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Abstract

Background: Small service businesses face the challenge of differentiating themselves in
increasingly competitive markets, such as Norway. While customers are always important to

any business, how do the firms act differently under the impact of customer interactions?

Objective: Assess the differentiation strategies that entrepreneurs in small service firms in

Norway apply, under the impact of customer interaction.

Method: A qualitative case study on Norwegian small service firms. The study assessed the
ways entrepreneurs act in different circumstances based on feedback from customer

interaction activities.

Results: Ten entrepreneurs were interviewed in this study. The interviews were conducted
with open-ended questions in a semi-structured format. Analysis of the interviews identified
the following strategies: being the first mover on a new market, and focus on customer
satisfaction on an equilibrium market. In addition, no matter how long the firms have been
established, the entrepreneurs tend to apply effectuation principles, even they do not know
about that in first-hand experiences. Effectuation principles help the entrepreneurs have

quicker actions, adapt better the customers’ needs and thereby make them different.

Conclusion: The study showed that all entrepreneurs paid strong attention to customer
interaction, they invited customers join from the first stages of service development to make
sure that they could control the outcomes. The study also revealed that many Norwegian
entrepreneurs did not pursue a low cost strategy. Instead, they focused on service values and
quality for increasing customer satisfaction. However, the empirical data did not show clearly
the ability of entrepreneurs to exploit contingencies since none of the companies studied

appear to take this action.
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1 Introduction

1.1 Small business in service sector

During the past years, the service sector and its peculiarities concerning innovation into the
center of economic policy research (Hipp and Grupp, 2005) are getting more and more
attention from business executives. Undeniably, the service sector has become an important
part of the economy. In Norway and other OECD countries, the number of employees in
service sector has grown, while that number in manufacturing decreased in the past few
decades (Norwegian-government, 2001). The majority of service firms exist in the form of
small businesses. Added to that, those firms are not only growing in any particular country,
but also spreading all over the world. It is predicted that the number of global small
businesses will be in the millions with service providers representing the majority (Priestley,

2011).

On the positive side, there are good things with small business. Many great ideas appear in
small businesses which tend to be more innovative than larger enterprises (Audretsch et al.,
1999). Governments all over the world are providing more and more support for innovation
in their countries, not only in technologies, but also in policies and management. Taking
Norway as an example, the natural resource industries such as oil, gas or fishing have been
boosting the Norwegian economy for many years. However, these resources are limited, and
the government sees a need for improved productivity. In a report from Nordic Innovation
Publication, Napier et al. (2012) indicates that entrepreneurship in Norway is growing
strongly. Many improvements have been implemented in various forms. Innovation Norway,
the national innovation support agency, gets funding directly from the government and uses it
to support companies in developing their advantages. The banking system has also been
improved for easier usage. Most business forms are now accessible online at anytime which
has led to the rise in number of companies in Norway. There are almost 550,000 companies
in Norway as of January 01, 2015. That is a 3.9% percent increase, compared to 2014 (SSB,
2015). The starting a business index of Norway has increased from 30™ to 22" following
assessment from Wordbank (2015). Although 80% of firms have less than five employees,
the enterprises’ overall innovation expenditure for developing new products or processes rose

from NOK 29 billion in 2010 to NOK 34.5 billion in 2012. During the three-year period from



2010 to 2012, the value of product and service innovations was worth 13.7% of the product

innovators’ turnover in 2012 (SSB, 2015).

On the other hand, it raises an issue of competition between firms for entrepreneurs.
Considering the total population of Norway only around 5,1 million citizens (SSB, 2015),
one business serves approximately nine people. The local market seems very small when
compared with the number of businesses being developed in the country. Despite that, the
Nordic Entrepreneurship Survey from EY (2015) shows that more than 56% of Norwegian
entrepreneurs want to stay local and become a nationally important player. Around 82%
Norwegian entrepreneurs’ revenue comes from the home market. Therefore, with such a
competitive market, how can Norwegian entrepreneurs maintain and keep expanding the
market for their businesses. Finding the way to differentiate themselves from their

competitors or creating a new market is critical for a business.

1.2 Differentiation and customer interaction

In increasingly competitive markets, differentiation is an important part of any business in the
market. It not only helps firms differentiate themselves from other competitors, but also
improve their products or services. Being in a market, where considerable differentiation
exists, is much better than being in a commodity market where differentiation between
products is impossible (Sharp and Dawes, 2001). The question for any entrepreneur is how to
differentiate themselves from competitors while still serving the appropriate customer

segments in a suitable market?

There are ways to do that. For example, based on new technologies, the firm can develop and
offer a new product or service thereby becoming the first mover on market. Alternatively, the
firm can pursue different pricing strategies in different markets. One critical part, however, is
that other factors can affect an entrepreneur’s differentiation strategies. These factors can
include internal factors such as management, human capital; or external factors such as
government policies, working environment or customer interaction. It is not easy, or even
possible, to say which factors are more important. This thesis only evaluates connection
between differentiation and customer interaction and its impact on entrepreneurs’

differentiation strategies.



1.3 Research question

Based on the above reasons, the following research question is posed:
» How do entrepreneurs in small service businesses in Norway differentiate themselves

under the impact of customer interaction?

Multiple cases of Norwegian entrepreneurs were examined to answer this question. Two sub-
research questions also emerged from the literature review and from the evidences from the
data. The sub-research questions are:
+ RQI1: To what extent do entrepreneurs use effectual processes to create new services
based on interactions with customers?
* RQ2: To what extent do entrepreneurs focus on building high quality service and

customer satisfaction rather than low cost between different competitive strategies?

1.4 Rationale for the topic

Via an extensive search in several databases of the English-speaking literature, Alam (2002)
concluded that user involvement in product and service development is quite a new research
area. There is a general lack of literature on new service development compared to the
richness of the new tangible product development literature (Alam, 2002). At the time of this
thesis, a quick search on the library portal, University of Oslo', with keyword “product
differentiation”, returns 55,804 results. Comparing with keyword “service differentiation”,
the number of results is 15,607, also on Google Scholar. Undoubtedly, service marketing is
different from tangible product marketing. New service development process is significantly
different than the development process of tangible products (Alam, 2002). Those differences
leads to a desire to have more research in this area (Alam, 2002). This study is bringing a

contribution to that trend.

Added to that, the numbers of small companies in Norway is continuously increasing, despite
the competitive market. Norway is ranked as a moderate performer in entrepreneurship
(Napier et al., 2012) and not the best in either the Nordic area or in the OECD. There is
obviously room for improvement. Therefore, this empirical study will help entrepreneurs to

have some insights about how Norwegian firms differentiate from their competitors.

L The library portal at University of Oslo is a powerful tool, which is linked to multiple research



1.5 Thesis structure

Following the introduction, chapter 2 discusses the differentiation strategy, effectuation and
customer interaction literature. Chapter 3 describes the case study methodology used in this
study. Chapter 4 shows the findings from empirical studies. The results are discussed in
chapter 5 along with some limitations of the study, suggestions for future research and

implications for practitioners. The conclusion is summarized in the final chapter.



2 Literature review

In this section, I first discuss the literature on service differentiation and customer interaction
and then discuss how these two topics tie together. In addition, Sarasvathy’s effectuation
framework is introduced as the lens that is used for examining the relationship between
service differentiation and customer interaction. Finally, I discuss how the company’s

development stage affects differentiation and customer interaction.

2.1 What is differentiation?

The term differentiation is an old concept, and it can relate much to product or service
features, market segmentation, marketing strategy, etc. (Smith, 1956, Sharp and Dawes,
2001). There is no formal definition for that term, people can use it in business generally, or
in a narrow segment with different alternative definitions (Sharp and Dawes, 2001). With an
empirical study with 36 Australia manufacturing industries, Caves and Williamson (1985)
tried to answer the question: What is product differentiation, really? They suggested “product
differentiation has structural bases in the technology of production and consumption and in

the information costs those condition buyers' choices among competing products.”

Sharp and Dawes (2001) went further, listing multiple definitions and explanations for the
link between differentiation and profitability from different researchers. The basic definition
of differentiation was also raised: “differentiation exists when a firm’s offering is preferred
on some buying occasions (or by some customers all of the time) over rival firms’ offerings.”

Theoretically, differentiation can make the firm’s products:

* Desirable, which can lead to higher sales and helps build brand loyalty that allow the
firm defense existing customers and influence new customers.

* Unique, which can help the firm to sell products at higher prices.

However, Sharp and Dawes (2001) also disagree on some points. Differentiation does not
always have the same meaning with manufactured product feature differences.
Differentiation is not always synonymous with either premium price or high costs, and it is
not the pre-requisite for the firm earning more profits. They did conclude, nonetheless, that

on the real competitive markets “differentiation is a pervasive and almost unavoidable



aspect”. Both customers and firms gain benefits from differentiation in a competitive market.
Customers can not only use better services but can also see the weakness of each firm via the
firm’s competitor sales pitches and then have better information when purchasing services.
From a firm’s perspective, a firm can be more competitive if it can analyze competitors
performance, imitate competitor’s strengths or from that, being differentiation (Li and

Calantone, 1998).

Although the above findings seem to indicate similarities between product and service
differentiation, there are differences between them. For instance, for a new tangible product
to succeed the most important factor is the quality of an innovation. However, for a new
service to succeed, there are other important factors such as human resources, teamwork, and
user collaboration that the firm should focus on (Alam, 2002). From that perspective, doing
product differentiation might focus more on technologies and on the final products while

service differentiation will emphasize processes more.

Differentiation deployment is not an easy process. It requires the firm to deliver something
different from the offerings of competitors. Developing and implementing a differentiation
strategy requires considerable information and knowledge. Even though such information and
knowledge are usually available, the firm needs to acquire them through different sources

such as market research or customer interaction (Svendsen et al., 2009).

However, each market stage has different characteristics. Therefore, differentiation can also
be distinctive. And from that viewpoint, the ways that entrepreneurs conduct differentiation
strategy are also diversified. In this paper, I will review the differentiation strategies in two
market stages. The first stage is before and during the period that a new product is introduced
to sell on a new market. The second stage is when market is more mature and approaching
equilibrium. These two stages are not linear but more of a continuous circle. The market
needs time for developing customers and completing product features. When the market
becomes more mature, there will be a need for creating a new service or product to create a
new market stage. It is similar to the concepts of exploration and exploitation (O'Reilly and
Tushman, 2008). Exploration creates the base for exploitation activities but exploitation also
provides tools for exploration to search for new resources and enhance resource usage.
Exploration relates to actions such as searching, risk taking, experimenting, playing,

discovering the flexibility, and innovating. Utilizing exploration, entrepreneurs conduct



market research and try to find out what customers need before deploying into products.
Exploitation, on the other hand, includes such things as refinement, choice, production,
efficiency, selection, implementation and execution (March, 1991). In exploitation,
entrepreneurs use existing assets and try to improve the efficiency to increase productivity.
This creates different ways to communicate with customers in conducting the differentiation
strategy. The circle operates continuously and leads to the transformation of both resources

and outcomes (Sarasvathy and Dew, 2005).

But first, the basic information about effectuation framework will be introduced as the lens

for assessing the differentiation strategy later.

2.2 Effectuation and Causation

Recently, Professor Saras D. Sarasvathy has built a new entrepreneurship framework for
addressing the issues how entrepreneurs deal with uncertainties. Via a study of 27 founders of
companies ranging in size from $200 million to $6.5 billion, the framework has built two
logics of thinking: causation and effectuation. Both connect to customers, but from different

approaches.

Following the causation logic, entrepreneurs usually start with some extensive market
research and carefully consider different market segments. Based on the information they
collect, entrepreneurs develop a product that is expected to bring them more profits. In the
opposite way, effectual entrepreneurs might or might not start with any opportunity. They
might not have a specific goal. They start with the concepts (means) of who they are, what
they know and whom they know. Using these means, the entrepreneurs begin to imagine and
implement possible products that they will bring to markets later. The markets then can be
very different in disparate industries. Utilizing different methods requires having different

actions and it might lead to different results.

Causal reasoning is close to the planning school of strategy (Wiltbank et al., 2006).
Entrepreneurs have specific goals and with the given means, they try to achieve that pre-
determined goals. They emphasize competitive analysis, focusing on exploiting pre-existing
knowledge and trying to predict an uncertain future (Perry et al., 2012). In any activity,

causal-logic entrepreneurs look for an expected return based on their predictions.
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Categories of
Differentiation
Givens
Decision-making

selection criteria

Competencies
employed
Context of

relevance
Nature of

unknowns

Underlying logic

Outcomes

Causation Processes

Effect is given

Help choose between means to
achieve the given effect

Selection  criteria based on
expected return

Effect dependent: Choice of means
is driven by characteristics of the
effect the decision maker wants to
create and his or her knowledge of

possible means

Excellent at exploiting knowledge

More ubiquitous in nature

More useful in static, linear, and
independent environments

Focus on the predictable aspects of
an uncertain future

To the extent we can predict

future, we can control it

Market share in existent markets

through competitive strategies

Effectuation Processes

Only some means or tools are given
Help choose between possible effects
that can be created with given means
Selection criteria based on affordable
loss or acceptable risk

Actor dependent: Given specific
means, choice of effect is driven
by characteristics of the actor and his
or her ability to discover and use

contingencies

Excellent at exploiting contingencies

More ubiquitous in human action

Explicit assumption of dynamic,
nonlinear, and ecological environments
Focus on the controllable aspects of an
unpredictable future

To the extent we can control future, we

do not need to predict it

New markets created through alliances

and other cooperative strategies

Table 1. Contrasting Causation and Effectuation (Sarasvathy, 2001b)

On the other hand, effectual reasoning, instead of predicting the future, emphasizes what is

controllable. Beginning with a given set of means, entrepreneurs focus on affordable loss and

exploit contingencies. Since entrepreneurs have identified how much they can afford to lose,

they no longer need to pay much attention to the competitive analysis and instead emphasize

what they can do. They build strategic partnerships, a network of stakeholders who can

contribute to the development process and utilize partnerships as resources, in an attempt to

control an unpredictable future (Perry et al., 2012) and convert uncertainties to opportunities

from an existing knowledge base. Because entrepreneurs now control all resources and

processes, the process outputs can be different depending on how entrepreneurs use those



resources. In her study, Sarasvathy (2001a) showed that starting with exactly the same

product, entrepreneurs ended up creating companies in 18 completely disparate industries.

In effectuation, there are three categories of means that are emphasized from the beginning.
They are identity (who they are), knowledge (what they know), and networks (whom they
know) (Wiltbank et al., 2006). Entrepreneurs begin with these means and imagine things they
can accomplish. The result is that entrepreneurs can control the future events, rather than
predict what is happening. When developing a new service, they reach out the people who
can somehow participate in the service development process at any level. Those people can
become potential stakeholders. The key here is the pre-commitments from those potential
stakeholders: they commit to the development process, with what can be their affordable loss.
The commitments are not the stakeholders’ fit into the firm but the complementary parts of
the coming service. In that way, entrepreneurs can adjust the service development strategy

following the new conditions while they can still control the whole process.

Expanding cycle of resources

! Goals
Who I am “
What can Call people Stakeholder
What ] know ’ Ido? I I know commitments
Whom I know
Means 1

Converging cycle of constraints on goals

Both new means and new goals are changes in constraints

Figure 1. The effectual process (Wiltbank et al., 2006)

Using partnerships as resources is also bringing another advantage for the firm. Since the
commitments from partners contribute in creating the new products, different partners can
build different coming products. Entrepreneurs then do not need to spend company resources
on competitive analysis, which usually takes significant time and effort. This is especially a

good condition for small businesses since small firms often lack resources at the beginning

13



for developing and commercializing new products in-house (Vrande et al.,, 2008).
Furthermore, with new resources (means, commitments from stakeholders), the outcomes can
be a better product to create additional markets or can be a completely different product.

From that new product, a new market with a new business goal can also be created.

Effectuation principles can apply to entrepreneurs’ actions, in both exploring and exploiting
activities. In the next sections, effectuation framework will be used as the lens for assessing
entrepreneurs’ actions when exploring new opportunities and exploiting current markets

when pursuing a differentiation strategy.

2.3 How does customer interaction affect service

differentiation?

Firstly, we need to assess the customer characteristics because different types of customer
need to have different way to interact. Gruner and Homburg (2000) defined four types of
customer characteristics: technically attractive customers; financially attractive customers;
customers who have close relationship with the firm; and lead users who present strong needs
that become general in a marketplace months or years in the future (Hippel, 1986). Each type
of customers has different characteristics and therefore, the way they interact with each of
them is different too. Within this paper, only lead-user customer type is studied. They can be
customers, or potential customers, who have needs that are advanced compared to other
market members and who expect to benefit significantly from a solution to those needs

(Hippel, 1986). From now on, the term customer will refer to lead user.

Like the term differentiation, the term customer interaction is used generally too.
Theoretically, it can refer to other terms such as customer involvement or customer
partnerships which are used in different research papers (Carbonell et al., 2009). In different
situations, it can be distinct too. For example, when linked to service innovation, the term
refers to “the interactions between service producers and the representative(s) of one or more

customer firms at various stages of a new service development process” (Alam, 2002).

Obviously, developing a new product or service based on a new technology is costly. It can
cost the firm more if doing an inappropriate process. In case of small firms, it might collapse

the whole business. Focusing on a wrong customer segment will waste the firm’s resources.



Involving customers into the product and service differentiation process might not help to
reduce resources expenses but can use resources more effectively. Information on customer
needs and user experiences will give entrepreneurs a clear view about their products. Co-
operation with customers can be considered as a bridging strategy to secure access to the
critical resource of information on customer needs (Carbonell et al., 2009). Moreover, from
that, entrepreneurs can have accurate strategies for the next circle of product development.
Reviewing number of previous research, Svendsen et al. (2009) showed that a key success
factor for product development projects is external communication with key customers. It is
also agreed by Carbonell et al. (2009) that customer involvement has long been considered
important for successful product and service development. It explains for a popular example:
beta testing stage. Almost every software companies nowadays invite their existing and

potential customers join to multiple beta tests before releasing the final software version.

As mentioned, product and service differentiation have similar points, but there are also
differences. The role of customer interaction in those differentiation processes is distinct too.
After reviewing a range of research papers in both product and service development fields,
Alam and Perry (2002) commented that customer input and involvement in the service
innovation process may be more useful than in tangible products. Service firms tend to
involve customers in their service delivery and customers tend to purchase the service with
longer commitments. In many firms nowadays, monthly subscription is the way to maintain
repeated sales, for example Red Hat Linux. Thus, customer orientation plays a more
important role in service firms than tangible product manufacturing firms. In most cases,
customers’ input in form of needed information and instruction to service provider is
essential. In some special cases, the service cannot be created without customers’ input

because of their active working in the service co-producing process (Dadfar et al., 2013).

The information entrepreneurs receive back from customers can be in the form of either
complaints or suggestions (Brockhoff, 2003). Both can be considered a valuable and
inexpensive source for either improving current products or offering suggestions for the new
product development (Brockhoff, 2003). If entrepreneurs can process this information

correctly, customer involvement will have a positive impact on new service performance

(Carbonell et al., 2009).
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Depending on the market stage that the firm is working in, the information from customer
interactions can have a different impact on the firm’s differentiation strategy. The next
section will review the impacts of customer interaction to the firm’s differentiation strategies

in different market stages.

2.3.1 The developing stage

In this stage, a firm’s differentiation strategy could be to become a first-mover, which is the
first to sell a new product or service category (Schilling, 2009). A firm can achieve the first-
mover status in multiple ways. The firm can produce a totally new product, enter a new
marker, utilize a new service process, or it can be significantly improve on a current product

that the firm can claim the distinction (Kerin et al., 1992).

“Entrepreneurs create ex nihilo, through the forward-looking process of imagining
that allows them to ‘think outside the box’, where the ‘box’ is defined largely by the
limits of knowledge rooted in interpretations of the past... They exploit opportunities
by continuously combining and recombining intermediate goods to produce consumer

goods” (Chiles et al., 2007).

As the first-mover, the firm can gain multiple advantages such as brand loyalty, sustainable
leadership in technology, preemption of scarce assets and switching costs or buyer choice
under uncertainty. It can help the firm to remain more profitable than later entrants

(Lieberman and Montgomery, 1988).

However, developing innovative products or being the first-mover with a new product
concept is not easy and it is also the most risky development strategy. The firm has to face to
multiple uncertainties such as technological standards, the needs for new product
opportunities and buyer resistance to innovation (Slater and Narver, 1996). Being the first-

mover does not guarantee a success for the new product.

Additionally, at this point, there is no reference on the market. If they are following a causal
logic, an entrepreneur needs to plan carefully with his or her predictions based on their

expectations. Because expectations are oriented to an unknown and unknowable future,



entrepreneurs must imagine possible futures and choose from among these subjective mental
creations (Chiles et al., 2007). With those predictions, the firm needs to go out and conducts
extensive market research. The customer interaction appears here in the form of suggestions.
Research participants answer given questions and those answers are expected to confirm the
entrepreneur’s expectations or not. Analyzing responses from the research participants, who
can be potential customers, an entrepreneur then decides the target market or even decides to
create a product or not. This method is the common way to develop businesses, known as the
STP process: segmentation, targeting and positioning. However, the process would involve

considerable amounts of time and analytical effort (Sarasvathy, 2001b).

Since production, consumption, and customer’s experience of the a service often happen at
the same time of interaction between a service provider and its users, it is difficult to obtain
feedbacks from customers in advance which is different from a tangible (Dadfar et al., 2013).
All the questions and answers in the market research at this stage are based on predictions
and expectations. When entrepreneurs sets research questions and expected answers, they
have already given a consistent set of preferences (Cohen and March, 1986), which is the
assumed existence of the central artifacts and contexts of business within which the decisions
take place (Sarasvathy, 2001b). The questions and answers have been framed. What happens
if the questions are not correct? This is similar to one issue that Alam (2006) addressed: the
style of customer questioning in customer interaction strategy. The firm representatives do
not know how to interact with customers and obtain input from them correctly. A simple
case, which can happen, is that a participant is not sure if his preset set of values is the set of
values in terms of which he wants to act (Cohen and March, 1986). So, that kind of research

does not guarantee the success of coming product.

There is a possibility that established firm has provided an existed product for a while
already. Entrepreneurs can collect customer feedbacks based on current product usage. They
then can build imagination of future possibilities and try their best efforts to bring those
possibilities to the market. This approach emphasizes high control and high prediction
(Wiltbank et al., 2006). One example is Microsoft Windows. When Microsoft first introduced
Microsoft Windows as the desktop operation system in 1985, they based on the information
they already had from MSDOS and the amount of customers who had been using CLI
(command line interface). They predicted that the GUI (graphic user interface) would be the
next step. With the relationship with IBM at that time, and the big financial support from
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investors when the firm became public in 1986, Microsoft had the power to control the effort
required to bring their product to market as committed. Several scholars have researched this
approach too as summarized by Wiltbank et al. (2006). To gain market leadership, the firm
needs to have a commitment to a clear vision, a unique view of how things could be in the
future, and a commitment to financial and reputational resources. The commitment needs to
be supported by strategic projections, where consistency between the communication and
resource commitments are in line with the organization’s vision. Those strategic projections
are critical to increased reputation and a desire by others to support that organization’s

particular visionary efforts.

However, this raises a question. Since the firm still relies heavily on predictions while they
still need to control the efforts to convert these predictions to products and bring to market,
does it require having a significant amount of resources, especially financial and human
resources? Is this a barrier for small firms when again, most of the time, they have limited
resources at their disposal (Vrande et al., 2008)? At the same time, multinational enterprises
have the resources are almost available all the time but are unable to innovate as well as small

firms.

Conversely, if using effectual logic, entrepreneurs can start with who they are, what they
know, and whom they know. Based on their own means, they create a new product.
Entrepreneurs can then try to convince people around them to use their new product and give
their feedback. Customer interaction occurs at the very first stage of product development.
An example of this is Amazon back in 1995. Before officially introduced their first website
version, Jeff Bezos and Paul Barton-Davis invited 300 friends and potential customers, many
of whom became Amazon employees later, to join a beta test for the order process. Although
the entrepreneurs had already addressed most issues, the test was still very helpful. They
identified two ways to process an order and it turned out that the entrepreneurs had chosen

the worse way. In this case, the customer inputs were contributing to process innovation.

Clearly, it is beneficial for firms to treat customers with particular characteristics, such as
detail-oriented and sophistication, as partners in new service development. As partners, their
role in new service development is much broader than just voicing their needs. Moreover, as

lead users they often attempt to fill the need they experience (Hippel, 1986) and therefore



will be keen to help crystallize product concepts and critically evaluate product designs and

final outcomes (Li and Calantone, 1998).

Once again, the important aspect of differentiation, both products and services differentiation,
is to bring something unique that is valuable to buyers. Customer suggestions from the first
rounds will allow entrepreneurs know what they are missing and what is valuable for those
customers. Entrepreneurs do not need to guess or predict what is beneficial for their buyers.
They now know what they need to do and what they can do. The results might be different
from the original plans, but the new plan is likely more focused on exactly what customers
need. It can actually help to boost business performances. Via an empirical study with 807
Spanish service firms, Carbonell et al. (2009) confirmed that customer involvement has a

positive impact on technical quality and innovation speed.

Note that using effectual logic, entrepreneurs do not just wait for the right people. Besides
continually striving to attract the right people, entrepreneurs learn also to nurture and grow
those right people naturally (Sarasvathy, 2001a). Each of those people is treated as a partner,
a stakeholder who commits only what he or she can afford to lose and comes on board to
drive what the goals of the firm will be and what the new market opportunity will eventually
turn out to be (Saravathy and Dew, 2008). Paying attention to this kind of customer
involvement does not guarantee the success of new product either. However, it avoids a big
issue with causal logic. Via interactions with customers, entrepreneurs can know sooner
whether the intended product will be successful or not. It prevents time, effort, and money
issues especially in case of small businesses. Combining with feedbacks from customers,

entrepreneurs can even change the original plan completely to a new direction.

From a buyer’s perspective, customers also face significant uncertainty in this market stage
because of a lack of relevant experience with the newly introduced product (Heide and
Weiss, 1995). Joining the product development process from the beginning will reduce much
of uncertainty for customers. From a certain point, that is the foundation for trust. When there
is trust between the firm and customers, customers have more confidence to experiment
(Sinek, 2013) and may even spread the product information to other people in their networks.
Trust is important and is a key factor in the development of brand loyalty (Lau and Lee,
1999) which is also one aspect of differentiation. This effectual interaction brings a win-win

relation between a service vendor and their customers.
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In summary, in the developing stage of market, being the first-mover can be a differentiation
strategy. For achieving that position, the firm can involve potential customers into the service
development process at the very beginning phases. This helps the firm save resources while

still controlling the development process for identifying customers’ needs.

Based on that, the first sub-research question is raised below:
+ RQI1: To what extent do entrepreneurs use effectual processes to create new services

based on interactions with customers?

2.3.2 Equilibrium stage

The second stage is when the market becomes mature. Functional differences between brands
are unusual because most functional differences can be copied (Sharp and Dawes, 2001).
Mansfield (1985) pointed out that the technology imitation could happen quite rapidly. The
important information concerning development decisions is generally in the hands of rivals
within about 12 to 18 months on average. At this market stage, product or service
standardization is more likely (Song and Adams, 1993). Late entrants can become free-riders
and benefit from the pioneering firm’s investments in R&D, buyer education, and
infrastructure development (Lieberman and Montgomery, 1988). Unlike the first-mover
situation, differentiation can now occur without product feature differences between brands.
In this stage, products become mature on a competitive market, and entrepreneurs need to
find out different strategies for maintaining their position. Purchase preference undoubtedly
exists. However, rather than product differences between the brands, it is often a function of
salience (which means some brands can be known better than others), habit (when each
buyer usually purchase some brands than others) and/or availability (which brand is ready
when each buyer needs) (Sharp and Dawes, 2001). The firm, instead of devoting effort to
acquire new customers, needs to focus more on defending their customer base (Fornell,
1992). Clearly, customer interaction is even becoming more important for the firm and has a
bigger impact on entrepreneur’s differentiation strategy. There are two popular differentiation

perspectives: cost perspective and service development perspective (Song and Adams, 1993).



Cost perspective

The first differentiation perspective is related to a firm’s pricing scheme. Following the
technology imitation issue, the firm might lose other advantages from the first mover
position, such as price sensitivity. An increasingly competitive market puts even more
pressure on a firm’s pricing strategy (Fornell, 1992) especially if customers value the firm’s
offer less than other competing offers (Sharp and Dawes, 2001). When a firm is in the first-
mover position, its products or services can have a unique bundle of features, which will have
some customers who are willing to pay a high price for it (Sharp and Dawes, 2001).
However, as there is not much difference in technical features now, it is hard to convince
customers to pay more for something they could purchase at lower price from other
competitors. The result is that many firms choose to lower their price for maintaining the
current customer base, especially if the firm did not have a clear differentiation advantage

leading to premium prices or did not have a clear cost advantage (Sharp and Dawes, 2001).

Cost is not always the first priority factor for both service consumers and providers. From the
buyers’ perspective, service consumers seem to pay greater attention to the quality of a
service than they do to the costs associated with its acquisition (J. Joseph Cronin et al., 2000).
On the firm side, Boulding et al. (1994) concluded that the firm’s price elasticity provides a
direct measure of their degree of differentiation. The research results imply that for firms
pricing above the industry average current advertising and sales force activities help to
increase the firm’s differentiation in the future in parallel with decreasing future price
competition whereas current promotion activities will decrease the firm’s differentiation and
increase future price competition. Therefore, changing the monetary cost of acquisition
(price) is just one of the many routes to differentiation (Sharp and Dawes, 2001). The
entrepreneur tasks become harder since they must find a way to bring something unique to

the market that is valuable to buyers beyond simply offering a low price (Porter, 1985).

Service development perspective

Secondly, opposite to reducing price method, entrepreneurs can manage to maintain the

current prices by continuously developing the service, which includes supporting service and

service features. This perspective is based on the theory that firms that provide high customer
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satisfaction are less vulnerable to competition and have higher proportion of repeat business
(for example, the monthly subscription as an important factor in service industry) and higher
gross margins (Fornell, 1992). For instance, American airline programs are usually designed
not through superior service or passenger satisfaction but by providing an economic incentive
for the customer. European airlines, however, rely more on customer satisfaction to secure
repeat business (Fornell, 1992). In a mature market, customers have experienced with the
firm’s services already, as well as have more chances for using services from different
vendors, and they can then compare between vendors. Based on the total purchases and
consumption experiences over time, the firm’s services are evaluated by cumulative customer
satisfaction (Anderson et al., 1994), including both service quality and service value (J.
Joseph Cronin et al., 2000). Pursuing a customer satisfaction strategy can make the firm stand
out on a market where other companies compete by price. A big question for entrepreneurs is

how to keep and continue increasing customer satisfaction.

Fornell (1992) considered that switching barriers and customer satisfaction are two forms of a
firm’s defensive strategy. However, I would not merge them together in all circumstances.
The firm can increase switching costs by making customers satisfied. That actually inherits
from an advantage existing from when the firm was in a first-mover position. Alternatively,
the firm can manage to increase switching costs, making it difficult and expensive enough to
prevent customers from switch to another vendor. From a customer’s point of view, it is not a
bad thing because buyers can have a better supporting service and continuously get more

service value that other vendors still cannot provide.

One sensitive aspect in customer satisfaction is handling complaints. Many customers
complain to their service vendor even though the mistakes do not belong to the vendor.
Researchers have shown that customers themselves can cause one-third of all service
problems (Kotler and Keller, 2011, p.363). If the firm cannot handle complaints well, besides
decreasing customer satisfaction, these unknowledgeable customers may also have a negative
effect on service process and quality (Dadfar et al., 2013). On the other hand, when the firm
is in a monopoly position, it might not pay much attention to customer satisfaction than in
competitive market structures. Instead of making use of customer complaints, the firm
behaves dysfunctionally, even though the fact is that good complaint handling can turn a

dissatisfied customer to a loyal one (Fornell, 1992).



However, there might be a risk for the firm. As mentioned, service features can be imitated.
If customers of a service firm keep requiring new features, and/or if they involve to the firm’s
production process, the variance in their demands can create uncertainties for the firm
(Skaggs and Youndt, 2004). In the service sector, customers’ ideas might be not only more
innovative than professional service developers but also harder for converting into
commercial services (Gillig and Sailer, 2012). When dealing with customer requests,

entrepreneurs need to keep that in mind.

However, entrepreneurs should not be too careful with customer requests either. In
entrepreneurship theories, the adaptive or learning school suggests that the firm can learn
from feedback from the market. The firm then experiments the feedbacks and needs to
quickly capture new opportunities (Wiltbank et al., 2006). Opposite to tangible product
manufacturing, especially in the Internet age, the windows of opportunities close very fast
(Gillig and Sailer, 2012). Combined with information from customers, in the form of both
complaints and suggestions, entrepreneurs now can recognize what their customers’ need,
instead of trying to predict them. The challenge for entrepreneurs is that based on customers’
feedbacks, how do they capture opportunities on time and process these opportunities

correctly.

Back to the example of Microsoft Windows, nowadays it needs to fight with other products
from FOSS/Linux, such as Ubuntu. Both Microsoft and Ubuntu know what users need.
Microsoft Windows and Ubuntu OS have the same features. However, who adapt the needs
from customers better? Obviously, Ubuntu, since it integrates many other open-source
applications into its OS when compared to the closed-source programs from Microsoft. That
explains why Linux has between seven to 21 million users worldwide, with a 200% annual
growth rate (Lerner and Tirole, 2002). Not only that, it is also backed by millions of
developers around the world, who are working around the clock to push features to users
quickly, to patch security holes promptly. That fast adaptation is helping Ubuntu expand its

market share.

This adaptive approach seems better than a planning approach. However, it depends a lot on

the dynamic of entrepreneurs. If the entrepreneurs are too rigid and try to stick with the
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original predictions instead of adapting the changes based on facts from customer interaction
activities, it might lock the firm into planned strategies, even though they acknowledge huge
challenges in justifying those predictions. In this case, entrepreneurs might not be able to
adapt the changes effectively, even if they can see clearly the need to make changes to the

original plan (Wiltbank et al., 2006).

Another market approach is called transformative strategy. It inherits the fluid features of an
adaptive method while emphasizing control. Again, entrepreneurs learn from the market via
customer interaction and use the resources they already have for controlling what is going to
happen. In this transformative approach, the lead user role has big impact. Since lead users
are familiar with conditions which lie in the future for most others, they can play 