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ABSTRACT

Referral programme is one of the emerging phenomena in modern marketing. It
has become a popular way to win customers. The ultimate goal of marketing
effort is to maintain appreciable percentage of the market. This study examines
referral programme asit affects the purchase of Haier Thermocool Deep Freezer
with reference to Oshodi Local Government in Lagos. Direct interview and self
administered questionnaire were used to elicit information from 160 respondents
randomly chosen from within the Local Government. Smple percentage and
frequency counts were used to analyse the data collected. Findings show that
Haier Thermocool company at one time engaged in referral programme which
increases sales volumes. The study is concluded by recommending that Haier
Thermocool and itsretail outlets should tenaciously integratereferral programme
strategy into their marketing activities to increase sales volume.

Keywords: Referral programme, customer, customer value, home appliances,
wor d-of-mouth.

INTRODUCTION
All businessorganizations ultimategoa isto make salesand sizeableprofit. They try to
achievethese by thetraditional promotional mix of communication of their ideas, and
productswith their targeted customers. However, satisfied customersthemselveshave
also come ontermswith theideaof making reference of good and acceptabl e products
withtheir colleagues, family and loved ones. Theideaisnot new to only satisfied products
but bad productsaread so referred so asto scare away buyersfrom experiencing dissonance
that has been experienced by them. Referral programmeshave become apopular way to
acquiring customersin busnessorganizations. Yet, thereisno evidenceto datethat customer
won through such programmes are more val uabl e than other customers. However, the
referral programme cannot beruled out asit isgenerated by the satisfied customers. There
ISNo businessunit or company that can operate successfully and gainfully without providing
for their customers' needs and wants satisfactorily. Referral marketing isamethod of
promoting productsor servicesto new customersthrough referrds, usualy word-of-mouth
(WOM). A satisfied customer may betalking about the benefits derived from product.
Customersor organizationscan benefit tremendoudy from referra because of itspowerful
potency. Thereasonisdueto thefact that it isan external kind of endorsement which
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carriesmore weight than aself generated advertisement. Advertisement mounted by the
company marketing campaign do not havethe sameimpact asan experiencefrom customer
who had nothing to gain by offering areferra other than thefact that they were satisfied by
their consumption. No oneisgoing to refer to acompany or product brand in agood
conscienceif they fedl theservicesor quaity of productsareinferior, sowhenacustomer
refersfamily, friend or colleagues, thisisone of the highest complimentsacustomer can
pay to asatisfied branded product. Apart from the assurance of aquaity and statement of
approval acustomer referra gives, thereare other additional benefitsto getting customer
referral depending on how onelooksat it; some peoplelook at it asfree advertising but
obtaining customer referral isnot exactly free advertising, initial investment to attract
customer had to beinvested. Theword-of-mouth (WOM) spread through customer referra
ispowerful, complimentary and effective. Customer will not recall average servicesor
products, but they will remember excdllent product or company that offer superior customer
sarvice, sanding their guaranteed clam and willing to go extramilesfor their patronageare
the oneto get customer referral. Salesdo not end with money exchanging hands, itisonly
completewhen customer hasreceived satisfaction with their purchase when customer
spread theword of mouth when they feel aproduct isgood enough to sharewith others,
thiswill serveasaninducement or influential statement.

Accordingto Philipp, Bernd and Christophe (2011), customer referrd programmes
areaform of stimulated word-of-mouth (WOM ) that providesincentivesto existing
customersto bring in new customers. Animportant requirement for such programmesis
that individual purchase or service historiesare available so that thefirm can ascertain
whether areferred customer isindeed anew rather than an existing or aformer customer.
Referral programmes havethree distinctive characteristics. First they are deliberately
initiated, actively managed, and continuoudly controlled by thefirm, whichisimpossibleor
very difficult with organic word-of-mouth (WOM) activities such as conversationsand
blogs. Second, the key ideaisto use socia connections of existing customers with
noncustomersto convert thelatter. Third, to makethisconversion happen, thefirm offers
theexisting customer areward for bringingin new customers.

Although leveraging the socid tiesof customerswith noncustomersto acquirethe
latter isnot uniqueto customer referra programmes, thethree distinctive characteristics of
this programme make them distinct from other forms of network-based marketing
(Chrigtophe, 2010). Unlike conventiona word-of-mouth (WOM), thefirm actively manages
and monitorsreferral programmes. Unlike most firmsof buzz and viral marketing, the
sourceof socid influenceislimited to existing customersrather than anyonewho knows
about thebrand or event. Unlike multilevel marketing, existing customersarerewarded
only for bringing in new customers. They do not perform any other salesfunction (for
example, hosting parties) and do not generate any income asafunction of subsequent
sales. Consequently, referral programmes do not carry the stigmaof exploiting socidl ties
for mercantile purposes, asmultilevel marketing does (Biggart 1989). Inmost referral
programmes, thereward isgiven regardless of how long the new referred customer stay
with thefirm. Such programmesare proneto abuse by customers. Although thefirmisnot
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obligeto accept every referrd, yet theincentive structure combined with imperfect screening
by thefirm createsthe potential for abuseinwhich existing customersarerewarded for
referring low-quality customers. Thiskind of moral hazardislesslikely to occur with
word-of-mouth (WOM) campaignsthat do not involve monetary rewards conditional on
customer recruitment. Existing studiesof customer referral programmeshave provided
guidance about when rewards should be offered (Biyal ogorsky, Eitan and Barak, 2001).
Kornish and Quiping (2010) quantify theimpact of rewardsand tie strength on referral
likelihood. Ryu and Lawrence (2007); Wirtz and Patricia(2002) quantify the monetary
valueof making areferral on benefit. Intheview of Helm (2003); Kumar, Andrew and
Robert (2010), thekey manageria question of the (differential) value of customerswon
through referral programemshas not yet been addressed.

Themain objectiveof thisstudy isto examinethevaueof referred customersas
regard referral programme. In the purchase of home appliances such as Deep freezer,
other auxiliary objectivesincludeto examine:

[ Thecontribution margin of referred customer’svis-a-vistheregular customers.

i Theretention rate of referred customers.

i Whether referred customersare more valuablein both the short and long run.

Y Thereasonswhy customer refer their friends, relativesor colleaguestotheir loyal
custome.

% Theeffectivenessof referra programmein promoting sales.

Most oftenreferra programmeisusualy neglected by most businessorgani zations
intheir marketing endeavours. Thereason for thisneglect isnot farfetched; it isbecause
most busi ness organizationsare not aiveto the promotiona potentialsinherentinreferral
programme. In recent times research has shown that the word - of — mouth (WOM)
spread through customer referral ispowerful complimentary strategy and effective. For
referral programmeto makethe desired impact, the quality of the products so referred
must not bein doubt. However, thefollowing questionswereraised to guidethe study.

I. How rdevantisreferral programmeto businessorganization?
. Hasthe organization experienced satisfaction from referred customers?
. How profitableisthe contribution of referred customer’svis-avistheregular

customers?

\VA How loyd arethereferred customersto the branded productsand the organization?

V. What arethereasonsfor referred friendsto a purchase product/organization by
satisfied customers?

Vi. How effective is the role of referral programme in sales and promotional
programmes?

Benefitsof referral programmes

A study conducted by the Goethe University, Frankfurt and the University of Pennsylvania,
on referral programmes and customer value which followed the customer referral
programme of aGerman bank that paid customers 25 euro for bringinginanew customer,
was released in July 2010. The study found that referred customers were both more
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profitableandloyal than norma customers. Referred customershad ahigher contribution
margin, ahigher retention rate and were more vauablein both theshort and long run. On
whether customer referral programmesareworth the cogt, thestudy saysthat it records“a
positivevaluedifferential, both in the short term and long term, between customerswon
through areferral programmeand other customers. Importantly, thisvaluedifferential is
larger thanthereferral fee; hence, referral program indeed paysoff (Haenlein, 2010).

Employment of referral programmeisincreasingly becoming popular among
companies of today. It has rather become a dengue recruitment tool for companies.
Companiesare aware of the positive spin-off, employing referral programme generate
bes desbeing themost cost effectiverecruitment tool, dso bring in high return oninvestiment.
Though, referral program offer ahost of advantagesto the organization, it hasitsown
shareof disquieting consequence.

Examplesof successful referral marketing programs

In 2009, Dropbox implemented areferral program to encouragetheir userstotell their
friendsabout dropbox. Their referral program had atwo-sided incentivefor sharing: the
person who signsup for Dropbox through areferral link get more spacethan through a
normal signup, and thereferral getsadditional spaceaswell. According to Houston, the
co-founder and CEO of Dropbox, at the startup lessons L earnt Conference on 23 April
2010, thereferra program wasinspired by paypal sign up Bonusprogram. Thereferrd
program permanently increased their sgnupsby 60%. In the 30 daysbeforethe conference
presentation, Dropbox estimated thet their usershad sent 2.8 million direct referrd invitations
totheir friends (Kumar, Andrew and Robert, 2010).

InMarch 2011, Okabashi, thelargest US manufacturer of sandalsand flip-flops,
implanted their own customer referral program through referral candy, acustomer referrd
web app by Anafore. According to acase study released, thereferra programme became
oneof their toptendriversof externd traffic, boosting sdleswithinaweek of implementation.
Referred customers also spent 13.2% more on the average compared to regular non-
referred customers (Valente, 2011).

Custom Value

According to Lewis(2006), aCustomer Value Proposition (CVP) consists of thesum
tota of benefitswhichavendor promisesacustomer will recaiveinreturnfor thecustomer’s
associated payment (or other value-transfer). Customer value Management was started
by Ray Kordupleski in the 1980s and discussed in hisbook, Mastering Customer Vaue
Management. A customer val ue proposition isabusiness or marketing statement that
describeswhy acustomer should buy aproduct or useaservice. Itisspecifically targeted
towards potential customersrather than other constituent groups such asemployees,
partnersor suppliers. Itisaclearly defined sSatement that isdesigned to convince customers
that one particular product or servicewill add morevaueor better solveaproblemthan
othersinitscompetitive set.
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Inorder to achieve set objectives, acustomer val ue proposition needsto beclear,
concise and compelling. In order to develop a strong customer value proposition,
organi zation needsto have athorough knowledge of their potentia/current customer base.
By identifying customer needsthrough market research and analysis, firmsdevel op clear
and conciseva uepropositionsthat reflect those needsand thetangibleresultsthat cusomers
can reasonably expect from using thefirm’sproductsor services. Strong value propositions
arealso expressed from the customer’s perspective and talk about the experiencesand
benefitsthat they will havewhen using the products. Referred customershave been found
to be both more profitable and loyal than normal customers. Referred customershad a
higher contribution margin, ahigher retention rateand were moreval uablein both the short
andlongrun.

Reasonsfor Referral Programme

Thebusinessharnessing the power of word-of-mouth (WOM) marketing acrossthe socid
networkswill havealeg upon the competition by growing astrong base of supporterswho
areready to mobilize onlinefor their favorite brands. There areinnumerable amount of
benefitsto having areferral programme. According to Peterson (2009), the benefits of
referra programsincludethefollowing:

Referral Programmeis Cost Efficient: Throwing costly advertisement and offersat
random customersdoes not necessarily mean you will generatemore sales. But factually,
acustomer isfour timesmorelikely to makeapurchasewhen referred by aclosefriend,
neighbor and/or family member.

Referral ProgrammeBuild Trust: Welivein socia mediaworld and putting afacetoa
brand ismore and moreimportant in the eyes of customers. Building aprogranmeto
incentivizeyour customer to go out and build that trust for youisinva uableand cannot be
accomplished through moretraditiona advertising channel, where outreach isexpensive
and Return on Investment (ROI) islow.

Referral ProgrammeisViral: Theideaof vird company ispretty well known.A smple
customer referral programme bringswith it chainincreasein salesvolume. Withword of
mouth marketing you are not just targeting one customer; you aretargeting one customer
and entirely hissocial network. With an effective programme, you can have hundreds of
brand ambassadors out on the street mobilizing for your brand rather than reaching only
onecustomer withtraditional channdl.

METHOD
Thestudy whichisdescriptiveinitsdesign usesasamplesize of 160 respondentsfrom

Oshodi loca government in Lagos State and itsenvironment. The sampletechnique adopted
was purposivewhile asa f-administered questionnaire was empl oyed in the coll ection of
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primary dataon thereferral programsand customer value. Inthe analysisof the data
collected, the study utilizesboth smpl e percentage and frequency counts.

RESULTSAND DISCUSSION

Thedataontable 1 show that highest percentages (87.5%) of therespondentsbelievethat
referrd programmeisof high valueand relevant to their organi zations. Fromthetable 2, it
isobserved that 100% of the organizations have experienced referred customersfrom
satisfied customers. Table 3 indicatesthat 93.75% of the organizationsare aware of the
profitable contribution of referred customers, while 6.25% never bother to conduct or
care about the profit contribution of thesereferred customers. Thetable 4 showsthat
81.25% of thereferred customersareloyd to the organization, while 12.5% never measure
theloyalty of thereferred customers, while 6.25% believesthat they arenot loyal. On
table5, 81.25 showsthat they referred their friends, family and colleaguesto the product
brand and the organization because they are satisfied with the organi zation’s products,
while6.25% because of the established company’snameand 12.5 because of peer influence,
while customersthat experienced cognitive dissonance never refer their friendsor loved
onetothebranded product. It isshown ontable6 that itisgenerally believed that referra
programmeisan integral part of salespromotional programmeswith 140 respondents
(87.5%) out of thetotal number of 160 respondentsagreeing affirmatively to theassertion.
Theresult of findingsasreved ed by thiswork corroborated the earlier positionsof various
scholarswho havewritten onreferral programmetotheeffect that referral programmehas
mutual benefitsto both old and new customersaswell asthemarketing organization. The
result also reved sthat referral programmeismore powerful than the conventiona word-
of-mouth (WOM) and that itisanintegral part of salespromotional programmes.

Table1l: How relevantisreferral programmeto business organizations?

Variable Response Per centage
Highly rlevant 80 50
Rdevant 60 375
Undecided 20 125
Strongly irrdlevant 0 -
Irrelevant 0 -

Total 160 100

Source: Field Survey, 2016

Table2: Doesthe organizationidentify referred customersfrom the satisfied customers?

Variables Response Per centage
Yes 160 100%

No - -

Noidea - -

Total 160 100

Source: Field Survey, 2016.
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Table 3: How profitableisreferred customersto the organization?

Variables Response Per centage
Highly profitable 10 I6)
Profitable 0 1875
Noidea 10 6.25

Highly unprofitable - -
Unprofitable - -

Total 160 100

Source: Field Survey, 2016

Table4: How loyal arethesereferred customersvis-avis the normal customers?

Variable Response Per centage
Highly loyal 5] 50
Loyd 50 3125
Noidea 2 125
Highly unloyal - -

Not loyal 10 6.25
Total 160 100

Source: Field Survey, 2016.

Table5: What arereasonsfor referral ideato your friends, family and colleagues?

Variable Response Per centage
Quality of the product (satisfaction) 130 8125
Because of the company name 10 6.25
Peer influence 20 125

Experience cognitively dissonance - -
Interest in the organization - -
Total 160 100
Source: Field Survey, 2016

Table 6: Referral programme is an integral part of sales promotional programmes in business

organizations

Variable Response Per centage
Strongly Agree 100 625

Agree 0 250
Undecided 10 6.25
Disagree 10 6.25
Strongly Disagree - -

Total 160 100

Source: Field Survey, 2016
CONCLUSIONAND RECOMMENDATIONS

Thisstudy providestherelevanceof referra programmesinthe purchaseand use of home
appliancessuch asHaier Thermocool. The study showsthat referred customersare more
loya thantheregular cusomers. Improvementsin thetargeting, design, andimplementation
of such programmeswill requireabetter understanding of thedriversof theva uedifferentid.
Inorder to achieve, and makethe programmemoreva uabl ethefollowing recommendations
should betakenin consideration.

I. Haeir Thermocool Company should engageinreferral programmeand customer
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value sincethe market isvery competitiveand it will also help themtoremain
compstitiveintheindudiry.

. The company should understand the modern way of advertising their product
through referral programme.

il Their products should meet the customers’ expectation in order to bring them
more customers.

V. The company should motivate their existing customersin order to recommend
such productstotheir relativesand loved ones.

V. The company should know theimportance of referral programmeand customer
vauetother organization.

Vi. The company should interact with customers and managerel ationships at each
stage

Vil. They should create valuefor their customer that is, theleve of satisfaction/utility
they have acquired from the consumption of deep freezer.

vii.  Thereshould belower process, higher quality productsand services.

iX. They should provide customer lifetime concept.

X. Company marketing campaign needsto be ontarget, to maketheproduct prove
their claimsto bethe potential customer becauseit isacustomer that can make
excdlent claim through acustomer referrd.

REFERENCES

Biggart, N.W. (1989). Charismatic Capitalism: Direct Selling Organizationsin America, Chicago,
University of Chicago Press.

Biyalogor sky, E., Eitan, G. and Barak, L. (2001). Customer Referral Management, Optima Reward
Program, Marketing Science.

Christophe, V. B. (2010). Opportunities and Challengesin Studying Customer Networks: London:
Routledge.

Haenlein, M. (2010). A Social Network Analysis of Customer Level Distribution: Marketing L etters,
Forthcoming

Helm, S. (2003) Calculating the Value of Customers' Referrals: Managing Service Quality.

Kornish, L.J.and Quiping, L. (2010). OptimaReferral Bonuseswith Asymmetric Information: Firm-
Offered and Interpersonal Initiatives. Marketing Science.

Kumar V. J.,Andrew P. and Robert P. L. (2010). How Val uableisWord-of-mouth:_ Havard Business
Review.

Lewis, M. (2006). Customer Acquisition Promotion and Customer Asset Value: Journal of Marketing
Research.

Peterson, J. (2009). Metric to Maximum Profitability And Shareholders Value. CliffsN.J.: Prentice
Hadll

Philipp S., Bernd S. and ChritopheV. B. (2011). Do Referral Programs|ncrease Profits?: Frankfort:
Goethe University, Germany.

Ryu, G. and Lawrence, F. (2007). A Penny for Your Thoughts: Referral Reward Programsand Referral
Likelihood. Journal of Marketing.

Valente, A. (2011). Opinion Leadership and Social Contagionin New Product Diffusion: Marketing
Science, Forthcoming.

Wirtz, J. and Patricia, C. (2002). The Effects of Incentive, Satisfaction and Tie Strength on Word-
of-Mouth Behaviour: International Journal of Science Industry Management, 5, 12-23.

Journal of Communication and Culture, Volume 7, Number 1, April 2016 29
ISSN: 2141-2758



