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Expanding organization theory:
five approaches to the study
of customer-organization relations

Torstein Nesheim

The author points out that there is a lack of
attention to customers in organization theory. With a
focus on organizational design issues, five
approaches to the study of relations between
organizations and individual customers are clarified.
First, the customer has been regarded as a demand
generator in the environment of organizations.
Secondly, the service management literature has
pointed out that the interaction between a customer
and a representative of the organization is a vital
contingency for organization and management.
Some implications for organizational design are
discussed. Thirdly, the customer-organization
interface can be conceived as a design dimension,
a relation that can be organized. Four key questions
are addressed. While the first three approaches
allow us to specify theoretical constructs and
research questions, the manager and prosumer
views are less developed approaches which may
bring forward interesting research. The five
approaches are compared and taken to be
supplementary in the study of design questions.
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1. INTRODUCTION

There has been a relative neglect of the cus-
tomer in theories of management and organiza-
tion. While academics, consultants and managers
point to market orientation and customer respon-
siveness as essential in the 90's, there is a lack
of theoretical understanding of the importance
and role of customers in work organizations. The
customer is an actor that most often is absent in
organization studies (Peters and Waterman 1982,
Bowen 1986). This lack of attention is evident in
recognized readers in organization theory, for
example Pfeffer (1982), Morgan (1986) and Scott
(1987) and in books on organizational design
(Mintzberg 1979, Van de Ven and Ferry 1980,
Child 1984, Grandori 1987).

In this article | will discuss the role of the indi-
vidual customer for organization and manage-

ment. My aim is to clarify how the customer-or-
ganization relation can be conceived, and how
customer characteristics are related to manage-
ment issues. Focusing on contributions to the
study of organizational design, | will discuss five
approaches to customers in work organizations.
The underlying premise is that attention to cus-
tomers can enrich our understanding of organi-
zational structure and design. Some of the ideas
of this paper are inspired by the service mana-
gement literature. Earlier, | have shown how the
core arguments of this research can be reformu-
lated in a structural contingency framework (Nes-
heim 1990). One contingency is the degree of
interaction between the customer and a repre-
sentative of the firm, which leads to specific op-
tions and constraints for organizational design.
Framing the customer-firm interface as a design
contingency points to one important approach in
assessing the importance of customers for orga-
nizational design. Here | will clarify four other
approaches to the study of customers and clients
in questions related to the structuring of organi-
zations.

The concept of customer is a general one. |
define customer as a beneficiary or receiver of
an individual good or product. The product is
delivered by a work organization (includes state
and municipal agencies as well as private firms
in the market sector) to an individual customer
who is the end-user of the product. The recipient
is a customer regardless of the degree to which
he pays the “real price” of the product. This wide
definition encompasses students, airline passen-
gers, welfare clients, retail customers and innu-
merable other “kinds” of customers. As a star-
ting point the reader may consider the five ap-
proaches valid for the study of customers in this
general sense. However, the specific arguments
presented most often will have a narrower range
of application.

The approaches to customers are as follow (cf.
figure 1): a) The customer is a part of the envi-
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Figure 1: Approaches to the study of customers (this paper) and design contingencies derived from

Service Management (Nesheim 1990).

ronment of the organization. b) Design contingen-
cy: The customer interacts with a representative
of the firm. c) The customer-firm interface is a
design variable. d) The customer is a manager.
e) The customer is a prosumer.

I will discuss the implications of each appro-
ach for management and organization, empha-
sizing organizational design (Mintzberg 1979,
Child 1984, Grandori 1987) issues. While the
customer-organization connection invites a varie-
ty of theoretical perspectives, aninstrumental and
partly prescriptive approach is taken here.

2. THE CUSTOMER IS A PART OF THE
ENVIRONMENT OF THE ORGANIZATION

The early development of organization theory,
was characterized by rational and natural, orga-
nic models. While the two perspectives differed
in their approach to organization structure, they
shared one important premise; organizations are
closed systems, which can be studied by focus-
ing on internal variables only (Scott 1987). How
the organization interacted with different parts of
the environment was not emphasized neither in
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scientific management (Taylor 1911), administra-
tive theory (Fayol 1919), nor in human relations
theory (Mayo 1945). These approaches ignore
both customers and the environment.

In the sixties, the open system perspective on
organizations emerged. An open system means
not simply that the organization is involved in
interchanges with the environment, but that this
interchange is essential for the organization’s
viability (Buckley 1967, Scott 1987). Based on
the contributions of Burns and Stalker (1961),
Woodward (1965) and Lawrence and Lorsch
(1967) a contingency theory of organizations
emerged from the open systems approach. A
central assumption of this theory is that there is
not one best way of organizing. The best way to
organize depends on the nature of certain con-
tingencies, of which dimensions of the environ-
ment are essential. To be effective, management
should adapt the organization to environmental
contingencies. However, with the notable excep-
tion of Thompson (1967), the contingencies do
not explicitly acknowledge the importance of cus-
tomers.

Mintzberg (1979) summarizes the substance of
contingency theory. The contingency variables
age and size of the organization, technology and
power are not related to the customer. As regards
the environment, this contingency is defined in
terms of four variables; stability, complexity,

market diversity and hostility. The variables point
to characteristics of environments in general, not
to specific customer-environments. However,
customers are one group of actors whose cha-
racteristics can affect the overall environment, to
which the organization must adapt. For example,
as regards environmental stability:

“A variety of factors can make an environment dy-
namic, including unstable govemment; unpredictable
shift in the economy; unexpected changes in custo-
mer demand or competitor supply (or for that mat-
ter, rapid changes in the size of the organization
itself); clients demand for creativity as in an adver-
tising agency, job shop, newspaper, or TV network;
a rapid changing technology, or knowledge base,
as in the case of an electronic manufacturer; even
weather cannot be forecasted, as in the case of
farms and open-air theater companies” (Mintzberg
1979: 268, the italics are mine).

Dynamic environments make the organization’s
work unpredictable, and tend to lead to an orga-
nic, non-bureaucratic structure. As regards mar-
ket diversity, this may be the result of customers
having different characteristics, but also the con-
sequence of different products and several geo-
graphical areas. The more diversified the organ-
ization’s markets are, the greater the propensity
to group the activities into market-based units
(Mintzberg 1979). The relations between the
environmental and structural variables are shown
in Figure 2.

Environment:
sto Demand changes Customer
ara s s (quantitative or diversity
or qualitative) l
contingency Stability Market
varjab diversity
Oorganization: \l’ ‘L
Design- Oorganic vs Grouping:
arjab bureaucratic Market vs
structure functional

Figure 2: Customers as part of the environment: Contribution from contingency theory.
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In contingency theory, the organization (most
often through managerial actions, see Scott 1987,
Chiild 1984) adapts to the environment. The ap-
proach is mainly re-active; management act to
create fit between given contingencies and or-
ganizational design. However, organizations can
also take a more pro-active (Astley and Van de
Ven 1983) stance towards the environment, of
which customers play a vital part. There is room
for strategic choice (Child 1972) in the organiza-
tion-environment relation. This approach, which
allows for discretion and influence on the part of
managers is inherent in much of the prescriptive
strategy literature. Here, it is emphasized how
management actively seek out customers, crea-
te and develop market niches.

Taking Porter (1980) as an example of the
prescriptive approach to strategy, a firm can
choose from three generic strategies; low cost,
differentiation and focus. The focus strategy in-
cludes a conscious choice of which customer
group to serve, marketing efforts towards target
costumers to create and shape demand and build
customer loyalty (Kotler 1988), creating compet-
itive advantage towards competitors and devel-
oping organizational structure and processes to
serve the chosen customer group (Normann
1984, Heskett 1987). The customer is still a part
of the environment. Customers are “out there”,
but they can be “created” and developed through
organizational action. The managers of organi-
2ations do not adapt to given market niches and
customer demands, as implied in contingency
theory. Strategic managers may instead play an
active part in the structuring of customer envi-
ronments.

In the public provision of services, the recipi-
ents are not only customers, but citizens (Mar-
shall 1950) as well. The status of citizenship in-
cludes certain social rights (e.g. health services,
pensions, education) as well as political rights
and duties. The relation between the customer
and the citizen roles as important environmental
dimensions may generate important research
questions.

3. DESIGN CONTINGENCY: THE CUSTOMER
INTERACTS WITH A REPRESENTATIVE OF
THE ORGANIZATION

In the provision of welfare as well as in other
ranges of production, the customer is often ex-
tensively involved with representatives of the or-
ganization. The insights gained from looking at

the customer as part of the environment, located
outside organizational boundaries are important,
but limited. When the customer interacts with a
representative of the firm, this creates important
challenges for the organization. The extent and
intensity of the encounter varies from pasients
and elderly clients needing constant treatment to
routine transactions at news agents and buses.
The encounters do not take place exclusively in
the service sectors. In manufacturing organiza-
tions where customized goods are produced,
engineers and technical workers may develop the
product in interaction with the customer. When
there is a high degree of interaction between a
customer and a representative of the firm, the
customer is not exclusively a “demand genera-
tor”. Instead he transcends organizational boun-
daries, and there is personal interaction in the
“moment-of truth” (Normann 1984).

In a rare treatment of the customer-organiza-
tion interface, Danet (1981) specifies three ele-
ments of the personal encounter; the resources
transferred; the procedures followed; and the in-
terpersonal styles of the participants in the rela-
tion. She explains how the encounter is influ-
enced by environmental factors, organizational
variables and situational factors. Here, | will ad-
dress a more specific issue; how the personal
interaction between customer and front-stage
employee operate as a contingency on organi-
2ational design (Nesheim 1990). Taking the
amount and intensity of personal interaction as
given, we can ask what constraints and options
arise, and how they can be managed through
conscious design choices.

The customer transcends organizational boun-
daries and is involved in a face-to-face interac-
tion with a representative of the firm. From a ma-
nagerial point of view, the personal interaction
offers both opportunities and threats. The pro-
duct is partly produced at “the moment of truth”
when the customer meets the front-stage em-
ployee. The employee must provide the service
there and then, building on whatever input the
customer provides in terms of information needs
or preferences. In this relation, the two actors are
left alone. Management has no direct influence
on what happens (Normann 1984).

A key concept in analyzing the personal inter-
action is unpredictability. “The moment of truth”
is a relation which is not easily predictable. The
output of the interaction will be a function of the
skills and competences of the employee and of
the interpersonal competences of the two parties.

.On the side of the employee, the source of un-



ARTIKKELIT « TORSTEIN NESHEIM

predictability lies in his own ability to perceive the
customers’ needs and preferences and to work
out good solutions on the spot, while following
organizational policies as regards quality and
costs. When customer preferences are vague or
differentiated, standardization by rules and pro-
cedures is difficult to apply. The jobs of people
who deal continually with other people cannot be
completely specified, by developing procedures
for all possible situations. The interface cannot
easily be governed by way of standardization.

The first design implication, therefore, is that
when there is a high degree of personal interac-
tion in the customer-organization interface, stan-
dardization of work processes (Mintzberg 1979)
through developing procedures of how employ-
ees should act towards customers is not effec-
tive. Coordination in this relation should be
achieved by other means. Standardization of the
interaction will only be rational when the interac-
tion is of short duration and has low personal
involvement on the part of the customer, like in
MacDonald’s hamburger outlets (Morgan 1986).

In their interaction with customers the front-
stage employees have the best knowledge of the
customer’s needs, preferences and problems. It
is the employees who work directly with the cus-
tomer who can also identify the customer's wish-
es, and provide him with a solution that fulfil these
wishes. The front-line personnel have developed
competence in dealing with customers, and their
customer-related knowledge and skills may be a
big potential for the organization. When the in-
teraction between customer and employee is of
vital importance to the delivery process, some
decision-making authority should be delegated to
front-stage employees. Carlzon (1987) puts it as
follows:

“What is then SAS? ... SAS is the interaction be-
tween a single customer and each SAS employee
working front-stage ... Last year SAS had 10 million
customers. On average each interacted with five
employees, and this interaction lasted on average
15 seconds ... If we are to develop a service in ac-
cordance with customers’ needs, we have to dele-
gate the responsibility for analysis, ideas and deci-
sions to those who are SAS during those 15 sec-
onds. If instead, one has to go upward the hierar-
chy to make a decision, the 15 seconds have pas-
sed before we can act... (Therefore) it is not pos-
sible to have specialists governing the firm with
rules and procedures, as if all customers were alike,
with identical needs. The responsibility must be
moved to employees working front-stage” (Carlzon
1987, my translation of the Norwegian edition).

- Through delegation to the front-line one can
achieve more flexible and rapid response and

better adaption to customer preferences. To
achieve a decentralized organization, the role of
middle managers should change accordingly.
Traditionally, this group has had an instructing,
commanding role; they implement the organiza-
tion’s policies through direct supervision. If the
front-stage employees are allowed more discre-
tion, there should be changes at the middle lev-
els. First there will be fewer middle managers,
because their traditional functions to some ex-
tent will disappear. Secondly, middle managers
should adapt a more supportive and facilitating
role towards the front-line, as well as being en-
gaged in horizontal communication across func-
tions (Carlzon 1987, Peters 1987).

When the front-line personnel have consider-
able decision-making authority and the role of
middle management is lessened, the hierarchy
can be reduced. There is less need for an extend-
ed hierarchy as a vehicle for transmitting directi-
ves and policies. Besides, many layers of mana-
gement tend to inhibit communication and under-
standing because they place barriers between
senders and receivers of messages (Zeithaml et
al. 1988). The design suggestion is to reduce the
layers of management to a minimum. In this way,
unnecessary hierarchial control mechanisms may
not be allowed to grow, while the quality of up-
ward communication can be improved. “Flatten-
ing” the hierarchy may enable a change in orga-
nizational focus where mobilization of resources
— management, staff, back-office — to support
the customer contact activities is emphasized
(Grenroos 1990).

The four design options suggested above are
connected, and are well in tune with values of
personal autonomy, self-control and the ideolo-
gy of employees as human resources. However;
in terms of organizational effectiveness, a num-
ber of questions arise: If hierarchial referral and
standardization through rules are not rational,
how can coordination be achieved? The delega-
tion of decision-making authority may provide
opportunities for offering customers better pro-
ducts, but how do managers know whether em-
ployees can handle this responsibility, and
whether they will use their new autonomy to pro-
mote the goals of the organization? Delegation
without coordination and control may have neg-
ative effects, such as opportunistic actions (Wil-
liamson 1985) or suboptimalization/local ration-
ality (Child, 1984). Because more depends on the
competence of the employees actually serving
the customer and their ablity to find good solu-
tions, new problems of coordination arise (Colb-
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jernsen, forthcoming).

Two coordination options will be suggested
here. An alternative to standardization through
rules is the standardization of norms and values
(Mintzberg, 1979). Managers can emphazise
cultural control in the coordination of the activi-
ties in the organization. By developing a set of
customer-oriented values, a firm can create a
relatively unique and consistent way of dealing
with customers. Strong corporate cultures can
reduce employee ambiguity and foster behavio-
ral consistency among employees (Parasuraman
1986). Control is embedded not in specifications
of how to act in different situations, but in the
standardization of the way employees perceive
and experience their working situation. This pro-
vides the foundation for their interaction with
customers.

Standardization of skills is a potential form of
coordination (Mintzberg 1979). While professio-
nalization is well known, one can question wheth-
er the largeley self-defined professional stan-
dards are always congruent with organizational
goals and the needs of the customers. Another
design option would be to focus on a different
skill: When the front-line employees are involved
in face-to-face interaction, managers should re-
cruit people possessing inter-personal compe-
tence and emphazise the development of such
skills. The concept of interpersonal competence
is related to the ability to communicate and in-
teract with customers, and is relevant to most
boundary-spanning personnel in organizations
(Bowen and Schneider 1985). The promotion of
this skill could improve their ability to listen to,
understand, negotiate with and handle difficult
customers, as well as the ability to act in critical
incidents like accidents and fires.

The design options discussed here are consis-
tent with many of the recommendations in the
literature on organizational design. My point is
that the alternatives are not universal prescrip-
tions for management, but structural solutions
arising from one particular contingency; the inter-
action between a customer and a representative
of the organization. The design suggestions thus
build on an organizational model where the cus-
tomer transcends organizational boundaries.

4. ORGANIZING THE CUSTOMER-FIRM
INTERFACE: A DESIGN QUESTION

While the notion of customer-employee inter-
action as a design contingency may yield impor-

tant insights, a supplementary view of “the cus-
tomer as an insider” will now be presented. The
customer-organization interface is a relation that
can be organized. This relation regarded as a
design dimension, is our third approach to the
customer.

In an early discussion of the customers’ impact
on organizations, Thompson (1967), the recom-
mendation was to buffer the technical core from
environmental — including customer — distur-
bances. This view of the customer as a problem
and a source of input uncertainty is echoed in
parts of the service management literature. Pro-
duction processes characterized by extensive
customer involvement are perceived as limited
in their production efficiency because of the
uncertainty the customer introduces into the pro-
cess. Customers pose problems for the organi-
zation because of the diversity and unpredictabi-
lity of their demands, because they disrupt rou-
tines, because of their lack of attention, their un-
reliability, their failure to comply with procedures
and so forth. Taking this argument to its logical
conclusion, design strategies involve “decoupling’
the customer from the production process,
mechanizing the delivery, and routinizing the in-
teraction (Chase and Tansik 1983, Northcraft and
Chase 1985).

On the other hand, a case can be made for
the customer as a knowledgeable actor, engag-
ing in various productive activities in various stag-
es of the service delivery process. These activi-
ties may include the provision of information,
doing physical work (e.g. filling out forms, self-
service) and the marketing of the product to po-
tential customers. The participation of the custo-
mer is an opportunity and a resource, and may
enable the organization to achieve greater effi-
ciency in its operations. Customers may be re-
garded as “partial” employees within the organi-
zation’s boundaries, and can be managed as
human resources (Mills and Morris 1986, Bowen
1986).

The options of buffering vs involving the cus-
tomer in organizations capture important view-
points on the customer-firm interface. However,
one should be able to clarify more specific de-
sign variables as well as avoid the universal, one-
best-way-of-organizing prescriptions implicit in
the two approaches above (cfr. Lovelock 1983).
| would suggest that the study of the customer-
organization interface consider four questions:
a) How should the transaction between the or-

ganization and the customer be governed
(mode of contracf)?
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b) What are the optimal form and amount of cus-
tomer contact in the process of service deliv-
ery?

c) What productive activities should the custo-
mer be involved in?

d) How can the customer be managed?

a) Customer-organization interface:
Mode of contract

Reve (1990), who builds on transaction cost
and agency theory has developed a model of
organization as a nexus of internal and external
contracts. Extending this approach, a vital part
of an organization is its contracts with customers.
To handle economic transactions between the
recipient (personal customer as end-user) and
supplier (organization) of products, different gov-
erning mechanisms or contracts can be used.
Customer-firm contracts are bilateral arrange-
ments that involve reciprocal expectations and
behaviours.

The contracts can range from highly, formal-
ized agreements to implicit, often vague under-
standings that may not be well defined (Kalle-
berg and Reve 1990). Another dimension is cap-
tured by the continum from discrete, “one-off”
transactions (spot markef) to recurrent, long-last-
ing exchanges where personal relations may be
involved. Such relational contracts often depend
heavily on trust and the personal networks be-
tween the customer and representatives of the
firm (Granovetter 1987, Bradach and Eccles
1989).

Taking an economic approach, modes of con-
tract can be predicted from characteristics of the
customer-firm transaction (Bowen and Jones
1986, Jones 1987), such as asset specificity,
performance ambiguity and frequency. However,
from a power perspective, the importance of the
product involved for the customer as well as the
existence of alternative suppliers should be con-
sidered.

Since Williamson's “Markets and hierarchies”
(1975), the study of organizational boundaries
and governing of transactions have become cen-
tral themes in organizational studies. However,
the relations usually involve buyer-seller transac-
tions where intermediate products are concerned
and/or the transaction partners are two work or-
ganizations. Here, the focus is on the organiza-
tion-customerinterface, with the personal custom-
er as an end-user of the product. The study of
these specific relations may bring new light on
the governing of transactions, while the range of

application of the contract approach can be ex-
tended.

b) Form and amount of customer contact

This variable capture whether the customer is
physically present during the service delivery, and
the extent of personal interaction between the
customer and employees of the organization. In
low contact service delivery systems, production
efficiency could be achieved by limiting the
amount of face-to-face contact and the physical
presence of the customer. In high-contact sys-
tems, the customer is extensively involved with
representatives of the organization. This intro-
duces elements of uncertainty in the delivery, but
may bring potential benefits as well. Low contact
in general maximize production efficiency, while
high contact has the greatest potential for sales
(Bowen 1986, Chase and Bowen 1990).

Chase and Bowen (1990) present a typology
of six modes of service delivery options, which
differ in forms (nature of interaction) and amount
(length of time in interaction) of customer con-
tact. The choice of contact mode should be made
according to a decision rule: “Find the form and
amount of customer contact that balances the
efficiency potential from low contact with the
sales opportunities from high contact”.

The service delivery options are; mail contact
(1), phone contact (2), one-site technology (3),
face-to-face tight specifications (4), face-to-face
loose specifications (5), face-to-face total custo-
mization (6). Options one and two do not require
the customer to be physically present, in the third
the customer is present without interaction with
employees, e.g. Automatic Teller Machines inside
banks. Options 4—6 involve customer-employee
interactions with different amounts of interaction
and degrees of customization. Examples of the
face-to-face options are fast-food restaurants (4),
full service restaurants (5) and medical service
(6).

Often, the design of service delivery options is
not much of a choice, or is directly implied by
the organization's strategy (for example regarding
the degree of standardization vs. customization).
Here, the typology merely systemizes and de-
scribes contact modes. However, in other cases
prescriptions can be derived. For example, dif-
ferent design options have different requirements
in terms of skill. The competence needed to fill
different positions can thus be specified (Chase
and Bowen 1990).
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Northcraft and Chase (1985) maintain that an
appropriate means for the delivery of service, is
one that utilizes merely the level of expertise and
customer contact required to provide the service
most efficiently. Account transactions should be
processed by Automatic Teller Machines, the
cashing of checks by live tellers, while certificates
of deposits require interaction with employees
having more expertise and discretion. Further, the
form of contact chosen have implications for the
two remaining interface choices. We now turn to
the question of how the customer can create
value for the firm by engagement in task-related
activities.

c) Productive activities on part of the
customer

An important observation is that the customer
can be involved in productive activities in the
organization. Customer participation is a poten-
tial for saving labour costs and creating better
quality in output. Normann (1984) has identified
several different functions the customer can have,
including specifying the product needed, engag-
ing in co-production by doing part of the physical
work required, development of the service deliv-
ery system and marketing. The customer may
bring physical, intellectual or emotional contri-
butions to the delivery process (Normann 1984).

The increasement of customer patrticipation has
been used strategically in positioning firms to-
wards their competitors. IKEA can be used as
an example. The home furniture market in Scan-
dinavia changed when IKEA emerged on the
scene. An important element in the firm's low-
price strategy is the way they involve the custom-
er. The outlets are based on self-service. The
customers transport the furniture parts to their
homes themselves, and then start putting these
parts together. In this way, labour costs are
saved, and the firm is able to maintain lower pric-
es than their competitors.

In general, one would expect a high degree of
standardization of products being compatible with
a low-cost strategy. Where outputs are meant to
be standardized, production efficiency can be
achieved through routinization. From the litera-
ture, one would expect that the higher the de-
gree of product standardization, the more the
customer should be sealed off from production,
and avoid the disruption of these routines (Chase
and Tansik 1983). Here another angle is propo-
sed: Customers can participate in production re-

gardless of the degree of standardization, but will
make different contributions in the delivery of
highly standardized vs. highly customized pro-
ducts.

Customers who seek out a standardized serv-
ice can contribute to production efficiency if they
know their preferences, define what products they
want (e.g. retail customers bringing their receipts
with them), order in advance (e.g. plane tickets),
have necessary information and documentation
available (e.g., bringing identity cards and re-
cords), act as co-producer (e.g. filling out forms)
and do the work themselves without interacting
with the personal of the firm (e.g. laundromats).

Customized products refer to the recognition
of the customer's uniqueness as an individual
(Suprenant and Solomon 1987). It is the custom-
er's unique needs and preferences that have to
be satisfied, or her unique problem that has to
be solved. The customer can assist in providing
a high quality product, enhancing effectiveness
rather than efficiency. In psychological therapy,
for example, it is important to give information
that can help to specify the client's problem. To
enable competent employeés to work out good
solutions, customers should be able to specify
problems, needs or preferences. Customers can
play an important role to shape the atmosphere
at the service location, and make work less
stressing for employees, while they contribute to
a pleasant experience for other customers. On
the other hand, nasty, rude or drunken custom-
ers can affect the climate of the service location
in the wrong direction.

In manufacturing, customers may be vital in the
production of “tailor-made” goods. To involve
customers to generate ideas, designs, produc-
tion planning and quality control have a potential
for enhancing total product quality and consumer
satisfaction.

Summing up, | suggest that the degree of stan-
dardization vs customization is important in spe-
cifying what activities the customer should per-
form, not cnly the extent of customer participa-
tion. The more standardization, the more the cus-
tomer can contribute to production efficiency and
cost savings. The higher the degree of customi-
zation, the more the customer can contribute to
effectiveness and product quality.

d) Managing the customer

One implication of the above discussion is that
customers are not just distant spectators, but may
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be active participants, supplying information and
physical labour to the production process. This
has led to the suggestion that customers should
be viewed as “partial employees” of the service
organization. One implication of regarding cus-
tomers as part of the organization is that they
must be managed along with employees (Bowen
1986, Mills and Morris 1986).

According to Bowen (1986), one key to the
management of customer performance is to de-
velop Human Resource Management practices
in three areas. First, the customer must under-
stand how she is expected to perform. An initial
role expectation is to “go to the right counter”.
The customer should be directed to the ap-
propriate employee(s) or machine(s). During the
personal encounter it is important that the cus-
tomer’s role is clear. Organizations need to de-
velop ways in which the role making process is
facilitated (Mills and Morris 1986). Secondly,
there is the question of the customer's ability to
perform. Just as in the management of employ-
ees, a conscious selection and training policy can
be used to acquire on-site customers who are
able to perform as expected. In this way the par-
ticipation skills of the customer can be improved
(Grenroos 1990. Finally, there must be valued
rewards to enhance the customers’ motivation
to perform. When a customer prefers face-to-face
interaction, but the firm wants him to use autom-
atized self-service, managers have to point out
the rewards associated with this delivery mode.
Differentiating prices for the use of different de-
livery modes is one example of how incentives
can be provided for the customer.

In Mintzberg’s (1979) synthesis on organiza-
tion design, one dimension is the design of indi-
vidual positions. When we conceive of custom-
ers as “partial employees” performing task-relat-
ed activities for the organization, our focus is on
the design of customer and not employee roles.
To some extent, the customer can be managed
through the conscious structuring of customer
roles. Using the conceptual scheme of Mintzberg
(1979) the questions to be asked are:

* What task-related activities are the customer
expected to perform (specialization)? This var-
iable allows us to capture the extent and form
of customer participation in the production
process.

To what extent is the behaviour inherent in
each task standardized through mechaniza-
tion or written procedures? What is the degree
and content in customer behaviour formaliza-
tion?

*

* What skills and knowledge are required of the
customer? How can the customer be trained
to acquire the necessary competence?

While my main point is that the customer-or-
ganization interface is a vital aspect of organiza-
tional design, to speak of design of customer
roles emphasizes that some concepts used to
capture the internal structuring of organizations
can be extended to the study of interface issues.
Interface research could therefore procede by the
integration of concepts from “mainstream” orga-
nizational research (for example contracts, de-
sign of individual positions) with service man-
agement research addressing the organization-
customer interface specifically.

5. TWO EXTENSIONS: THE CUSTOMER AS
MANAGER AND PROSUMER

The foregoing discussion has shown how three
different approaches to the customer bear on
organizational design issues.

While there is a lack of systematic empirical
research on customer-organization issues, the
existing literature allows us to specify theoretical
constructs and variables, as well as to develop
some research propositions. This section will
briefly address two alternative approaches to the
customer, the customer as manager and as
prosumer. These approaches are novel, rare and
not yet well developed. It remains to be seen how
they relate to organizational design issues. Here,
| merely suggest that the two views may have a
potential in bringing forward interesting research
questions.

a) The customer as a manager

Earlier in this section it has been pointed out
that control is difficult when serving the custom-
er involves face-to-face interaction. Traditional
control mechanisms such as hierarchial referral,
monitoring through personal control and standar-
dization through rules and procedures will often
not be appropriate. In section three other options
were discussed, based on established coordina-
tion mechanisms in organizations (Mintzberg
1979, Child 1984).

Another alternative is to use customers as “sub-
stitutes for leadership” (Bowen 1983). Customers
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can be encouraged and/or taught to engage in
quality control, providing daily feedback to em-
ployees. For example, when cleaning is done dur-
ing office hours (with the customer present), this
enables the customer to take on important func-
tions of quality control (Normann 1984). On the
other hand, service employees have been found
to be as satisfied with the supportive behaviours
of their customers compared to their immediate
supervisor (Bowen and Schneider 1988). This
suggest that supportive and facilitating functions
sometimes can be performed by customers and
not only by first-line managers.

b) The customer as a prosumer

According to Troye (1990) the quality of a pro-
duct can be analyzed by studying four elements
of the production process; customer-employee
interaction, “back-stage”, structural/material and
customer-dependent elements. It is emphasized
that the customer is not a passive consumer of a
product. Troye points out that the customer is a
prosumer (Toffler 1980). One the one hand, the
customer are engaged in activities, which may
save labour costs during the delivery process. On
the other hand, the customer must perform acti-
vities connected to experiencing the products.
How the customer use the facilities provided by
a hotel or a travel agency is important for the
evaluation of a holiday. Satisfaction with a new
car is dependent on the customer’s use of the
car. Such experience activities may take place
during the customer’ contact with the organiza-
tion (e.g. hotel) or after the customer has com-
pleted the transaction and are no longer "inside”
the organization (e.g. car). These customer-de-
pendent quality elements are usually highly sub-
jective and vary between customers (Troye
1990).

The prosumer view covers both the customer
activities as a co-producer (discussed in section
4) and activities connected to the experience with
and use of the product. Conceptually, these are
distinct parts of the customer role. The influenc-
ing of customer satisfaction through the “experi-
ence” activities is difficult, mainly because these
are in their nature ideosyncratic. The design of
customer roles therefore has clearer limits than
what is implied by the management of customer
perspective. The management of customers may
be relevant for their productive activities, but not
for their “experience” activities.

6. COMPARISON AND CONCLUSION

The aim of this article has been to bring the
customer into the study of organizations. While
customers frequently transcend organizational
boundaries, | suggest that the customer should
cross the boundaries of organization theory as
well. The five approaches | have identified could
inform the study of the diverse ways customers
bear on organizations. The approach label is
chosen because the customer models are not
fully developed perspectives or theories. Rather,
they point to differences in the conceptualization
of customer in various perspectives and theories
of organizations. The first three approaches en-
compass specific theories, concepts and re-
search propositions and invite systematic empir-
ical studies. The prosumer and manager views
presently can only be considered as theoretical
ideas, which may be developed further to inform
the study of organizational design.

In figure 3 the approaches are compared in
terms of how the customer relates to organiza-
tion boundaries, customer-related variables and
aspects of choice and action.

In the first approach, the customer is part of
the environment of the organization. Customers
influence market diversity and degree of environ-
mental stability, contingencies to which the or-
ganization must adapt. In the second approach
this contingency framework is maintained. How-
ever, the customer no longer is a distant demand
generator; rather the customer-employee inter-
action creates specific options and constraints for
organizational design. The options for manage-
rial action is limited to the “traditional” design vari-
ables (cfr. Mintzberg 1979) in both approaches.
Also, the notion of unpredictability is a feature of
both. Unpredictability may originate in demand
and tastes (customer-environment) or the “mo-
ment-of truth” (“inside” the organization), and will
drive non-standardized, organic organizational
designs.

From the third approach we learn that the cus-
tomer-organization interface is a relation that can
be organized; i.e., it is a vital aspect of organiza-
tional design. This interface can be organized in
such a way that the customer becomes a “patrtial
employee” who trancends the boundaries of the
organization. Questions regarding the design of
customer roles and managing the customer will
then be relevant. On the other hand, the customer
can have managerial functions in quality control
and support of the front-line, as approach four
reminds us of. Finally, the prosumer view empha-
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transcend employee organization
organizational interaction structure to
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interaction with
employees
APPROACH C The interface Design-variables:| Managers
between customer Mode of contract make choices
and organization Customer contact | on interface
is not given, Productive issues
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choices customers
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involved in How customers enable custo-
interaction can be wsubsti- mers to
with employees tutes for fulfill such
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APPROACH E Customers Focus on Subjective
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"left" the through organi-
organization zation design

Figure 3: The five approaches: A comparison.
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sizes the way the customer subjectively experi-
ences the product “inside” or “outside” the organ-
ization, and the limitations this creates for the
management of customers and customer-related
activities.

The approaches are complementary and not
alternatives in the study of organizational design.
A customer may be a demand generator (1), who
interact with a representative of the firm (2),
where the interface is designed through conscius
choice of delivery option (3). By being engaged
in certain activities he is a prosumer (5), who at
the same time may execute managerial functions
(4). While the five approaches do not conflict, they
have different implications for organizational de-
sign. Further research should investigate what
these implications are.

The relative neglegt of customers is a charac-
teristic of organizational theory in general. In this
paper, the aim has been to clarify the various
ways customers and organizational design is-
sues are connected, emphazing the instrumental
aspects of organizing. On the one hand, the five
customer models, with their accompanying theo-
retical constructs, research questions and pro-
positions, should inform empirical studies of or-
ganizational design. On the other hand, the ap-
proaches and concepts presented here may be
of some use to organizational researchers who
work in other fields and use alternative perspec-
tives (e.g. interpretive, conflict and power, pro-
cessual). The actions and characteristics of the
diverse kinds of customers concern a range of
organizational issues, not only on questions of
design.
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