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ABSTRACT

This working paper reviews the feasibility of applying the Internal Marketing concept to professional employees within New Zealand’s public healthcare system.  

Internal Marketing is a well-established theoretical construct in commercial service organisations which ostensibly delivers improved service quality outcomes mainly by raising service employees’ morale and motivation.

Three significant conclusions were forthcoming:

· Divergent opinion was found to exist regarding Internal Marketing’s practical validity.  In particular the posited link between Internal Marketing and superior customer-based service results was often difficult to discern, whilst considerable ambiguity surrounded the crucial question of Internal Marketing’s operational definition.

· Since an endemic managerial concern in the New Zealand public healthcare system is the retention of professional staff, it is intuitively obvious that Internal Marketing offers a potentially useful contribution to any initiative designed to ameliorate this problem.  However this working paper concluded that public healthcare organisations appear to be too complex to embark naively upon Internal Marketing programmes.

· In lieu of Internal Marketing, considerable scope exists to make more active use of enlightened human resources management practices to retain healthcare staff and to improve the working environment.  Consequently enhanced patient service quality outcomes may be more forthcoming by raising general standards of human resources management rather than by introducing Internal Marketing as an autonomous organisational project.

This working paper also identified potential Internal Marketing-related research opportunities in the local public healthcare system.

INTRODUCTION
Coined by Leonard Berry in 1980, the Internal Marketing concept expresses the idea that, since employee attitudes play a central role in determining customer-based service quality perceptions, the active management of service employees’ motivational saliencies is of paramount importance [Berry 1980].  This perspective leads to the principle that a service organisation must first win the hearts and minds of its employees before it launches any external marketing campaigns targeting its customers [Gronroos: 1990, Ahmed & Rafiq: 1995].  Internal Marketing’s central tenet is thus one of “…applying marketing, human resource management, and allied theories, techniques and principles to motivate, mobilise, co-opt, and manage employees at all levels of the organisation to continuously improve the way they serve external customers and each other.” [Joseph, 1996, p. 55].

Contemporary interest in Internal Marketing is a direct reflection of the fact that service organisation numbers and service employment levels have witnessed explosive growth over the past 30 years, to a point where more than 80 percent of New Zealand employees are now accounted for by the service sector [Statistics New Zealand: 2000].

Quality expectations in New Zealand’s public healthcare institutions have also risen during this time on account of such factors as:
· An ageing population 
· Identified cultural minorities with endemic health problems
· Medical technology advances
· Growth in private healthcare
· Global skills shortages
· Media and community assertiveness
· Wider recognition of patient rights
· Ever-shifting MMP political healthcare policies and 
· Increasing compliance and reporting requirements.

It is therefore relevant to consider the extent to which the Internal Marketing concept can be used in the public healthcare sector to address its most pressing employee and service quality concerns.

THE ACADEMIC DEBATE ON INTERNAL MARKETING 
Although as noted Internal Marketing is a central construct in Services Marketing theory, its practical utility has been questioned. Ahmed & Rafiq [op. cit.] for example observed that despite its philosophical importance, service sector expansion and the passage of 15 years since its inception, relatively few service organisations appear to have implemented Internal Marketing programmes whilst reported cases of Internal Marketing success remain notably sparse.  Perhaps, they argued, this surprising lack of evidence of Internal Marketing’s practical success was indicative of an implementation gap attributable to “confusion as to exactly what internal marketing is, what it is supposed to do, how it is supposed to be done and who is supposed to do it.” [ibid, p 29].

The following points of discussion explore why Internal Marketing might suffer from a theory-practice disconnection. 

Internal Marketing and the Concept of the Internal Customer

A fundamental Internal Marketing premise is the notion that service employees should be regarded as ‘internal customers’ who must be wooed and won over to the organisation’s marketing culture.

This perspective was well illustrated by Berry [op.cit.] and Berry, Conant & Parasuraman [1991] when they proposed that, since service employees are internal customers, their jobs must be viewed as ‘products’ requiring customised configuration to suit an individual employee’s needs and wants.  The questions posed are thus two-fold: firstly, are service employees really ‘customers’ and secondly, are service jobs ‘products’ they must be enticed to buy?

An examination of service organisational design formats must inevitably conclude that only very limited and superficial scope exists to customise service jobs to suit service employees’ individual needs.  This is because service organisations are arranged in accordance with one of three mutually exclusive operational models.  

Firstly the service organisation can be set up to craft highly customised service solutions for its clients and this normally relies upon highly skilled, well-remunerated and experienced employees.  Consequently it is feasible [and even necessary] to embody significant levels of flexibility in tailoring job designs and employment conditions to suit the needs of individual employees.  To this extent therefore, the customised service format permits the greatest potential scope to introduce Internal Marketing.  

The second and arguably most common type of service organisation has an ‘industrialised’ structure so as to create and deliver highly standardised service offerings reliably, consistently and efficiently [Levitt: 1972, 1976].  Since the work is performed by service employees following highly structured routines, there is no possibility of offering staff individually tailored jobs and so it is difficult to see how Internal Marketing can be made to work.  

Finally, similar Internal Marketing constraints exist in the case of the third class of service organisation design which takes the form of a hybrid blend of standardised core services with scope to customise individual client solutions.  Employees in such organisations belong to two broad groups: those dealing with routine transactions, and those required to exercise problem-solving discretion in front of clients.  

In summary, Internal Marketing is most feasible in only a relatively small class of service organisation; namely that denoted by a ‘customised’ service process model.  

On this basis it is therefore difficult to support Internal Marketing’s assumption that service employees can be ‘marketed to’ as though they were akin to external paying customers.  Moreover our conclusion is consistent with the criticisms levelled against this principle of Internal Marketing by Mudie [2003] who stated that it is invalid to regard service employees as ‘customers’ since employees do not share any characteristics that denote an external marketing-directed customer, namely “…choice, sovereignty, primacy and satisfaction” [ibid.: 1269].

Internal Marketing’s Effect on Service Quality, Satisfaction and Loyalty

Internal Marketing owes much of its academic support to the proposition that it creates and maintains an internal service culture delivering superior service quality results through enhanced staff job satisfaction and organisational loyalty.  In this regard the following statement by Bavendam Research Inc [2003] is a broadly representative example of this point of view:  “Employees with higher job satisfaction care about the quality of their work, are more committed to the organisation, are more productive and have higher retention rates”.  Similarly, work conducted by Oetjen and Rotarius [2002] in the healthcare sector reported that nurses working for employers utilising Internal Marketing “…exude confidence and satisfaction in their work…. Thus, when healthcare employees have a positive quality service experience, this will be indicated in the positive behaviours they express towards their patients” [ibid.: 704].

However the link between Internal Marketing and service quality outcomes has not escaped critical comment.  Lings [2000] for example, suggested that documented evidence of Internal Marketing’s ability to enhance service cultures was undeniably thin; something that was surprising since “most authors agree that internal marketing should improve service quality” [ibid: 27]. Ahmed and Rafiq [2003] also highlighted the anomaly they saw between the strong philosophical support for Internal Marketing and the weak state of demonstrated proof of its efficacy and concluded that although Internal Marketing was “intuitively plausible, evidence supporting it remains sketchy” [ibid.: 1178]. 

This concern is compounded by critics within the Services Marketing field itself who point out that workplace motivation [especially in service organisations] is a more complex and situational reality than Internal Marketing’s advocates are prepared to admit.  Mudie [op. cit.] for example, argued that Internal Marketing seems to be intended to create satisfied individual employees yet “unfortunately the belief that the happy employee is a productive employee is not borne out by research in organisational behaviour” [ibid.: 1263].  Moreover as long ago as 1987, Mudie also posited that instead of enhancing customer satisfaction, highly standardised service processes and the drudge service culture that goes with it were likely to yield quite opposite outcomes.  Faced with rigid service offerings delivered by robotic [but smiling] service staff it was likely that customers would become alienated from the service provider and attitudes of indifference and generally reduced involvement would be inimical to long-term customer loyalty [Mudie 1987].  
At this point, the authors are of the view that Internal Marketing is an appealing and context-specific theory of employee motivation.  However its practical utility is limited mainly because service organisation design is inimical to its adoption and so there is a risk that it will largely fade from view within the foreseeable future if compelling evidential research relating to its benefits continues to fail to materialise.

KEYNOTE PERSPECTIVES ON GENERAL WORKPLACE MOTIVATION IN THE PUBLIC HEALTHCARE SECTOR
Given the authors’ view that Internal Marketing is primarily a prescriptive theory of service employee motivation, the leading attributes of workplace motivation will now be contextualised and explored as they relate to New Zealand’s public healthcare sector. 

The most basic and common motivation platform for management and service staff alike is that of tangible monetary rewards since they are the easiest to administer and their lack creates significant readily apparent problems in the workplace. 

Although the concept of ‘money-as-motivator’ has been widely condemned by management theorists for many decades on the grounds that it is most relevant only to employees’ lower order needs [e.g. Brief and Aldag: 1989 as cited by Guthrie: 2000: 419], it remains possible to contend that financial rewards are more important than their academic critics care to admit.  

Remuneration levels and equivalencies are assuredly a key concern in New Zealand’s public healthcare sector.  This is because skilled professional staff have highly marketable skills that they can easily transfer to better paying and more congenial employers.  

Given remuneration’s posited supremacy in this sector, it is therefore possible to suggest that any Internal Marketing programme should begin by addressing pay-related matters.  

Once stability and a modus vivendi has been achieved over pay, working conditions should be improved subsequently by attacking what Koopman, Nasser & Nel [1987] referred to as “tea and coffee issues” that potentially divide management from employees and employees between themselves.  These issues are often relatively trivial individually, but in combination they act to demonstrate dysfunctional differences in pay, organisational status and role perceptions.  Koopman et al. [ibid.] argued that “…the biggest contributing factor to low productivity is the business of ‘tea and coffee’ issues that impinge on individual rights and seemingly transgress managerial privilege. The worker cannot maintain their dignity under an autocratic management and will definitely not feel committed to productivity – no matter what. The sadder picture is that when the unions take up the fight for individuals’ rights, management sees them as the ‘enemy’ and this mindset brings about even lower productivity.” [op. cit.: 49-50]  Examples of such issues include perceived unfairness relating to such factors as:

· Work rosters.  

· Remuneration levels in terms of age, experience, length of service, qualifications and work roles.  

· Status symbols: workplace design, parking, meals, allowances.  

· Disciplinary procedures.  

· Allocation of resources.  

· Courtesy and respect.  

· Communications.  

· Organisation and bureaucratic silos.  

· Work scheduling

This line of argument is amplified by Linke [2001] who looked at motivational factors amongst a sample of professional employees and found seven motivational saliencies as follows:

· Frequent and multi-method communication.

· Focused problem-solving meetings that addressed key agenda items.

· Displaying mutual respect and courtesy.

· Clear objectives and roles.

· Management listens.

· Appreciation, praise and recognition.

· Honesty and directness. 

Employee empowerment in relation to service organisations came into vogue in the 1990s as a possible remedy for customer service and productivity problems [e.g. Bowen & Lawler [1992], Heskett et al [op. cit.]].  Empowerment’s protagonists explained that “empowerment exists when companies implement practices that distribute power, information, knowledge and rewards throughout the organisation” [Bowen & Lawler 1995: 73].  Service employees with empowered states of mind [emphasis added] were more likely to deliver the above-par levels of customer service that were necessary to achieve competitively superior financial returns and lower marketing costs.  

However empowerment’s general popularity appears to be declining at the present time [2006-7].  In large measure this trend may be attributable to its having become somewhat clichéd and passé since its arrival on the workplace motivational landscape more than a decade ago.  

Overall our conclusions regarding workplace motivation in the public healthcare sector centre around the need to acknowledge that remuneration and working conditions are likely to be of paramount and enduring importance.  Beyond this, the motivational picture becomes less clear and it is likely that employee motivational nostrums commonplace in the private sector [specifically ‘employee empowerment’] are a poor – even dysfunctional – fit with public healthcare organisational and staffing realities.  This latter proposition is explored in the next section of this paper.

HOW WELL DOES THE CONCEPT OF INTERNAL MARKETING MESH WITH THE PUBLIC HEALTHCARE SYSTEM IN NEW ZEALAND?
In order to critically evaluate the Internal Marketing concept’s relevance to the public healthcare sector, it is necessary to begin by reviewing briefly this system’s salient service attributes.

It is essential to note that public healthcare providers are fundamentally different organisational animals from their private healthcare counterparts. Whilst public sector organisations display many private sector managerial trappings, their strategic and operational realities are very different from private healthcare businesses in three important ways.  
1. They must satisfy the expectations of a multiplicity of internal and external stakeholders.  
2. Public healthcare organisations are subject to fluid and inconstant operating priorities since their core operating budgets are subject to short-term time horizons and ever-shifting political concerns.  
3. Public healthcare organisations’ high-level governance is legally embedded in the various communities they exist to serve; one consequence of which is that their behaviours are open to ministerial, community and media scrutiny.  

At the operational level where medical services are created and delivered, modern public healthcare provision involves a complex integration of labour and capital-intensive service activities.  

On this basis it is obvious that public sector healthcare organisations provide open stages upon which patients are exposed to multiple ‘moments of truth’ as their treatments progress through the actions and attitudes of medical service staff.  

Consequently there appears to be a strong patient-centred case in favour of endorsing the introduction of Internal Marketing into the public healthcare service system.

Such a possibility will now be evaluated.  

Rationale In Favour of Adopting Internal Marketing in the Public Healthcare Sector
Internal Marketing’s face validity and the staffing situations facing managers in public healthcare organisations are sufficient to support a number of plausible rationales for taking a serious and positive view of Internal Marketing.  These justifications include:

Budgetary Restraints

Since public healthcare providers operate under budgetary constraints, and if it is also true that Internal Marketing is a vehicle that can deliver efficiencies and better-motivated healthcare employees, then Internal Marketing can be viewed as an organisational tool that is too economically important to ignore.
Professional Staff Retention

Internal Marketing can potentially help to retain professional healthcare staff which, in turn, would bring greater stability and efficiency into the New Zealand public health system.  Specific measurable expenses associated with elevated patterns of staff turnover in this sector include: low productivity, poor morale, industrial action, additional costs for recruitment, advertising and retraining plus the additional stress to the staff who remain [Peltier, Nill & Schibrowsky, 2003: 63].

Professional Staff Job Satisfaction and Motivation

As discussed earlier, work-related staff satisfaction and motivational saliencies in the healthcare sector have been shown to revolve around at least seven factors [viz.]: communication and information, focused problem-solving, respect and courtesy, goal and role clarity, attentive management, recognition, and good faith dealing [Linke: op. cit.] 

In this regard there is some evidence that public healthcare employers have started to recognise formally the importance of staff motivation and job satisfaction.  For example, certain hospital boards recently introduced a new system of reward and recognition for nursing staff.  Called the Professional Development Recognition Programme’ [PDRP], it involves concepts of motivation, empowerment and commitment that are reasonably consistent with Internal Marketing ideals since its stated aims are: “To value and reward clinical practice, encourage practice development and to assist in the retention of nurses” [College of Nurses, 2004: 2]. 

As an example of the PDRP in practice, Nelson Hospital ranks all qualifying nurses according to criteria that include: the amount of post-graduate level professional development completed, performance appraisals, academic writing and peer reviews.  The value of this programme is that the right people reap the best rewards and, since it is based on competence rather than experience, it helps to “weed out the ones who always try hard but never seem to get it right” [Anonymous, 2001: 10]. 

Leadership
Effective Internal Marketing requires active managerial leadership.  Effective nursing leadership has been shown to be closely associated with greater work satisfaction among front line nursing staff [Shader, Broome, Broome, West & Nash, 2001, cited in Kleinman, 2004] and this workplace satisfaction also appears to have a positive effect nurse retention rates [Ribelin, 2003, cited in Kleinman, ibid.].  Nursing supervisors are the key link in this process since their everyday leadership styles are strong determinants of how satisfied individual nurses are with their current employers [Kleen, 2004: 13].  It is therefore reasonable to conclude that Internal Marketing is broadly consistent with the expectations placed on health care supervisors and would require their individual commitment to its prescriptions.

Managing Moments of Truth

The concept of a ‘moment of truth’ was popularised by Jan Carlzon, the one-time President of Scandinavian Airlines (SAS), in 1987. Its basic idea is that service customers experience a multiplicity of encounters with a service provider and each of these experiences is an opportunity to satisfy or dissatisfy the customer – hence the term ‘moment of truth’.

A healthcare intervention is a high-intensity service experience for patients, their families and healthcare professionals. It is possible to say that there are few service experiences more likely to embody a vast array of closely felt ‘moments of truth’ than that presented by the healthcare sector.  Consequently it is plausible to recommend that managing ‘moments of truth’ should be incorporated into every Internal Marketing programme in this sector.

Rationale Against Internal Marketing in the Public Healthcare Sector
A case can also be argued that Internal Marketing is a poor fit with the practical realities of a modern public healthcare organisation.  Reasons for this include: 

An Incompatible Organisational Structure

In recent years the healthcare sector has striven to maintain alignment with evolving societal values.  A marked feature of this process is the move away from a traditional activity-based orientation towards one of patient centrality. However as Oetjen and Rotarius [op. cit.] pointed out, these changes are inevitably subject to the friction arising from the entrenched nature of many healthcare organisations’ cultures, strategic objectives and structures.  For example, many hospitals continue to operate as traditional steep vertical hierarchies which serve to constrain efforts to establish new service cultures that prize non-traditional behaviours – such as those representative of an Internal Marketing ethos.

Customer Loyalty is Not Required

One of Internal Marketing’s primary aims is to foster commercial customer loyalty.  However this business logic is totally at odds with that of a public hospital since self-evidently it performs better when it does not have its patients returning.  Consequently a customer loyalty proposition provides no support whatsoever for introducing the Internal Marketing concept to the public healthcare sector.

Revenue Growth and Profitability are not Key Performance Metrics

Although Internal Marketing is usually justified in a commercial context as being a way of generating superior growth and financial returns through improved customer service “e.g. Bates, Bates & Johnston [2003]”, this justification is irrelevant to public healthcare providers since they are state-funded as a public good.

Staff Motivation is not a Simple and Direct Process

Motivational saliencies have been shown to vary between individual employees.  Moreover an organisation’s scope to create customised job designs is highly restricted in most instances.  Consequently, as was noted earlier, our conclusions are that pay and general working conditions may be of greater significance to staff motivation than a purely Internal Marketing approach.

Blueprinting the Healthcare Process leads to Reduced Service Satisfaction

The benefits imparted to customer service quality by scripting or ‘blueprinting’ the service ordering, creation and delivery process so as to provide more efficient and effective standardised customer-service employee encounters have been manifest for many years [Shostack: 1984, 1985, Joseph: op.cit.], hence this ‘blueprinting’ process is considered to be part and parcel of an Internal Marketing programme. 

Whilst high levels of standardisation are acceptable in industries such as commercial banking where routine service transactions are the norm, the situation is very different in the case of healthcare where opportunities to standardise service processes are necessarily limited.  

Once again therefore it is hard to envisage the practical relevance of Internal Marketing programmes to public healthcare services where its introduction will require healthcare professionals and patients to submit to increased levels of bureaucratic process standardisation aimed, not at improving service quality outcomes, so much as simply accelerating treatment times and the rate at which individual patients are processed.  

CONCLUSIONS:  INTERNAL MARKETING – IS  IT THE ANSWER?
For over 20 years services marketers have asserted that Internal Marketing will increase profitability by creating and maintaining loyal customers through the medium of satisfied and motivated service employees.  In simple terms, happy staff create happy customers and Internal Marketing is the vehicle to achieve this virtuous link between the firm’s internal and external customers

However there are those who suggest that if service managers were to investigate Internal Marketing’s practical efficacy, they would discover conflicting opinions and research findings.  The central problem is that the proposed link between Internal Marketing and superior business performance is often hard to find.  

As regards the public healthcare sector, it is clear that it is a high-intensity service environment that seemingly offers theoretical opportunities to adopt Internal Marketing prescription for the benefit of patients and professional healthcare staff alike.  However, on closer inspection of the practical realities, it is evident that there are many almost insurmountable barriers in the way and that it is likely that Internal Marketing may not be worth the effort and investment needed to even attempt to apply it in this sector.

Consequently the authors conclude that public healthcare managers should largely foreswear Internal Marketing programmes in favour of concentrating on providing an excellent health service for the patients whilst operating efficiently.  These objectives do not and should not require special interventions in the form of corporate-style Internal Marketing programmes.  Instead the everyday display of the basics of good management and treating professional staff with courtesy and respect will go a very long way towards achieving desired results since these interpersonal qualities will achieve a workplace environment that is not only more congenial but will also open the door to a myriad of latent opportunities for:

· Managing patient-staff ‘moments of truth’ more positively and consistently.

· Improving teamwork and leadership dynamics.

· Addressing ‘tea and coffee’ issues before they blow out into serious problems.

· Enhancing clarity and consistency of communication.

· Identifying potential risks and opportunities earlier with greater clarity.

· Bringing innovative treatment ideas and research avenues to the surface.

· Accelerating and improving on-the-job training and skills acquisition.

On a further positive note, public healthcare managers appear to be acutely aware of the general importance of adopting an enlightened approach towards clinical professionals’ contribution to achieving sustained service delivery success.  

RECOMMENDATIONS FOR RESEARCH
In light of the issues raised in this working paper, the following recommendations regarding research into Internal Marketing in New Zealand’s public health sector can be advanced:
1. Undertake comparative research into healthcare professionals’ motivational saliencies between public and private employers.  

2. Explore motivational factors for nursing staff in the New Zealand healthcare sector e.g. differences between older and newer members of the profession. 

3. A useful research avenue would be to explore the relationship between different types of healthcare patients and the motivational impacts they have upon professional healthcare staff. 
4. Exploration and/or the writing of case studies of internal marketing interventions and documented evidence of the positives and negatives, following an action research approach. 
(Word count 3895)
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