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Abstract
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The field of regulated financial services has been ill-served by marketing theory. As a
consequence: (1) the nature of marketing in this sector has been misunderstood; (2)
the key mechanism for generating new business in the field, namely, referrals, has
been the subject of serious misapprehension; and, (3) the guidance offered to
practitioners has been negligible. In particular, the role of the independent financial
advisor (IFA) appears to have been conceptualised as a sales role, and the nature of
the relationship between the IFA and the client has been addressed as though it were
a straightforward buyer-seller relationship, with the IFA selling products to the client. It
is unlikely that these conceptualisations were ever satisfactory and following recent
regulatory changes in the sector they have become even less relevant. Since January
15t 2013 commission-based selling of financial investment products to consumers has
been prohibited so that independent financial advice has become largely a fee-based

service.

The focus of this research is on referrals as a method of generating new business; the
research context is the UK independent financial advice industry. The objectives of the
study are to: (1) define and conceptualise referrals in the context of the financial
advice industry; (2) develop a framework of the referral process; (3) provide
practitioners with empirical evidence in connection with their embedded beliefs about
referrals in this industry; (4) explore whether (as many practitioner believe) it is
possible to actively manage referral generation within a financial advice business; and,
(5) to investigate the importance of referrals as a means of generating new business

for advisors.

It was found that practitioners believe they influence referrals in four main ways:
excellent service, higher qualifications, contact frequency and speed of response.
However the results of this study clearly indicate that referrals are not the outcome of
agency; they are a random occurrence, determined by happenstance and the result of

an opportunist conversation between a prospect and a client. In turn, contrary to the



advice of consultancy providers, asking for referrals was found to be ineffective and
not welcomed by consumers. While word-of-mouth (WOM) often instigates referral
generation, the value of WOM, needs be treated with caution, since consumers were
found to have limited understanding of the service provided by independent advisors.
Despite the importance consumers attribute to investment performance practitioners
do not, commonly, provide investment benchmarks nor do consumers use analytical
tools to assess the performance of their advisor. The absence of performance
measures connects with the finding that practitioners have difficulty in describing what
they do hence consumers are uncertain how to describe the service and what to say

about it when asked.
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Glossary of terms

Advisory asset management- client agreement is required for all changes to a portfolio
of assets.

Client - Individual with a written agreement that enables the provision of regulated

advice

Discretionary asset management- commonly associated with the larger investment
houses and stockbroking firms, enabling a portfolio of assets, to be changed, without

client approval for each change. Specialist qualifications required.
Do it yourself (DIY) - The act of investing without advice

Financial Conduct Authority (FCA) - The regulator of financial advice
Financial Service Authority (FSA) - Precursor to the FCA

Independent financial advisor (IFA) — Provides regulated advice that is unbiased and

unrestricted

Natural referral — A prospect influenced by an existing client to become a client
Prospect — A potential client

Qualified lead — Data suggesting this is an individual who has potential to be a client
Recommendation — The naming of an advisor or firm in a positive manner

Referral Program - A plan of action to generate new clients

Restricted advisor - Restricted by virtue of a reduced range of services/advice
Self-investing -The act of investing without advice (DIY)

Unqualified lead — An individual about whom the potential to be a client is unclear

Word-of-mouth (WOM) - Oral discourse which can be positive/neutral/negative

xiii



Chapter 1- Introduction

Independent financial advisors (IFAs) like members of other professional services,
value referrals as an important source of new client acquisition. In an ideal world,
financial advisors prefer to attract clients with significant capital and/or income and
expectations of further capital or income from inheritances, business sales or
bonuses. The complexity of an intangible service and the potential for a deleterious
impact from receiving inappropriate advice may go some way to explaining why
conventional marketing methods appear to be of limited value this professional
sector, and hence why referrals are so highly valued. Despite the importance of
referrals to independent financial advisors (IFAs), researchers have paid little
attention to this area. This thesis will seek to extend understanding of the factors that
influence referral activity from the perspective of both the client and practitioner. The
importance of referrals as a tool for new business capture has not previously been
explored, in any depth, nor is it clear how or whether IFAs can solicit or manage
(obtain) for referrals. A review of the relevant literature has identified factors that are
thought to be associated with referral generation, in advisor-client relationships, with
pilot surveys and scoping interviews being used to weigh those inputs and the

outcomes used to shape both survey and interview questions.

The research reported in this thesis began with an exploratory qualitative approach
followed by a structured questionnaire and semi-structured interviews to generate
both quantitative and qualitative data. Whilst data are collected from both advisors
and clients, unlike previous studies which have tended to focus on data from
businesses or advisors, greater weight is given to consumers of financial advice. It is
intended that the findings from this research will identify the content that clients say
they value from advice and signpost what stimulates them to refer. In turn, it is
anticipated the findings will help inform the way financial advisors craft client service
proposals and how consumers choose a financial advisor, by illuminating advisor

traits that are considered of value to clients. This thesis amalgamates both



practitioner and academic insights into the field of advisor-to-consumer relationships
and identifies a number of fresh researchable opportunities. Any new understanding
of how referrals are generated and enduring advisor-client relations are developed
will be of interest to advisors since the commercial value of any new understanding

cannot be overstated.

1.1 Iteration - the value of hindsight

It needs to be made clear that the following two pages are a later addition and not
part of the original plan, which | believe lllustrate the ‘iterative...evolving process’ of
research (Denscombe, 2010:272). One consequence of this reflection is to introduce
the selective use of first person narrative which, other than in this chapter, is
differentiated by blue text. This modification to the thesis gradually evolved when |
began to contemplate the value of the game of chess as a metaphor for the research
process and led to the following conjectures. The board itself may be considered the
research boundary, fettered by word count and time scales, whilst the pieces
represent different methods of approach. Fallen pieces may represent the failed
attempt at coherence whilst strategy and tactics are conceived from theoretical
frameworks and methodology can draw upon grandmaster plans. Eschewing white
for black, taking your opponent’s chair, allows reflexive self to consider the intricacies
of the strategic and tactical approaches from an entirely different perspective.
Subtlety reflexive self plays self and notes the limitations of the research strategy
from a different outlook. Accordingly, the realisation that a practitioner may have
different perspectives from those of an academic led to concerns that insufficient
consideration was being given to acknowledging a reader who may be unfamiliar
with many of the issues pertinent to this research. What follows is an
acknowledgement of a tactical change this research underwent in order to redress

the balance.

My role as an IFA has always necessitated my attempting to look through the eyes of

my client. Whether | have been successful or not, in this endeavour, only my clients
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can judge. In my view it is vital that an advisor seeks to understand a client’s
objectives, fears, and aspirations both quantitatively and qualitatively. With this in
mind, | found myself imagining how the reader would view this work, and what |
could do to encourage understanding and interest in my field of research. It seemed
reasonable to assume that an academic reader would be unlikely to have the same
level of knowledge as a practitioner and might have difficulty connecting with the
language of financial advice. | also realised that, as | may be considered expert in
my own field, | might have been guilty of assuming | have knowledge in other fields.
Stepping back, following the literature review, | realised that my writing could have
inadvertently assumed a certain level of understanding which, ironically, is
something that | was critical of when reviewing the theoretical corpus. | also realised
that, in a futile effort to be objective (Denscombe, 2010), | was consciously
attempting to muffle any personal contribution on account of concerns that this would
be viewed as being of little value and be deemed self-indulgent. During scoping
interviews, however advisors intimated that my experience in client advice, senior
management and entrepreneurship, evidenced by the founding, developing and
selling of two successful businesses, does represent to them a relatively unique
combination of experiences. Heartened by this encouragement, | was conscious
that, despite my reservations, my research might benefit from the occasional, direct,
insight of an experienced practitioner. | reasoned that the absence of practitioner
involvement could be interpreted as not meeting the objectives of a professional
doctorate or as being unsympathetic to the reader, and recognised that research
which is a collaboration of practice and theory would be of more value (Finlay, 2002).
In turn, this led to concerns that the requirements of the Doctorate of Business
Administration (DBA), to provide a contribution to practice, could be compromised in
the absence of practitioner input. This led me to conclude that the relatively limited
prior knowledge in this field afforded an opportunity to contribute personal knowledge
to an underreported field. Therefore to counter concerns that a DBA is lessened
without practitioner input and hopefully to provide a richer, more informative
narrative, this thesis will periodically include personal, reflective, anecdotal
contributions consciously written in the first person, using blue text, and are indented
in order to distinguish them from the third person narrative. The aim is utilise two

voices, one from a senior practitioner in the field with experience of managing



advisory practices, the other to provide a personal interpretation of the issues as

they arise.

Further reflection and observation may be found in Appendices 1 to 7. This chapter
now reverts to third person narrative and continues with an introduction to financial

advice followed by the aims set for the research

1.2. Origins of the research

Recognising the potential for biased reporting in a research study of this kind, and
acknowledging that a preference for quantitative analysis is inherent in the very topic
of financial planning, this seems an appropriate juncture at which to discuss the
influence of the researcher’s own experiences, following the methodological advice
of Denscombe (2010: 302) to ‘come clean’ about the likely influences of a
researcher’s background. What follows is therefore a thumbnail sketch of the origins
of this thesis and the relevant experience of its author. Also recognising the potential
for bias inherent in the researcher’'s omnipotent role in interpreting research findings,
it is appropriate to disclose that the author is a Chartered Fellow of the Securities &
Investment Institute (FCSI), Chartered Financial Planner (APFS) and Certified
Financial Planner (CFP) and discharges a pro-bono role as an examination assessor
for the Institute of Financial Planning. As he has relevant experience of referrals in
the context of operating a financial advisory practice, it may be helpful to provide the

reader with a brief summary of the historical foundations of the research.

Following six years in the Royal Air Force, teaching physical education and jumping
out of aeroplanes, an unexpected opportunity arose to join the technical training
department of a quoted institutional investment company. A fascination with
investment led to promotion and six years in the investment department, which in
turn, fuelled the desire to establish and develop an independent financial advice

practice. The firm grew rapidly, becoming one of the first independent advice firms in

4



the UK to be authorised to manage assets on a discretionary basis (more commonly
a practice of the larger investment houses and stockbroking firms, enabling a
portfolio of assets, to be altered, without the need for client approval for each
change) but that growth posed many challenges, as the managing of increasingly
large staff numbers and client funds demanded sensitive handling. Founding and
developing a business affords a reservoir of experiences which employees are
unlikely to encounter in that, whilst responsibility for motivating staff and meeting
corporate targets can be shared by many, both are overshadowed by the constant
concern of sourcing new clients. Indeed it was the perpetual challenge of capturing

new business that provided the impetus for this research

| have founded (without partnership or assistance), developed and sold two
independent financial advice practices, one by an MBO and another via a
trade sale. While many practitioners have personally founded practices it is
relatively unusual to not only established but also developed, negotiated and
completed the sale of two businesses. Indeed my own experience indicates
that doing so, especially when the business in question is formally regulated,
Is one of the most difficult challenges entrepreneurs in this field will face.
Arguably these experiences equip me to comment with some degree of
authority on the challenges advisors confront when attempting to grow a

business that others wish to buy.

When | started my own practice, knowledge was harder to come by as the
internet had not arrived and client valuations took days not seconds. | had
never previously been self-employed and the challenges of setting up a
business, without any support or help, added to my pressures, mainly
because | had not factored in the associated non-professional requirements. |
was undoubtedly motivated by the fear of failure particularly as | was aware
that my ex-colleagues would be monitoring my progress. | was also
concerned about leaving behind a company car, share options and the
security that comes with a corporate salary. However my fears soon abated

as my income rose relative to my previous salaried role. One reassuringly
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bright spot, perhaps crucial for an emerging business, was that finding my
own clients through a combination of networking and seminars seemed

relatively straight forward.

| started my practice alone, but I quickly realised that it would be essential to
recruit client-facing staff, ideally with their own clients and a competent
administration team if | wanted to build a sustainable practice that could
eventually be sold. Attracting successful advisors with an established client
following and persuading them to join a fledging operation proved to be
problematic. Attention therefore turned to recruiting less established advisors,
who tended not to have a meaningful client base, which necessitated sourcing
a continuing flow of prospective clients. Indeed, as the number of advisors
grew finding new clients became the defining factor in determining the

success or failure of the practice.

Over the past 30 years | have explored every conceivable marketing strategy
including: advertising, local and national; mailings, mail drops and hand drops;
seminars; buying and renting lists and leads, employing lead generation
consultants; business lunches and breakfast networking, sports sponsorship
including professional football and squash clubs; distribution of promotional
items; billboards, speaking at events for accountants and lawyers, rotary and
lions club, ladies’ circles, corporate resettlement courses and so on; writing
articles for magazines and journals; appearances on national radio; forging
commercial links with accountancy and law firms; and utilising equity for
influence. A conscious decision was made to practice from a ground-floor
office that had once been a large retail shop office in a busy city high street,
on route to a main line rail station, in an effort to raise brand awareness and
encourage passers-by to walk in. It was a surprise when a partner working for
a top four law firm did walk in! Naturally some marketing strategies were more
effective than others but it was referrals, influenced by recommendations from

existing clients, which really made the difference.



This thesis has its immediate origins during a board meeting, at my own firm in 2005
when senior client-facing staff declared themselves unable (or perhaps unwilling) to
self-generate client enquiries and instead preferred to rely on enquiries provided by
the firm. This led to a sense of frustration for my management team that new
business capture therefore depended on the networking activities of a few on behalf
of the many. The commitment to provide a continuous flow of prospective clients for
client-facing staff consumed an inordinate amount of management time and was
undoubtedly a factor in the decision that led the author to dispose of the majority
shareholding and fulfil the dreams of a nascent entrepreneur. Having shouldered the

burden of finding clients for the practice, the sense of relief was palpable.

Fortunately a new opportunity emerged to become CEO of one of the largest, by
turnover, independent advisory firms, in the UK, which involved managing almost a
hundred employees, including chartered accountants and chartered financial
advisors. The clients of the firm were drawn from the equity partners of the ‘magic
circle’ law firms and larger accountancy practices in London. All these past and
current managerial experiences have highlighted the difficulties that firms experience

with new client capture.

With the benefit of hindsight it was noticeable that whatever the size of the practice
and despite the use of various incentives arrangements, a common concern for
managers was that very few advisors were able to generate referrals. A clear pattern
had emerged indicating that referral generation is challenging and not a gift that all
advisors possess. In turn this aroused curiosity as to why some advisors are more
successful referral generators than others and stimulated the desire to learn more
about the antecedents of referral generation. Whilst acknowledging the results of the
research study are derived from financial advisors, it has been observed that more
than a hundred studies investigating differences in the performance of salespeople
have found no single behavioural or other factor to be significant (Churchill &
Szymanski 1990). In this context, the expectations for the research conducted for
this thesis are understandably modest, although it is noteworthy that this earlier

research focused on relationships from the perspective of the salesperson rather
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than clients as this research does. Whether or not advisor-client relationships are
likely to be the same as industrial salesperson-customer relationships in a
conventional market setting is debatable and so, despite the absence of any
significant findings in the Churchill & Szymanski study, it is expected that new

insights will be generated that can contribute to knowledge.

This finding raises the possibility that, once a client base has been established and a
level of recurring income achieved, a firm can survive and grow without a referral
generator. This would seem to fit with the findings of Smith & Miner (1983) who
suggested that creating an organisation requires entrepreneurship whereas once it is
established that need diminishes. This may also indicate that referrals are of more
importance to start ups than established businesses, since the latter are able to
derive new fees from existing clients. The proportion of new fees derived from
referrals and existing clients may help to answer this question. It should be noted
that new businesses are often carved out from existing firms by departing client-
facing staff seeking to transfer existing client relationships to their own enterprise. In
turn, emergent entrepreneurs planning to exit may elect to defer actualisation of the
potential of referrals until they are of personal value. Finally the possibility that
business owners are more motivated, to find new work, than employees cannot be

overlooked.

With hindsight, | reflected that | knew little about the origins of referrals. | began
reviewing the various theories proposed by alleged referral gurus, practitioners
and marketers, and found difficulty in connecting these ideas with my own
experiences. Consequently, | realised that, after thirty years of handling, seeking
and obtaining referrals, | was well placed to begin my own academic study into the

antecedents of referrals.

These disclosures are essential in that they allow any reader to assess the claims
and judgements made in this study with respect to partiality and objectiveness.

Objectivity supports impartiality and invites a researcher to avoid overlooking data

8



that do not seem to fit and investigating conflicting explanations (Denscombe, 2010).
2010). Data are at the core of research, as is the exploration of relevant theory which

now follows.

1.3. Introducing financial advice

In the absence of any readily available definition for the role of an IFA, this section
will instead draw upon a thematic paper produced by the Financial Services
Authority (FSA), predecessor of the current regulator, the Financial Conduct
Authority (FCA). The FSA conceptualises advice as comprising the eight steps

summarised in the table below.

Table 1.1. The advice process

Step 1 Engagement-explain importance of money matters &

the need to take action

Step 2 Establish the reason the client has come to seek
advice

Step 3 Gather relevant data from client (Fact finding)

Step 4 Establish client current financial position, aspirations
and goals

Step 5 Identify priorities and options for the client to consider

Step 6 Identify, if appropriate, product types that might meet
client needs

Step 7 Recommend a particular product type

Step 8 Identify a specific product to buy, hold or sell

Adapted from: Financial Capability: developing the role of generic advice (FSA,
2005:6).



It is noteworthy that the regulatory focus is on financial products, not advice,
whereas advisors would view the management of assets and the reviewing of past
advice as crucial elements in the advice process. The focus on product sales is
reinforced by other governmental agencies, such as the Money Advice Service
(MAS), who consider financial advice to be a process that begins with fact finding
and concludes with a recommendation usually involving the purchase of a product.
The MAS website describes ‘non-advised sales’ as being based on ‘information’ and
‘advised sales’ as connected with a product which may result in a claim for ‘mis-
selling’ (www.moneyadviceservice.org.uk/en, 2014). It also states that, if consumers
do not want to take responsibility for their ‘bad investing decisions’, they can transfer
their concern by taking advice. It appears that this governmental body wishes
financial advisors to be responsible for decisions that ultimately rest with consumers,
thus effectively supporting a culture of compensation. As the website clearly says:

‘You have rights if a product turns out to be unsuitable’ (MAS, 2014).

The focus on products appears to suggest that all financial advice culminates
in a product sale. Indeed this is what defines regulated advice since financial
advice that does not involve the sale of product is not regulated.
Consequently tax advice, cash flow planning, risk profiling and all discussions
that fall short of a product recommendation are not deemed financial advice
by the regulator. My own experience is that the majority of advice is
unregulated and that it is within the diagnostic process that the true value of
advice may be found. It is arguable that product selection is the least
intellectually demanding element of the advice process and it is often dealt

with by electronic decision-making systems.

Financial advisory firms are knowledge-based occupations and, like many such,
have a lexicon barely penetrable to the non-practitioner. Consequently, interpreting
the language and setting the scene around which the research was conceived may
be of value to the reader. The Financial Conduct Authority (FCA), a quasi-
governmental regulatory body which replaced the FSA in 2013, elected to employ
the term ‘independent’ and ‘restricted’ to distinguish between the two main

channels for distributing advice. Independent advice is defined as that which
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conducts a comprehensive analysis of the relevant market and is characterised as
providing unbiased and unrestricted advice (FSA, 2011). By contrast restricted
advice is limited often to one product provider or organisation. According to the
Association of British Insurers (2104) the majority of financial services product sold
are reportedly by IFAs, rather than all other advice channels, (typically banks,
insurance and investment companies), so it may be hypothesised that consumers
favour independent over restricted advice. However despite the disparities between
the advice models it is thought likely that consumers’ understanding of the
differences will prove to be imprecise. Whether financial advice firms are restricted or
independent, despite the majority practising as sole traders or small enterprises
(FSA, 2010), it is likely they all share a common desire to increase turnover whilst
harbouring ambitions to eventually sell the practice. Micro and small enterprises are
defined according to their staff headcount and turnover or annual balance-sheet
total. The European Union website (Europa, 2014) defines a small enterprise ‘as an
enterprise which employs fewer than 50 persons and whose annual turnover and/or
annual balance sheet total does not exceed EUR 10 million. A microenterprise is
defined as an enterprise which employs fewer than 10 persons and whose annual

turnover and/or annual balance sheet total does not exceed EUR 2 million’.

Increasing turnover is a product of rising fee income and retaining clients is
consequently considered essential for the long term success of any client-focused
organisation, particularly as the cost of acquiring new clients is said to be higher than
retaining existing ones (Reichheld, 2003). Reichheld and Sasser (1990:105) claim
that ‘by retaining 5% more of their customers’ companies can increase profits by
approaching 100%’ and that profit per customer rises the longer a customer remains
with a firm. However, as they describe their data as being based on ‘our experience
of many industries’ (Reichheld & Sasser, 1990:108) the relevance of this research,
for a service like financial advice, characterised as a ‘credence good’ (Darby &
Karni, 1973:68), where the consumer has less knowledge than the service provider
(Eraut, 1994), may be questionable.
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1.4 The personal financial advice sector

According to the Association of Professional Financial Advisers (APFA): ‘40% of
investment and protection products are sold through financial advisers, with annual
revenue estimated at £3.8 billion (£2.2 billion from investment business, £1.2 billion
from general insurance and £400 million from mortgages) ... Over 50% of the
population rank financial advisers as one of their top three most trusted sources of
advice about money matters. As such, financial advisers represent a leading force in
the maintenance of a competitive and dynamic retail financial services market’
(APFA, 2013). The regulation of financial services is a matter of great political, social
and economic importance that has become even more prominent in the wake of
regulatory scandals such as the alleged mis-selling of payment protection insurance

and personal pensions.

Financial advice makes a significant contribution to the UK economy, as confirmed
by recent data estimates that ‘over 160,000 active individuals participate in financial
advice’ (Spectrum Data Management, 2013). It is estimated that the UK long-term
savings and investment industry has assets of £2.7 trillion making it a mainstay of
UK economic life yet, despite IFAs accounting for 80% of sales, academic studies of

their modus operandi are rare (Tjandra et al, 2013).

1.5 Financial advice and referrals

Financial advisors operate commercial enterprises largely comprising three
regulated individuals or fewer (FSA, 2010) and do not have the financial resources to
embark upon the type of marketing campaigns available to larger institutions,
needing instead to rely on referrals to obtain new business (Pickersgill, 2013). By
and large advisory firms do not have advertising budgets or ‘the direct brand
recognition to approach the retail public directly’ (Sittampalam, 2013:5). It is

therefore crucial for advisors to build enduring relationships with satisfied clients,
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who in turn will refer prospective clients particularly given that research indicates that
word-of-mouth can influence behaviour more than other marketing methods
(Buttle,1998). Other researchers who support this claim indicate that it is the most
important source of new business acquisition for financial advisors (Blue & Green,
2013).

The lifeblood of financial advisor operations is clients and sourcing new clients is
therefore of paramount importance. Since an absence of referrals is thought to
seriously undermine the success of an enterprise this thesis addresses an issue of
considerable importance to practitioners. Financial services products are often
difficult for consumers to understand (Gaskell & Ashton, 2008) because they are
likely to lack the knowledge required to evaluate the service or product until many
years after the purchase. Potential consumers thus have difficulty in determining
whether they need advice or what type of advice is appropriate, and in evaluating
whether the advice given was suitable or not has to be deferred until a future date
(Clarke, 1999). It is therefore understandable if consumers are cautious when
selecting a financial advisor since the value of the advice provided usually cannot be

assessed for many years.

Financial advisors prefer long term clients rather than transactional, or fleeting,
relationships since they wish to provide new services to existing clients over time.
Intense competition exists to identify and capture new clients and for most advisors a
recommendation from an existing client is highly prized. All firms would prefer to
employ client-facing staff who can stimulate clients to introduce prospective clients.
However as advisors have difficulty in obtaining referrals (Bradshaw, 2010) learning
more about which advisor behaviours appear to be successful in generating referrals
would be greatly valued by all professional service organisations. Indeed this thesis
hypothesises that the propensity for clients to refer could be considered as part of
the benchmark for assessing the quality of advisor—client relations, particularly since
the absence of referrals is material in distinguishing between the success and failure
of both individuals and firms. This hypothesis garners support when it is noted that

the willingness to recommend is considered a guide to future relationships and
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revenue (Reichheld, 2003). This view is also supported by Knemeyer and Murphy
(2005:8) who claim that referrals are the ‘ultimate test’ of a service relationship. This
thesis will consider whether a positive causal connection exists between a
sustainable advisor-client relationship and the likelihood of referrals while

acknowledging that referrals could also emerge in other circumstances.

Understanding more of the factors that generate referrals would be greatly valued by
financial advisory firms and especially welcome should they be able to operationalize
the factors to garner more referrals. Given that it is unclear how important referrals
are to firms, this thesis also aims to learn more about the contribution they make to
the success or failure of firms. Although anecdotal support for the importance of
referrals, came in a recent blog by an IFA, who noted that ‘99% of his new business
comes from referrals’ (Citywire, 2013), crucially it is uncertain whether or not firms
can manage for referrals, that is can they consciously set out to attract new clients
by inducing referrals; and, if so, what methods are successful? This thesis will later
argue that word-of-mouth is not the same as a referral and find support for this
position from scholars who have conceded that it is not within in the ‘control’ of the
service providers, which suggests that managing for referrals may also be
challenging (Ennew et al, 2000:75).

While many IFAs are sole traders there are enterprises who elect to practice as

corporate entities or in partnerships.

Whether the size of a firm influences referral generation is unclear. Where
firms have more than one advisor it is uncertain whether referrals are directed
at the individual or the firm. When a firm employs a number of advisors they
will usually be required, to meet compliance obligations, to present a common
client proposition reflecting the way the firm deals with its clients. Therefore, in
such circumstances, the conclusion might be that the personal attributes of
the advisor, who does generate referrals, may be a factor in referral

generation although luck is likely to play a more significant role.
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IFAs are seeking close, long term, relationships with clients who have
resources or needs that require advice and who are willing to pay fees.
Consumers with significant investment capital are highly sought after, as the
fees clients pay are often based on a percentage of the capital invested.
Sourcing high-value consumers for financial practitioners, is problematic and it
is my professional experience that conventional marketing methods that enjoy
success in other fields are relatively ineffective when it comes to capturing
new clients for financial advisory firms. Wealthy consumers are
understandably cautious when selecting an advisor and my experience is that
they are reluctant to respond to such forms of marketing communication as
direct mail or advertising. When founding my own business in the early 1980s,
| found marketing seminars to be a successful method of attracting new
clients, perhaps in part due to the limited availability of investment knowledge
or information technology and the relatively novel nature of such seminars at
that time. Utilising the technique to build an advisory practice, seemed a
natural extension of my military experience one which was centred on
presenting information and coaching to both groups and individuals. During
my corporate career, my presentational skills matured as a result of delivering
press launches and facilitating training programs in inter personal skills.
However, when by the early 1990s it became evident that new, well
resourced, entrants had also realised the potential of seminars. As a
consequence, the increasing numbers of seminar providers, growing cynicism
among investors (many of who were facing losses following the boom years of
the early 1980s), wider dissemination of investment knowledge that became
possible with the arrival of the internet, all combined to gradually reduce the
effectiveness of seminars. | found initially that mailing 10,000 households,
produced approximately 200 respondents, roughly 140 attendees, and
approximately 30 new clients within 18 months. Over time | experimented with
many different lists including shareholder registers but found postcode
selection to be more reliable in terms of eliciting attendance. As more advisory
firms gained the confidence and knowledge to operate in this field, the supply
of seminars increased, which resulted in the need to greatly increase the
numbers of households mailed, until a point was reached, at which seminar

marketing was no longer economic. In 1985, the cost of arranging a seminar
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ranged from £6,000 to £10,000, (modest in today’s terms but more significant
then) and depended on the size of the mailing list rented or bought, the
venue, postal charges, refreshments, printing, stationery and most
importantly, the time spent in folding and sealing thousands of envelopes.
While the list owners had machinery to prepare and send the mailings the
additional cost could not be justified. It often took two weeks to prepare
mailings for one seminar, sometimes requiring the employment of temporary
staff, necessitating withdrawal of staff from other duties, involving the
formation of a production line around a boardroom table stacked high with
address labels, envelopes, seminar invitations and importantly moisture for
dry tongues! | did investigate the cost of purchasing equipment, to mechanise
and streamline our process, but fortunately prevaricated long enough to reach
the realisation that seminars would not be as effective in the future and

consequently saved the company a small fortune.

The internet has provided a vehicle through which investors who wish to learn more
about financial advice or self-investment in order to bypass paid for financial advice.
This has in turn accentuated the importance of referrals to IFAs as it is widely
believed that referrals are a key source of new business acquisition. The importance
of referrals to services has been reinforced by Engel et al (1995) who claimed that, in
marketing, referrals are matchless. Their importance to all IFAs is likely to increase if
reports are correct that the number of self-investors (DIY investors) has risen
significantly since the Retail Distribution Review (RDR) (Budworth, 2014). Itis
guestionable, however, if that whether that report is wholly accurate as the evidence
cited in support of the finding is based on the increase in the value of investment
funds from 2012 to 2013. Further examination is required since, arguably, an
increase in world stock markets is likely to have more impact than investor numbers.
It is noted that the financial services industry appears more interested than other
industries or groups in forming customer relationships (Barnes, 1997). Although this
thesis will focus on the relationships between IFAs and their clients, it will also take

account of those in other services who market intangible goods.
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1.6 Regulatory issues

The Financial Conduct Authority (FCA) introduced the Retail Distribution Review
(RDR) at the start of 2013, a new regulatory framework governing the distribution of
financial advice. Given the significance of this review but recognising that not all
readers will be well versed in the domain of financial advice, a brief overview of the

regulatory changes now follows.

In June 2006 the FSA, predecessor of the FCA, began the process of planning for
the RDR following what they described as ‘persistent problems we had observed...in
over 21 years of regulation... insufficient consumer trust and confidence in the
products and services’ (FSA, 2010). In doing so, it was following a well-trodden path
of increasing government regulation to limit the ‘deviant performance’ of
professionals, which had been observable since the 1960s (Freidson, 1984:3). At its
formal introduction in 2013, the RDR banned advisors and product providers from
accepting or paying commission. Practitioners have since argued that the loss of
commission and increased regulatory burdens will threaten the existence of small
IFAs, which, if so could magnify the importance of referrals (Foster, 2012). These
concerns over falling numbers appear to be justified by data from the FCA indicating
that they were 25% higher prior to RDR (Hannant, 2013). A second feature of the
Review was the introduction of a new and higher minimum level qualification,
required to act as a regulated advisor, 35 hours per year of mandatory continuous
professional development (CPD) and the requirement for an annual statement of

professional standing (SPS) to be issued by a professional body.

1.7 Professional bodies

Although IFAs have a veritable cornucopia of professional bodies to choose from
none acts as a trade body or is exclusively focused on restricted or independent

advisors. Each of the three largest professional bodies are competing for members
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and arguing its case to be the examination and training provider of choice, which
prompted Gaskell & Ashton (2008) to assert that competition between professional
bodies and the regulatory process have acted in concert to exert a negative impact
on efforts to increase advisor professionalism. This is a view is supported by Clarke
(1999) who stressed the importance of having a single professional body. The
present unwillingness of the various professional bodies to clarify whether
independent or restricted advice is the preferred distribution vehicle may also be
stifling progression toward professionalism. It is noteworthy that the reluctance of the
regulator and established professional bodies to view independent advice as
preferable to restricted advice, is in marked contrast to the expressed opinions of
consumer interest groups, such as Which?, who openly state a preference for

independent advice over restricted advice channels (Which?, 2010).

In 2006, The Privy Council of England and Wales declared that the Chartered
Insurance Institute (Cll) may award the designation of Chartered Financial Planner
whether an advisor is independent or restricted. Accordingly the availability of
Chartered status, whilst helpful, does not distinguish between advisor distribution
channels and may encourage consumer confusion. For practitioners, already holding
higher professional qualifications, including Chartered Financial Planner and
Certified Financial Planner (CFP), introducing examinations for the higher-level
minimum qualification has had no impact. The decision by the FCA to set a relatively
low educational entry level has surprised many commentators. In a survey
conducted by Pedley (2009), 158 MPs expressed surprise that they examination
standard does not stand comparison with related professions such as accountancy
and law, where higher qualifications are the norm. This approach also appears to be
at odds with the FCA mission statement, which is to improve the standard of advice.
Whether advisors with higher qualifications generate more referrals is uncertain, as
clients clearly have an expectation that all advisors will have appropriate
qualifications.

Consciousness of the potential for biased reporting and awareness that the practice

of financial advice is embedded with a preference for quantitative information the
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next section seeks to acknowledge these concerns.

1.8. Aims of the research

Acknowledging the professional requirements of the DBA, the research in this thesis
investigates referrals from both an academic and practitioner perspective. It seeks to
learn more about the factors which make referrals from existing clients more likely,
thus filling a gap in academic knowledge, which largely ignores referrals, and
contributing to the practice of client management in the field of financial advice. The
academic element of the research considers the factors affecting referrals in client-
advisor relationships; the focus of the practitioner element is on what firms and
individual advisors can do to generate more referrals. The aim is to provide fresh
insight for IFAs and practice managers into referral generation whilst at the same
time challenging a number of embedded assumptions that circulate within the sector.
It is anticipated that by targeting different audiences, with related questions,
contrasting contributions will be provoked for the research to explore. The
proposition is that referrals are of significant value to smaller firms so this research
aims to learn more of how and why they are generated. The literature is in general
agreement that the success of smaller service firms, such as financial advice
providers, is dependent upon recommendations and satisfied clients who repurchase
(Bryson et al, 1993). The suggestion is that important differences exist between
small and large firms and that referrals are an under-exploited method of generating
new business. This focus of this thesis is mostly but not exclusively on firms with up
to ten client facing staff, as it is assumed that data relating to the interaction between
individual IFAs and their clients will be richer than that collected from larger firms,
where client relationships are likely to be more prescribed, and that access is likely
to be easier. Although this level of staffing may seem modest in commercial terms, it
should be noted that recent research has found the average independent financial
practice to comprise four regulated IFAs (Lee, 2014) and that firms with four or more
regulated advisors may be considered large within the advisory community. The
research began with an exploratory qualitative approach, utilising scoping interviews,
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and progressed to a structured questionnaire followed by interviews, to generate

both quantitative and qualitative data.

The research was thus undertaken with the aim of extending knowledge in which
answers to a number of questions may be found: Can referrals be managed for?
Why do clients refer or not refer? How important are referrals to firms? Are the
embedded beliefs held by practitioners about referrals justifiable? What are the
factors that prospective clients consider when selecting an advisor? It is hoped that
the findings will help practitioners to understand what works and what does not work
with respect to referrals, and thereby contribute to the body of knowledge by
explaining the role and importance of referrals in the context of a ‘credence service’

(Darby & Karni, 1973:68), such as financial advice.

In order to establish the boundaries for the research, because referrals are
interpreted differently in other domains, this chapter will lastly propose a definition for
referrals that connects with custom and practice in the field of financial advice.

1.9 Defining referrals

The term ‘referral’ is firmly established in the medical literature where it is used to
indicate the seeking of a further opinion usually from a specialist in a particular field
(Mondofacto, 2013). For practitioners of financial advice, however, it has an entirely
different meaning being used to describe a process that leads to the capture of a
new client. Despite the vital importance of referrals it is claimed that researchers
have devoted ‘little attention’ to relationships that generate them (Boles et al,
1997:254). Authors have sought to quantify the value of referrals in monetary terms
in order to expose the contribution they make to the success of a firm (Helm, 2003).
However when Helm concludes that doing so will stimulate firms to engage with
referral strategies she fails to explain what methods are known to be successful. The

limited number of authors exploring referrals in other contexts emphasises the
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limitations of academic research in this field; a view that is reinforced by Ryu and

Feick (2007:84) who, despite a wide search, found ‘almost no empirical work’.

The absence of empirical research became explicit as searches for ‘referrals’ in the
Journal of Service Marketing yielded no results and ‘financial advice’ only seventeen.
The Journal of Personal Selling and Sales Management, Journal of Marketing and
the Journal of Marketing Management collectively delivered one result from 1994.
Numerous studies have been devoted to buyer-seller relationships including:
salesperson skills and performance (Johlke, 2006); the attributes of successful
salespeople (Churchill & Szymanski, 1990); sales prospecting (Jolson & Wotruba,
1992); the practice of personal selling and sales management (Weitz & Bradford,
1999); and the sales process (Jolson, 1997). By contrast there is a noticeable
absence of literature relating to advice and advisor-client relationships. This finding
was reinforced when online journal searches via the Hertfordshire University
Studynet for any connection to financial advice produced no returns while sales or

selling journal searches produced 38 results.

Researchers often suggest that word-of-mouth is a proxy for referrals (Helm, 2003;
Kumar et al, 2010; Ryu & Feick, 2007) without acknowledging that, however positive,
it does not necessarily result in a referral. This thesis will later argue that the act of
referral is not only different from but also more significant than positive word-of-
mouth. For clarity, it will focus on individual referrals not introductions to or from an
organisation, which may be driven by brand attraction or be instigated for
commercial advantage rather than the action of an individual. Broadly following the
definition advocated by Kumar et al (2010), for the purposes of this thesis, a referral
is defined as occurring when an existing client (not a professional connection)
motivates a prospective client to visit an advisor who acts for the introducer, and
subsequently becomes a client. Unlike other studies (Kumar et al, 2010; Ryu &
Feick, 2007), however, this thesis does not consider the completion of a transaction
to be the defining element of a referral preferring to separate any commercial activity
from the act of referral. The completion of a referral is dependent upon a prospective

client accepting the service proposition offered by a financial advisor, after which the
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prospective client can be regarded as a client of the advisor firm. This argument is
further strengthened by the fact that the connection between a transaction and
commission has been severed by the FCA under the terms of the RDR, with the
consequence that a transaction does not have to take place for an advisor to
generate fee income. Indeed, before that change in 2013 many IFAs operated on a

fee basis completely unconnected to a product transaction.

Formulating an authoritative definition of a referral in the context of this study is
clearly a challenging task, given the limited relevant literature. What does seem clear
is that a potential referral cannot be manifest until a prospective client meets with a
firm. It is arguable that all discourse before a meeting may be considered as word-of-
mouth exchanges which may or may not lead to a referral, since it is likely that the
firm remains unaware of such informal preliminary exchanges. The referral therefore
occurs when a formal meeting takes place between prospective client and an IFA,
which leads to a contractual agreement between the parties. In other words, a
referral either becomes a client or reverts to the status of prospective client. This
view also gains some support from a description of the process of referral as an ‘act
or instance of directing... to another professional or service’ (Collins, 2013). A
limitation of this definition is that it focuses on direction, rather than requiring a
meeting to have taken place, since no firm would be aware that a referral has been
made or can be substantiated, without a formal meeting, unless the client making the

referral had disclosed the potential.

Despite the difficulties that arise when devising definitions of multifaceted constructs,
this thesis presents an alternative approach by proposing that a referral is a multi-
step process: first, a need is identified by a ‘requester’ who interacts with an existing
client to seek out advice, second, a recommender provides positive word-of-mouth,
who also may deem that a recommendation has been made; third, the requester,
who is now the recipient of advice decides whether to act upon it, or seek more
advice; fourth, the target service or firm is approached, by either requester or
recommender, to discuss arranging a meeting. That fourth step may be described,

as a provisional referral, ahead of a fifth and final step at which a meeting takes
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place between the requester and the firm. This sequential process is depicted in
Figure 1.1. When proposing this blueprint for a revised definition this thesis does not
view a referral as stemming from a single act but rather as a construct that is
episodic, interactive in character and not certain in outcome. It should be
acknowledged that this thesis is presenting a definition which posits that a natural
referral occurs without reward or inducement and accepts that such

conceptualisation may be challenged.

Figure 1.1. Referrals - The sequence of causation
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This thesis extends the definition of a referral, by drawing upon Ryu and Feick
(2007:85), by utilising the prefix ‘natural’ to describe a referral that is not induced by
reward or influenced by an advisor request, and treats those which are induced as
introductions, since they are likely to have been prompted by fee sharing or promises
of reciprocity. Lastly, it is argued that referrals in professional services, like
independent advice, are only manifest when a contract and fee agreement is signed,

and are not necessarily dependent on a transaction or product sale.

Another consideration is that requesters may seek a recommendation from more
than one existing client. How prospective clients select a recommendation source is
unclear although one obvious option is to seek out persons known to utilise an IFA,
or believed are likely to. One possibility is therefore that new consumers of financial
advice will seek out experienced investors for guidance. The nature of the
recommendation that requesters act upon may provide a guide to what is valued in
an advisor relationship. This information would be of significant interest to firms as
an input to the shaping of client service propositions. It remains uncertain whether
cognitive or affective factors are of more importance and if one particular phrase,
expression or description is more influential than others. It is possible that a
recommendation from an existing client may be deemed to be self-serving and that
requesters might prefer generic guidance without the perceived influence of an

advisor firm.

Although the literature suggests that introductions can be stimulated by ‘reward
programs’ (Ryu & Feick, 2007:84), for advisors such programs could come into
conflict with the regulatory concept of ‘treating customers fairly’, and any introduction
would inevitably be treated as an ‘unqualified’ lead, given the advisor would need to
determine if the prospect is a suitable client, can afford advisor fees, and,
importantly, requires advice (FCA, 2013). On the one hand, it is likely that
prospective clients (requesters) only seek a recommendation only when they
perceive a financial need; on the other, IFAs view financial advice as an evolving
process, requiring regular review, and are likely to argue that consumers should not

wait until they foresee a need. Clients do not seem to share this view which perhaps
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emphasises the credence (Darby & Karni, 1973) characteristics of financial advice.
From the advisor’s perspective it is a lack understanding, of the benefits to be
derived from regular advice, which prevents consumers from requesting advice
before they perceive a need. The resulting difficulty that IFAs find in creating demand

reinforces the value of a natural referral.

| recall my surprise at the number of occasions a seminar attendee would
telephone me, as many as seven years after an event, and say ‘You won'’t
remember me but...’, and would then become a client. Perhaps this reinforces

the proposition that consumers wait until they perceive a need before acting.

To summarise, a natural referral occurs when an existing client provides positive
word-of-mouth and a recommendation to a requester, a potential client, who in turn
arranges a meeting with an advisory firm and decides to become a client of the firm.
If an advisor does influence an existing client to provide a name this is often viewed
as an ‘unqualified’ prospect, since that client is unlikely to know whether the prospect
would be a suitable client, could afford advisor fees or would be interested in being
the recipient of advice. At this stage this conceptualisation of the referral process can
be considered as foundational in nature as it is likely that during data collection a
clearer picture of the referral process will emerge. The conceptualisation of the
referral process in this chapter is intended to be read before the descriptions of the
findings of data collection in later chapters. It will nevertheless be useful to offer a
preliminary working definition of ‘natural referral’, as follows: ‘the process in which an
existing client of an independent financial advisor communicates positive word-of-
mouth and a clear recommendation to a prospective client, who arranges a meeting

with the IFA and, ultimately, becomes a new client’.

Having presented a working conceptualisation of the referrals process, the next
chapter will explain how the literature review was constructed and a provide synopsis
of what studies relevant to the topic of the thesis have to say about the antecedents

of referrals.
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Chapter 2 - Mapping the literature

This chapter outlines the process adopted to organise and execute the review of the
relevant literature, which explores the work of practitioners, consultants and

academics who are working in the field.

The review process has shown that this thesis is one of the first empirical studies to
explore the advisor-client relationship in the context of independent financial advice
services since the Retail Distribution Review of 2013. The banning of commission
represents a significant change for financial advisors and consumers. This change
provides an opportunity for a new body of literature to emerge that recognises the
clear distinctions between sales and advice processes, particularly now that
commission incentives, which feature heavily in existing sales literature, are no
longer a feature of financial advice. Understandably this does mean that existing
literature has not had the opportunity to consider whether differences exist in the
advisor-client relationship with this new perspective.

This chapter will draw upon contributions to the literature by a wide range of
academics with an interest in financial advisory services and by participants in the
sector, on the subject of client referrals and the aspects of client-advisor
relationships that may have an impact upon them. The literature reviewed straddles
many decades, concluding with the particularly relevant studies and commentaries of
the past decade. Greater weight is given to the more recent studies to demonstrate
subject relevance, and awareness of financial services and the regulatory
environment. Selected works, based on the number of citations in the case of
academic studies and amount of exposure for practitioner contributions, include
those that are deemed influential by many subsequent authors, with particular care

being taken to embrace a wide range of author orientation.
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2.1 Organising the literature

Identifying literature that relates to the specific topic of this thesis has proven to be a
challenge, since scholars have argued that little academic work has specifically
addressed how advisor-client relationships can be developed in a way that will lead
to client referrals (Boles et al, 1997; Connors, 1998). Others, specialising in the field
of financial services, go further lamenting the ‘relative lack of empirical research in
financial planning’ (Hunt et al, 2010:82). The review process started from an
assumption that a considerable body of academic literature within the financial and
professional service community would have reported on advisor-client relationships
and referrals. However it was found that material on client-advisor relationships was
readily available from peer reviewed publications in the USA, such as the Journal of
Financial Planning or Financial Planning, or UK publications such as The Journal of
the Chartered Institute for Securities & Investment, Financial Planner, The Journal of
the Cll and Financial Solutions a publication from the Personal Finance Society.
Although distinguished academic contributors could be found (Dubofsky & Sussman;
2010; Grubman & Jaffe; 2011; Yeske, 2010) they were in the minority.

What on the surface, appeared to be relevant material, on closer inspection was
often found to be written with an understandable commercial purpose (Bowen et al,
2008; Trusted Advisor, 2012; Weatherill, 2012). It was often observed that when
references were provided by practitioners they usually referred to members of the
same professional body, as the authors, while the writing appeared overtly
promotional in nature and overly supportive of the professional body behind the
journal. These findings led to an overwhelming sense that commercial advantage
may be influencing the writing. The impression gained was that this body of literature
promotes largely experienced-based, unsupported, anecdotal assumptions and is
characterised by an absence of academic referencing or peer review. Quantitative
surveys were often cited, as in the case of the assertion by Weatherill (2012:22) that
empathy is the key ingredient in building trust supported by both numerical proof and
a ‘proven methodology’. The validity of these findings has been challenged by other

authors (Dawson et al, 1992; McBane, 1995) who find the relationship between
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empathy and behaviour to be unproven. However Weitz (1981) does provide limited
support when suggesting empathic advisors may be more successful, although it is
also noted that a study of service performance by Parasuraman et al (1988) found
that empathy had the lowest influence on satisfaction of five factors tested.

These preliminary findings helped devise a strategy for a more thorough literature
review, in which a wider range of voices could enhance the claims of this study to
‘credibility’ (Bryman, 2008:377). This led the thesis to also consider texts from
scholars connected with financial advice and it was interesting to discover that
financial planners, who also hold academic positions, have a tendency to reference
fellow planners rather than fellow academics (Yeske, 2010). Whilst the failure to
reference sources outside the sector probably reflects the limited nature of the
research, other forces may be at work, including the desire to build professional
credibility when it is recognised that financial advice lacks an unambiguous body of
knowledge (Geistfield, 2005).

Whilst it was felt that little solidly grounded literature offering rigorous academic
reporting, was likely to emerge from the practitioner literature, it would be
inappropriate to consciously discount this body of work as they have relevant
experience of the study question and disregarding their far from impartial views could
lead to a biased literature review. This led the thesis to ensure that both academic

and practitioner voices could be heard.

Concern over partial reporting also led to the consideration of contributions from
organisations seeking financial gain from the promotion of methods they deem
capable of generating referrals. Searches unearthed numerous websites, articles
and books on new-business generation. While the nature of the output from these
non-academic sources is difficult to gauge, some IFAs do purchase referral
programs and utilise consultancy services, so their contribution requires

acknowledgment and is deserving of review. Recognising the particular orientation of
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these sources, their output is defined as ‘commercial literature’ and included as the

first element of the literature review.

In light of the above four distinct groups of literature emerged from the searches:
first, commercial literature; second, ‘practitioner literature’, from sources writing in
practitioner journals or connected to the financial services industry, who
predominantly reference other industry participants; third, ‘professional literature’,
authors with connections or interest in financial services who employ external
referencing and whose self-interest is less overt; and fourth, ‘academic literature’,
consisting of refereed articles or books by academics independent of financial
services. (The academic literature will be further categorised into five discrete
groupings in Chapter 3).This juxtaposition of different views, embracing different
disciplines, will allow contrasts and comparisons to be made whilst staying within the
boundaries of the study. Lastly, the findings from all sources are synthesised to
explore whether or not any common themes or patterns can be discerned. This
approach is justified as it is unlikely that any single approach has been
operationalised successfully, although more evidential weight could possibly be
given to successful advisors as they have commercial imperatives to meet or failure
will follow. Table 2.1 now summarises the sequence that the literature review

process followed.
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Table 2.1 The sequence of the review process

Review Focus Topics

seguence

Commercial Commercial Promotional in nature.
Literature contributions What works

Advisor-client relationships

Practitioner | Practitioner Connected to or working in
Literature contributions - financial services.

mainly internal What works

referencing Advisor-client relationships

Professional = Mixture of external = Associated to financial
Literature and internal planning or advice.
referencing Communication
Advisor-client relationships

Academic 1. Marketing of Theoretical assumptions.
Literature services Services and goods
2. Relationship marketing
marketing (trust Relationship marketing
and perception) Why clients refer

3.Client retention When clients refer
4.Word-of-mouth Role of word-of-mouth
5. Sales
effectiveness
& prospecting

The next section explores the contributions of organisations and individuals who
market services connected to the generation of referrals. While the contention of this
thesis is that referrals cannot be solicited, others believe that they can. Their work is

therefore is therefore reviewed briefly
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2.2 The commercial literature

During the searches for texts, connected to financial advice and referral generation,
a large body of non-academic work was discovered that initially appeared to offer
fertile grounds for investigation. The demand from IFAs for proven methods that are
successful in generating referrals has led to a plethora of consultants offering
advisors the opportunity to purchase a wide variety of applications claimed to be
capable of generating referrals. Given the number of consultancy firms operating in
this field and noting the exposure they enjoy within industry publications it is evident
that that IFAs are purchasing consultancy services and referral systems. When a
commercial organisation offers advice on referral generation, it is usually provided in
writing and accompanied by a request for payment. In order to distinguish
commercial contributions, from published work originating from practitioners this
thesis elects to define the former as ‘commercial literature’. The communication
channels favoured by the marketers of referral programmes are subjective books
and websites. A common feature of referral of their offers is that they all claim some
degree of positive outcome for IFAs. However despite these claims it is noted that

independent corroboration of the success of their methods is largely absent.

The recurring message from commercial organisations is that referrals fail to
materialise on account of a failure ask for them and because IFA service
propositions are not attractive enough to attract new clients. A potential weakness in
this argument is that advisor service propositions are not usually disclosed, in any
detail, until a meeting is arranged between the parties. Consequently, prospective
clients can only make a superficial judgement about an advisory firm from any
marketing material that is available. A further weakness in this position is that it
appears to overlook the possibility that affective issues, like similarity and social skills
may also influence advisor selection because, while a published client proposition
can provide a guide to the expected service, they are inert and cannot interact with a
prospective client. These concerns are supported by Barnes (1997:765) and
Sharma and Paterson (1999) who concluded that cognitive factors are less influential

than ‘affective variables’ in relationships and therefore appear to support a negative
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response to the claims of commercial literature. If these authors (Barnes, 1997:
Sharma & Paterson, 1999) are right, the notion that prospects base advisor selection
solely on a client proposition is rendered extremely unlikely, since it appears
improbable that a prospect could gauge interpersonal factors from an arm’s length
viewing of a client proposition. A significant weakness that seems to be rooted in
commercial thinking is that clients can be influenced to seek out and source

referrals.

However my experience is that referrals are not instigated by clients. Instead,
clients respond to a request for information, acting as conduit between the
requester and the advisor. It would seem very unlikely that clients would
actively seek out new clients for an advisor, though it has to be acknowledged

that some clients may be advocates when the opportunity arises.

From an academic perspective, a major drawback of the strategies presented by
commercial enterprises is that they are usually drawn from the personal accounts of
advisors or based on an author’s opinion. While anecdotal evidence is of value, the
arguments presented would be more convincing if the claims were based on
empirical research that was available to the reader. The methods are frequently
described as ‘secret’ or ‘proven’ with testimonial support that successful referral
generation is a direct consequence of consultancy provided by the author
(Billingham, 2013:1). When exploring the rationale behind the assertions of success,
it was noted that the claims are derived from clients of the consultant. Other authors
claim that following their coaching of IFAs, they have understood ‘the most important
question to ask’ clients (Allison, 2013), but do not explain how coaching an advisor
connects with understanding clients. Allison also contends that clients want advisors
to ask for referrals more frequently and suggests that this will stimulate referral
generation. A common theme amongst consultants is that referrals can be easily
obtained, simply by asking for them; once you have the necessary skills that
coaching can provide (Anderson, 2012). However, Ferguson (1996) appears to
challenge this contention, in asserting that professionals have a ‘natural reluctance
to sell’, and that many would therefore be disinclined to ask for a referral. The
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credibility of Ferguson’ reasoning that the reluctance to engage in selling-related

activities is explained by a fear of failure would be enhanced if had he provided data

to support it.

It was found that commercial contributors rarely provide any formal academic

references and the bibliography is often drawn from autobiographical sources.

Auditing the success or otherwise of these programmes is problematic, however,

whilst commercial participants’ do not readily take account of academic work, failing

to take their views into account can lead to biased reporting. Table 2.2 presents a

cross-section of the findings that emerged from easily-sourced commercial offerings

of referral and consultancy programmes

Table 2.2 Commercial referral advocacies

Source

Advocacy

Dan Allison
http://www.focusedadvisor.com/

The Referral Coach

http://www.marketingplanfinancialadvisor.

com/referrals.html

The Financial Adviser Coach.
http://financialadvisercoach.
com/2012/11/19/fix-your-prospecting

www.citywire.co.uk/adviser
Beveridge-Head of Wholesale Sales
Standard Life investment

(Citywire, 2013:42)

Referrals will occur more frequently
if five components are in place.

7 step system

Asking is important.

Solutions mainly utilise various
linguistic catch phrases.

‘Look the part’. Know your stuff.
Plan’.

‘If you do something good for
someone they feel obliged to do
something good for you'.

‘Existing clients will always refer
new contacts if they feel the
service they are receiving is good'.
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http://referralchampions.com/ ‘A self-study system guaranteed to
produce results’.
10 strategies to jump-start your
client acquisition’.

http://www.raintoday.com/authors/mary- ‘25 Ways to get Referrals-Be
flaherty/ referable’.
http://www.financial- ‘Even if you asked them a few
planning.com/ows_issues/23_4/the-grand- months ago and they said they
slam-referral-system-2683846-1.html didn't know anyone, don't assume
that the same is true today’.
Billingham (2013) Professional Partners ‘Proven strategy based on a step
Success Blueprint, Amazon by step framework’.
Anderson (2012) ‘Fearless referrals’ Asking in the right way leads to
results.
http://citywire.co.uk/new-model- ‘Impress clients sufficiently for
adviser/brett-davidson-how-small-ifas- them to refer’.

can-prosper

The sense is that commercial operations believe that referral generation can be
managed for, provided advisors have or acquire appropriate interpersonal skills,
cultivate persistence and above all, ask for referrals in the right way. A common
factor in almost all commercial arguments is an absence of empirical grounding; with
the exception of one contrarian voice who, with the benefit of an advisor survey,
concluded that asking for referrals is unlikely to work (Littlechild, 2010). Those who
are engaged in commercial activities do not appear to have experience of founding
or operating successful IFA practices and appear to draw their arguments chiefly
from the personal accounts of others, their personal experience as consultants or
from other fields. Examination of the career background of consultants, regularly
referenced by industry media and professional bodies, found none who was currently
in practice or who could be identified as previously managing a successful advisory
practice. A common feature of commercial enterprises is that peer review and
independent verification of the value of referral programs is absent. In the absence of

evidence that clients have indeed provided referrals, the potential user has to
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depend on the author’s opinion or anecdotal evidence to judge the merits of each

programme.

If referral programs are successful, then perhaps their creators should apply this
knowledge to create their own professional practice, as then, the success, or
otherwise, of their methods could be judged. The absence of an empirical foundation
to the output of commercial enterprises, who advocate that referrals may be
generated by following a process centred upon asking for referrals, requires caution
in interpreting their findings, especially since advisors who have used such methods
have experienced mixed results (Hall, 2012).

2.3. The practitioner literature

Financial advisors in the UK are not at the forefront of communications or literature,
even within their own professional journals or magazines. The majority of those
journals or magazines, aimed at practitioners, are normally edited and controlled by
such professional bodies as the Chartered Insurance Institute (Cll), the Institute of
Financial Planning (IFP) and the Chartered Securities and Investment Institute (CSI).
Their contributors are therefore typically drawn from the ranks of employees of
professional bodies, external consultants, fund managers and investment company
representatives, who express opinions on advisor-client relationships without the
benefit of any substantive experience of managing an advisory practice. At issue is
that advisor professional journals are not academic in nature, contributions are not

peer reviewed and academic contributions do not appear to be encouraged.

From an IFA perspective, the sense is that journals published and supported by
professional bodies, who garner support from institutional investment houses and life
assurance companies, wish to control their messages in order to cultivate and
reinforce the perception that they are an essential base of knowledge for advisors.

Professional bodies derive their income from examination entry, training and
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membership fees and therefore arguably they have an interest encouraging
regulatory changes that result in changes to be made to their professional
examinations and training programmes. In turn, they may be motivated to channel
regulatory messages into stimulating advisors to attend seminars, which are
invariably facilitated by non-advisors. As professional bodies are managed by
administrators, who are not practitioners, it is unsurprising that advisors have little
influence over the content. This connects with the absence of a single representative
body for independent financial advisors, and the reluctance of professional journals
to encourage academic contributions, be they from advisors or academics, which in
turn may be responsible for stifling practitioner and academic discussion in this field.
Evidence of a practitioner-academic disconnect has also been noted by researchers
in the marketing field who have observed a reluctance to collaborate despite the

significant mutual benefits that are likely to accrue (Baines & Brennan, 2008).

Where external contributions are published, the discourse is dominated by those
described as ‘consultants’, with a clear commercial purpose, or by the self-reported
views of advisors seeking publicity to enhance their brand. Notwithstanding the
manifest limitations of these professional journals, however, this thesis has been
illuminated by the considered voices to be heard within the domain, and the
intellectual contributions from practising IFAs, occasionally supported by academic

contributions.

For clarity searches for relevant practitioner literature was not limited to domestic
output; American, European and Australian sources have also been utilised. One
example from America, which was the result of a collaboration between a financial
planner and an academic, surveyed ‘current and potential clients’ to determine what
consumers are seeking from both an advisor and an advisory firm (Sung &
Sandager, 1997:9). This study was selected as it evaluates what consumers are
looking for based on a survey of consumer preferences. It would seem logical to
expect that the attributes consumers look for in an individual advisor might be similar

to those that encourage referral provision. Given this article is co-authored by a
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financial planner and concerns financial planning it may be helpful at this stage to
explain the differences between a financial planner and a financial advisor.

All regulated financial advisors are required to operate within guidelines laid
down by the FCA which now distinguishes between independent (the
provision of unbiased and unrestricted advice by an IFA) and restricted (by
virtue of reduced range of services/advice) advice. Only IFAs can describe
themselves as independent and they usually style themselves as financial
planners or financial advisors. To distinguish themselves from IFAs restricted
advisors have to make both an oral and written disclosure explaining how
their service is restricted. Financial planners tend to utilise a lifetime cash flow
forecast, as part of a comprehensive financial plan, and follow a six step
process advocated by the institute of financial planning (IFP). The IFP define
financial planning as ‘the process of developing strategies to assist clients in
managing their financial affairs to meet life goals’ (IFP, 2014:6). By contrast,
IFAs, who are not IFP members, are more likely to focus on solutions,
producing client reports they deem appropriate, foregoing the need for a cash

flow unless requested.

Confusingly for consumers, a limited number of advisors, including the author
of this thesis, are qualified by professional examination to use the
designations Certified Financial Planner and Chartered Financial Planner
neither of which are determinants of regulatory independence. It should be
noted that unlike other countries, notably Australia, there is no statutory name
protection in the UK therefore any financial advisor can describe themselves
as a financial planner without having passed the qualification prescribed by
the IFP. While financial planner and IFA are the most widely used trading
styles, advisors are free to adopt other titles, including; ‘wealth manager’,
‘financial coach’, ‘stockbroker’, ‘tax & estate planner’. Therefore it would not
be a surprise if consumers found advisor selection confusing. In summary
independent advice may only be provided by an IFA and restricted advisors

cannot describe themselves as independent.
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To illustrate the self-interest that appears to be embedded in practitioner literature,
Sandager (1997) is a Certified Financial Planner (CFP) whose article concludes by
supporting the tenets of the Institute of Financial Planning the governing body for
CFPs. That financial planners have a tendency to offer unqualified support to the six-
step process of financial planning advocated by the Institute is evidenced by the
conclusions arrived at by Sharpe et al (2007) and Sung and Sandager (1997:15) that
‘potential clients’ prefer to receive advice from a Certified Financial Planner. This is a
claim that can be challenged, however as it would be very unusual for an uninitiated
consumer to know the differences between a Certified Financial Planner and an IFA.
There is uncertainty about the data source used by Sung and Sandager (1997:9),
given the survey is first said to be ‘targeted at current and potential clients’ but two
pages later it is described as being directed at ‘three groups of potential clients’
which may explain why ‘47% of respondents had not used a financial planner’ and by
extrapolation 53% have (Sung & Sandager, 1997:11). If over half the respondents
were already using a financial planner it is unclear how they can be described as
‘prospective clients’. A further potential weakness is that the survey was developed
to ‘discover opinions’, without no provision for open-ended answers, yet the authors
argue that attitudinal responses will emanate from prospects and experience flow

from existing clients in an ordinal data collection process.

In a similar manner Sharpe et al (2007), a blend of practitioners and academics,
choose to test hypotheses of trust and provide support for the practices advocated
by the Institute of Financial Planning. This study mirrors the research of Sung and
Sandager (1997) which also highlights the importance of trust in client-planner
relationships, in that it correspondingly fails to indicate clearly how trust may be
enhanced in practical terms. Other writers magnify the importance of trust by
claiming that clients who trust their advisors will be prepared to introduce prospective
clients although it is not explained how this knowledge can influence introductions
(Sharpe et al, 2007; Weatherill, 2012).

Individual practitioner contributions to the literature, as broadly defined, can be found

in news media and may be characterised as anecdotal. For example, Smith (2013)
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describes prospects (potential clients) as being in the process of seeking advisors
who are different whilst Beveridge (2013) argues that existing clients are certain to
refer if the service they receive is appropriate. Perhaps in recognition that directly
asking for a referral is ineffective, other advisors maintain that doing so in a
circuitous may have merit (Wershing, 2013). However a drawback in this approach is
the presumption that existing clients are prepared to provide a recommendation
without waiting for a request, from a friend, colleague or relative. While these
opinions are unsupported, they do appear to represent, a widely-held belief, that the

guality of advisor-client relationship will have a bearing on the propensity to refer.

The absence in the practitioner literature of any consideration of the antecedents of
referral provided the impetus for an examination of the factors that practitioners
consider to be important in building sustainable advisor-client relationships, which
may influence referrals. The findings from this review will then be contrasted and
compared with those that emerge from other reviews. Table 2.3 summarises the
factors derived from the practitioner literature where mainly internal referencing was

evident.

Table 2.3. Factors identified in the practitioner literature.

Author Factors

Anderson and Sharpe Communicating using the six steps advocated by CFPs
(2008) can lead to improved trust.

Beverland et al (2007) Proactivity leads to stronger relationships and is found to
be a driver of client satisfaction.

Bowen et al (2009) Deliver a service proposition clients value
Dubofsky and Bonding can be measured by two questions: those
Sussman (2010) related to executor and emergency contact.
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Grubman and Jaffe Superior communication enhances client satisfaction.
(2011)

Use behavioural finance investor types to recognise
cognitive and emotional biases and thus build stronger

Pompian (2008) relationships.

Sussman and Advisors should be trained in life/planning coaching and
Dubofsky (2009) acknowledge emotional intelligence.
Van Zupthen (2012) Interpersonal skills are more important than technical

knowledge. Communication prevents complaints.

Weatherill (2012) Empathy is the most important driver of trust.

Yeske (2010) A framework is needed to test the activities of advisors.

The impression drawn from the practitioner literature is that interpersonal skills, trust,
engagement and communication methods are considered key factors, in
advisor/client relationships, whilst empathy was notable but featured less often. As
many of the authors offered unreserved support for Institute of Financial Planning
and predominately cited other practitioners, there is a concern that the findings may
be compromised. The absence of more critical review it likely to lead an independent
reviewer to consider the possibility that reinforcing Institute policy may be expected

from authors and encouraged by the journal.
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2.4 The professional literature

The review of the commercial and practitioner literature led to the conclusion that
validity would be enhanced by directing a second search toward occupationally
focused literature, where conclusions are drawn from a wide range of authors,
references are included from outside the financial sphere, and no overt commercial
focus is apparent. A number of practitioner orientated, unranked, refereed journals,
such as the Journal of Personal Finance, affiliated with financial associations in the
USA, were found, however, the content was not deemed suitable as the
contributions were mainly technical in nature. The literature that was selected came
from a diverse range of opinion and professional backgrounds having undergone a
screening process to ensure external referencing was evident. An exemplar is
offered by Hunt et al, (2010) who identify seven factors that influence adviser/client
relationships many of which reinforce the findings of the authors who utilised internal
referencing. Echoing the findings from the practitioner and commercial literature
Christiansen and DeVaney (1998:7) acknowledge that ‘good communication’
develops trust without defining what ‘good’ means in this context. One interesting
finding that did emerge from their study is that interpersonal skills are essential to
developing advisor-client relationships, which may go some way to explaining why
some advisors are more successful at referrals than others. Table 2.4 summarises

the professional literature.
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Table 2.4. Factors identified in the professional literature

Author

Factors

Christiansen and De Vaney (1998)

Halstead et al (2008)

Hayhoe (2001)

Hunt et al (2010)

Nofsinger and Varma (2007)

Olsen and Riepe (2010)

Pullen and Rizkalla (2003)

Spatafore (1998)

Adopt programmes to improve
communication skills of planner as
interpersonal skills need developing.

Key to retention is the quality of advisor-
client relationship. Advisors need high
regard for investors.

Need to understand client goals and
dreams

Advisors overestimate levels of trust
and commitment in clients and
underestimate client empowerment.
Trust found to be critical.

Understanding how your client learns
can shape communication.

Understanding how client behaviour
influences decision making.

Create a family mission statement.
Engage in public speaking; explain
complex issues concisely.

Communication is the foundation of
trust.

When standing back from the financial service literature, it can be observed that

trust, communication, empowerment and client satisfaction figure prominently and

are deemed key factors in building enduring adviser/client relationships. Whilst other

factors do emerge, such as understanding client goals, they do not occur with the

same frequency. One issue that appears to be common to all the studies is that they

are almost entirely focused on relationships with existing clients rather than the

sourcing of new clients. Whilst the factors that sustain relationships may also be

influential, in stimulating existing clients to refer, authors appear reluctant to consider
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that different factors may be at play. No literature could be found that deals with

managing for referrals or explains why some advisors are more successful than

others at referral generation. Figure 2.1 summarises the findings from the

commercial, practitioner and professional writings in a diagrammatic form. The same

format will be used with respect to the academic literature in the next Chapter.

Figure 2.1. Map of the territory summarising the commercial, practitioner and

professional literature

Practitioner
Interpersonal skills
Empathy
Communication

Engagement

Commercial
Asking
Right language

Client
propositions are
inappropriate

Key
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Communication
Trust
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2.5. Conclusion

The boundaries for the first three literature reviews were influenced by the difficulty
found in locating relevant literature. It is nevertheless suggested that the validity of
the review may have been enhanced by the inclusion of input from authors
unconnected with financial services, who have explored relationship factors in a
generic sense. Therefore this thesis now justifies exploring texts, from academics
outside financial services, who have investigated the factors that are considered to
influence enduring relationships in a commercial context that may connect with
referral generation. The resulting review was predisposed towards more recent
literature, which enjoys significant citation, while recognising that numerous citation
does not imply a consensus. Attention now turns to the conventional academic

literature.
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Chapter 3 - Academic literature

Chapter 2 having explored writing concerning referral generation originating with
practitioners and professionals, this chapter extends the literature review to include
academic work. The purpose of this chapter is to inform the thesis and provide a

contribution to the theoretical framework underpinning the research approach.

3.1 Mapping the academic literature

The academic element of the literature review begins in earnest by explaining how
the review was conceived. Having failed to find relevant peer reviewed literature, to
the thesis, within the financial and professional service communities, a new direction
for the literature search was required. To confront this lack of substantial primary
sources, reading was extended into related disciplines in the expectation that
valuable contributors could be found. Texts were uncovered that did address issues
connected with this study, but it was observed that they often view relationships from
the perspective of the firm or supplier, rather than the client. This finding led to the
conclusion that identifying a diverse range of literature will be important, to reduce
the prospect of one-sided views dominating the research (Barnes, 1997). This in turn
this led to the development of search categories where the focus was orientated
toward studies that utilised data from clients, rather than firms or advisors, which
allowing for extended reading likely to be of interest for financial practitioners.
However searches for relevant words including ‘client (s)’, ‘referral (s)’, ‘refer’,
‘recommendation (s’), and ‘financial advisor’ were not as fruitful as expected, further

confirming the absence of literature directly related to the thesis.

Eventually five discrete groups of academic literature emerged that appeared to offer
a measure of connectivity with the study topics: those related to the marketing of

services, commercial and individual relationships, client retention, and word-of-
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mouth, plus limited contributions from sales management journals. This approach
allowed voices with differing views and from various disciplines to be heard,
encouraging a collaboration of diverse ideas, whilst not straying outside the
boundaries of the study.

The approach to the task of reviewing was to interrogate the designated literature
with the objective of: identifying relevant definitions and key themes within marketing
literature; seeking out texts of relevance to new business capture within financial
services literature; and finally to investigate relationship marketing literature where it
connects with trust, commitment and customer relationships. From this broad, macro
search, the literature review then narrowed to embrace literature deemed closer to
the aims of the thesis. This led to the utilisation of literature from authors who focus
on word-of-mouth and sales effectiveness, as their contributions appeared to offer
the likelihood of positive correlation to the research in the absence of literature on
advice and referrals per se. Finally, the contributions from the practitioner and
professional literature will be brought back into consideration. Figure 3.1 presents a

diagrammatic representation academic literature review process.
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3.1. Diagrammatic representation of the academic literature review process

The Marketing of Services

<&

Relationship marketing

Trust & Perception

<

Client Retention

D

Word of mouth

<

Sales

Prospecting & Effectiveness

The Association of Business Schools (ABS) Journal Guide (Marketing,
Entrepreneurship and General Management) was used to identify publications of
likely interest. The searches within the domain of marketing began with Grade Four
journals and incorporated contributions from those ranked Grade Three to Grade
One. It was originally planned to include contributions from within psychological,
sociological and business literature however, preliminary investigations, suggested
that this body of work was not as relevant to the thesis as the foregoing. One finding
that did emerge from the early search process was that the terminology used in
academic literature will be unfamiliar to most practitioners. Therefore, before the
literature review is fully engaged this chapter devotes attention to issues concerning

nomenclature.
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3.2. The issue of nomenclature

This thesis was introduced by noting the language difficulties that readers may
encounter when dealing with financial advice. From the practitioner perspective, a
similar linguistic concern arises in the marketing literature. For example it was found
that the literature commonly uses ‘financial services’ as terminology to describe any
activity connected with monetary transactions. Indeed Ennew et al (2000:79)
suggests financial services embraces ‘banking, credit cards, savings, investments
etc’. This appears to be a particularly broad definition when considering a high street
bank and small firm of financial advisors have little in common. Indeed, it would
seem more logical to use ‘banking’ to describe banking activities reserving ‘financial
services’ for non-banking financial transactions. It was also noted that, when seeking
to understand the nature of service relationships, the literature appears to favour
drawing of data from large global financial firms, often banking organisations, despite
smaller financial firms representing the majority of firms in the sector (Beckett et al,
2000; Bhattacharya et al, 2012; Séderberg, 2013). Other scholars reinforce these
concerns by arguing that the literature on services marketing has been narrowly
focused upon banking and consequently has led to underreporting of other service
firms in the financial sector (Zeithaml et al, 1985).

A confusion of terminology permeates most the literature when dealing with financial
services, as even industry participants cannot agree whether to describe the
provision of independent financial advice as a profession, industry, occupation, trade
or business. For example, Pedley (2009:194:198) when referring to a report on
professionalism, argues for an ‘industry consensus’ and suggests that a campaign by
the Chartered Insurance Institute has raised levels of professionalism closer to that
of ‘traditional’ professions’. A weakness in Pedley’s approach is that he offers little or
no guidance as to what is meant by professionalism and provides no evidence for

the alleged increased professionalism.
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Another issue of nomenclature is the lack of clarity over what distinguishes a
‘customer’ from a ‘client’. Financial advisors develop long term client relationships
yet the literature devoted to relationship marketing describes that as being with a
customer (Barnes, 1994; Berry, 1994; Reichheld & Sasser, 1990). More recently,
Sharma and Patterson (1999:151) have observed, that financial planning has
credence characteristics and that ‘customers’ consequently find it a service that is
hard to evaluate, yet they replace ‘customer’ with ‘client’ discussing the ‘credence
properties’ of financial planning. In the real world financial advisors would find
difficulty in relating to this loose use of language, as they envisage clear differences
between a customer and a client. In their vocabulary, the former term relates to a
transactional relationship commonly associated with a product sale and the later a
longer-term partnership of mutual benefit. Concerns over language have also been
highlighted by authors exploring the relevance of academic research for marketing
purposes, who note both the absence of action plans and the use of complex,

pretentious and jargon-filled language (Ankers & Brennan, 2002).

A further finding, accentuating the difficulty this investigation has found in identifying
relevant literature, is that little attention has been paid to exploring the differences
between selling and advice, in the context of professional services, even within
practitioner literature. This is surprising, given the clarion call for enhanced
professionalism evident in the regulatory narrative. One recent study into the
distribution of advice in the wake of the RDR has considered the question and
concluded that a ‘clear distinction’ needs to be made ‘between advising and selling’
(Niemeyer & Thorun, 2012:16). However, they appear to misunderstand the nature
of the commission ban, since fees agreed with clients can be paid via a product
provider or directly by the client. It also seems that Niemeyer and Thorun have failed
to grasp that it is the range of advice that determines independence, not the way
fees are paid. Given the complexity of the issues, it is not unusual to find this level of
misunderstanding and it should be acknowledged that this particular contribution to

the literature was published before RDR was implemented.
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Confirmation that advisors face an uphill challenge to change the perception that
advice is merely part of the sales process is reinforced by Hohenschwert
(2012:145), who claims that providing advice is one of four roles that salespeople
provide ‘during their work’. While advice may feature in selling, the salesperson’s
overriding objective is the sale of a product. It is unclear how this can be reconciled
with independent advice, which is not dependent on a product being sold, given that
the salesperson is usually employed by and acts for the employer, not the client, and
any ‘advice’ must be constrained by the available products (Hohenschwert,
2012:156). Other authors seem to agree viewing financial advice as an ‘expert
service’, in the same way as that provided by ‘lawyers or doctors’ (Bluethgen et al,
2008:2) and distinct from the sale of tangible goods. This view is also supported by
Howden and Pressey (2008: 791) who report that professional services are
commonly associated with ‘advice and problem-solving’ and not a prelude to a

product sale.

The absence of literature on advisor-client relationships has directly impacted upon
the research conducted for this thesis, and understandably places the reader at a
disadvantage to the author. As a significant body of literature has reported on sales
and customer-salesperson relationships this thesis has elected to codify the
differences and similarities between sales and advice, and compare and contrast
them, in order to contextualise the nature of advisor-client relationships. It is
expected that this semantic analysis of the vocabulary of selling, as found in the
literature, and that used by financial advisors will both contribute to knowledge and
highlight the conceptual difference between advice and soliciting sales. This thesis
will argue for a clearer demarcation in the nomenclature and for the beginnings of an
academic consensus over the way language is used by services marketing literature,
to distinguish between occupations and professions. This aim is supported by Jolson
and Wotruba (1992:59) who emphatically agree that the ‘substantial disagreement in

terms used’ needs to be addressed.

Accordingly, Table 3.1 sets out the various terminologies used in the practice of

financial advice and in the literature. The aim is not to suggest that the authors
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included in the table have all written about financial advice, or even considered the

need to distinguish between advice and selling, rather to highlight the absence of

practitioner language in the literature associated with marketing and selling.

Table 3.1. The contrasting vocabulary of literature and practitioners (Source: original)

The vocabulary of
literature

Source

The vocabulary
of the practitioner

Source

Financial Services

Industry

Customer

Sales/Selling

Salesperson

Commission/bonus

Good (product)

Soderberg (2013);

Barnes (1994)

Barnes (1997);

Llewellyn (2005);

Pedley (2009)
Berry (1995)

Bendapudi and
Berry (1997);

Taylor et al (1981)

Weitz and
Bradford

(1999); Boles et al

(1997)

Hackethal et al
(2009)

Jolson (1997)

Financial Advice

(financial planning)

Profession

Client

Advice

Advisor

Fees

Service

Murphy and Watts
(2009)

Gummesson
(1978,1981); Sharma
and Patterson, (1999)

Mondofacto
(2013);
Berry (1995)

Niemeyer and Thorun
(2012)

Author

FCA (2013)

Gaskell and Ashton
(2008)
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It is also notable that differences exist in both the operating frameworks and the
nature of service relationships between those deemed professional service firms
(PSFs), including financial advisors, and service firms who market goods. Table 3.2
therefore sets out to both distinguish and compare the modus operandi of the former
and the latter. Whilst the definition of a professional service firm remains in dispute,
the category is characterised by one author as lacking physical resources,
knowledge-based, often in a partnership structure and identifying with
professionalism (Empson, 2013). Financial advisory firms would find little difficultly in
relating to these characteristics and are therefore considered as part of the

professional services domain.

Accordingly Table 3.2 identifies traits that are more likely to be associated with
financial advisors and signposts the need for a level of conformity in the language of
academic marketing. This line of reasoning invites the broader canvas of marketing
literature to acknowledge that significant differences in language, approach, controls
and client relationships apply to professional services. However the
conceptualisation recognises that areas of overlap, interconnectivity and common
themes are likely to exist between professional and other service firms and
acknowledges that a third, hybrid service firm, may require defining. This fresh
approach to describing and defining services firms may have the added benefit of

encouraging practitioners to relate and contribute to academic debate.
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Table 3.2 The operations of financial advisory firms versus non-professional service

firms (Source: original)

Non-professional Source Analogous Source
service firms advisor
constructs
Relationship Barnes (1994); Management of Morgan & Hunt
marketing client relationships  (1994)
Berry (1995)
Business to File et al (1994); Firm to client None
business Foster & Cadogan
(2000); Johnson et (B2C)
(B2B) al (1997),
Transactional Howden & Pressey Relationship None
(2008)
Customer focus- None Client focus -Goals None
Price
Tangible Knemeyer & Credence good Darby & Karni
Murphy (2005) (21973)
Looser ties None Close cooperation  (Lowendabhl,
2005:18); Jaakola
Close contact & Halinen (2006)
Word-of-mouth Buttle (1998); Recommendation = Kumar et al (2010)
Recommendation Ryu & Feick, Referrals
2007);

File et al (1994)

Usually a brand Sittampalam, Usually an FSA (2010)
(2013). individual
Trade body Federations Professional body  CII, IFP
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The need for vigilance when using language is reinforced when authors imply that
repurchase intentions and referral provision are the same (Eisingerich & Bell, 2007).
Buyers acting in a commercial capacity are constrained in their behaviour by both
service contracts and corporate requirements. This leads to speculation over how
much of the final buying decision rests with the individual, and questions if a
commercial buyer has loyalty to a supplier, in a competitive world, while noting
buyers in large firms will change over time. It can also be questioned whether the
responses garnered from surveys are the work of the respondent or if they reflect
corporate opinion as some employees of financial advice firms are instructed by
employers not to answer surveys. Lastly, as the literature predominantly observes
relationships through the lens of the firm rather than the client one aim of this thesis
is to redress the balance.

Having provided an account of the challenges presented for practitioners by the
nomenclature the literature, this chapter now turns to a conventional review of
academic contributions. Whenever the term ‘customer’ is used, it is solely to
acknowledge the terminology of the original source. Otherwise, the term ‘client’ will

be used when discussing financial advisor relationships with consumers.

3.3 Services marketing literature

Many studies have explored relationships in a services context (Berry, 1983;
Gummesson, 1997; Parasuraman, 1997), and others have discussed professional
services mainly from the firm or inter-firm perspective (Devlin, 1997; Woo & Ennew,
2005). Such constructs as service quality and perceived value have also been
comprehensively researched, as has the importance of what customers value in
service relationships (Howden & Pressey, 2008; Parasuarman, 2000; Woodruff,
1997). However, it is notable that authors indicate no clear agreement about the
factors that add value when differentiating between service offerings (Devlin, 1997).
The same constructs are also to be found in the literature on professional services
(Gummesson 1978, 1981; Lapierre, 1997; Sharma & Patterson, 1999) however
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financial advice finds no advocacy as literature has a tendency to view professionals
from the prism of law or accountancy (Darby & Karni, 1973; Gummesson, 1981;
Howden & Pressey, 2008).

Challenging this narrow interpretation of professional services, both Watson (2002)
and Thakor and Kumar (2000) observe levels of ambiguity and confusion when
describing occupations in professional terms. Professionalism is identified with
advanced learning and intellectual independence according to Broadbent et al
(1999) who claim this legitimises professional relationships with society. This view is
supported by Gaskell and Ashton (2008) who add that professional knowledge is
legitimised by the state through the conduit of professional associations.
Consequently, in many ways, it is understandable that literature, prior to 2006 when
chartered status first became available to financial advisors, treats financial advice
as an emerging profession that lacks the advanced professional learning of
‘organised professions’ (Cogan, 1955:109). At issue for this research is the
applicability of utilising literature that excludes financial advice from definitions of
professional services as it is uncertain how studies into other professions will transfer
to this study (Thakor & Kumar, 2000). This concern is moderated somewhat by the
broader definition of professional services proposed by Gummesson (1981), who
claimed they are characterised by advice and problem solving that are not the
prologue to the sale of a physical product. This conceptualisation seems to fit well
with the work of today’s financial advisors and garners support from Murphy and
Watts (2009), who consider the role of an IFA to be more complex than many realise,
demanding as it does persistence plus organisational and interpersonal blended with
technical and analytical skills. They observe that financial advisors require specialist
knowledge of taxation, retirement planning, estate planning, investment and
insurance products and services. Finally Murphy and Watts (2009) conclude that
when providing investment advice the advisor needs to examine every relevant
product and relate each to the scientific knowledge of asset allocation, risk and

return and diversification, before complete advice can be delivered.
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One construct that can be relied upon for its relevance to financial advice is that of
credence. Eraut (1994:2) is clear that ‘experts are needed to provide services which
the recipients are not adequately knowledgeable to evaluate’. This proposition is
inherent in the concept of ‘credence goods’ first elaborated by Darby and Karni
(1973:68), who defined the idea as one that ‘the average consumer can never verify
the level of quality of an attribute possessed by a brand or even their level of need
for the quality supplied by the brand’. They argue that, on account of ‘technical
complexity’, certain services can only be supplied ‘within the framework of a
relationship’ and that enhanced ‘customer value’ (Howden & Pressey, 2008:789) is
important to the long-term success of a company. This reasoning has led authors to
comingle the two elements and design the construct of ‘relationship value’ (Payne &
Holt, 1999). However, what customers of professional services determine to be of
value, remains in doubt, as no agreement can be found over how value should be
defined (Devlin, 1997; Howden & Pressey, 2008), particularly for customers of
professional services. This uncertainty appears to correspond with claims that the
literature has devoted little attention to how salespeople ‘create value’ and that an
unsatisfactory understanding of value is pervasive (Hohenschwert, 2012:158). This
position is one supported by the earlier work of Lapierre (2001), who argued that no

consensus exists over what it is that customer’s value.

The value in a relationship is not considered to be static, and firms should attempt to
predict when customer value fluctuates in order to maintain equitable relationships
with their customers (Beverland et al, 2004). However, studies of value creation in
the context of credence goods are reported to be ‘non-existent’ by Howden and
Pressey (2008:790). As previously noted, given that financial advice does not always
require the purchase of a product, the assertion, by Howden and Pressey, that
relationships are distinct from products and capable of differentiating one company
from another is an important finding. However the significance of this finding is
diluted by lack of clarity over whether relationships are individual or corporate since it
is claimed that companies have business relationships which are managed by
individuals (Howden & Pressey, 2008:800; Ulaga, 2003). It is also observed that

relationships will more readily form with individuals than with goods, in order to
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mitigate the risks associated with intangible services like financial advice (Bendapudi
& Berry, 1997).

The stated importance of relationships for referral generation invites further
exploration of marketing literature as it connects to relationships. Bendapudi and
Berry (1997:17) have argued that interpersonal relationships can be maintained
either by desire or default and are described as being’ dedicated’ or ‘restraint based’
in nature. Similar comparisons have been made in employee/employer relationship
literature and in turn this has led to a conceptual acceptance by marketing
academics who advocate the importance of both constructs in maintaining
relationships (Bendapudi & Berry, 1997). One attempt at defining customer to
business relationships is offered by Czepiel (1990, in Barnes, 1997: 769) as ‘the
mutual recognition of some special status between exchange partners’. This work
had particular resonance for Barnes (1997) because it guided his research, although
its applicability, to this thesis is limited as Barnes does not deal directly with the
guestion of why customers refer. Another interpretation is offered by Gronroos
(1994) who, whilst supporting the concept of mutuality, also highlights the
importance of profit to a commercial relationship. Also emphasising the importance
of profits Fornell and Wernerfelt (1987, in Gronroos 1994) describe attracting and
retaining clients in terms of offence and defence. These metaphors capture the

competitive nature of the interplay between firms and clients and inter-firm.

Other authors categorise relationships along a scale ranging from transactional to
relational (Congram, 1991), with a genuine relationship forming at some point along
the ‘continuum’ (Barnes, 1994:567). Whereas Knemeyer and Murphy (2005) view
transactional marketing as the inverse of relationship marketing, characterised by
less frequent contact and normally associated with the providers of tangible
products. The concept of relationship marketing appears to fit well with intangible
services like financial advice, as it focuses on collaboration and reinforces the
evolving nature of commercial relations. It was Berry (1983:25) who introduced the
term ‘relationship marketing’ to the literature which he defined as ‘attracting,
maintaining...and enhancing customer relationships’ emphasising the importance of
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earning the longer term loyalty of new clients. This is a characterisation that appears
to draw support from the often cited work of Morgan and Hunt’s (1994), which in turn
may have been influenced by Christopher et al (1991) who add that relationships
adjust to interactions between buyer and seller over time. This fits with a
characterisation of professional services as demanding significant interaction
between service provider and client (Lovelock & Gummesson, 2004). Relationship
marketing has also been described by Weitz and Bradford (1999:241) to be
marketing, selling and ‘building partnerships...with key business to business
customers’. Whilst this thesis is focused on advisor-client relationships, rather than
business-to- business interaction, the finding by Weitz and Bradford (1999:241) that
clients will often exhibit ‘greater loyalty’ to individual advisors than to the firms they
work for will be of concern to employers of IFAs, particularly since the role of the
individuals acting as ‘salespeople’ is thought to play a ‘key role’ in an activity that is
between individuals acting on behalf of the firm rather than the firm itself (Weitz &
Bradford (1999:241).

The issue of who ‘owns’ IFA clients has been tested in the courts on many
occasions with differing outcomes, underlining how notoriously difficult it is to
enforce restraint of trade clauses. It follows that if advisors have the support of
clients it eases the transfer of clients to competitors. However, as references
are now required, from all previous, regulated, employers, this may curb the
ambitions of entrepreneurial advisors seeking to take clients with them, for
fear of regulatory censure resulting from unprofessional client departures.
There is anecdotal evidence that the requirement for a reference from
previous employers has reduced the propensity of unsatisfactory advisor
departures. The threat of defections together with the perception of
employment legislation, that appears to favour employees, are obstacles to
building a practice and may be factors in explaining why so many advisory

firms are sole trading or small firms.

Boles et al (1997:253) have also contributed to this field by stressing the importance

of relationship quality in buyer/seller relations, extending the work of Crosby et al
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(1990), and developed a definition for relationship quality as ‘an evaluation of the
personal and business ties linked to an interaction between a buyer and salesperson

in a business setting’.

Other authors have challenged the core conception of relationship marketing by
observing that commercial relationships are often controlled by impersonal
databases and are probably one-dimensional, in that it is usually the supplier who
wishes to engage with customer rather than the inverse (Hogg et al, 1993).
Relationships that endure are thought to comprise three elements; continuing
servicing needs, customer choice of supplier and the availability of alternative
providers (Berry, 1983). This conceptualisation seems to fit well with the business
model of many of today’s financial advisory firms, who seek clients who have the
capacity to increase investment regularly while contending with intense competition.
Signalling caution, Barnes (1997) offers support for McCall (1988), who suggested
that even enduring relationships reach maturation and may require stimulation to
continue. While recognising that perception forms an integral part of all social
science research, it is nevertheless doubtful that the result of Barnes’s investigations
can be described as ‘evidence’ in absolute terms given his findings are largely
dependent on the perceptions of his participants, which are inevitably subject his
interpretation and no longer represent the individual’s own views. Measuring human
behaviour, like perception, by mathematical analysis is highly problematic when
perception is thought to change over time (Zeithaml, 1988), as results based on one
moment in time will not reflect changes in perception, although it is difficult to
conceive of a more effective analytical approach than multiple regression analysis or

equation modelling for quantitative study.

Other disciplines, including economics and psychology, have focused on the
financial or behavioural costs associated with leaving a commercial relationship or
on affective issues like attitude. Costs are held to be an important impediment in
changing supplier, particularly if there are also ‘structural bonds’ which in turn
provide a barrier to competitors (Barnes, 1994:563). Reichheld (2003) has also

argued that costs are impediments to change supplier while noting that repeat
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business is not necessarily a demonstration of loyalty instead customers may
choose to buy again because they are fettered by apathy. Indeed, Perrien et al,
(1994) noted than banks may deliberately introduce higher product exit costs to deter
customers from switching to another bank. However, such strategies may lead to
customer disaffection rather than mutual satisfaction, if the customer feels ‘trapped’
in a service relationship as an unwilling participant (Barnes, 1994:563). In his later
work Barnes (1997:765) argues that ‘affective variables’ are more influential in
relationships than others, whilst acknowledging that this is more likely in the case of

an individual customer than with a company.

Although what distinguishes an individual from a company in this context is
not made clear, particularly significant as one or two person companies are
common place in financial services. It is also observed that clients of larger
companies may not always deal with the same individual, leading to
difficulties in arriving at conclusions over the influence that can be attributed to

different variables.

Academics are uncertain whether communication skills or expertise are the main
driver of relationship quality and offer little understanding of how relationships impact
referral activity (Eisingerich & Bell, 2007). However, when viewed from the customer
perspective, a lack of expertise may explain why some customers elect to stay with
existing providers on account of their concerns about making inappropriate future
purchase decisions (Bendapudi & Berry, 1997). Authors cite examples of
hairdressing, video retailing and dry cleaning, where close relationships form often
on a first name basis (Barnes, 1997). Without doubting the likelihood of close
relationships forming in retail situations, perhaps the low value of these transactions
allows bonds to form with less concern than in higher value transactions, since a

poor haircut can be forgiven more readily than the loss of capital.

One contemporary paper that does focus on advisor and client relationships,
Soderberg (2013) is reviewed with greater scrutiny both for its rarity value and
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because it highlights the difficulties for researchers who are not practitioners,
encounter with the language and operation of independent financial advice. A
particular difficulty for academics is that they may not be familiar with the regulatory
demands overarching financial advice and as a result they often fail to report and
acknowledge the differences between regulated advice and a non-regulated sales

relationship.

Soderberg (2013:148) stresses the importance of ‘professional financial advice for
consumers’ and contends that there is insufficient research into the role of
professional advice and their relationships with consumers of retail financial advice.
Her study nevertheless seems uncertain about its actual value, since elements of her
research paper are devoted to criticism of advisors. However the criticisms are
confusing as while she describes her research as exploring advisor-client
relationships the paper appears to address investment related issues. This is
illustrated most vividly when she describes financial advisors as salespeople, who
have a conflict of interest which is not always revealed to consumers, yet makes no
distinction between an advisor and a salesperson. This reveals that Séderberg’s
(2013) work is centred on banking and bank advisors and views financial advice
solely from a banking perspective. To an independent practitioner’s eye, this
indicates a fragile knowledge of the type of financial advice that is provided outside
the banking industry although one can understand that a certain degree of confusion
can easily arise because salespeople are often described as advisors (Soderberg,
2013). It must nonetheless be acknowledged that generic support for Sdéderberg’s
descriptions is offered Schwartz et al (2011) who recognise that negative results may
occur when advisors have conflicts of interest. The reader is left to assume that such
conflicts are financial in nature although Hackethal et al (2009) suggests that
advisors are also conflicted over the need to both advice and sell. Their study was
conducted in Germany before the UK introduced its ban on commission, so perhaps
if the authors were to repeat it today, they might find fewer grounds for concern as

incentives to sell products are no longer factor.
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Soderberg (2013:148) argues that financial advice is solely concerned with product
sales and suggests that the relationship between a financial advisor and a consumer
can be characterised as that of a ‘buyer and seller’ with the seller promoting products
that earn them the most in remuneration. Indeed, then she draws from another
German study suggesting that consumers would not take up advice, when it was
offered, despite the study supporting the advice process by stating ‘our results
show...following the advice would have improved the efficiency of the portfolio’
(Bhattacharya et al, 2012:30). This German study was based on data relating to
‘brokerage clients’ of a bank who, by definition, are probably making more of their

own decisions rather than taking advice (Bhattacharya et al, 2012:30).

The commission model in the UK led to charges of bias in product selection and a
failure to offer products and services that do not pay commission (FSA, 2010). The
intention is that the abolition of commission will remove bias and stimulate a wider
use of products and services. Since the selling of investment related financial
services on a commission basis is now prohibited Séderberg’s (2013:148) reasoning,
that ‘incentives to recommend’ one product over another exist, is inapplicable in the
UK context, although it is observed that the commission model in Sweden persists.
In theory, UK advisors should now be objective over product choices when fees are
based on time or investment value, although some commentators have implied that
fees may not remove bias if they act like commission and may create disincentives
for advisers to release client assets (Yellowtail, 2010). Hall (2010), for instance,
argued strongly that abolishing commission will not improve consumer access to
advice as the likely result of RDR is to reduce the supply of advice. Indeed, the
impact of RDR has resulted in some UK banks withdrawing completely from financial
advice, leading to concerns over the availability of financial advice to the ‘mass
market’ (Wheatley, 2013). Writing in The Times, while acknowledging his
contribution is not academic, Budworth (2014) goes further and asserts that banks
have withdrawn entirely from advice provision. A likely unintended consequence of
the Review is to lessen the availability of independent advice in favour of restricted
advice as evidenced by the decision of Sesame, ‘the UKs largest advisor network’, to

become fully restricted from January 2014 (New Model Advisor, 2013). The
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reduction in the provision of independent advice will undoubtedly impact consumers,

as they will have less access to bespoke advice.

Understandably banks are inclined to offer their own products (FSA, 2005), whereas
independent financial advisors are required to utilise the entire market place; these
differences now being enshrined in UK regulation. Of course it is to the banks’
advantage if consumers fail to differentiate between the marketing information and
sales messages they use in support of their own ‘products versus the independent
and disinterested advice offered by IFAs. From a practitioner’s perspective, it now
seems as though banks are striving to blur the distinction between financial services
marketing and independent financial advice by proposing that products provided by
one bank can be appropriate for all consumers. The number of banks in the UK
offering independent advice is in sharp decline, and bank marketing departments
need a message that will deflect consumers away from independent advice. A
similar message is needed by the larger restricted advice organisations, often with
roots in insurance based enterprises, to assuage investor concerns over
independence. It is recognised that the range of advice available may be different in
Sweden (Séderberg, 2013) and that the subtleties of language may have not have

been translated as desired.

Soderberg (2013) acknowledges a limitation of the research methodology for her
study by suggesting that females respondents, who were asked about banking
services, view females as being more customer-orientated than men. Arguably this
view may have been influenced by the fact that ‘considerably more females’
(Soderberg, 2013:159) work as advisors in banks in Sweden. The consumer
perceptions underpinning these conclusions were based on four photographs of two
advisors. It is questionable how visual images can offer other than very superficial
perception as in real life each advisor will look different. The finding that a smiling
advisor is preferred to the unsmiling image is entirely predictable and the conclusion
that an image can be connected with the perception of risk is surprising. Given the
guestionnaire was framed around an investment issue, one speculates as to how an

investment question informs a study on relational issues. It is asserted that the
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suggested investment portfolios, which are presented as advice in the research
scenario, have seven risk profiles yet this is not apparent in the choices for the
respondents. Furthermore, the respondents were invited to gauge the advisor’s’
expertise’, ‘capability’ and ‘trustworthiness’ (Séderberg, 2013:166), when it is the
bank that should be judged as they control all outcomes and the advice process.
Soderberg acknowledges that advice has credence properties and thus that the
validity of research from respondents randomly selected at a train station, who may
never have used an advisor and may therefore have no knowledge of investment

matters, is a potential limitation of an exploratory study.

3.4 Relationship literature (Trust)

In a rare academic study of financial advisor/client relationships, Sharma and
Paterson (1999) endorsed the value of effective communication and offered seven
elements that advisors could utilise, while noting that the core service and how it is
delivered remains crucial to relationship building. Authors agree that frequency of
contact fosters trust as clients have difficulty evaluating a service that is time
dependent (Darby & Karni, 1973). Other authors conclude that a trusting relationship
requires continual reinforcement and highlight the significance of communication and
the way in which the service is delivered (Doney & Cannon, 1997; Sharma &
Paterson, 1999). These studies underscore the earlier work of Czepiel (1990) who
judged that service relationships are only truly formed following continual exchanges
and in anticipation that relations will continue. In a similar vein, social psychologists
have noted the importance of factors like care, support, loyalty and trustworthiness to

the growth of strong relationships (Duck, 1991).

Given that trust is deemed to be a key element in a successful working relationship
(Berry, 1995; Morgan & Hunt, 1994), it is logical to describe it as a ‘critical’ factor in
financial planning relationships (Hunt et al, 2010:83). Eisingerich and Bell (2007:255)
likewise argue that the credence characteristics common to professional services

make trust ‘vital’ to the success of longer term relationships. In a study that is
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regularly referenced in the literature, Morgan and Hunt (1994:23) consider trust to be
based on a perception that the seller will act reliably and with integrity. This view is
supported by Crosby et al (1990) and Nevin (1995), who add that trust instils
confidence in the customer that a salesman can be depended upon. Trust is also
thought to be an important influence on the success of a salesperson and of
customer relations (Doney & Cannon, 1997; Dwyer, 1987; Foster & Cadogan, 2000;
Swan et al, 1988). This general view of trust is supported by the academic literature,
straddling economics, psychology and sociology, and reflects the practitioner based
literature by proposing that relationships are predicated upon trust developed
through effective communications (Bland 1997; Doney & Cannon, 1997; Hatfield,
1993; Morgan & Hunt, 1994; Sharma & Paterson, 1999). Other scholars have
hypothesized, however, that it is expertise that encourages trust and dependency
(Bendapudi & Berry, 1997). The widely cited study by Morgan and Hunt (1994)
describes trust as being demonstrable when one person, in a relationship, can rely

on another, and expects to be treated with honesty and predictability.

Given the number of possible definitions and different interpretations of trust,
disputing the assumptions relating to the effect of trust it seems to be not only logical
but compelling to question the claimed effects, particularly when authors note it is
only ‘thought’ that trust is important in successful relationships (Verhoef & Hoekstra,
2002:2040). On the other hand, other authors assert that trust does have a direct
impact on relationships (Johnson et al, 2003; Morgan & Hunt, 1997) and is essential
in encouraging dialogue between parties (Weitz & Bradford, 1999). It is also argued
that trust is built gradually, drawing its potency from continuing and successful
interactions which reinforces customer confidence in salespeople (Nevin, 1995). This
draws parallels with the work of Zeithaml (1988), who found perception changes with
time leading to speculation that trust may also vary, depending on the outcome of

exchanges between client and advisor.

Whilst it is recognised that the entirety of the literature reviewed assumes that trust is
an important component of relationship building, it is more challenging to find firmly

grounded connections between sustaining relationships and trust. An apparent
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consensus exists that a definition of trust adopting the ‘classic view’ (Rotter,
1967:651) is one which asserts that reliability is of paramount importance (Lindskold,
1978; Morgan & Hunt, 1994). This approach is echoed by Llewellyn (2005), who
notes that trust requires firms to act in a dependable manner, honour commitments
and avoid opportunities to manipulate consumers. Others assert that trust is a
reflection of client vulnerability (Gilmore et al, 2007) as when advisors acquire ‘guilty
knowledge, they can take advantage of clients in a manipulative fashion (Evetts,
2003:400). This issue is fundamental for financial advisors given the knowledge gap
that is a characteristic of ‘credence goods’ (Darby & Karni, 1973:68). Whilst agreeing
on the importance of reliability, other authors consider trust may be separated into
emotional dimensions relating to the level of care and, crucially the perception that
the seller is endowed with knowledge and competence (Johnson & Grayson, 2003).
This assertion is in part supported by Crosby et al, (1990) who argue that personal
involvement between seller and buyer creates satisfied clients. It is not clear,
however, whether trust requires some dependency or vulnerability to exist or if it is
created in the same way as it is sustained (Doney & Cannon, 1997). It is noteworthy
that marketing literature also highlights the role of dependency in maintaining
relationships (Bendapudi & Berry, 1997). Although recent in historical terms, these
findings are over 16 years old, if the study were to be repeated today, given
advances in social media, online information systems and comparison sites, the level

of dependency envisaged would perhaps be lessened.

How trust influences the creation of sustainable relationships remains unclear, since
the literature appears to argue cogently that it is the quality of financial advisor
communications which is the key determinant to enduring professional relationships
(Sharma & Paterson, 1999). It is recognised that Australian experiences may differ
from that in the UK (Sharma & Paterson, 1999), but this thesis maintains the
inclusion of this citation is justified because the text is unusually germane to the
study. In contrast, Crosby et al (1990) contend that, whilst relationship quality is
dependent on trust and client satisfaction, future sales are dependent on expertise.
This view does not enjoy total support, as it appears to be challenged by the findings
of Sharma and Paterson (1999) who claim that affective, not cognitive issues, are

central to relationships. On the other hand, a survey in the USA of 1034 clients of
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financial advisors, found that investment performance was a key factor in building
trust (Littlechild, 2010). This study was conducted for commercial purposes,
however, and may, therefore, be subject to concerns over validity of its findings.
Given this thesis is concerned with attracting new clients, rather than future sales
from existing clients, it is difficult to reconcile how expertise could play a role in
attracting prospective clients or relationship when prospects have no experience of
the firm to influence their decision making. Indeed, when Hung et al (2008)
researched the attracting of new clients they found that prospective clients were
more concerned with finding a trusted advisor than any other factor and that
prospects have a preference for established firms on the basis they are likely to be

around when needed.

Another view is that not all customers may wish to engage with sellers and enter into
long-term relationships (Barnes, 1997) and identifying such customers will allow
resources to be directed at those who do wish involvement (Bendapudi &Berry,
1997). This view has since been supported by Reichheld (2003:53) who argued that
companies should select and nurture clients with whom it has a positive relationship
as spending time on ‘detractors’ is counterproductive. Within larger firms, he
suggests, resistance may come from external marketing agencies and in-house
research departments as they seek to maintain their status and employment by the
maintenance and utilisation of more comprehensive client databases. Riechheld’s
view appears to challenge established thinking as it shifts the emphasis away from
behavioural aspects such as communication and trust which dominate literature on

relationships.

3.5 Relationships and perception

It has been argued that client retention is based on the perception customers have of
service quality (Crosby, 1990) however it is debatable whether a questionnaire could
offer a reliable measure for a construct that is not concrete. If perception is to play a

large part in sustaining relationships then it is necessary to understand how
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perception manifests itself. Since advisors do not necessarily understand why clients
remain with them, it was anticipated that academic texts would reveal more insight
into the nature of sustainable relationships and the way in which referrals are
generated. However no text was found that did offer greater understanding of the
issues. This lack of understanding may go to the heart of the reason why advisors do
not appear to be able to attract referrals on demand. The key to achieving
understanding may be to question whether it is knowledge (cognitive) or functional
(affective) issues, that drive relationships (Sharma & Paterson, 1999), or, crucially

the perception of relationship quality (Eisingerich & Bell, 2007).

Other authors have argued that the perception clients have of quality may have
cognitive dimensions and not necessarily based on evidence (Liljander & Strandvik,
1994 in Gronroos, 1994). It seems reasonable to assume that cognitive factors,
such as investment performance, which can be benchmarked, would influence
cognitive perception and hence invites speculation that perception is limited to
affective factors where measurement is problematic. At issue is the difficulty in
evaluating feelings since, by nature, they will be changeable and difficult to define.
The absence of findings that have been put to practical use raises questions over the
validity of the literature although understandably interpreting constructs like
perception must be challenging, as are identifying theoretical conclusions that are
applicable to business. Arguably, testing implies empirical investigation and may not
be considered an appropriate approach for evaluating theoretical conclusions. This
thesis recognises that research expectations that can be put into practice, rather
than a theoretical, should not always be expected as learning more is an
achievement in this context. This reflexive admission underscores the fact that
preconceived ideas can influence research and acknowledges that findings are
rarely conclusive (Johnson & Duberley, 2003). The scholarly work of Eisingerich and
Bell (2007) is acknowledged, who surveyed 4,244 advisor clients and
understandably they draw findings from the collective results. However if individual
perception plays a role in determining relationships, arguably questions can be
asked concerning the value of condensing individual views into the voice of the

researcher. Whilst acknowledging that patterns and themes will emerge, when
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individual opinion is subsumed into an aggregated view, a potential weakness in the

research design is that the explanations may fail to take account of individual views.

Service relationships are thought of as ‘transactional’ or ‘relational’ in turn, being
either infrequent or continuous (Crosby, 1990:68). It is thought that staying ‘in touch’
is crucial to cement enduring relationships (Crosby, 1990:73). However, other
authors are clear that retention provides no real evidence of a relationship between
the parties and it may simply be a marriage of convenience (Barnes, 1994). Enduring
relationships are encouraged when a salesperson reduces perceived uncertainty in
current and future dealings (Roloff & Miller, 1987; Zeithaml, 1981, in Crosby, 1990).
It is argued that, when a customer is referred to a firm, both retention and profitability
is improved when compared to other methods of customer capture (Reichheld,
1996).

Authors who have written extensively on relationship marketing (Barnes, 1994;
Berry, 1983) assume that retaining customers is preferable to looking for fresh ones.
However, unless customers buy more services, thereby increasing the fees they pay
in real terms (measured against inflation), their value to the company will diminish.
This is particularly so when fees are linked to investment performance and therefore
reduce during falling market conditions, because stock markets do not always
outperform inflation. Furthermore, advisors do not operate exclusively in the
investment arena and clients withdraw capital, so sourcing new clients becomes
essential to facilitate corporate growth. Measuring retention may be a weak indicator
of loyalty when customers are confronted with difficulties of changing supplier
(Reichheld, 2003). After purchase, customers will often compare expectations with
outcomes from the service to measure the quality of the service (Gummesson, 1991,
Parasuraman et al, 1988). Should expectations and perceptions differ then
disappointment is likely to follow. Buttle (1998:248) sees the potential for a
discrepancy between expectations and perception of product as an example of
‘cognitive dissonance’ and suggests that buyers who experience this sense of
unease can moderate their concerns by seeking out positive word-of-mouth from

satisfied buyers (Buttle, 1998). Firms may therefore wish to consider introducing any
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prospective client in the event they need pre-purchase reassurance to an existing
client. This notion of a client mentor seems particularly apposite for an intangible

service like financial advice.

The importance placed on how customers perceive a service is also emphasised by
Barnes (1994), whose view is that it determines whether a relationship exists or not,
and also by Gronroos (1994), who observes that the actions of customers and
subsequent profitability are related to perception over service quality. In the context
of financial services, the perception that the service quality will be maintained will
encourage existing clients to invest new money, which underscores the value of
targeting clients who are likely to increase their wealth. However, for Gronroos
(1990), the essence of maintaining a service relationship is centred upon keeping
promises, a view which is extended by Bitner (1995) to include the need for

guarantees concerning service delivery to avoid uncertainly between the parties.

Given the difficulty in measuring the performance outcomes associated with
credence goods (File et al, 1994) clients are likely to look for cues by seeking
reassurance that outcomes are on track to meet pre-agreed targets according to
Sharma and Paterson (1999) who stress that effective communication plays a critical
role in retention. Crosby et al (1990:77) suggest that firms should consider screening
salespersons for ‘social’ skills and framing rewards based on the ability to maintain
existing customer relationships. This theme is supported by Sharma and Paterson
(1999:164) who argue for interpersonal skills training to reinforce retention and build
‘strong social and emotional bonds’ between the parties. Emotion is held to play a
key role in predicting relationship longevity as studies indicate that satisfaction is
enhanced when emotions are in equilibrium (Barnes, 1997). The cultivating of social
and operational bonds between companies, by adding layers of complexity to hinder
customers’ ability to switch supplier, is advocated as a means of retention by
Turnbull and Wilson (1989). Research has also found that consumers may avoid
taking second opinions in a desire to maintain harmonious relations, even at the
expense of better value (Schwartz et al, 2011). This finding fits well with the

difficulties and costs in terminating relationships and the importance of creating
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‘structural bonds’ found by Barnes (1994:563). It is perhaps fitting to close this
section with a view from (Czepiel, 1990), who argued that a relationship must be

mutually beneficial if it is to endure.

Literature relating to client satisfaction and retention may offer cues to what client’s
value and hence why they may refer. Therefore texts connected with client retention

are now reviewed.

3.6 Retention

Understandably, financial advisors would be delighted to understand what
academics report are the keys to client retention, as it is possible themes may
emerge that also influence new client capture. Inevitably, a number of conflicting
conclusions have surfaced, as for example when Grénroos (1994) indicates that
satisfaction is a requirement to retain customers whereas Reichheld (2003) reasons
that firms just need to understand what people are saying about them. In a study
which is noteworthy for matching individual survey responses to customer’s actual
behaviour, Reichheld (2003) suggests, that loyal customers should in effect become
a company’s marketing department. Although this idea seems attractive on the
surface, in practice it has to be questioned, whether loyal clients would be prepared
to find and approach prospective clients. These concerns are reinforced by Jolson
(1997:79) who defines prospects as ‘potential customers that have a need for the

product, the ability to buy it, and the authority to make the purchasing decision’.

Reichheld’s study is deserving of additional scrutiny because it offers a strategy that
can be put into practice. His argument is that new business will be directly influenced
by segmenting and focusing on clients who say they will recommend (Reichheld,
2003). This proposition appears to be aimed at an industrial audience, since it fails to
acknowledge the complex reality associated with the marketing of intangible

services, in which clients who remain with an IFA will be, in part at least, satisfied
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with the relationship, and thus are likely to say they will recommend. In turn, asking a
client if they will recommend does not, necessarily mean, in practice, that they will
recommend nor does Reichheld (2003) explain how recommendations occur, given it
would seem unlikely that a client would volunteer a recommendation without a
request for information. This concern fits with the findings of a study by Bachrach
(1999:4), who found that 94% of customers of a stockbroker said they would
recommend the firm, when in reality only “11%’ actually said they had. Focusing on
clients presumed intent implies that the remaining clients are not deserving of the
same level of attention which, for financial advisors, may breach the regulation
requiring them to treat customers fairly. Finally a significant, further, limitation of
Reichheld’s (2003) analysis is that even if a recommendation were to be offered, the
receiver could decide not to act upon it or seek a second opinion, in which case the
idea may never produce a new client enquiry. It is therefore unlikely that utilising
Reichheld’s (2003:52) growth model would be appropriate for IFAs since it is unlikely
they would have significant numbers of ‘detractors’ because clients are free to
terminate the relationship at any time and therefore it is difficult to rationalise why a
disgruntled client would remain with an advisor. Indeed Reichheld’s (2003:52)
position on detractors appears to be at odds with Berry (1995), who emphasised the
importance of enduring relationships and argued that retaining and converting

disaffected clients, not just attracting new ones, are of similar importance.

Retention may also be influenced by the time customers are prepared to spend
ensuring a service relationship meets their needs. Authors posit that, particularly in
services, increasing dependency is a likely outcome for customers who have
invested considerable time to create a meaningful relationship. Aptly for this thesis
two authors illustrate this likelihood by noting that engagement with a financial
planner might be a good representation of time investment (Bendapudi & Berry,
1997). This resonates with Reichheld’s (2003:48) definition of loyalty which demands
‘willingness to...make an investment...to strengthen a relationship’ even if the price
may at times be uncompetitive. Another dimension of retention which seems to link
with increasing dependency is ‘social penetration theory’ which goes further and
relates perceived costs to benefits (Altman & Taylor 1973 in Bendapudi & Berry,

1997:70). However a weakness in this concept must stem from the difficulty
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customers find in evaluating the benefits of credence goods like financial advice.
Clients may not always understand an intangible service, or be capable of gauging
whether the service has fulfilled its promise, until expectations are not met.
Dissatisfaction will follow disappointment and, to avoid departures, firms need to
regularly remind their customers of the overall purpose of the service (Levitt, 1981 in
Berry, 1995).

One tactic that may assist new client generation stems from a study by Bendapudi
and Berry (1997:25), who drew upon an existing consultancy-based relationship
marketing strategy to advocate that clients be allowed to interact, an initiative that
could not only improve retention but also stimulate new business for financial
planners. They cite an example of encouraging a sales relationship by the provision
of free piano lessons to cultivate interest in piano sales. Accordingly it would be
relatively straightforward for advisors to conceive of a number of free services
connected to financial advice, in order to attract potential clients. For example a free
will review service, a seminar on funding educational costs or tax sheltering are just

three such initiatives.

The impact pricing has on retention in services has not been fully explored in the
literature, although Varki and Colgate (2001) have established a link between price
and customer behaviour in a banking context. Whether these findings are
transferable to clients of financial advice is uncertain, particularly as the data are
drawn from customer responses to questions of perception over fees. Clients of
financial advice are unlikely to have knowledge of what represents a reasonable fee,
since prices are set by individual firms, although increasingly advisors are publishing
their hourly fees on the websites.

In services, particularly those of complexity, Crosby (1990:69) assumes that
‘relationship quality’ is vital and notes that similarity and expertise, between customer
and salesperson are key elements in facilitating sales when opportunities present

themselves. Quality relationships are held to be based on trust and satisfaction,
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although Crosby (1990) conceded that it is challenging to validate such constructs.
Buttle (1998) proposes a ‘six markets model’ to highlight that word-of-mouth is not
restricted only to clients, but can also be used to influence suppliers and employees
by converting them into ambassadors for the company. It is also considered to be
the gateway onto a ‘loyalty ladder’ model (Ballantyne et al, 1991) which provides a
route for prospective clients to become clients and ultimately conscious supporters of

the business.

Up to this point in the review of academic literature, the focus has been on
discovering more about client-advisor relationships and identifying the factors that
are held to be important in creating enduring relationships. This path was followed on
the assumption that a causal link exists between relationships that last and the
propensity to refer, though it should be noted it is still not clear whether any
relationship between the issues exists. It seems appropriate at this juncture to
pause and take the opportunity to summarise some of the findings of the academic
literature on relationships. Adopting the same format used in the previous chapter to
summarise the practitioner literature, Table 3.3 offers a summary of the positions

taken by the key authors.

Table 3.3 The Academic literature relating to relationships

Author Factors

Buttle (1998); Johnson et al, (2003) Referrals can be solicited when a
positive relationship is formed
evidenced by oral comments from the
customer when they acknowledge
satisfaction

Doney & Cannon (1997) Building trust is complex. Trusted sales
people can maintain difficult
relationships.

Frequent contact invokes trust.
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Eisingerich & Bell (2007) Customer loyalty is affected by how you
perform. Select advisers with emotional
intelligence/social competence

Gilmore et al (2007) Trust is individual even if acting for an
institution and professional bodies are
relied upon to compensate for losses

Hoy & Moran (1999) Trust is multifaceted and complex.
Hung et al (2008) Trust important to prospective clients
Johnson & Grayson (2003) Client satisfaction is based on how the

service is delivered. Emotion (affective)
not knowledge (cognitive).

Romano (2003) Is trust attitudinal or behavioural?

Sharma & Patterson (1999) Communication effectiveness is the key
driver of relationships.

(Source: original)

At this point the theoretical perspective branches away from services marketing and
relationship literature and begins to review the literature held to be connected with
referral generation before, in turn, considering the relevance of word-of-mouth
communication and concluding with studies relating to sales effectiveness and sales
prospecting. This review of the academic literature now turns to two important

guestions: why do clients refer and when do they refer?

3.7 Why clients refer

Many authors have articulated reasons for referrals in other fields or connected to
sales rather than advice (Boles et al, 1997; Buttle 1998; Crosby et al, 1990; Johnson
et al, 2003; Reichheld, 2003). However, they appear to be unfamiliar with the
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regulatory demands overarching financial advice, since they often fail to report the

differences between and a regulated advisory and non-regulated sales relationship.

Adelman and Ahuvia (1995, in Buttle, 1998) has argued that referrals may be
encouraged when ‘social support’ is present, by noting that it is strongly correlated
with client satisfaction. Reichheld (2003) disputes that satisfaction is a gauge of
loyalty, however, by pointing to inconsistent links to customer behaviour. A study by
Boles et al (1997) indicates that the quality of the relationship between customers
and salespersons may influence the generation of referrals, while Johnson et al
(2003) suggests that when a sales relationship is valued by a customer the natural
response will be to respond positively to a salesperson. Whether or not such
mirroring leads to referral generation is uncertain, since customers may simply
choose to be more cooperative or continue the relationship rather than refer.
Customers will not necessarily refer just because they believe the relationship will
continue (Johnson et al, 2003) and, perhaps more importantly, because loyal
customers place their reputation at risk when making a recommendation they need

to be reasonably certain that a positive outcome is likely (Reichheld, 2003).

Accordingly in an effort to reduce the perceived uncertainty connected with offering a
referral, customers may wait until they perceive the advisor can be relied upon, after
repeated satisfactory past exchanges (Crosby et al, 1990). This may imply that
referrals are more likely when relationships have matured, but does not explain why
referrals occur when relationships are in their infancy. One concept that is worthy of
inclusion is that of the ‘market maven’, an individual who ‘enjoys’, offering unsolicited
advice, particularly since those in receipt of this type of communication are making
communication are likely to act upon it (Buttle,1998:249). On the other hand, Kumar
et al (2010) have argued that positive word-of-mouth does not always change
consumer behaviour. In practical terms, a firm could benefit from ‘maven’ behaviour
only in the event that clients could be selected who were prospective mavens, and it
would seems unlikely that a reliable form of psychometric testing exists to identify
this characteristic (Buttle, 1998:249). This thesis restates the proposition that

recommendations are more likely to occur following a request, which is supported by
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the work of Mangold et al (1999) who assert that requests for information are the
principal reason for a recommendation while making it clear that no one is going to
offer a recommendation without a reason. There is an inconsistency in their
argument, however, in that they then list factors that might encourage clients to talk
about a service having previously argued that people ‘seldom - if ever’ offer

information.

Graham (1996 in Johnson et al, 2003) suggest that most salespeople ask for
referrals when they close a sale. However as both closing and sales are more readily
identified with one off transactions, product purchases and persuasion, rather than
professional financial advice, assuming some financial advisors do ask for referrals,
it is arguable that they would more likely be sought sometime after contracts are
agreed, since financial advisors cannot act for a client until contracts are exchanged.
If those engaged in selling do ask for referrals, this helps to distinguish between
advisors and salespeople, since this thesis will later reveal that the majority of IFAs
tend not ask for referrals at any stage of the relationship. For IFAs there is usually no
single a point at which a sale is concluded since the signing of a client and fee
agreement is the prelude to a period of investigation, summarised by a written report,
culminating in a discussion which leads to an agreed plan of action. Therefore, it is
problematic to judge the point at which a sale has taken place, if it has, given that it
often takes many months to craft a bespoke financial plan because care needs to be
taken to any minimise the prospect of exit penalties and consider the tax
consequences of making changes. In other words, even if they do ask for referrals,

advisors are unlikely to do so at the same point as salespeople.

Others researchers have argued that referrals can be solicited before or after a sale,
following confirmation that a positive relationship is formed, evidenced by oral
expressions of satisfaction from the customer (Buttle, 1998; Johnson et al, 2003).
This suggestion implies that no referral request should be made until a customer
elects to declare satisfaction in words, although it is unclear why a declaration of
satisfaction would necessarily result in a coincidental referral. It seems unlikely that a

customer could be, satisfied at pre or post-sale exchange, other than superficially, as
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they have not at that point experienced any meaningful reasons to be satisfied.
Indeed, Johnson et al (2003:262) further and suggest referral requests can be made

to those who elect ‘not to purchase’.

Again the emphasis is on the purchase of a product rather than a continuing
service. It is likely that if a name (introduction) is provided, following a request
it would be ‘unqualified’ in nature and based on guesswork, since unless the
client has been approached by a prospect the client cannot know if the
prospect has any interest in obtaining financial advice. It would seem that
academics may have misapprehended the nature of a service such as
financial advice, the quality of which cannot usually be judged until a later
date, with the immediate utilisation and satisfaction that the purchase of a
product can offer. Another consideration is that the act of asking for referrals
could have unintended consequences, in that clients may not always respond
favourably to referral requests. As the potential concerns may not be obvious
to readers operating outside financial advice, they are summarised below. It is
not inconceivable that the act of requesting a referral may be considered an
impediment to referral provision given that clients may view a referral request
negatively. Among other reasons, a referral request may lead clients to
speculate; that client retention is an issue, questioning why the advisor is
encountering problems in acquiring new clients, and concerns that the
recruitment of more clients could mean less service for existing clients. It is
also conceivable that some clients may view a request for a referral in the
same way as they do a gratuity, preferring to offer rather than be asked. This
insight was provided by one of my long standing clients, who noted that he

always declines to provide a gratuity if asked.

The decision to buy a product or a service may not necessarily be based on
perceived value, interpreted as benefits less costs, as relational issues are
considered to be equally important. Buyers are thought to be defensive when
confronted with a salesperson, and seek to gain control, by choosing when to buy
rather than follow the timetable of the seller (Jolson, 1997). Therefore if buyers do
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seek to control the interplay between seller and buyer, by extension, it can be argued
that asking for a referral may be counterproductive. It follows that, if the quality of the

service is acceptable, clients will refer when circumstances allow.

Whilst referrals can originate from suppliers, employees and other connections, this
thesis is focused on referrals from existing clients. The literature indicates that
referrals emerge from existing clients because they are pleased with the service they
have received (Buttle, 1998; Johnson et al, 2003). Whilst this is an intuitively
reasonable proposition, it is also possible that positive word-of-mouth could occur to
satisfy a referral request regardless of the level of satisfaction. Buttle (1998:247)
suggests that positive word-of-mouth occurs when performance is ‘above that
predicted’ and negative word-of-mouth when performance it is below what was
‘wanted’ (Buttle, 1998:247), though he provides no definition for performance in this
context. It is unlikely that this reasoning holds for financial advice, since if
performance is associated with investment returns, it is not expected that financial
advisors should make predictions over future performance. What is relevant is the
gap between expectations and outcome, which presents a further challenge for
advisors as they cannot know at what point during the life of the advisor-client
relationship their performance will be measured. It is also unclear what mechanism
could be used to do so and because the client would have to decide what element of
the service an IFA provides is to be measured. As a result, connecting positive word-
of-mouth with outperformance is more challenging than Buttle (1998) may realise.
Given that word-of-mouth is often misinterpreted as a referral in itself, the role it

actually plays and the way it connects with financial advice are now explored.

3.8 Word-of-mouth (WOM)

Defining word-of-mouth has troubled academics over many years. It is thought to be
distinguished from advertising as it is oral in nature, unprompted, absent of

commercial purpose and considered to evaporate when dispensed (Arndt, 1967;
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Stern,1994). However later studies, published following the introduction of new
technology, contend that the internet has allowed for a written form of WOM which is

permanent in nature (Buttle, 1998).

It is thought that WOM can be managed, when a system of rewards are put in place
as part of customer relationship management programme, fulfilling twin goals of
retaining clients and attracting new clients (Ryu & Feick, 2007). However, it is
regarded by Helm (2003:124) as an ‘unmanageable marketing phenomenon’, which
has seldom been investigated quantitatively. It is assumed that Helm (2003) has in
mind positive WOM, since she suggests that stimulating customers to offer WOM will
lead to referrals, but without providing support for her claim. Whether her argument,
that WOM does stimulate referrals, is wholly justified remains to be seen as, whilst
some advisors appear to be more successful than others, at managing for referrals,
data collected by this thesis show that many make no claims of success. Helm’s
(2003) study sets out to measure the value of a referral, however this does not
appear to contribute greatly to an understanding of the antecedents of referral
generation, other than by reminding firms of its undoubted value. It would seem
reasonable, however, to agree with her summary that many facets of marketing,

such as referral generation, remain inherently unmeasurable.

The credence characteristics of professional services make it difficult for clients to
assess them and it seems likely that, if corporate buyers ‘often rely’ on word-of-
mouth for introductions to suppliers (File et al, 1994:301), then, possibly, the same
could be said for individuals. However, given that File et al (1994) investigated the
behaviour of CEQ’s, their findings may not be apply to the influences upon individual
buyers, who will not have corporate concerns shaping their decision making. The
literature asserts that word-of-mouth is both ‘crucial in the promotion of services’
(Money, 2000:315) and a significant influence in the selection process (Herr et al,
1991; Mahajan et al, 1990). Indeed, Reigen and Kernan (1986) earlier argued that
WOM is decisive, particularly in a services context, when benefits are tricky to
assess, a position since acknowledged by the later work of File et al, (1992) and

Helm (2003). Other authors confirm the impact of WOM in consumer purchasing
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decisions by referring to other researchers (Kumar et al, 2010). Kumar et al are
supported by Park et al (1988), who found that WOM may surpass the influence of
advertising and that negative WOM has more impact than positive WOM, because
the average dissatisfied customer tells more people about their experience than their
satisfied counterpart (Harmon & McKenna-Harmon, 1994). That assertion is
supported by later studies reporting that up to nine people will be told of
dissatisfaction (Mangold et al, 1999) whereas good news is shared with only five
individuals according to Knauer (1992).

Other authors note that positive WOM is associated with excellent performance but
seem to confuse it with referrals (Buttle, 1998). This confusion is also reflected in the
work of Kumar et al (2010) who describe WOM and referrals as offering the same
outcome for firms though they do not make it clear whether or not positive WOM will
result in an introduction to a prospective client. Other academics have questioned
the value of WOM in knowledge-based occupations, arguing that it is less useful
when the service is technical and most effective when many sources contribute to
WOM (Sweeney et al, 2008). Financial advice is undoubtedly a complex knowledge-
based service and it is unlikely that friends will all utilise the same advisor, which
limits the prospect of multilateral support for providers of WOM.

Brown and Reingen (1987:350) suggest that word-of-mouth is ‘seven times as
effective’ as advertising in newspapers and magazines, but their research was
focused on household goods and it is uncertain whether that finding would apply to
services. Howden and Pressey, 2008:271) are also doubtful that services and
household goods can be compared, observing that earlier studies of ‘physical goods’
may not be ‘generalizable’. Significantly, WOM is also held to be ‘more influential’
than established media sources, such as ‘Which?’ magazine, which may be
considered to be impartial (Buttle, 1998:242). Possibly connecting with Buttle’s idea
of ‘maven’ behaviour, some referrers are thought to be influenced to provide WOM,
anticipating good feedback from the recipient of the referral, which is thought to

reinforce the likelihood of staying with the ‘service provider (Helm 2003:125).
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In a study exploring the impact of referral programs, Ryu and Feick (2007:85)
differentiate between WOM that is ‘natural’, such that is occurring without motivation,
and referrals gleaned from reward. The authors consider whether or not reward
programs can influence participating customers to make ‘product recommendations’
to others and concludes by contending that a contribution to WOM and exchange
theory is warranted (Ryu & Feick, 2007:84). Justifying this conclusion without
establishing a link between WOM and referrals appears an oversight, given the focus
of the article, although the authors do acknowledge that, unless the recipient is open
to a recommendation, the chain will break. The implication for advisor referrals is
less certain, given that financial advice is characterised by an absence of tangibility,
and invariably requires a meeting to explain the complexity of the service. This
observation is supported by the work of Devlin (1997: 1091), who remarked that a
number of services, where complexity limits consumer understanding, including
those of a financial nature, may be described as ‘mentally intangible’. This elegant
description encapsulates and emphasises the difficulty in measuring the value of
complex professional services. This thesis therefore argues that, in the context of
services, a referral should not be viewed as simply a product recommendation
stemming from word-of-mouth, but are deserving of a separate and elevated status,

justifying their significance and importance to advisors.

Price is considered an important element in selecting a service provider, as it may be
used to dampen or increase demand (Gronroos, 1994). While this may be true for
service firms that distribute products, it is unlikely to be material for financial service
companies since, arguably, advice is not a product and the price of advice usually
remains in a narrow range for competitive reasons. It should also be noted that
regulatory influence appears to be having an impact on pricing as the FCA is taking
an increasing interest in the level of advisor charging. Financial advisors now have to
disclose the fee before advice is dispensed. In order to obtain a bespoke quotation, a
potential client has to spend time with an advisor agreeing the objectives and work to
be undertaken. It is unclear whether potential clients are prepared to spend time
comparing the services of different advisors, emphasising the importance of
referrals. Consequently, price competitiveness may not have as much impact in

advisor selection as in other services. While price is undeniably important (Grénroos,
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1994) other factors including expertise and the level of service may be considered of
equal importance by clients. The importance of pricing in services is also highlighted
by Berry (1995) who, as part of his core strategic approach to the marketing of
services, suggests that prices could be tailored for existing clients to promote loyalty.
This approach is in practice followed by financial advisors, who commonly reduce
fees for existing clients when portfolios reach a certain value. With the absence of
ex-ante methods for assessing advisor competence, one approach is for consumers
to utilise the ‘cognitive reflection test of Frederick (2005)" to measure ‘rationality’ of
IFAs when engaged in advisor selection (Bluethgen et al, 2008:20). A limitation of
this paper offering this suggestion, however, is that it was written before the
commission ban was introduced in the UK, so the conclusions that remuneration

influences advisor behaviour is no longer as compelling.

Finally, what does seem likely is that, word-of-mouth opportunities are fettered by the
boundaries of each person’s network of contacts thus placing a cap on the potential

for referrals.

3.9 Sales prospecting and effectiveness

During extended searches for literature on commercial relationships it became
apparent that studies connected with sales, sales prospecting and sales
effectiveness could offer a valuable contribution to this research. Referral generation
is considered an efficient way to garner new clients as marketing expenditure and
time is minimised. As referrals are an excellent source of motivated prospective
clients and form an important part of new business acquisition it seems appropriate
for this study to review literature from journals on selling effectiveness and
prospecting. Having previously reviewed literature that could be described as
tangentially connected to referrals, it seemed, on the surface, that this body work

could be of particular relevance to this thesis.
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A detailed review of studies related to selling and relationships found that no single
source was especially authoritative and that contributions from a wide range of
journals and authors would benefit the study. Studies were found that centred upon
buyer-seller relationships in financial services which, on the surface, appeared to be
particularly relevant to this study (Rajaobelino & Bergoron, 2009). However, on
further investigation it was discovered, in the study notes, that the financial advisors
referred to in this research are in fact ‘bankers’ (Rajaobelino & Bergoron, 2009:375).
Despite the obvious academic rigour it shares with other literature focusing on
banking, such as Sdderberg (2013), this study appears to view providing financial
advice as a role to be undertaken by banking staff rather than a discrete occupation.
The declared aim of the study is to investigate relationship quality between’ financial
advisors and customers’, but in the next sentence those customers are described as
‘clients’, suggesting that Rajaobelino and Bergoron (2009:360) may be unclear who
the bankers are serving. The authors remain content to use client and customer
interchangeably, without explanation, implying that they see no need to distinguish
between a client and a customer. Alternatively, they may view bank advisors to be
product distributors, given that a customer is defined as one who ‘purchases a good
or services’ (Dictionary.com, 2013), while a client is a user of ‘professional advice or
services’ (Oxford Dictionaries, 2013), which supports the approach the thesis adopts
and clearly distinguishes between the constructs. However, in defence of
Rajaobelino and Bergoron (2009), it should be made clear that Berry (1995:236),
whose work is distinguished by many citations, refers to ‘serving customers as
clients’, arguably implying that he perceives clear differences in the way each should

be treated, without explaining how they differ from one another.

Rajaobelino and Bergoron (2009) focused their work on advisor and client
perceptions at one moment of time; however as Zeithaml| (1988:1) observes
perception is considered to ‘change over time’ this may reveal a limitation in the
research design. Rajaobelino and Beroron (2009:375) explain the client data
originated when ‘418 participating bankers’ each sent a questionnaire to four
customers of the bank, which makes it is difficult to perceive how customers of a
bank could be considered as discrete clients of financial advisors. The study

describes its intention as being to examine the quality of ‘financial advisor and
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clients’ relationships and asserts it is the ‘first’ to do so, yet the financial advisors are
bankers and the clients are customers of the bank (Rajaobelino & Beroron,
2009:360). Employees of a bank are required to follow procedures laid down by the
bank, usually with the intention to distribute products manufactured by the bank. It is
likely that only very limited discretion is available to individual bankers, meaning that
retention will undoubtedly reflect the general policies of the bank rather than the
discrete relationship between banker and customer. In light of the above, it was
concluded when reviewing similar papers, for example Soderberg (2013), that
publications from banking journals were unlikely to appreciate the nuanced
relationships between clients and independent financial advisors when they are not

employed or connected to a bank.

The literature of personal selling strongly identifies selling with sales, products, order
taking and persuasion, but acknowledges a shift towards ‘partnering’ and building
relationships for the longer term. Weitz and Bradford (1999:241) portray a world
where partnering leads to ‘value creation’ and the building of relationships, which fits
well with how IFAs seek to relate to their clients. Partnering is also considered to be
the bedrock of ‘relationship selling’, which is characterised by its long term nature
(Jolson, 1997:77). This opinion will strike a chord with advisors, as they are also
seeking longer-term client relationships based on mutual dependency. The marriage
metaphor supports the notion of dependency, in the shape of the vow to ‘be
prepared to deliver on every promise’ or risk ‘divorce’, which Jolson (1997:81) sees
as encapsulating how relational selling should be conducted. Weitz and Jap (1995)
have observed that salespersons who create firmly grounded relationships make it
harder for competitors to replicate the same service and thus enhance the rate of
client retention. The fact that authors view selling to be a process that leads to an
‘order’ for a ‘product’ symbolises the differences between advisor-client relations and
commercial relations (Jolson, 1997:79), in that advisors market time in return for fees
and, when products are involved, they are the result of the advice process. It is
arguable that the advice process could be characterised as a product, but advice
itself does not require a product and, if products form part of advice, each one has to
be justified, from a regulatory perspective, in the overall context of the advice.

Therefore, the characterisation of selling, as described in the literature, does not
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reflect the reality of an advice process that does not involve an order to be placed or

the selling of a product.

This thesis is conscious of both the business and professional dimensions germane
to a Doctorate of Business Administration and proposes that selling is really only
authentic when an individual salesperson sources a client without the aid of the firm.
Within professional services, a field that is predominately populated by smaller firms,
employees who exhibit prospecting skills are particularly valued as these firms lack
the resources to employ a marketing department or conduct any form of orthodox
marketing. Thus, unlike in larger firms marketing goods and services, where
separate departments exist to oversee account management, marketing, and sales,
these roles are often carried out by one person in smaller enterprises. Indeed,
commonly advisors would be expected to source, service and attract additional fees
from existing clients. Perhaps, sympathising with the difficulties service providers
face, in new client capture, Jolson (1997) describes prospecting as very challenging

while also observing the paucity of literature related to prospecting.

Indeed, in my experience when a firm provides the introduction, prospecting is
absent and the firm has, in effect, a product/service advocate, rather than an
authentic salesperson. That may explain why some larger firms prefer the
term representative or associate to describe their salespeople. Salespersons
that do not source new clients have a role of play in client servicing but are

clearly less profitable to the firm than those who fulfil both roles.

Advisors seek to retain existing clients and generate new fees from existing
clients but without adding new clients they will not increase the numbers of
clients they serve. New clients are needed to replace those who depart as a
result of; relocation, death, iliness, depleting capital, dissatisfaction, to counter
the impact of inflation and other reasons. Advisors who can generate new
clients are therefore in much demand though, in my experience, they are only

often to be found operating their own practices or so well compensated by
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their current employers that they are not seeking a new role. Following a
number of recruitment failures eventually | found myself consciously trying to
recruit advisors, who could demonstrate prospecting and retention skKills,
evidenced by the number of clients or personal contacts that were willing to
follow them. This strategy significantly improved productivity and required less
marketing attention. However this strategy was not without its problems, as
employees with prospecting skills often have aspirations to build their own
practice. Indeed, this appears to a common way that new firms evolve. In fact
it is hard to imagine a new practice starting today, as mine did, without any
clients, especially in view of the relatively higher regulatory hurdles and other
fixed overheads that they would now face. Therefore, firms either need to
provide clients, for their advisors, or recruit advisors who can find clients. In
my experience many smaller firms end up with the former, with founder(s) or
managers delegating their less profitable clients to advisors without
prospecting skills, leaving mangers to source new clients. This can result in a
situation whereby the owners struggle to sell the practice, without the implicit
consent of the staff, as it is the younger advisors that have the relationship

with many of the clients.

The idea that prospecting forms an integral part of selling garners support from
authors who view selling as ‘an activity that seeks out prospective customers,
persuades them to buy products and recognises the victory with a reward’ (Peeler,
1996 in Jolson, 1997:75). Whilst this definition confirms that selling involves the
sourcing of prospects, elements like persuasion and conflict are incompatible with
the notion of an impartial advice process. While persuasion also features in a
definition of selling by Griffin (2013), it is arguably necessary to distinguish between
salespersons who engage in prospecting and those who do not. This takes the form
of describing those who directly engage in sourcing new business, as authentic
salespeople, as it distinguishes between salespersons who self-generate clients and
those who do not. This is a view supported by Jolson and Wotruba, (1992:59) who

describe ‘prospecting as a fundamental step in personal selling’.
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The sourcing of a prospective client does not of itself ensure client capture, as it is
yet to be determined whether the prospect is appropriate or requires advice, but,
advisors who attract referrals are very valuable members of any firm. Johlke
(2006:314) asserts that good prospectors translate into good overall sales
performers and define prospecting as ‘identifying a sufficient number of quality
prospects to be directly contacted’. The study is concerned with business to
business sales in an industrial context, where identifying a ‘quality’ business target
may be aided by publicly available information. However, the relevance of this
definition for advisor-client prospecting is debatable, as individuals cannot be
qualified sufficiently as prospective clients, for financial advisors, until a discussion
takes place. The literature indicates that ‘good prospects’ will have the economic
ability to purchase a product but, since individuals do not usually disclose their
income and capital, prospecting, at best, can be an informed guess, which calls into
question how ‘good’ individual ‘prospects ‘can be identified (Jolson,1997:79).
Acknowledging this concern, Jolson and Wotruba (1992:59) observe that systems for
lead generation are often found to be flawed as they produce ‘too many unqualified
prospects’. A further key difficulty with Johlke’s (2006:314) description of prospecting
is that ‘directly’ contacting potential clients without an introduction is unlikely to be
effective, as ‘residential buyers view selling as an interpersonal struggle...against the
pitch’ (Jolson, 1997:80). More importantly for financial advisors, cold calling, ‘where a
financial promotion is made during any dealings with a customer which the customer
did not begin’, is not permitted under FCA rules unless the prospective client initiates
the process (FCA, 2013). The above are elements of regulatory oversight that
financial advisors operate under and explains the difficulty this thesis has

encountered in locating literature of relevance to regulated advice.

This thesis has found that the corpus of academic work relating to prospecting and
sales has taken place principally within an industrial sales context, and that the
authors are not seeking to provide definitions or constructs that would necessarily be
transferable. The language adopted by those authors is inconsistent with that of
professional practice. Therefore, while this thesis has chosen to use terminology
presented by the literature it is interspersed with a vocabulary that is more consistent

with professional practice.
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A professional salesperson has been defined by Churchill et al (1997:367) in terms
of ‘vocational’ and ‘sales presentation skills’, the former relating to technical
knowledge and the latter to the sales process. It is assumed that ‘professional’, in
this context, describes someone who works full time in sales, rather than an
indication of quality, for what distinguishes a professional salesman from one who is
unprofessional is unclear. Factors that influence sales performance are considered
to be ‘controllable’ including skills, sales region and ‘uncontrollable’ such as good
fortune and customer issues by Johlke (2006:318), who considers closing the sale to
be a ‘primary strength of personal selling’, defined as ‘the ability to properly and
persuasively ask for the sale’ (Johlke, 2006:319). The process of asking is also
highlighted by Jolson (1997:79) who observes that closing a sale requires asking
more than once if necessary. These observations indicate that these authors believe
that consumers need to be persuaded to buy, and persistence is required. This view
is supported by Weitz and Bradford (1999:243), who argued that selling has a results
focus to ‘persuade customers’ that they need the product offered. However
persuasion is not an approach that appears to fit with the marketing of complex
services as Johlke (2006:315) seems to recognise when he observes, in discussing
the limitations of his study, that when ‘selling services’ different results may be
produced. The thesis now departs from reviewing commercial, practitioner and
academic texts in order to synthesise the factors emerging from prior knowledge in
this field.
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Chapter 4 - Summary and synthesis of the literature

Having previously explored texts in various fields connected to referral generation

this chapter seeks to summarise prior knowledge and draw conclusions.

4.1 Summarising the literature

Academic studies often centre their research upon business to business or business
to customer relationships, the latter principally centred upon banking or large,
institutional in nature, organisations. The data for analysis are often obtained from
institutions or customers of the institution, which raises concerns that when data is
sourced and selected, by the institution, the research design may be fairly exposed
to charges that it is of limited scope for generalising the findings. The overall sense
from the academic literature is a paucity of data from consumers of financial advice
and the dominance of survey data as a research method. One academic work was
identified that specifically dealt with referrals (Wilson, 1994), but it transpired that
there was a complete lack of referencing, no data was presented to support the
arguments and in short it appeared to represent views of the author. With that in
mind, unsupported statements are made about the numbers of referrals arriving in
professional practice while unspecified ‘research’ is reported to exist evidencing that

existing clients provide the majority of referrals (Wilson, 1994:13).

When reflecting upon the academic texts it is noted that academic authors
distinguish themselves, from the practitioner-based literature, by a tendency to report
findings quantitatively, often with a degree of complexity that assumes readers are
competent mathematicians. Using these methods limits the applicability of the
findings to readers with superior numerical skills and may be challenged by those
who do not agree that social constructs are measurable. The academic literature has
a tendency to focus on industrial sales, the sales process and views word-of-mouth

as proxy for a referral in the context of sales. Papers distinguishing between sales
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and the advice process are rarely found and few academic authors have studied the
complex relationship between regulated advisors and their clients. One of the few is
Clark (1999), who advocated a distinction between sales and advice, in the context
of financial advice, by, somewhat controversially, arguing that advice should stem
from independent practitioners while agents who are not independent should sell
without advice. He also proposes that his plan should be promoted by the regulator
for the benefit of consumers by ‘outlawing tied selling’ (Clark, 1999:78). This radical
view would obviously be supported by IFAs, although it would be interesting to
understand if Clark retains this position in light of the changes introduced by the
RDR. This argument could be extended to offer the fascinating prospect that advice
should not involve a product sale, a proposition that appears to be influencing life
planning advocates in the USA (where objectives and values are explored in depth
before a financial plan is constructed), which in its purest form would limit advisors to

diagnoses without implementation.

The significant differences between sales transactions and advisory relationships,
constrained by contract, are largely unexamined in the literature. Possibly in an
unguarded moment, the chief executive of the FCA (Wheatley, 2013) is reported to
have questioned whether banks really provide advice or just seek sales, while
speculating whether the public at large could afford fees for advice. This admission
from the regulator arguably supports the existence of differences between advice
and sales and acknowledges that banks are more likely to be connected with sales
rather than advice.

However, while differences do exist between sales and advice there are components
of the sales process that are correlated to the latter, so this thesis seeks to extend
knowledge of the advice process by exploring the connections and highlighting
differences where they exist. To that end, the experience of the author is drawn upon
when developing Table 4.1 which juxtaposes the terms used in the literature to
describe the sales process against the terminology of practice. Whilst it is noted that
the literature does indicate that relationship marketing is more akin to the advice

process, significant differences exist between the means used to distribute a service,
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involving regulatory oversight, and the sale of products. This has led authors to

compare the advice and the sales process and to clearly distinguish between the

collaborative approach of the practitioner and the persuasive ‘interpersonal struggle’

(Jolson, 1997:80) that is said to characterise sales. That comparison underscores

the attitudinal differences while highlighting the difficulties advice practitioners would

experience in relating to the description of sales process in the literature.

Table 4.1 Selling versus advice (Source: original)

Selling Source Advice Source
Vocabulary Vocabulary
Adversarial Davis & Waller Facilitative Reiss (2000)
(2004)
Persuasion Weitz & Bradford Consensual Howden & Pressey,
(1999); relationship (2008);
Griffin (2013) Advice Gummesson (1981)
Closing Jolson (1997:84) Cooperation Reiss (2000)
Goods Berry (1995) ‘Expert service’ Bluethgen et al
(product) (2008:2);

Sale of Goods None

Act

Tangible Zeithaml et al
(1985:33).

‘seen, felt,

tasted and

touched’

No standardized
solutions

Binding arbitration

Contractual/formal
relationship

Uncertain outcomes

Intangibility

‘Mentally intangible’

Jaakola & Halinen
(2006)

Financial Ombudsman
Service (FOS)

Miles (2003)

Bagdoniene & Jakstaite
(2009)

Zeithaml et al (1985);

Devlin (1997:1091)
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The scholarly academic work of Zeithaml et al (1985) has enlightened this study by
distinguishing carefully between the marketing of goods and services. They identify
the characteristics that distinguish services from tangible goods to be those of
‘intangibility, inseparability of production and consumption, heterogeneity and
perishability’ (Zeithaml et al, 1985:33). In turn, they have elegantly framed services
as ‘performances’, rather than ‘objects’ which ‘cannot be seen, felt, tasted or
touched’ in the same way as goods (Zeithaml et al, 1985:33). The weight of
academic research recognises differences exist between marketing of goods and
services. It is therefore surprising that commercial consultants assert that referral
programmes targeted at the advice community are effective regardless of the
product or service (Anderson, 2012). However one issue authors in this field may
have not considered is the evolving long-term nature of financial advice, given the
improbability that advice is always conceived and consumed at the same time
(Zeithaml et al, 1985) and their work has underlined the difficulties this study has

found in positioning financial advice within the domain of services marketing

The nature of professional financial advice is that it is directed at satisfying
future goals and objectives, in a holistic sense, whereas a product sale is
more likely to satisfy shorter-term goals, without placing the sale in the context
of the clients overall planning. The connectivity between planning and advice
IS more apparent than in planning and sales. For commercial reasons, IFAs
are more interested in longer term relati