mr R
	Vice President

	Company C
	State Share-Holding Enterprise
	Service  
	Mr S
	Business Development Manager

	Company D
	State Share-Holding Enterprise
	Manufacturing 
	Mr T
	Administration Manager

	Company E
	Foreign Invested Enterprise
	Service 
	Mr U
	Quality Control Manager

	Company F
	Foreign Invested Enterprise
	Manufacturing
	Mr V
	Marketing Manager

	Company G
	Privately-owned Enterprise
	Service 
	Ms W
	Marketing Manager

	Company H
	Privately-owned Enterprise
	Manufacturing 
	Ms X
	Administration Manager

	University I
	Public
	Education 
	Mr Y
	Professor of Management

	University J
	Public
	Education 
	Mr. Z
	Professor of HRM


5.3.6 Data Analysis

Qualitative data deriving from interviews or focus groups typically takes the form of a large corpus of unstructured textual material that is often not straight-forward to analyse (Punch, 2005). Approaches to analyse qualitative data are renowned as being variable and diverse. This underlines that there is no single appropriate way to analyse qualitative data (Punch, 1998). Coffey and Atkinson (1996) argued: 
“What links all the approaches is a central concern with transforming and interpreting qualitative data – in a rigorous and scholarly way – in order to capture the complexities of the social worlds we seek to explain” (p.3).  
Some of the differences between quantitative and qualitative data analysis are shown in Table 5-9. 
Table 5- 9: Distinctions between Quantitative and Qualitative Data
	Quantitative data 
	Qualitative data 

	Based on meanings derived from numbers 
	Based on meanings expressed through words

	Collection results in numerical and standardised data 
	Collection results in non-standardised data requires classification into categories

	Analysis conducted through the use of diagrams and statistics 
	Analysis conducted through the use of conceptualisation 


Source: from Saunders, Lewis and Thornhill (2009, p.482).
The features of qualitative data outlined above indicate the problematic nature of qualitative analysis. Saunders, Lewis and Thornhill (2009) suggest that the process of qualitative data analysis activities should include categorisation, unitising data, recognising relationships, developing categories, and developing and testing hypotheses to reach conclusions. 
Because the main study in this research used a deductive perspective, qualitative research was undertaken to explore the theoretical framework and hypotheses. Pattern-matching was suggested to be an effective approach for data analysis (Yin, 1994, Saunders, Lewis and Thornhill, 2009). Pattern-matching essentially involves predicting a pattern of outcomes based on theoretical propositions to explain what is expected to be found. If the pattern of data collected matches propositions that are predicted through the conceptual framework, an explanation is assumed to be found, and also possible threats to the validity of conclusions can be predicted. If predicted outcomes are found then it is likely that the propositions are appropriate. If one or more outcomes have not been predicted by explanation, then alternatives need to be sought (Yin, 1994, Saunders, Lewis and Thornhill, 2009). Thus, for this exploratory research, pattern-matching analysis was particularly helpful in terms of identifying outcomes to support the theoretical framework and the hypotheses proposed. 

In addition, one of the most notable developments in qualitative research analysis in recent years has been the use of computer software. Computer-assisted qualitative data analysis software (CAQDAS) takes over the physical task of writing marginal codes, making photocopies of transcripts or field notes, cutting out chunks of text relating to a code, and pasting them together. CAQDAS does not automatically do these things as the analyst has to interpret, code and retrieve the data (Bryman and Bell, 2008). Therefore, Mason (1996) suggested that in practice many researchers would use a combination of the approaches. Most however begin by ‘organising’ the data through coding text and breaking it down into more manageable chunks (Miller, 2000). 

Many researchers criticise the use of CAQDAS, as it may ‘guide’ researchers in a particular direction (Seidel, 1991). Others have commented that using CAQDAS could serve to distance the researcher from the data, encourage quantitative analysis of qualitative data, and create homogeneity in methods across the social sciences (Barry, 1998). Despite such criticism, CAQDAS provides several advantages. For example, it can make the coding and retrieval process faster and more efficient. It may also help in the development of explanations and forces the researcher to be more explicit and reflective about the process of analysis. CAQDAS can offer the opportunity to count such things as the frequency with which a form of behaviour occurred or a viewpoint was expressed in interviews (Bryman and Bell, 2008). It serves to facilitate an accurate and transparent data analysis process whilst also providing a quick and simple way of counting who said what and when, which in turn, provides a reliable, general picture of the data (Morrison and Moir, 1998). 

Although during the 1990s, lots of software programmes were developed, in the UK, researchers using CAQDAS to analyse qualitative data have tended to apply both NUD*IST and Atlas/ti over the last few years. NUD*IST was very popular in the 1990s and has been built upon more recently with the emergence of QSR NUD*IST, known as NVivo (Welsh, 2002). NVivo was chosen over other packages here primarily because it was relatively new and it had addressed some of the earlier problems of other packages – particularly the need in programmes like NUD*IST to determine minimum text units in advance of the analysis. Additionally, NVivo is relatively simple to use. 

NVivo provides the possibility to import documents directly from a word processing package and code these documents easily on screen. Coding strips can be made visible in the margins of documents so that the researcher can see which codes have been used where. In addition, it is possible to write memos about particular aspects of documents and link these to relevant pieces of text in different documents (Welsh, 2002). All in all, the searching tools in NVivo allow the researcher to analyse data at a particular level, and this in turn improves the rigour of the analysis process by validating some of the researcher’s own impressions of the data. 

However, the software itself is less useful in terms of addressing issues of validity and reliability in the thematic ideas that emerge during the data analysis process and this is due to the fluid and creative way in which these themes emerge. Therefore, it is important that researchers recognise the value of both manual and electronic tools in qualitative data analysis and management, and do not hold preference for one over the other, but instead remain open and make use of the advantages of each (Welsh, 2002). 

The analysis of qualitative data collected from focus groups has always been considered a challenge for researchers, which requires them to possess a rigorous spirit of self-awareness and self-criticism, as well as openness to new ideas and even less subjective judgement (Seale, 1999). Morgan (1997) stated three most common ways of coding focus group transcripts: (1) all mentions of a given code, (2) whether each individual participant mentioned a given code, or (3) whether each group’s discussion contained a given code. 

The general question on how to interpret the responses received in the research interview is an issue about the validity of interview responses. The most obvious way to analyse interview data is content analysis. In order to analyse data, it should first be arranged in some ordered fashion (Berg, 1998). Recognising the relationships and developing categories requires the researcher to start engaging in the process of data analysis by designing a suitable matrix and placing the data in specific cells (Yin, 1994; Hussey and Hussey, 1997). For this preliminary research, such a matrix analysis was particularly helpful in terms of identifying examples that support the hypotheses proposed in the conceptual model and clarifying the effects. 
5.3.7 Summary of Key Findings

As stated earlier, the preliminary research formed a pre-study that was conducted to seek the measures of internal market orientation, explore the hypotheses and clarify the potential effects of internal success on performance. In this section, the findings relating to the qualitative research are presented based on the order of the research objectives. A short summary of the key findings is discussed as follows. 
5.3.7.1 Findings from the Focus Groups

In order to further explore the measures relating to the internal marketing concept posited, respondents were asked to give their opinions regarding the notion of internal marketing, the internal market orientation constructs and the measures that they would use to evaluate them. When asked about internal marketing, most respondents showed no knowledge of it. When asked about what internal marketing should be in their opinion, most respondents replied that internal marketing should have some features of marketing. Internal supplier and customer relationships among different strategic business units were mentioned most frequently. The employee-employer relationship was also mentioned several times by respondents when asked what internal marketing should focus on. Respondents also mentioned that the leadership style was likely to dictate the degree of internal market orientation within the firm. 

However, it seemed that most firms paid more attention to departmental relationships than employee satisfaction. Although it was found that employee satisfaction surveys were administered in many firms, the whole process was controlled by the human resource department and normally, no feedback was provided to employees or departments. Therefore, when summarised, the following points were regarded as important: there was a lack of knowledge about the internal market, internal marketing and internal market orientation throughout the organisation; there was a lack of systems to solve internal market problems; within the internal market, communication, measurement and feedback were important but had been encountered with great difficulties because top management did not support or traditional managerial styles did not generally support it; Chinese culture especially an emphasis on personal relationships can influence internal relations; senior manager commitment was critically important with regards to the promotion of internal marketing throughout the organisation; a top down approach was a common management style for many SOEs and information circulation was ignored and neglected; employees’ attitudes and commitment had great influence on their performance; there should be an overall united objective among employees and departments so that each individual can work together towards the target which should also be meaningful to every individual in the organisation. 

Following the initial open discussion on internal marketing/internal market orientation, several constructs of internal market orientation were presented to the participants and most thought that the measures were appropriate and should be included in a firm’s routine internal management. However, for those causal relationships in the conceptual model, respondents expressed different opinions on some causal relations, especially the positive relationship between employee retention and performance, and the negative relationship between interdepartmental conflict and performance.  Some respondents believed that the turnover rate in the organisation was not only necessary but also an impetus for their organisations to lose certain employees who were not suitable, or because of the buoyant external labour market, a predicted turnover rate every year was normal. Some other respondents also believed that interdepartmental conflict could be good for the organisation. There was belief that superficial harmony could hinder better ideas, prevent problem solving and discourage real contributions.  
5.3.7.2 The Measurement of Internal Market Orientation and Model Development

In order to further confirm the measures of internal market orientation, respondents were then asked during the in-depth interviews to give their opinions on what should be the constructs of internal market orientation activities for a firm. Internal marketing was defined differently according to different respondents. Quite a few interviewees considered it as a management tool for solving interdepartmental problems. It was used to enhance the relationship between the upper stream departments and lower stream departments. For instance, one of the respondents stated:

“I think internal marketing is how the upper stream department aims to satisfy the needs and wants of the lower stream department on the whole production process. When the upper stream department can hand over a satisfied output to the lower stream department, the overall quality will be enhanced greatly.” (Ms Q from Company A) 

Some other interviewees considered internal marketing as a managerial style targeting employees. For example, one of the participants said in the interview:

“Although internal marketing is not mentioned in our management style, employees’ needs and wants are segmented in our company. Jobs can be taken as products and we allocate employees to different business units based on their demands and qualification, and modify them periodically.” (Mr S from Company C) 

When asked about the internal information generation process, most of the respondents thought it was important but many of the firms did not apply it. From the interviews in this aspect, it was apparent that foreign invested companies outperformed domestic companies. Mr V, the marketing manager of a world leading multinational company stated that:

“We have different kinds of internal surveys. One is for employees and is used to understand staff needs better, and the survey results normally will feedback to employees. The other one is for listening to employees’ comments on company strategies, their leaders, colleagues and so on. Besides, we sometimes need to give marks to functional departments as well.” (Mr V from Company F)

The situation was quite similar with another global company who also considered internal information collection as routine. Mr U from a global US company said:

“We have an employee satisfaction survey every year, and the company pays great attention to it. Every employee needs to participate and the whole process is quite formal. When the survey results come out, managers and directors will sit down and have discussions on some issues.”

On the contrary, interviewees from domestic firms said they did little to collect internal information at the employee level. Mr T (Company D) who was from a famous company in China said: 
“We don’t think it is necessary to collect internal information from employees and it is believed that by doing employee satisfaction surveys, we may cause unnecessary problems.”  
However, Ms Y, the marketing manager, from a privately-owned company (Company H) explained the need to listen to employees. She said: 
“I think it is really necessary to collect opinions and ideas from the frontline staff. I raised this issue with my boss a few times, but he just did not believe that the lower level employees would reveal their true thoughts and he did not think they had valuable thoughts either.” 
Regarding internal information communication, all the respondents considered it critical to a firm’s performance. Communication was mentioned by each respondent as a key factor to influence the internal working process. 
“It is very crucial for a firm to establish a good communication channel through which opinions can be expressed. A good communication channel system can help the internal supply chain to solve problems more easily,” expressed Mr V from Company F. 

Ms Q from Company A said: 
“we do realise problems in our communication. We do not have proper communication channels. We pass the information onto the middle-level manager, then they pass it onto the lower level supervisors and then onto the employees, but unluckily, we do find quite a lot of information lost during the communication. Apart from that, it is noticed that our lower level staff cannot find ways to communication with top managers, which turns out that sometimes we are the last people to know what exactly happens in the market.”

When discussing about how firms respond to the collected information, companies with a longer history showed better moves than those newly established ones. Mr U from global Company E said: 
“Normally, we will arrange to solve the concerns of employees accordingly. For example, when our employees complained there was not enough training, our top managers would consider this and so modified the current training schedule.” 

Ms Y from a privately invested company complained: 
“Our boss rarely listens to the problems raised by our frontline staff, and of course no follow-up actions are taken. Therefore, employees in our company do not show any organisational commitment. I think maybe this explained why we had such a high shocking rate of turnover, which is about 80-90% during the last 5 years.”

Comments from Ms Y might also explain the causal relationship between internal market orientation and employee retention. On the contrary, Mr T from a state share-holding company which has a 30-year history said that although they did not do things like collecting internal information, they did have a quite comfortable communication channel, and top managers also showed care for employees’ problems. Therefore, he claimed that in his company the
“retention rate is very high. Not only the grandfather and father worked for the company, but now the grandson is working for the company as well.”

Finally when items adapted from Market Orientation were presented to respondents, they all thought those items could be relevant to internal marketing management. Therefore, it is assumed that the MARKOR items from Kohli, Jaworski and Kumar’s (1993) research can be used to target internal customers, which to some degree was applied in other research, e.g. Lings and Greenley (2005), Gounaris (2006). 
5.4 Quantitative Study

5.4.1 Survey Strategy

The survey is considered to be one of the most commonly used methods in business and management research when a deductive approach is taken (Saunders, Lewis and Thornhill, 2009). ‘A survey’ in social science is used to describe any research which collects a large amount of data (quantitative or qualitative) from a sizeable population (Punch, 2005). It allows the researcher to collect information from (or about) people to describe, compare, or explain their knowledge, feelings, values, preferences and behaviour. Roberts (1999) states that surveys can be used where: a) systematic measurements are made over a series of cases; b) the variables are analysed to see if they show patterns; and c) the subjective matter is social. 

Good surveys therefore require a thorough study of the relations between variables which can link the data with theory. They include sophisticated sampling techniques and statistical analyses (Punch, 2005). Survey data are usually collected about the same specific variables and can be standardised or replicable to a certain degree. The features of surveys limit the depth of further explanation. By asking questions relating to people’s attitudes, this approach may limit its reliability to measure people’s actual behaviour because respondents might provide misleading information (Buckingham and Saunders, 2002). The lack of depth is also often cited as a disadvantage associated with surveys. 

Nonetheless, administering a survey can provide higher credibility for the research findings, and this implies a low possibility of getting invalid results (Cooper and Schindler, 2001).  The reliability and the validity are always major concerns for social researchers. According to Buckingham and Saunders (2002), reliability is achieved by using research instruments that produce the same results from the same conditions each time they are used, whilst validity is achieved by using research instruments that measure what they are intended to measure. 

Punch (2005) specified different terms of validity used in research. Validity of data is usually expressed as a question: how well do these data represent the phenomena for which they stand? Overall validity of the research is about the piece of research as a whole and refers to the extent to which the different parts of the study fit together. Internal validity is about the research design and the accuracy of research findings and the ability of a research instrument to measure accurately and provide valid results. In contrast, external validity refers to the generalisability of the findings and how far the findings can be generalised, or transferred to other settings (Punch, 2005; Saunders, Lewis and Thornhill, 2009). Following on from the qualitative research that was carried out, quantitative research is used here to enhance the validity of the study. 
5.4.2 Research Time Horizons

An important decision has to be made during the research design phase regarding the choice of different survey approaches. In general, there are cross-sectional surveys and longitudinal surveys. Bryman and Bell (2008) defined cross-sectional research as 
“the collection of data on more than one case (usually quite a lot more than one) and at a single point in time in order to collect a body of quantitative or quantifiable data in connection with two or more variables (usually many more than two), which are then examined to detect patterns of association” (p.48). 
The research data of cross-sectional surveys are collected at one point in time, whilst longitudinal survey designs collect information over a period of time and compare the results of each time period (de Vaus, 2001). 

Because of the time and cost involved, longitudinal designs are relatively less used in business and management research (Bryman and Bell, 2008). In contrast, cross-sectional research enjoys the advantages of being less time consuming and a large number of cases can be researched.  As this is doctoral research and is limited by both cost and time, a cross-sectional survey was considered to be suitable and practical. 
5.4.3 Sampling

Whatever the research questions and objectives are, data needs to be collected to answer them. Several major stages need to be included in the process of developing a sampling strategy. These involve identifying the target population, defining the sample frame, deciding the sample size, and choosing the appropriate sampling technique (Saunders, Lewis and Thornhill, 2000, Zikmund, 2009). 
5.4.3.1 Identifying the Target Population

The first question related to sampling concerns identifying the target population. The target population in the sampling strategy means the complete group of specific population elements relevant to the research project, that is, to answer the question “to whom do we want to talk” (Zikmund, 2000). Identifying an appropriate target population is therefore important. The overall research aim is to investigate the causal relationship between companies’ internal market orientation, internal market success both at the individual and departmental levels and external performance within the context of China. Thus organisation’s performance which was measured in profitability, sales growth and market share were selected. Note that public or state-run organisations, and non-profit organisations, such as universities, public hospitals, governmental organisations, charities etc were excluded from this study. 

This research was conducted within the context of China, but China itself is too big due to its sheer size to investigate and also the economic development across the country is significantly different. In addition, due to historical reasons after the foundation of the People’s Republic of China, company typologies differ across regions. For example, many companies in northern China were mainly state-owned, and also many of them operated in heavy industries. On the contrary, in southern China, light industry and agriculture were typical, and also since reform in the 1980s, the number of private-owned companies and foreign-invested companies has been increasing dramatically (Demurger, 2001). 

For these reasons as well as the resource constraints (already discussed), it is believed that the target population should be selected within one region. The southern part of China also has fewer state-owned enterprises and is often at the frontier in China’s emerging market economy. A full range of different business typologies can be found in South East China and market competition is more intense compared with other areas where central control mechanisms still exist (Demurger, 2001).  
5.4.3.2 Defining the Sample Frame

A sample frame is a list or other record of the population from which all the sampling units are drawn (Hussey and Hussey, 1997). Hussey and Hussey (1997) suggested that a good sample should be chosen at random, large enough to satisfy the needs of the research investigation and unbiased. Due to the expense and inconvenience of investigating every company, it is acceptable to reduce the number to a manageable size by selecting a sample that is representative. 

Due to an often unwillingness among Chinese respondents to take part in academic research (Harzing, 2000), the author deliberately targeted respondents that might be more willing to support the study. Indeed this was required due to the research design and the need to collect data from three different functional managers within each company. Therefore, in order to obtain a satisfactory response, the alumni database was used from a Zhejiang university to target existing and former executive MBA students. These individuals were considered appropriate to help the process as they each held managerial appointments. Upon contact it was discovered that most were willing to help directly with the study or provide access to others accordingly.

5.4.3.3 Deciding on the Sample Size
There is always a temptation to pick as large a sample as possible with questionnaire surveys, but the question of the appropriate number of subjects to include in a sample is very complex. Clegg (1990) suggests three main considerations when deciding on sample size: (1) the kind of statistical analysis which is planned; (2) the expected variability within the samples and the results, based on experience; and (3) the traditions in certain research regarding appropriate sample size. Therefore, when answering the question in this study “what sample size is needed?”, it is necessary to bear in mind that this research intends to statistically examine the proposed hypotheses and verify the measures of internal market orientation. A suitable sample size that provides quantifiable results and generalised findings is desirable. 

Based on the chosen sample frame, data information from one university was selected. This included altogether 4,587 executive MBA students, who not only have knowledge of management, but also understand aspects of academic research. They were considered to be the best candidates for this research. Excluding those who worked for the government, schools, or non-profit organisations, 3,342 former executive MBA students were identified. The number was further reduced to 2,815 because some of them were working for the same company, some were unemployed at the time of study, or some were not in middle management positions which are the ideal target for the research. In total 2,815 individuals in different organisations were considered for this research. 
5.4.4 Data Collection

Questionnaires provide a useful mechanism for administering surveys, of which self-administrated or personal interviews are often used (Robson, 1993). Questionnaires are still the most widely used data collection technique in surveys and represent a very efficient way of creating data required for analysis in social science research (Buckingham and Saunders, 2002). Various designs and dissemination methods exist. In general, questionnaires are administered in three ways: on-site, by telephone, or via mail/online. Each method has its advantages and disadvantages (Roberts, 1999; de Vaus, 2001).

Mail questionnaires are criticised mostly for their poor response rate and quality of responses. However, the costs in both time and money are considerably less than alternative methods (Roberts, 1999). Comparatively speaking, on-site questionnaire surveys enjoy a higher response rate if the research is well supervised. As there is someone available to clarify issues, more complex questions can be used since someone is on hand to assist. However, this approach is often time consuming and the cost can be relatively high. 

Questionnaire surveys administrated by telephone may have benefits in terms of both sample size and costs, but this method still has the same disadvantage as mail surveys when confronting complexity or the technical nature of questions. On the other hand, online questionnaire surveys offer many advantages. For example respondents can avoid incorrect choices, as guiding and automatic ‘routing’ are available for respondents. Besides, input error can be reduced compared with conventional paper-based surveys, as responses may need to be re-entered into a computer for analysis by another person. However, online surveys confront a problem as respondents need to have access to a computer and internet. Apart from that, this method also runs risk of software problems and respondents not being able or willing to use computers for the risk of computer viruses etc (Roberts, 1999; de Vaus, 2001). 

In this research, each firm represented one case, and due to the research design, three participants were required for each case. For the first section, a middle manager was required to complete it. For the second part, a personnel or human resource manager was needed. Finally, a financial manager or a marketing manager was asked to complete the third section. Due to the complexity and difficulties of this research, telephone calls were made primarily to the 2,815 candidates to ask whether they would participate in this study. 1,937 were successfully contacted but only 650 agreed to consider participation. This process provided a good opportunity for the researcher to explain the study’s objectives. During the telephone call, respondents were asked to recruit a HR manager as well as a finance or marketing manager to complete the three different sections of the survey. Because the research needed at least three respondents within one company, it was felt that an online approach may prove difficult. In total, two thirds of those contacted agreed to receive the questionnaire via an email attachment, and one third of them preferred to receive a hard copy. 
5.4.4.1 Construct Measurements

As shown in the conceptual framework in Chapter Three, six key constructs were used for the study. The measures of internal market orientation including internal information generation, internal information communication and internal information responsiveness were discussed during the focus groups and in-depth interviews at the exploratory research stage. Based upon the qualitative research results and the previous empirical research on internal market orientation, the measures of these three variables were evaluated with multiple items (see Appendix D). Four internal success constructs were selected i.e. employee retention, organisational commitment, interdepartmental connectedness and interdepartmental conflict (see Appendix E).  Finally, performance was used as an outcome variable to measure the organisation’s external performance. 
All these constructs were measured by multi-item scales based on previous empirical research relating to internal market orientation or market orientation. Existing scales were used to measure organisational commitment, employee retention, departmental coordination and departmental conflict. Scales for internal market orientation were not available in the literature and therefore, it was necessary to develop new scales for internal market orientation first. 

These were however operationalised based on the work of Kohli, Jaworski and Kumar (1993). Based on the qualitative research, a set of items to capture the domain of internal market orientation was generated.  Thirty nine items were initially selected for their appropriateness and ability to convey to informants different aspects relating to IMO. This list included 8 items pertaining to internal market information generation, 16 items relating to internal information communication and 15 items focusing on the internal responsiveness of the firm. 

Internal information generation also known as intelligence generation refers to the collection and assessment of both customer needs/preferences (in this research it is referred to as the internal customer i.e. the employee) and the forces that influence the development and refinement of those needs. Importantly, multiple departments should engage in this activity because each has a unique internal market lens (Kohli, Jaworski and Kumar, 1993). 

Internal information communication also referred to as intelligence dissemination refers to the process and extent of internal market information exchange within a given organisation. Because the focal point of communication is the entire SBU, attention should be balanced both horizontally (i.e. interdepartmental) and vertically via transmission of internal market information. Furthermore, communication occurs both formally and informally (Kohli, Jaworski and Kumar, 1993).

Responsiveness is referred to as action taken in response to information that is generated and disseminated. On the planning side, the concern focuses on the degree to which market needs play a prominent role in the assessment of market segments and development of internal marketing programmes (Kohli, Jaworski and Kumar, 1993).

In summary, internal market orientation in this study refers to the firmwide generation of internal market information pertaining to current and future needs of internal customers, communication of information within the firm across different hierarchies formally and informally, and finally responsiveness to the information (Lings and Greenley, 2005). It should be stressed that this view allows one to assess the degree to which a firm is internal market-oriented, rather than force an either or evaluation (Kohli, Jaworski and Kumar, 1993). 

Organisational commitment was measured by seven items and they were taken from the study of Jaworski and Kohli (1993). The organisational commitment items tapped the extent to which a firm’s employees were fond of the firm, saw their future tied to that of the organisation, and were willing to take personal sacrifices for the firm (Jaworski and Kohli, 1993). 

Employee retention was measured by three items and they were operationalised based on the work of Lings and Greenley (2005). Interdepartmental connectedness and conflict are two constructs relating to interdepartmental dynamics and were both developed from Jaworski and Kohli (1993). Six items of the connectedness tapped into notions of the extent to which individuals in a department were networked to various levels of the hierarchy in other departments. Six items of interdepartmental conflict focused on the extent to which goals of the different departments were incompatible and tension prevailed in interdepartmental interactions. A list of the measurement items can be found in Table 6-8. Each measure adopted seven-point item scales, ranging from “strongly disagree” to “strongly agree”.
Business performance was measured by three items (i.e. sales growth, market share growth and profitability) using measurement items of business performance taken from Govindarajan and Gupta (1985). Management judgment was used rather than objective measures because Chinese business people are very sensitive about revealing business performance information (Cooke, 2002). Our focus group discussions and in-depth interviews also revealed this as a problem.  

Internal market orientation scales were included in the first part of the questionnaire based on seven point scales, ranging from “strongly disagree” to “strongly agree”. This section was required to be completed by a mid-level manager. The second part of the questionnaire included items regarding issues on employee retention, organisational commitment, departmental coordination and conflict. This was required to be completed by the human resource manager. Each item was scored on seven point scales ranging from “strongly disagree” to “strongly agree”. The third part of the questionnaire was about the company’s performance, which was required to be completed by a marketing manager or a financial manager who knew about the company’s market performance. Sample items for this scale were firm’s sales growth, profitability and market share. Respondents were asked to compare their real performance against their set objectives. Seven-point scales, ranging from “far worse than” to “far better than” were used.  The whole study required at least three managers from different functional departments to complete the appropriate survey. Although this methodology was proposed to avoid common method bias, the collection of data became a real tough challenge. 
5.4.4.2 Field Work

First, the author generated a pool of items for internal market orientation at both the individual and departmental level. Multiple items were generated to correspond to each of the three components of internal market orientation. To minimise response bias, several items were negatively worded and distributed throughout the survey as recommended by Nunnally (1967). Next, because of the centrality of the internal market orientation scale, its items were tested for clarity and appropriateness in personally administered pre-tests with two management professors who were English native speakers. Minor modifications were made to the questionnaires. After that, three managers from three different firms in China were asked to complete the entire set of questionnaires that included the items and indicate any ambiguity or other difficulty they experienced in responding to the items, as well as offer any suggestions they thought appropriate. Based on the feedback received from the managers, some items were eliminated. 

This was followed by another pre-test in which the scales for all the constructs were clearly marked as such and presented to three academic experts, who were asked to critically evaluate the items and their clarity. Based on their detailed critique, some items were eliminated and others revised to improve their specificity and precision. Following the previous two pre-tests, the items were translated into Chinese. In order to guarantee consistency in the language used and assure the appropriateness of the translation, the questionnaire was later back-translated into English by another experienced translator (Wong, Ngo, and Wong, 2003), who was a research fellow in business management. This process helped to improve the language efficiency of the survey instrument. 

Before starting the field work, the items that were developed and refined were subjected to another phase of pre-tests involving personal interviews with nine managers (three from each firm). They were asked to complete the whole complete questionnaire set. At this stage, they were asked about the language and ambiguity of questions. Very few concerns were raised here and only very minor refinements were made. 

After finalising the questionnaire and pre-testing it, the fieldwork was undertaken. Primary data were collected over a six-month period. Pre-survey telephone calls were made for the first six weeks, and during each telephone call, the process and requirements of completing the questionnaire were explained carefully. It took another four weeks to send all the participants questionnaires, either via post, e-mail or delivered in person. This research required a high involvement of staff working within each company and it was expected that the response rate would not be so high even with an incentive of offering a copy of the research findings. Due to the difficulties of completing the whole set of questionnaires, it took another six weeks to follow up. Some participants needed to re-complete parts where missing data were apparent. Of the 650 firms, 354 returned the questionnaires, and of which 79 were either incomplete or did not meet the requirements. This provided a grand total of 275 useable case responses with each case including three different responses. The overall response rate was 42.3%. 
Harzing (2000) suggested that the average response rate in industrial market research typically ranges between 6-16% for mail surveys in the Chinese context. Jobber, Saunders and Mitchell (2004) argue that a typical response rate for organisations is about 20%, however Baruch and Holtom (2008) suggest that the average response rate for organisational studies is about 35.7%. Therefore, the response rate for this study compares favourably with those suggested (Saunders, Lewis and Thornhill, 2009).  
5.5 Chapter Conclusion

Building on the literature review and the discussion of the conceptual framework, this Chapter firstly discussed the research context of mainland China. As China has been considered the largest emerging economy where firms all over the world are competing against and cooperating with each other, choosing China as the research context helps practitioners and scholars to obtain further insights in management practice and research. 

This study followed a positivism philosophy. Because internal market orientation research in China is still at an early stage of development, it was necessary to apply exploratory research for investigating the composition of internal market orientation and its impact on different aspects of organisational performance. Therefore, qualitative research was initially conducted via focus groups and in-depth interviews to generate insightful information about internal market orientation and its relationships with other dependent variables. Two focus groups and ten personal interviews were conducted. These provided very useful feedback relating to the research objectives. Qualitative research fulfilled three major objectives. Firstly, the concept of internal marketing, internal market orientation and their potential influence on organisational performance were clarified and confirmed by respondents. Secondly, the measurement of internal market orientation was explored and later confirmed by adding and eliminating some items of market orientation based on the discussions. Thirdly, four internal success variables were confirmed along with their proposed linkages. 
After the qualitative research, quantitative research was undertaken and a self-administrated questionnaire was used as the main data collection instrument. The researcher successfully contacted 1,937 potential respondents from a sample frame of 2,815 MBA alumni at a university in Zhejiang, China. Further telephone calls were made to representatives of each firm for making sure he/she understood the research process. Because data were required from three different respondents within each organisation, the collection process was difficult and time-consuming. After a six month data collection period, 354 sets of questionnaires were returned, but 79 were unusable. Based on the number of useable questionnaires returned divided by the number of questionnaires sent out, a moderately high and reasonable response rate of 42.3% was achieved (Saunders, Lewis and Thornhill, 2009). The following Chapter will now discuss the findings of the study. 
CHAPTER SIX – ANALYSIS AND RESULTS
6.1 Introduction

This Chapter discusses how the data collected from the primary research are analysed and the findings of the research are presented. The Chapter consists of five parts (see Figure 6-1). The introduction includes a general descriptive analysis of the sample and summarises the relationship between internal market orientation and constructs relating to internal success and external performance as delineated in the conceptual Chapter. 
Figure 6- 1: The Structure of Chapter Five
 SHAPE  \* MERGEFORMAT 



Exploratory factor analysis (EFA) is first used to verify measures used for internal market orientation and confirmatory factor analysis (CFA) is then reported to further verify the proposed items and illustrate the measurement model. Scale validations are checked after each step to ensure that all the items are valid to represent the constructs in question. 

In order to further understand whether the relationships of the key constructs (IMO, employee retention, organisational commitment, interdepartmental connectedness, interdepartmental conflict and performance) are consistent with the proposed conceptual model, structural equation modelling is used to test the hypotheses. Furthermore, with regard to different ownership and industrial types of firms, two one way analyses of variance (ANOVA) are conducted. Finally, the conclusions of the research findings are presented. 

Before undertaking the analyses, it was necessary to verify the labels and codes for each item and look for any illegitimate codes, illogical relationships and eliminate coding and typing errors. This initial step is often overlooked by researchers as it is time consuming, but in fact very necessary (Hair et al., 2010). Firstly, the researcher examined the shape of distribution for each variable by using a histogram in order to examine the normality of the data. Table 6-1 provides a descriptive overview relating to the sample. As illustrated, most of the samples were manufacturers (42.2%) and service firms represented 41.5% of the sample. The majority of the sample were privately-owned firms (52.7%) and 21.5% were state share-holding firms. Besides, 18.5% of the sample had some degree of foreign investment and the remaining 7.3% were state-owned. It is also noteworthy that the distribution of the sample is consistent with the percentage distribution of the population which was discussed in Chapter Five (see Table 6-1). 
Table 6- 1: An Overview of the Sample Firms 
	Industries
	Frequency
	Percent

	A. Manufacturing
	127
	46.2

	B. Services
	114
	41.5

	C. Others
	34
	12.4

	Total
	275
	100.0

	Ownership Typologies
	Frequency
	Percent

	A. Stated-owned
	20
	7.3

	B. State/public share holding
	59
	21.5

	C. Privately-owned
	145
	52.7

	D. Foreign investment (incl. FDI)
	51
	18.5

	Total
	275
	100.0


6.2 Factor Analysis

6.2.1 Exploratory Factor Analysis and Scale Validation for the IMO Construct

Factor analysis is a technique that is used for identifying groups or clusters of variables and can help researchers to further understand the structure of a set of variables. Specifically, it is frequently used to reduce a data set to a more manageable size (Field, 2009). Through following the guideline procedures outlined by Hair et al. (2010), exploratory factor analysis (EFA) was undertaken to reduce the number of items and refine the proposed scale. Based on the previous qualitative research and scales adopted from other researchers, the total sample was divided into two sub-samples to a) run the EFA for the construct of internal market orientation and b) to confirm the reliability of the scales.  

Factor analysis using principal axis factoring and oblique rotation was conducted on subsample one. This was performed in order to seek the least number of factors that could account for the common variance in the data. An oblique rotation was chosen because it was assumed that subscales derived from the questions to measure a general internal market orientation construct would be correlated (Kim and Mueller, 1985). The first step in the process was to create a pool of items designed to assess the dimensions of IMO. Following the guidelines developed by Churchill (1979) and De Vellis (1991), a set of 39 items were used to measure the IMO constructs as highlighted in the previous Chapter. 

All these items were derived from the literature. The focus groups and in-depth interviews were subject to academic feedback before including them in the final questionnaire. First, Jaworski Kohli and Kumar’s (1993) 32-item instrument designed to measure market orientation was examined. These items were adapted to change their focus from the external to the internal market. Second, an additional 7 items were added to the pool of indicators which were generated from focus groups and in-depth interviews prior to running EFA. 
Items that did not have significant factor loadings on any factor (<0.3), those that had significant loadings on two or more factors and had low communalities (<0.5) were considered for deletion. Following this process, a total of nineteen items were deleted incrementally. Furthermore, factors with eigenvalues of less than 1 were not considered in the analysis.  

The analysis was then re-run using the remaining twenty items (sub-sample 2) and the data is shown in Table 6-2. The Kaiser-Meyer-Olkin measures (KMO) can be used to check the sampling adequacy. The KMO varies between 0 and 1. A value close to 1 indicates the factor analysis should yield distinct and reliable factors (Field, 2009). Kaiser (1974) recommends a bare minimum of 0.5 and that values between 0.5 and 0.7 are mediocre, values between 0.7 and 0.8 are good, values between 0.8 and 0.9 are great and values above 0.9 are superb (Hutcheson and Sofroniou, 1999).  For these data, the value was 0.928, which fell into the superb range (Field, 2009), so it showed that the sample size was adequate for factor analysis (see Table 6-2). At the same time, the Bartlett’s test revealed highly significant (p<.001) results for the data. It was therefore concluded that EFA represented an appropriate form of analysis for the data. 
Table 6- 2: KMO and Bartlett's Test
	Kaiser-Meyer-Olkin Measure of Sampling Adequacy.
	.928

	Bartlett's Test of Sphericity
	Approx. Chi-Square
	2911.506

	
	Df
	210

	
	Sig.
	.000


The communalities calculated by SPSS for the sample are shown in Table 6-3. They range from 0.531 to 0.747 with an average over 0.6 (13.983/21=0.665). When the sample size exceeds 250 and the average communality is greater than 0.6, Kaiser’s criterion for retaining factors can be applied (Field, 2009).
Table 6- 3: Communalities
	
	Initial
	Extraction
	
	Initial
	Extraction

	Q1(IG1)
	1.000
	.701
	Q12(IR1)
	1.000
	.549

	Q2(IG2)
	1.000
	.714
	Q13(IR2)
	1.000
	.697

	Q3(IG3)
	1.000
	.638
	Q14(IR3)
	1.000
	.705

	Q4(IG4)
	1.000
	.735
	Q15(IR4)
	1.000
	.720

	Q5(IG5)
	1.000
	.650
	Q16(IR5)
	1.000
	.548

	Q6(IC1)
	1.000
	.717
	Q17(IR11)
	1.000
	.747

	Q7(IC2)
	1.000
	.736
	Q18(IR12)
	1.000
	.632

	Q8(IC3)
	1.000
	.705
	Q19(IR13)
	1.000
	.605

	Q9(IC4)
	1.000
	.719
	Q20(IR14)
	1.000
	.636

	Q10(IC5)
	1.000
	.688
	Q21(IR15)
	1.000
	.531

	Q11(IC6)
	1.000
	.610
	
	
	

	Extraction Method: Principal Component Analysis.


By using SPSS and running principal components analysis, five components were extracted that had eigenvalues greater than 1. Four factors however accounted for over 60 per cent of the variance. In addition, bearing in mind that the pertinent literature suggests that IMO consists of three underlying factors (Gounaris, 2006), in order to best decide on whether three, four or five factors should be eventually extracted it was subsequently decided to observe a rotated component matrix (Varimax rotation) (see Table 6-4). 
The rotation and the resulting factor structure clarified things considerably. Based on recommendations by Stevens (2002) loadings of less than 0.4 were used as a cut-off i.e., loadings greater than 0.4 represent substantive value. Table 6-4 therefore illustrates the rotated component matrix with three factors. Specifically it presents the factor loadings for each item and highlights the highest loading item on each of the components, which can then be used to identify the nature of the underlying latent variable represented by each component. The items clustered on the same components suggested by the concept. Component one represents internal information generation, component two represents the firm’s response to information and component three represents information communication behaviour. 
Table 6- 4: Rotated Component Matrix
	
	Component

	
	1
	2
	3

	Q1-IG: Management meets with employees at least once a year to find out what expectations they have of their jobs for the future.
	.555
	 
	 

	Q2-IG: Management interacts directly with employees to find out how to make them more satisfied.
	.666
	 
	 

	Q3-IG: We do formal internal market research to find out employees’ feelings about their jobs and the company.
	.683
	 
	 

	Q4-IG: We survey our employees at least once a year to assess the quality of their employment.
	.777
	 
	 

	Q5-IG: We have regular staff appraisals in which we discuss what employees want.
	.686
	 
	 

	Q6-IC: Before any policy change, managers explain concerns to their employees in advance.
	
	 
	.682

	Q7-IC: We usually listen to employees sincerely when they have problems in doing their jobs.
	
	 
	.631

	Q8-IC: We are always willing to talk to employees when there is a need.
	 
	 
	.679

	Q9-IC: We spend time to inform staff about their tasks, their objectives and try to reach an agreement with them.
	.565
	 
	 

	Q10-IC: It is quite difficult to communicate across different hierarchical levels.(R)
	 
	
	.609

	Q11-IC: It is quite easy for an employee to communicate directly with top managers.
	 
	 
	.699

	Q12-IR: It takes the company forever to decide how to respond to employees’ suggestions or complaints. (R)
	 
	.634
	 

	Q13-IR: Employee needs drive employee job-design, training programme selection, and personal development efforts.
	
	.585
	 

	Q14-IR: For one reason or another, our company tends to ignore changes in our employees’ needs.  (R)
	
	.695
	 

	Q15-IR: We periodically review our staff development strategies / schemes to ensure that they are in line with what they want.
	
	.562
	 

	Q16-IR: Staff policies within our company depend more on company policies than real employee needs.  (R)
	 
	.586
	 

	Q17-IR: If a major competitor were to approach our key employees, we would implement a response immediately.
	 
	.411
	 

	Q18-IR: Employee suggestions / complaints fall on deaf ears. (R)
	 
	.621
	

	Q19-IR: Even if we came up with a great employee development strategy, we probably would not be able to implement it in a timely fashion. (R)
	 
	.636
	 

	Q20-IR: We are quick to respond to significant changes in labour market rates / conditions.
	
	.563
	 

	Q21-IR: When we find out that employees would like us to modify their job design, the company makes a concerted effort to do so.
	 
	.536
	 

	Eigenvalues 
	8.85
	1.51
	1.35

	% of variance
	20.31
	20.28
	15.20

	𝜶
	.849
	.842
	.865


From this component matrix, it was found that all three components had eigenvalues exceeding 1, explaining 20.31 per cent, 20.28 per cent, and 15.20 per cent of variance respectively, which explained 55.79% on its overall variance. It was therefore decided to include only three components in the IMO model. Question nine ‘We spend time to inform staff about their tasks, their objectives and try to reach an agreement with them’ loaded on component one which was originally considered as an item of internal communication. This may be because the second part of the question is about reaching an agreement between the management and the staff which has something to do with information generation. Therefore, by moving this item from internal communications and adding it to internal information generation.

The reliability for each of the scales was then calculated via the Cronbach’s alpha coefficients (𝜶). Each of the three Cronbach’s alpha values (𝜶) was over 0.8 (0.849, 0.842, and 0.865) and exceeded the cut-off point of 0.7 recommended by Kline (1999). Twinned with the fact that the data reveals that item-total correlations were all about 0.3, this signals that the scales enjoy some degree of internal reliability (Field, 2009).
6.2.2 Confirmatory Factor Analysis (CFA)

6.2.2.1 Developing a Theoretically Based Model 

While EFA explores the data and provides the researcher with information about how many factors are needed to best represent the data, confirmatory factor analysis (CFA) is useful for testing how well the theoretical specification of the factors matches the actual data (Hair et al., 2010). With CFA, both the number of factors that exist for a set of variables and which factor each variable will load on is specified before the results are computed. CFA statistics tell us how well our theoretical specification of the factors match the reality. That is to say CFA can be used as a tool that enables us to either “confirm” or “reject” our preconceived theory (Byrne, 2010; Hair et al., 2010). 

Therefore, in order to confirm the dimensionality of the IMO scale and to provide guidance for further model respecification, CFA was used to provide a confirmatory test of the measurement theory proposed (Gerbing and Anderson, 1988, Hair et al., 2010). Based on the previous analysis, 21 items were considered to provide the best fit for the three dimensions of IMO. Therefore, to clarify the measurement model CFA was administrated using AMOS version 18. Following the suggestions of Hair et al. (2010), maximum likelihood estimation was used. Thus, the hypothesised IMO model posited three factors (internal information generation, internal information communication, and responsiveness), with each set of variables now acting as indicators to the separate constructs. At this stage, all these factors were allowed to correlate (see Figure 6-2). 
6.2.2.2 Assessing the Overall Model Fit
Figure 6- 2: Three-factor CFA Model of IMO (see Table 6-4 for detailed items)
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In CFA, overall model fit portrays the degree to which the specified indicators represent the hypothesised constructs. Taking into account all 21 indicators analysed as outlined above in Figure 6-2, the model did not fit the data well (CFI=0.862, GFI=0.822, AGFI=0.779, and RMSEA=0.087). Through using the modification indices, it was discovered that removing eight further items (questions 1, 9, 10, 11, 12, 14, 20, 21) the model fit would improve. Thus, Table 6-5 presents the data for the original and revised model. 
Table 6- 5: Comparison of Goodness-of-Fit
	Scale (items)
	N
	X2（DF）
	P
	CFI
	GFI
	AGFI
	RMSEA

	Original model (21)
	275
	572.203(186)
	.000
	.862
	.822
	.779
	0.087

	Revised model (13)
	275
	115.103(62) 
	.000
	.965
	.940
	.913
	0.056


As shown, the indices include the Chi-squared statistic (X2), the probability value, the Comparative Fit Index (CFI), the Goodness-of-Fit index (GFI), the Adjusted Goodness-of-Fit (AGFI) and the Root Mean Square Error of Approximation (RMSEA). Acceptable cut-off points for a good-fitting model are CFI GFI and AGFI >0.9, and RMSEA<0.08 (Byrne, Shavelson and Muthèn, 1989; Byrne, 2010; Hair et al., 2010). Chi-square (X2) is a statistical measure of difference used to compare the observed and estimated covariance matrices. If they are equal, it means that the model fits perfectly (Hair, et al., 2010). Therefore, the higher the probability associated with the X2, the closer the fit between the hypothesised model and the perfect fit (Bollen, 1989). 
On the contrary, if the significance value is small enough (p<.05) then the null hypothesised model should be rejected and it proves that the variables of research are in some way related. However, because the probability value tends to be substantially high when the model is complex and the sample size is large, the P-value is only used as a rough indicator (Jöreskog and Sorbom, 1993; Hair, et al., 2010). By and large, the revised model provides a better model fit for the indices, with all successfully exceeding the cut-off points. Therefore, the 13-item model was used for the next step of the analysis. 
6.2.2.3 Testing Two Hypothesised Models 

In order to test whether the higher order construct (IMO) could be explained by the three first-order factors, two other hypothesised CFA models were tested and the data presented in Table 6-6.
Table 6- 6: Second Order Model vs. First Order Model
	Scale (13 items)
	N
	X 2 (DF)
	P
	CFI
	GFI
	AGFI
	RMSEA

	Model1:Three-factor second-order model 
	275
	122.980(62) 
	.000
	.965
	.936
	.907
	0.056

	Model2: Single 

factor model 
	275
	351.980(65) 
	.000
	.828
	.810
	.734
	0.127


In reviewing the goodness-of-fit statistics, it was found that Model 1 fits the data very well as shown by the CFI of .965 and RMSEA of .056. Also, each estimate was found to have a critical ratio value >1.96, thereby indicating their statistical significance. On the other hand, Model 2 with a CFI of .828 and RMSEA of .127 was rejected as the model did not tend to fit the data well. 

Judging whether or not a measuring instrument should be modelled as a first-order or as a second-order structure rests on the substantive meaningfulness of the underlying theory (Byrne, 2010). Because IMO was empirically tested as a higher order construct by previous researchers (Lings and Greenley, 2005; Gounarious, 2006, 2008), it felt reasonable to adopt the second order model. Based on these findings, it was therefore concluded that IMO consists of three internal market orientation dimensions (i.e. internal information generation, internal information communication and internal responsiveness) and as a result, hypothesis H1 is accepted.  
6.2.2.4 Developing and Testing the Overall Measurement Model

A two-step SEM process recommended by Hair et al. (2010) was used to develop and test the overall measurement model. In the first step the fit and construct validity of the proposed measurement model should be tested. Once a satisfactory measurement model is obtained, the second step aims to test the structural theory (Hair et al., 2010). 

Based on the conceptual model proposed in Chapter Three, all the constructs that would be used for SEM were firstly examined via the measurement model. Confirmatory results of the study were carried out initially and once it is known that the measurement model (CFA) operates adequately, this provides greater confidence in findings relating to the assessment of the hypothesised structural model that follows (Byrne, 2010; Hair et al., 2010). 

To test the measurement model, the IMO construct was measured by calculating the mean average for the three dimensions (internal information generation, internal information communication, and internal responsiveness) based on the second-order CFA previously highlighted. Altogether 28 items were applied to measure the 6 constructs. These were IMO (3 items), employee retention (3 items), employee organisational commitment (7 items), departmental connectedness (6 items), departmental conflict (6 items) and organisational performance (3 items). Because the CFI, GFI and AGFI were all less than 0.9 and the RMSEA was over 0.06 (see Table 6-7), it was necessary to seek better solutions relating to the measurement model. Thus, a reduction on the scale items was employed, as by doing so, it helps to avoid violating minimum sample size to parameter ratios (Cadogan et al., 2006). 

In order to improve the model fit, items that were greatly covariant of others or represented cross loadings were eliminated, and also those items that had lower inter-item correlation and lower loadings on the constructs were also dropped for further analysis (Cadogan et al., 2006; Byrne, 2010). Therefore, a revised model with fewer items was again recommended. Seven items were subsequently dropped which resulted in a second model with twenty-one items in total (see Appendix D). This time the model fitness indices increased significantly and presented a good to excellent fit (see Table 6-7) (Hair et al., 2010). As shown in the second row of Table 6-7, the Chi-square statistic has decreased significantly. The ratio of chi-square to degree of freedom (CMIN/DF=1.577) is favourable i.e. it is less than 2. In addition, the model fit measures appear to be good to excellent: GFI=0.915, CFI=0.958 and RMSEA=.046 (Byrne, 2010; Hair et al., 2010). 
Table 6- 7: Fit Indices for the Measurement Model
	Measurement model 
	N
	X2（DF）
	P
	CFI
	GFI
	RMSEA

	Model (28 items)
	275
	659.89(335) 
	.000
	.894
	.834
	0.063

	Revised model (21 items)
	275
	274.35(174) 
	.000
	.958
	.915
	0.046

	Final model (20items)
	275
	249.78(155) 
	.000
	.960
	.918
	0.047


6.2.2.5 Construct Validity

Because some items were eliminated in developing the measurement model in order to generate a better data fit, construct validity needed to be considered. Construct validity is the extent to which a set of measured items actually reflects the theoretical latent construct that those items are designed to measure (Hair et al., 2010). Regarding the measurement model used, it is necessary to check for convergent validity first, which is used to check if the items that are indicators of a specific construct converge or share a high proportion of variance in common (Churchill, 1999; Hair et al., 2010). 
To estimate the relative amount of convergent validity among item measures, the size of the factor loading is one important consideration. By scanning the results, all factor loadings were statistically significant and all standardised loading estimates were greater than the recommended 0.5, with most of them in excess of 0.7 (see Table 6-8) (Hair et al., 2010). Item DCF5 (Protecting one’s departmental turf is considered to be a way of life in this business unit) was eliminated because its factor loading could not meet the cut-off point (see Appendix E). 
Fornell and Larcker (1981) suggest that variance extracted represents a more stringent test of internal stability and convergent validity. The average variance extracted (AVE) was therefore calculated. It represents the mean variance extracted for the items loading on a construct and provides a summary indicator of convergence (Hair et al., 2010). An AVE of 0.5 or higher as a rule of thumb suggests adequate convergence (Hair et al., 2010). As shown in Table 6-8, all the AVEs are over 0.5, suggesting that each of them demonstrate adequate convergence.

Composite reliability (CR) is also an indicator of convergent validity and the coefficient alpha is a commonly applied estimate. The rule of thumb is that 0.7 or higher suggests good reliability. Reliability between 0.6 and 0.7 may be acceptable provided that other indicators of a model’s construct validity are good (Byran, 2010; Hair et al., 2010). As shown in Table 6-8, the result of all the CRs is greater than 0.7 which indicates good composite reliability. Moreover, all the constructs enjoy a high degree of internal reliability, with each of the Cronbach’s alphas being over 0.8. 
Table 6- 8: Construct Validity for Final Items
	Items 
	Factor Loading
	Cronbach’s 

𝜶
	AVE
	CR

	Internal market orientation (3 items)
	
	0.83
	0.62
	0.83

	Internal information generation
	0.757
	
	
	

	Internal information communication 
	0.790
	
	
	

	Internal responsiveness
	0.813
	
	
	

	Employee retention (3 items)
	
	0.89
	0.75
	0.90

	Most of our employees have been working here for more than five years.
	0.814
	
	
	

	Compared to others in this industry, this company has a lower turnover of staff.
	0.801
	
	
	

	Employees of this company stay with us for a long time. 
	0.966
	
	
	

	Employee organisational commitment (4 items) 
	
	0.80
	0.51
	0.80

	Employees would be happy to make personal sacrifices if it were important for the company’s well-being.
	0.565
	
	
	

	In general, employees are proud to work for this company.
	0.758
	
	
	

	Employees often go above and beyond the call of duty to ensure this company’s well-being.
	0.674
	
	
	

	It is clear that employees are proud of this company.
	0.829
	
	
	

	Interdepartmental connectedness (4 items) 
	
	0.80
	0.51
	0.80

	In this company, it is easy to talk with virtually anyone you need to, regardless of rank or position.
	0.659
	
	
	

	There is ample opportunities for informal “hall talk” among individuals from different departments in this business unit.
	0.827
	
	
	

	In this company, employees from different departments feel comfortable calling on each other when the need arises. 
	0.727
	
	
	

	Staff from different departments are quite accessible to one another. 
	0.599
	
	
	

	Interdepartmental conflict (3 items) 
	
	0.83
	0.64
	0.84

	Most departments in this business get along well with each other.(R)
	0.659
	
	
	

	When members of several departments get together, tension frequently runs high.
	0.926
	
	
	

	People in one department generally dislike interacting with those from other departments. 
	0.782
	
	
	

	Performance (3 items) 
	
	0.85
	0.66
	0.85

	Sales growth rate
	0.836
	
	
	

	Market share
	0.876
	
	
	

	Company profitability
	0.708
	
	
	


Another validity test is discriminant validity, which represents the extent to which a construct is truly distinct from other constructs. High discriminant validity provides evidence that a construct is unique and captures some phenomena that other measures do not. Hair et al. (2010) suggest comparing the average variance-extracted values for any two constructs with the square of the correlation estimate between these two constructs, which is considered to provide good evidence of discriminant validity. The variance-extracted estimates should be greater than the squared correlation estimate. By comparing each pair of constructs, the result shows that each construct has good discriminant validity in the measurement model (see Table 6-8 for AVE, and Table 6-9 for the squared correlation estimate). Overall, based on the statistics, it can be concluded that the present measurement model is valid and suitable for further use and analysis.
Table 6- 9: Construct Correlation Matrix (Standardised)
	
	IMO
	ER
	OC
	DC
	DCF
	PERF

	IMO
	1
	.192
	.327
	.345
	.041
	.109

	ER
	.439
	1
	.125
	.119
	.000
	.040

	OC
	.572
	.354
	1
	.278
	.017
	.047

	DC
	.587
	.345
	.527
	1
	.101
	.049

	DCF
	-.202
	.001
	-.130
	-.318
	1
	.000

	PERF
	.330
	.200
	.217
	.222
	.024
	1


Note: values below the diagonal are correlation estimates among constructs, diagonal elements are construct variances, and values above the diagonal are squared correlations. 
6.3 Structural Equation Modelling

A structural theory is a conceptual representation of the structural relationships between constructs. It can be expressed in terms of a structural model that represents the theory with a set of structural equations and is usually depicted with a visual diagram. Structural equation modelling (SEM) is a family of statistical models that seek to explain the relationships among multiple variables (Hair et al., 2010). 

Although the constructs in the framework suggest a series of correlated relationships, structural equation modelling is used because it can provide and manage multiple relationships simultaneously, comprehensively and holistically (Hair et al., 2010). The term structural equation modelling conveys two important aspects of the procedure. One is the causal processes under study which are represented by a series of structural equations (similar to a series of multiple regression equations). The other aspect of it is that it examines the structure of interrelationships among constructs (the dependent and the independent variables) to enable a clearer conceptualisation of the theory under study (Byrne, 2010).
By testing the hypothesised model statistically in a simultaneous analysis of the entire system, the goodness-of-fit of data is checked. SEM can be performed using different statistical packages, such as LISREL, AMOS, EQS and Mplus. For this research, the AMOS software is used because it offers the advantage of working directly from a path diagram which allows the researcher to specify, estimate, assess and present the model in an intuitive path drawing depicting all the hypothesised relationships among all the variables (Kline, 1998).
6.3.1 Performing Structural Equation Modelling 

Based on the previous measurement model, a structural model is transformed from the measurement model based on the concept and the relationships searched among the constructs. Given that the measurement model has already been examined and validated via CFA, this part of the analysis focuses on the structural relationships by examining two issues: (1) overall and relative model fit as a measure of acceptance of the proposed hypothesised model and (2) structural parameter estimates, depicted by one-headed arrows on a path diagram (see Figure 6-3) (Hair et al., 2010). 
Figure 6- 3: The Structural Model


[image: image9]
After all the paths are identified and established, the whole hypothesised conceptual model is run using AMOS to check the overall model fit. In reviewing key fit indices, the hypothesised model achieves a satisfactory model fit. It is observed that the overall X2 value with 162 degrees of freedom is 286.34 (CMIN/DF=1.77<2), GFI = .906, CFI = .951 and RMSEA = .053, all within the recommended thresholds (see Table 6-10). 
Table 6- 10: Goodness-of-Fit for Conceptual Model
	Hypothesised model 
	N
	X2（DF）
	P
	CFI
	GFI
	RMSEA

	Conceptual Model
	275
	286.34(162) 
	.000
	.951
	.906
	0.053


6.3.2 Hypotheses Testing

Table 6-11 presents the estimation results of the conceptual model. From the figures, it can be seen that all the pathways are supported except those linking employee retention to performance (H6) and interdepartmental conflict to performance (H9). 
Table 6- 11: Estimation results of the Conceptual Model
	Path
	Hypotheses 
	Sign 
	Estimates 
	P-value 
	Supported?

	IMO(ER
	H2
	+
	.526
	***
	Yes

	IMO(OC
	H3
	+
	.492
	***
	Yes

	IMO(IDC
	H4
	+
	.539
	***
	Yes

	IMO(DCF
	H5
	-
	-.246
	***
	Yes

	ER(PERF
	H6
	+
	.272
	n.s.
	No

	OC(PERF
	H7
	+
	.104
	**
	Yes

	IDC(PERF
	H8
	+
	.077
	*
	Yes

	DCF(PERF
	H9
	-
	.028
	*
	Yes


***Regression is significant at 0.001 level (p<0.001)

**Regression is significant at 0.01 level (p<0.01)

*Regression is significant at 0.05 level (p<0.05)
The first four hypotheses in the conceptual model postulate that IMO can positively influence an organisation’s internal success at both the individual and departmental levels. Specifically, the conceptual model demonstrates that the hypothesised impact of IMO on employee retention and organisational commitment are significant and positive (H2: β=0.526, p<0.001; H3=β=0.429, p<0.001). These findings indicate that IMO applied within the organisation can positively influence employees’ organisational commitment and improve employee retention. These findings are congruent with previous research suggesting that IMO can increase employee organisational commitment i.e. firms with high levels of IMO show more concern and care about their internal customers (Heskett, Sasser and Schlesinger, 2003; Drake, Gulman and Roberts, 2005). The empirical findings also support the previous argument that IMO can influence greatly on employees’ intention of remaining with the firm. Once the firm pays attention to the needs of its internal customers (its employees), staff then show positive attitudes towards the firm and subsequently the organisation’s employee retention rate is improved. 

Hypothesis H4 and hypothesis H5 postulate that IMO can influence both interdepartmental connectedness and interdepartmental conflict significantly. The findings reveal that IMO has a positive impact on interdepartmental connectedness (H4: β=0.539, p<0.001) and a negative impact on interdepartmental conflict (H5: β=-0.246, p<0.001). The results support both hypotheses and indicate that IMO can improve the connectedness among organisational departments while also reducing interdepartmental conflict. 

The following four hypotheses (H6-H9) describe the relationships linking internal success with overall organisational performance. Hypotheses H6 and H7 postulate positive effects of employee retention and employee organisational commitment on organisational market performance. However, the impact of hypothesis H6 is not significant, while hypothesis H7 is significant (H6: β=0.272, p>0.05; H7: β=0.104, p<0.001). The results show that the company can enjoy better overall performance when employees have high organisational commitment, but there appears no evidence to support that employee retention leads to better performance. In a subsequent interview with Mr U who is the manager of a multinational company, he claimed: “we like to keep at least 5% employee turnover rate every year in order to have enough staff mobility. We believe a certain degree of staff freshness can bring the firm better performance.”

Hypotheses H8 and H9 describe the impact of interdepartmental connectedness and interdepartmental conflict on organisational performance. The result (H8: β=0.077, p<0.05) shows a positive relationship between interdepartmental connectedness and performance, thus we conclude that good interdepartmental working relationships enhance success and hypothesis H8 is accepted. However, the result of hypothesis H9 (β=0.028, p<0.05) shows a significant positive impact of departmental conflict on performance, which runs contrary to our negative proposition. Some support for this finding was touched upon during a further interview with Ms Y, a Marketing Manager in a privately-owned firm. She claimed that “some conflict is sometimes necessary in order for the company to improve performance…as superficial harmony cannot really solve problems”. 
6.3.3 Rival Models 

It is suggested that research using structural equation modelling should compare rival models rather than just testing the one proposed (Bollen and Long, 1993). In response, rival models were considered. First, rival model one tests the causal relationships between IMO and employee retention, employee organisational commitment, interdepartmental connectedness, interdepartmental conflict and the overall organisational market performance. Second, rival model two tests the direct causal relationships between IMO, employee retention, employee organisational commitment, interdepartmental connectedness, interdepartmental conflict and the overall organisational market performance. 

For rival model 1 (see Figure 6-4), the result (see Table 6-12) shows no significant change against the original model (a slightly higher model fit). The significance of all the pathways is achieved. The model also demonstrates a causal relationship between IMO and performance positively and significantly, which indicates that IMO can positively influence organisational performance directly. However, because most previous research focused on how IMO can influence organisational performance indirectly, this study decided to stick with the existing arguments in the literature and specifically how IMO influences other internal factors, such as employee commitment, employee retention and so on. 
Figure 6- 4: Rival Model One 
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Table 6- 12: Goodness-of-Fit for Rival Models
	Hypothesised model 
	N
	X2（DF）
	P
	CFI
	GFI
	RMSEA


	Conceptual Model
	275
	286.34(162) 
	.000
	.951
	.906
	0.053

	Rival model 1
	275
	282.67(165) 
	.000
	.953
	.908
	0.051

	Rival model 2
	275
	491.04(174) 
	.000
	.871
	.826
	0.085


For rival model 2 (see Figure 6-5), the overall goodness of fit is poor, and the indices fall outside the thresholds (i.e. CFI & GFI <0.9, RMSEA >0.6). Three out of the five hypothesised paths are not significantly supported either. The comparison between the conceptual model and the rival models provides telling insights relating to how IMO may be a useful predictor of organisational performance. From the overall analysis, it is clear that IMO can have a significant influence on internal performance, such as employee retention, employee organisational commitment, interdepartmental connectedness, and interdepartmental conflict. In other words, those companies that have higher levels of IMO can enjoy better employee retention rates, more employee commitment, better inter-department connectedness and less interdepartmental conflict. 

Figure 6- 5: Rival Model Two
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6.4 ANOVA and t-tests

6.4.1 Different Typologies

In order to investigate potential differences that may exist among different types of companies, several additional analyses were undertaken to further explore the constructs in question. Four major types of company ownership were categorised. They are state-owned companies, state or public share holding companies, privately-owned companies and foreign invested companies. ANOVA tests were then run in order to see whether or not the mean varies significantly among the different categories of company for the variables in question (see Table 6-13).

Table 6- 13: ANOVA Tests
	Constructs
	I
	II
	III
	IV
	F-ratio
	p-value
	Hochberg’s Test

	IMO
	3.74
	4.27
	4.51
	4.63
	3.75
	0.012
	III>I, IV>I

	Employee retention
	4.68
	4.76
	4.21
	4.31
	2.23
	0.085
	II >III

	Organisational commitment
	4.36
	4.61
	4.60
	4.70
	.62
	0.603
	

	Interdepartmental connectedness
	4.05
	4.41
	4.65
	4.57
	2.73
	0.044
	IV, III>I 

	Interdepartmental conflict
	2.83
	3.04
	2.81
	2.64
	1.19
	0.313
	

	Performance
	3.80
	4.19
	4.39
	4.59
	3.14
	0.026
	IV, III >I


Note:

I = State-owned; II = State/public share-holding; III = Privately-owned; IV = FDI&JV
The result shows four out of the six variables have significantly different group means from each other (at p<0.1 level). For the first variable (IMO), the results indicate that for the firms surveyed, foreign-invested firms have higher degrees of IMO than other types of firms. The findings of the Hochberg’s Test (at p<0.05 level) clearly demonstrate that compared to state-owned firms, both privately-owned and foreign-invested firms appear to pay more attention to their internal market (F =3.75, p<.05). Also it can be noticed from Table 6-13 that although state-public share-holding firms have a higher level of IMO than state-owned firms, they still appear to be less internal market oriented than privately-owned and foreign-invested firms. 

The second variable that tested significant is employee retention. The result seems to represent two categories with state-owned and state/public share-holding firms having similar means, and privately-owned and foreign-invested firms sharing similar mean scores. The findings of the Hochberg’s test (at p<0.1 level) indicate that state related firms have higher employee retention than privately-owned and foreign-invested firms. Among all the four types of firms, privately-owned firms suffer from the lowest employee retention rate. 
The result is in-line with the opinion stated by interview participants of this research that privately-owned firms have trouble in retaining their capable employees, while state-owned firms have problems in getting rid of their problematic employees, i.e. those with the “iron rice bowl” (Chiu, 2002; Cooke, 2002). This argument can also be supported by the qualitative research undertaken previously. Ms Q who is the general manager of a state-owned company explained: “although our company performs quite well compared with other state-owned companies, we still suffer greatly from the rigid human resource policies. We cannot easily sack people even if he/she is a slacker because we are a state-owned company.” 

The next variable that tested significant is interdepartmental connectedness. From the Hachberg’s Test, it can be seen that state-owned companies have the lowest interdepartmental connectedness among all four types of company. Privately-owned companies and foreign invested firms have almost the same level of interdepartmental connectedness, which is significantly higher than for state-owned firms. This result reveals the fact that in state-owned firms interdepartmental connectedness is not as good as other types of firms. This might be due to the slack management style of state-owned firms which is a consequence of the past, and a former planned economy. Comparatively speaking, privately-owned and foreign-invested firms which represent the new market economy of China have better interdepartmental connectedness than state or public sector involved organisations. 
The final variable in the table that tested significant was performance. The data shows a positive increasing direction from state-owned to state/public share-holding to privately-owned and foreign-invested firms. The findings of the Hachberg’s Test (at p<0.05 level) reveal that compared to state-owned enterprises, foreign-invested organisations enjoy better performance. This could be due to foreign invested companies having certain advantages over state run organisations. For example, they may benefit from having an internationally renowned brand, advanced technology and managerial expertise. In addition, this may help such organisations to more easily attract, retain and promote the best talent in China (Xu et al., 2005). However, according to Xu and his colleagues, there is no clear indication that such firms perform better than most Chinese firms. Based on data in this study, there is some evidence to suggest that among all the different types of organisations, state-owned firms appear to be the relatively weakest performer and this result is consistent with previous research (Xu et al., 2005). State/public share-holding firms and more so private sector firms have become more competitive compared to state-owned firms. This supports the argument that a high rate of employee retention in China does not necessarily lead to better performance, as demonstrated particularly in those state-owned or state/public holding companies sampled in this study (Xu et al., 2005). 

For the remaining constructs (organisational commitment and interdepartmental conflict), the mean differences are not significant. However, state-owned firms still have the lowest level of organisational commitment among all four types of company, while foreign invested firms enjoy higher levels of employee organisational commitment. In terms of interdepartmental conflict, foreign invested firms enjoy the lowest levels among all the companies. However, state and public share holding companies tend to have the highest levels of interdepartmental conflict. 
6.4.2 Industrial Types

Based on previous research, it appears that most internal marketing research has been undertaken within the service sector. In order to explore whether the construct means vary among different types of industries, this study also compared manufacturing with service. In order to achieve this research objective, an independent sample t-test was run to compare the means of the six constructs (IMO, employee retention, organisational commitment, interdepartmental connectedness, interdepartmental conflict and performance) between these two groups (see Table 6-14). 

In analysing the mean averages in Table 6-14 for the two industrial bases, it can be seen that manufacturing and service firms show no significant differences (p > 0.05) across the tested constructs apart from interdepartmental conflict (t = -4.863, p < 0.01). This suggests in general that IMO, internal success factors and organisational performance tend not to significantly differ between the manufacturing and service sectors among those firms sampled in the study. This finding extends the usefulness of IMO and confirms the fact that IMO is not only important for service companies but is equally useful in a manufacturing context. The only variable where significant differences occurred was for the interdepartmental conflict (F = 0.645, p < 0.001), where it is apparent that companies in the service sector enjoy lower interdepartmental conflict. Perhaps this is a normal expectation, bearing in mind the process of manufacturing and the fact that departmental harmony has been widely acknowledged by many scholars researching in the service sector (e.g. Berry and Parasuraman, 1991; Heskett et al., 1994, Rucci, Kirm and Quinn, 1995). 
Table 6- 14: Industrial Comparisons (t-tests)
	Constructs
	Manu-facture
	Service
	F-ratio
	Sig.
	T-value
	Sig.

(2-tailed)

	IMO
	4.43
	4.63
	3.77
	.540
	1.465
	.144

	Employee retention
	4.54
	4.27
	.025
	.874
	-1.387
	.167

	Organisational commitment
	4.70
	4.61
	1.129
	.289
	-.675
	.500

	Interdepartmental connectedness
	4.56
	4.58
	5.730
	.017
	.177
	.860

	Interdepartmental conflict
	3.03
	2.37
	.645
	.423
	-4.863
	.000

	Performance
	4.50
	4.25
	.676
	.412
	-1.77
	.079


6.5 Summary and Conclusions

This Chapter focused on the data analysis and results of the study. Several different techniques were employed to analyse the data, including factor analysis, structural equation modelling and ANOVA tests. The Chapter began by examining the scale validity for IMO, and principle components analysis was first applied to identify the major factors of IMO. As predicted, three factors emerged i.e. internal information generation, internal information communication and internal responsiveness. To ensure these three factors were representative of IMO, the data was then subjected to confirmatory factor analysis in order to provide the best statistical fit with IMO representing a higher order construct of these three factors. 

Following this procedure, a measurement model was established to consider the correlations among the different constructs that the study examined. This was performed in order to ensure a good model fit of the data and to make sure that all the constructs were valid and reliable. A structural equation model was then run on the data to incorporate the directional paths based on the conceptual model proposed in Chapter Four. 

Findings from the SEM were able to validate the concept and provide a good model fit. From the data analysis, it was concluded that IMO directly influences employee retention, employee organisational commitment, interdepartmental connectedness and interdepartmental conflict. It was also concluded that employee organisational commitment, interdepartmental connectedness and conflict were useful predictors of performance. 

Meanwhile employee retention did not significantly influence performance. Although it is argued in the literature that employee retention has a positive influence on performance (Ramlall, 2004), it was found in this study that within the Chinese context, high employee retention does not influence performance (Jefferson and Rawski, 1994). The findings are therefore more in line with opposing views that satisfied employees may leave companies and dissatisfied employees may remain (Spencer, 1986). A causal relationship between employee retention and performance cannot be confirmed. Moreover, interdepartmental conflict was found to have a positive influence on performance. It has been argued in previous research that conflict inside the company could be either beneficial or detrimental (Assael, 1969; Jehn, 1995). For example, Snell, Tjosvold and Fang (2006) suggest that some degree of conflict can be useful in order to improve performance. 

Findings from the ANOVA tests suggest that interdepartmental conflict tends to be less of an issue in foreign-invested firms than state/public share-holding firms. Further findings from the mean comparisons reveal that although stated-owned companies had the lowest scores for most of the constructs studied (IMO, organisational commitment, interdepartmental connectedness and performance), they enjoyed fairly high levels of employee retention. On the other hand, it is noteworthy that foreign invested companies tended to outperform local companies in most areas i.e. they had greater IMO, higher organisational commitment, better interdepartmental connectedness, less interdepartmental conflict and better performance. In comparing manufacturing with service firms, it appears that significant differences between the two did not occur. The notion of IMO should therefore be applied equally to manufacturing as with services (Berry and Parasuraman, 1991). Following this Chapter, the next will focus on the implications of the study before drawing conclusions and outlining directions for future research.

CHAPTER SEVEN – CONCLUSIONS AND IMPLICATIONS
7.1 Introduction 

With the objective of improving organisational performance from the internal perspective, this research set out to develop and test a concept that consisted of two stages. The first looked at IMO as a predictor of internal success, and the second focused on the link between internal success and organisational performance. Following Chapter six, this final Chapter also provides a summary of the entire thesis. This is followed by discussions relating to the managerial implications with the intention of providing practitioners with creative ways of managing firms through successfully applying internal market orientation. Finally, the limitations of the study are pointed out and future research directions identified. 
7.2 Summary of the Thesis

In this section, a summary of the research is provided by going through each step that was carried out throughout the study. It includes stating the research objectives, outlining the literature review, defining the research context, conceptualising the framework, conducting the primary research, summarising the research findings, outlining implications and offering recommendations.
7.2.1 Step One – The Research Aim

The first stage of the research began with a statement relating to the theoretical background of internal marketing and internal market orientation. The theoretical background began with an argument relating to firm theory and with the recognition of internal economics, and there are internal markets which share similarities to external markets (Spence, 1975). This has also been confirmed by marketing research scholars, such as Kotler (1972), Bagozzi (1975), and Arndt (1983). They each argued that value exchanges take place within organisations which reflect an internal market. Based on the literature that an internal market exists and can be managed, this study planned to explore internal market performance by investigating and developing an internal market orientation model that could influence both employee-organisation exchange relationships and internal customer-supplier exchange relationships. 

By reading the literature, this study had the following research aims: first to confirm the composition of internal market orientation and second, to examine the impact of internal market orientation and its effect on internal success and external business performance. Third, this research also set out to investigate how different types of ownership or industry may influence constructs used in the conceptual model. 
7.2.2 Step Two – The Literature Review

Based on the research propositions, this research began with an extensive review of the literature on the internal market, internal marketing and internal market orientation. This was considered essential in order to illustrate the theoretical background of the research and for piecing together a framework to incorporate both individual and departmental measures that can influence organisational performance. 

The legitimacy of internal marketing research was argued early in the beginning of this thesis (Foreman and Money, 1995; Gounaris, 2006). In order to provide a sound theoretical foundation for this study, part of the literature review emphasised the notion of a firm as a market and focused on the existing internal market economy inside the firm. The firm can be regarded as a market which reflects an economy in miniature, composed of human capital and non-human capital (Spence, 1975; Williamson, 1975; Halal, 1994). The boundaries between the ‘firm’ and the ‘market’ share similar transactional forms (Ellig, 2001). With an increasing movement for firms to replace their bureaucratic internal resource allocation with greater decentralisation, such a shift to a market model of the firm is similar to the challenges that were once faced by the restructuring of socialist economies (Ackoff, 1993). 

By applying an internal market orientation, firms have enjoyed better strategic coordination, the effective promotion of policies and more efficient internal transactions. This is in sharp contrast to external markets as price adjustments and renegotiation costs tend to be lower in internal markets (Poppo, 1995). Companies like HP, IBM, GM and others have transformed themselves into well-designed internal market economies in order to compete more effectively in the dynamic business environment (Halal, 1994). Therefore, a ‘firm’ should consider effectively managing its ‘internal market’ operations.

Following this discussion relating to the internal market economy, the literature review also covered the internal labour market and focused on human resource allocation (Rosen, 1988). It was argued that personnel within the internal economy are assumed to play the role of entrepreneurs and they perform better within a true internal market system (Halal, 1994). The characteristics of an internal labour market can arm the organisation with efficiency advantages over other alternative possibilities (Stark, 1986). Social exchange theory was therefore incorporated into the study as a theory for applying internal marketing to manage effectively the internal labour market. Based on social exchange theory, the existence of a market within the firm provokes different types of exchange forms. It was used to explain the link between employee perceptions of the organisation and their subsequent work attitudes and behaviour (Eisenberger, Fasolo and Davis-Lamastro, 1990; Settoon, Bennett and Laiden, 1996). 

Exchange between the organisation and its employees is representative of much of the internal marketing literature. It is assumed that organisations are suppliers that provide “job-products” to “employee-customers” (e.g. Berry, 1981; Foreman and Money, 1995). If employees are viewed as customers, then the marketing concept can be extended to the internal market with a focus on satisfying the needs and wants of employees (Berry, James and Burke, 1976; Lings and Greenley, 2005). This is because the positive relationship between employee satisfaction and customer satisfaction has been widely accepted (Lings and Greenley, 2005). Thus, internal marketing is considered as a tool used to hire, train, retain, motivate and satisfy internal customers (Novatorov, 1997). 

The literature also highlighted the internal capital market which focused on allocating resources in an internal market system. If an internal capital market could be managed well, then it is assumed that value can be created (Stein, 1997). In the research scope of internal marketing, the internal supplier and internal customer concept was considered to be an important type of exchange relationship within the organisation (Conduit and Mavondo, 2001). It was argued that internal customers should be sold on service and happiness before they can deliver satisfied products or services to final customers (Berry, 1981). Therefore, within the internal capital market domain, internal marketing can be considered as those activities that reduce barriers inside organisations, improve internal service quality, smooth implementing strategies and achieve strategic objectives. It can also help to enable different departments within the organisation to come together in order to operate as an integrated whole (Ahmed and Rafiq, 2000).  

Research suggests that companies with strategies that are internally focused perform better regardless of market type (McKee, Varadarajan and Pride, 1989). The basic axiom of internal customer orientation is to focus on internal customer satisfaction and internal service quality (Finn et al., 1996; Koc, 2006). The whole internal customer-supplier process needs to be simplified by removing any unnecessary bureaucratic barriers to re-orient organisations on internal service quality issues (Stauss, 1995; Lings and Greenley, 2005). 

In reviewing the literature, previous research considered internal marketing as an effective management tool that can be used to improve internal and external customer satisfaction (Brown and Lam, 2008). Research on internal marketing has been undertaken from a traditional marketing perspective – such as using the 4Ps (Flipo, 1986; Greene, Walls and Schrest, 1994) and has been criticised by researchers (Lings, 1999; Gounaris, 2006). The review also illustrated research relating to the composition of internal customer orientation and market orientation. It was argued by scholars that internal market orientation consists of three dimensions, i.e. internal information generation, information dissemination and responsiveness (Lings and Greenley, 2005; Gounaris, 2006; Lings, 2009). Previous research has also confirmed that internal customer orientation and internal market orientation can influence internal customer satisfaction to different degrees (Conduit and Mavondo, 2001, Lings and Greenley, 2005).
7.2.3 Step Three – Research Context

After the literature review, the research context was discussed. The reason why China was selected is because it is one of the largest countries in the world and has experienced continued and growing research interest among scholars (Cooke, 2002; Zhou and Li, 2007). Significant increase in the economic growth of China over the past fifty years has attracted attention not only from foreign national companies for investment, but also researchers that wish to discover fresh management insights. The country has enjoyed two-digit GDP growth over the last twenty years, however recently, GDP growth rate has slowed to around 8-9% (National Bureau of Statistics of China, 2012). The significance of the market inside the country and the sheer number of firms operating in China suggests there are opportunities for firms to gain profit, but equally there are several challenges for management to grapple with in order to leverage their performance (Chiu, 2002). 

Many transformational changes in China have influenced economic policies. There were mainly three phrases during China’s economic reform. The first phase spanned from 1978 to 1990, the second was from 1991 to 2000, and the third was from 2001 to present. With the development of its economy and political power, China is still a country with its own oriental values and management ethos. There are challenges still that it faces as an emerging economy. 
Although there are many different cultural values that contribute core values, Confucianism still represents the main traditional culture among Chinese people. However, such traditional values are now often challenged and these are fuelled by the fast growing economy and rapid social changes, along with values and practices taken from the West (Wang, Tee and Ahmed, 2012). Therefore, the current management style and environment in China, by nature will be different from the rest of the world, but at the same time may show some similarity. 

In addition, the reform of company ownership also adds to the complexity of the research context in China. After years of State ownership, different ownership patterns have now emerged. Since the beginning of the reform, many joint ventures emerged and these led to foreign capital and technology in China (Lau, Tse and Zhou, 2002). After the 1980s private firms were permitted to trade, meanwhile some of the former State-owned firms were allowed to operate independently – the so-called town and village enterprises or collectives. With continued reform, State-Owned Enterprises (SOEs) were sold off to private entrepreneurs as part of a privatisation plan by the central government (Lau, Tse and Zhou, 2002). The privatisation of SOEs generated three types of shareholding company: limited liability companies, limited liability stock companies and employee-owned stock cooperatives (Lin and Zhu, 2001). In addition, because of entry into the WTO, China opened its door more widely to foreign firms and investment. 
Along with ownership reform and China’s entry to the WTO, Chinese firms and others operating in the marketplace face new challenges. Competing to attract and retain quality staff has become a key challenge for management to grapple with. In order to remain competitive, firms need to better understand individuals’ needs in order for them to obtain employee commitment (Lau, Tse and Zhou, 2002). Ownership differences alone are not sufficient to influence individual attitudes as new management approaches should be attempted in order for all organisations to remain competitive.  
7.2.4 Step Four – Conceptualisation 

Following the background discussion relating to the notion of an internal market, internal market orientation was incorporated into a conceptual framework alongside five other key constructs. The framework included one exogenous variable IMO which contains three dimensions (internal information generation, internal information communication and responsiveness to information), four internal market success variables (employee retention, employee organisational commitment, interdepartmental connectedness and interdepartmental conflict) and one endogenous variable (organisational performance). In this framework, IMO is considered to lead to organisational performance through employee retention, organisational commitment, interdepartmental connectedness and conflict (see Figure 7-1). Hypothesis H1 was used to verify the composition of IMO. The remaining eight hypotheses illustrated the relationship amongst the constructs. This framework reflects what internal market orientation is composed of and how it can impact on organisational performance through internal success (as presented in Figure 7-1). 
Figure 7- 1: The Conceptual Framework
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As illustrated in the concept, hypothesis H1 posits IMO as a higher order construct, consisting of internal information generation, internal information communication and responsiveness. Hypotheses H2 to H4 propose that high levels of IMO lead to increased employee retention, employee commitment and interdepartmental connectedness. Hypothesis H5 meanwhile maintains that high levels of IMO will reduce interdepartmental conflict. Hypotheses H6 to H8 suggest that employee retention, organisational commitment and interdepartmental connectedness will positively enhance organisational performance, and hypothesis H9 postulates that greater degrees of interdepartmental conflict will adversely affect performance. The conceptual framework and hypotheses reflect the crux of the study. 
7.2.5 Step Five – Primary Research

7.2.5.1 Exploratory Research 

Exploratory research was initially undertaken via two focus group interviews and ten in-depth interviews. The two focus group interviews were conducted with a total of sixteen executive MBA students which lasted for about one hour, with the main purpose being to explore the conceptual framework and the constructs in question. Following these focus group interviews, in-depth interviews with managers from eight companies and two university professors were undertaken. The aim is to develop comprehensive measures for the internal market orientation construct and further conceptualise the research framework. The entire exploratory research data were analysed using NVIVO. 
The findings generated some useful insights. For example, respondents questioned the positive relationship between employee retention and performance, and the negative relationship posited between interdepartmental conflict and performance. This was because some of the respondents believed that a certain degree of employee turnover could provide an impetus for organisations to remove unsuitable employees. Others believed that interdepartmental conflict may also be beneficial for organisations. In addition, adapted items from Kohli, Jaworski and Kumar’s (1993) research on market orientation were presented to respondents which by and large the respondents considered them to be relevant and suitable for this internal market orientation study. In this respect, the exploratory research fulfilled the qualitative research objectives, thus the measurement of internal market orientation was explored and confirmed by adding and eliminating items, and the linkages between the constructs were clarified and confirmed. 
7.2.5.2 The Main Study

Quantitative data were collected in order to test and validate the concept. The survey instrument consisted of three sections. Thus, the study required three managers from different functional departments within one organisation to complete each part of the questionnaire. One respondent within the organisation needed to complete part one of the questionnaire, which focused on internal market orientation. A second respondent was asked to complete part two which was about the organisation’s internal success factors. Finally, a third respondent was required to complete the final part, which was about the organisation’s performance. The research instrument was developed using seven-point Likert scales measuring internal market orientation, employee retention, organisational commitment, interdepartmental connectedness, interdepartmental conflict and organisational performance. 

All the items were adapted from reliable sources. A complete listing of the measurement items and constructs used in the research instrument can be found in Appendix F. A summary of the construct measurements is presented in Appendix G. The data confirms that the measurement scales accurately reflect the constructs that they set out to measure, yielding high internal consistency i.e. Cronbach’s α > 0.7 (Field, 2009). The data were obtained through a combination of on-site and postal questionnaires. Pre-survey telephone calls were made to explain the process and the requirements for completing the questionnaire. Due to the difficulties associated with completing the entire set of the questionnaires, not all the organisations participated in the study, and in total 354 out of 650 firms returned the questionnaires. Of these, 79 were either incomplete or did not meet the three respondent requirements. Therefore, a grand total of 275 useable questionnaires were collected which made the overall response rate 42.3%.
7.2.6 Step Six – Results Analysis

Principle components analysis (PCA) was initially undertaken to verify the measurement of internal market orientation including internal information generation, internal information communication and responsiveness to information. Confirmatory factor analysis (CFA) and structural equation modelling was then administrated to validate the conceptual framework and examine the research hypotheses. The results of the principle components analysis confirmed the three dimensions of internal market orientation (hypothesis H1). Following confirmation of the factor dimensions of internal market orientation, a three-factor CFA model was undertaken using AMOS 18 and a 13-item model was finally used to test the hypotheses. 

A structural model was then used to transform the measurement model and test the hypothesised relationships. In reviewing the key fit indices, the data achieved a satisfactory model fit (GFI=.906, CFI=.951 and RMSEA=.053, χ2/DF=1.77) within the recommended thresholds (Hair et al., 2007). Specifically, the findings relating to hypotheses H2 - H5 demonstrate that IMO positively influences internal success at both an individual and departmental levels. The results of hypotheses H2 and H3 signal that IMO significantly improves employee retention rates and organisational commitment.
The findings demonstrate that once an organisation pays attention to the needs of its internal customers, employees tend to show positive attitudes to the organisation in terms of their commitment and loyalty. Meanwhile, the results of hypotheses H4 and H5 demonstrate that IMO significantly affects both interdepartmental connectedness and interdepartmental conflict. Specifically, IMO improves the connectedness between organisational departments and reduces interdepartmental conflict within the organisations sampled in this study.

Hypotheses H6 and H7 postulate positive effects of employee retention and employee commitment on organisational performance. The impact of hypothesis H6 is not significant while hypothesis H7 tested significant. The results show that the company can enjoy better overall performance when employees are highly committed. However, no evidence was found that employee retention leads to better performance. The results of hypotheses H8 and H9 show a positive relationship between departmental connectedness and performance and a significant positive impact of departmental conflict on performance, which runs contrary to our negative proposition (see Figure 7-2).
Subsequently a series of ANOVA and t-tests were undertaken to investigate potential differences that may exist among different types of organisations and industries. Findings of the ANOVA tests (comparing firms of state-owned, public share-holding, privately-owned and foreign-invested) suggest that different firm typologies have a significant impact on the application of internal market orientation and its influence on firm’s internal and external performance.
Figure 7- 2: The Structural Model
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Within the Chinese context, it was discovered that foreign invested companies performed better than domestic ones, whilst state-owned firms needed to pay attention to their internal market situation mostly. However, there is evidence from other research to suggest that domestic Chinese firms are becoming more competitive, especially privately-owned enterprises (Xu et al., 2005). The result of the t-tests for comparing manufacturing with service organisations revealed no significant difference across the tested constructs apart from interdepartmental conflict. These findings signal the importance of internal market orientation, not only in the service section, as previously highlighted in the extant literature, but also in a manufacturing context. 
7.3 Discussion and Implications 

The key objectives of this research were to develop and empirically test the composition of internal market orientation behaviour and its impact on internal success and external performance. Based on the data analysis and findings drawn, the outcomes of the research have several implications for scholars and practitioners alike.  

First, the study expands the original internal marketing concept from within the services marketing context to incorporate other areas of management. Specifically, by drawing insights from mid-managers, finance managers, marketing managers and HR managers, it becomes clear that internal marketing cuts across many departments within the organisation and in order for its success, senior management needs to embrace the concept to reap the benefits it can achieve. Our selected research approach of targeting various personnel from within the organisation is particularly novel and makes a sizable contribution that is unprecedented in other internal marketing research. 

Second, adapted from Jaworski Kohli and Kumar’s (1993) market orientation measures, this study supports internal market orientation as being a second-order construct, which involves three fundamental dimensions i.e. the generation of information, the dissemination of information and the response to the intelligence pertaining to the wants and needs of internal employees (Lings, 2004). The study has also clearly offered measurement scales for each dimension of internal market orientation which can be used and developed further for those who are interested in the pertinent research area. 

Third, and consequently, the research proposed a framework reflecting on how internal market orientation can influence organisational performance. The findings of the research confirm a positive relationship between internal market orientation and employee commitment. Firms with high levels of internal market orientation can also enjoy high levels of employee retention. At the same time, this research also discovered a positive relationship between internal market orientation and interdepartmental connectedness and interdepartmental conflict. 

This study has several implications for practitioners such as general managers, human resource managers and marketing managers alike who are seeking to improve their external market performance. In order to facilitate internal marketing strategies, identifying with employees is a key prerequisite for organisations. The findings illustrate that managers would be wise to understand such benefits that internal marketing can offer in terms of cultivating the internal environment. By focusing on the needs and wants of their internal customers, organisations can successfully plan and implement strategies to inspire the internal market. 
In echoing those views of Ackoff (1993), we strongly recommend that organisations which operate with centrally planned and controlled mechanisms should look to eliminate the constraints of such bureaucracy. For example, some departmental units within firms operate as monopolies i.e. accounting, R&D and personnel departments, and these are often unaware of or unresponsive to the needs and desires of their internal users. By introducing an internal market within organisations, each unit may operate as an individual profit centre. Ackoff (1993) suggests that in an internal market economy all that needs to be provided to higher-level units is the equivalent of a profit-and-loss statement and a balance sheet. He believes this will lead to a reduction in unnecessary information flowing within organisations. 

Second, it is believed that internal suppliers who must compete with external suppliers for internal customers’ business are much more responsive to these customers than monopolistic internal suppliers. Third, the adoption of an internal market is difficult because it may require a complete change in the way the entire organisation is managed and operates. Whilst this represents a challenge, it is by no means impossible (Ackoff, 1993). In order to satisfy internal customers, the findings of this research suggest that internal market orientation may be useful. According to this study, internal information generation should include activities such as undertaking formal internal market research to generate ideas from employees about their jobs and the company periodically (Joseph, 1996; Dabholkar and Abston, 2008).

In order to acquire sufficient and useful information, a mixed method approach including focus groups and employee surveys may prove fruitful for generating both hard and soft data. When conducting internal market research, questions should focus on the wants of both individual employees and internal product/service receivers, as well as concentrating on the quality of the internal service delivery process and how the organisation can be more effective (Berry, 1981; George, 1990; Joseph, 1996). Confidentiality needs to be maintained in order for employees to reveal their true opinions. In addition, the frequency for undertaking internal market research should also be considered. For example, Professor Z from University J suggests that: 
“too frequent internal market research will cost too much in terms of time and people. The quality cannot be guaranteed. Therefore, once or twice per year would be preferable.”

Besides undertaking formal internal market research, interaction between managers and employees is required to obtain a better understanding of internal customers’ needs and wants. Often due to difficulties associated with conducting internal market research, informal information generation should also be undertaken by managers. Information can be collected during all kinds of informal situations too, for example, during social activities held by individual departments or by the firm at large (Lings and Greenley, 2005). For example, Taco Bell used a hotline to answer employees’ questions, field their complaints, remedy situations and alert senior management to spot potential problems. The company also conducted periodic employee round table meetings to measure satisfaction (Heskett et al., 1994). 

The importance of communications as a motivational device within the internal marketing campaign has previously been identified in the literature (Piercy, 1995; Rafiq and Ahmed, 1993). Our findings re-iterate that there is a need for two-way dialogue to identify wants and needs between internal customers and suppliers (Lings, 2000). Information should be communicated formally and informally. For example, employee newsletters and e-mail announcements continue to be popular and effective vehicles for reaching internal customers. Effective internal communication should also reflect on the supervisor’s willingness to listen to problems faced by staff (Grönroos, 1985) and involve employees sharing information about overall objectives, new policies, the organisation’s competitive position, plans and decisions etc (Joseph, 1996; Wright et al, 2003). It should also help to facilitate with the sharing of organisational problems that employees face throughout the organisation (Gounaris, 2006). 

Apart from interactive communication between supervisors and staff, managers need to also learn how to communicate effectively with employees from other departments when interdepartmental problems occur (Gounaris, 2006). Communication needs therefore to be carried out with people from all levels of the organisation and across functions (Berry, 1981; Varey, 1995). An open communication climate should be created as this can contribute significantly to long-term success. Managers need to therefore pay serious attention to internal communication and provide each employee with adequate information and the opportunities to speak out, get involved, be listened to and actively participate (Smidts, Pruyn, and van Riel, 2001). In an interview with Mr T from Company D, he explained: 
“employees in our company can communicate easily with their direct supervisor and senior managers. Our communication channels are very open. For example, the office of the general manager is at the entrance of the administration building. He believes this will enable employees to more easily find him and feel more comfortable to talk to him when there is a need. Going through a long hallway for example would impede employees from revealing their opinions.”

The third dimension of internal market orientation is being responsive to such information and involves how companies react to the information generated. Practically, firms need to make a committed effort to understand what employees expect from their employment and to also grasp the conditions of the labour market (Gounaris, 2006). Internal responsiveness also involves establishing employee and departmental performance measurement, evaluation and reward policies that build on the initial two steps i.e. internal information generation and internal information communication (Berry and Parasuraman, 1991). For example, Ms Q from Company A was proud to discuss her organisation’s reward incentives: 
“our company provides special rewards (such as laptop computers, holidays, financial incentives and recognition) to those employees who contribute ideas. Those can be new ideas to improve work efficiency, or advice on working process etc. This programme has received unexpected benefits and employees are highly motivated.” 

Apart from this, regular feedback to employees is critically needed in response to internal information. Skilful and effective feedback can be used as a powerful motivating tool to change employee attitudes and behaviour, which can ultimately lead to performance improvement (Bell, Mengűc and Stefani, 2004). As an example, one of the participants during the focus group discussions expressed her disappointment in the company where she works:
“we have employee satisfaction surveys every year, but the survey result is never fed back to employees. As a result, employees hardly take this kind of survey seriously.”

However, even being aware of the importance of managing the internal market, many companies still cannot implement IMO successfully. George (1990) believes that the single most important component in the internal marketing process should be continuous management support. Senior management support needs to be provided by every single manager and supervisor as routine in their daily job. Effective leadership should be provided to foster collaborative synergy and senior managers might make more effort to ensure accountability, conflict resolution, encouraging cooperation, providing inspiration and other forms of strategic leadership that can shape the organisation more productively (Halal, 1994). 
Jester and Jaworski (2000) suggest that effective intelligence generation and the continuous flow of information can only evolve when organisational leaders emphasise them. Lings and Greenley (2009) meanwhile found that leaders who demonstrated commitment to their staff by paying attention to their employment needs had a motivated workforce which led to a positive outcome in terms of customer satisfaction and profitability. They suggested that effective leaders should try hard to enhance their listening skills and learn to generate information about how to satisfy employees’ wants and needs using both formal and informal techniques. Managers therefore have the ability to influence their employees’ behaviour and attitudes (Lings, 2004). 
George (1990) particularly mentioned that continuous management support was “the single-most-important component” (p.68) for implementing an internal marketing process. He emphasised that this management support needed every single manager and supervisor to see it as a normal part of the daily job. He suggested that managers should take up the challenges as creating an open climate, getting regular feedback from subordinates and so on. Hays (1996) also supported this idea that internal success required top managers to understand the overall forces working together to improve the internal service quality. It is strongly recommended that in order to facilitate internal market orientation, top management shall dedicate sufficient commitment and support (e.g. Gummesson, 1987, Hallowell, Schlesinger and Zornitsky, 1996; Ballantyne, 2003; Bell, Menguc and Stefani, 2004; Ferdous, 2008; Lings and Greenley, 2009). 
Conduit and Mavondo (2001) claimed that it was the responsibility of senior management to establish a climate of internal customer orientation and to encourage employees to change their attitudes and behaviours. They believed that senior managers were the role models and should demonstrate their dedication to internal customers and the internal market orientation process (Lukas and Maignan, 1996; Conduit and Mavondo, 2001). Senior management should not only make promises in terms of their commitment to become internal market orientated, but more importantly need to take action by paying attention to employees’ needs and wants, actively engaging in communication with employees and being responsive to employees’ ideas and suggestion. Their research also showed a significant relationship between senior management and intelligence generation, intelligence dissemination, interdepartmental integration and conflict. However, as it has already been noticed by the research done by Conduit and Mavondo (2001) and Lings and Greenley (2005), managers’ focus on the internal market is particularly week, which needs specific attention to overcome this. It is known to all that the top management’s resistance to change is the most dangerous and can cause various problems, and their resistance will lead to resistance from the staff as well (Joshi, 2007). 
Joseph (1996) suggests there needs to be someone with authority to implement IMO within the organisation as it needs the full support of all departmental managers in order for it to effectively work. This calls for the training of managers, to nurture them and develop appropriate skills for them to become employee focused (Lings, 2004). Weiseke et al. (2009) claimed that effective leaders lay the foundation for internal marketing to evolve, as they act as a constant driving force. However, IMO itself does not necessarily help the company to fulfil its objectives. It is simply a tool to align employees with the organisational strategy. Therefore, a danger is alerted by some scholars that companies which focus too much on the internal market may inflate overheads without attracting external market benefits (Stauss, 1995; Vining, 2003; Lings and Greenley, 2005). 
This study also discovered that within the Chinese context employee retention may not be a useful predictor of performance. This may be due to the history associated with China, and its former communism heritage. This may relate to issues associated with CCP governance over State-Owned Enterprises and the fact that such organisations had to comply with regulations affecting employment and welfare benefits of their workers (Lin and Tan, 1999). 

For example, Ms Q, general manager from Company A commented: 
“The retention rate in our company is high due to the human resource policy of state-owned companies. Slack employees are a headache for us. However, we can do nothing but keep them in the company. We need to pay their salaries but they contribute very little to the company.”

However, as China continues to change and more international companies enter, and private sectors emerge, there has been a shift in emphasis. Mr U from a multi-national company said: 
“Our company keeps a 5% turnover rate every year in order to make sure most of the staff are motivated and committed to the company and their jobs. By doing so, there will be new blood coming to the company every year to keep the company more vigorous.” 

This research also confirmed that both interdepartmental connectedness and conflict play a key role between internal market orientation and organisational performance. Although internal market orientation was found to improve interdepartmental connectedness and at the same reduce interdepartmental conflict, it appears that conflict has a significant positive effect on performance. Therefore, how to channel conflict within the organisation is worthy of further research in the context of China. 

For academics involved in internal marketing research, this study provides interesting insights beyond its original research scope. It provides evidence that different firm typologies have a significant impact on the application of internal market orientation and its influence on internal success and external performance. Within the Chinese context, different types of firm ownership have different degrees of internal market orientation. Particularly, organisations with foreign investment appear to perform better than domestic firms. Perhaps domestic firms can learn from foreign companies in terms of their internal marketing operations. Of all the firms sampled, state-owned enterprises need to pay particular attention as they appear to have the weakest overall internal market orientation. As many state-owned enterprises do not enjoy a total free internal market, it may be difficult for them to care about their internal customers.  
7.4 Limitations and Future Research Directions

Although this research has attempted to empirically test the concept proposed, there are some limitations inherent in the study that restrict its interpretation and generalisability. While market orientation research is well established and spread over various national contexts, this is not the case with internal market orientation. Within this framework, measures of internal market orientation ought to be repeatedly tested before they can be adopted universally. Future research should therefore aim to test this IMO concept in other national contexts.  

A limitation may also relate to the sample of respondents used in this study and further insights relating to IMO may be obtained via conducting further research with employees at lower levels within organisations. The use of subjective judgement on the performance indicator is also debatable. In an ideal world it would be ideal to use objective figures of profitability, market share and sales growth. Company market performance is a multidimensional concept that includes both financial and non-financial dimensions that should be considered. Future investigations need therefore to seek use of objective data to test the direct relationship between internal market orientation and performance. More longitudinal research designs to assess causality between the constructs may also be considered in future research. Whilst SEM is normally used to explain or predict causality, it is useful for researchers, as it can highlight the effects of multiple relationships simultaneously. However, it is recommended that in order to test for true causality, a longitudinal research approach should be administered in future research to test the predictive power of the constructs and the hypotheses over time.  
A further limitation relating to the study is that despite developing a hybrid model containing constructs to measure internal market success i.e. employee commitment, employee retention, interdepartmental connectedness and interdepartmental conflict, in future research more constructs could be included such as employee satisfaction, motivation, spirit of cooperation and interdepartmental coordination etc. Finally, although this research has attempted to examine the IMO - Internal Success - Organisational Performance relationship in a Chinese context, the geographical area of this research is somewhat limited. Similar research should therefore be undertaken in other emerging economies and across different cultures. It may be interesting to include cultural variables in future studies, in order to explore how these may also influence such internal relationships. 
It may also prove fruitful for future research to examine the potential reverse relationship i.e. using performance as an independent or predictor variable of internal marketing attributes (Lages and Montgomery, 2004). It could be that high performance drives greater employee commitment and loyalty etc. Likewise, future studies could seek to examine the factors that discriminate between high and low internal market orientated firms and see if the same factors hold in terms of organisational performance. Such research is likely to prove worthwhile as it will have implications for both academics and practitioners alike. 

7.5 Concluding Remarks

Over the last three decades, research in the area of internal marketing has tended to be somewhat dominated by a plethora of research from North America and Europe. In an attempt to broaden the understanding of the discipline further and help promote the concept of internal market orientation, a conceptual framework consisting of the internal market orientation, internal success constructs and external performance construct were pieced together and tested in a Chinese context among organisations of different ownership type and industry. Based on the research findings and the framework provided, this Chapter has provided a conclusion for the thesis and discussed the implications for academics and practitioners alike. 

For academics sharing similar interests, the research provides new directions by proposing a framework that incorporates both individual and departmental internal success constructs. Whilst the existing literature has tended to focus either on employee performance or departmental performance in isolation, this study has attempted to provide academics with a new approach for investigating how internal market orientation can influence performance across both levels. Moreover, the findings of this research highlight the significant influence of ownership type on the adoption of internal market orientation and its impact on performance within the Chinese context. The findings suggest that the adoption of internal market orientation is much better in foreign invested than state-owned firms. This fact alerts domestic firms in China to pay more attention to their internal market and their internal customers.

Being one of the first studies that has empirically investigated how internal market orientation influences employee retention, organisational performance, interdepartmental connectedness, interdepartmental conflict and ultimately performance, this research has provided a comprehensive scale for measuring dimensions of internal market orientation which include internal information generation, internal information communication and responsiveness.  In addition, the research suggests that manufacturing firms should pay as much attention to the internal market orientation as service firms and the impact of internal market orientation on internal success and external performance shares a similar effectiveness across manufacturing and service industries. Finally, at the empirical level, the research provides some practical guidance for future research. Further research should also seek to collect data from front-line employees and in other countries beyond China. 

Besides academic implications, the findings suggest that managers would be wise to comprehend the benefits that internal market orientation can offer in terms of cultivating internal success and external performance. By focusing on the needs and wants of their internal customers, organisations can therefore successfully plan and implement strategies to inspire their employees and build better interdepartmental integration. 

Whilst several limitations of the study were acknowledged, many of these issues stemmed from the type of constraints incumbent on PhD research at large, such as limited resources and finance. In response to further research in this field, it would be useful to include more constructs and generate larger samples across different levels within organisations and in more countries. Such findings are likely to have a significant impact on academic and practitioner discourse as we grapple to learn more about this interdisciplinary management subject. 
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APPENDIX A – FOCUS GROUP QUESTIONS
Thank you very much for agreeing to take part in this focus group. Your confidentiality will be guaranteed. The findings of the report will be provided to you when it is completed. 

Section A: General Research Questions 

In order to introduce the subject and warm up the focus group interviews, general questions on the concepts of internal marketing and internal market orientation were posed. 

1. Have you ever heard of Internal Marketing or Internal Market Orientation?

2. In your opinion what is Internal Marketing or Internal Market Orientation?

3. In your opinion to what extent can Internal Marketing or Internal Market Orientation influence a company’s performance?
Section B: Research Framework

In order to validate the concept, the researcher presents the framework to participants and asks them to comment. 

1. Do you agree with the linkages between different constructs in the framework?

2. What do you think about the component constructs of Internal Market Orientation?

3. What do you think about the linkage between Internal Market Orientation and employee commitment?

4. What do you think about the linkage between Internal Market Orientation and employee retention?

5. What do you think about the linkage between Internal Market Orientation and interdepartmental connectedness?

6. What do you think about the linkage between Internal Market Orientation and interdepartmental conflict?

7. What do you think about the linkage between employee commitment and company performance?

8. What do you think about the linkage between employee retention and company performance?

9. What do you think about the linkage between interdepartmental connectedness and company performance?

10. What do you think about the linkage between interdepartmental conflict and company performance?

APPENDIX B – INTERVIEW QUESTIONS
Thank you very much for agreeing to take part in this interview. Your confidentiality will be guaranteed. The findings of the report will be provided to you when it is completed. 

Company Name: _______________________ Case No: _________

Participant and job title: __________________
Section A: Basic Company Information
In order to help the interviewee feel at ease, the interview starts by asking some general information relating to the respondent’s organisation.
1. What kind of industry does your organisation operate in?
2. How many employees are there in your company?
3. How many years has your company been operating?
4. What type of ownership is your company?
5. Have you ever heard about Internal Marketing or Internal Market Orientation? If not, how would you define them in your opinion? 
6. In your opinion to what extent and how can Internal Marketing or Internal Market Orientation influence a company’s performance?

Section B: Research Framework 
In order to validate the conceptual framework, the interviewer shows the model to participants and asks them to comment on it. 
1. Do you agree with the linkages between different constructs in the framework? If not, please can you comment further?
2. What do you think about the component constructs of Internal Market Orientation? Please comment.

3. What do you think about the linkage between Internal Market Orientation and employee commitment? Please comment.

4. What do you think about the linkage between Internal Market Orientation and employee retention? Please comment.

5. What do you think about the linkage between Internal Market Orientation and interdepartmental connectedness? Please comment.

6. What do you think about the linkage between Internal Market Orientation and interdepartmental conflict? Please comment.

7. What do you think about the linkage between employee commitment and company performance?

8. What do you think about the linkage between employee retention and company performance?

9. What do you think about the linkage between interdepartmental connectedness and company performance?

10. What do you think about the linkage between interdepartmental conflict and company performance?

This is the end of the interview. Thank you for your time.

Do you have any other suggestions regarding this research project?

APPENDIX C – A SAMPLE TRANSCRIPT FROM ONE INTERVIEW

Thank you very much for agreeing to take part in this interview. Your confidentiality will be guaranteed. The findings of the report will be provided to you when it is completed. 

Company Name: ____ Company A _____ Case No: ___1___

Participant and job title: ___ Ms Q, General Manager of Company A 
Section A: Basic Company Information
In order to help the respondent feel at ease, the interview begins by enquiring about his or her company.
1. What kind of industry does your organisation operate in?

We are a tea production company. The business process of the company starts from procuring raw tea from farmers and then going through the whole process of tea production including machinery, the manual processes, right the way through to sales. We not only use distributors to help us sell our branded tea, but have our own distribution networks as well – we have our own specialty tea shops. 
2. How many employees are there in your company?

We have about 300 contracted employees and most of them are permanent. We do need to hire part-time tea producers every year during the tea harvest time. 
3. How many years has your company been operating?

Our company started business in the 1990s. It has been going for over 20 years.  
4. What type of ownership is your company?

We are a pure state-owned enterprise and we originated from a tea research institute. 
5. Have you ever heard about Internal Marketing or Internal Market Orientation? If not, how would you define them in your opinion? 

Although I have not heard about the concepts of Internal Marketing or Internal Market Orientation, I think these concepts are about the relationships between different functional departments. The latter unit of the procedure takes the previous unit as its supplier and it is the customer who takes the output from the previous unit of the process. 

6. In your opinion to what extent and how can Internal Marketing or Internal Market Orientation influence a company’s performance?

First of all, I think the motivation and willingness of employees are very critical for our company’s performance. From the farm field to the end customer, our business goes through dozens of links. Let’s think about it. Whether the employee completes his/her job description at 100% or 90%, or even more, say 110%. The employee’s performance can in fact range from 1/3 to 3 times of what is required. If each employee can finish his/her work at 110% of the required performance, we can of course then predict increased performance. Of course, this involves a reasonable and logical work procedure design. It requires smooth links between each handover. We need to make sure there are neither overlaps which may cause repetition in work nor gaps which may cause duty vacuum among different units.   
We specifically designed a procedure to make it more reasonable and manageable. (Q: Who decides the procedure?) At the very beginning, it is senior managers who decide the scope of each functional unit and their responsibilities. I could manage the whole process on my own initially as the company was small. At that time, employees in the functional units could not see the benefits of the work procedure design. Therefore, it has to be for top management to decide on which approach and who does what. Each department designs their own procedure as well. However, as time goes on, conflict appears during the process. Then it is time for the participants, normally the managers of different units of the process to sit down and talk about the links to make the procedure better. (Q: What do you do if conflict occurs during the process?) In my opinion, the best way is to have routine meetings, but we don’t have them yet. 
We don’t have weekly or monthly meetings. However, we have seasonal meetings. For the tea industry, the spring meeting matters most. We ask different functional units to do a report and justify their performance during this season. For example, they are asked to find out the causes of their problems. Are these problems caused by their own responsibilities, or caused by other departments, or by top management? Once all the problems are raised, we decide whether their performance is influenced by the objective or subjective factors. The result will lead to the annual performance appraisal. There will be an overall company performance appraisal, departmental performance appraisal and individual job performance appraisal. 
(Q: What will the performance link to?) It links to reward or punishment. We evaluate performance hierarchically. The General Manager evaluates middle managers’ performance, and the middle managers evaluate the lower level managers, and then the evaluation procedure goes on. What we do is to evaluate the manager and his/her team. For instance, we have an average performance value 1. After the whole evaluation process, some departments may get 1.1 and some may get 0.9. Then each individual middle manager will have a personal evaluation score, which is then multiplied by the group performance evaluation score. For example, if the person receives a 1.5 personal evaluation score and the group evaluation score is 0.9, then his/her overall annual performance evaluation will be 1.5 x 0.9. Therefore, during seasonal meetings, we require all departments to raise issues that may cause poor performance. 
(Q: If a department raises issues that their weak performance relates to other departments, will there be conflict among different departments?) At the very beginning, it was the issue that people preferred not to blame others and this somehow still exists now. However, we encourage an atmosphere among managers to only discuss problems themselves and none of the comments are relevant to individuals. If you don’t raise issues of concern at the meeting then you lose your chance. Once the final decisions are settled, you and your department will have to take what you get. For example, last year although one of the departments had quite good profitability, we decided to give them only 0.9 for their performance evaluation because we thought their quality was not good enough. Going deeper into the quality issue, we discovered that this issue was due to a lack of labour.
Regarding the lack of labour, the department needed to decide who made this problem occur. Was it the department itself who didn’t arrange the work properly, or was it because the human resource department didn’t help by recruiting more workers? Then the production manager decided who would take up this responsibility. If he/she didn’t speak out in the meeting, then no matter what, the whole department would have a lower score than others. Therefore, the manager finally raised the problem at the seasonal meeting. 
(Q: What do you do when the human resource department says they try but still do not manage to get the workers they need?) This is true. Currently, we are experiencing a great shortage in the labour market. However, the reason we hire people is because we believe they can do their jobs well. If the job is so easy that everyone can do it, what is the point of employing a human resource manager? At the same time, we do take the general situation into consideration. We will also consider his/her contributions and mistakes. Besides this, we also have an employee survey whereby the content relates to the managers/supervisors performance.
 (Q: How do you improve employee satisfaction and motivation?) We have both soft and hard aspects of improving employee satisfaction and motivation. The hard aspect of evaluation is performance assessment, and the soft aspect is the corporate culture. From performance assessment, an individuals’ performance will be measured by his/her performance and their group performance. The soft aspect is the corporate culture. In our company we promote the idea that “everyone is a boss, and I am the master of my territory”. This means everyone will be fully responsible for their own position. 
(Q: How do you promote this idea?) At the very beginning, we promote this idea through all kinds of meetings. After a period of time, we immediately offer rewards to those who perform well. At the end of each year, we reward the best employees. The reward includes both material and spiritual forms. Material reward could be money or salary increase. For example, the reward could be RMB 2000 Yuan for the best employees, or they could have an annual salary increase instead of a bi-annual salary increase for ordinary employees. 
However, material reward is not the only way. Spiritual reward is also very effective, especially for those front-line employees who care quite a lot about ‘face’. Offering praise in front of colleagues could be very encouraging for them as well. We select the best employees at all levels throughout the company. For example, there will be best employees from the front-line and those from middle management etc. At the end of each year, we have a wall posting the pictures of our best employees and we praise their work during our annual companywide conference. Although both material and spiritual rewards are not something tremendous, we discover that our employees do care about praise. In my personal opinion, I believe that everyone wants to be a good employee and be valued. 
It is a common feature among all people. Even front-line employees need the feeling of being valued and considered important. Once they believe what they do is good, they will continue doing that. Their behaviour can then influence other members of the group. Of course, there are still some naughty employees who don’t care at all, especially those who are permanent employees. For those employees, we really can do very little. However, for those contracted employees, we find management is easier. Normally we will ask their group leader to discuss their problems with them. If they don’t change and continue to mess around, we will stop their contract after one year. 
(Q: how do you settle employee dissatisfaction, especially for those who have accumulated their dissatisfaction for a long time?) To tell you the truth, I think we haven’t done really well regarding this. We don’t have enough communication channels, especially for those lower lever employees to communicate with higher level managers. The information from the front-line to top management travels very slowly. For example, a problem occurred because of this last year. There was one employee who worked really hard and wanted to be the best employee. Nevertheless, she did something out of the scope of her responsibility. 
We require our employees to master their own territory, but not to intervene on others’ territory. Any behaviour beyond their responsibility is discouraged. Anything that needs immediate solution still requires approval from a supervisor or upper-level manager. This may influence efficiency, but we believe fairness is guaranteed. However, this problem was finally discovered after two years and I got the information from another channel, but not from the department where this employee was working. I got the feedback from my customer saying that this employee was acting beyond her job description. 

(Q: how is information from senior management delivered to lower level employees?) We think we are not doing well too. The top management will deliver the information to the middle management during the management meetings, and then the middle management will deliver the information to the lower-level employees. However, information will be distorted due to different understandings. There will be information missing, misunderstood, or changed. Although we have a company website, our front-line employees don’t get online. We don’t have a company newspaper or newsletters etc. This is something that we think we need to improve. 
Company information can only be delivered to all employees during companywide conferences. The good thing about our information delivery is that we show our employees the company’s profitability. All employees are aware what they can get after a year’s work. Their salaries can be easily calculated by themselves once profit is known. Our financial information has been made available to all employees since 2005. Salary for each position is composed of three parts. The first one is called the job position salary, and the second one is called performance reward, and the third one is the bonus. Bonus relates to each one in the company depending on how much money they have saved during the year. The whole system is transparent to everyone. 
(Q: What is the result of applying this management system?)

The result is really good. The atmosphere in the company has improved significantly after we show the financial gains and losses to all employees. Employees feel very confident about the company which they are working for. They know what they will get from the first day he/she joins the company. In addition, they feel comfortable in the working environment which will also strengthen their willingness to work for the company. Compared with other companies in this industry, the employee turnover rate of our company is quite low. It is because on one hand we provide employees with a good steady salary and working environment and on the other, employees feel proud to work for us due to the corporate brand image. 
I have acted as the general manager for the company since 2000. We applied a new management style since 2003. However, it was not until 2005 when the whole system was established. After the change, we could all feel the difference among our employees. Before the change, employees did not have motivation to attend company activities, but now they are willing to participate in every activity that the company organises. For example, we now have a new tea farm based in the Jiandaohu area. In order to improve the relationship with local farmers, each year we pay to organise plays for the locals. Employees are very happy to donate for this activity. Now employees have strong feelings to work toward the company objectives all together. They feel that if the company performs well, they will benefit from it. 
(Q: In your opinion what can be done to improve your company performance from the internal perspective in the future?) In my opinion, we still need to focus on improving employees’ overall performance. We can do this in two major ways. The first is through recruitment. We need to recruit more high-qualified personnel so that the average capabilities of our human resources can be improved. The second way is through training. We have set up a training centre. We firstly formalise the job position by providing training which enables our employees to fully understand and qualify them to perform in their position. We provide different training schemes tailored to different employees. 
Normally, employees will have training at least once per year. We believe that employees need time to practice following each training period. Once they master the skills they can apply for further training to get higher qualifications. That is how we improve the capabilities of current employees. Also, we seek employees whose personalities can match well with our corporate culture. We try to encourage employees who share the citizenship of the company. We hope they feel they are part of the company. Those who cannot feel the citizenship of the company may finally find it uneasy to work for the company. 
(Q: What do you do to create this type of atmosphere?) We have an employee wall, employee corner, employee quotations, posters and so on. We believe the satisfaction and commitment of employees are very important. If the employees are satisfied and committed, then our management cost will be reduced. If employees are not satisfied or committed, they can hardly be managed, monitored or even punished to perform well. That is what we are working on now, changing employees’ attitudes from dissatisfied to satisfied, from unwilling to willing. We sign yearly contracts with our contracted employees. However, for those who are quite certain about working for us, we can provide a two-year contract and the contract will be automatically renewed after the first contract is finished if there is no problem from both sides. We also offer new chances for those who want to change their positions. Each year there might be new positions coming out which can be applied for by all employees. 

However, we still have quite a lot of conflict between departments. We encourage departments to solve the conflict themselves. If the problem is not settled, then finally it is put in front of senior management. However, senior management tend not to intervene in such conflict. We encourage them to fix things themselves. Staff is made clear that only cooperation can lead to better performance. If they don’t cooperate, then their yearly performance will be influenced. Senior management only get involved when departments really can’t settle the conflict themselves. This is clearly communicated to employees through the company’s vision, mission and values. 

Our company provides special rewards (such as laptop computers, holidays, financial incentives and recognition) to those employees who contribute ideas. Those can be new ideas to improve work efficiency, or advice on working process etc. For example, there was once an employee who developed a new way to improve the efficiency of the tea making process. Before his invention, we used our hands to sort the tea leaves from the edge of the tea basket during the tea sorting process. This tea sorting worker realised this problem and thought it was inefficient. By placing g a ruler at the edge of the basket edge, efficiency surrounding tea sorting is greatly improved. We rewarded him with one of the latest mobile phone models. Another example involves a staff member from the marketing department. He developed a new way to manage customer relationships. We rewarded him with a new laptop for his suggestion. 
This programme has received unexpected benefits and employees are highly motivated and feel great self-esteem. Especially those front-line employees as they can really contribute greatly to improve the production process. Sometimes, several steps can be simplified into a few steps to improve efficiency of procedures and most of the time, ideas have been proved to be beneficial. Each week an employee is selected as the star of the week and their picture is placed on the wall. We are a pure state-owned company, established in 1996. It is quite rare that a state-owned company can perform as well as us. In the open competition tea market, we are the only one that has such good profitability. We are considered a freak of the industry because of our ownership type and our performance. 
Section B: Research Framework 
In order to validate the concept, the researcher presents the framework and asks for comments. 
1. Do you agree with the linkages between different constructs in the framework? If not, please can you comment further?

Yes, in general I agree with the linkages between different constructs in the framework. However, I doubt about the linkage between employee retention and organisational performance. Also, I am not sure about the linkage between interdepartmental conflict and organisational performance.  
2. What do you think about the component constructs of Internal Market Orientation? Please comment.

I agree with the component constructs. Although I am not familiar with this concept, I think information is very important and also communication. We have already benefited from the transparent delivery of information. We do realise problems in our communication process. We do not have proper communication channels. We pass information onto middle-level managers, then they pass it onto the lower level supervisors and then onto the employees, but unluckily, we do find quite a lot of information lost during the communication. Apart from that, it is noticed that our lower level staff cannot find ways to communicate with senior managers, which it turns out that sometimes we are the last people to know what exactly is happening in the market place. However, from these component constructs, I am quite inspired about what we need to do in the future. 

3. What do you think about the linkage between Internal Market Orientation and employee commitment? Please comment.

I think good application of the three components of Internal Market Orientation can lead to high employee commitment. We only did the first one, and I have already seen the improvement. If we can accomplish all the three components, I am expecting even higher levels of employee commitment. 
4. What do you think about the linkage between Internal Market Orientation and employee retention? Please comment.

I think employee turnover will be influenced by the Internal Market Oriented actions. It is quite clear that this information generation, communication and feedback procedure will help to create a better company environment and atmosphere that we are looking for. People who feel they fit in this environment stay and those who don’t leave. However, as I said before, the overall retention rate in our company is high due to many reasons. 
5. What do you think about the linkage between Internal Market Orientation and interdepartmental connectedness? Please comment.

I strongly believe that Internal Market Orientation will lead to better interdepartmental connectedness because once the upper stream department understands the needs and wants of the lower stream department, the whole production processes will improve. 
6. What do you think about the linkage between Internal Market Orientation and interdepartmental conflict? Please comment.

Of course when information is gathered, communicated and responded to in an open and fair way, interdepartmental conflict is reduced. This is also the job of senior management to create an open, fair and balanced working environment. Although we still have quite a lot of conflict inside our company, the features of conflict have changed due to reasons underneath those conflicts. It is not like before, people fought against each other because they want to protect their own benefits. Now departments still have conflicts but it is all aimed at improving company performance. 
7. What do you think about the linkage between employee commitment and company performance?

Definitely, highly committed employees contribute more to the overall company performance as I mentioned before. We only believe those happy, satisfied, motivated and committed employees can have a stable continuous good performance.
8. What do you think about the linkage between employee retention and company performance?

The retention rate in our company is high due to the human resource policy of state-owned companies. Although our company performs quite well compared with other state-owned companies, we still suffer greatly from rigid human resource policies. We cannot easily sack people even if he/she is a slack worker because we are a state-owned company. Slack employees are a headache for us. However, we can do nothing but keep them in the company. We need to pay their salaries but they contribute very little to the company. Therefore, I am not sure about the positive relationship between employee retention and company performance. 
9. What do you think about the linkage between interdepartmental connectedness and company performance?

I think better interdepartmental connectedness can lead to better company performance because each department works in the same direction and of course this unified force will reduce management cost and improve management efficiency and further better organisational performance. 
10. What do you think about the linkage between interdepartmental conflict and company performance?

We still have quite a lot of conflict existing in the company and among different departments. However, most of the conflict is quite positive because it is a process of discovering problems and solving problems. I consider unsettled conflict as having a negative influence on organisational performance. 
This is the end of the interview. Thank you for your time.

Do you have any other suggestions regarding this research project?

       Not so far, as I am not really so familiar with this management concept. However, I think this research is very interesting and I am looking forward to your research findings. Some of the questions asked in the survey are also very helpful to us in respect of our internal market situation. 

APPENDIX D – CONSTRUCTS FOR INTERNAL MARKET ORIENTATION
	Measures of Internal Market Orientation

	Internal information generation

	Management meets with employees at least once a year to find out what expectations they have of their jobs for the future. 

Management interacts directly with employees to find out how to make them more satisfied. 

We do formal internal market research to find out employees’ feelings about their jobs and the company. 

We survey our employees at least once a year to assess the quality of their employment. 

We have regular staff appraisals in which we discuss what employees want.

We take views from other departments as if they were customers.

We undertake research with other departments to assess the quality of our department’s product / service offerings at least once per year.

We have interdepartmental meetings at the management level routinely to understand departmental needs.

	Internal information communication

	Before any policy change, managers explain concerns to their employees in advance. 

We usually listen to employees sincerely when they have problems in doing their jobs. 

We are always willing to talk to employees when there is a need. 

We spend time to inform staff about their tasks, their objectives and try to reach an agreement with them.

It is quite difficult to communicate across different hierarchical levels. (R)
It is quite easy for an employee to communicate directly with top managers.

Departmental managers regularly meet to discuss problems and listen to what other departments have to say. 

If a department in this company is faced with a serious problem, the relevant department will become aware of it promptly.

We have cross-department meetings at least once a quarter to discuss how to cooperate to achieve organisational goals.  

It is difficult for one department to communicate its needs and wants with another department.  (R) 

We communicate well with other departments to ensure we understand their on-going requirements.

The organisation’s vision, mission and values are formally communicated to employees.

Our company periodically circulates documents that provide information on our organisational events, employment, employee life and organisational performance to our employees.

Data on employee satisfaction are disseminated at all levels on a regular basis.

Management uses a variety of informal ways to communicate the organisation’s vision, mission and values.

A lot of informal social activities are organised to facilitate employee communication across different departments. 

	Internal responsiveness

	It takes the company forever to decide how to respond to employees’ suggestions or complaints. (R)
Employee needs drive employee job-design, training programme selection, and personal development efforts.  

For one reason or another, our company tends to ignore changes in our employees’ needs. (R)
We periodically review our staff development strategies / schemes to ensure that they are in line with what they want.  

Staff policies within our company depend more on company policies than real employee needs. (R) 

It takes the company forever to decide how to respond to departments’ suggestions or complaints. (R)
Departmental needs drive the nature of the service we provide.

For one reason or another, this company tends to ignore changes in internal departments’ needs. (R)
As a company, we periodically review our internal products/services to ensure that they are in line with what other departments want.

Several departments get together periodically to plan a response to changes taking place in our internal work environment.

If a major competitor were to approach our key employees, we would implement a response immediately.  

Employee suggestions / complaints fall on deaf ears. (R)
Even if we came up with a great employee development strategy, we probably would not be able to implement it in a timely fashion. (R)
We are quick to respond to significant changes in labour market rates / conditions. 

When we find out that employees would like us to modify their job design, the company makes a concerted effort to do so.  

	(R) refers to reverse scale


APPENDIX E – CONSTRUCTS FOR INTERNAL SUCCESS
	Organisational commitment

	Employees feel as though their future is intimately linked to that of this company.

Employees would be happy to make personal sacrifices if it were important for the company’s well-being.

The bonds between this company and its employees are weak. (R)
In general, employees are proud to work for this company.

Employees often go above and beyond the call of duty to ensure this company’s well being.

Our people have little or no commitment to this company. (R)
It is clear that employees are proud of this company.

	Employee retention 

	Most of our employees have been working here for more than five years.  

Compared to others in this industry, this company has a lower turnover of staff.

Employees of this company stay with us for a long time.  

	Departmental connectedness 

	In this company, it is easy to talk with virtually anyone you need to, regardless of rank or position.

There is ample opportunity for informal “hall talk” among individuals from different departments in this business unit.

In this company, employees from different departments feel comfortable calling on each other when the need arises.

Managers here discourage employees from discussing work-related matters with those who are not their immediate superiors or subordinates. (R)
Staff from different departments are quite accessible to one another.

Communication from one department to another is expected to be routed through “specific channels”. (R)

	Departmental Conflict

	Most departments in this business get along well with each other. (R)
When members of several departments get together, tension frequently runs high.

People in one department generally dislike interacting with those from other departments.

Employees from different departments feel that the goals of their respective departments are in harmony with each other. (R)
Protecting one’s departmental turf is considered to be a way of life in this business unit.

There is little or no interdepartmental conflict in this business unit. (R)

	(R) refers to reverse scale


APPENDIX F – OPERATIONALISATION OF CONSTRUCTS
	Constructs
	Item Code
	Item Description
	Source

	IMO
	
	
	Adapted from Kohli, Jaworski, and Kumar (1993); Lings and Greenley (2005); Gounaris (2006)

	Internal Information Generation
	IIG1
	Management interacts directly with employees to find out how to make them are satisfied.
	

	
	IIG2
	We do formal internal market research to find out employees’ feelings about their jobs and the company.
	

	
	IIG3
	We survey our employees at least once a year to assess the quality of their employment. 
	

	
	IIG4
	We have regular staff appraisals in which we discuss what employees want.
	

	Internal Communication
	IIC1
	Before any policy change, managers explain concerns to their employees in advance.
	

	
	IIC2
	We usually listen to employees sincerely when they have problems in doing their jobs. 
	

	
	IIC3
	We are always willing to talk to employees when there is a need. 
	

	Responsiveness to Information
	REI1
	Employee needs drive employee job-design, training programme selection, and personal development efforts.
	

	
	REI2
	We periodically review our staff development strategies/schemes to ensure that they are in line with what they want. 
	

	
	REI3
	Staff policies within our company depend more on company policies than real employee needs.(R)
	

	
	REI4
	If a major competitor were to approach our key employees, we would implement a response immediately.
	

	
	REI5
	 Employee suggestions/complaints fall on deaf ears. (R)
	

	
	REI6
	 Even if we came up with a great employee development strategy, we probably would not be able to implement it in a timely fashion. (R)
	

	Employee Retention
	RET1
	Most of our employees have been working here for more than five years.
	Lings and Greenley (2005)

	
	RET2
	Compared to others in this industry, this company has a lower turnover of staff.
	

	
	RET3
	Employees of this company stay with us for a long time.
	

	Employee Commitment
	COM1
	Employees feel as though their future is intimately linked to that of this company.
	Jaworski and Kohli (1993)

	
	COM2
	Employees would be happy to make personal sacrifices if it were important for the company’s well-being.
	

	
	COM3
	The bonds between this company and its employees are weak. (R)
	

	
	COM4
	In general, employees are proud to work for this company
	

	
	COM5
	Employees often go above and beyond the call of duty to ensure this company’s well-being.
	

	
	COM6
	Our people have little or no commitment to this company. (R)
	

	
	COM7
	It is clear that employees are proud of this company.
	

	Departmental Connectedness
	DCD1
	In this company, it is easy to talk with virtually anyone you need to, regardless of rank or position.
	Jaworski and Kohli (1993)

	
	DCD2
	There is ample opportunity for informal “hall talk” among individuals from different departments in this business unit.
	

	
	DCD3
	In this company, employees from different departments feel comfortable calling on each other when the need arises. 
	

	
	DCD4
	Managers here discourage employees from discussing work-related matters with those who are not their immediate superiors or subordinates. (R)
	

	
	DCD5
	Staff from different departments are quite accessible to one another.
	

	
	DCD6
	Communication from one department to another is expected to be routed through “special channels”. (R)
	

	Departmental Conflict
	DCF1
	Most departments in this business get along well with each other. (R)
	Jaworski and Kohli (1993)

	
	DCF2
	When members of several departments get together, tension frequently runs high.
	

	
	DCF3
	People in one department generally dislike interacting with those from other departments. 
	

	
	DCF4
	Employees from different departments feel that the goals of their respective departments are in harmony with each other. (R)
	

	
	DCF5
	Protecting one’s department turf is considered to be a way of life in this business unit. 
	

	
	DCF6
	There is little or no interdepartmental conflict in this business unit. (R)
	

	Organisational Performance
	OPF1
	Sales growth
	Govindarajan and Gupta (1985)

	
	OPF2
	Market share growth
	

	
	OPF3
	Profitability 
	


APPENDIX G – SUMMARY OF CONSTRUCT MEASUREMENT
	Constructs
	Scale Items
	Standardised Loadings
	t-

Value
	α
	ρ
	AVE
	VE
	Mean Score
	SD
	Item Means
	Item SD

	IMO
	IIG
	0.76
	*
	0.82
	0.81
	0.62
	0.74
	4.48
	1.70
	4.24
	1.40

	
	IIC
	0.79
	11.85
	
	
	
	
	
	
	4.76
	1.38

	
	REI
	0.81
	11.72
	
	
	
	
	
	
	4.42
	1.09

	Employee Retention
	RET1
	0.81
	*
	0.89
	0.90
	0.75
	0.82
	4.39
	2.75
	4.20
	1.78

	
	RET2
	0.80
	15.48
	
	
	
	
	
	
	4.56
	1.58

	
	RET3
	0.97
	17.96
	
	
	
	
	
	
	4.41
	1.61

	Employee Commitment
	COM2
	0.57
	*
	0.80
	0.80
	0.51
	0.62
	4.60
	1.44
	4.82
	1.23

	
	COM4
	0.76
	8.56
	
	
	
	
	
	
	4.46
	1.19

	
	COM5
	0.67
	7.97
	
	
	
	
	
	
	4.59
	1.16

	
	COM7
	0.83
	8.87
	
	
	
	
	
	
	4.55
	1.22

	Departmental Connectedness
	DCD1
	0.66
	*
	0.80
	0.78
	0.51
	0.61
	4.53
	1.56
	4.43
	1.35

	
	DCD2
	0.83
	10.32
	
	
	
	
	
	
	4.73
	1.15

	
	DCD3
	0.73
	9.49
	
	
	
	
	
	
	4.77
	1.22

	
	DCD5
	0.60
	7.69
	
	
	
	
	
	
	4.21
	1.26

	Departmental Conflicts
	DCF1
	0.66
	*
	0.81
	0.83
	0.64
	0.73
	2.82
	1.67
	2.88
	1.78

	
	DCF2
	0.93
	10.07
	
	
	
	
	
	
	2.73
	1.32

	
	DCF3
	0.78
	10.42
	
	
	
	
	
	
	2.86
	1.35

	Organisational Performance
	OPF1
	0.84
	*
	0.84
	0.76
	0.66
	0.76
	4.34
	1.89
	4.38
	1.26

	
	OPF2
	0.88
	8.93
	
	
	
	
	
	
	4.33
	1.27

	
	OPF3
	0.71
	8.45
	
	
	
	
	
	
	4.31
	1.13
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