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Abstract
This research project undertakes to investigate the linkage between firni Net Promoter score and firm 

growth in the South African context. South African fmns arc selected from the cellular service 

provider industry and the retail banking service provider industi7  and a primary research study is 

undertaken to obtain sample data for the respective firms’ Net Promoter scores. Finn revenue is 

defined as a suitable measure of firm growth and half year time period from 2010 to 201 1 arc defined 

as periods from which percentage growth rates may be computed. Revenue data for each linn is 

collected from public sources and an annual percentage growth rate for each firm is calculated from 

revenue reported for the first half of 2010 to 2011. A data reliability test is perfonned on the Net 

Promoter data set and the data is found to be non-uniform and preferential, indicating scores which 

arc not arbitrary. A Pearson’s correlation analysis is performed to measure the strength of relationship 

between the Net Promoter scores and percentage firm revenue growth rates. The results of the Pearson 

correlation analysis indicates a relatively stronger linear relationship between Net Promoter scores 

and percentage firm revenue growth for the South African cellular service provider industry segment 

(0.9932) and a relatively weaker linear relationship between that and the South African retail banking 

industry segment (0.4752). This research finds that there is a positive linkage between Net Promoter 

scores and revenue growth rates which is consistent with previous research undertaken on the subject.
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1 Introduction
1.1 Background

This research is intended to fulfil the requirements of the MSc(Eng)(lnd) qualification as set out by 

the facility of Mechanical, Aeronautical and Industrial Engineering at the University of 

Witwatersrand.

It was undertaken in collaboration with a marketing research consultancy firm which will be referred 

to and sited in this research as AB research firm for confidentiality reasons.

1.2 Problem Statement

Net Positive Promoter custoincr perception measurement methodology will be tested as an effective 

indicator of organic revenue growth within sampled South African industries. Its applicability to the 

South African context will be tested using statistical methods of concomitant variation to measure the 

strength of relationship between Net Promoter scores and % revenue grow th.

1.3 Research Objectives

The primary objective of this research is to prove the following hypothesis:

Hypothesis: Net Positive Promoter Score is positively linked to firm revenue growth in selected South 

African firms.

1.4 Approach

In order to achieve the said objective the following approach will be undertaken:

1.4.1 Literature survey

A literature survey will be undertaken to gather information on the theory and background of:

• Non-fmancial measures and their linkage to growth

• Customer satisfaction KPl’s -  purpose and linkage to firm revenue growth

• Net Positive Promoter Score purpose and linkage to firm revenue growth

• Sampling methodology and statistical tests of significance

1.4.2 Data collection

Data collection will rest on primary research in the fonn of a survey constructed to measure Net 

Positive Promoter scores for firnis selected for the study. Financial results for the surveyed finns will
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The question of what drives a finn's success in a given market place has generated great interest in 

what drivers should be present to steer a specific competitive strategy. A caveat to this inquiry is 

which drivers are the leading and lagging indicators of how well a finn is competing within a given 

market. The success of the finn’s ability to compete can be seen as the firm’s revenue as margins 

amplify or contract compared to industry trends or competitor pcrfonnancc.

Firm revenue growth and margin is effectively a function of sales quantity, price and its relative input- 

output costs respectively, but beyond the financial measures lays a myriad of root causes for 

differences in each.

The definition of a firm’s specific key pcrfonnancc indicators (KPls) are helpful to, ‘...help managers 

predict the company’s economic performance and spot the need for changes in operations.’(Chase, ct 

al„ 2006 p. 39).

The success of a selected strategy is shown when a firm achieves financial compensation for its 

competitive performance in the market place by either increasing sales, or margins.

The motivation of this research paper is to analyse whether the proposed Net Promoter methodology 

should be given weight in the boardroom as a relevant and reliable indicator of a firm’s financial 

growth in revenue.

As will be defined within the latter sections of the literature review. Net Promoter is an external 

quantitative KPl of how well a finn is serving its customers and whether those customers arc willing 

to recommend the firm to a friend, colleague or family member.

In the context of finn operating and marketing strategy, there is a distinct question of ‘given the 

choices customers face today, how do they decide which product or service to buy?’ (Chase, ct al., 

2006 p. pg25).

The competitive positioning of a finn seeks to differentiate the firm from its competitors in a given 

market place and influence customer purchasing behaviours. Defining the customer’s perspective 

within a finn’s corporate strategy leads to the following three methods of differentiation as defined by 

Chase, ct al. 2006. (Chase, ct al., 2006 p. pg 30): •

• Product leadership: A product leadership company pushes its products into the realm of the 

unknown, the untried, or the highly desirable.
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Customer Acquisition 
Customer Retention 
Cross Selling 
Customer Lifetime Value 
Customer Equity

Research by Keiningham ct al. 2007, Gupta ct al. 2006, Morgan et al. 2006 and Rcichheld 2003 have 

all examined the above listed unobservable and observable variables with the view of correlating their 

time based values with firm perfomianec in various forms (profit, revenue, Tobin’s q etc.).

The most recent and publically available research in this regard pertains mostly to Net Promoter and 

Customer Satisfaction and their linkage to firm growth, including a comparison of which metric had 

stronger or weaker correlations.

2.2.2 Reichheld's claim regarding Net Promoter and Customer Satisfaction

In the context of this research, it is useful for the reader to understand the controversy created by the 

introduction of the Net Promoter methodology and claims by its creator, Fredrick Rcichheld.

In 2003 the Harvard Business review released an article. !�	� )�	� ���$	�� *��� �		�� ��� +���� $�  

,�	������ -	����	��  which indicated strongly that the Net Promoter concept and its metric out- 

correlated other measures such as Customer Satisfaction in most ol'thc industries examined.

Since Net Promoter and Customer Satisfaction arc both unobservable and given that Net Promoter has 

been introduced by Rcichheld to replace Customer Satisfaction and its methodology, both metrics will 

be examined in detail in the section below.

2.3 Customer Satisfaction (CS)

2.3.1 Introduction

Customer Satisfaction is proposed as a metric of how a consumer may judge a product or service as 

compared to how the consumer would have expected it to have perfonoed (Gupta, ct al., 2006 p. 3).

Historically, Customer Satisfaction began an intensive study in the 1970s during a rise in US 

consumerism and is measured both cumulatively and transaetionally by research linns such as the 

American Society for Quality Control and their partners to create the American Customer Satisfaction 

Index, or ACSl (Hoffman, ct al., 2001 p. 296).
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Fitiurc 3: American Customer Satisfaction Index model (ACSI, 2011)

Figure 4 below deseribes the survey questions used as indicators of each of the latent variables given 

in the ECSl model above. The model is then used to weight how dependant each latent variable is on 

each of its antccedants by averaging the values for the survey data.

Over time when a firm’s Customer Satisfaction score changes, the root cause can be traced back to a 

drop in one of the antceendants (ACSI, 2011 )(Coclho, 2007 p. 19).

In practice this means that finns that arc included in the surveys undertaken to produce the ACSI and 

nCSI, arc able to obtain data on what their Customer Satisfaction numbers arc in order to identify 

trends and focus areas for improvement of their sciwice and product quality. Companies that arc 

included in the surveyed study may also compare their scores to the industry averages and to their 

competitors for benchmarking purposes (Hoffman, ct al., 2001 p. 296)



Latent variable lr>dicators

Irr^age Q 4 A  It is a  reliable operator

0 4 B :  It is  well estab lished

Q 4 C  It g ives a positive con tnb ution  to society

Q 4D : It is co rK e rned  abou t its cu stom ers

04E : It is innovative  an d  forw ard look ing

Expectations Q 5A : Expectations co rK e rn ing  overall quality

Q S B  Expectations concern ing the fulfilment of personal needs

Q 5 C  Expectations con ce rn ing  re iiab iity

Perceived quality Q6: Perceived overall quality

Q7A: Technical quality of the netw ork

Q7B: PersorwiI attention

Q7C: Qua lity of services provided

Q 7 0 : Diversity of p roducts and services

Q7E: Product reliability

Q7F: Q uakty  of information prov ided

Q7G: Coverage  of the netw ork

Percefved value QTO: Evaluation of price g iven  quality 

Q 1 1; Evaluation of quality g ive n  price

Satisfaction Q3: Overall sa t is faa ion

0 9 :  Fulfilment of expectations

Q 1 6: D istance  to the ideal com pany

Com plaints Q 1S; C o m p la n t  hand ling

0 16 : Expectations of com plaint hand lv ig

Loyalty Q 1 ��  In tention  of rem ain ing a s  a custom er 

Q 1 7: Reco m m end ation  to  co lleagues and  fnends
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University of Witwatersrand, Johannesburg 
Using a Pearson’s correlation lest, Reielihcld was able to rank the survey questions according to their 

correlation with repeat purchases and referral behaviour.

According to Rcichhcld, “one question was best for most industries’’- the referral question of "How 

likely is it that you would recommend [company x] to a friend or colleaguc?”(Rcichhcld, 2003 p. 50)

According to Rcichhcld, the recommendation question ranked first or second for I 1 out of the 14 case 

studies. A Satmetrix white paper graphs out the correlations of each of the surveyed questions in 

Figure 5 below showing ~ 80% correlation coefficient of customer purchasing and referral behaviour 

with the “recommend’’ question:
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Figure 5: Kxcerpt of top ranking correlates to customer behaviour (Satmetrix. 2007 p. 5)

Rcichhcld decided on an 11 point scale for Net Promoter measurement for simplicity and classified 

customers into 3 groups based on their “recommend" score;

• Promoters: respondents rating their recommendation likelihood as 9 or 10

• Passives: respondents rating their recommendation likelihood between 6 and 8

• Detractors: respondents rating their recommendation likelihood between 0 and 6

Rcichhcld explains that the limitation of promoters to the 9-10 points ensure that there was no “grade 

inflation” meaning that if customer was on the edge of being a promoter they would not be included 

as promoters but rather as passives.
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University of Wilwalersrand, Johannesburg 
Non-financial measures are neatly grouped by Gupta, et al., 2006 into two main eonstructs as 

observable and unobservable measures (Gupta, et al., 2006).

Observable measures involve the behaviours of the eustomer that the firm ean measure as aetion 

such as purchasing or consumption of a service or product. From the point of view of the customer, 

these measures arc where, what and how much to buy(Gupta, et al., 2006).

Unobservable measures involve customer perceptions, attitudes and intentions to purchase. 

Unobserved measures arc factors which the customer would have to state (in surveys or feedback 

forums)((iupta, et al., 2006).

Figure 7 below shows a simplified overview of the chain of interactions by which marketing actions 

intended to inllucnec and affect financial performance.

The relevance of leading and lagging indicators of finn growth is important in the context of this 

research in that the Net Promoter methodology under evaluation claims to be a leading unobservable 

indicator of Finn growth.

Using Gupta, et al.’s frame work in Figure 7. Net promoter score and the American Customer 

Satisfaction Index (ACSl) seek to measure unobservable metrics and link them to financial 

performance, thus proving the intuitive logical link between ‘what customers think’, ‘what customers 

do’ and ‘what firms get.’
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Figure 7: Framework for customer metrics and their impact on firms' financial performance (Cupta, et al., 2006 p. 

719)
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Since Rcichhcld’s publication in the Harvard Business review in 2003, criticisms of Rcichhcld’s 

methodology and findings have been undertaken on a longitudinal scale by various academic authors.

Morgan ct al. 2006 attempted to examine the relationship between Net Promoter scores and firm 

growth, but as mentioned by Kciningham ct al. 2007, used a different methodology for calculating 

Net Promoter scores. Morgan ct al. 2006 did not directly ask the Net Promoter “recommend” question 

of "How likely is it that you would recommend [company X] to a friend or colleague?" (Rcichhcld, 

2003), but instead used “Have you discussed your experiences with [brand or company x] with 

anyone?” and "Have you formally or infonnally complained about your experiences with [brand or 

company x] with anyonc?”(Morgan, ct al., 2006 p. 429).

Morgan ct al. 2006 calculates the Net Promoter % for each fimi by “computing the number of 

customers that reported discussing their consumption experiences minus the number of the firm’s 

surveyed customers that reported formally or infonnally complaining expressed as a proportion of the 

total number of a finn’s surveyed customers.”

Using the given methodology, Morgan ct al. 2006 finds that there is no relationship between a finn’s 

Net Promoter metric and finn growth- or exhaustively: Morgan ct al. 2006 finds that there is no 

relationship between a finn’s Net Promoter metric and a finn’s change in Tobin’s q, net operating 

cashflows, total shareholder returns, annual sales growth, gross margin or market share. Kciningham 

et al. 2007 notes that due to the discrepancy between Morgan ct al. 2006’s methodology and 

Rcichhcld’s methodology: “conclusions regarding the effectiveness of Net Promoter on business 

performance cannot be accurately made from this study.”(Keiningham. ct al., 2007 p. 40)
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