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Overview

Recommending the services and products of others is a natural part of business
life. If we are particularly impressed with the service we receive, we are keen to
tell others about it. Likewise, if we receive bad service we do not want our peers
to experience the same, spreading negative reviews just as quickly. Personal
recommendations and referrals are not only an important part of the sales
process but are also key to building a good reputation and a solid network.
For small businesses, and start-ups in particular, who have yet to build the
recognised brands or sophisticated sales processes of their larger counterparts,
referrals can account for a large proportion of their overall lead generation and
new business contacts.

While there are hints of ‘green shoots’ in the economy, we are not out of the woods
yet. The balance sheets of small businesses are still particularly vulnerable. Cash
remains King, so anything that brings in extra revenue is important. But time is
also tight. SMEs must focus on bringing in and retaining business. Any additional
revenue streams must work with the way the business already operates. Could
referrals, based on recommendations that are already taking place, be just the
process that is needed?

Easynet Connect commissioned this research to establish how the world of
referrals, or the so-called ‘referral” economy, works in the SME market, and to
find out whether small businesses were missing out on potential revenues from
the businesses they refer. Indeed, it was also important to ascertain whether
there is any appetite to earn money from referring business, and if so, what are
the obstacles that prevent businesses from establishing referral schemes today.

About the Research

The primary research for this report was conducted by OpinionMatters, an
independent pan-European market research company. The research was
commissioned by Easynet Connect in order to gain insight into how business
referrals work in the SME market.

OpinionMatters interviewed 275 IT decision-makers, split equally among company
size (ranging from SMEs of 1-4 employees up to enterprises of 250+ employees).
32 IT consultants were also surveyed as part of the sample. The research was
conducted and compiled in September 2009.
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Section 1: The ‘referral’ economy

Question: Approximately how many times
in a month do you recommend the business
of other suppliers without earning a fee/
commission for the referral?

The ‘referral’ economy is alive and well in the
UK, with 82% of the organisations surveyed
recommending the business of other suppliers
at least once a month. Recognising this value
of networking, some businesses were even
more enthusiastic, with 15% making over 7
recommendations each month. Only 17% of
businesses never make recommendations.

When comparing the results by company
size, the research shows that the smaller
the business, the less likely it is to make
recommendations about the services of others.
Forexample, the smallest companies surveyed,
with only 1-4 employees, were the least likely
to recommend the services of others, with 42%
never making recommendations and 44%
only making 1-2 a month. Large organisations
on the other hand habitually recommend the
business of others, with only 7% never making
recommendations and 20% recommending a
staggering 9-10 times each month.

Looking at the SME market specifically, 19%
of businesses never make recommendations,
while 34% make at least 1-2 a month.
Interestingly, 47% of SMEs actually make more
than three recommendations every month.

Londoners were generally the most adept
at referring business regularly, with 32% of
London businesses making more than 7
recommendations a month. Outside of London
there were very few differences, with all regions
embracing the referral economy fairly evenly.
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Section 2: The value of referrals

Question: When you make recommendations,
approximately what value in total do you
expect this business to be worth to these
other suppliers?

Businesses of all sizes (SMEs and enterprises)
recommend on average £15,000 of business to
other suppliers whenever they make a referral
without earning a penny in commission. Looking
at the figures more closely, 22% recommend
business to the value of up to just £1,000, while
nearly one fifth (17%) recommend business
the equivalent of between £20,001 - £50,000.

Naturally, larger businesses recommend
higher value services than smaller ones. For
example, 70% of companies with just 1-4
employees recommend business worth up to a
maximum of £1,000, whereas companies with
5-10 employees are more likely to recommend
business of between £1,001 - £2,000. The
typical value of business recommended by
SMEs equates to approximately £7,500,
compared to just over £40,000 for the larger
companies surveyed (250+ employees).
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The IT consultant’s perspective

When asked about the commission they
earn, most IT consultants surveyed (defined
as “an advisor to businesses on how best to
use IT, sometimes including the purchasing,
deployment and administration of IT
systems on a businesses’ behalf’), generally
consider themselves to be fairly compensated
when referring suppliers. Overall satisfaction
was rated as 3.9 on a scale from 5-1, where 5
is ‘very well compensated’. However, with one
quarter of IT consultants earning up to 10%
of their total income from referral fees (and
nearly half relying on referral fees for over 6%
of their income), the revenue from this process
is clearly an important part of their business.

When asked about the commission rates
from various aspects of their business (from
IT hardware to software packages), most
IT consultants do not earn any commission
when referring software-as-a-service (SaaS)
licences and Internet Service Providers (ISPs).
Three quarters earned no commission from
SaaS licences or recommending an ISP to
their clients. While the low referral rate of SaaS
could be explained by the relative immaturity
of the market, the ISP figure is somewhat
surprising, and serves as a signal to ISPs of
the opportunity to bolster their channel process
with IT consultants.
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Section 3: Barriers to the ‘referral’ economy

Question: What stops you from establishing
commission arrangements with the
suppliers you recommend?

Despite SMEs referring an average of £7,500
worth of business with each referral, 38%
would not establish a formal commission
arrangement with those they recommend due
to a lack of time, or the schemes themselves
being too complicated to set up. 28% of small
businesses accept not earning commission
because they consider recommendations as a

natural part of business, while 17% have not
established referral schemes because they
consider them too complicated to set up.

Larger companies are generally less bothered
about earning commission from referrals.
39% of organisations with 50-249 employees
and 31% of those with 250+ are happy not
earning commission.
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Question: What prevents you from
recommending the service of another
supplier, even when you believe their
service to be good?

Nearly one fifth (18%) of SMEs do not
recommend the business of others, even when
they consider it to be good, simply because
they will get no financial reward for doing so.

What prevents you from recommending the service of another supplier,
even when you believe their service to be good?
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Nothing stops 29% of businesses from
recommending the good service of others,
yet nearly 44% would not recommend good
business either because the other supplier
could potentially be a competitor of theirs or
their perception could actually be wrong. It’s not
good for a company’s reputation to recommend
a bad supplier!

Larger companies are generally more wary
of making mistakes when recommending
the business of others compared to smaller
organisations; 40% of companies with 250+
employees do not make recommendations in

case they get it wrong, compared to just 18%
of companies with 1-4 employees.

Amongst SMEs themselves, the larger the
company, the more sceptical they are of
getting anything in return for recommending
the business of others, whether financial
or otherwise. Only 7% of SMEs with 1-4
employees do not make recommendations for
this reason, climbing steadily to 18% of those
with 50-249 employees).
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The ‘referral’ economy: A networking cash cow for SMEs

Commentary on the research results from Chris Stening,
managing director, Easynet Connect

With SMEs making an average of three recommendations
every month — the equivalent of £22,500 in value — the
‘referral’ economy is clearly very important to the livelihood
of small businesses. However, with 19% of SMEs never
recommending the business of others, some are missing
out on this important aspect of business interaction and
networking.

With so much business being referred by SMEs every week, there are clear
revenue-generating and reputation building opportunities for those companies
that find a way to monetise this good will. While the traditional sales channel
provides many businesses with a consistent, low-touch means of generating new
customers, for many businesses, such a formalised process is not practical, can
be daunting to set up, and is time-consuming to manage. This view is reflected
by our research, with 38% of SMEs surveyed not participating in or establishing
referral schemes simply due to a lack of time, or the schemes themselves being
too complicated to set up. These SMEs are missing a good revenue opportunity
and the chance to enhance their own reputation, network and potentially sell to
new markets.

With SMEs making an average of three recommendations each month, the
‘referral’ economy is clearly important and businesses are recognising the
networking opportunities it offers. But SMEs often don’t appear to be compensated
financially for the vital contribution they make. Whether as a formalised, accredited
channel partner or straightforward sales agent, the potential revenue available to
businesses that sign up to referral schemes is impressive, as well as opening up
new markets for them and being a significant reputation builder. This could make
all the difference to an SME’s survival today, and is one of the reasons why we
launched our own Sales Agent Referral Scheme in June this year.

Money should never be the sole reason for recommending the services of others
and the intangible value that referring a business can bring to a company’s
reputation and business contacts is considerable. However if moderate incentives
actually encourage more businesses to take the time to refer the good services
they enjoy, then the whole of the business world will run more efficiently. Good
suppliers will be rewarded with more sales, and those that sing their praises will
get a return on their networking as well build their own profile.
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